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Abstract

This article gives an overview of which policy asesie essential parts of a government overall sgggtto enlarge
SMESs’ potential. The article also provides insights the relative importance of each of theseqyo#reas. Article
conclusions are based on a cross-country compargandicators measuring performance and business
environment for SMEs.
This study is to suggest a specific set of indisatm provide with a quick overview of which pglareas are
crucial. Potential creation for SMEs is measuréal entrepreneurship performance and top performers are
identified. The relative importance of the policgas affecting SMES™ potential is determined bkittig indicators
of performance with the indicators of the businesgronment.
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1 Introduction

Entrepreneurial approach shows a cohesive and gieevpolicy approach that spans all aspects
of society. Policy to create potential for SMEspervasive and includes a broad spectrum of
agencies, organizations and institutions. It cofma® a shift of identification of contemporary
economy from managed economy to entrepreneurialcgoy. Potential of SMEs ensures small
firm can compete in the marketplace and they atepngjudiced because of their small size,
relative to large firms. It allows create a dynameonomy, which ensures that people can start
new ventures and subsequently develop these vetatdrecome high-growth firms. To promote
potential for SMEs, governments should support iantease a country’s ability to compete on
knowledge, new ideas, and the ability to adaptfartinew solutions to problems.

Contemporary entrepreneurship antecedents — hstbbdackground:

In order to accomplish certain objectives we higifilimain concepts in the evolutionary path of
entrepreneurship over the years. We try to cooseucomprehensive view of entrepreneurial
characteristics and processes. We find necessagareh for better understanding of the overall
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entrepreneurship landscape, in terms of histo@eal conceptual mile stones developed over
time, as follows:

First introduced the concept of entrepreneur Rith@antillon (1680 - 1734). Entrepreneur

comes from Entreprendré = ability to take chargeHe gives the simplest and perhaps the most
encompassing characterization ever offeré&hntillonian entrepreneur took charge of the
situation at hand and did whatever necessary teaetis objectives.

Jean Baptist Say (1767 - 1832) pointed to thecatitiole of resources and commanding (i.e.,
“marshalling”) them to help materialize the enteaprurial project. He emphasized the ability of
Entrepreneur to command resources for respondingftdfilled opportunities.

An “economic good” had to have a direct “causal ramtion” to the needs of analytical
consumers in the market place. Carl Menger cahednt “economizers” imputing a value (i.e.,
consumer’s expected price) to that good for satigfyheir needs. Entrepreneur recognized the
logical process underlying consumer’s decision-mgkprocesses in favour of higher valued
products. He distinguished between ,economic goads! all others. The entrepreneur would in
turn determine whether or not to respond to theodppity at the imputed value with a lower
price.

In modern management terminology, this is equivaterconducting a feasibility study (and a
business plan) for responding to such pending ddmesmich would serve to firm up (or
abandon) commitments to deliver the ,economic gbatsor below, that expected price.

Entrepreneur according to Menger saw the econompjmorunity in terms ofexchange of
~economic good” of unequal value in order ggenerate mutual value for both the entrepreneur
supplying the goods and the ever ,analyzing consumemanding them. Unfortunately, the
Mengerian concept of “exchange” of “economic good§’unequal value was lost for a long
time.

Entrepreneurs have the ability to take integratgma in the enterprise as a whole. Ely and Hess
envisioned dour-factor model of the firnfi.e., capital, labour, enterprise and the entrepreneur)
with the entrepreneur as an integral part of thm.fiThis conception resonates very well with the
proposed grounded framework outlined earlier. Unfuately, in the classical Theory of the
Firm, theexplicit role of the entrepreneurgas lost and is still missing in the modern theofy
international firms (e.g., Multinational Enterprsge

While the enterprise has gained more promineneerdle of entrepreneurs has diminished. Ely
and Hess saw entrepreneurship’s horizon expandingbéyond the industrial revolution in
England. They re-confirmed Cantillon’s early visiohinternationalization of entrepreneurship.
Entrepreneur is nested in the enterprise and b@ttembedded in a resourceful environment,
while transacting in the market, as intimately iative and adaptive entities.

This vision and the four-factor model of Ely andsheemained hidden to the economic science
for nearly a century. A re-formulated version astfour-model factor serves as the fundamental
basis for formulation of the grounded entrepren@prgamework.
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Entrepreneurs creaté opportunity by using ihnovative combinatioris Schumpeter’s
entrepreneurs had non-conformable attitude, thesd usovel combinations pro-actively to
respond to unfulfilled opportunity. This opporttynishould eventually lead tocteative
destructiori of passive industry practices. Entrepreneur wasrequired to invent. But he would
have to possess the ability to take the necessaeniion to the market place and commercialize
them successfully. Such entrepreneurs had the apability. They could recognize the
temporally-unstable nature of market equilibriumtive absence of what Menger had called
“economic good”. Entrepreneurs were capable ofdhung products and processes of extremely
higher value than the prevailing products for exges of “unequal value”. Of course, they kept
thriving to create higher-value “economic productahd like this disrupt the temporal
“equilibrium” of lower-valued products.

Entrepreneurs according to Hayek followed principfeentrepreneurial discovery and action.
Entrepreneurs recognize the prevalence of infoonaisymmetry. It comes due to unequal
distribution of information. Information has gotdveritical aspects: access and comprehension
On access information is costing and not immediat@bailable. Entrepreneur needs to
distinguish between worthless data and valuabtemmétion.

This specialization leads to deeper comprehendioew information. However, access does not
necessarily mean comprehension. Hayek’s entramemeuld follow a “discovery procedure”,
they search opportunities and keep discovering Wwhhting for exchange to the market place in
order to satisfy consumers demands.

Albert Shapero characterized entrepreneurs as ifidating “credible opportunities”. They
depend on two critical antecedents: i.e., percapbio“desirability” and “feasibility” from both
personal and social viewpoints. Ability to recogniand analyze immediately is the most
important.

Logical steps according to Shapero are as follolusanalysis of the “credibility of the
opportunity” before acting on it, 2. consideringe ttmpact of the market factors influential in
their potential action 3. ultimate decision inflged by “intention to act”.

Peter Drucker brings to a science a phenomenatdpEaneur - manager. He can foresee market
trends. Managers are forced to see, or develogianvio foresee, to be aware of lager size and
diversity of international markets. New entreprankas to look into the international market
horizons for trends and opportunities. Small filens consistently internationalizing.

“Creative destruction” (according to Schumpeterjuildoorganize and re-organize the industry
structure and nature of work in the industry. Shajgseentrepreneurs act upon opportunities.
They possess the fertile minds with acute cogndiveé analytical capabilities.
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2 Body of Paper

Small enterprise is not a single event, but a E®dbat transforms an innovative idea of an
entrepreneurs into a growing firm. Most SMEs arsulteof failure, while others survive at, or
near, the break-even point. Very small minoritydMEs turn into high-growth enterprises. [9]

Exit the market

Population Intention-to-be SME’s Birth SME Survives

\ 4
v

SME Grows

Figure 2.1 SME’s survival
Source: Own, Kaufman [9]

Potential creation for SMEs should be designed ¢etma set of policy objectives. Consequently
the basis of Potential creation for SMEs must ctf®licy objectives. Three main objectives are
defined:

1. Job creation
2. Economic growth
3. Regional development.

Conclusive analyses shows a direct link betweesketlieree aspects of entrepreneurial process.

Entry of SMEs New high gtbvEMESs

SMESs’ entry rates, average 2000-7 Shiayeung SMEs with more than 60 %
(new firms as % existing firms) growth rates in turnover

Entrepreneurial activity (TEA) Share of young SMEs with more than 60 %
average 2000-7 rates inlegmpent

Figure 2.2 Entry indicators of SMEs
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Source: Own

Only a few comparable data exist, which can be usedneasure SMEs™ potential and

performance as it is defined in this article. Fouticators are used in this analysis (Figure 2.2).
These data will be defined as performance indisatas they measure the outcome of SME’s
activity. Some alternative measures of SME’s paeréorce exist, but these will not be included in
this analysis as their link for our purposes is lelear.

Top performing countries:

High growth firm is defined as a firm which shark gvowth rate (in either employment or
turnover) is higher than 60 % in three year peritite 60 % threshold is commonly used, but is
not based on any hard evidence. Both turnover ampayment are used as measures of high
growth because of the differences on growth padtaonoss sectors.

European Union harmonized SME’s definition and rthéata on entry of firms. EU’s
Eurobarometer publishes Observatory of European SME

The current Observatory of SME Survey was carrietl io the 27 Member States of the
European Union (only 25 were already members attithe of the fieldwork), as well as in
Norway, Iceland and Turkey under the frameworkhef Flash Eurobarometer survey series. It
included 11 000 small and medium enterprises (2&+ persons employed) in its sample.
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Figure 2.3 In % - Share of SMEs with more than 686 growth rates
Source: Calculation based on Observatory of Europ8MEs [10]
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The Figure 2.3hows that the ranking countries stands up to emimgthe 60 per cent threshold.
The ranking is also robust to corrections for défeces in the industry structure across countries.
From this analysis, the United Kingdom and Polarel @erforming better than other countries
studied speaking about turnover the better perfognaire Ireland, Bulgary and Belgium. The
growth data of Bulgary are biased because of adédata in certain years.

Policies must always be designed to match the $etmacroeconomic policy objectives.
Entrepreneurship is consequently defined as they entd creation of high-performance firms, as
our following analyses shows direct links betwelsese two parts of the entrepreneurial process
and productivity growth.

Analysis was based on cross-country analysis byhraarking their business environment to
that of the top-performing countries. This will gian overview of those parts of their business
that need to be improved.

A lot of definitions in the literature describe tHactors affecting entrepreneurship. The
differences between various studies are often stendrhe firm is created by combination of
three factors:

1. Opportunities
2. Skilled labour
3. Capital

Combination of these does not necessarily creatacoease SMEs potential. If costs outweigh
potential benefits, then opportunity should notpoesued. Opportunities are needed for SME’s
potential growth. All in all, the regulation andyl# environment must affect skills, opportunities
and capital along with an appropriate incentiveittire and motivation. Role of motivation
support is essential for future SME’s potential.

Despite the obvious limitations of the approachspnged in this chapter, no real alternative exists
for increasing the SME’s potential advising stakééxs on what to do about SMEs and
entrepreneurship in their country.

3 Conclusions

The incremental attitude suggests that the reghefeconomy remains unchanged, but new
instruments are introduced to spur entrepreneuns. Most important result is not just a few
entrepreneurial start-ups, but rather an entirm@eoc approach. We can see new public policy
direction that not only spans many, if not mosstitntions, but also leaves no branch of the
economy untouched.

Concluding we stress that policy to create a sefficpotential for SME may actually be less

about specific new instruments or agencies and @ioogt how traditional policies and agencies
need to be redirected. It requires the shift fromirttraditional role in the managed economy to a
very different orientation in the “entrepreneugglonomy”. Rather than focus on the addition of



3" Central European Conference in Regional Scier€@ERS, 2009 — 630 -

potential creation for SMEs via arsenal of pubhstiuments, the debate should perhaps focus
instead on the changing role of public policy ie ttentrepreneurial economy”. Public attitude
towards taxes, finance, labour markets, educatesgarch, international trade, social and health
security becomes dramatically different as therépreneurial economy” replaces the “managed
economy”.
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