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Abstract:

This study aims to analyze the long-term effects of export diversification and industrialization on entrepreneurship in selected developing
Asian countries with relatively high human development indices. The study employs panel data from 2006 to 2023 and applies FMOLS and
DOLS econometric techniques to estimate the long-run effects of globalization variables (export diversification and foreign direct
investment), demographic variables (urbanization and labor force), and economic development variables (industrialization and human
capital) on entrepreneurship across selected developing countries. The estimation results confirm a significant long-run relationship among
all variables. Both FMOLS and DOLS coefficients reveal that export diversification, foreign direct investment, urbanization, labor force,
industrialization, and human capital each positively and significantly affect entrepreneurship. Labor force participation and human capital
exhibited the strongest elasticities, while export diversification stimulated competitive innovation and the emergence of new businesses.
Export diversification and industrialization play a critical role in enhancing entrepreneurship through innovation, employment, and
increased access to productive resources and global markets. Policymakers in developing nations are encouraged to prioritize industrial
expansion, attract foreign investment, and foster human capital development as essential strategies to stimulate sustainable
entrepreneurial growth.
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Extended Abstract

Introduction

Entrepreneurship plays a pivotal role in accelerating economic growth, enhancing innovation, and reducing poverty,
particularly in developing countries where structural transformation remains a major policy objective. One of the major
components contributing to the dynamism of entrepreneurship is export diversification, which enables economies to expand
into new markets, reduce dependence on a narrow range of commodities, and foster innovation through exposure to
international competition (Nguyen et al., 2022). Export diversification reduces economic vulnerability by spreading risks
across multiple industries and products, thereby creating a conducive environment for the emergence of new businesses and
entrepreneurial ventures (Sutter et al., 2019). It fosters knowledge spillovers, stimulates technological transfer, and nurtures
innovation ecosystems, all of which are essential to entrepreneurial vibrancy (Parhonar & Ahmadian, 2017).

Similarly, industrialization has long been recognized as a catalyst for job creation, skill development, and long-term
economic transformation. Through investments in manufacturing and industrial infrastructure, countries can stimulate small
and medium-sized enterprises (SMEs), increase domestic value addition, and foster backward and forward linkages that
promote entrepreneurship (Mousavi Nagabi & Anousheh, 2021). The structural shift from agrarian economies to industrial
economies is often accompanied by institutional changes that encourage private sector engagement and entrepreneurial
activities (Monteiro et al., 2017).

In this context, the importance of human capital and demographic dynamics—such as urbanization and workforce
availability—cannot be overstated. A skilled and educated labor force is essential for sustaining innovative activities and
exploiting entrepreneurial opportunities (Bagherzadeh, 2022). Urbanization, on the other hand, concentrates markets,
infrastructure, and information networks, which provide fertile ground for entrepreneurial ventures (Shahabadi et al., 2022).
Additionally, globalization-related variables such as foreign direct investment (FDI) offer new pathways for accessing finance,
managerial expertise, and global market integration—all key elements in fostering entrepreneurship (Dutta & Meierrieks,
2021; Naderi Nasab & Soheili, 2016).

Despite these theoretical insights, empirical studies that simultaneously assess the long-run impact of export
diversification and industrialization—alongside human capital, urbanization, workforce, and FDI—on entrepreneurship in
developing economies are scarce. Existing studies have either focused on one or two variables in isolation or employed
methodologies that do not adequately capture long-term dynamics (Fuentelsaz et al., 2019; Wales et al., 2019). Moreover,
the mediating roles of institutional quality, financial development, and organizational resilience in entrepreneurial
ecosystems are often neglected in empirical models (Damoah, 2025; Wellalage et al., 2023).

To fill this gap, the current study investigates the long-run effects of export diversification and industrialization on
entrepreneurship in a panel of selected Asian developing countries with relatively high Human Development Index (HDI). The
countries included in the study are characterized by intermediate stages of development, moderate levels of urbanization,
increasing openness to global trade, and evolving industrial structures. The study incorporates six explanatory variables —
export diversification, FDI, industrialization, human capital, workforce participation, and urbanization—and examines their
effects on entrepreneurship using robust econometric models.

Methods and Materials
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The study adopts a correlational research design and employs panel data spanning from 2006 to 2023 for selected Asian
developing countries with HDI above 0.60. The dependent variable is entrepreneurship, operationalized through business
registrations and entrepreneurial activity indicators obtained from World Bank and Global Entrepreneurship Monitor data.
Independent variables include export diversification (measured by the export concentration index), industrialization (proxied
by industrial value-added as a percentage of GDP), foreign direct investment (as a percentage of GDP), workforce
participation (share of population aged 15—-64), urbanization (percentage of urban population), and human capital (proxied
by secondary school enrollment rates).

Prior to estimation, the study conducts panel unit root tests to determine the stationarity of variables, followed by panel
cointegration tests (Pedroni and Kao tests) to ensure the presence of a long-run equilibrium relationship among the variables.
Two econometric techniques—Fully Modified Ordinary Least Squares (FMOLS) and Dynamic Ordinary Least Squares (DOLS)—
are applied to estimate the long-run coefficients. These methods correct for serial correlation and endogeneity, thereby
providing efficient and unbiased estimates. All estimations are performed using EViews software. Diagnostic tests for serial
correlation, cross-sectional dependence, and normality of residuals are also reported to validate the robustness of the
models.

Findings

The results of the FMOLS and DOLS estimations reveal that all six independent variables have a positive and statistically
significant impact on entrepreneurship in the long run. Specifically, export diversification exhibits a strong positive elasticity
with entrepreneurship, suggesting that countries with more diversified export profiles experience higher levels of
entrepreneurial activity. Industrialization also shows a significant and positive effect, indicating that increased industrial
output correlates with the growth of new business ventures.

Foreign direct investment is found to have a notable positive effect on entrepreneurship, underscoring the role of
international capital inflows in supporting entrepreneurial ecosystems through technological transfer and improved access
to finance. The coefficients for workforce and urbanization are both positive and significant, implying that larger and more
urbanized populations are conducive to entrepreneurial growth. Lastly, human capital emerges as a significant determinant,
highlighting the importance of education and skill development in fostering entrepreneurship.

Panel cointegration tests confirm the existence of a long-run relationship among the variables, and the diagnostic tests
support the validity of the model assumptions. The adjusted R-squared values exceed 0.95 in both FMOLS and DOLS models,
indicating strong explanatory power. No evidence of serial correlation or cross-sectional dependence is detected, and
residuals exhibit normal distribution.

Discussion and Conclusion

The empirical findings of this study underscore the critical role of export diversification and industrialization in shaping the
entrepreneurial landscape of developing countries. Export diversification reduces vulnerability to external shocks and fosters
innovation by exposing firms to international standards and competition. As firms explore new markets and products, they
stimulate entrepreneurial experimentation, which leads to new firm creation and economic diversification. This finding is in
line with prior research that links export diversification to increased entrepreneurial density in national economies.

Industrialization, on the other hand, creates a conducive environment for entrepreneurship by building necessary physical

infrastructure, enhancing production capacities, and fostering the development of ancillary industries. The proliferation of
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industrial zones and manufacturing hubs enables SMEs to scale efficiently, access raw materials, and benefit from economies
of scale. This aligns with evidence from prior studies indicating that industrial infrastructure acts as a critical enabler of small
business growth and innovation in emerging economies.

The study also reaffirms the importance of demographic and development-related variables such as urbanization,
workforce, and human capital. Urban areas offer concentrated demand, skilled labor, and access to infrastructure, making
them fertile ground for entrepreneurial ventures. A larger working-age population expands the pool of potential
entrepreneurs, while investments in human capital equip individuals with the knowledge and skills necessary to recognize
and exploit business opportunities.

Foreign direct investment is another powerful catalyst for entrepreneurship, not only by injecting capital but also by
diffusing technological and managerial know-how. FDI facilitates the entry of new actors into the market and promotes
competition, which encourages indigenous firms to innovate and grow. The study’s findings thus highlight the synergistic
effects of globalization and domestic capacity-building on entrepreneurial ecosystems.

Importantly, the results support the view that entrepreneurship in developing countries is a multidimensional
phenomenon influenced by macroeconomic structures, institutional frameworks, and demographic transitions. While the
focus of the study is economic in nature, the implications extend to policy domains such as education, urban planning, and
trade liberalization. Effective entrepreneurial policy must therefore be comprehensive, integrating industrial development
strategies with human capital investment, financial inclusion, and export promotion.

In conclusion, this study contributes to the literature by offering a holistic empirical assessment of the long-run
determinants of entrepreneurship in selected developing countries. The simultaneous consideration of export diversification,
industrialization, human capital, urbanization, FDI, and workforce participation provides a nuanced understanding of the
structural factors that foster entrepreneurship. The findings emphasize the need for multi-pronged policy interventions that
align with a country’s developmental stage and institutional capabilities to ensure a sustainable and inclusive entrepreneurial

ecosystem.
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