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Abstract: This study examines the complex relationship between cultural diversity
and entrepreneurial intentions. While some scholars argue that cultural diversity
fosters entrepreneurship, others contend it creates social barriers. We aim to
reconcile these views by exploring how different dimensions of cultural diversity —
ethnic, linguistic, and religious — affect entrepreneurial intentions across countries,
and how these effects depend on levels of inequality. We use data from the Global
Entrepreneurship Monitor combined with macro-level indicators of inequality and
diversity. The results show that ethnic and religious diversity are associated to
higher entrepreneurial intentions in more equal societies but to lower intentions in
highly unequal ones. Linguistic diversity shows the opposite trend. These results
suggest that the impact of diversity depends on a country’s level of inequality. The
findings highlight the need to consider cultural heterogeneity and structural con-
ditionstogether when analyzing entrepreneurship across nations

Keywords: entrepreneurial intentions; entrepreneurship; cultural diversity;
inequality; knowledge spillovers

1 Introduction

Scholars have long sought to understand the factors that shape individuals’ entre-
preneurial intentions, which are key cognitive precursors to entrepreneurial
action (Krueger et al. 2000; Moriano et al. 2012). While existing research has
explored various factors, including individual personality traits (De Pillis and
Reardon 2007), social capital (Fayolle and Gailly 2015), access to financial resources
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(Nakara et al. 2021), and policy regulation (Liithje and Franke 2003), the role of
cultural diversity in influencing entrepreneurial intentions remains underexamined
and theoretically fragmented.

Cultural diversity refers to the variety of cultural elements that coexist within a
society and define group boundaries encompassing differences in ethnicity, lan-
guage, and religion (Wimmer 2008a). This diversity has significant and varied im-
plications for individuals’ entrepreneurial intentions by influencing how they access
knowledge, resources, and networks (Audretsch et al. 2022). However, despite
growing scholarly interest in the intersection of culture and entrepreneurship (e.g.,
Bogatyreva et al. 2019; Lifidn and Chen 2009), much of this work has approached
culture as a broad, homogeneous construct, relying on single-dimensional perspec-
tives such as Hofstede’s (2001) cultural dimensions (e.g., individualism vs. collec-
tivism, power distance). While these approaches have advanced cross-cultural
understanding, they often oversimplify the complexity of cultural diversity, which is
inherently multifaceted and context-dependent. As a result, they fail to capture how
different forms of diversity, such as ethnic, linguistic, and religious heterogeneity,
shape entrepreneurial intentions in different and sometimes opposing ways
(Moriano et al. 2012; Nikolova and Simroth 2015; Bogatyreva et al. 2019).

This conceptual flattening has led to inconsistent and often contradictory
empirical findings. Some studies suggest that cultural diversity enhances opportu-
nity recognition and entrepreneurial activity by fostering cross-cultural knowledge
spillovers and innovation (Audretsch et al. 2010, 2022; Smallbone et al. 2010). Others
highlight its potential downsides and suggest that cultural diversity introduces
communication barriers, mistrust, or social tension that limit knowledge spillovers
and cooperation (Nikolova and Simroth 2015). These inconsistencies point to an
overlooked theoretical gap: cultural diversity does not operate in a vacuum, and its
effects are likely contingent on broader structural conditions (Audretsch et al. 2022)
and a region’s “absorptive capacity” (Rodriguez-Pose and Hardy 2015). In particular,
societal inequality may determine whether diversity catalyzes entrepreneurial
engagement, imposes constraints, or redirects entrepreneurial activity into
segmented markets (Smallbone and Welter 2012). Yet few studies have systematically
investigated how structural moderators shape the relationship between different
forms of diversity and entrepreneurial intentions. This raises a central and unre-
solved question: Under what conditions, and through which forms, does cultural
diversity foster, hinder, or redirect entrepreneurial intentions?

To fill the research gaps, our study examines how ethnic, linguistic, and religious
diversity shape individuals’ entrepreneurial intentions across various societal set-
tings while also considering the moderating role of income inequality (Fayolle and
Lifidn 2014; Smallbone and Welter 2012; Zahra and Wright 2012). We develop an
integrative framework that combines Institutional Theory and the Knowledge
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Spillover Theory of Entrepreneurship (KSTE) to explain how macro-level structural
conditions shape the translation of cultural diversity into entrepreneurial intentions.
Institutional Theory highlights how formal and informal rules govern access to
opportunities, while KSTE emphasizes the role of knowledge flows in enabling op-
portunity recognition. We integrate these perspectives by proposing that knowledge
spillovers are not automatic or evenly distributed; rather, they are filtered through
institutional structures that determine who can access and benefit from entrepre-
neurial knowledge (Qian and Acs 2013).

In this framework, we propose three context-dependent mechanisms that
explain how cultural diversity is translated into entrepreneurial intentions
depending on the inclusiveness or stratification of institutional environments. This
perspective allows us to move beyond static or uniform assumptions about cultural
diversity and to examine how institutional contexts foster, suppress, or redirect
entrepreneurial engagement (Audretsch et al. 2021; Angulo-Guerrero et al. 2017;
Lifidn et al. 2013). To empirically test our hypotheses, we analyzed data from the 2017
Global Entrepreneurship Monitor vis-a-vis macro-level indicators of cultural di-
versity and income inequality. Our findings show that, in line with our hypotheses,
cultural diversity is a significant determinant of individuals’ entrepreneurial in-
tentions, with distinct effects emerging from its different dimensions. Moreover, our
findings reveal that income inequality within a society plays a significant role in
shaping these relationships, which conciliates opposing views found in the literature.

1.1 Entrepreneurship and Entrepreneurial Intentions

Starting up new businesses has been well documented to positively impact a coun-
try’s economic and social development: it generates employment opportunities,
brings innovation, and enhances the efficiency of various economic sectors (e.g.,
George et al. 2012). At its core, entrepreneurship involves the identification and
pursuit of opportunities, often shaped by broader socio-economic, institutional, and
cultural contexts. Opportunity recognition is a crucial cognitive process that pre-
cedes entrepreneurial action, as individuals assess the feasibility and desirability of
starting a new venture within their specific environment (Krueger et al. 2000). This
formative stage is influenced not only by personal attributes and risk perceptions but
also by external conditions such as market dynamics, institutional access, and social
structures (Audretsch et al. 2021).

Entrepreneurial intention, defined as individuals’ willingness to become en-
trepreneurs (Bogatyreva et al. 2019), is widely recognized as the most immediate
psychological antecedent of entrepreneurial behavior. Bird (1988) was among the
first to conceptualize entrepreneurship as an intentional process, arguing that



4 —— L. Shangand F. Olivos DE GRUYTER

intentions provide a more reliable predictor of entrepreneurial action than attitudes
alone. Building on this foundation, Krueger and Carsrud (1993) explicitly applied
Ajzen’s (1991) Theory of Planned Behavior (TPB) to entrepreneurship, emphasizing
that perceptions of feasibility and desirability shape the formation of entrepre-
neurial intentions. Kolvereid (1996) provided one of the earliest empirical validations
of this approach, showing that TPB variables significantly predict entrepreneurial
career choices. Together, these studies established the “intentions turn” in entre-
preneurship research and paved the way for subsequent refinements and extensions
(e.g., Lifidn and Chen 2009; Fayolle and Lifian 2014). They underscore why intentions,
rather than realized start-ups, are the most analytically useful measure for cross-
national comparisons of entrepreneurship.

Building on this foundation, subsequent work has examined complementary
factors such as personality traits (De Pillis and Reardon 2007), entrepreneurship
education (Fayolle and Gailly 2015; Lifidn and Fayolle 2015), and multicultural
exposure (Dheer and Lenartowicz 2018). Collectively, this body of work underscores
the robustness of TPB in explaining the proximal, individual-level determinants of
entrepreneurial intentions.

At the same time, intentions are not formed in isolation. They serve as a cognitive
lens through which individuals evaluate their environment for potential opportu-
nities (Krueger et al. 2000; Dheer and Lenartowicz 2018). Because intentions are
shaped by how individuals perceive the feasibility and desirability of starting a
business (Ajzen 1991), they are particularly sensitive to institutional conditions such
as legal protections, access to financial systems, and perceived fairness in opportu-
nity distribution. Institutions, in this sense, fundamentally shape not only whether
individuals believe they can pursue, but also whether they believe they should.

This recognition creates an important pivot for our study. While TPB and related
research illuminate how individual cognition drives intentions, they offer limited
insight into why entire populations differ systematically across nations. The missing
link is the macro-level institutional environment, which shapes how individuals
collectively perceive opportunities and constraints. We argue that cultural diversity
and income inequality are key structural conditions that filter and shape entrepre-
neurial intentions across societies.

1.2 Cultural Diversity and Entrepreneurial Intentions

Entrepreneurial processes and activities always occur within a culture and are
inherently shaped by culture (Hayton et al. 2002). Shared beliefs, practices, and
meanings hoth affect and are affected by entrepreneurship. Previous studies have
shown that shared beliefs and values can legitimize entrepreneurship and cultivate
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pro-entrepreneurial traits within a population (Mueller and Thomas 2001; Thurik
and Dejardin 2011). While national culture provides a foundational context, recent
scholarship has shifted focus to the dynamic effects of cultural diversity as a key
driver of entrepreneurial activity.

An important contribution by Audretsch et al (2010) demonstrated that regional
cultural diversity stimulates entrepreneurship by fostering a richer exchange of
ideas and perspectives. This cross-cultural interaction generates novel knowledge
spillovers, enabling individuals to identify and exploit new opportunities. In this
view, diversity is a direct and positive input into the entrepreneurial ecosystem.

Building on this, subsequent literature suggests that the effects of diversity are
not monolithic but operate through multiple, different mechanisms. Nathan and Lee
(2013), for example, in their study of London’s high-tech and creative industries,
found that generalized “super-diversity” was beneficial for innovation, while specific
migrant concentrations were linked to different entrepreneurial outcomes. Simi-
larly, Audretsch et al. (2021) have analyzed the effect of city diversity on entrepre-
neurship, suggesting that a city’s varied knowledge and skills base can significantly
stimulate entrepreneurial activity. Moreover, studies have found that ethnic di-
versity fosters transnational entrepreneurship, which enables knowledge exchange
and access to global markets (Mickiewicz et al. 2019). By contrast, Galbraith and
Benitez-Galbraith (2009) link linguistic diversity to segmented market niches, and
Nikolova and Simroth (2015) highlight how religious diversity affects legitimacy and
institutional trust.

Crucially, these effects are contingent on institutional context. Rodriguez-Pose
and Hardy (2015) demonstrated this by showing that diversity’s positive impact on
entrepreneurship in the US only materialized in regions with high human capital and
strong local institutions capable of absorbing and leveraging new ideas. In weaker
institutional settings, diversity led instead to fragmentation. This echoes Cohen and
Levinthal’s (1990) concept of absorptive capacity that diversity alone is insufficient
without institutional conditions that enable knowledge diffusion.

Together, this literature thus presents an unresolved theoretical paradox. On
one hand, theories of knowledge spillover suggest diversity should be an engine of
entrepreneurship (Audretsch and Belitski 2013; Ghio et al. 2015). On the other hand, a
growing body of research highlights the potential for social friction, where diversity
can erode trust, lead to group tensions, and hinder cooperation that supports a
healthy entrepreneurial environment (Putnam 2007; Sobel et al. 2010). However,
existing research on entrepreneurship often treats diversity as an isolated variable
or assumes its effects are uniform, thereby failing to systematically explain why it
appears to be enabling in some contexts but constraining in others (Bogatyreva et al.
2019).
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The key question, therefore, is not whether diversity is “good” or “bad” for
entrepreneurship, but rather under what institutional conditions one mechanism
prevails over the other. Our study addresses this gap directly. We propose that
cultural diversity should be understood as a socially embedded phenomenon shaped
by foundational institutional structures (North 1990; Wimmer 2008b). We argue that
societal income inequality is a critical, yet under-examined, institutional feature that
determines whether diversity acts as an engine of opportunity or a source of
fragmentation.

1.3 Institutional Theory, Knowledge Spillovers, and the
Conditional Effects of Cultural Diversity on Entrepreneurial
Intentions

Entrepreneurial intentions emerge from a complex interplay between individual
cognition and contextual influences. While cultural diversity has been widely
recognized as both an enabler and inhibitor of entrepreneurship, prior research
lacks a unified framework that reconciles these conflicting perspectives (Acs et al.
2009). To address this gap, we propose an integrative framework that combines
Institutional Theory and the Knowledge Spillover Theory of Entrepreneurship
(KSTE) to account for the institutional conditions under which diversity fosters,
constrains, or redirects entrepreneurial engagement.

KSTE offers a micro-meso perspective to explain how knowledge spillovers
foster opportunity recognition and increase perceived feasibility (Acs et al. 2009).
From this perspective, diversity expands the pool of ideas, thus potentially
enhancing the opportunity space for entrepreneurship. Yet, as institutional theorists
argue, knowledge spillovers are never automatic. They are filtered through the
broader rules, norms, and structures that regulate access to resources and shape
perceptions of feasibility and desirability (North 1990; Welter and Smallbone 2011).
Institutions thus determine not only whether diverse knowledge becomes visible,
but also who is able to translate it into entrepreneurial action (Qian and Acs 2013).

Within this institutional landscape, we focus on income inequality as a partic-
ularly consequential condition. Inequality can shape whether cultural diversity
translates into broad-based opportunity or fragmented market enclaves. In highly
unequal societies, resources and legitimacy tend to be concentrated among privi-
leged groups, thereby restricting cross-group spillovers and reducing perceived
entrepreneurship feasibility among marginalized populations (Stiglitz 2012; Wil-
kinson and Pickett 2009). Conversely, in more egalitarian contexts, opportunities
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tend to be more evenly distributed, enabling diverse individuals to collaborate and

recognize entrepreneurial possibilities across group boundaries (Sobel et al. 2010).
At the same time, we acknowledge that the relationship between societal

equality and entrepreneurship is not linear. Greater equality does not always

automatically foster entrepreneurship, as redistribution, taxation, and regulation
may raise bureaucratic costs or weaken incentives for venture creation (Djankov et
al. 2010; Henrekson and Johansson 2010). Likewise, inequality does not always sup-
press entrepreneurship; in some contexts it may stimulate necessity-driven entre-
preneurship among disadvantaged groups or motivates ambitious ventures through

competition and status-seeking (Banerjee and Newman 1993; Acs et al. 2009).

To explain these divergent outcomes, we identify three pathways through which
inequality conditions the effects of cultural diversity on entrepreneurial intentions.
These pathways are not mutually exclusive but highlight the institutional processes
that channel how diversity translates into entrepreneurship:

- Opportunity pathway: In inclusive settings, egalitarian institutions amplify the
benefits of diversity by fostering collaboration and knowledge exchange across
groups. In such contexts, diverse knowledge pools are more accessible, and
spillovers are more likely to result in broad-based entrepreneurial opportu-
nities. For instance, Kibler et al. (2017) show how inclusive institutional cultures
in Finland support opportunity-driven ventures among immigrants.

—  Constraint pathway: In exclusionary settings, inequality restrict participation by
erecting structural barriers, such as regulatory bias or exclusion from formal
networks that suppress the entrepreneurial potential of underrepresented
communities. In such contexts, the flow of entrepreneurial knowledge may
become highly uneven. Knowledge spillovers may exist, but they are not equally
accessible. Instead, they are filtered and restricted through institutional
boundaries. For instance, Ram and colleagues (2013) documented how migrant
entrepreneurs in the UK often struggled with mainstream business support due
to institutional insensitivity.

— Segmentation pathway: In stratified contexts, diversity may become channeled
into enclave entrepreneurship, where groups pursue ventures that serve
culturally homogeneous markets. Such settings encourage localized spillovers
and niche innovations but limit cross-group learning and broader entrepre-
neurial dynamism. As Dheer and Lenartowicz (2018) and Kloosterman (2010)
show, minority entrepreneurs often concentrate in culturally specific services
such as halal food, language tutoring, or community-based transport.

By embedding KSTE within this refined institutional framework, we thus move
beyond simplistic “good vs. bad” arguments of diversity. We theorize that the effects
of cultural diversity on entrepreneurial intentions are conditional and context-
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dependent, shaped by how inequality structures social cohesion, trust, and access to
opportunities. This approach reconciles conflicting findings in the literature and
explains why diversity can sometimes foster entrepreneurship, sometimes hinder it,
and at other times redirect it into segmented paths.

2 Hypotheses

Our integrative framework posits that the effect of cultural diversity on entrepre-
neurial intentions is conditional on societal inequality, which determines whether
diversity acts as a source of opportunity, constraint, or market segmentation. We
develop our hypotheses by first considering the primary pathway for each dimen-
sion of diversity, including ethnic, religious, and linguistic diversity, and then
introducing inequality as the critical moderator that shapes the final outcome.

The primary channel through which ethnic diversity is proposed to foster
entrepreneurship is through knowledge spillovers and network expansion. As in-
dividuals from different ethnic backgrounds interact, they are exposed to a broader
range of novel ideas, market needs, and heterogeneous networks, which expand
their perceived feasibility and desirability of entrepreneurship (Audretsch et al.
2010; Nathan and Lee 2013). While social friction can be a factor, the most direct effect
is an expansion of opportunities enabled by cross-cultural learning. Based on this
primary “opportunity” pathway, we first hypothesize a positive main effect:

Hypothesis 1: The higher the ethnic diversity, the higher the entrepreneurial

intentions.
The primary boundary for religious diversity, in contrast, is institutional and value-
based. It is defined by competing worldviews and formalized social norms that can
heighten the potential for friction and mistrust across different religious groups
(Baldwin and Huber 2010; Nikolova and Simroth 2015). We argue that this
“constraint” pathway of social friction is likely to be the dominant average effect, as
religious boundaries are often deeply institutionalized, thereby creating strong
barriers to the cross-group cooperation necessary for entrepreneurship. Therefore,
we hypothesize:

Hypothesis 2: The higher the religious diversity, the lower the entrepreneurial
intentions.

A third type of cultural diversity is linguistic diversity. The boundary for linguistic
diversity is fundamentally practical and operational. Before knowledge can be
shared or values can clash, individuals must first be able to communicate. Linguistic
diversity’s primary pathway relates to communication costs and market access.
While a diversity of languages can be a societal asset for international trade
(Smallbone et al. 2010), at the individual level it creates direct, practical barriers.
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High linguistic diversity increases the communication and coordination costs
required to build teams, negotiate with suppliers, and reach customers. This can
hinder knowledge spillovers and reduce the perceived feasibility of starting a
business (Dale-Olsen and Finseraas 2020). We expect this direct, operational
“constraint” to be the dominant main effect and thus posit:

Hypothesis 3: The higher the linguistic diversity, the lower the entrepreneurial

intentions.
These different default pathways can be reinforced or reshaped by the broader
institutional context. Our framework posits that societal income inequality is an
important institutional variable that not only directly impacts entrepreneurship but,
more importantly, fundamentally shapes the context in which cultural diversity
operates.

First, a large body of literature establishes a direct, negative relationship be-
tween inequality and entrepreneurship. Economically, high inequality concentrates
resources and political power, leading to underinvestment in public goods and
restricting opportunities for the broader population (Piketty and Saez 2003; Stiglitz
2012). Socially, it erodes the social cohesion and trust that are important to a vibrant
civil society (Wilkinson and Pickett 2009; Van de Werfhorst and Salverda 2012). By
creating systemic barriers and reducing both the means and the motivation for new
venture creation across the board, high inequality is expected to lower entrepre-
neurial intentions overall. Thus, we propose:

Hypothesis 4: the higher the income inequality in society, the lower the entre-

preneurial intentions.
Beyond this direct effect, our central argument is that inequality shapes which of our
three identified pathways (i.e. opportunity, constraint, and segmentation) prevails
for different forms of diversity. As Wilkinson (1999 p. 526) pointed out, income
inequality is “strongly and systematically related to the character of social relations
and the nature of the social environment in a society”. Hence, how a society trans-
lates cultural diversity into a positive outcome may be a function of its social re-
lationships, with inequalities playing a major role.

In low-inequality, egalitarian societies, inclusive institutions foster trust and
collaboration and thus amplifies the default opportunity pathway of ethnic diversity.
For religious diversity, we argue that inclusive institutions can override its default
constraint pathway by bridging social divides and allowing positive knowledge-
spillover opportunities to emerge (Sobel et al. 2010; Uslaner 2008;). Conversely, in
high-inequality, stratified societies, the context of high friction and mistrust over-
rides any potential benefits for both ethnic and religious diversity, making the
constraint pathway dominant (Churchill 2016). In such settings, institutional gate-
keeping mechanisms concentrate knowledge spillovers within privileged groups
which may limit the broader entrepreneurial potential of diversity. When
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institutions fail to provide inclusive access to financial, legal, and educational re-
sources, individuals from diverse backgrounds may struggle to leverage diversity-
driven knowledge spillovers, leading to lower entrepreneurial intentions (Churchill
2016; McPherson et al. 2003).

However, inequality activates the segmentation pathway for linguistic diversity.
In societies with persistent inequality and are highly stratified, cultural groups are
more likely to turn inward, fostering distinct entrepreneurial enclaves that operate
independently from mainstream institutions (Audretsch et al. 2022). Within these
sheltered market ecosystems, a shared language becomes a crucial asset for reducing
transaction costs and serving a niche co-ethnic or co-linguistic community (Kloos-
terman 2010; Yurko 2011), as institutions and market structures reinforce within-
group transactions rather than facilitate cross-group collaboration (Ghosh 2019).
While in more egalitarian, integrated societies, such enclaves are weaker, as lan-
guage differences remain a direct constraint. This leads to our central moderation
hypothesis:

Hypothesis 5: The effects of cultural diversity on entrepreneurial intentions are
moderated by the degree of income inequality in society, such that:
— 5a: The effects of ethnic and religious diversity are positive in low-inequality

societies and negative in high-inequality societies.
—  5b: The effect of linguistic diversity is negative in low-inequality societies and

positive in high-inequality societies.

3 Data and Methods
3.1 Data

Our data was extracted from the 2017 Global Entrepreneurship Monitor (GEM),"
which is a cross-national survey that explores individuals’ entrepreneurial behav-
iors and attitudes since the year 1999. Samples in each country are probabilistic,
nationally representative, and ensure a minimum of 2000 adults in each society. The
total sample comprises 174,128 respondents from 54 countries.? Data was collected
through landline telephone for countries with coverage greater than 85 % of all
households. For countries with lower coverage, face-to-face interviews and/or

1 The datasets are made public 3 years after data collection. This is the latest dataset available once
this study commenced.

2 A common practice in social research is to trim the sample to respondents under a certain upper
threshold of age. We have tested differences in our results when removing respondents are older
than 75, 70, and 65 years old and the results are consistent. Therefore, we report the results with the
full samples to maintain generalizability and statistical power.
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mobile phones were used instead. After a listwise deletion and ensuring complete
country and individual-level data for all the observations, the analytical sample
ultimately included 149,742 individuals from 50 countries. Countries were hetero-
geneous in terms of geographical location, political institutions, and economic
development. Analytical samples by country are reported in Table 3S. All the ana-
lyses were weighted using the country-specific weight provided by GEM as part of the
harmonization process.

3.2 Dependent Variable

Entrepreneurial intentions. Individuals were asked: “Are you, alone or with others,
expecting to start a new business, including any type of self-employment, within the
next three years?”. Responses were coded in a binary indicator, with 0 representing
“No”, and 1 representing “Yes”.

3.3 Independent Variables

We analyzed three dimensions of cultural diversity: ethnic diversity, linguistic
diversity, and religious diversity based on the indices of cultural fractionalization
proposed by Alesina et al. (2003). Fractionalization is the probability that two
randomly drawn individuals from the country’s population do not come from the
same ethnic, religious, or linguistic group. The indices range from 0 (the entire
population is homogeneous in the criteria) to 1 (the population is divided into two or
more unrelated groups of the criteria). These indices have been widely used in
economics to study cultural diversity since its publication. A recent historical
extension of the index has shown that countries are likely to exhibit changes in
ethnic diversity from 1945 to 2013 (DraZanova 2020). However, the same descriptive
data suggest that the changes in two decades are rather small, and the cultural
diversity in a country can be considered as invariant in the analyzed timespan.
Moreover, a Pearson’s correlation between our ethnic diversity index and the score
for 2012-2013 provided by Drazanova (2020) is high (p = 0.84), which indicates that it
is appropriate to use as our indicator herein.

3.4 Covariates

The central macro-level predictor is the level of income inequality of the country. We
used the 2017 GINI index as reported by the World Bank. Moreover, following the
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literature, several individual and country-level control variables were accounted for
in the models. We included gender, age, and a harmonized 7-categories indicator of
educational level to address the effect of sociodemographic characteristics on
entrepreneurship (Barrientos Oradini et al. 2022).

For macro-level characteristics, models were controlled for GDP per capita, life
expectancy, proportion of the urban population, V-Dem Index, the 10 Economic
Freedom Subindexes, Easy of Doing Business Index, and self-employment rate.
V-Dem Index measures the qualities of the democracy regarding elections, principles
and practices of liberal democracies (V-Dem Institute 2021). The 10 Economic
Freedom Subindexes created by the Heritage Foundation (2025) measure the right of
every human to control his or her own labor and property. They include financial
freedom, government integrity, freedom from government, investment freedom,
labor freedom, monetary freedom, property rights, tax burden, and business
freedom. The World Bank’s Easy of Doing Business Index (2017) refers to the regu-
latory environment and procedures that affect how easy or difficult it is to start and
operate a business in a particular location. Self-employment rate is the percentage of
jobs where the remuneration is directly dependent upon the profits derived from the
goods and services produced (The World Bank 2025). These macroscopic conditions
could be related to socioeconomic inequalities and entrepreneurial intentions (e.g.,
Bjgrnskov and Foss 2008; Galindo and Méndez 2014) and, therefore, potential con-
founders. Thus, the effects of diversity and inequality could be interpreted as net
effects of other structural characteristics of the country. All measured for the
year 2017.

3.5 Analytical Strategy

Logistic regression models were applied in our analysis, considering that our
dependent variable is a binary indicator of entrepreneurial intentions. Unlike linear
models, homoscedasticity is not an assumption in logistic regression, which often
occurs in cross-national data.” The estimation of models is stepwise, with a baseline
model considering the three indicators of cultural diversity. Control variables were
incorporated in blocks in the five subsequent models. The equation below describes
our model after control variables were incorporated in blocks in the five subsequent
models:

log< - f’l;ic> = By + BEe + B,Lc + ByRe + B,Gini. + By (E.XGinic) + B, (LeXGinic)

+ B, (R:XGini;) + X'ic + Z'¢c + Eic
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The probability p of individual i in country ¢ having entrepreneurial intentions is
modelled as a function of country-level cultural diversity and income inequality.
Specifically, the model includes three indicators of cultural diversity at the country
level: ethnic (E,), linguistic (L.), and religious (R.). To test our hypotheses about the
role of income inequality, the Gini index (Gini,) of country ccc is included both as a
main effect and through interaction terms with each cultural diversity indicator
(E.xGini,, L.xGini,, XGini.). The model also includes a set of individual-level control
variables (X'ic) and additional country-level controls (Z',). The error term & captures
unobserved influences on entrepreneurial intentions.

All the models include region-fixed effects to capture shared characteristics
across those regions. This regional grouping reflects meaningful cultural, economic,
and institutional commonalities within each category, allowing for more precise
control of contextual effects than broader continental classifications. Countries were
categorized into seven groups: Western Europe; Eastern Europe; Asia Pacific;
Western, Central, and South Asia; North and Central America; South America; and
Africa (see Table 3S in the supplementary material for classification into regions). All
models include robust standard errors and population weights provided by GEM. We
also estimated equivalent linear probability models reported in Table 1S of the
supplementary material, and results are consistent.

4 Results
4.1 Descriptive Statistics

Table 1reports the descriptive statistics of the variables used in the analyses. The key
variable of the study is entrepreneurial intention. One-fifth of respondents expect to
start-up in the next 3 years. For covariates, half of the sample are females. On
average, the respondents were 42 years old, with a third of them (32 %) having
completed upper secondary education.

In addition, the descriptive statistics of several country-level indicators are
included in Table 1 to provide information about the countries included in the
sample. For the key indicators of cultural diversity, the average ethnic, linguistic, and
religious diversities are 0.38, 0.33, and 0.42, respectively. The sample of countries
exhibits a high level of variability, as suggested by the standard deviation. The
remaining variables also indicate a high level of heterogeneity in terms of macro-
level features of the sample countries.

The first step in testing our hypotheses is to examine the binary relationship
between cultural diversity indicators and the average entrepreneurial intentions at
the country level. As shown in Figure 1, ethnic diversity positively correlates with the
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Table 1: Descriptive statistics.

Variables Mean SD n Min Max
Individual-level®

Entrepreneurial intentions 0.21 0.41 149,742 0 1
Female 0.5 0.5 149,742 0 1
Age 41.58 14.93 149,742 18 99
Pre-primary education 0.03 0.16 149,742 0 1
Primary education or first stage of bas 0.1 0.29 149,742 0 1
(Lower) secondary education 0.17 0.38 149,742 0 1
(Upper) secondary education 0.32 0.47 149,742 0 1
Post-secondary non-tertiary education 0.13 0.34 149,742 0 1
First stage of tertiary education 0.23 0.42 149,742 0 1
Second stage of tertiary education 0.02 0.16 149,742 0 1
Country-level

Ethnic diversity 0.38 0.24 50 0 1
Linguistic diversity 0.33 0.26 50 0 1
Religious diversity 0.42 0.23 50 0 1
GINP® 0.06 7.52 50 -13 26
GDP® -742.88  23,293.39 50 24,223 85,183
Life expectancy, age 1-4 ycsarsb —-0.02 4.21 50 -12 6
Urban population® -1.32 16.28 50 -38 23
Variates of democracy index” 0.02 0.23 50 0 0
Financial freedom” 0.2 16.3 50 —-49.6 30.4
Government integrity® -0.4 19.0 50 -26.6 334
Freedom from government” -0.8 239 50 -58.4 35.9
Investment freedom” 0.7 21.0 50 —65.3 29.7
Labor freedom® -0.3 12.3 50 -25.3 31.8
Monetary freedom® 0.1 8.6 50 -33.9 2.9
Property rights® -0.2 26.2 50 —44.8 35.2
Tax burden® -1.0 1.6 50 -30.4 202
Trade freedom® 0.0 73 50 -27.5 7.9
Business freedom” -04 11.3 50 -24.7 19.1
Easy of doing business® 0.2 9.4 50 -27.7 13.7
Self-employment rate® 1.5 18.4 50 -22.4 63.4
Western Europe 0.2 0.4 50 0 1
Eastern Europe 0.2 0.4 50 0 1
Asia Pacific 0.16 0.37 50 0 1
Western Asia, central Asia, South Asia 0.12 0.33 50 0 1
North and central America 0.1 0.3 50 0 1
South America 0.14 0.35 50 0 1
Africa 0.08 0.27 50 0 1

*Weighted statistics. "Mean-centered variables.
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average level of entrepreneurial intentions, while the relationship is negative with
religious diversity. In the case of linguistic diversity, the bivariate analysis indicates
no association between both variables. Although informative, these analyses do not
consider covariates or the correlation between the diversity indicators. The
following section incorporates those model specifications into the analyses. How-
ever, the plots are useful in identifying potential outliers that could affect the results.
Therefore, the next section also includes analyses of influential cases as robustness
checks.

4.2 Multivariate Analyses

The multivariate analyses enable accounting for different sources of heterogeneity of
the results. Table 2 reports a stepwise analysis of the cultural diversity effect on
entrepreneurial intentions, with a net of other individual-level variables and
country-level indicators. The average VIF value for the diversity measures used as
predictors is 1.47, ranging from 1.05 for religious diversity to 1.68 for ethnic diversity.
All values are well below conventional thresholds for multicollinearity.> Model 1
includes the three indicators of cultural diversity simultaneously with region-fixed
effects, but without control variables.* The positive relationship between ethnic
diversity and intentions (B = 0.86, p < 0.001) is confirmed, along with the negative
effect of religious diversity (B = -0.73, p < 0.001). Moreover, there exists a negative
effect of linguistic diversity (B = —0.75, p < 0.001) that is not suggested by the binary
relationship. Results are consistent when other individual-level indicators (Model 2),
GINI (Model 3), development (Model 4), quality of democracy (Model 5), and other
economic indicators (Model 6) are incorporated. On average, hypotheses 1, 2, and 3
are all supported. Moreover, there is a negative and significant effect of GINI across
models, which is consistent with hypothesis 4: the higher the level of income
inequality the lower the entrepreneurial intentions.

This study aims to understand how country-level cultural diversity interacts
with country-level inequality. The average effect of cultural diversity indicators can
hide nuances across countries. This is displayed in Model 7 in Table 2, which

3 Linguistic and ethnic diversity are moderately correlated (r = 0.57), whereas ethnic and religious
diversity are essentially uncorrelated (r = —0.06). The correlation between linguistic and religious
diversity is weakly positive (r = 0.15).

4 To account for the potential interdependence among the three diversity dimensions, all models
include ethnic, religious, and linguistic diversity indicators simultaneously. Furthermore, for each
macro-level moderator (e.g., GINI, development, democracy), interaction terms with each of the three
diversity indicators are included in the same model to ensure comparability and proper estimation of
moderating effects.
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Figure 1: Binary relationship between cultural diversity indicators and average entrepreneurial

intentions.
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Table 2: Logistic regressions of entrepreneurial intentions on cultural diversity.

Variables Model 1 Model2 Model3 Model4 Model5 Model6 Model 7
B B B B B B B
Ethnic diversity 0.86***  0.87***%  1.09***  1.10***  0.56*** 0.65***  1.02***
(0.05) (0.06) (0.06) (0.06) (0.07) (0.10) 0.11)
Linguistic diversity —0.73*** _(.74*** _(0.58*** _0.68*** -0.21*** _0.60*** —(.78***
(0.05) (0.05) (0.05) (0.05) (0.06) (0.08) (0.09)
Religious diversity —0.75%** —0.66*** —0.50*** —0.44*** _(0.18*** _0.50*** —0.52***
(0.04) (0.04) (0.04) (0.04) (0.04) (0.06) (0.06)
Female —0.32%%* _(0.32%**% _(.32%** _(31*%*¥* _(Q.31%** _(.31***
(0.02) (0.02) (0.02) (0.02) (0.02) (0.02)
Age —-0.03*** —0.03*** _(0.03*** _0.03*** —0.03*** —0.03***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Primary Education® -0.15**  -0.12*  -0.12* -0.08 0.03 0.02
(0.06) (0.06) (0.06) (0.06) (0.06) (0.06)
(Lower) secondary® -0.17** -0.11* -0.09 -0.04 0.07 0.07
(0.05) (0.05) (0.05) (0.05) (0.05) (0.05)
(Upper) secondary -0.03 -0.01 0.01 0.04 0.12* 0.11*
education®
(0.05) (0.05) (0.05) (0.05) (0.05) (0.05)
Post-secondary non- 0.13* 0.12*  0.14** 0.12*  0.22%**  (.23***
tertiary education®
(0.05) (0.05) (0.05) (0.05) (0.05) (0.05)
First stage of tertiary 0.36%**  0.34***  (.35%** (. 37%**  (43%**F  (.44%**
education®
(0.05) (0.05) (0.05) (0.05) (0.05) (0.05)
Second stage of tertiary 0.45%**  0.46***  0.50***  (0.48***  (.45%**%  (.44***
education®
(0.07) (0.07) (0.07) (0.07) (0.07) (0.07)
GINI —0.03*** —0.03*** —0.02*** —0.01*** 0.01
(0.00) (0.00) (0.00) (0.00) 0.01)
GDP 0.00***  0.00*** 0.00 0.00
(0.00) (0.00) (0.00) (0.00)
Life expectancy 0.02%**  0.03***  (.05***  (0.02***
(0.00) (0.00) (0.01) 0.01)
Urban population —0.01*%** _0.01*** —0.02%** —0.02***
(0.00) (0.00) (0.00) (0.00)
Variates of democracy —1.63%** _1.37***% _2.00%**
index
(0.07) (0.12) 0.14)
Financial freedom 0.01***  0.01***
(0.00) (0.00)
Government integrity 0.00 -0.01*
(0.00) (0.00)
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Table 2: (continued)

Variables Model1 Model2 Model 3 Model4 Model5 Model6 Model 7

B B B B B B B

Freedom from 0.01***  0.07***
government

(0.00) (0.00)

Investment freedom -0.00*  -0.00*

(0.00) (0.00)

Labor freedom —0.01%** -0.00

(0.00) (0.00)

Monetary freedom -0.01** -0.00

(0.00) (0.00)

Property rights -0.00 0.01**

(0.00) (0.00)

Tax burden —-0.00 -0.01***

(0.00) (0.00)

Trade freedom 0.04%**  0.04***

(0.00) (0.00)

Business freedom 0.04***  0.04***

(0.00) (0.00)

Self-employment rate —-0.01*** —0.02%**

(0.00) (0.00)

Easy of doing business —0.04*** —0.07***

(0.00) (0.00)

Ethnic diversity#GINI -0.05**

(0.01)

Linguistic diversity#GINI 0.12%**

(0.01)

Religious diversity#GINI —0.12%**

(0.01)

Constant —2.04%**  _(0,94*¥* _12%kk _q8%kk _1 8%k _(,98%*F* _1 02%**

(0.03) (0.06) (0.07) (0.07) (0.07) (0.08) (0.08)

Observations 149,742 149,742 149,742 149,742 149,742 149,742 149,742

Robust standard errors in parentheses. Coefficients in log odds. All the models include region fixed effects. *Reference
category: pre-primary education. ***p < 0.001, **p < 0.01, *p < 0.05.

incorporates the interaction of diversity indicators and GINI coefficient. For ethnic
diversity, the interaction with inequality is negative and statistically significant,
indicating that the positive effect of ethnic diversity is weather with higher levels of
inequality (B = —0.05, p < 0.001), supporting hypothesis 5a. Panel A in Figure 2 shows a
smaller slope of ethnic diversity effect than the slope for countries with low
inequality in Panel B.



DE GRUYTER Contextualizing the Impact of Cultural Diversity —— 19

A. High inequality B. Low inequality
2 2
z
581 8-
<)
o

o 1 2 3 4 5 6 7 8 9 1 0o 1 2 3 4 5 6 7 8 9 1
Ethnic diversity Ethnic diversity

Figure 2: Predicted entrepreneurial intentions by levels of ethnic diversity and inequality. Note:
Predicted probabilities of entrepreneurial intentions at different levels of ethnic diversity, based on
margins estimates from a logistic regression model (Table 1S in the supplementary material). The model
includes key covariates such as age, gender, education, economic development (GDP per capita), life
expectancy, urbanization, democracy level, economic freedom subindexes, self-employment rate, and
easy of doing business index. Results consistent when quadratic terms of diversity are accounted for.
Panel a corresponds to high income inequality (centered Gini = 10), while panel B corresponds to low
income inequality (centered Gini = —10).

In contrast, the moderation effect of inequality is negative and significant for the
case of religious diversity (B = —0.12, p < 0.001). As shown in Panel B in Figure 3,
entrepreneurial intentions increase with higher levels of religious diversity in
countries with low levels of inequality. However, as displayed in Panel A of Figure 3,
higher religious diversity has a negative effect in countries with higher income
inequality, confirming our hypothesis 5a.

In contrast, linguistic diversity shows the opposite pattern (B = 0.12, p < 0.001). As
shown in Figure 4, linguistic diversity has a positive relationship with entrepre-
neurial intentions in countries with higher levels of inequality, although this effect is
negative for more egalitarian countries, which supports our hypothesis 5b.

Overall, the interactions indicate that inequality moderates the effect of cultural
diversity, consistent with Hypothesis 5. However, the direction of this moderation
differs across the cultural dimensions examined.
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Figure 3: Predicted entrepreneurial intentions by levels of religious diversity and inequality. Note:
Predicted probabilities of entrepreneurial intentions at different levels of religious diversity, based on
margins estimates from a logistic regression model (Table 1S in the supplementary material). The model
includes key covariates such as age, gender, education, economic development (GDP per capita), life
expectancy, urbanization, democracy level, economic freedom subindexes, self-employment rate, and
easy of doing business index. Results consistent when quadratic terms of diversity are accounted for.
Panel a corresponds to high income inequality (centered Gini = 10), while panel B corresponds to low
income inequality (centered Gini = -10).

4.3 Sensitivity Analyses

One central concern in studies using cross-national data is the role of influential
countries on the results. Most large-scale comparative studies do not draw random
samples of countries. Therefore, the robustness of the findings can be affected by
particular countries. The literature has suggested various strategies for dealing with
this situation. First, we estimated the DFBETAs and Cook’s D for the fixed effects of a
multilevel logistic model. These parameters were compared to cut-off values pro-
posed by Belsley et al. (1980) and were reported as cases detected as influential. We
estimated the results without the five countries that have higher values than the cut-
off points in at least one of the parameters (applied in countries such as Lebanon,
Egypt, Bosnia and Herzegovina, Greece, and Sweden) in Model 1 in Table 2S of the
supplementary material. Although the coefficients are not significant due to the
reduced sample size, the effect size and direction of the effects are consistent with the
main model.
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Figure 4: Predicted entrepreneurial intentions by levels of linguistic diversity and inequality. Note:
Predicted probabilities of entrepreneurial intentions at different levels of linguistic diversity, based on
margins estimates from a logistic regression model (Table 1S in the supplementary material). The model
includes key covariates such as age, gender, education, economic development (GDP per capita), life
expectancy, urbanization, democracy level, economic freedom subindexes, self-employment rate, and
easy of doing business index. Results consistent when quadratic terms of diversity are accounted for.
Panel a corresponds to high income inequality (centered Gini = 10), while panel B corresponds to low
income inequality (centered Gini = —10).

Second, we conducted a jackknife resampling technique with the model. This
technique systematically re-estimates the model 50 times, leaving out one country at
a time from the dataset and then aggregating these estimations. As shown in Model 2
of Table 2S of the supplementary material, the interactions are in the same direction
as the baseline model. Nevertheless, the instability of standard errors generates non-
significant coefficients, which can be attributed to the lower number of clusters and
the more conservative nature of this test.

5 Discussion and Conclusion

Individuals are more likely to become entrepreneurs through a deliberate decision-
making process, rather than by mere chance (Krueger 2009). As the strongest and
most immediate predictors of actual entrepreneurial activities (e.g., Fayolle and
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Gailly 2015), entrepreneurial intentions allow researchers to isolate the early-stage
cognitive mechanisms that drive individuals toward entrepreneurship while ac-
counting for contextual influences (Dheer and Lenartowicz 2018). In doing so, in-
tentions provide a clearer window into how contextual factors, such as cultural
diversity and institutional inequality, shape the perceived potential for entrepre-
neurship before structural barriers intervene. This allows us to capture how in-
dividuals cognitively assess opportunities and constraints in their socio-institutional
environments before resource-based or bureaucratic barriers take effect (Moriano
et al. 2012).

The contributions of this paper are threefold. First, we move beyond simply
viewing culture as a single-dimensional construct by exploring how various di-
mensions of cultural diversity (ethnic, linguistic, and religious diversity) influence
individuals’ entrepreneurial intentions (Moriano et al. 2012; Bogatyreva et al. 2019;
Audretsch et al. 2021; Nikolova and Simroth 2015). On average, our findings support
our Hypotheses 1, 2, and 3, indicating that these dimensions of diversity have sig-
nificant yet divergent and in some cases opposing effects on entrepreneurial in-
tentions. Ethnic diversity is positively associated with entrepreneurial intentions,
which may suggest that exposure to diverse ideas, networks, and experiences can
broaden opportunity recognition and enhance perceived entrepreneurial feasibility
(Boudreaux 2020). The interaction of diverse ethnic groups may facilitate intergroup
learning and thus expand individuals’ perceptions of entrepreneurial feasibility and
desirability.

Conversely, religious diversity exhibits a negative pathway and reflects a
constraint pathway. This suggests that the presence of different religions may create
distinct and more challenging religious boundaries to navigate (e.g., Rietveld and
Hoogendoorn 2022). While these boundaries can foster a sense of belonging within
specific religious groups, they could also create divisions and barriers between them,
making intergroup collaboration more difficult. Given that religious affiliations
shape norms, expectations, and social legitimacy, individuals from different reli-
gious groups may find it harder to engage in entrepreneurial interactions, therehy
suppressing their entrepreneurial confidence and intentions (Rietveld and Hoo-
gendoorn 2022).

Similarly, linguistic diversity lowers entrepreneurial intentions, likely due to
communication barriers that hinder interaction, coordination, and market access
(Dale-Olsen and Finseraas 2020; Pires and Stanton 2000). While ethnic and religious
diversity may primarily affect social and perceptual divisions (Montalvo and Reynal-
Querol 2021; Baldwin and Huber 2010), language barriers can create direct opera-
tional challenges. In high-linguistic-diversity contexts, individuals face greater
difficulty collaborating, negotiating, and accessing entrepreneurial networks,
increasing the perceived difficulty of venture creation. These findings emphasize the
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need to examine cultural diversity not as a monolith, but as a set of context-sensitive
dynamics with differentiated entrepreneurial consequences (Audretsch et al. 2021).

Second, and central to our contribution, we demonstrate that that the effects of
cultural diversity are not uniform across societies but rather contingent upon a
country’s level of income inequality. Our findings support Hypothesis 4, which states
that higher economic inequalities correlate with lower entrepreneurial intentions.
They also affirm our central moderation hypothesis (Hypothesis 5), which show
how inequality acts as an institutional factor that determines which pathway
(i.e. opportunity, constraint, or segmentation) prevails.

In line with Hypothesis 5a, we show that, in low-inequality societies, both ethnic
and religious diversity are positively associated with entrepreneurial intentions. One
possible explanation is that inclusive institutions may foster collaborative networks
and enable more equitable access to financial, legal, and social resources, reducing
perceived entry barriers and making entrepreneurship a more viable career path
(e.g., Sobel et al. 2010; Lifidn and Fayolle 2015). In such environments, cross-group
knowledge diffusion may be facilitated, allowing the benefits of diversity to be more
fully realized (Audretsch et al. 2022).

Conversely, in high-inequality, stratified societies, these relationships reverse
and become negative (Churchill 2016). This suggests that higher structural barriers,
such as limited access to institutional resources or exclusion from mainstream
entrepreneurial networks, disproportionately affect marginalized groups and re-
inforces the constraint pathway. These inequalities may prevent individuals from
capitalizing on diversity-driven opportunities, thereby lowering their perceptions of
entrepreneurial feasibility in comparison to more equal societies.

Interestingly, linguistic diversity exhibits a redirection effect, confirming Hy-
pothesis 5b. We found a striking reversal, linguistic diversity has a positive effect on
entrepreneurial intentions in countries with higher levels of inequality but a
negative effect in more egalitarian countries. This pattern may reflect what we
theorize as a segmentation pathway, where inequality redirects entrepreneurial
efforts into linguistically bounded market niches rather than suppressing them
altogether (Ghosh 2019). In more stratified societies, linguistic communities often
form self-contained entrepreneurial enclaves, where entrepreneurs serve culturally
or linguistically defined market niches with distinct consumer preferences and
lower barriers to entry (Pires and Stanton 2000; Yurko 2011). These specialized
ecosystems may reduce the need for cross-group communication, enabling entre-
preneurs to operate effectively within their linguistic groups.

In contrast, in more egalitarian societies, where institutional and market
structures are less segmented, cross-linguistic collaboration becomes more crit-
ical to entrepreneurial success. Here, linguistic diversity may create practical
challenges — such as communication difficulties, coordination problems, and
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reduced knowledge diffusion - that hinder entrepreneurial intentions (Dale-
Olsen and Finseraas 2020). Without strong linguistic enclaves to buffer these
challenges, language diversity can function more as a constraint than an asset,
particularly when entrepreneurs are expected to navigate heterogeneous mar-
kets. However, the strength of such coordination barriers likely depends on other
unobserved factors, such as national rates of bilingualism or multilingual edu-
cation, which could plausibly reduce communication costs.

Thirdly, our study advances entrepreneurship research by employing an inte-
grative theoretical lens that synthesizes Institutional Theory and the KSTE to explain
how cultural diversity interacts with institutional conditions to shape entrepre-
neurial intentions. This integration bridges a key gap in the literature by showing
that the distribution of knowledge spillovers is context-sensitive and institutionally
bounded, addressing limitations in prior research that treats diversity as having
uniform effects. While KSTE explains how knowledge spillovers fuel entrepreneurial
opportunity recognition, it traditionally assumes that knowledge flows freely within
open markets (Acs et al. 2009). However, this assumption fails to account for the
institutional constraints that regulate access to and utilization of knowledge spill-
overs to create new entrepreneurial opportunities (Qian and Acs 2013). On the other
hand, Institutional Theory highlights the role of formal and informal institutions in
shaping access to entrepreneurial opportunities but does not explicitly explain
how knowledge diffusion is mediated within different institutional environments
(Scott 1995; Welter and Smallbone 2011). By combining these two perspectives, our
framework moves beyond individual-centric explanations of entrepreneurial in-
tentions to emphasize how structural conditions moderate the effects of cultural
diversity on entrepreneurship.

This integrative approach allows us to identify three competing mechanisms
-opportunity, constraint, and segmentation, that shape the relationship between
cultural diversity and entrepreneurial intentions. Prior studies have largely focused
on opportunity pathway, where diversity enhances innovation and entrepreneur-
ship through knowledge spillovers (e.g., Audretsch et al. 2022). However, our
framework highlights constraint pathway, where institutional barriers restrict ac-
cess to entrepreneurial resources, limiting diversity’s positive impact. Moreover, we
introduce segmentation pathway, where economic inequality channels diversity-
driven entrepreneurship into fragmented, self-contained market structures rather
than fostering cross-group spillovers.

In sum, this study offers a novel and integrative perspective on the relationship
between cultural diversity and entrepreneurship by demonstrating that diversity’s
effects on entrepreneurial intentions are not universally positive or negative but
contingent on institutional and economic contexts. By disaggregating cultural di-
versity into ethnic, religious, and linguistic dimensions, and linking these to income
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inequality through the lenses of Institutional Theory and the KSTE, we clarify
when and why diversity enables entrepreneurship in some settings but constrains or
redirects it in others. These insights advance a more mechanism-based under-
standing of how opportunity structures, institutional inclusivity, and social seg-
mentation shape entrepreneurial intentions. For scholars, our findings suggest the
need to move beyond universalistic assumptions and toward context-sensitive
theorizing about entrepreneurship in diverse societies (Audretsch et al. 2022).

For policymakers and entrepreneurial ecosystem builders, our findings
demonstrate that policies should be tailored to recognize how different dimensions
of cultural diversity shape entrepreneurial dynamics. In more unequal societies,
where diversity may exacerbate fragmentation, policymakers should prioritize in-
clusive initiatives such as intercultural training, anti-discrimination protections, and
multilingual support services to foster cross-group collaboration and trust. Second,
ecosystem builders should develop targeted support programs, such as culturally
sensitive mentorship schemes, language-accessible business training, and cross-
cultural networking platforms, to lower entry barriers for underrepresented en-
trepreneurs. By actively facilitating knowledge exchange across cultural groups,
these interventions can help transform diversity from a constraint into a resource
for entrepreneurial innovation.

However, some limitations must be acknowledged. First, we focused on country-
level cultural environments but did not examine the potential effects of regional or
local cultural diversity. Cross-cultural research shows that there is non-negligible
cultural variability within countries (Taras et al. 2016). As the relationship between
cultural diversity and entrepreneurial intentions could be subject to regional vari-
ations, future research should consider incorporating either regional or local per-
spectives to provide a more comprehensive understanding.

Second, our study only relied on cross-sectional data, which may not fully cap-
ture the dynamic and evolving nature of cultural diversity and its effects on in-
dividuals’ perceptions and attitudes toward entrepreneurship over time. Future
studies may leverage the entire time series of GEM, but it will require to construct tie
series of cultural diversity which may or may not change substantially in the
measured time period. Additionally, integrating qualitative methods, such as in-
terviews or case studies, could provide deeper insights into these individual per-
spectives and experiences. Additionally, longitudinal studies would be beneficial to
observe how changes in cultural diversity influence entrepreneurial intentions as
they unfold. Events like humanitarian crisis, genocides and changes of political
regimes could also affect changes in the cultural diversity of the countries due to
migration flows (e.g., Venezuela, Palestine). Future research using longitudinal and
mixed-methods approaches could uncover causal mechanisms and temporal shifts
that are invisible in cross-sectional snapshots.
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Third, GINI is only one measure of inequality within a country. Therefore, other
measures of socioeconomic inequality can be considered, such as access to educa-
tion, the poverty rate or wealth concentration. Incorporating multiple dimensions of
inequality could enrich our understanding of how structural disadvantages intersect
with cultural diversity to shape entrepreneurial behaviour. Moreover, because our
data did not include measures of hilingualism or multilingualism, we could not
examine whether language proficiency moderates the observed effects of linguistic
diversity. Future studies should incorporate such indicators to clarify when linguistic
diversity becomes a constraint versus an asset. Finally, further studies may consider
more sophisticated indicators of cultural diversity. For instance, more analyses could
be conducted on how many languages coexist within a country and the extent to
which citizens are multilingual.
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