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Foreword

In 2002 Slovenia joined the worldwide research project on entrepreneurship, involving 37 countries, for the first
time. The Global Entrepreneurship Monitor is not just another benchmarking study, it is a serious attempt to
understand the complex set of relationships between entrepreneurship and economic growth. Taking part in the
project was all the more exciting for the Slovenian team for the fact that we have lacked until now truly compa-
rable information on where we stand relative to the rest of the world with regard to entrepreneurship.

The research confirmed the provisional findings of Slovenian researchers of entrepreneurship that Slovenia is not
yet functioning as an entrepreneurial society. There is still no social consensus on the need for coordinated action
by entrepreneurs and government and on the creation of conducive environment in which as many new firms as
possible come into being while existing ones have amibitions to grow and develop. The fundamental challenge
that GEM 2002 poses to Slovenia is clear: how to install a clear vision for Slovenia’s long-term development as
an entrepreneurial society and create a conducive environment so that as many people as possible become entre-
preneurs?

The results of the research showed that Slovenia has a long way to go to realise its ambitions and establish itself
in the European Union, which it joins in 2004, as a progressive, innovative and entrepreneurial society. An under-
standing of the role of entrepreneurship is crucial to achieving this aim.

This year’s report includes two annexes aimed primarily at an international audience. The first reviews the devel-
opment of entrepreneurship in Slovenia since it became a country in its own right, and the second gives an
overview of the activity of existing firms in the previous year.

The GEM Slovenia 2002 Team (Miroslav Rebernik, Polona Tominc, Miroslav Glas, Karin Sirec Rantasa, Viljem
Psenic¢ny, Matej Rus and Dijana Moc¢nik) would like to thank the sponsors who made it possible for the research
to be carried out. Special thanks also to the experts who took part in the research, giving their valuable time and
opinions.

Prof. Miroslav Rebernik
Project Coordinator, GEM Slovenia

Entrepreneurship and innovation, which significantly increase the rate at which existing products are superseded
by new ones of higher quality and lower cost, are key drivers of change in the economic structure of the leading
nations as well as crucial determinants of competitive advantage on a global scale. Economists, business leaders
and even politicians are agreed that entrepreneurship is the factor that accounts for why some firms, regions or
nations are able to maintain a competitive advantage while others fall behind in a relative or absolute sense. The
emergence of new, technologically intensive firms and their rapid growth are also universally acknowledged to
be a major factor in the dynamic growth and rapid expansion of markets. Entrepreneurship is the factor that links
together ideas, skills, information and new technology with the goal of creating something new and valuable.
Entrepreneurship is not just the process by which new firms come into existence but is an important factor in the
growth of each firm. It is for this reason that governments, international organisations, the business profession and
leading thinkers from a range of disciplines nowadays regularly emphasise the importance of researching entre-
preneurship and policies to promote it.

The Global Entrepreneurship Monitor can safely be ranked as one of the most important research programmes on
entrepreneurship in the world. The results it yields are a major source of information about entrepreneurial activ-
ity in the countries participating in the research programme, the effect of entrepreneurial activity on national
growth, the reasons for the variation in entrepreneurial activity between countries and the possibilities for increas-
ing the national level of entrepreneurial activity. The results of the Global Entrepreneurship Monitor research pro-
gramme, which as of 2002 includes Slovenia, can potentially serve as an important input into the implementation
of the development priorities of Slovenia’s economic development strategy, such as increasing the competitive-
ness of the business and entrepreneurial sector. The results are highly relevant to the Ministry of Economy’s poli-
cy on enterprise and competition, which is one of the government’s policy areas for the pursuit of Slovenia’s eco-
nomic development priorities. The research recommendations will inform the design of measures by the Ministry
to encourage the development of entrepreneurship and the exploitation of entrepreneurial opportunities, meas-
ures which are geared towards the creation of an environment that is supportive of enterprise and innovation, the
promotion of entrepreneurship as part of social culture, entrepreneurial education at all levels, the further removal
of administrative impediments to the establishment and operation of firms, and easier access to finance.

Prof. Tea Petrin
Minister of the Economy
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Executive summary

The Global Entrepreneurship Monitor (GEM) is a large-scale
research programme launched in 1997 by leading researchers in
the field of entrepreneurship at the London Business School
(United Kingdom) and Babson College (United States). In subse-
quent years a consortium of national teams in participating
countries was created. This year’s research, in which 37 coun-
tries took part, included Slovenia for the first time. The main aim
of the GEM s to identify differences in the level of entrepre-
neurial activity in different countries and their relationship with
national economic growth. It also explores why some countries
have a higher level of entrepreneurial activity than others and
what can be done to raise the level of national entrepreneurial
activity.

The basic GEM model is based on the notion that the specific
circumstances for the conduct of entrepreneurial activity in an
individual country affect the size and scope of entrepreneurship,
which in turn affects economic growth and development. The
entrepreneurial process is heavily affected by the entrepreneur-
ial opportunities available to people and their capacity to pur-
sue new business ventures. All of this affects business churning
in the private sector of the economy, where new ventures and
firms are born, contributing in turn to economic growth. Unlike
most international studies, which address the factors affecting
the competitiveness of firms in existence, the GEM focuses on
the entrepreneurial process at the stage of the inception of new
firms and its link with economic growth.

The research employs four basic data collection mechanisms.
Three of them provide the primary data collected specially for
the GEM, which are then combined with data from secondary
sources. Data are obtained from a survey of a sample of the
adult population, special interviews with national experts on
particular sets of entrepreneurial framework conditions, who
also fill out a detailed questionnaire, and internationally
acknowledged sources of comparable data (OECD, World Bank,
ILO, Eurostat and United Nations).

The 37 countries taking part in GEM 2002 account for 62 per
cent of the world’s population and 92 per cent of global GDP.
Twelve per cent of the population in these countries, or 286 mil-
lion adults aged 18 to 64, are entrepreneurially active. If we
apply this percentage on a world scale, it implies that 461 mil-
lion people worldwide are either embarking on an entrepre-
neurial career or have had a firm for less than three-and-a-half
years. The countries taking part in 2002 account for 62 per cent
of the world’s population and 92 per cent of global GDP. Out of
all the countries covered by the research, European countries
and developed Asian countries have around 19 per cent of the
labour force and around six per cent of the entrepreneurially
active population. Slovenia represents 0.5 pro mille of the
labour force and 0.2 pro mille of the entrepreneurially active
population. Another telling statistic is that three-fifths of entre-
preneurially active people worldwide have started a business
because they were presented with a business opportunity, while
two-fifths have done so for lack of better choices for work.

In the context of the GEM, the entrepreneurially active popula-
tion means individuals who are personally involved in the cre-

ation of new ventures (nascent entrepreneurs) or who are
employed as owner managers of new firms that are less than 42
months old (new entrepreneurs). The measure of entrepreneur-
ial activity — the total entrepreneurial activity (TEA) index —
expresses the proportion of individuals in a country who are
involved in entrepreneurial activity, be it as nascent or as new
entrepreneurs, and is a fundamental indicator of entrepreneurial
activity that allows comparison across all the countries partici-
pating in the GEM.

Out of the 37 countries taking part in the 2002 GEM research,
Slovenia ranks 25" with the TEA index of 4.63. This means that
4.63% of the labour force in Slovenia are planning some form of
entrepreneurial activity or have had a business for less than
three years. The level of entrepreneurial activity varies widely
among the 37 GEM countries. The number of nascent and new
entrepreneurs within the labour force varies from 1.8% (one in
50) in Japan to 18.9% (one in five) in Thailand. In Slovenia one
in 22 adults aged 18-64 is engaged in entrepreneurial activity,
either having started up a business or owning and managing a
young firm.

In 2002 there are estimated to have been around 58,000 nascent
and new entrepreneurs in Slovenia. These are individuals who,
on their own or with others, are seeking to set up a new firm or
start a new business, including any kind of self-employment or
sale of goods or services, or who are owner managers of a firm
less than three-and-a-half years old. Some have become entre-
preneurs because they were presented with a business opportu-
nity, others because they had no better choices for work.

The number of entrepreneurs who have become entrepreneurs
in response to a business opportunity is relatively low in
Slovenia by comparison with the other GEM participating coun-
tries. On the basis of the opportunity-based TEA index Slovenia
ranks 30" out of 37 countries with 3.26%. In other words one in
30 adults in Slovenia has become an entrepreneur in order to
take advantage of a business opportunity.

The necessity-based TEA index for Slovenia is 1.37%, implying
that one in 70 adults in Slovenia takes the entrepreneurial route
by necessity because they lack better choices for work. This
ranks Slovenia relatively highly on a world scale: 15" out of 37.
The phenomenon of necessity entrepreneurship nevertheless
raises a series of questions — from the skills and motivations of
such entrepreneurs to progression beyond self-employment, the
motivation for hiring co-workers, business growth intentions,
export orientation etc.

The research also distinguishes between entrepreneurs in the
earliest stages of the entrepreneurial process and those already
up and running as new businesses. The first group are termed
nascent entrepreneurs and include all those who, on their own
or with others, are seeking to set up a new firm or start a new
business and have not paid any salaries or wages for more than
three months. These are the entrepreneurs who are by far the
most vulnerable and most in need of conducive conditions. Out
of 58,000 entrepreneurs, two-thirds were identified as nascent
and one-third as newly operating firms less than three-and-a-half
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years old. This ratio is decidedly unfavourable. Small firms mat-
ter and entrepreneurs who are only just starting out are highly
vulnerable. The figure for the high number of necessity entre-
preneurs and the relatively high mortality rate for firms should
give serious impulse for discourse to all those who wield influ-
ence over the conditions in which Slovenian firms operate.

Some other findings are as follows:

¢ The typical Slovenian entrepreneur is male, aged 25-34, with
at least a college education, in the top third income bracket
and employed.

¢ In Slovenia, as in all other GEM participant countries, males
in the 25-34 age bracket form the largest proportion of total
entrepreneurial activity with 11.15%, while women of the
same age make up 4.80%. The exceptions to the pattern are
men who have taken the entrepreneurial route out of necessi-
ty, who are predominantly in the 35-44 year-old age bracket,
and female opportunity-based entrepreneurs, who are pre-
dominantly aged between 45 and 54 (2.74%) and 18 and 24
(2.64%).

Among adult Slovenes the largest groups to have chosen the
entrepreneurial path are those with a post-secondary educa-
tion (5.68%), followed by those with a secondary education
(5.27%).

¢ Knowing other entrepreneurs is an important factor. Seven per
cent of those who personally know someone who has set up
a firm within the previous two years are entrepreneurs, com-
pared with only two per cent or so of those who do not.
Knowing other people who are engaged in entrepreneurial
activity is important because they can serve as a model and a
source of information, experience and advice. From the per-
spective of enhancing entrepreneurship in Slovenia it is there-
fore significant that 44 per cent of the adult population per-
sonally know someone who has set up a business within the
previous two years. This places Slovenia high up in the rank-
ings in 10" place among the 37 GEM participating countries.

Self-confidence and awareness of business opportunities are
also important. Those who believe that good new business
opportunities will arise in the area where they live within the
next six months are almost twice as likely to be entrepreneurs
than those whose do not perceive the existence of such
opportunities. Those who have confidence in their own
knowledge, experience and skills are more than eight times as
likely to be entrepreneurs as those who do not.

® Those who have become entrepreneurs in order to take
advantage of a business opportunity predict a larger expan-
sion of business and higher number of employees than those
who did so for lack of better options.

National experts in each GEM country — 37 of them in Slovenia
— answered a long list of questions and gave their assessment of
the situation with regard to nine entrepreneurial framework con-
ditions on a scale from 1 to 5. Their average assessment of
Slovenia was highly critical. The experts gave their most positive
assessment to education and training, in which Slovenia had the
9" highest assessment out of 34 countries, and internal market
competitiveness, in which it had the 11" highest out of 34, but
gave their most negative assessment to access to finance, trans-
fer of research and development to industry, and government
policy. Slovenia ranked second-to-last out of the 34 countries in
which expert interviews were carried out with regard to the
assessment of science and technology transfer and the availabil-
ity of venture capital.

Based on in-depth interviews with experts, the concluding chap-
ter contains many recommendations for measures that could
help improving conditions for increased entrepreneurial activity
in Slovenia. One basic fact that applies to equally Slovenia as it
does to all countries is that radical changes in entrepreneurial
potential cannot be brought about overnight. Real change for
the better requires perseverance and long-term effort for more
effective action in a range of areas of government and many sec-
tions of society that help or hinder the impulse towards autono-
my and creativity. It is important that government policy
towards entrepreneurship should be consistent and hence pre-
dictable from the point of view of individuals who choose to set
up their own businesses. This also requires coordinated actions
of both central government and local administration.

In 2002 Slovenia was not yet functioning as an entrepreneurial
society. Awareness has yet to spread that successful develop-
ment requires cooperation between government and entrepre-
neurs, since no-one can force an entrepreneur to expand, hire
and develop. This can only come from the individual’s motiva-
tion, which depends on the conditions created within society.
The fundamental challenge confronting us is therefore that of
putting in place a clear vision of Slovenia’s long-term develop-
ment as an entrepreneurial society and creating a conducive
environment so that as many people as possible should suc-
cessfully embark on entrepreneurial ventures.
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1 The Global Entrepreneurship Monitor

1.1 Project history

This year’s research, in which 37 countries took part, included
Slovenia for the first time. The main aim of GEM is to identify
differences in the level of entrepreneurial activity in different
countries and their relationship with national economic growth.
It also explores why some countries have a higher level of entre-
preneurial activity than others and what can be done to raise the
level of national entrepreneurial activity.

The Global Entrepreneurship Monitor (GEM) is a large-scale
research programme launched in 1997 by leading researchers in
the field of entrepreneurship at the London Business School
(United Kingdom) and Babson College (United States). In subse-
quent years a consortium of national teams in participating
countries was formed. The first round of research, published in
1999, involved 10 countries. Since then the coverage has
widened — to 21 countries in 2000, 29 in 2001, and 37 in the
latest year, 2002. These were Argentina, Australia, Belgium,
Brazil, Canada, Chile, China, Croatia, Denmark, Finland,
France, Germany, Hong Kong, Hungary, Iceland, India, Ireland,
Israel, Italy, Japan, Korea, Mexico, the Netherlands, New
Zealand, Norway, Poland, Russia, Singapore, Slovenia, South
Africa, Spain, Sweden, Switzerland, Taiwan, Thailand, the
United Kingdom and the United States.

Slovenia took part in the 2002 research for the first time, a
development that is all the more exciting for the fact that we
have lacked truly comparable information until now on where
we stand relative to the rest of the world with regard to entre-
preneurship. Indeed, there has been no previous research like
the GEM on the subject of entrepreneurship in the world. The
ten-member coordination team is linked to over 120 researchers
from participating countries. Collection of the primary data,
gathered from research of the adult population in the participat-
ing countries, is undertaken by research firms, which brings the
involvement of an additional group of trained researchers into
the overall research enterprise.

The methodology has been developed and augmented over the
past five years and seeks to uncover the links between entrepre-
neurship and economic growth and development. The main aim
of the GEM is to provide an annual assessment of entrepreneur-
ial activity across countries. We study numerous factors that
potentially affect differences in entrepreneurship rates and
attempt to provide new insights into the extent and significance
of the entrepreneurial process in order to understand better how
entrepreneurship can be enhanced by the creation of an appro-
priate supportive environment.

1.2 The GEM theoretical model

Nowadays there is no longer any theoretical dispute that well-
developed entrepreneurship has a critical effect on the success
of national economies. Nor is it disputed that entrepreneurship
is a scarce good, as not everyone is willing to take risks and not
everyone is able to make the right business decisions. Slovenia
must embrace entrepreneurship if it is to avoid going down in
history as a country that was unable to adapt to the rules of the
game in such a way as to allow those rules to encourage entre-

preneurship and creativity, but stuck instead to the classic pro-
duction model of primary industry. Education, know-how, tech-
nology and entrepreneurship are crucial factors leading to eco-
nomic success and hold out the promise of placing Slovenia
among that section of humanity, sadly a minority, that can
expect to develop and prosper further over the next decade.

There is no shortage of definitions of entrepreneurship and
entrepreneur in the economic and business literature, and the
picture has become more complex since Say, when the interde-
pendence of entrepreneurship, economic growth and the level
of development of different countries ought to have been
explained. In view of the large number of countries in which the
GEM research is carried out, among which there exist wide eco-
nomic, social, cultural and linguistic differences, it is important
that researchers apply a single definition of entrepreneurship
both in their dialogue with each other and when surveying the
population and interviewing experts.

For the purposes of the research, entrepreneurship is defined
broadly as any attempt at new business or new venture creation,
such as self-employment, a new business organisation, or the
expansion of an existing business by an individual, a team of
individuals, or an established business. Since we are not con-
cerned with the number of firms or legal entities but with the
entrepreneurial process, it is important that the definition sup-
plied should allow us to encompass entrepreneurial activity and
identify entrepreneurial individuals.

Ever since Schumpeter drew attention to the creative destruction
wrought by an entrepreneur within the economic system, we
have been attempting to understand how in fact this works, how
the entrepreneurial process occurs and above all why it is that
entrepreneurial activity develops in some environments but not
in others. Even though theories of economic growth generally
acknowledge the role of individual initiative by entrepreneurial-
ly-minded individuals, we know relatively little about the forms
this initiative takes.

The basic GEM model with which we are seeking to understand
the entrepreneurial process is based on the notion that the spe-
cific circumstances for the conduct of entrepreneurial activity in
an individual country affect the size and scope of entrepreneur-
ship, which in turn affects economic growth and development.
These dependencies are not one-way — the existing level of eco-
nomic development also affects entrepreneurship and business
conditions.

Through the GEM research project we are seeking to under-
stand:

o differences in the level of entrepreneurial activity across coun-
tries

e whether and how these differences are related to national
economic growth

* why some countries have a higher rate of entrepreneurial
activity than others

¢ what can be done to increase the national level of entrepre-
neurial activity.
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The basic dependent variable to be explained in the GEM conceptual model is nation-
al economic growth. It is assumed that economic processes occur in the context of a
relatively stable social, cultural and political environment. Two basic mechanisms of
growth are in operation. The first basic source of economic growth, shown in Figure 1,
are the main established firms, which primarily play a role in international trade. If
general national conditions are stable, these firms can be internationally competitive
and can assist the growth of micro, small and medium-sized enterprises.
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ramework conditions: established firms
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Figure 1: Major established firms and national economic growth

The second basic source of economic growth, shown in Figure 2, is the entrepreneur-
ial process taking place in new and growing enterprises. In this case, influenced by the
social, cultural and political context, another complex of factors is in operation, termed
the entrepreneurial framework conditions, which while linked to the general national
framework conditions are nevertheless distinct. The flow of the entrepreneurial process
is affected in important ways by business opportunities available to people and their
capacity to undertake new ventures. All of these things affect the business churning, in
which new ventures and enterprises are born, contributing to economic growth.
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Figure 2: The entrepreneurial process and national economic growth

Both processes contribute to economic growth. Figure 3 shows the entire model, in
which both mechanisms of economic growth are represented. Unlike most interna-
tional studies,” which concentrate on factors affecting the competitiveness of estab-
lished firms already in existence, the GEM concentrates on the lower part of the fig-
ure, in other words on the entrepreneurial process and its relationship with economic
growth. The general environment in any country affects existing firms and sectors and
nascent and new firms. The emergence of new firms is also affected by entrepreneur-
ial framework conditions, which cover:

e the availability of different kinds of financial support (the banking system, venture
capital, informal investment, business angels),

the design and conduct of government policy, which may be more or less benign
towards entrepreneurship,

e the implementation of government programmes that create the conditions for the
development of entrepreneurship,

e the availability and quality of education and training for entrepreneurship,

¢ the existence and effectiveness of mechanisms for the transfer of research achieve-
ments and technology to industry,

e the quality and accessibility of business and professional infrastructure required by
young and growing firms,

e openness and competitiveness of the
internal market, i.e. the size of entry
barriers or the ease or difficulty with
which new firms can become estab-
lished in the marketplace,

access to physical infrastructure neces-
sary for business,

cultural and social norms that encour-
age or discourage entrepreneurial
activity.

These conditions affect the existence and
awareness of business opportunities and
the entrepreneurial capacity of the adult
population. Awareness of business
opportunities and the skills and motiva-
tion of the adult population to take
advantage of them constitute more or less
fertile ground for the birth and growth of
firms.

The GEM is thus not concerned with
existing firms that are more than three-
and-a-half years old. What it is con-
cerned with is the relative entrepreneur-
ial orientation of the adult population
and the rate of emergence of new and
growing firms, and the differences that
arise across countries. These result from:

e differences across countries in the nine
entrepreneurial framework conditions,

o the relative readiness of the adult pop-
ulation to seek and create business
opportunities, and

e their motivation and capacity (knowl-
edge and skills) to take advantage of
these opportunities.

The model thus assumes that entrepre-
neurship is a driver of economic growth.
In the context of social, cultural, political
and economic circumstances in a coun-
try, the general national framework con-
ditions and the entrepreneurial frame-
work conditions affect entrepreneurial
activity, which results in economic
growth. The linkages between entrepre-
neurial processes and growth can only be
revealed in a global context given data
from a large number of countries with
which to calculate correlations. If data
were only available for Slovenia it would
only be possible to calculate correlations
given long time series. Since this is the
first year in which Slovenia has been
involved in the project and time series
are not available, the Slovenian GEM for
2002 concentrates on studying the cur-
rent situation in Slovenia by comparison
with the GEM participant countries and
on assessing the various entrepreneurial
framework conditions and their effect on
entrepreneurial activity.
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Figure 3: The GEM conceptual model

1.3 Data sources

GEM research employs four basic data collection mechanisms.
Three of them provide the primary data collected specially for
the GEM, which are then combined with data from secondary
sources. The data are obtained from:

¢ a survey of a sample of the adult population,

e personal interviews with national experts on particular sets of
entrepreneurial framework conditions,

e a detailed questionnaire completed by national experts and
e established international sources of standardised data.

Survey of the adult population: In each country a reputable spe-
cialist organisation conducts a telephone survey of the adult
population, based on a sample of at least 2,000 adults.’ In
Slovenia the survey was carried out by Gral-lteo on an appro-
priately weighted sample of 2,030 people. The interviews help
us to ascertain the level of entrepreneurial activity among the
adult population, and their duration depends on the extent to
which the respondent is entrepreneurially active. The first part of
the questionnaire explores the establishment and management
of the firm and informal investment in new firms. Individuals
who are found to be entrepreneurially active are then asked
additional questions in greater depth. The second part of the
questionnaire explores respondents’ attitudes towards entrepre-
neurship.

Personal expert interviews: In Slovenia, for each entrepreneurial
framework condition at least four individuals were selected,
who were considered to be in a position to shed light on entre-
preneurship in Slovenia on the basis of their entrepreneurial
activity to date, their professionalism, knowledge and reputa-
tion. In the personal interviews, which lasted on average more
than an hour each, they gave us their views on:

¢ the fundamental weaknesses inhibiting the development of
entrepreneurship in Slovenia,

e the fundamental advantages that Slovenia possesses and that it
could take advantage of in enhancing entrepreneurship and

. . . 4
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questionnaire, which was translated into
the languages of the participant countries,
permits numerous fruitful comparisons
across countries.

National economic and demographic data: Any comparisons of
national characteristics (e.g. GDP growth) across countries must
be based on reliable and harmonised international sources.
These sources included the databases held by the United
Nations, Eurostat, the World Bank, the ILO, the International
Monetary Fund and the OECD. Processing such a large quantity
of data requires very careful organisation, which is provided by
the GEM coordination team.

1.4 Measures of entrepreneurial activity
The GEM employs six measures in assessing the entrepreneurial
activity of the adult population, namely:

1. the proportion of the adult population (aged 18-64) actively
engaged in setting up a new business (nascent entrepreneurs),

2. the proportion of the adult population employed as owner-
managers of new businesses that are no older than 42 months
(new entrepreneurs),

3. the proportion of the adult population having personally
invested in new and nascent businesses (micro business
angels),

4. an index of total entrepreneurial activity consisting of the sum
of nascent and new entrepreneurs as a proportion of the adult
population (Total Entrepreneurial Activity),

5. an index of opportunity-based entrepreneurial activity
(TEA-Opportunity), representing the proportion of the adult
population who engaged in setting up a new business
because an opportunity presented itself,

6. an index of necessity-based entrepreneurial activity
(TEA-Necessity), representing the proportion of the adult
population who engaged in setting up a new business out of
necessity, because they had no better choices for work.

In the context of the GEM, the entrepreneurially active popula-
tion means individuals who are personally involved in the cre-
ation of new ventures (nascent entrepreneurs) or who are
employed as owner managers of new firms that are less than 42
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months old (new entrepreneurs). The measure of entrepreneurial
activity — the TEA index — expresses the proportion of individuals
in a country who are involved in entrepreneurial activity, be it as
nascent or as new entrepreneurs, and is a fundamental indicator
of entrepreneurial activity that allows comparison across all the
countries participating in the GEM.

In the context of the GEM, the entrepreneurially active popula-
tion thus means, first, individuals who are personally involved in
the creation of new ventures or, secondly, individuals who are
employed as owner-managers of new firms that are less than 42
months old or, thirdly, individuals who have personally invested
in new ventures. The TEA index comprises only nascent and new
entrepreneurs. Individuals who fulfil both roles are counted only
once. Micro business angels are not included in the calculation
of the TEA index.

For the purpose of identifying the entrepreneurially active popu-
lation, the GEM has developed a series of questions aimed at
ascertaining whether an individual is entrepreneurially active:

1. For an individual to qualify as a nascent entrepreneur, he or
she must have answered yes to question a or b of the follow-
ing:

a. Are you currently trying, alone or with others, to set up a
new firm or start up a new business, including any kind of
self-employment or sale of products or services — a task
that is outside your normal employment?

b. Are you currently trying, alone or with others, to set up a
new firm or start up a new business for your employer — a
task that falls within your normal employment?

A positive answer led to a further three questions aimed at
establishing whether the activity in question was genuinely
a nascent venture:

c. Have you in the last 12 months helped in any way to start
up a new business or set up a new firm, for example by
searching for suitable equipment or premises, assembling
an initial team of people, working on a business plan,
starting to save money or doing anything else to help start
up a new business or set up a firm?

d. Will you personally own the whole business or part of the
business, or will you not own any of it?

e. Has the new business paid any wages, salaries or remu-
neration, including your own wages, covering a period of
more than three months?

To be identified as a nascent entrepreneur, the respondent
had to answer “yes” to question ¢, “the whole firm” or “part
of the firm” to question d and “no” to question e. A respon-
dent answering “yes” to question e could potentially be
identified as a new entrepreneur.

2. To be identified as a new entrepreneur, the respondent had
to confirm that he or she was the sole or joint owner of a firm
that he or she helped to run or that he or she was self-
employed and that the business was set up no earlier than
1999 (it was no more than 42 months old in June 2002).

3. To be identified as a micro business angel, the respondent
had to have personally invested in a new business set up by
someone else within the last three years, not counting pur-
chases of shares or bonds or investments in mutual funds.

4. The index of total entrepreneurial activity (TEA) is defined as
the sum of nascent and new entrepreneurs. Those identified
as both — who were 5% of the total in 2002 — are counted
only once.

5. The index of opportunity-based entrepreneurial activity
(TEA-Opportunity) is defined as the number of individuals
fulfilling the following criteria:

¢ qualifying as a nascent or new entrepreneur

e stating that they started up the new venture because they
were presented with an opportunity.

6. The index of necessity-based entrepreneurial activity
(TEA-Necessity) is defined as the number of individuals ful-
filling the following criteria:

¢ qualifying as a nascent or new entrepreneur,

e stating that they started up the new venture because they
had no better choices for work.

The TEA index reflects the number of individuals in each coun-
try who are involved in entrepreneurial activity as either nascent
or new entrepreneurs, and is a fundamental indicator of the level
of entrepreneurial activity that allows comparison across all the
GEM participant countries.

1.5 GEM Slovenia 2002

This is the first year in which Slovenia has taken part in the GEM.
The research is led by the Institute of Entrepreneurship and Small
Business Management at the Faculty of Economics and Business
of the University of Maribor, assisted by the Centre for
Entrepreneurship Development at the Faculty of Economics of
the University of Ljubljana and the GEA College of
Entrepreneurship in Piran. The GEM provides us with a tool to
help position entrepreneurship in Slovenia within an internation-
al context. Although enterprise and entrepreneurship are often
cited as being important for national development, the right inter-
national comparisons are not always available. The GEM is help-
ing us to arrive at a more reliable picture of the state of entrepre-
neurship, so that economic policy measures and mechanisms for
encouraging entrepreneurship in Slovenia can be focused on
areas where they are likely to have the largest long-term impact.
The results of the GEM Slovenia 2002 research show that there is
much to be done.

The GEM is not a contest but a research programme that helps us
find out more about entrepreneurship. Nor is it yet another
benchmarking comparison of Slovenia with the rest of the world.
Rather, it is a global research endeavour of which Slovenia is
part. We therefore see the greatest value of the GEM in the fact
that it applies a single methodology and harmonised data to such
a large sample of countries. By comparing entrepreneurial activ-
ity in the participating countries with appropriate rigour, we can
identify certain common features despite the enormous cultural
and social differences. Participating in the GEM delivers another
long-term benefit: Slovenia thereby reveals the state of its entre-
preneurial activity to the rest of the world. Research teams from
all over the world who take part in the GEM have identical data
at their disposal and the analysis of Slovenian entrepreneurship is
no longer the exclusive domain of Slovenian researchers. We are
part of this community with our own strengths and weaknesses,
and in future years, as comparable time series become available,
we along with other research teams will attempt to discover as
much as possible about entrepreneurship, both as a global phe-
nomenon and in its distinctively Slovenian aspects, for the good
of Slovenian entrepreneurs and the Slovenian economy.

The Slovenian GEM for 2002 is supported by the Ministry of
Economy, the Ministry of Education, Science and Sport, the Small
Business Development Centre and the business newspaper
Finance.
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2 Slovenia among the 37 countries
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2.1 The global picture

The overall report on entrepreneurship in the 37 countries that
took part in the research in 2002 revealed that 12% of people
aged between 18 and 64 or 286 million individuals were entre-
preneurially active. Projecting this figure onto a world scale
implies that 461 million people worldwide are either nascent or
new entrepreneurs. The countries that took part in 2002 repre-
sent 62% of the world population and 92% of global GDP.

There are, however, large differences in entrepreneurial activity
across countries. Japan and Russia show the lowest levels of
entrepreneurial activity, Thailand and India the highest.
Slovenia falls into the bottom third, lying 25" out of 37 coun-
tries. In 2002 one in 22 adults in Slovenia was entrepreneurial-
ly active, compared with one in five in Thailand and one in 50
in Japan. In Europe the country with the highest rate of entre-
preneurial activity is Iceland, where one in nine adults is entre-
preneurially active, while the country with the lowest is Russia,
with one in 40. Three-fifths of entrepreneurially active people
worldwide take up entrepreneurship because they are presented
with a business opportunity, while two-fifths do so because they
have no better choices for work.

Among all the countries covered by the research, the countries
of Europe and the developed countries of Asia have around 19%
of the labour force and around 6% of the entrepreneurially
active population. Slovenia makes up 0.5 pro mille of the labour
force and only 0.2 pro mille of entrepreneurial activity.

2.2 The TEA index

- the level of total entrepreneurial activity
The TEA index measures the proportion of the adult population
between the ages of 18 and 64 who are either in the process of
setting up a business or are owners managers of a young firm that
has been paying wages for no more than 42 months. We are
therefore concerned with the earliest stage of the entrepreneurial
process. Entrepreneurs who have had a business for more than
three-and-a-half years are therefore not included in the TEA
index. In accordance with Figure 3, these already established
businesses (the upper leg of the causal link between entrepre-
neurship and economic growth), although very important to the
success of the economic system, are not the object of the
research.

Of the 37 countries that took part in the GEM in 2002, Slovenia
ranked 25" with an index of 4.63. If all countries are given equal
weight regardless of their size, the average TEA index is 8%. On
the other hand, if the countries are weighted according to the
size of their labour force as a fraction of that of all GEM coun-
tries, the average TEA index is 12%. The difference is due to the
effect of the labour force of 1.4 billion in China and India, which
account for half of the population included in the sample and in
which the index of total entrepreneurial activity is relatively high,
being 12.3% in China and as much as 17.9% in India.

Table 1 ranks countries in terms of their TEA index. They have a
total population of 3.8 billion, of whom 2.4 billion are in the
labour force. Around 286 million people are engaged in the
entrepreneurial process. Slovenia accounts for 0.5 pro mille of

the labour force and 0.2 pro mille of entrepreneurial activity.

TEA Total Total Oﬁ‘é‘:

index population labour force participants
Thailand 18.90 62,354,000 40,435,000 | 7,642,000
India 17.88|1,046,000,000 | 591,466,000 {105,872, 000
Chile 15.68 15,498,000 9,388,000 | 1,473,000
Korea 14.52 48,324,000 32,117,000 | 4,656,000
Argentina 14.15 37,812,000 21,987,000 | 3,122,000
New Zealand 14.01 3,908,000 2,432,000 340,000
Brazil 13.53| 176,029,000 | 106,442,000 | 14,369,000
Mexico 12.40| 103,400,000 58,331,000 7,233,000
China 12.34(1,284,000,000 | 814,470,000 (100,179,000
Iceland 11.32 279,000 172,000 19,000
United States 10.51| 280,000,000| 173,911,000| 18,260,000
Ireland 9.14 3,883,000 2,289,000 208,000
Canada 8.82 31,902,000 20,565,000 | 1,809,000
Norway 8.69 4,525,000 2,781,000 241,000
Australia 8.68 19,546,000 12,273,000| 1,067,000
Switzerland 7.13 7,301,000 4,696,000 333,000
Israel 7.06 6,029,000 3,485,000 247,000
Hungary 6.64 10,075,000 6,557,000 432,000
South Africa 6.54 43,647,000 24,886,000 | 1,617,000
Denmark 6.53 5,368,000 3,397,000 220,000
Singapore 5.91 4,452,000 3,191,000 188,000
Ttaly 5.90 57,715,000 37,102,000 | 2,189,000
United Kingdom | 5.37 59,778,000 36,927,000 | 1,994,000
Germany 5.16 83,251,000 53,458,000 | 2,779,000
Slovenia 4.63 1,932,000 1,278,000 58,000
Netherlands 4.62 16,067,000 10,348,000 476,000
Spain 4.59 40,077,000 25,886,000 | 1,190,000
Finland 4.56 5,183,000 3,274,000 150,000
Poland 4.44 38,625,000 24,899,000 | 1,095,000
Taiwan 4.27 22,548,000 14,708,000 632,000
Sweden 4.00 8,876,000 5,433,000 215,000
Croatia 3.62 4,390,000 2,739,000 98,000
Hong Kong 3.44 7,303,000 4,955,000 168,000
France 3.20 59,765,000 36,682,000 1,173,000
Belgium 2.99 10,274,000 6,376,000 191,000
Russia 2.52| 144,978,000 94,330,000 | 2,358,000
Japan 1.81| 126,974,000 81,290,000 | 1,463,000
Sum 3,882,068,000 |2,374,956,000 (285,756,000
Average 8.0
(country based)
Average 12.0
(population
weights)

Table 1: Number of TEA inhabitants across GEM countries




SLOVENIA 2002

SLOVENIA 2002

25

= N
a o

Persons per 100 adults, 18-64 years
(95% confidence interval)
o

TEA index by country

7 T
Slovenia |-’-|-|'
5 H'r'r'r'r'r-”m
Otctgteto o s e etssieto o = ¢ ol o= "o s selo o o & o =o' s s o & o
g g ® o @ £ £ 0V T £ O O »E >0 ¥ & >0V L >C T VT ® Q= OV G S O & O 0
£ 8258838885358 83 Ffgfss:s8ag8c:888c38528 =
SE2g8gxg 50wz EoD § £ S 2% %565 8p go 2oy sl =7 E
@ 2osrtt 3838 22342 H§2206752 = NP £
S 5 b @ = z < =
z g @ 2 <
E
o]
Figure 4: Level of total entrepreneurial activity — TEA index
= TEA index — countries by world region
225
[
-
£
o
o
5 |
S
=
c
[]
o
o
% L
D s | | |
~ |
G T T
)
©
o
>
3 i
© 10 — .
- " }}'
-
)
=
: }
<]
‘“5 | | |II|L+|
o |- |-
° }
-
C %
o
Q.
n
So —tt 4+ ——————————+——+——F——+——+——+——F——+——+——+——+————
c o c @ 8 & T ® > £ 9 £ T £ W > >X §T >T T T 8 © O T 0O = © O C © © T
© © k=1 o T < © o = [ N = o
S 8833 %838 p 258:i:ggfPifsizs zfizz Ee5 soEs
o S S g 258 35S 3L gL ED e~ 5 5 23 <% 3H 3 205 O x 3
o 2" 2 o T m @ 28 & &z 7 - s 2 © 5N 2 (S
2 O T 03 2 z <
b4 b (2] [7]
= P4
c
]

The level of entrepreneurial activity varies widely across the 37
GEM countries. The number of nascent and new entrepreneurs

Figure 5: Total entrepreneurial activity by world region

as a fraction of the labour force varies from 1.8% (one in 50) in
Japan to 18.9% (one in five) in Thailand. In Slovenia one in 22

adults aged between 18 and 64 is involved in entrepreneurial
activity, either having started a venture or owning and manag-
ing a young business. The vertical lines in the figure represent
95% confidence intervals, or in other words the size of statisti-
cal error. The length of the lines reflects the reliability of the esti-
mates; shorter lines indicate a more reliable estimate. The relia-
bility of the estimates is lower for Thailand and Mexico, where
the sample size was 1000 people, and higher for Germany and
the United Kingdom, where it was over 15,000. Where the lines
overlap between two countries, the difference between them
cannot be considered statistically significant. This means for
example that Slovenia has a similar level of entrepreneurial
activity as Finland, the Netherlands and Poland, and even Spain,
Germany and ltaly.

Figure 4 ranks countries irrespective of their geographical and
cultural characteristics, but nevertheless shows that countries
within a particular cultural sphere tend to cluster around a sim-
ilar level of entrepreneurship. The research therefore catego-
rises countries into six groups, shown in Figure 5.

The Figure 5 shows that entrepreneurial activity is relatively
low in the developed countries of southeast Asia and Eastern
Europe (the former socialist states), and indeed in many coun-
tries of the European Union. Entrepreneurial activity is very
vigorous in some countries that were formerly part of the
British Empire, which have a very liberal attitude towards
doing business, and in many Latin American and Asian coun-
tries, where many people turn to starting their own business
out of necessity due to economic crisis and the low level of
development. Asia is particularly interesting in that extreme
differences in the level of entrepreneurial activity occur with-
in a similar cultural sphere and often even among neighbour-
ing countries. This issue will be the focus of careful analysis in
future GEM research.

2.3 Opportunity-based and
necessity-based entrepreneurship
Table 2 shows, for each participating country, the index of total
entrepreneurial activity, the index of opportunity-based entre-
preneurial activity and the index of necessity-based entrepre-

neurial activity.

Comparison of opportunity-based and necessity-based entrepre-
neurship reveals wide differences across countries in terms of
the proportion of people taking up entrepreneurship for one rea-
son versus the other.

We estimate that there were around 58,000 nascent and new
entrepreneurs in Slovenia in 2002. These are individuals who
are attempting, either alone or together with others, to set up a
new firm or start up a new business, including any kind of self-
employment or sale of products or services, and individuals who
are owner managers of a firm that is less than three-and-a-half
years old. Some have done so because they were presented with
a business opportunity, others because they had no better choic-
es for work.

The number of entrepreneurs who have turned to entrepreneur-
ship in order to pursue a business opportunity is relatively low in
Slovenia compared with the other GEM countries. The opportu-
nity-based TEA index ranks Slovenia 30t out of 37 countries with
3.26%. In other words every one in 30 inhabitants of Slovenia
embarks on entrepreneurship because he or she perceives a busi-
ness opportunity that he or she wishes to take advantage of.

GEM

TEA TEA- TEA-

index | Rank |necessity| Rank | opportunity] Rank
Thailand 18.90 1 3.35 7 15.31 1
India 17.88 2| 5.04 5 12.41 2
Chile 15.68 3| 6.74 4 8.53 7
Korea 14.52 4| 4.12 6 8.55 6
Argentina 14.15 5 7.13 2 6.77 12
New Zealand 14.01 6 2.25 10 11.57 3
Brazil 13.53 7| 7.50 1 5.78 16
Mexico 12.40 8| 2.70 8 8.28 8
China 12.34 9| 6.97 3 5.61 17
Iceland 11.32 10| 0.92 22 8.62 5
U. States 10.51 11 1.15 18 9.11 4
Ireland 9.14 12 1.38 14 7.77 9
Canada 8.82 13 1.10 20 7.36 11
Norway 8.69 14| 037 34 7.42 10
Australia 8.68 15 1.53 12 6.69 13
Switzerland 713 16| 0.86 23 6.03 14
Israel 7.06 17| 1.40 13 5.22 18
Hungary 6.64 18] 2.11 11 4.00 22
South Africa 6.54 19| 2.38 9 3.30 29
Denmark 6.53 20| 0.43 33 5.89 15
Singapore 5.91 21 0.86 24 4.94 19
Italy 5.90 221 0.53 30 3.34 26
United Kingdom 5.37 23 0.69 27 4.38 20
Germany 5.16 24 1.15 19 3.92 23
Slovenia 4.63 25| 1.37 15 3.26 30
Netherlands 4.62 26| 0.50 32 4.03 21
Spain 4.59 271 1.02 21 3.42 25
Finland 4.56 28| 0.33 35 3.88 24
Poland 4.44 29 1.27 16 2.84 31
Taiwan 4.27 300 0.71 26 3.33 27
Sweden 4.00 31 0.67 28 3.33 28
Croatia 3.62 32| 0.85 25 2,18 34
Hong Kong 3.44 33 1.19 17 2.25 33
France 3.20 34| 0.09 37 2.84 32
Belgium 2.99 35| 0.27 36 1.99 35
Russia 2.52 36 0.56 29 1.90 36
Japan 1.81 37 0.51 31 1.24 37
GEM average 6.88 1.70 5.40

Table 2: Opportunity-based and necessity-based entrepreneurship

Figure 6 shows that the ranking of countries in terms of their
level of opportunity-based entrepreneurial activity is rather sim-
ilar to that of the overall TEA index shown in Figure 4.

Figure 7 shows the global picture for necessity-based entrepre-
neurship. Wide variations exist across countries. The largest pro-
portion of people, one in 15, are forced into entrepreneurship in
Brazil and Argentina, while necessity-based entrepreneurship is
lowest in France and Spain. Six countries have a necessity-based
TEA index of half of one per cent or less, which means that
fewer than one adult in two hundred has turned to entrepre-
neurship by necessity and not because he or she was presented
with a promising business opportunity.

The necessity-based TEA index in Slovenia is 1.37%, implying
that one in 70 of the adult population takes the entrepreneurial
route out of necessity, having no better choices for work.

This places Slovenia relatively high in the rankings on a world
scale, 15" out of 37 countries. In 22 countries the decision of
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progression beyond self-employment, the motivation for hiring
co-workers, business growth intentions, foreign competition etc.

entrepreneurs to take this route was less likely to be motivated
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by necessity than in Slovenia. Compared with the other GEM
countries there are therefore an above-average number of entre-
preneurs in Slovenia who have chosen an entrepreneurial career

Figure 6: Opportunity-based entrepreneurial activity

Nascent and new entrepreneurs

2.4

The research distinguishes between entrepreneurs in the earliest

because they had no other choice. The phenomenon of entre-

preneurial activity by necessity throws up a range of issues —

phases of the entrepreneurial process and those already trading

from the qualifications and aspirations of such entrepreneurs to

TEA for nascent firms
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Figure 9: TEA for nascent firms

Figure 7: Necessity-based entrepreneurial activity
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as new firms. The first group are termed nascent entrepreneurs
and include all those who, on their own or with others, are seek-
ing to set up a new firm or start a new business and have not
paid any salaries or wages for more than three months. These
are the entrepreneurs who are by far the most vulnerable and
most in need of conducive conditions. The average TEA index
for nascent entrepreneurs in the GEM countries is 4.7%, with
Thailand having the highest (11.6%) and Japan the lowest
(0.87%). The TEA index for nascent firms in Slovenia is 3.27%,
placing it 25™.

For an individual to be identified as a new entrepreneur, he or
she had to confirm that he or she was currently the sole or joint
owner of a firm that he or she helped to run or that he or she was
self-employed and that the business was set up no earlier than
1999 (it was no more than 42 months old in June 2002). The
average TEA index for new firms in the GEM countries was

TEA for new firms
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3.7%. Korea had the highest index (9.3%) and Poland the low-
est (0.8%). The index for Slovenia was 1.53%, placing it 31%.

The entrepreneurial process is not costless and involves an
investment of money and time on the part of the entrepreneur.
The opportunity costs of investment in the entrepreneurial
process can be large. The success rate of this process, i.e. how
many nascent firms will survive and grow, is therefore impor-
tant. The ratio of new to nascent enterprises tells us about the
survival rate of new ventures. In countries with a high rate of
nascent firms and a low rate of new firms, it is clear that the mor-
tality rate for new ventures is high.

Table 3 gives the ratio of new to nascent enterprises and of
necessity-based to opportunity-based entrepreneurs. The neces-
sity quotient,” expressed as the ratio of necessity to opportunity,

TEA for nascent and new firms
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Figure 10: TEA for new firms
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Figure 11: TEA for nascent and new firms
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is 0.42 for Slovenia, meaning that for every ten entrepreneurs in
Slovenia who have opted for entrepreneurship on the basis of a
business opportunity, four have done so out of necessity. Spain,
France, Norway, Denmark and Finland have a ratio less than
0.1. Argentina, China and Brazil, with a necessity quotient
greater than one, are at the bottom. The opportunity quotient is
the inverse of the necessity quotient. In Slovenia it is equal to
2.38, meaning that for every ten entrepreneurs in Slovenia who
have opted for entrepreneurship out of necessity, 24 have done
so on the basis of a business opportunity.

The survival quotient® expresses the “yield” of the entrepreneur-
ial process. It is lowest in Poland (0.21) and Croatia (0.33) and
highest in Taiwan (2.40) and Korea (1.59). Slovenia is in 32"
place. The mortality quotient represents the inverse of the sur-
vival quotient and stands at 2.14 for Slovenia, meaning that for
every 2.14 nascent firms in Slovenia only one survives.

Necessity | Opportunity Survival Mortality
Country quotient quotient quotient quotient
Thailand 0.22 4.57 0.72 1.39
India 0.41 2.46 0.68 1.46
Chile 0.79 1.27 0.53 1.89
Korea 0.48 2.07 1.59 0.63
Argentina 1.05 0.95 0.73 1.37
New Zealand 0.19 5.14 0.66 1.51
Brazil 1.3 0.77 1.49 0.67
Mexico 0.33 3.07 0.35 2.85
China 1.24 0.8 1.34 0.75
Iceland 0.11 9.38 1.1 0.91
U. States 0.13 7.94 0.64 1,55
Ireland 0.18 5.62 0.74 1.35
Canada 0.15 6.69 0.6 1.66
Norway 0.05 20.26 0.84 1.19
Australia 0.23 4.37 1.39 0,72
Switzerland 0.14 6.97 0.73 1.36
Israel 0.27 3.73 1.16 0.86
Hungary 0.53 1.89 1.04 0.96
S. Africa 0.72 1.39 0.43 2.35
Denmark 0.07 13.84 0.86 1.16
Singapore 0.17 5.75 0.5 1.99
Italy 0.16 6.32 0.63 1.59
United Kingdom 0.16 6.32 1.23 0.82
Germany 0.29 3.42 0.59 1.7
Slovenia 0.42 2.38 0.47 2.14
Netherlands 0.12 8.02 0.81 1.23
Spain 0.3 3.36 1.13 0.88
Finland 0.08 11.82 0.77 1.3
Poland 0.45 2.24 0.21 4.76
Taiwan 0.21 4.72 2.4 0.42
Sweden 0.2 5.01 1.39 0.72
Croatia 0.39 2.58 0.33 2.99
Hong Kong 0.53 1.89 0.68 1.46
France 0.03 30.21 0.36 2.79
Belgium 0.14 7.23 0.51 1.97
Russia 0.3 3.36 1.42 0.71
Japan 0.42 2.41 1.19 0.84

Table 3: Quotients of entrepreneurial activity

2.5 Men and women in entrepreneurship
The entrepreneurial process in the GEM countries is dominated
by men. Figure 12 shows the proportion of entrepreneurs in the
male and female adult population, which varies considerably
across countries. While the proportion of entrepreneurs among
men and women is almost equal in Thailand, in Japan there is
a fivefold difference in favour of men. In Slovenia the ratio of
male to female entrepreneurs is 2.2 : 1, compared with an aver-
age for all the GEM countries of 1.8 : 1. There is not one coun-
try among the GEM participants in which women are as likely
as men or more likely than them to be involved in entrepre-
neurial activity.

In the GEM countries the most entrepreneurially active male
group are those aged between 25 and 34, who make up almost
one-fifth (Table 4). This age group also predominates among

Men and women in entrepreneurship
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women, with 12.8% of entrepreneurially active women being in
this age group, which dominates both the overall TEA index and
all subcategories — necessity-based and opportunity-based
entrepreneurship, nascent and new entrepreneurs.

GEM Age Men Women
TEA
18-24 years 13.2 7.7
25-34 years 19.7 12.8
35-44 years 14.6 10.2
45-54 years 11.2 6.2
55-64 years 6.8 5
TEA-opportunity
18-24 years 10.8 5.6
25-34 years 13.3 7.6
35-44 years 9.8 5.2
45-54 years 7.1 3.2
55-64 years 3.7 2.5
TEA-necessity
18-24 years 1.8 1.9
25-34 years 6 5
35-44 years 4.3 4.8
45-54 years 4.1 3
55-64 years 2.8 2.4
TEA for nascent firms
18-24 years 8.1 4.1
25-34 years 10.6 7.3
35-44 years 7.9 6
45-54 years 6.2 3.7
55-64 years 3.8 3
TEA for new firms
18-24 years 6.1 3.7
25-34 years 10.3 6.1
35-44 years 7 4.7
45-54 years 5.3 2.8
55-64 years 3.3 2.2

Table 4: TEA index by age and gender

2.6 How vital are firms?
We were interested to discover how vital new and nascent firms
in the GEM countries were. Entrepreneurs were asked:

¢ how many jobs they intended to create in the next five years,
¢ what volume of exports they planned,
¢ how new their products and services were and

* in what sector they operated.

The great majority (93%) of entrepreneurs in the GEM countries
have ventures that simply copy existing products and services.
Over two-thirds of entrepreneurs intend to employ fewer than
20 people over the next five years, while one-fifth will never
employ anyone. Only 4% of entrepreneurs expect to export
more than 50% of their products. Export orientation is espe-
cially important for small countries. While firms in large coun-
tries can succeed even without exporting, those in small coun-
tries cannot flourish in the long term unless they export.
Compared with the GEM average Slovenian entrepreneurs are
more export-oriented, with 18% of them expecting to export
more than 50% of their output.

14

Oppor-
All | tunity |Necessity | Other
No. Cases* 9,129 5,541 | 3,356 | 232

61% 36% | 3%

Number of jobs in 5 years
No jobs| 20% | 44% 53% 3%

1-5] 39% /| 59% 39% 2%

6-19| 12% | 77% 21% 2%

20 ormore| 28% | 68% 29% 3%

Sum | 100%

Export sales in 5 years
No export sales| 78% | 60% 37% | 3%

1-25%| 16% | 74% 23% | 3%

26-50%| 2% | 73% 24% | 3%

51-100% | 4% | 88% 10% | 2%

Sum | 100%

Market niche creation
No| 73%| 60% 37% | 3%

Little | 20% | 63% 34% | 3%

Some 60/0 71 0/0 250/0 40/0

Maximum 1% | 80% 15% | 5%

Sum | 100%

Activity
Agriculture, forestry, fishing | 4% 4% 6% | 2%
Mining, construction| 3% 4% 2% | 2%
Manufacturing | 11% | 11% 10% | 28%
Transportation, communication, utilities 4% 4% 3% 2%
Whole., motor vehicle, sales and service| 10% | 12% 8% 6%
Retail, hotel, restaurants | 50% | 45% 58% | 41%
Financial, insurance, real estate 2% 3% 1% 1%
Business services 8% 9% 4%, 7%
Health, education, social services 4%, 4%, 4%, 5%
Consumer service 4%, 4%, 4%, 6%

Sum | 100% | 100% | 100% |100%

* Weighted to represent global population of entrepreneurially active. All differ-
ences between opportunity and necessity statistically significant at p < 0.0000.

Table 5: Expectations of TEA entrepreneurs

2.7 Venture capital and business angels
For Slovenia, as for most European countries, the share of exter-
nal equity finance in the entrepreneurial sector is relatively low,
although there exist large differences between micro and small
firms on one hand and medium-sized and large firms on the
other. Especially in the trades sector, which makes up a sizeable
fraction of micro firms, equity financing has traditionally domi-
nated in Slovenia, partly because of the nature of the sector, in
which the business is operated by an autonomous entrepreneur.
Venture capital as a form of finance for small and growing busi-
nesses has sprung up in Slovenia only in the last decade. Public
awareness of venture finance by business angels is currently low
and it has only recently emerged as a recognisable form of
finance, although it would be a mistake to think that there had
been no informal financing of the start-up and growth of small
businesses by families, friends and other individuals (partners) in
the last decade.

Korea and Israel are far above the GEM average in terms of the
ratio of venture capital to GDP in 2001. In Europe Sweden has
the highest ratio, while the ratio in the United States shrank by
more than half in 2001 from more than 1% of GDP in 2000. The
GEM 2002 research showed Slovenia to be near the bottom of
the world ranking in 2001 in terms of the number of venture
capital investments, both relatively in terms of the number of
firms and in terms of the ratio to GDP, which stands at only
0.018%, beating only China and lying behind all the countries

SLOVENIA 2002

GEM

in transition, i.e. those joining the EU. On the other hand the
venture capital funds invested relatively large sums in certain
enterprises, estimated to be as much as USD 1.75 million per
firm.

Slovenia fares much better in the ranking of countries by venture
capital investment per firm, lying in 13" position with USD 1.75
million, behind Sweden and Israel and ahead of Denmark,
Germany, Switzerland, Ireland and most other European coun-
tries.

Comparing these figures with the highest-ranked countries on
the GEM ladder implies that developing the venture capital mar-
ket is a major development opportunity for Slovenia, all the
more so given that the GEM survey of the adult population
showed that there is a significant appetite on the part of the pop-
ulation to invest in business enterprise. For an individual to be
identified as a micro business angel he or she had within the last
three years to have invested personal funds in a new firm set up
by someone else, not counting purchases of shares or bonds or
investments in mutual funds. Slovenia (along with Hungary)

Domestic classic VC investments, % of GDP, 2001
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ranked 23" on the GEM scale with 2.2%, currently just behind
Ireland, Sweden, Finland and Spain and ahead of Argentina,
Australia, the Netherlands, the United Kingdom, Israel and Italy.
More was invested by men (59%) with at least a college educa-
tion (43%) and aged between 35 and 45 (45%). This breakdown
was created by researchers on the basis of the survey responses
to the question how much (if any) they themselves had invested
in setting up a new firm or starting up a new business and what
the relationship of these investors was with the initiator of the
venture.

Analysis of access to all sources of external finance shows that
Slovenia is below the GEM average in virtually all respects,
whether in terms of access to venture capital and business
angels, access to sources of debt finance, the role of informal
investors in the emergence and growth of firms, initial subscrip-
tions and subsequent issues of shares to finance growth, or the

Informal investor prevalence rate, 2002
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Figure 13: Domestic venture capital

Figure 14: Informal investor prevalence rate
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role of venture capital funds in financing the creation and
expansion of firms. More detailed analysis of venture capital
investments shows that in Slovenia there was an above-average
level of investments in business start-ups and expansions com-
pared with the GEM countries, although relatively the largest
amount of such investment compared with the GEM sample was
in the launching of firms (which is not generally thought of as
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characteristic of venture capital). There was practically no ven-
ture capital investment in management buyouts in Slovenia,
unlike for example Hungary, where there was a disproportion-
ately large number of such buyouts. In Slovenia venture capital
funds invested as much as 37% of their funds in information
technology (compared with a GEM average of 20%).
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3 How entrepreneurial is Slovenia?

3.1 Introduction

The study of entrepreneurship using the single GEM methodol-
ogy placed Slovenia in the bottom third of the GEM countries,
25" out of 37, with a TEA index of 4.63%. In 2002 one in 22
adults in Slovenia was entrepreneurially active, compared with
one in five in Thailand and one in 50 in Japan. In Europe the
country with the highest rate of entrepreneurial activity is
Iceland, where one in nine adults is entrepreneurially active,
while the country with the lowest rate is Russia, with one in 40.
Among all the countries covered by the research, the countries
of Europe and the developed countries of Asia have around 19%
of the labour force and around 6% of the entrepreneurially
active population. Slovenia makes up 0.5 pro mille of the labour
force and only 0.2 pro mille of entrepreneurial activity.

We estimate that there were around 58,000 nascent and new
entrepreneurs in Slovenia in 2002. Some

Small firms matter, and entrepreneurs who are only just starting
out are highly vulnerable. The figure for the high number of
entrepreneurs by necessity and the relatively high mortality rate
for firms should give serious pause for thought to all those who
wield influence over the conditions in which Slovenian firms
operate. Without encouragement of the entrepreneurial process
and the nurture of an entrepreneurial culture and mentality,
there will be no fertile ground for the growth of firms and no
grass roots for economic development.

Table 6 summarises selected measures of entrepreneurial activ-
ity, giving the average value for all GEM countries and the coun-
tries with the highest and lowest values. The figure for Slovenia
and its rank among the 37 countries are also shown.

have become ent.repreneu.rs because they Measures O'fl High Mean Low Sloven fglank .
were presented with a business opportuni- emrzgie&‘:““a score score score ovenia O(Om‘z)"fe;;f)l
ty, others because they had no better 24 18.90% T30%
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neurs who have turned to entrepreneurship ["Tga 11.63% 70 0.87% 289 )
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wishes to take advantage of it.

Compared with the other GEM countries an above-average
number of entrepreneurs in Slovenia have chosen an entrepre-
neurial career because they had no other choice. The necessity-
based TEA index in Slovenia is 1.37%, implying that one in 70
of the adult population takes the entrepreneurial route out of
necessity, having no better choices for work. This places
Slovenia relatively high in the international ranking, 15™ out of
37 countries.

The entrepreneurs who are by far the most vulnerable and most
in need of conducive conditions are nascent entrepreneurs. The
average TEA index for nascent entrepreneurs in the GEM coun-
tries is 4.7%, while the index for Slovenia is 3.27%, placing it
25th. Less encouraging is the average TEA index for new firms,
which was 3.7% in the GEM countries as a whole and 1.53% in
Slovenia, placing it 31*.

Two-thirds of the 58,000 entrepreneurs in Slovenia in 2002 are
at the nascent stage of the entrepreneurial process. The fact that
Slovenia has two-thirds nascent entrepreneurs and one-third
newly-operating businesses less than three-and-a-half years old
indicates that the entrepreneurial climate in Slovenia remains
inimical. Half of the entrepreneurs who are today investing their
ideas, time, money and high expectations in their entrepreneur-
ial dreams will not survive.

Table 6: Measures of entrepreneurial activity

In what follows, we will analyse the questionnaires completed
by experts on entrepreneurship in Slovenia and the findings of
in-depth interviews with them in order to assess the situation
with regard to the nine entrepreneurial framework conditions
and attempt to understand why Slovenia occupies a relatively
modest position among the GEM countries, as a rather unentre-
preneurial society.

3.2 Assessment of the conditions for
entrepreneurship in Slovenia
3.2.1 Conditions for entrepreneurship
The GEM model links business dynamics with nine groups of
entrepreneurial conditions that directly or indirectly affect the
level of entrepreneurship in each individual country. These
framework conditions for entrepreneurship directly shape con-
ditions for the start-up and subsequent growth of new firms and
provide the framework within which potential entrepreneurs
can to a greater or lesser degree apply their skills in order to
bring perceived business opportunities to fruition. The frame-
work for entrepreneurial activity consists of: (1) availability of
various sources of finance for new and growing businesses, (2)
the design and implementation of government policies, (3) the
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implementation of various government programmes to support
new and growing businesses, (4) the incorporation of entrepre-
neurial knowledge into educational programmes and training
programmes for entrepreneurs, (5) the mechanism for the trans-
fer of research and technology to industry, (6) the commercial
and professional services available to businesses, (7) simplicity
of market entry, (8) access to physical infrastructure for business
and (9) cultural and social norms and the wider social attitude
towards entrepreneurship. The model is based on the supposi-
tion that countries in which these conditions are more
favourable are more open to entrepreneurs, display more entre-
preneurial initiative, and have a greater intensity and success
rate of entrepreneurial activity.

The research evaluates the quality of the conditions for entre-
preneurship on the basis of interviews with experts — people
considered to be well acquainted with the above topics. At the
same time use is made of findings of other research of the entre-
preneurial environment in Slovenia and the rest of the world and
data on various factors available from public statistical sources
and World Bank and OECD data sets.

Table 7 gives an overview of the conditions for entrepreneur-
ship, classified into 18 thematic items. National experts in 34
of the GEM countries — 37 of them in Slovenia — answered a
long list of questions and gave their assessment of the situation
with regard to the nine entrepreneurial framework conditions
on a scale from 1 to 5. As can be seen from the table, their
average assessment of Slovenia was highly critical. The experts
gave their most positive assessment to education and training,
in which Slovenia had the 9" highest assessment out of 34
countries, and internal market competitiveness, in which it
had the 11" highest out of 34, but were most negative in their
assessment of access to finance, transfer of research and devel-
opment to industry, and government policy. Slovenia ranked
second-to-last out of the 34 countries in which expert inter-
views were carried out with regard to the assessment of sci-
ence and technology transfer and the availability of venture
capital.

Because the GEM research was conducted in Slovenia for the
first time in 2002, we have carried out a deeper analysis of the
experts’ responses. Naturally, comparisons with past years are
not available for Slovenia.

3.2.2 Financial support

This topic relates to the availability of sources of finance,
i.e. equity and debt, for new and growing firms as well as
non-repayable assistance such as guarantee schemes, grants
or subsidies and public aid, whether from formal, institu-
tional or informal sources.

As has traditionally been the way in Central Europe, the most
important form of finance in Slovenia are loans from commer-
cial banks. However, entrepreneurs also have the possibility of
borrowing from central and local government funds for financ-
ing SMEs, securing assistance from guarantee funds and obtain-
ing various types of support from government ministries, espe-
cially for investment in new technology, job creation, linkages
with other firms and business internationalisation. The volume
of venture capital is modest, but so is the number of firms that
are suitable for the investment of this type of capital on the basis
of their growth and the willingness of the entrepreneur to share
control of the business.

The experts were very critical of the financial environment for
firms and the possibilities for access to finance. The lack of
favourable sources of finance has been one of the biggest prob-
lems facing Slovenian business throughout the “entrepreneurial
wave” since 1989, which places Slovenia among the countries
of Eastern and Central Europe in which OECD research finds
financial constraints on SMEs to be a far more serious problem
than for firms in the developed nations of the OECD.” Figure 15
gives the ranking of countries according to the expert assess-
ments of the difficulties of access to finance, in which Slovenia
lies 30" out of 34 countries. The experts assessed access to debt
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and equity finance and to personal resources of entrepreneurs
and families, which are usually meagre. Even more critical is the
assessment of financial support from venture capital funds and
“business angels” in Figure 16, where the experts placed
Slovenia as low as second to last, ahead only of Hungary.

Access to finance
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Figure 15: Access to finance

Variable High score Mean score Low score Slovenia Rank
of Slovenia
A — Financial support 1 3.89 (U. States) 2.90 1.49 (Argentina) 2.39 30/34
A — Financial support 2 4.30 (U. States) 2.81 1.72 (Hungary) 1.78 33/34
B — Government policies 1 3.62 (Canada) 2.68 1.50 (Argentina) 2.16 30/34
B — Government policies 2 4.33 (H. Kong) 2.41 1.36 (Argentina) 1.81 28/34
C — Government programmes 3.43 (Ireland) 2.63 1.60 (Argentina) 2.25 28/34
D — Education and training 1 2.72 (Canada) 1.97 1.34 (Japan) 2.14 9/34
D — Education and training 2 3.89 (U. States) 2.83 2.00 (China) 3.04 9/34
E — R&D transfer 3.49 (Canada) 2.47 1.88 (Argentina) 1.95 33/34
F — Commercial, professional infrastructure 4.21 (Canada) 3.17 2.00 (Japan) 2.69 30/34
G — Internal market openness 1 4.09 (Taiwan) 2.84 1.83 (Chile) 2.97 11/34
G — Internal market openness 2 3.88 (Canada) 2.75 2.04 (Croatia) 2.42 27/34
H — Access to physical infrastructure 4.79 (Canada) 3.86 3.00 (Hungary) 3.50 27/34
| — Cultural and social norms 4.52 (U. States) 2.79 1.88 (Sweden) 2.22 28/33
K — Opportunity 3.97 (U. States) 3.29 2.50 (Argentina) 2.99 27/34
L — Capacity — skills 3.47 (H. Kong) 2.52 1.68 (Japan) 2.48 17/34
M — Capacity — motivation 4.44 (Taiwan) 3.31 2.63 (Norway) 2.83 29/32
N — Protection of intellectual property rights 4.03 (Australia) 3.12 2.00 (Argentina) 3.22 18/33
P — Support for female entrepreneurship 3.97 (H. Kong) 3.14 2.25 (Japan) 3.43 12/32

Table 7: Overview of entrepreneurial framework conditions

18

Venture capital funds,
business angels and IPO
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Figure 16: Venture capital, business angels and IPO

How could we explain such critical assessments of financing
options? The ranking shows that equity finance, both from entre-
preneurs themselves and from external investors, is most wide-
spread in the United States, which has a long tradition of free
enterprise and a large number of wealthy individuals who have
themselves been entrepreneurs, and where the supply of venture
capital exceeds that of all other countries. The other developed
countries also fare well, having both many wealthy individuals
and a well developed financial system. The country that per-
formed worst in terms of access to finance was Argentina, prob-
ably because of the financial crisis and the decline in real estate
values, closely followed by some other Latin American coun-
tries. Hungary and Slovenia did poorly in terms of equity capi-
tal due to the fact that large amounts of private entrepreneurial
capital were not available under the previous socialist system. In
terms of access to finance, objective and subjective reasons can
be found for the divergent financial possibilities of new and nas-
cent firms, which require sizeable amounts of funding, however
exposed to large entrepreneurial risks.

Next we provide a detailed analysis of the area of finance,
respecting the fact that it is one of the most critical areas for the
further development of entrepreneurship in Slovenia.®

The first three questions in Figure 17 relate to access to finance,
on which the experts considered that the provision of equity and
debt finance and subsidies in Slovenia is poor. Founders of new
firms, as elsewhere in the world, depend largely on their own
and their family’s savings. Under the previous socialist system
individuals and households did not accumulate large savings
due to the restriction of inequalities in wages and assets, while
the limited opportunities for entrepreneurship meant that most
investment was in personal cars, housing and holiday homes,
which cannot quickly be converted into liquid business funds.

In the case of small businesses, commercial banks were largely
used to dealing with traditional crafts whose financial activities
were relatively conservative and whose business growth was
low. The new entrepreneurial class behaves differently, taking
more risks, and banks have failed to adapt. In dealing with banks
entrepreneurs encounter problems with (a) the financial terms of
borrowing, especially high interest rates, high costs of loan col-
lateral and guarantees, short repayment terms and limited grace
periods, (b) approval procedures, with banks requiring extensive
documentation and taking a long time to process proposals, and
(c) the attitude of banks towards small businesses, with banks
preferring to deal with large firms, where loan amounts are
greater; banking staff are not yet well trained for dealing direct-
ly with entrepreneurs. At the later stage of business, firms
encounter problems with the lack of payment discipline on the
part of customers, which is a major constraint as reinvested prof-
its are the major source of finance for the expansion of busi-
nesses.

From interviews with experts:

... It's said our problem is that we are small, that there is too lit-
tle capital, no critical mass. But | would venture to say that we
just don’t know how to identify the right factors. The right fac-
tors are not financial capital but human capital. We invest too
little in people and too much in bricks and mortar. If you have
good people, and a good project too, then finance is not hard to
come by. But if you haven't got the human resources, it amounts
to nothing ...

In the early 1990s the Slovenian government assumed that
financial support for SMEs was necessary and introduced the
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Small Business Development Act (1991), which provided for a
national fund for small business finance that would use loans,
interest rate subsidies on bank loans, guarantees and direct
investments in entrepreneurial infrastructure as means of
encouraging small business. At the municipal level many local
funds or forms of finance from municipal budgets were created,
but had little resources available for microcredit and interest rate
subsidies. Many entrepreneurs are unaware of the various forms
of financial support available to them by the state and take too
little interest in them. Only a minority of entrepreneurs have
actually taken advantage of this support: around 14% of sur-
veyed entrepreneurs in 2002 (especially micro firms) had
obtained financial support from the national Employment
Service, while less than 8.5% of entrepreneurs had obtained
other forms of local or national financial support. The assess-
ment of entrepreneurs, which reinforces the critical opinion
voiced by the experts, is thus that the problems with the state
system of financial support consist in:

¢ inadequate legal basis for modern financial instruments,

e rapid change in forms of financial assistance for which effec-
tive instruments have not been developed, and about which
entrepreneurs are insufficiently aware,

e the inadequacy of the available funds to meet desired objec-
tives,

e the absence of central expert institutions for the development
and extension of the system and training of financial advisers,

e the lack of coordination between financial support and other
forms of support,

¢ the huge influence of political institutions and organisational
changes on the operation of the system of financing.

Aspects of financial support
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Q1 In my country, there is sufficient equity funding available for
new and growing firms.

Q2 In my country, there is sufficient debt funding available for
new and growing firms.

Q3 In my country, there are sufficient government subsidies
available for new and growing firms.

Q4 In my country, private individuals (other than founders) are
an important source of financial support for new and
growing firms.

Q5 In my country, venture capitalists are an important source of
private support for new and growing firms.

Q6 In my country, initial public offerings (IPOs) are an important
source of equity for new and growing firms.

Figure 17: Assessment of aspects of financial support
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At the same time entrepreneurs consider that there is a lack of
tax and other incentives for investors, especially for investments
in research and development, premises, equipment and job cre-
ation. The government has cut back the general incentives that
were in effect in the early 1990s for the initial years of opera-
tions of new firms and restricted them to more selective purpos-
es, which is one reason experts consider government as failing
to consistently support entrepreneurship. Entrepreneurs them-
selves do not usually claim their experience with commercial
banks to be negative, although in the early 1990s it was new,
small private banks who adapted to them best and there was
considerable dealing with foreign banks, while recently the larg-
er Slovenian banks with adequate lending capacity have
become quite effective. Entrepreneurs naturally also want urgent
improvement in the financial terms of bank borrowing, which
was backed up by the experts’ critical assessment of the banks.

Experts were even more critical in their assessment of support in
the form of venture capital and business angels: they generally
estimate the availability of this type of capital as poor. Slovenia
is in last place among all the GEM countries on this question.
Research shows that there are obstacles on both sides in
Slovenia, in the supply of such capital and among entrepre-
neurs. Almost half of entrepreneurs have never even considered
seeking an investor for their business or having themselves
investing in other businesses, while the majority of the other half
have only ever thought about it. Only a little over a quarter of
entrepreneurs would not be disturbed by co-ownership with an
external investor and the latter’s involvement in business deci-
sion-making, while a similar proportion find such a role for
investors unacceptable.

External equity capital is currently present in only a few firms in
Slovenia. In mid-2002 five or six venture capital funds were in
operation, of which only the majority foreign-owned Sklad
Horizonte had made a large number of investments, and had
also already made a successful investment exit with the sale of
a stake to a large firm. Not one small firm had taken advantage
of the possibility of an initial public offering on the Ljubljana
Stock Exchange, and this is therefore not an option for the exit
of venture capital. In 2002 with the entry of foreign capital and
the proceeds from takeovers a more liquid stock market and
greater potential funds for investment are emerging, although
there is a lack of dynamic firms in which they could invest with
the targeted level of returns. Entrepreneurs are aware that the
barriers to equity investment are not just systemic (lack of tax
incentives, complex procedures for changes in equity structure,
legal constitution of funds almost eliminating the possibility of
riskier investment), although to a large extent they themselves,
since many use their businesses to finance their lifestyle, have
not developed a modern managerial style and transparent busi-
ness, and tend towards excessive control of the firm and fear the
leakage of commercial secrets. Entrepreneurs are cautious
because they believe that investors want too great a say in the
running of the business relative to the size of their investment
and that they seek a quick profit. The potential for good returns
on the stock market or from investments in mutual funds is
deferring direct “business angel” investments. Slovenia simply
lacks wealthy, experienced entrepreneurs who could success-
fully act as business angels. Entrepreneurs also expect investors
to provide help in positioning themselves on the market, ideas
for new products or services, help in forging business contacts,
advice and moral support, with experience, coolness etc.
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Entrepreneurs seeking direct investments should of course create
more dynamic, growth-oriented firms.

3.2.3 Government policy

This topic relates to the question of how government poli-
cies consisting of regulations (permits and concessions), the
tax system and the implementation of public tenders affect
the development of new and growing firms, helping or hin-
dering it.

In countries where the development role of entrepreneurship is
understood (appreciated), governments use policy measures to
encourage the emergence of a large number of new firms and in
particular the growth of the most successful of them. The experts
evaluated two aspects of government policy, support for the
development of SMEs on the one hand and the “friendliness” of
national regulations towards new firms on the other.
Governments have wide scope to affect entrepreneurial dynam-
ics and are in a position to influence the general entrepreneur-
ial environment or particular groups of firms that are at a certain
stage of development. In the initial stage, firms especially need
encouragement in the form of the simplest possible regulations,
while tax incentives are important during the growth phase.
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Figure 18: Government policy — support

The experts placed Slovenia 30" according to their assessment of
support policies, ahead of a variety of countries of which the
poorest performer was Argentina. They gave an unfavourable
assessment of the first aspect of government policy, namely the
fact that priority is not given to new firms in public procurement
tenders. In the 1990s government policy was rather erratic and
indecisive. Policy-makers declared themselves in favour of sup-
port for the emergence of new firms for the sake of their public
relations, but failed to provide appropriate measures, as politi-

cians focused on programmes to save larger, formerly socially
owned enterprises. At the national level the volatility of policy
was expressed in constant changes in the political organisation of
responsibility for economic policy, with periods of an indepen-
dent Ministry of Small Business alternating with its incorporation
within the larger Ministry of Economy. SME development policy
was inconsistent and made on the hoof, and the small business
sector did not enjoy constant, predictable support. This was one
reason why the initial entrepreneurial wave after 1995 was fol-
lowed by a standstill in the emergence of new firms and a deteri-
oration of the entrepreneurial climate. The experts do not consid-
er support for new and growing firms to be a genuine priority at
either the national or local level. At the local level the problem
also lies in a shortage of professional staff in many smaller munici-
palities, which are therefore not able to draw up consistent poli-
cies and frame development strategies that could galvanise small
business through support for small firms. Poor government sup-
port is linked to the fact that a small fraction of SMEs in Slovenia
are technologically intensive, innovative and rapidly growing.

For the period 2002-2006 the government has drawn up three
programmes designed to encourage entrepreneurship: (a) knowl-
edge for development, which concerns the transfer of knowl-
edge to businesses, (b) a programme for strengthening the com-
petitive capabilities of firms through incentives for investment in
R&D, business internationalisation, introduction of strategies for
increasing productivity and linking firms and the development
of clusters, and (c) a programme for encouraging entrepreneur-
ship and developing a supportive environment, which is the
only one of the three programmes explicitly devoted to stimu-
lating the emergence and development of SMEs. Successful
implementation of these programmes may improve the assess-
ments of the experts in future.

Government policy — regulations
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Figure 19: Government policy — regulations
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From interviews with experts:

... Just as people at the entrepreneurial level need to have vision
in order to mobilise their potential, the government too should
have vision, economic rather than political, in order to mobilise
all entrepreneurial potential. Slovenia does not yet have this
vision ...

... Slovenia’s advantage is the fact that a large proportion of
Slovenes have in a way already decided that they are basically
no longer interested in politics and have decided to devote
themselves to business. People have just got on with doing
business and building an entrepreneurial network regardless of
what is going on at the national level, and don’t expect much of
the state ...

... Sometimes the misconception arises that the only good entre-
preneur is one whose business grows. This is a disincentive to
people who don’t want growth but could become self-
employed and provide jobs for themselves and members of their
family and essentially play a very important social function,
while at the same time relieving the burden on firms that have
to operate with a suboptimal level of employment, because they
simply have no effective means of dealing with the employment
problem. Of course it’s important for a firm to grow, as that way
it creates more value, more employment. But small firms are
very important too. Entrepreneurs are almost ashamed if their
firm stays the same size for a few years running ...

Aspects of government policy
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Q1 In my country, government policies (e.g., public procure-
ment) consistently favor new firms.

Q2 In my country, the support for new and growing firms is a
high priority for policy at the national government level.

Q3 In my country, the support for new and growing firms is a
high priority for policy at the local government level.

Q4 In my country, new firms can get most of the required per-
mits and licenses in about a week.

Q5 In my country, the amount of taxes is NOT a burden for new
and growing firms.

Q6 In my country, taxes and other government regulations are
applied to new and growing firms in a predictable and
consistent way.

Figure 20: Assessment of aspects of government policy

The experts gave a slightly more favourable assessment of the
situation in Slovenia regarding government regulations. The
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assessment was very poor with regard to the possibility for new
firms to quickly obtain necessary permits and concessions, in
which Slovenia was close to the least favourably assessed coun-
try, Canada. The Slovenian government, following the EU
model, is supporting the implementation of the Anti-bureaucra-
cy Programme which aims to speed up these processes, but
firms encounter lengthy procedures because of many obstacles
at the local government level (the doubling-up of municipalities
and administrative units), which behave very differently in
regard to the encouragement of business (many experts criticise
the inflexibility of inspections), and given the slowness of the
registration courts. The “one-stop shop” project (referred to by
the acronym VEM) is progressing only slowly, although local
entrepreneurial centres are providing effective support to poten-
tial entrepreneurs in a number of locations. The “voucher” sys-
tem for advice and support to new firms also shows good poten-
tial. The experts considered that the level of taxes is a burden on
new and growing firms, although the main problem is the level
of various health and social insurance contributions, which
drive a large wedge between gross and net wages. In the assess-
ment of the experts, SMEs encounter the fewest problems with
the predictability and consistency of taxation and other regula-
tions, although entrepreneurs often complain about the arbitrary
behaviour of the tax authorities, while the role of tax advisers is
not yet sufficiently well established.

3.2.4 Government programmes

This topic relates to the question of the availability and effi-
ciency of programmes and incentives which directly sup-
port new and growing firms at the national, regional and
municipal government level.

The true nature of government policy towards entrepreneurship
can be grasped tangibly in the form of various government pro-
grammes designed to support nascent, new and growing firms.
Means of government support can offer “hard” forms of assis-
tance such as financial support and various methods for provid-
ing commercial premises on favourable terms (incubators, tech-
nology parks and business zones), and “soft” forms, especially
information, training programmes and advice. These pro-
grammes can be put into effect through a support network com-
prising entrepreneurial centres at various levels and can attract
a large number of business chamber branches, private consult-
ants and other non-governmental organisations.

Experts gave the fifth aspect of government programmes an
assessment that placed Slovenia in 28" place, with different
aspects receiving widely differing assessments:

® Experts were most critical of the fact that firms cannot obtain
various types of government assistance all at one location
from a single agency that provides a rapid and transparent
service. In their assessment, the network of entrepreneurial
centres, despite having five regional, five local/regional and
35 local entrepreneurial centres at the end of 2001, still failed
to provide adequate support, as these centres were not yet suf-
ficiently integrated within the local environment.

® The composition of government programmes in terms of their
content did not provide all relevant forms of assistance
required by new and growing firms.
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* The assessment of the contribution of science parks and busi-
ness incubators, which was positive in the entire group of
countries, was negative in Slovenia.

e The experts were neutral in their assessment of whether
Slovenia has an adequate number of government programmes
for new and growing firms, since it is difficult to arrive at trans-
parent figures for them due to their diversity and the fact that
they are carried out under the auspices of different institu-
tions.

¢ The experts were positive in their assessment of the profes-
sional qualifications and success of personnel within govern-
ment institutions, which suggests that the deficiencies in sup-
port for SMEs are mainly at the organisational, design and
financial level rather than in the skills of personnel.

regional centres or development agencies. This has been aggra-
vated by multiple changes in the organisation of municipalities
and the fact that Slovenia does not have regional authorities,
while regional development itself was badly neglected in efforts
to address the macroeconomic problems of transition.

From interviews with experts:

... For me as a lawyer the biggest problem is over-regulation.
The rules and regulations require all sorts of procedures that are
too complicated and require huge amounts of time. Bureaucrats
have too much discretion and don’t know the rules well
enough, so the procedures, which are already complicated, get
even more so ... Bureaucracy is increasing at the expense of
business ..., it uses its creativity in the spirit of administrative
officialdom in order to think up more and more red tape ... The
state would do better to take on less talented personnel, and
leave the better ones to business ...

Government programmes
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Figure 21: Government programmes

From interviews with experts:

... Huge amounts of work and effort have gone into the govern-
ment programmes, they have been designed at the highest pro-
fessional level from a theroetical point of view, yet they don’t
take account of all given and necessary resources. Their imple-
mentation is not monitored, which is a real problem. No one
tries to find out why tasks go unrealised, still less who is respon-

sible for misguided objectives, poor organisation ...

Slovenia lacks strong traditions of support for entrepreneurship,
except for the Chamber of Crafts of Slovenia and the
Employment Service. During the 1990s a number of instruments
were tried that were known from more advanced countries. The
problem of support for entrepreneurship lies in the fact that the
development of the network of entrepreneurial centres has
dragged, as the government has been unable to decide on a suit-
able plan for setting up and financing local and especially

Programmes of the Small Business Development Centre

Organisational network links
e |ocal and regional entrepreneurship centres
e section for SME consultants of Slovenia

® Euro Info centres network

Programmes for development of a supportive environment
e voucher system for advice and training
e participation in the Anti-bureaucracy Programme

e comprehensive support for the development of inno-
vation

¢ new forms of SME finance (venture capital)

Other important programmes for the support of the
development of entrepreneurship

e development of entrepreneurial culture: development
of enterprise and creativity among young people,
introduction of home and distance working, profes-
sional establishment of women, entrepreneurial
renewal of the countryside and promotion of entre-
preneurship

e foreign cooperation (in the transfer of knowledge and
experience)

¢ development of information and research activities

The government has not set aside adequate funding for these
programmes, while municipal governments have no major
sources of finance of their own. The network has carried out a
large number of programmes without adequate preparation and
without allocating funds for their ongoing evaluation and further
development and extension. Many programmes are insufficient-
ly represented across Slovenia, and firms as a result are unaware
of them and underutilise them, as was confirmed by research’ in
2002. In implementing programmes the network is only gradu-
ally building partnerships at the local level with various sup-
porting institutions, not making effective enough use of potential
links, e.g. with the universities, which are for the most part out-
side the network, the Chamber of Commerce and Industry and
Chamber of Crafts, private consultants and non-governmental
organisations.
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Aspects of government programmes
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Q1 In my country, a wide range of government assistance for
new and growing firms can be obtained through contact
with a single agency.

Q2 In my country, science parks and business incubators pro-
vide effective support for new and growing firms.

vate higher education institution for entrepreneurship studies
(the GEA College of Entrepreneurship in Portoroz).

* Modern management training has been developed by the
International Executive Development Centre, one of the best
known centres of its kind in Central Europe, which also runs
an MBA programme taught by world experts in the field of
management.

The Faculty of Economics and Business at the University of
Maribor and the Faculty of Economics at the University of
Ljubljana have developed undergraduate and graduate entre-
preneurial education courses and centres for management
training.

e Many specialized training centres have sprung up across
Slovenia, primarily as a result of private initiative and in some
cases with international links or involving the network of adult
education centres etc.

Despite Slovenia’s small size, competition among private initia-
tives has provided in a wide range of courses, relatively high
quality, thanks in part to the positive involvement and financial
support of the Employment Service, the Small Business
Development Centre and the two Chambers.

Q3 In my country, there are an adequate number of
overnment programmes for new and growing businesses. . .
government programmes for New and growing businesses Primary and secondary education
Q4 In my country, the people working for government agencies
are competent and effective in supporting new and growing ‘ ‘ ‘ ‘ e canada
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tional system.

The experts” assessment bore out the fact that a large number of

organisations offering very high-quality programmes have

sprung up in Slovenia:

¢ In 1990 GEA College, a joint institution set up by several insti-
tutional shareholders and entrepreneurial individuals, opened
offering specialist entrepreneurial training. GEA College has
developed a series of standard basic and upgraded pro-
grammes for entrepreneurs, rigorous entrepreneurial pro-
grammes for functional areas of SMEs and for SME consult-
ants, developed a broad network of consultants drawn from
experts and successful entrepreneurs and founded the first pri-
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Figure 23:
Education and training in primary and secondary schools

The experts were more critical of the quality of education with-
in the formal school system, although the assessment on all
counts was higher than the average for all the countries in the
sample. The most critical assessment was for primary and sec-
ondary schools in terms of raising awareness of entrepreneur-
ship and setting up new businesses. Despite success in setting
up entrepreneurs’ circles in many grammar schools, establishing
entrepreneurship as a course in some secondary schools and
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setting up some successful international projects, such as the
“Learning Firm”, the general orientation at this level of educa-
tion is not towards such content and does not answer the needs
of entrepreneurial development. There is also still a large gap in
the use of modern pedagogical concepts and teaching technol-
ogy. In the assessment of the experts, the courses at these
schools do not provide an adequate knowledge of the principles
of the market economy, while the teaching methods do not suf-
ficiently encourage creativity, independence and personal ini-
tiative. Schools are clinging too much to traditional forms of
instruction and are not doing enough to introduce team-based
project work and modern teaching methods."

Beyond secondary education
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Figure 24: Education and training beyond secondary school

The high assessment of education reflects significant achieve-
ments, which are largely the result of individual initiative on
the part of enthusiastic academics and entrepreneurs.
Entrepreneurship still has to “break the ice” at universities, in
technology and science departments. Often it is not the right
career choice for students, and cooperation with SMEs and
entrepreneurs is not widespread enough. The development of
infrastructure through a programme of university incubators
during 2001-2003, supported by the government, is suppo-
sed to boost the possibilities for a substantial shift in coming
years.

From interviews with experts:

... The entire system of children’s education fails to encourage
creativity. Yet entrepreneurs have to be highly innovative, they
have to be researchers and think with their heads about how to
survive and what to do in order to survive and succeed. Our
schools don’t get them used to self-employment, enterprise etc.
Entrepreneurial people are self-made ...

Achievements and limitations in the area of formal education

Educational level Achievements Limitations
Basic (primary) o Entrepreneurs’ ¢ Funding difficulties
circles * Too few schools
included
¢ Content of other
subjects inappropriate
Secondary o Entrepreneurship | ® Attendance at vocational
introduced as a schools too low
subject in many | ® Too few links with other
courses subjects
(specialist * Need for further
schools for enhancement of
economics, teaching methods
vocational ¢ Need for improvement
schools) of technical equipment
¢ Business plan ¢ Need for better links
competitions with successful
entrepreneurs
College and e Compulsory e Inadequate integration
university subjects into technical and
(undergraduate) o Study tracks in scientific education
economics and | @ Insufficient links with
business faculties |  businesses
e Optional subject | ® Inadequate
in some faculties entrepreneurial
infrastructure at
university
e Inimical general climate
Graduate e Specialist ¢ As for undergraduate
programme in level
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® Doctorates at
foreign universities
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Q1 In my country, teaching in primary and secondary
education encourages creativity, self-sufficiency, and
personal initiative.

Q2 In my country, teaching in primary and secondary educa-
tion provides adequate instruction in market economic
principles.

Q3 In my country, teaching in primary and secondary educa-
tion provides adequate attention to entrepreneurship and
new firm creation.

Q4 In my country, colleges and universities have enough cours-
es and programs on entrepreneurship.

Q5 In my country, the level of business and management edu-
cation is truly world-class.

Figure 25: Assessments of aspects of education and training
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3.2.6 Research and development transfer

This topic concerns the question of the extent to which
national research and development leads to new commer-
cial opportunities and the extent to which these opportuni-
ties are available to new, small and growing firms.

The area of research and development (R&D) transfer to entre-
preneurial practice received the worst assessment of all entre-
preneurial framework conditions. Slovenia was ranked second-
to-last in 33" place, and did worse than the average for the 34
assessed GEM countries on every count. The worst assessment
was for the transfer of university research accomplishments to
nascent and new firms, in which Slovenia finished bottom.
What are the reasons for this?

Research and development transfer
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Figure 26: Research and development transfer

Europe’s technological backwardness relative to the United
States prompted the EU years ago to launch initiatives for more
rapid transfer of research accomplishments into business prac-
tice. Today there are over 300 spin-out programmes in the EU
which are directly linked to universities, be it through an incu-
bator, a science park or technological transfer, as well as a fur-
ther 500 profit-oriented incubators, innovation centres or local
science and technology parks." Slovenia has a number of initia-
tives in this area (technology parks in Ljubljana and Maribor,
business incubator in Kranj, innovation network), although they
are of low effectiveness. The two universities are not involved.

A vital factor for the success of technological and research
transfer are links between universities (teachers and researchers)
and local business, financial institutions and various bodies
responsible for encouraging the business sector (Small Business
Development Centre, the Chamber of Commerce and Industry,
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development agencies etc.). In Slovenia these links are frag-
mentary, exist at the level of individuals and are ineffective.
Healthy cooperation between universities, businesses and vari-
ous support institutions, which is the basis for success, is still
absent. Slovenia’s universities are not assuming responsibility
for assisting small and medium-sized enterprises in their tech-
nological development and the commercial exploitation of
innovations. In Slovenia as elsewhere one of the key problems
in the linkage of universities and small firms is that small firms
are not technologically well developed, have a short research
horizon and frequently also lack the know-how for such col-
laboration. On the other hand academics are generally not
especially interested in collaborating with smaller firms, as this
generates little or no revenue.

From interviews with experts:

... The state is being too slow to encourage research and devel-
opment and its more rapid commercial exploitation ... A great
many researchers measure success in terms of how many con-
ferences they have spoken at, not how well their research sells ...

The reasons why the flow of knowledge from the universities to
business is not successful can be categorised into institutional,
cultural and infrastructural.”

Institutional barriers mainly concern the fact that the way in
which the Slovenian universities have functioned hitherto does
not orient researchers and university staff towards commerciali-
sation of research achievements. Universities are still primarily
teaching rather than research institutions. The duties that uni-
versity staff are required to fulfil in order to earn their salaries are
first and foremost teaching-related. What matters for career
progress are publications and citations rather than practical
applicability of research accomplishments.

The study of entrepreneurship began relatively early in Slovenia
compared with other European countries. As early as 1993 a
study track in small business management was introduced at the
Faculty of Economics and Business of the University of Maribor,
providing an education in entrepreneurship at the undergradu-
ate level in close cooperation with mentor firms. In the same
year the Faculty of Economics at the University of Ljubljana
inaugurated entrepreneurship studies at masters level. Yet so far
the shift has still not been made from theory to practice, from the
study of entrepreneurship to involvement in setting up a busi-
ness, from talking about entrepreneurship to deliberate compa-
ny building, despite the above-average success of the educa-
tional process and the high level of interest on the part of stu-
dents at both faculties. Technical faculties have not included
entrepreneurship into their programmes of study.

Cultural barriers mainly have to do with the dominant mentali-
ty in the universities, which is still firmly of a public administra-
tive character. The transfer of innovations into entrepreneurial
practice is always a complex process which as such must be
undertaken comprehensively. The complexity is all the greater
in a university environment since public and private interest are
simultaneously involved. The majority of innovations that can
be commercially exploited are made at technological faculties
where business know-how is inadequate and where the authors
of innovations generally lack knowledge and experience in the
area of entrepreneurship. Successful transfer of innovation into
entrepreneurial practice is therefore only possible if the univer-
sity is capable of internally establishing creative teamwork
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between technical and business knowledge and externally
working with successful firms, investors and various supporting

bodies.

Aspects of research and development transfer
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Q1 In my country, new technology, science, and other knowl-
edge is efficiently transferred from universities and public
research centers to new and growing firms.

Q2 In my country, new and growing firms have just as much
access to new research and technology as large, established
firms.

Q3 In my country, new and growing firms can afford the latest
technology.

Q4 In my country, there are adequate government subsidies for
new and growing firms to acquire new technology.

Q5 In my country, the science and technology base efficiently
supports the creation of world-class new technology-based
ventures in at least one area.

Figure 27:
Assessments of aspects of research and development transfer

From interviews with experts:

... If one looks at the proportion of funds the government gives
to meet the costs of all the institutes and other research organi-
sations and how much of that finds its way into the economy as
services for product innovation, we have a huge unexploited

potential ...

currently predominating within university institutions in
Slovenia is not well disposed towards entrepreneurship. A uni-
versity professor indulging a hobby or gardening is happily
accepted, but the concept of the same professor being involved
in entrepreneurship and running his or her own business is con-
troversial. The traditional Slovenian image of the impoverished
teacher continues to persist in people’s minds, even in universi-
ties.

Infrastructural barriers are mainly twofold: the immediate eco-
nomic environment of the universities and mechanisms for
encouragement. By virtue of its universal intellectual curiosity a
university always has a development role. However, the latter is
first and foremost local or regional. The economic environment
of the University of Maribor in particular is anything but
favourable for the transfer of knowledge between the business
sector and the university. The universities also do not have
incentive mechanisms with which to support the fragile cooper-
ation between the university and business. The practice of cre-
ating firms on the basis of cooperation between a university and
university staff is not yet established in Slovenia. Neither of the
Slovenian universities has business incubators focused on the
transfer of research accomplishments into direct entrepreneurial
practice. The highest entrepreneurial success of Slovenian uni-
versity faculties and research institutes remains the “sale of
knowledge” in the form of individual cooperation agreements
and joint projects with existing (large) firms.

Protection of intellectual property rights
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The specific nature of the academic system hampers entrepre-
neurial activity. This is not just because of the notion of aca-
demic freedom but also because the activities required for the
transfer of technology are different from those that are basic to
the mission of a university, namely the production and dissemi-
nation of first-class knowledge. The specific nature of academic
culture, which often views involvement in commercial activity
as a profanation of the sacred activity of research, further hin-
ders the transfer and commercial exploitation of technology.
The inimical climate towards entrepreneurship within academic
circles also leads to “undercover entrepreneurship”, whereby
individuals set up firms in secret.

One of the most important barriers to the transfer of knowledge
generated within Slovenian universities is a curious morbid fear
of entrepreneurship, expressed in a distrustful attitude toward
university staff who have their own businesses. The value system
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Figure 28: Protection of intellectual property

Protection of intellectual property is frequently cited as one of
the basic reasons for problems in the area of the transfer of sci-
ence and technology. The experts are of a different opinion. In
their view this area is relatively well catered for in Slovenia,
which ranks above the average for the GEM countries, especial-
ly in the area of legislation and the general attitude towards the
respect of inventors’ rights. The long-term expert work by the
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project Agency for Intellectual Property, the Society of
Innovators of Slovenia and numerous enthusiastic inventors has
evidently paid off. The problem remains, however, that intellec-
tual property by itself means nothing in the absence of mecha-
nisms for its commercial exploitation. This is an area in which
many issues remain to be addressed.

Aspects of the protection of intellectual property rights
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Q1 In my country, the Intellectual Property Rights (IPR)
legislation is comprehensive.

Q2 In my country, the Intellectual Property Rights (IPR)
legislation is efficiently enforced.

Q3 In my country, the illegal sales of 'pirated’ software, videos,
CDs, and other copyrighted or trademarked products is not
extensive.

Q4 In my country, new and growing firms can trust that their
patents, copyrights, and trade-marks will be respected.

Q5 In my country, it is widely recognized that inventors’ rights
for their inventions should be respected.

Figure 29:
Assessment of aspects of the protection of intellectual property

3.2.7 Commercial and professional infrastructure

This topic relates to the presence of commercial, account-
ing and other legal services and institutions that encourage
and support the creation of new small or growing firms.

Until 1990 the commercial and professional infrastructure in
Slovenia was weak, as it catered for only around 3,000 “social-
ly owned” enterprises then in existence which typically had
their own expert services: accounting departments, legal and
personnel services, commercial sections and information tech-
nology centres. The private crafts sector had no need for devel-
oped modern commercial infrastructure, as it operated along
traditional lines. Since 1990 there has been a rapid increase in
demand for such services due to the emergence of tens of thou-
sands of new economic entities in the space of a few years, cou-
pled with the fact that many entrepreneurs were not trained for
a range of services necessary to meet national requirements for
financial reports, comply with regulations and standards, and
make sound business decisions. Micro firms do not have the
human resources to undertake these tasks themselves.
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Figure 30: Commercial and professional infrastructure

In the first years following the entrepreneurship boom the sup-
ply of commercial and professional services developed uneven-
ly across Slovenia, while the quality of services lagged behind
the needs of SMEs due to a lack of experience and a weak mar-
ket. While many professional staff from large enterprises and
public services have turned to offering such services, there
remains a need for greater supply and better quality, particular-
ly for entry into the global market. The experts voiced a similar
assessment, placing Slovenia 30" in the sample of countries,
behind all the developed countries of Europe including even
Hungary.

From interviews with experts:

... Firms specialising in accountancy services and having a pub-
licly certified accountant are not responsible for the accuracy of
the financial statements. That is the responsibility of the entre-
preneur who runs the business, even if they left school without
any qualifications. The same goes for tax statements. The tax
professional who prepares them for the entrepreneur bears no
responsibility. The risk is with the entrepreneur ... You are
always on the edge of the law, not because you want to be, but
because one rule says one thing and another one says some-
thing else. It would be very helpful if legal requirements were
simplified and rationalised ...

The experts assessed the commercial and professional infra-
structure on five counts, on all of which Slovenia was behind the
GEM average, although it fared considerably better than Japan,
which was bottom on four counts. The first three questions con-
cerned the attitude towards collaborators, suppliers and con-
sultants. In fact, only consulting falls narrowly within business
infrastructure, while the other two categories concern the possi-
bilities for successful delivery by firms in the business environ-
ment, thus enabling the “just-in-time” production. While the
experts were relatively favourable in their assessment of the easy
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access to infrastructural support, they were very critical of its
availability and especially of its affordability. These costs are
indeed high relative to the price SMEs achieve for their products
and services, while persisting problem of collecting receivables
is also a contributing factor. The current relatively high price of
commercial and professional services due to weak local com-
petition among suppliers can be expected to fall as supply
improves and Slovenia opens to the EU market for services. In
the assessment of the experts Slovenia also lags behind in terms
of access to quality banking services, an area in which the trans-
fer accounts introduced in 2002 are the basis for payments via
banks rather than via a special state agency, while other bank-
ing services are relatively expensive due to the fact that banks
are overstaffed.

Aspects of the commercial
and professional infrastructure
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Figure 31: Assessment of aspects
of the commercial and professional infrastructure

The practice of outsourcing is only beginning to take off seri-
ously in Slovenia.” Firms are in the initial, tactical phase, and
SMEs are generally involved as providers of such services rather
than clients. The fact is that successful SMEs rely on a network
of collaborators, as they themselves specialise in particular
know-how and technology and make up the rest of their require-
ments collaboratively. The network of collaborators requires a
lengthy period of time to develop commercial relationships to
the level of high-quality and reliable supply and to establish
close trust among partners. Small firms encounter difficulties
with sourcing raw materials and labour since it is a demanding
logistical problem for an individual firm to obtain inputs from
the external market, where they are cheaper, due to the small
volumes involved. Slovenia lacks a high-quality wholesaling
system of suppliers for SMEs that could also effectively source

goods and services from distant Asian countries in quantities
that would qualify for discounts and permit optimal logistical
arrangements using cheap container ship transport.

The experts gave their best assessment to the availability of high-
quality legal and IT services. Some studies by contrast have
identified problems: (1) that there is a shortage of experienced
specialist lawyers in the area of commercial law, and (2) that in
the area of accounting services entrepreneurs tend to require
only compliance with financial reporting requirements, which
accounting firms are relatively good at, rather than management
support and financial control. Entrepreneurs are less satisfied
with the support provided by accountants with respect to tax
issues. Accountants are also not yet adequately trained to advise
entrepreneurs on prudent financial management, investment or
project planning with regard to profitability and cashflows. For
their part accounting firms are dissatisfied with the attitude of
entrepreneurs towards timely furnishing of commercial docu-
mentation and have difficulties with the inclination (practice) of
entrepreneurs to cover some personal expenditures as business
costs, and so on. Many family businesses display a traditional
allocation of roles whereby women are responsible for book-
keeping even though they are not suitably qualified. This
inevitably leads to a poorer information basis for rapid business
decision-making. Many services are also undertaken within the
grey economy by people lacking proper qualifications, to the
detriment of quality.

From interviews with experts:

... As regards the legal system, it is neither compatible with nor
geared towards the encouragement of entrepreneurship. That is
because the law profession is part and parcel of a bureaucratic
state apparatus that basically sees entrepreneurship as a menace
to all society’s values ... The next barrier is judges’ lack of
understanding for the entrepreneurial spirit ... A dynamic entre-
preneurial existence requires a certain freedom, not formalism,
but the courts are bound by formalism ...

The experts did not directly assess the quality of a range of other
important commercial services such as marketing, advertising
and public relations. Such services are used mainly by large
firms and public institutions, as there are as yet no sufficiently
cheap “guerrilla” providers of such services for SMEs. Their
quality is particularly unsatisfactory with regard to the interna-
tionalisation of Slovenian SMEs. Most of the best known inter-
national consulting and auditing firms are represented in
Slovenia, but these do not serve SMEs as their fees are prohibi-
tively expensive. As of 2002 some commercial and professional
services for SMEs are included in the subsidised “voucher” sys-
tem. Purely commercial provision of such services for SMEs is
not financially viable because of the low payment ability of
SMEs except in major centres where there are many of them.
Research shows that entrepreneurs are also not accustomed or
willing to pay for such services, as they do not perceive a suffi-
ciently large benefit of such services for their business to warrant
paying a commercial price, partly because at the local business
level personal acquaintance with customers is more important
than formal promotional activity. Within the support network a
sensible balance is therefore being sought between commercial
services for established SMEs and a special system of provision
for start-ups and micro firms. Within the system of self-employ-
ment the national Employment Service has successfully support-
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ed entrepreneurs through a combined scheme of information,
advice, training, financial assistance and provision of account-
ing services during the start-up period.

From interviews with experts:

... There is a total lack of transparency about the services avail-
able. Entrepreneurs are bewildered by the complicated web of
institutions that are involved with small and medium-sized firms
in one way or another. We have everything from chambers of
crafts, regional chambers of crafts and chambers of commerce
and industry to employment services, local entrepreneurial cen-
tres, regional entrepreneurial centres, regional development
agencies — the whole thing is terribly opaque. Entrepreneurs’
confusion is expressed in a completely different way. We don’t
need these services, say the entrepreneurs, because they are
inaccessible, untransparent and inconsistent, and also not per-
manent ...

3.2.8 Internal market openness and competition

This topic relates to the question of how far market rules are
adapting and market structure is changing with the entry of
new and growing firms, competing with and ousting exist-
ing suppliers, contractors and consultants. It concerns the
fundamental issue of how easy or hard it is to start up a new
business and establish a position in the market in Slovenia
compared with previous business interrelationships.

Internal market openness and competition
- rapid market changes
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Figure 32: Internal market openness and competition
— rapid market changes

In the early 1990s, frustrated demand and the small number of
firms meant that a large number of market niches existed in
Slovenia, especially in the area of personal and business servic-
es, which new firms were quick to fill. Domestic firms were in
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relatively short supply, many were facing major difficulties as a
result of their purchase and sales markets in the former
Yugoslavia having disintegrated, and they therefore focused on
windows of commercial opportunity in local markets. Although
buyers were reserved and cautious in their dealings with new
firms due to the uncertainty of their long-term existence, they
were at the same time fairly open to trying out new suppliers.
Micro firms operating mainly on local markets had no trouble
finding customers as they operated on the basis of personal
acquaintance between entrepreneur and customer. The govern-
ment wholly liberalised external trade, with the result that many
new firms achieved success through exclusive representation of
foreign brands whose products Slovenes had previously pur-
chased in the nearby countries of Austria, Italy and Germany.
Various public sector activities, particularly the opening-up of
opportunities for private medical, dental, welfare and educa-
tional services, became a highly promising area for small private
firms. The privatisation of public services through the award of
procurement contracts enabled new providers to establish them-
selves who did not share the deficiencies of public agencies and
used a combination of private and public finance. The absence
of no-compete non-competitive clauses enabled some to trans-
fer their business from former socially-owned enterprises to pri-
vate firms and thus to establish themselves rapidly in the mar-
ketplace.

From interviews with experts:

... Entrepreneurship is at last gaining the image of something
high quality, important and attractive especially for young peo-
ple. People are starting to view private firms or autonomous
entrepreneurial activity positively and are on the lookout for
opportunities they could exploit themselves. This attitude
towards entrepreneurship is encouraging people to view it as an
equally acceptable alternative to other careers ...

In the second half of the 1990s conditions began to change rap-
idly as a large number of new firms filled the most promising
gaps in the market while large firms, provided they survived the
restructuring period, were privatised and themselves began to
successfully meet market needs by developing differentiated
goods and services or even taking over successful SMEs. Major
retail companies ousted small shops by rapidly covering the
geographical territory of Slovenia with supermarkets, while the
development of large shopping centres on the outskirts of large
towns and cities, which had not provided attractive facilities and
good infrastructure in their centres, lead to the demise of many
small shops. Increased competition thus made it harder for new
firms succeed. Entry by new firms will become tougher in the
next two or three years when Slovenia’s incorporation into the
European single market will remove practically all barriers to
entry by strong foreign firms. SMEs will have to prepare for this,
although the most successful SMEs at the same time see an
opportunity to expand their business internationally.™

The experts were asked six questions. The first three assessed the
speed of change in the market, on which the experts expressed
the view that wholesale and retail markets were changing dra-
matically with each year. The assessment of Slovenia with
regard to the speed of change was above the average for the
GEM sample and placed the country as high as 11" position.
This speed of change is directly related to the process of eco-
nomic transition, during which the supply of goods and servic-
es has expanded rapidly, while supply and demand conditions
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have changed rapidly and unpredictably. The experts were
mildly negative in their assessment of the possibility for new and
growing firms to enter new markets, which accords with the
analysis of developments in the market towards the end of the
1990s, when openings no longer existed and new firms had to
establish themselves through innovative products or take on a
large number of competitors in order to secure a suitable posi-
tion in the market.

Internal market openness and competition
— entry barriers

anada

1 Chile

1 Netherlands

1 U. States

1 New Zealand

1 Iceland

] Australia

1 Hong Kong

] Taiwan

1 Unit. Kingdom

] Ireland

1 Sweden

] Belgium

] Finland

] Germany

] Denmark

1 Chiha

] Switzerland

] Spajn

1 France

1 Norway

1 India

] Israel

1 Mexico

1 Korea

] Singapor
Slovenia

] Hungary|

1 Argentina

1 S. Africa

1 Thailand

] Japan

— Brazil

1 Croatia

f

0.0 1.0 2.0 3.0 4.0 5.0

@

Average expert opinions (1-5 scale)

Figure 33: Internal market openness and competition
— entry barriers

The experts gave quite a different assessment of Slovenia’s situ-
ation with regard to barriers to entry by firms in the market, rank-
ing Slovenia 27", which indicates the presence of significantly
larger barriers than in other parts of the world and larger than in
all the developed countries of Europe. Croatia was assessed to
have the largest barriers to entry, while Hungary was assessed to
be similar to Slovenia. The opinion of the experts was that new
and growing firms in Slovenia struggle to recoup the costs of
market entry, the issue being to seek a sufficiently large market
for viable operation. SMEs naturally behave in a variety of ways:
some are oriented internationally from the outset, as it is practi-
cally impossible for them to find customers for their specialised
products in Slovenia, others opt for a gradual, organic penetra-
tion of neighbouring markets, while a large number of firms,
especially service firms, target domestic local and regional mar-
kets within Slovenia. While the experts did not suggest that
unfair barriers were created by existing firms, there were fre-
quent complaints that a new firm had little chance of vying with
incumbent firms because of “contacts and acquaintances” and
even small-scale corruption. While such assertions are
inevitably hard to verify, it is certainly the case that many com-
plaints arise in connection with public procurement.

Aspects of internal market
openness and competition

‘ D Slovenia D Max . Min . Average ‘

2
Taiwan

15 4 Taiwan

’ [ Canada Canada Canada Canada

1
0.5 +

0 T ’7 ] II T T ’7
-0.5

: i j Japan
Chile Chile Croatia B Argentina

(e} Q2 Q3 Q4 Q5 Q6

Q1 In my country, the markets for consumer goods and
services change dramatically from year to year.

Q2 In my country, the markets for business-to-business goods
and services change dramatically from year to year.

Q3 In my country, new and growing firms can easily enter new
markets.

Q4 In my country, the new and growing firms can afford the
cost of market entry.

Q5 In my country, new and growing firms can enter markets
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Figure 34: Assessment of aspects
of internal market openness and competition

There remain in Slovenia several inconsistent areas where clear
rules relating the private and public sphere are lacking, which
creates strains and distractions in business. One such area is
healthcare, in which Slovenia still has no clear strategy for
development of the public sector, with the result that the award
of contracts to private providers is often therefore hampered. In
particular, however, there is a lack of clear rules governing the
provision of these services in the case of employment in the
public sector and at the same time the provision of services by
public sector employees in the private sector outside their work-
ing hours. In the area of education, private schools have sprung
up on the initiative of religious organisations or parents wishing
to develop alternative, “friendlier” forms of education. In some
areas organisations of existing providers are seeking to restrict
competition through various rules and collective forms of orga-
nisation, the conduct of which is not yet subject to clear rules.

From interviews with experts:

... Municipalities have too little funds at their disposal to have a
significant impact on the development of entrepreneurship.
Because the law is not respected, powerful lobby groups come
forward and cause short-term disruption to what are already
frail institutions and so do more harm than good, reinforcing
entrepreneurs’ mistrust of the state or legal system ...

A special issue relating to market entry concerns the existence
of the grey economy, which was already quite extensive in the
former Yugoslavia.” A period of relatively relaxed policy towards
the grey economy was followed by an initiative by the Chamber
of Crafts of Slovenia, which wished to protect the interests of the

31



GEM

SLOVENIA 2002

legal business of its members through the introduction of leg-
islative measures against the grey economy. Grey activity was
most widespread in the area of services and private housing
construction, which posed unfair competition to legal firms.
Legislation against hidden employment is starting to be enforced
in Slovenia with the aid of inspections, although it is possible
that tax revenue motives are uppermost in the minds of govern-
ment.

Overall awareness of the restriction of entry by new firms, or in
other words the need to dismantle monopolies, is being heavily
influenced by the processes of privatisation and deregulation in
some areas. One such area is telecommunications, in which
there are three mobile telephony operators and a virtual monop-
oly of Telekom in conventional fixed-line telephony, and where
privatisation is creating opportunities for SMEs to act as local
providers of certain services. The power industry and other pub-
lic utilities are other examples. As yet we have no assessments
of how the situation of SMEs is affected by the currently com-
plex system of public procurement in which, especially at the
local level, cases of inappropriate selection of contractors fre-
quently come to light, mainly the result of personal and political
connections between public institutions and the chosen con-
tractors. Successful complaints by injured parties are contribut-
ing to greater recognition of the importance of unbiased selec-
tion, although in a small country like Slovenia it is difficult to
eliminate problems of insider information or conflicts of interest.

3.2.9 Access to physical infrastructure

This topic relates to the availability and ease of access to
existing physical resources — (tele)communications, power
and utilities, transportation, land and premises — at a price
that does not discriminate against new, small or growing
firms.

other aspects of the physical infrastructure was close to the GEM

average:

e the price of access to telecommunications (telephone,
Internet) was often the subject of criticism in the past because
of the cost of connections, particularly to modern ISDN and
ADSL technology; Internet access (except on the Arnes aca-
demic network) is also relatively expensive;

firms can obtain quality access to telecommunications rela-
tively quickly, most easily in the case of mobile telephony for
which there are three operators and which is important for
doing business with customers;

the experts were not critical of the cost of basic utilities (gas,
water, electricity and sewerage) even though these prices,
under a regime of government price regulation, have grown
faster than prices of other goods and services in the market,
sometimes in the name of “price equalisation with the EU”.

The experts placed Slovenia 27" out of 34 countries on the
assessment of physical infrastructure, a fact that sums up the pic-
ture of Slovenian entrepreneurship, which does not have the
best infrastructure, although on three of the five counts it was no
lower than average.

The experts felt that the physical infrastructure in Slovenia (e.g.
roads, buildings, communications, waste collection) were not
very supportive of new and growing firms. This is due to factors
related to the development of entrepreneurship itself. After
1990, when SMEs developed rapidly, urban planning solutions
failed to keep pace with the rapid change in the structure of
firms according to size and activity, resulting in inadequate
infrastructure. Municipal authorities failed to keep up as the
number of (active) firms grew to over 100,000 within a few
years. With the growth of firms the “garage” business model
became inadequate and the problem of acquiring premises at a
suitable price arose. With the development of business zones,
which feature in the development programmes of most munici-
palities, these problems may be alleviated substantially in com-
ing years in parallel with the motorway network construction
programme, which still takes insufficient account of business
needs. Access to gas, water, electricity and sewerage networks
is also a problem, reflecting a bureaucratic attitude on the part
of public monopolies. The assessment of Slovenia in respect of
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Figure 35: Access to physical infrastructure

From interviews with experts:

... One of the key points is the issue of managing premises,
openness of the location, and with it a significant cut in con-
struction costs, so that firms can actually retain funds for their
business rather than property. This should be incorporated into
all spatial planning. Very big projects, such as motorway con-
struction, have gone ahead without serious thought about the
new economic composition and the choice of route, because
the planning of enterprise zones that would quickly value these
new transport routes did not occur in parallel. This is clear evi-
dence that spatial planners did not realise what was happening.
Just as in the cities there is no clear idea of what has been hap-
pening ... The system we have is basically a system of rent cre-
ation for a circle of people who are close enough to the infor-
mation flows, spot things far off and can make big profits in a
highly speculative way, which really destroys the scope for the
development of entrepreneurship ...

SLOVENIA 2002

GEM

From interviews with experts:

... National and local political structures still command a large
amount of resources that should be released for the develop-
ment of entrepreneurship. They consist of land, personnel, per-
mits and assistance, when things should be stimulated ... This is
the experience even of established firms, who can at least trade,
even if they don’t have all the necessary permissions, as these
are acquired rights. But someone going into business for the first
time encounters this right at the outset ...

Assessments of infrastructure in various countries of the world
are fairly closely correlated with the national level of develop-
ment, as infrastructure requires large-scale long-term capital
investments, sound planning and strong business organisation in
public enterprises, which are lacking in Slovenia. Moreover,
local monopolies create pressure for relatively rapid price rises
and cause difficulties in access to services.

Aspects of access to physical infrastructure
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Figure 36:
Assessment of aspects of access to physical infrastructure

3.2.10 Cultural and social norms

Cultural and social norms include general attitudes, convic-
tions and views, the cultural climate and all implicit and
explicit norms relating to the socially acceptable conduct
and aspirations of individuals and communities. These
norms have a significant influence on the general attitude of
the population towards entrepreneurship and entrepreneur-
ial conduct. They describe the extent to which existing
norms and values encourage Slovenes to act, or at least do
not deter them from acting, in ways that could lead to new
ways of doing business or undertaking economic activities
and thus potentially a greater dispersion of personal income
and wealth.

The study of cultural and social norms covers two aspects: the
first is the extent to which (national) culture supports individual-
ism and personal independence, while the second is the extent
to which people accept the economic, social and psychological
risks associated with entrepreneurship, or in other words how
prevalent is the view that individuals themselves are largely
responsible for their own lives. The experts placed Slovenia 28",
implying that Slovenia’s cultural and social norms are not espe-
cially conducive to entrepreneurial ventures. All five elements of
cultural and social norms were assessed as unconducive, none
of them was beneficial for the development of entrepreneurship
and Slovenia was below the average for all countries on all
counts.

Cultural and social norms
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Figure 37: Cultural and social norms

The experts were most critical of the willingness of Slovenes to
accept the business risk of decision-making for their own firms.
Slovenes’ pronounced risk aversion is largely attributed to half a
century of encouragement of collectivism and extensive social
security, although even before that Slovenes were probably not
among the most entrepreneurial of nations.'® The caricature of
Slovenes is of a stolid people that has little appetite for adven-
ture, dislikes risk and avoids uncertainty and change. The
national culture does not promote highly individual success
achieved through personal effort. Many of the experts anecdo-
tally cite Slovenian envy as a major component of the national
character. Arguably, Slovenes support individual achievements
that can be “appropriated” by the rest of the nation, such as
sporting or artistic success, although at the same time they
begrudge them the associated material rewards, as egalitarian-
ism is deeply ingrained. At the same time Slovenes do not sup-
port independence, autonomy and personal initiative, as these
things set individuals apart from the majority. Slovenian entre-
preneurs cite the desire for independence as a key incentive for
setting up their own business. Research by the Institute of

33



SLOVENIA 2002

Macroeconomic Analysis and Development has shown that
when it comes to children Slovenes again value obedience and
discipline ahead of creativity. This attitude is later reinforced by
the entire schooling system. Assessments of the Slovenian char-
acter in terms of qualities related to business emphasise dili-
gence and hard work; even entrepreneurs themselves stress
these qualities significantly more than creativity and innovation.

From interviews with experts:

... The cultural barrier is the attitude that if you’re good and
stand out, you’re a problem. Basically it's about the fact that
good entrepreneurs aren’t willing to praise themselves and serve
as a good example. A negative image is ingrained in society. If
you’re too good, if you rise too fast, that isn’t good ...

The Slovenian experts gave an entirely neutral assessment of the
encouragement of creativity and initiative, implying that
Slovenes are not opposed to such traits but equally do not
esteem them. The experts were somewhat more critical of the
fact that Slovenian culture does not emphasise the responsibili-
ty of the individual to be in control of his or her own life. Thus,
Slovenian public opinion surveys often underscore the expecta-
tions on the part of Slovenes that the state will help them resolve
entirely personal difficulties that they could resolve for them-
selves.

From interviews with experts:

... So long as the media look mainly for crime stories about
entrepreneurs, people will view entrepreneurship with mis-
trust ... A criminal makes a sensation, a successful entrepreneur
doesn’t ...

Aspects of cultural and social norms
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Q1 In my country, the national culture is highly supportive of
individual success achieved through own personal efforts.

Q2 In my country, the national culture emphasizes self-
sufficiency, autonomy, and personal initiative.

Q3 In my country, the national culture encourages entrepre-
neurial risk-taking.

Q4 In my country, the national culture encourages creativity
and innovativeness.

Q5 In my country, the national culture emphasizes the respon-
sibility that the individual (rather than the collective) has in
managing his or her own life.

Figure 38: Assessment of aspects of cultural and social norms
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Although Slovenia is a relatively small country, we can never-
theless expect variations in cultural and social norms, especial-
ly due to regional differences in historical experiences and the
influence of neighbouring countries, which varies greatly
between Austria, Croatia, Italy and Hungary. The socialist era
reinforced people’s reliance on the wider community and espe-
cially on state institutions, which in today’s Slovenia is being
thrown over to individuals through the system of contributions,
voluntary insurance schemes and so on. The major problems
within the sphere of cultural and social norms are probably:

¢ a low tolerance of large disparities in income and wealth,

¢ a highly negative attitude or social stigma attached to business
failure,

* an ambiguous attitude towards the commercialisation of vari-
ous spheres of social life,

e an expectation that the state will resolve social problems,
¢ a harsh and unsympathetic attitude towards the unemployed,

¢ a low level of public trust in state institutions etc.

From interviews with experts:

... By a venerable tradition, we in Slovenia find it hard to accept
above-average results. We have a strong preference for equali-
ty ... The egalitarian ideal in Slovenia, along with isolated cases
of unethical behaviour, have given entrepreneurship a bad
name. The word entrepreneur is often a synonym for a rogue
rather than someone who has put in a lot of effort, worked out-
side normal hours, on Sundays and holidays, and staked their
OWn POSSEeSSIons ...

Most of Slovenian society still regards a low level of material
inequality and cultural and social uniformity as a desirable
social goal. There is widespread support for greater social bene-
fits for the less well-off, irrespective of their own contribution to
redressing the inequality. The same majority therefore looks
unfavourably on any ostentatious display of entrepreneurial suc-
cess and condemns more aggressive kinds of business conduct
and departure from the average, which is of course characteris-
tic of a successful entrepreneur. Even in 2001-2002 a number of
debates arose which indicated the presence of anti-entrepre-
neurial elements in attitudes towards work, quality and the
employment model. Most Slovenes take a negative view of tem-
porary employment and seek a high degree of job security irre-
spective of job performance. Many are opposed to shops open-
ing on Saturdays and Sundays, and so on. The Slovenian media
are partly to blame as they seldom portray successful entrepre-
neurs as role models but devote more space to politicians, ath-
letes, artists and other media personalities. Entrepreneurs are fre-
quently portrayed in a negative light. Prominence is given to
personal excesses and ethically dubious conduct on the part of
entrepreneurs in sacking workers, their attitude towards the
environment, tax evasion etc.

3.3 Attitudes towards women
in entrepreneurship

In Slovenia as in most of the GEM countries, considerably fewer
women start up a business than men. The difference is some-
what surprising as Slovenia is characterised by the following
facts: (@) women are predominantly in regular employment,
although recently various forms of reduced hours, home busi-
ness etc. are becoming more widespread, (b) the educational
level of women of younger generations equals or surpasses that
of men, although the choice of fields of study is traditional and
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provides fewer opportunities for entrepreneurial initiative, and
(c) legislation against sexual discrimination is in general ade-
quate, although the problem is not sufficiently discussed in
Slovenian society. The proportion of women in political bodies
(the National Assembly and the Government) and among the
top management of large companies' is relatively low. Women
who have become managers in firms have often succeeded dur-
ing difficult times for business during which they displayed an
outstanding ability to resolve operating difficulties and motivate
colleagues. The general climate towards women entrepreneurs
is in no way negative, although not is it especially supportive, as
women are rather expected to play a major role in the family
and the household. The experts placed Slovenia 12" in their
assessment of attitudes towards female entrepreneurs, somewhat
above the average for the GEM sample and well ahead of neigh-
bouring Croatia in 24" place and Hungary in 28" place.

Attitudes towards women in entrepreneurship
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Figure 39: Attitudes towards women in entrepreneurship

The experts gave different assessments of different aspects of the
situation in Slovenia. They were positive about the availability
of social services that enable women to continue their careers
after starting a family. This is highly important, as the division of
labour within the family generally remains unequal, with
women taking on most of the housework' and men being more
involved in various forms of paid activities. These social servic-
es mainly consist of kindergartens, there being few other ways
in which children can spend most of the day without needing to
be looked after by their mothers, although smaller local com-
munities in particular have better organised provision of sports
and cultural activities for children. Slovenia still has strong fam-
ily ties in the form of extended families, in which older genera-
tions care for grandchildren, a phenomenon which is connect-
ed with the lesser mobility of Slovenes, who often remain in the
vicinity of their parents. The assessment that starting a business

is a socially acceptable career for women in Slovenia is very
positive. In general women do not encounter prejudice with
regard to their entrepreneurial activity; if the business gives them
greater flexibility over the time spent with family, this is even
welcomed. There are no legal obstacles restricting women in the
ownership of firms and their assets and family wealth is usually
divided equally.

On the other hand the experts did not support the statement that
women in Slovenia were encouraged to enter self-employment
or start up a business. Research' has shown that society has not
given particular encouragement and support to female entrepre-
neurs. There were no special support programmes for women in
the early 1990s and it was only later that specialist female advis-
ers and mentors began to be trained. Women mainly received
support within the family and to a lesser extent among friends,
as most friendships did not exist in parallel with business con-
tacts. Nevertheless Slovenian women are one of the groups that
are to be specially targeted by entrepreneurial initiatives under
the national strategy for the development of entrepreneurship
and SMEs for the period 2001-2006, as they are still significant-
ly underrepresented as founders and owners of businesses. This
encouragement has not yet taken the form of special loan facil-
ities or training and advice programmes on favourable terms.

The experts gave a very favourable assessment of the statement
that women in Slovenia have access to the same number of
good opportunities for setting up a new firm as men; this assess-
ment for Slovenia is close to the best assessment, for Hong Kong,
and considerably above the average within the GEM sample. As
mentioned above, there are no obstacles confronting women as
opposed to men, and the problems have more to do with the
influence of conventional female occupations, many of which
are unsuited to commercialisation, with the result that women
are more involved in non-profit, socially-oriented activities.
Even within the entrepreneurial support network the proportion
of women in entrepreneurial centres is very high. Women them-
selves consider that entrepreneurs accept them very readily as
responsible, reliable, trustworthy business partners, but that they
find it harder to succeed in certain areas of activity in which
men have developed a male-dominated network of relation-
ships, such as wholesale trade and construction. In principle
women in Slovenia have the same opportunities as men,
although they are hindered by the occupational mix, while in
activities requiring large foreign commitments they are held
back by family ties for a certain period of their lives.

The experts assessed as partly true the statement that women
possess the necessary know-how and motivation for setting up a
new firm. Research shows that educational and occupational
choices in Slovenia are close to the traditional composition in
socialist countries, where certain occupations are female-domi-
nated such as education and culture (where 67.3% of employ-
ees are women), healthcare (where they are as much as 81.9%)
and social services. Women predominate in certain branches of
industry which continue to employ high numbers of people
(76.6% of employees in the leather industry and 61.4% in tex-
tiles) and are encountering problems due to the migration of
these industries to countries with lower labour costs. The edu-
cational system has not fostered business knowledge, which is
therefore lacked by women, although female entrepreneurs
have a relatively strong educational profile.
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Aspects of attitudes towards women in
entrepreneurship
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Q1 In my country, there are sufficient social services available
so that women can continue to work even after they start a
family.

Q2 In my country, starting a new business is a socially accept-
able career option for women.

Q3 In my country, women are encouraged to become self-
employed or start a new business.

Q4 In my country, women get exposed to as many good oppor-
tunities as men to start a new business.

Q5 In my country, women have the necessary skills and moti-
vation to start a new business.

Figure 40: Assessment of aspects of attitudes
towards women in entrepreneurship

Because of women’s educational and occupational profile in
Slovenia the firms they set up are somewhat different from those
set up by men:

e women tend to set up firms in a particular range of activities,
especially in the service sector,”

e firms set up by women are smaller in terms of revenue and
employees, although they are not necessarily less profitable,”

e women emphasise job satisfaction and other non-pecuniary
success indicators and attach importance to a positive atmos-
phere within the firm and to teamwork,

e women are more inclined to employ family members in the
business, are prepared to share ownership with their hus-
bands, etc.

Women in entrepreneurship are particularly important in rural
areas as their traditional occupations are the basis for a range of
profitable activities on farms. In view of the characteristics of
women entrepreneurs in Slovenia, which is not ranked highly in
terms of total entrepreneurial activity, it would make sense to
encourage women to enter self-employment and set up firms as
this could bring about:

* a higher general level of entrepreneurial activity, in which
women are still an underexploited source of new ventures,

e the development of certain types of firms that complement the
existing mix of firms and are important for meeting the varied
needs of consumers and households,

e the possibility for women to better reconcile their business
and family responsibilities and enjoy a fuller life (research has
shown that female entrepreneurs find it easier to have a
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rounded life than female managers, who encounter greater
pressure in their careers) and

¢ broader emancipation of women, as female entrepreneurs are
a group of women who achieve material independence, self-
confidence, a wider circle of acquaintances etc. through their
business accomplishments.

In the assessment of the experts the basic conditions for more
rapid development of female entrepreneurship in Slovenia are
favourable, so that this strategic aim should be pursued through
better adapted support programmes for women choosing an
entrepreneurial career.

3.4 Strengths and weaknesses of the
entrepreneurial environment

Table 8 sets out the ten statements with which the Slovenian
experts agreed most strongly and the ten with which they most
disagreed. The range of assessments extends from a highest
mark of 3.86 for the ability to meet the costs of essential utilities
to a lowest mark of 1.31 for the speed of securing concessions
and necessary permits for business. If we consider the ranking
within the GEM countries on this basis, the highest assessment
was of the equality of women in taking advantage of business
opportunities (5" position) and legislative protection of intellec-
tual property (11" position). The lowest position (bottom) was
recorded for the success of the transfer of new technological,
scientific and other knowledge from universities and public
research centres to new and growing firms, and venture capital.
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Top ten TRUE assessments

5 — Completely true |Rank of Slovenia

HO04 In Slovenia, new and growing firm can afford the cost of basic utilities

(gas, water, electricity, sewer). 3.86 23/37
HO02 In Slovenia, it is not too expensive for a new and growing firm to get good access

to communications (phone, Internet, etc.) 3.68 21/37
HO03 In Slovenia, new and growing firm get good access to communications (telephone,

Internet, etc.) in about a week. 3.68 22/37
P02 In Slovenia, starting a new business is a socially acceptable career option for women. 3.67 13/32
P04 In Slovenia, women get exposed to as many good opportunities as men to start

a new business. 3.65 5/32
NO1 In Slovenia, the Intellectual Property Rights legislation is comprehensive. 3.64 11/32
P05 In Slovenia, women have the necessary skills and motivation to start a new business. 3.56 14/32
K02 In Slovenia, there are more good opportunities for the creation of new firms than there

are people able to take advantage of them. 3.43 15/35
MO1 In Slovenia, the creation of new ventures is considered an appropriate way to become rich. 3.41 16/34
D05 In Slovenia, the level of business and management education is truly world-class. 3.37 12/34

Top ten FALSE assessments

5 — Completely false |Rank of Slovenia

Main strengths Main weaknesses

e Entrepreneurship is viewed as
ble, hardworking, persist- a speculative activity, as a
ent, innovative and enter- result of certain cases of
prising. fraud, which lowers the social

e They are well educated status of an entrepreneurial
and highly skilled, and career.
capable of adopting new o At the same time they tend to
knowledge and technolo- seek safe and dependable
gy (technical knowledge employment, they are unwill-
and trade skills are empha- ing to take risks and are not
sised). motivated  towards  self-

employment.

* Slovenes are clever, capa-

Historical experience has

hardened them, and they e They lack the entrepreneurial
have not been subdued by know-how and capability to
the collectivist system. face intense competition,

information about opportuni-
ties is inadequate and the
transfer of knowledge is poor.

e Their potential is underex-
ploited, there exists “criti-
cal mass” for entrepre-

neurial development, and e Collaboration is lacking, indi-

they are good at organis- vidualism prevails and busi-

ing themselves. ness remains within local
bounds.

¢ They are business-oriented
and not inclined towards e Constraints on the highly
excessive politicisation. able, negative social selec-
They rely on their own tion, egalitarianism and low
strengths and want a better aspirations.

life. e Passivity, lack of ambition
e They are open and multi- and vision etc.

cultural with good knowl-

edge of foreign languages.
e Family units foster the

starting-up of businesses

etc.

B04 In Slovenia, new firms can get most of the required permits and licenses in about a week. 1.31 26/34
A06 In Slovenia, initial public offerings are an important source of equity for new

and growing firms. 1.63 29/34
A0S In Slovenia, venture capitalists are an important source of private support for new

and growing firms 1.77 34/34
EO01 In Slovenia, new technology, science, and other knowledge is efficiently transferred

from universities and public research centers to new and growing firms. 1.73 34/34
BO01 In Slovenia, government policies (e.g. public procurement) consistently favour new firms. 1.76 25/34
E04 In Slovenia, there are adequate government subsidies for new and growing firms

to acquire new technology. 1.76 33/34
CO01 In Slovenia, a wide range of government assistance for new and growing firms can

be obtained through contact with a single agency. 1.78 25/34
BO5 In Slovenia, the amount of taxes is NOT a burden for new and growing firms. 1.86 29/34
E02 In Slovenia, new and growing firms have just as much access to new research

and technology as large, established firms. 1.92 23/34
103 In Slovenia, the national culture encourages entrepreneurial risk-taking. 1.97 26/33

Table 8: Top ten and bottom ten assessments

In the personal interviews the 37 experts were asked to name the
three main weaknesses holding back the development of entre-
preneurship in Slovenia, and the three main strengths encourag-
ing it. The responses were allocated to the nine entrepreneurial
framework conditions and their frequency calculated. Figure 41
shows the ratio of strengths to weaknesses for Slovenia accord-
ing to the different areas and by comparison with the total sam-
ple of all countries participating in the GEM research.

It is evident that the distribution of strengths and weaknesses for
Slovenia differs from that for the GEM sample as a whole, and
also that the strengths and weaknesses for Slovenia are more
uneven than for the other countries. Thus, the values for
strengths range from 0% (for government programmes and
research and development) to 36.4% (cultural and social
norms), compared with 2.64% to 26.4% in the GEM sample.

The Slovenian experts, like the others in the GEM sample, per-
ceived the greatest strengths in cultural and social norms, which
at the same time are also a major weakness. The opinions of the
Slovenian experts on strengths and weaknesses expressed in the
interviews are summarised on previous page.

It is clear that the experts expressed a distinctly mixed view of
Slovenes’ capabilities and the effects of social norms. The mixed

nature of the assessment reflects a dearth of research and wider
social debate about issues of entrepreneurship and how to turn
Slovenia into an entrepreneurial society.

Compared with other countries, Slovenia is also assessed very
negatively with regard to government policy, which experts see
almost exclusively as a major weakness, while government pro-
grammes are identified as neither a weakness nor a strength,
which is quite different from the sample as a whole. The main
criticisms levelled at government policy are as follows:

¢ the most frequently mentioned problem is bureaucracy, espe-
cially in setting up firms and obtaining permissions (including
at the local level),

the legal system is inadequate and legislation increasingly
restrictive,

regulation is overly burdensome and state intervention exces-
sive,

® government attention is focused on medium-sized and large
enterprises and failing sectors (which was indisputably true in
the first half of the 1990s, but is less so today),

e government costs are high, as a result of which taxes and con-
tributions are high, and the conduct of the tax authorities is
untransparent.
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3.5 Who are the Slovenian entrepreneurs?

Ascertaining who are the main kinds of people who choose to
take the entrepreneurial route is not simple, but is necessary, as
it is otherwise difficult to conduct an effective policy of stimu-
lating entrepreneurship. How can we create conditions for
entrepreneurs if we do not know who they are? The predomi-
nant type of Slovenian entrepreneur is:

* male,

¢ aged between 25 and 34,

¢ educated at least to secondary level,

¢ in the top third income bracket and
[ ]

Figure 41: Strengths and weaknesses

Interestingly, experts see education and training as a strength
and a weakness in almost equal measure, as Slovenes are well
educated but not in quite the right areas and quite the right way
for an entrepreneurial career. Specialist knowledge and experi-
ence are also lacking.

The market situation is viewed as a major strength, as the
experts perceive great opportunities in market niches,
although Slovenia’s small size makes internationalisation of
business a necessity, a fact which entrepreneurs are consid-
ered to be well aware of, partly due to Slovenia’s strategic
geographical position. This is an optimistic assessment given
the current rather low level of involvement of SMEs in external
trade. Slovenia’s weaknesses are most pronounced in the area
of finance, although less than in the GEM sample as a whole.
The experts enumerated the same weaknesses of the system of
finance as were reported in the survey of entrepreneurs: an
ineffective banking system ill adapted to the needs of SMEs,
high costs of financial support, problems with guarantees,
shortage of venture capital and problems with financial disci-
pline. The experts also gave a poor assessment of access to
business infrastructure, which entrepreneurial networks
accuse of being too concerned with itself and not taking the
right action. Specialised assistance for innovative and growing
firms is also rated poorly.
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A special issue concerns areas in which the experts do not see
any major impact on the development of entrepreneurship, but
whose impact could be significant. One such area is govern-
ment programmes, which the experts feel have practically no
perceptible effect on the development of entrepreneurship.
Research and development clearly also do not contribute to the
development of business, which is major gap if the future
depends on innovative, technologically oriented firms.

The experts clearly are not all equally aware of all the prob-
lems connected with the development of entrepreneurship,
and also give a one-sided and critical assessment of some
areas. Many programmes run by government and the entre-
preneurial networks are appropriate and in line with action
being taken in the developed countries of Europe. However,
the Slovenian government is not able to promote this fact
appropriately, and is also failing to ensure the necessary con-
centration of funds for major shifts. The experts are also not
sufficiently aware of the potential range of certain forms of
entrepreneurial infrastructure, the deficiency of which there-
fore is not even perceived by them as a weakness — the issues
of business zones, appropriate urban planning, technological
parks and incubators are certainly important for the enhance-
ment of entrepreneurship, but this is scarcely reflected in the
assessments of the experts.

employed.
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TEA by gender and age group
12
10 /\ —&— TEA men

—O— TEA women

17
.
j N

18-24 25-34 35-44 45-54 55-64
years years  years years years

Persons per 100 adults, 18-64 years

Age groups

Figure 43: TEA by gender and age group

There are half as many female entrepreneurs as male and those
who fall in the bottom third of the income scale are very unlike-
ly to become entrepreneurs.

In Slovenia, as in all other GEM participant countries, males in
the 25-34 age bracket form the largest proportion of total entre-
preneurial activity with 11.15%, while women of the same age
make up 4.80%. The exceptions to the pattern are men who have
taken the entrepreneurial route out of necessity, who are pre-
dominantly in the 35-44 year-old age bracket, and female oppor-
tunity-based entrepreneurs, who are predominantly aged
between 45 and 54 (2.74%) and 18 and 24 (2.64%). This is prob-
ably attributable to the traditional role still played by women in
Slovenian society, as these are times of life in which women are
less likely to be burdened with maternity and a family.

TEA overall, TEA opportunity and TEA necessity
by age groups
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Figure 44: TEA by age group

Entrepreneurially active population
by educational level
6
4
§ 5
>
<
©
2 4
g
3 3
©
(=]
o
T 27 —
Q
-3
2
s 171 I
4
(7]
e ‘
Beyond Secondary Less than
secondary secondary
Education

Figure 45: Entrepreneurially active population
by educational level
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Entrepreneurially active population
by household income
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Figure 46: Entrepreneurially active population
by household income

Entrepreneurially active population
by labour force status
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Figure 47: Entrepreneurially active population
by labour force status

Among adult Slovenes the largest groups to have chosen the
entrepreneurial route are those with a post secondary educa-
tion (5.68%), followed by those with a secondary education
(5.27%).

The survey also posed questions to the adult populations relat-
ing to acquaintance of other entrepreneurs, business opportuni-
ties, knowledge about entrepreneurship and fear of business fail-
ure. These turn out to be highly relevant questions that display
statistically significant differences between the entrepreneurially
active and inactive.
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Knowing other entrepreneurs is a very important factor. Seven
per cent of those who personally know someone who has set up
a firm within the previous two years are entrepreneurs, compared
with only two per cent or so of those who do not. Awareness of
business opportunities is also important. Those who believe that
good new business opportunities will arise in the area where they
live within the next six months are almost twice as likely to be
entrepreneurs than those who do not perceive the existence of
such opportunities. Those who have confidence in their own
knowledge, experience and skills are more than eight times as
likely to be entrepreneurs as those who do not.

Entrepreneurially active population according
to acquaintance of other entrepreneurs

Persons per 100 adults, 18-64 years
N

YES NO

| know someone who started
a business in past two years.

Figure 48: Entrepreneurially active population according
to acquaintance of other entrepreneurs
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Figure 49: Entrepreneurially active population according
to perception of new opportunities
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A particularly important factor is whether people have the
knowledge, experience and skills for starting up a new business
or setting up a firm. Those who have confidence in their own
knowledge, experience and skills are more than eight times as
likely to be entrepreneurs as those who do not. Self-confidence
is also important. Those who do not fear failure are almost twice
as likely to take up entrepreneurship.

Entrepreneurially active population according
to necessary knowledge and skills

The lesson for encouraging entrepreneurship is clear: measures
must be introduced that will foster:

® recognition of entrepreneurs,
e the creation of business opportunities and awareness of them,
¢ entrepreneurial education and

* elimination of the fear of failure.

It is also clear that raising entrepreneurial activity in Slovenia
requires increasing the participation of women and of those age
groups that are currently the least involved — men over 35 and
women between 35 and 44.

rn 10
§ 9 Slovenia Age group Men Women
S 81— TEA 6.37 2.86
© 18-24 years 6.61 3.4
® 71—
- 25-34 years 11.15 4.8
£ 67 35-44 years 5.19 1.68
T 57 45-54 years 4.59 3.61
S 41— 55-64 years 3.42 0.44
g 3 TEA-opportunity 4.65 1.84
o 18-24 years 5.98 2.64
g 27 25-34 years 9.49 213
2 1 4‘—f 35-44 years 2.76 1.18
o 0 \ 45-54 years 2.84 2.74
YES NO 55-64 years 1.67 0.44
| have education, skill or experience TEA-necessity 1.72 1.02
to start new business. 18-24 years 0.63 0.75
25-34 years 1.67 2.67
35-44 years 2.44 0.5
Figure 50: Entrepreneurially active population 45-54 years 1.75 0.87
according to necessary knowledge and skills 55-64 years 1.75 0
TEA for nascent firms 2.5 0.78
18-24 years 3.41 0.46
. . . 25-34 years 3.92 1.3
Entrepren_eurlally active popt_llatlon 35-44 years 1.9 0.66
according to the fear of failure 45-54 years 201 0.99
o 6 55-64 years 1.16 0.23
§ TEA for new firms 0.77 0.76
: 5 — 18-24 years 0 1.18
g 25-34 years 2.09 1.57
. 4 — 35-44 years 0.64 0.2
2 45-54 years 0.35 0.76
o 3 — 55-64 years 0.49 0
% P ] Table 9: TEA index by age and gender
8
@ 41| I The fact that, among young businesses in Slovenia, nascent
] entrepreneurs outnumber new firms by two to one is clear evi-
E’ 0 dence that the mortality rate is high. Individuals are capable of
YES NO setting up firms and going into business, but struggle to survive.
We have no figures for whether businesses founded by necessi-
Fear of failure would prevent me ty are more likely to fail than those founded in response to a
from starting new business. business opportunity. This will require monitoring of the popu-
lation over time and possibly conducting panel research in

Figure 51: Entrepreneurially active population
according to fear of failure

which a group of nascent entrepreneurs is tracked over several
years.
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Nascent and new entrepreneurs in Slovenia
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Figure 52: Nascent and new entrepreneurs in Slovenia

In any case, however, the high mortality rate for newly estab-
lished firms entails an irrational consumption of financial, social
and emotional capital. It also exacerbates the fear of embarking
on an entrepreneurial career.

3.6 The development and export

orientation of Slovenian entrepreneurs
Table 10 shows the differences between necessity entrepreneurs
and opportunity entrepreneurs with regard to business expan-
sion and development orientations. These differences are statis-
tically significant at the 1% level.

All Number | Opportunity |Necessity

No cases 78 55 23
70.4% | 29.6%
Market niche creation

No or little |  84.8% 66 68.7% | 31.3%
Some or maximum 15.2% 12 100% 0%
100% 78 734% | 26.6%

Number of jobs in 5 years
19 or less 67.1% 49 71.4% | 28.6%
20 or more | 32:9% 24 70.8% | 29.2%
Sum 100% 73 71.2% | 28.8%

Table 10: Development and export orientation of entrepreneurs

Entrepreneurs who went into business in order to take advantage
of a business opportunity predict

¢ wider business expansion and
e a larger number of employees

than those who did so because they had no better choices for
work.

Again it is evident that the incentive to take the entrepreneurial
route is not negligible, and that it needs to be taken into account
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in framing and implementing policies for encouraging entrepre-
neurship.

3.7 Business opportunities
and capabilities

Knowing other people who are engaged in entrepreneurial
activity is important because they can serve as role models and
sources of information, experience and advice. People who
know someone who has set up a firm are three-and-a-half times
as likely to be entrepreneurs as those who do not. From the per-
spective of enhancing entrepreneurship in Slovenia it is there-
fore significant that 44 per cent of the adult population person-
ally know someone who has set up a business within the previ-
ous two years. This places Slovenia high up in the rankings in
10" place among the 37 GEM participating countries.

Slovenia Rank of
2002 Slovenia

Opportunities, skills and motivation

The percentage of adults, who personally
know someone that started a business

in the past two years. 44.58% 10/37

The percentage of adults who think
that there will be good opportunities
for starting a business in the area where
they live. 29.81% 19/37
Opportunity index (average expert
opinions, 1-5 scale) 2.98 27/34

The percentage of adults who think that
they have the knowledge, skill and
experience required to start a new
business. 44.34% 16/37
Capacity index — potential (average expert
opinions, 1-5 scale) 2.47 17/34
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Figure 53: Entrepreneurially active population according
to acquaintance of other entrepreneurs

The percentage of adults who think that
fear of failure would prevent them from
starting a business. 31.60% 18/37
Capacity index — motivation (average
expert opinions, 1-5 scale) 2.83 29/32

Table 11: Opportunities and capabilities

Many factors are involved in an individual’s decision to set up a
firm. For an individual to start a new venture he or she must per-
ceive a business opportunity, have sufficient knowledge and
skills and be motivated for entrepreneurial activity.

Discovering a business opportunity is the first step in starting a
venture. One-third of Slovenes believe that good opportunities
for starting up new ventures will present themselves in the next
six months. This seems high, but only until one compares it with
other countries participating in the research such as New
Zealand, Mexico, Finland or Denmark, where over half of the
population is of this belief. Nevertheless, Slovenia ranks 19" in
terms of perception of business opportunities. The experts were
also asked about perception of business opportunities and were
considerably more critical than the surveyed population, their
average response placing Slovenia much lower down the scale.
In particular, the experts considered that there were many more
business opportunities in Slovenia than there were people capa-
ble of taking advantage of them.

Perception of opportunities — adult population
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Figure 54: Perception of opportunities — adult population

For individuals to opt for entrepreneurial activity they must not
only be able to recognise a business opportunity but must also
have the requisite entrepreneurial capacity, consisting of poten-
tial and motivation.

Aspects of perception of opportunities
— experts
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Q1 In my country, people see lots of good opportunities for the
creation of new firms.

Q2 In my country, there are more good opportunities for the
creation of new firms than there are people able to take
advantage of them.

Q3 In my country, good opportunities for new firms have con-
siderably increased in the past five years.

Q4 In my country, it is easy to get the information required to
assess business opportunities.

Q5 In my country, there are plenty of good opportunities to
create truly high growth firms.

Figure 55:
Assessment of aspects of perception of opportunities — experts

As far as potential is concerned, two-fifths of Slovenes believe
they have the necessary knowledge, skills and experience for
starting a new business or setting up a new firm. This opinion is
endorsed by the experts, who tend to believe that Slovenia has
many people capable of reacting quickly to good opportunities
for new ventures. On the other hand they are critical of their
knowledge of running a small business.

43



SLOVENIA 2002

Perception of opportunities — experts

Motivation for embarking on an entrepreneurial career always
partly reflects the general climate of opinion towards entrepre-
neurship, which in Slovenia is adverse. One-third of Slovenes
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Aspects of entrepreneurial capacity:

potential — experts
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Figure 57: Entrepreneurial capacity:

I have the knowledge — adult population
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Besides fear of failure, which acts as a deterrent to entrepre-
neurship, another major motivational factor is the general atti-
tude of society towards getting rich (income inequality), the
social status of entrepreneurs and the attitude of the media
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Figure 61: Assessment of aspects of entrepreneurial capacity:

motivation — experts
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Aspects of entrepreneurial capacity:
motivation — experts
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Figure 62: Entrepreneurial capacity: motivation — experts
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4 Conclusions and recommendations

4.1 Research highlights

The year 2002 was the first in which Slovenia took part in the
GEM study of entrepreneurial activity, which now involves 37
countries around the world. Our conclusions and recommenda-
tions can therefore only draw on that year’s research findings,
comparison with other countries and the opinions of the group
of experts. In 2002 the level of total entrepreneurial activity for
Slovenia (the TEA index) was 4.63%. This placed Slovenia 25"
out of the 37 countries. The relatively high rate of unemploy-
ment in Slovenia, which has been slow to fall in past years and
because of recession has persisted at a level to which Slovenian
society is socially and psychologically not well adapted, has
forced many Slovenes to consider starting their own business.
Slovenia ranks fairly high, in 13" place, in terms of the TEA
necessity index, although cross-country differences in this index
are minor. Slovenes are less likely to be opportunity entrepre-
neurs, ranking only 27" in this regard. The reason why people
elect to take the entrepreneurial route is not unimportant.
Opportunity entrepreneurs predict considerably greater business
expansion and a larger number of employees in future years
than necessity entrepreneurs. Those who go into business in
order to take advantage of a market opportunity are a higher
“quality” of entrepreneur, with a stronger entrepreneurial moti-
vation, and driven by a vision of business success.

The initial entrepreneurial wave that came in the wake of prop-
erty and market liberalisation has clearly died down. Slovenia
no longer has “pent-up” entrepreneurs waiting for systemic
obstacles to be removed, and we must therefore seek new entre-
preneurs among the same groups as in the developed countries.
This is reinforced by the fact that the group that is most active in
setting up firms are those aged 25-34, who were not held back
by systemic constraints in the past.

Because of the low level of entrepreneurial activity, Slovenia’s
problem lies in the fact that while 3.3% of adults contemplate or
plan starting their own business, only 1.5% actually end up
doing so. The number halves because of significant barriers to
actually taking the step of going into business. While some other
countries show a similar phenomenon, in most cases the differ-
ence is not so large.

Slovenian women lag behind their male counterparts in terms of
entrepreneurial activity, which is linked to their typical educa-
tional and occupational choices. Women predominate in mass
production industries with a specialised division of labour,
which does not prepare them for taking on the overall running
of a business, or else they are employed in public sector organ-
isations in which the transition to autonomous business activity
is heavily regulated and constrained (concessions in healthcare,
issues of public funding in education, childcare and social serv-
ices).

The supply of venture capital through formal venture capital
firms is very limited in Slovenia. The situation is slightly better
with regard to informal business finance, as 2.2% of adult
Slovenes have put money into businesses set up by others.
While this is less than the GEM average, it puts Slovenia along-
side many of the developed countries.

Knowledge and skills and the motivation and capability to iden-
tify business opportunities are a key factor in entrepreneurial
success. The research found that almost half of Slovenes feel that
they have the necessary knowledge, skills and experience to
start a business or set up a firm, which is extremely high. A new
self-confidence seems to be emerging to which we have not
been accustomed in the past.

This self-confidence, which places us 7" among the countries of
Europe, is of great importance. Those who believe in their own
knowledge, skills and experience are more than eight times as
likely to be entrepreneurs as those who do not. Knowing other
entrepreneurs is also important. Those who know someone who
has started a business are three-and-a-half times as likely to be
entrepreneurs as those who do not. Just under half of the adults
in Slovenia know someone who has started a business in the last
two years. This puts Slovenia 10™ out of all 37 GEM countries
and 6" out of the 19 European countries.

Slovenia’s small size may be a great strength. But only if, as one
of the experts interviewed put it, Slovenia “becomes a society of
winners, not a mediocre society in which the media and others
are most interested in losers”. Motivation to take up an entre-
preneurial career always partly reflects the general climate of
opinion towards entrepreneurship. If this climate is inimical, fear
of failure is increased. Slovenes fear failure. Fear of failure
would deter one-third of Slovenes from starting a new business
or setting up a firm. Courage is important in an entrepreneurial
career: people are almost twice as likely to become entrepre-
neurs if they do not fear failure.

4.2 Recommendations

Recommendations are mainly distilled from the thoughts of the
expert interviewees. The data from the wider sample of the adult
population reflect the state of development of entrepreneurship
but are less informative about useful measures. The expert opin-
ions are also supplemented with other research into entrepre-
neurship and assessed in terms of their rationale and expected
impact. The recommendations are arranged according to the
key areas that matter for the development of entrepreneurship.

Financial support

In the area of financial support for SMEs the experts set out the

familiar problems and ways of solving them, through:

e better training of the staff in commercial banks for dealing
with SMEs, including joint deals with public funds,

improved state support, to provide a larger volume of funds,
more favourable terms of borrowing and some grants,

more selective support, particularly aimed at firms in the ini-
tial phase of operation, firms creating new jobs and firms sup-
porting the preparation of development projects (marketing,
consulting, technical development, project documentation),

linkage of financial and advisory support for greater effective-
ness,

a sustained emphasis on greater transparency of the system of
favourable financial support and better communication to
entrepreneurs about financial support on offer.
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The experts laid stress on the great importance of venture capi-
tal for growing firms, and therefore suggest that the government
link public and private funds or allow pension funds to make
venture capital investments. The capital market should also be
opened up more to the entry of foreign capital in the SME sec-
tor. The experts did not make suggestions for improving the
organisation of “business angels” as they obviously viewed
these relationships as purely private arrangements that did not
need organisational improvement.

Government policy

Government policy was assessed as a weak point in the devel-
opment of Slovenian entrepreneurship. The experts listed sever-
al general suggestions for improvement:

¢ Slovenia should place great emphasis on the strategic orienta-
tion towards encouraging entrepreneurship and determine
national priorities with which the government would give a
clear signal as to its attitude towards entrepreneurship,

A more SME-friendly environment should be created: all pro-
cedures should be simplified, especially for self-employment
in micro firms, deregulation should be swift, which would
mean fewer permissions and licences, and public bodies
should be more flexible, effective and entrepreneur-friendly,
requiring training or even replacement of staff,

¢ Government policy should be more transparent and coordi-
nated between resources and agencies; more power should
be devolved to the local level and the “rules of the game”
should be made clear and predictable.

For the implementation of such policy the experts underlined
the need to continue to put into effect the Anti-bureaucracy
Programme and reform of public administration. They cited the
following special areas of government policy:

¢ a major overhaul of tax policy, which is the most frequently
mentioned problem for SMEs, where they recommend a
reduction of taxes and contributions and above all tax relief
for new firms or for stimulating job creation, investment, R&D
and exports,

e the adoption of more liberal labour legislation,

¢ in regional policy, an end to the excessive concentration of
business activity towards Ljubljana,

¢ in public procurement policy, opening up some areas to SMEs
and at the same time ensuring regular payment of due
amounts from the budget,

¢ ensuring overall financial discipline.

The experts felt that government policy should especially facili-
tate the entry of new firms, but at the same time stressed firms
with growth potential. They recommended that Slovenian poli-
cy-makers learn from successful small countries in this area
(Denmark, Ireland, Singapore), although they should not follow
their example uncritically.

Government programmes
The Slovenian experts gave fairly general recommendations for
improvement in this area:

e the organisational structure of the support network must be
improved, with a particular recommendation for more
involvement of non-governmental organisations, the estab-
lishment of regional development agencies, more responsibil-
ity for project managers and therefore the introduction of a
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system of effectiveness measurement, and a greater role for
municipalities,

e government officials need to be trained in order to take on
more advisory and support rather than just administrative
functions,

e priority programmes should include: self-employment, devel-
opment of entrepreneurship among young people, in rural
areas and in the tourism industry, stimulation of clusters for
the global market, family firms and international business
development.

The experts advocate support programmes for successful firms
with an accent on simplicity and cheap access of SMEs to such
programmes on the one hand, and greater professionalism and
political neutrality in their implementation on the other — they
explicitly state that performance and results are what counts.
The government should provide for more involvement of
Slovenian experts in EU programmes such as PHARE and reci-
procity of supply in foreign procurement contracts.

In all three areas, in each of which the government is heavily
involved, the experts’ suggestions are for the most part familiar.
The government has already largely incorporated them into its
development documents and action plans. However, the experts
draw attention to:

¢ the inadequate consistency of the functioning of the various
government departments and agencies, which gives “mixed
signals” to Slovenes as to how important the government sees
entrepreneurship,

e the large number of programmes that are insufficiently linked
together and are not supported by adequate funding,

e the presence of a bureaucratic mentality, which can poison
the dealings of micro firms whose owners are not equal to the
public administration,

e a lack of visibility and promotion of programmes for the sup-
port of entrepreneurship.

Education and training

In the GEM project, education is one of the key areas for the
encouragement of entrepreneurship. Education and training in
Slovenia were very positively assessed, although the experts
nevertheless had many ideas for improvement:

¢ entrepreneurial course content (and subjects) should be incor-
porated into all levels of the educational process (from kinder-
garten on), which should become part of national education
policy,

methods of working with pupils and students should be
altered, with an emphasis on the “culture of activity”, creativ-
ity, innovation and initiative, acquisition of business skills and
especially the recognition and activation of opportunities,

education should continue in the form of ongoing training
alongside work,

internationalisation of the educational sphere should be
ensured through exchanges of teachers and learners, transfer
of programmes and teaching methods, and especially through
the placement of students and entrepreneurs into foreign
firms,

special emphasis was placed on the training of quality con-
sultants for existing and growing firms,

¢ the content of entrepreneurial training courses should in par-
ticular include finance, marketing, people management,
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working on the Internet and doing business within the EU, as
well as foreign languages, and courses should be interdisci-
plinary,

¢ pupils and students should organise more entrepreneurial
events themselves and have a wider choice of subject matter,

e a larger proportion of students should be encouraged to fol-
low a technical orientation etc.

Education should in particular develop the entrepreneurial qual-
ities and skills of participants, by no means all of whom will go
on to set up firms, but all of whom will be aware of this career
option in a world that is changing rapidly and no longer pro-
vides lifelong employment.

Transfer of research and development

In the more specialised area of R&D the experts made fewer rec-
ommendations. Clearly there is too little concrete thought in
Slovenia as to how to ensure that this transfer takes place, as
there were frequent very general suggestions about “speeding up
R&D transfer using appropriate mechanisms”, but far fewer
ideas about what this might actually involve. The following sug-
gestions were made:

e public part-funding of innovations and the creation of proto-
types, which is in fact already part of research policy (the pro-
posals envisage non-repayable funding),

e tax relief for R&D investments in firms,

¢ encouraging academics to make applied use of R&D accom-
plishments by removing the no-compete clause and changing
selection criteria, which should value the use of knowledge
more highly,

regulating the system of intellectual property, especially in
universities and institutes,

¢ encouraging employment in high-tech firms by guaranteeing
wages during the start-up period etc.

Our finding is that the Slovenian government already has pro-
jects that largely follow these recommendations, but that prob-
lems exist in the differing views of interested parties, as is the
case in other countries too. Incomplete aspects of the intellectu-
al property system permit arrangements that are currently more
favourable for individuals than institutions, which as a result do
not organise expert assistance, leading to poor results in the
development of new technology, products and services.

Commercial and professional infrastructure
The experts largely neglected this area and their recommenda-
tions centred on three proposals:

e to provide better linkage, cooperation and lobbying of entre-
preneurs through entrepreneurial associations, clubs and
regional chambers,

e to ensure the availability of high-quality accounting services
for SMEs through better information support and

* to encourage the development of commercial services in the
form of outsourcing to specialist firms, especially marketing,
legal and accounting services.

The encouragement of professional excellence in the field of
commercial services is beneficial for Slovenia and is an area in
which the Finnish example of initiatives to foster the exchange
of knowledge and experience and the promotion of good prac-
tice in the public sector and among service providers could be

followed, as SMEs by themselves are hard put to evaluate how
to obtain quality services at favourable rates.

Internal market openness and competition
As Slovenia is a small open economy, competition is largely
effective in the area of market activities. The experts propose:

® a significant improvement of the mechanism for public pro-
curement by tender, in which there have been a number of
dubious decisions,

e the reduction of entry barriers for new firms,

e improvement of all forms of cooperation between large and
small firms, such as contractual joint ventures, joint invest-
ments, strategic partnerships etc.,

* encouragement of cross-border cooperation of SMEs, which
breaks down local monopolies, and

¢ an effective legal and judicial system for dealing with cases of
restriction of competition.

Fewer solutions are to be expected in this area, possibly because
of recession but also because of government policy, which is
attempting to restrain inflation through tighter control of prices.

Access to physical infrastructure

Slovenian SMEs have outgrown the “garage” phase of develop-
ment, with the result that the issue of access to physical infra-
structure featured quite prominently in the experts’ proposals:

¢ planning of physical infrastructure for new and growing firms
aimed at allowing them easier access and lower land prices,

e provision of sites for commercial building or the development
of enterprise zones providing high-quality and economical
infrastructure without protracted administrative processes,

* simple access to energy and telecommunications services,

¢ technological and science parks at two or three sites in
Slovenia.

Awareness of the need to resolve physical planning issues has
grown in Slovenia and business zones are springing up in many
locations, although often with inadequate know-how and inef-
fective management, as these tasks are not yet the responsibility
of entrepreneurial centres or development agencies.

Cultural and social norms

The experts are intensely aware of the inappropriate social sta-
tus of entrepreneurs, but their proposals do not amount to a
comprehensive system of promotion. The proposals are centred
around three areas:

e changes in cultural and social values are needed in order to
encourage enterprise, greater cooperation and the emergence
of entrepreneurial networks,

e the heaviest emphasis is placed on improving public percep-
tions of entrepreneurs, who need to become people who cre-
ate jobs, improve incomes and provide a creative working
environment, so that success stories and positive entrepre-
neurial role models should be emphasised,

¢ the media are the main tool of promotion and must therefore
change their attitude towards entrepreneurship, which
requires professional training for journalists.

The promotion of entrepreneurship should ensure that more and

more Slovenes realise the importance of entrepreneurs and
accept entrepreneurship as a consensual force for development

49



SLOVENIA 2002

as well as the need for a dynamic environment. The experts are
probably not critical enough of the speed with which Slovenes
can be induced to change their values. However, they do stress
the need for long-term measures and the importance of realistic
actions, as advertising campaigns are not necessarily a good
solution because of their possible intrusiveness. Interesting ideas
include the promotion of internal entrepreneurship within large
companies, a youth orientation of promotional activity (and why
not also an orientation towards the middle generation, who set
up most firms?) and a warning that excessive concentration on
high-growth firms, which are relatively few and far between,
ignores the large number of lifestyle micro firms, which are
important for self-employment and meeting local needs, espe-
cially for services.

4.3 Conclusion

From the perspective of practical policy towards the develop-
ment of entrepreneurship, the majority of these expert recom-
mendations are familiar to government policy-makers and suc-
cessful collaborators in the entrepreneurship encouragement
network. Inevitably this awareness does not extend to all those
within government and local institutions who have dealings
with entrepreneurs, and the fact that these things are familiar
does not mean that the relevant institutions have acted on them
consistently. A running theme in the experts’ recommendations
is therefore that the government is not taking a sufficiently long-
term approach in its actions, that it has not built up an appro-
priate local network for their implementation and that many staff
lack specific know-how and suitable methods of working with
potential and actual entrepreneurs.

As a caveat to these recommendations for activities and mea-
sures aimed at stimulating the development of entrepreneurship
in Slovenia, we must therefore acknowledge a fact that applies
to all countries: that radical changes in entrepreneurial potential
within a particular country cannot be brought about overnight.
Real change for the better requires perseverance and long-term
effort for more effective action in a range of areas of government
and many sections of society that help or hinder the impulse
towards autonomy and creativity. It is important that govern-
ment policy towards entrepreneurship should be consistent and
hence predictable from the point of view of individuals who
choose to set up their own businesses. This also requires coor-
dinated activities of central and local government authorities.
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Given significant market and technological uncertainty, any
additional fear that the state, despite its promises, may worsen
conditions for entrepreneurial business, be it through unneces-
sary administrative demands or tax increases and the scrapping
of tax inducements, will be unacceptable to a large number of
potential entrepreneurs. Government should therefore ensure:

e that it puts into effect the Strategy for the Development of
SMEs and Entrepreneurship in Slovenia for 2001-2006, which
envisages the central elements of support for business being
incorporated into a comprehensive development strategy,
especially in the area of industrial, fiscal, education and
employment policy,

that entrepreneurship is linked more tightly with regional
development policy and that local initiative is thus boosted,
through a stronger role for local and regional communities,

that each major government measure remains in effect for at
least 3-5 years, so that entrepreneurs should have stable
expectations about the business environment in which they
will be operating; these measures should also be improved
(revised) on an ongoing basis in response to experience and
effect,

that consideration is given to the impact of all laws, regula-
tions and measures on smaller firms, for which the adminis-
trative burdens are larger; government should beware espe-
cially of increasing the burden on SMEs of various regulations
which are simply cited as necessary for harmonisation with
European Union law, yet are more stringent than in most less
developed EU member states, which have better recognised
the ill effects of complex legislation on micro and small firms
and crafts and trades.

To conclude, in 2002 Slovenia was not yet functioning as an
entrepreneurial society. Awareness has yet to spread that suc-
cessful development requires cooperation/partnership between
government and entrepreneurs, since no-one can force an entre-
preneur to expand, hire and develop. This can only come from
the individual’s own motivation, which depends on the condi-
tions created within society. The fundamental challenge con-
fronting us is therefore that of putting in place a clear vision of
Slovenia’s long-term development as an entrepreneurial society
and creating a conducive environment so that as many people
as possible should embark on entrepreneurial ventures. The
road to entrepreneurial society is long and winding.
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Annex 1: TEN YEARS OF ENTREPRENEURSHIP IN SLOVENIA

Introduction

At the start of the transition from “socialist self-management” to
a market economy Slovenia was one of the most advanced
countries of Central Europe because of its relatively liberalised
economy, which was open to Western Europe. The transition
process itself, coupled with the political, economic and social
problems of gaining independence from the former Yugoslavia,
inevitably had an adverse effect on the economy, although GDP
shrank by less than in most other countries in transition. The
effects were felt in high unemployment, substantial inflation and
a need for structural transformation of the economy.

The economic restructuring process began with the Enterprise
Act (December 1988), which permitted the private setting-up of
firms with no special restrictions. Private ownership of produc-
tive assets, especially in crafts and trades, on farms, in hotels and
restaurants, transport and other activities, had previously been
restricted. Starting in 1989 a process of rapid development of the
small business sector began, which slowed down considerably
after 1994 without a large volume of dynamic, technologically
oriented, innovative firms having been

After the initial surge of enthusiasm for the privatisation process
it became clear that unleashing entrepreneurial potential was
more important than seeking owners.” This unleashing of poten-
tial was most directly evident in the rapid growth of registered
companies. The Companies Act brought in the legal status of
autonomous entrepreneur, into which most craft and trade busi-
nesses were converted (these have simpler registration proce-
dures and bookkeeping requirements than commercial compa-
nies). Entrepreneurial activity in Slovenia and its composition by
type of business in the market sector in 2000 are shown in
Figure 1. Entrepreneurial activity takes a variety of formal and
informal forms, of which autonomous entrepreneurs are the
most numerous. Among companies, the most common form is
the limited liability company (85% of all companies in 2000),
while former socialist enterprises were registered as joint stock
companies (2.7% of all companies) under the Ownership
Reform Act. The number of branches of foreign companies is
increasing, while in the area of direct investment more foreign
capital is entering in the form of joint ventures, mixed firms or
takeovers of Slovenian firms.

Registered commercially inactive
companies (not trading)

achieved. : :
Registered companies:
. 52,053
The entrepreneurial
“revolution” of the early 1990s Of which:
The change of economic system and the active small
liberalisation of the market and private companies:

enterprise caused a burgeoning of new 36,242
firms. In the socialist context of Slovenia
during the 1980s around 2,500 firms were
active and there was practically no entry

Autonomous entrepreneurs: Grey economy
61,677 (in firms
or households):

25% of GDP
Autonomous entrepreneurs
with a craft or trade licence:
49,378

and exit by firms. The number of small
firms was negligible and out of line with

the typical size distribution of firms, a phe-

Companies with a craft or trade licence: 5,805

v

nomenon which became known as the
“socialist black hole”.” Large enterprises

Autonomous entrepreneurs with a craft licence: 43,573

included a few large conglomerates that

had been created by political decisions, but most of these col-
lapsed after 1990. At the same time there existed a large private
crafts and trades sector, which in 1991 consisted of 35,700
autonomous tradespeople and a large number of spare-time,
occasional workers. A number of factors were responsible for
the rapid initial development of new firms:

e a strong tradition of private enterprise in crafts and trades (and
significant financial capital),

* Slovenia’s openness to the European and broader internation-
al economy, which fostered a market orientation, developed
management capabilities and shaped a positive attitude
towards the operation of the market,

e action by support organisations, the Chamber of Commerce
and Industry and especially the Chamber of Crafts,

e available productive know-how, although the educational
system did not nurture a practical vocational orientation, a
desire for business autonomy, and risk-taking,

* a considerable number of people working abroad, who

brought a commercial mentality, business contacts and signifi-
cant financial capital.

Figure 1: Composition of activities in the Slovenian economy
by type of commercial entity, 2000 **

Slovenian entrepreneurs

While Slovenia lacks a detailed analysis of who joined the entre-

preneurial wave, various studies of different groups of entrepre-

neurs suggest that today’s SME owner managers have the fol-

lowing backgrounds:

o former employees in “socially-owned” enterprises, who have
responded to market opportunities and the profit motive or a
desire for autonomy,

middle and senior management of “socially-owned” enter-
prises, who left these enterprises, set up their own firms and
thus resolved the problem of indebtedness and overstaffing,

successful craft and trade practitioners with a stable clientele
and large production capacity,

unemployed individuals from the self-employment pro-
gramme,

* members of independent professions, such as architects,
lawyers, consultants and artists.
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Firms set up by such diverse groups are characterised by differ-
ent types of behaviour. Dynamic companies contains many for-
mer managers who have business know-how and experience of
running large firms. Unemployed people, who formed around
25% of new firms in the period 1991-95 with government assis-
tance (information advice and financial support), generally have
lifestyle businesses. Professional and younger, educated genera-
tions set up “new economy” firms using modern technology and
with more of an international orientation.

In the period 1990-95 a frequent reason for setting up a firm was
job dissatisfaction in large “socially-owned” enterprises, in
which enterprising individuals were often unable to realise their
ideas, and the desire to make the most of their abilities, coupled
with a perceived market opportunity. Unemployment or dissat-
isfaction with pay were factors to a lesser extent. The most pow-
erful incentives for Slovenes to go into business on their own are
independence and scope to make their own decisions. Earnings
are only in third place, which explains why most firms are not
heavily growth-oriented.

In the early 1990s many entrepreneurs with only a vocational or
secondary education chose to start their own business. Such
people made up 70% of self-employed individuals, 66% of
“average” entrepreneurs and craft workers or tradespeople, and
60% of women. Since 1995 the educational level of entrepre-
neurs has been improving, which is also resulting in closer
attention to R&D, innovation and modern technology. In the ini-
tial period firms were set up by highly experienced entrepre-
neurs who had previously not been allowed to do so by the sys-
tem (over 60% of entrepreneurs had more than ten years’ work
experience), whereas now young people are becoming more
and more involved. Slovenian entrepreneurs view their strengths
as responsibility, enthusiasm and persistence, and to a much
lesser extent creativity, innovation, vision and willingness to
take risks. The psychological profile of Slovenian entrepreneurs
is on the whole closer to the attributes of good employees than
to the desired qualities of dynamic, innovative entrepreneurs.

Many of the firms that came into being during the entrepreneur-
ial wave of the 1990s were family businesses; in 2002 out of a
sample of 222 SMEs around 57% were family-run. By 2010
many family firms will run up against the dilemma of transition
to the next generation, which most of them are unprepared for.
Women founded around 24% of firms; an analysis of companies
for 1999 showed that 17.4% were started and run by women,
16.9% were run by men and women, and 65.7% were run by
male owners. The role of women is larger than this implies, as
they are important members of family firms even if this is not
apparent in a formal ownership stake, because of the influence
of traditional mentality. Women on average set up smaller firms
(in 1998 they employed on average 2.4 people, while firms set
up by men employed 3.7; 19.3% of firms run by women had
one employee and only 8.8% of them had 26-50 employees).
Female firms are also smaller in terms of capital and revenue
and are less export-oriented, which is linked to the fact that most
of them are service businesses serving the local market. In terms
of financial indicators per employee they often do as well as
“male” firms and in some years are indeed more profitable.

The legal framework for entrepreneurship
and SMEs

Even under socialism Slovenia had a legal framework in place
for private activity in crafts and trades, which was subject to
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restrictions on the number of employees and on assets (size of
premises, carrying capacity of vehicles etc.). The Enterprises Act
(1988) and liberalisation of external trade were followed by the
Small Business Development Act (1991), which defined the
small business sector and provided for the creation of the Small
Business Development Fund and a support network coordinat-
ed by the Small Business Development Centre. The legal frame-
work for the setting-up and development of firms was laid down
in the Companies Act (1993) and the Crafts and Trades Act
(1994). Both laws necessitated formal legal changes (in the crafts
and trades sector) or capital increases of companies because of
an increase in the legally required sum of founding capital. This
also put an end to the formerly very low cost of setting up a
company. Important subsequent legislation on SMEs governs
regional development, finance transactions, employment rela-
tions and various regulations regarding working conditions,
such as workplace safety, hygiene and technical standards, etc.
This legislation falls short of the level of liberalisation and flexi-
bility of the developed market economies, especially for micro
firms and crafts and trades. The tax authorities are also well
known for their poor understanding of the problems encoun-
tered by SMEs.

The Slovenian government changed the status of the ministry
responsible for the small business sector or entrepreneurship
several times during the 1990s. Under the latest system respon-
sibility for entrepreneurship, which today is viewed primarily as
a segment of small and medium-sized enterprises, lies with a
section of the Ministry of Economy, which is also responsible for
firms (and competition), the internal market, regional develop-
ment and technological development. Recently programmes for
the development of micro firms and craft and trade activities
have been under development, as these businesses represent an
important potential source of employment and a possible source
of demand for many small-scale resources. With a threefold
increase in the number of municipalities since 1995 and with
administrative units as an extension of the state administration,
administrative reforms have also made formal procedures more
onerous and led to a dispersion of development funds, which
therefore lack “critical mass” for larger regional projects.

Entrepreneurship and SMEs did not yet receive special attention
in Slovenia’s development strategy in the early 1990s. The first
Small Business Sector Development Strategy was drawn up in
1996 but did not pass through a formal procedure and become
a binding document. Its content was, however, incorporated in
the accession strategy for joining the EU. The current SME and
Entrepreneurship Development Strategy was produced in 2001
and describes entrepreneurship as an engine of development,
structural change and competitive ability of the Slovenian econ-
omy. In this respect the term entrepreneurship covers corporate
enterprise, in which the composition and conduct of SMEs and
leading large firms have seen many changes.

The support environment

The concept for a support network for the development of SMEs
changed several times during the 1990s. Originally aimed at
small firms, the network has nevertheless been based through-
out on partnership among existing institutions, especially the
Chamber of Commerce and Industry and the Chamber of Crafts,
the Employment Service and the entrepreneurial centres,
although initially the network was organisationally directed at
the then-existing municipalities. With the reform of the munici-
palities in 1995 many have become so small that they lack the
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resources for local enterprise centres. These centres are there-
fore due to be reformed on a supra-municipal basis. At the same
time a network of regional development agencies is being built
up, to be responsible for development planning, Slovenia’s
inclusion in EU structural funds and the development of major
projects linking several municipalities.

Slovenian entrepreneurs lack capital and knowledge of financial
management. The commercial banks are not yet sufficiently
effective in supporting SMEs, because of which the central insti-
tution for financial support of SMEs is a national public fund that
facilitates cheaper borrowing via the business banks and
approves guarantees. Regional guarantee schemes are intended
to resolve the problem of guarantees, while local funds or
municipal budgets supply firms in the start-up phase with micro
credit, interest rate subsidies and other forms of smaller-scale
assistance. The provision of venture capital is low in terms of
amounts and the number of projects involved. The value of
direct private investment in firms owned by other parties is prob-
ably larger, although there are no reliable estimates. These
investments occur mainly by way of personal acquaintance and
family relations. Problems with serious debt repayment difficul-
ties surface time to time, an area in which modern creditor pro-
tection is not effective.

As early as around 1990 several incubators sprang up in
Slovenia with funding from municipalities or large enterprises
wanting to alleviate the problem of surplus employees. Most of
these incubators failed to become established due to inappro-
priate planning decisions (too small or unsuitable premises or a
lack of premises altogether) and a lack of operating funds.
Recently several incubators have been set up with the help of
the municipalities, government and PHARE project funding.
Incubators are also being set up at the Universities of Ljubljana
and Maribor. There is also a technological park at both institu-
tions.

Towards the end of the 1990s the concept of designing
favourable spatial planning solutions through enterprise or craft
and trade zones became increasingly established. Such zones
are important because of the high prices of land and infrastruc-
ture, but municipalities lack the funds for effective involvement.
Some municipalities are hoping to attract entrepreneurs from
outside, including from abroad, with enterprise zones, especial-
ly through cross-border links, for which municipalities are how-
ever too small.

Entrepreneurship and regional development
During the socialist era Slovenia established the concept of
polycentric development, whereby firms were created over the
entire territory, often as dislocated branches of major enterpris-
es. This policy was financially supported by a development fund
for less developed regions or by government through a system of
tax reliefs and subsidies. During the transition period the gov-
ernment neglected uniform regional development. Being the
metropolis, Ljubljana acquired increased political, economic
and cultural functions and established itself as the undisputed
financial centre of the new state. The process of the creation of
new firms, especially in the area of commercial services, was
therefore most intense in central Slovenia.

The development of entrepreneurship during the 1990s brought
a number of regional characteristics to light:

* because of its role as the metropolis, a growing market, high
purchasing power and well developed commercial services,

central Slovenia achieved a high concentration of SMEs, even
though this was not the result of planned policy or effective
measures by the City Municipality of Ljubljana,

entrepreneurship developed more strongly along the border
with Italy, partly due to knowledge of the Italian language on
the Slovenian side of the border, the activity of the Slovenian
minority in Italy, important transport routes and tourism,

¢ elsewhere in regional centres the number of firms is around
average, which is often linked to their commercial functions
as a centre and to improved logistics,

in the less developed regions of south-eastern Slovenia and
along the Croatian border the number of new SMEs is low, the
population is still engaged in farming occupations, and there
is much daily and seasonal migration to Austria, Italy and the
more developed regions of Slovenia,

certain traditional centres of mining and heavy metalworking
are finding it very difficult to make the transition to more
entrepreneurial activities, as people lack certain knowledge
and skills, while the quality of life in such centres is also
becoming unattractive,

* in regions where highly successful large enterprises have
remained, the pressure to turn to entrepreneurship is distinct-
ly lower, service sector SMEs are developing gradually to
serve the needs of the economy and the processes of contrac-
tual cooperation with large firms are no longer rapid.

Financial funds for the encouragement of entrepreneurship are
lacking to support a stronger role of entrepreneurship at the
local level, although some municipalities have been much more
successful than others in cases where the municipal leadership
has grasped the significance and potential of entrepreneurship.

Conclusion

In the first half of the 1990s the rapid emergence of SMEs justi-
fied use of the term “entrepreneurial revolution”. Subsequently
the initial entrepreneurial surge died down, market niches were
filled and larger enterprises became more competitive again
with the end of privatisation and restructuring.

The problem of Slovenian SMEs remains that for the most part
they do not act as a dynamic sector; they do not grow, and firms
are more the result of an ambition to achieve autonomy and
attain a certain lifestyle. The number of technologically oriented
firms or firms based on their own innovations is small. The com-
petitiveness of SMEs therefore depends too much on long-term
hard work and relatively low wages, and too little on first-rate
knowledge, innovation and modern technology. Successful
firms struggle to recruit workers with an excellent training, and
must therefore invest more in further training or be content with
less demanding production. Awareness of entrepreneurship and
SMEs gradually set in throughout the 1990s, although there is no
clamour of interest in such a career. We still lack a positive atti-
tude towards entrepreneurship, towards successful and wealthy
entrepreneurs, while our entrepreneurial infrastructure also fails
to provide conducive conditions for the emergence and growth
of firms.
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Annex 2: SLOVENIAN ENTREPRENEURSHIP IN 2001

The Global Entrepreneurship Monitor looks in detail at one of the
two sources of economic growth, namely the entrepreneurial
process by which nascent and new firms come into being. It is
not directly concerned with firms more than three-and-a-half
years old. Nevertheless, as it is recognised in the GEM concep-
tual model, these are major contributors to national economic
growth. The TEA index of 4.63% for Slovenia implies that there
were fewer than 60,000 nascent and new entrepreneurs in
Slovenia in May 2002. Their basic characteristics have been
analysed in the preceding pages. What follows is some basic
information about all firms in Slovenia.” This information thus
includes existing, established firms as well as GEM entrepre-
neurs.

Methodological note

This overview of Slovenian entrepreneurship covers all compa-
nies and autonomous entrepreneurs and other "taxable entities"*
engaged in entrepreneurial activity which traded and submitted
a business report for 2001. Data were obtained from two
sources: the Agency for Payments (APP) for companies and the
Tax Administration of the Republic of Slovenia for autonomous
entrepreneurs and other taxable entities. Since these two basic

sources are not harmonised, it was not possible to use them
directly but it was necessary to combine and reconcile them.
After combining the data on companies and autonomous entre-
preneurs and taxable entities we categorised firms into conven-
tional size brackets. Firms with 0 to 9 employees are referred to
as micro firms. Firms with 10 to 49 employees are referred to as
small firms. Firms with 50 to 249 employees are referred to as
medium-sized firms. Firms with 250 or more employees are
referred to as large firms. We use only the number of employees
to categorise firms by size, although revenues and assets are also
often used.

The division of Slovenia into regions is taken from the Statistical
Office of the Republic of Slovenia, which defines statistical
regions based on functional and planning regions comprised of
municipalities. There are 12 statistical regions. To avoid poten-
tial identifiability of individual firms whose total number in a
particular activity in 2001 was three or less, balance sheet data
is given in aggregate form only within each region.”

Certain taxable entities that do not belong to any standard activi-
ty fall into activity X according to NACE classification of activities.
In 2001 there were 1,064 such firms, employing 20,767 people.
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Number of employees Total
0 1-9 10-49 50-249 250 and more

Number of firms 9,523 87,140 4,695 1,210 327 102,895
Share of firms (%) 9.3% 84.7% 4.6% 1.2% 0.3% 100.0%
Employment 0 170,013 92,301 132,194 222,722 617,230
Employment share (%) 0.0% 27.5% 15.0% 21.4% 36.1% 100.0%
Employees per firm 0.0 2.0 19.7 109.3 681.1 6.0
Turnover per firm

(in million SIT) 8 25 392 1,789 13,452 103
(in 1,000 euro) 35 113 1,802 8,230 61,872 475
Value added per employee

(in SIT) 3,011,369 4,427,422 4,259,391 5,144,500 4,277,292
(in euro) 13,851 20,364 19,591 23,662 19,674

Slovenia

Gorenjska
50

Central Slovenia
65

44

Notranjska

Savinjska

South-east

Pomurje
36

Podravje
45

LEGEND:
Number of firms per 1000 inhabitants:

[ ] 60-

[ ] 50-59
[ 40-49
Hl

Source: Slovenian Entrepreneurship Observatory

*1 euro = 217,413 SIT (per July 3", 2001)

Table T — Annex II: Slovenian firms by size classes in 2001

Number and average size of firms

In 2001 there were 102,895 firms in Slovenia, including 9,523
with 0 employees,” 87,140 with 1 to 9 employees, 4,695 with
10 to 49 employees, 1,210 with 50 to 249 employees and 327
with 250 or more employees. Micro firms in Slovenia in 2001
numbered 96,663, or 93.9% of all firms. If we add small and
medium-sized firms, there were 102,568 micro, small and medi-
um-sized firms (SMEs) in Slovenia in 2001, or 99.7% of all firms.
The 327 large firms with 250 or more employees represent only
one-third of one per cent of all firms in Slovenia.

Over two-thirds of firms making daily business decisions in the
Slovenian market are individual or autonomous entrepreneurs.
Because most of them are economically weak and lack bargain-
ing power, it is all the more important that economic policy
focus special attention on them, as well as on micro firms in
general. It will not be possible to foster the development of the
Slovenian economy if micro and small firms are not helped to
compete and cooperate equally with more powerful medium-
sized and large firms. The largest number of firms is in activity
G: wholesale and retail, repair of motor vehicles, personal and
household goods (23%). This is followed by activity D: manu-
facturing (20%), activity K: real estate, renting and business
activities (16%), activity F: construction (13%) and activity
I: transport, storage and communication (10%). Less than one-
fifth of firms fall into the other activities.

The largest number of firms is in the Central Slovenia region
(31,632) and the fewest are in the Zasavje region (1,547).
Regions with a smaller absolute number of firms also have fewer

firms per thousand inhabitants, which indicate a lower rate of
entrepreneurial activity in such regions. Way above the nation-
al average in terms of number of firms per thousand inhabitants
(52), are the Coastal Karst region, with 68 firms per thousand
inhabitants and the Central Slovenia region (65). In last place is
the Zasavje region with 35 firms per thousand inhabitants
(Figure 1). Regions with smaller number of firms per thousand
inhabitants are evidently less developed.

Number of employees

Slovenian firms employed 617,230 people in 2001. This
includes 43,567 taxable entities that officially had no employ-
ees, because by statistics individual entrepreneurs are not con-
sidered as employees. Our study counts these entities as firms
with 1 to 9 employees. On this basis, micro firms employed
170,013 people (or 27.5% of all employees), small firms 92,301
(15%), medium-sized firms 132,194 (21.4%) and large firms
222,722 (36.1%). SMEs thus employed 394,508 people (or
63.9% of all employees). No large firms were engaged in fishing
(NACE B), financial intermediation (NACE J), public administra-
tion and defence, compulsory social security (NACE L) and edu-
cation (NACE M). Employees in SMEs predominate in the fol-
lowing activities: real estate, renting and business activities —
NACE K (91%), hotels and restaurants — NACE H (90%), agri-
culture, hunting and forestry — NACE A (87%), other communi-
ty, social and personal services — NACE O (84%), health and
social work — NACE N (78%), construction — NACE F (76%),
wholesale and retail, repair of motor vehicles, personal and
household goods — NACE G (73%), and manufacturing — NACE

Employment according to size classes, 2001
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[010to 49

O 50 to 249
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Figure 1 — Annex Il: Number of firms per thousand inhabitants
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Figure 2 — Annex lI: Slovenian firms in 2001 by size classes and employment
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D (51%). Large firms dominate the following activities in terms
of number of employees: mining and quarrying — NACE C
(79%), electricity, gas and water supply — NACE E (60%) and
transport, storage and communications — NACE | (51%).

Value added
Slovenian firms generated SIT 2,640,073 million (€12,143 mil-

lion) in value added” in 2001. The distribution of value added
by firm size was as follows: firms with zero employees €48.7
million (0.4% of total value added for 2001), firms with 1-9
employees €2,355 million (19.4%), firms with 10-49 employees
€1,880 million (15.5%), firms with 50-249 employees €2,590
million (21.3%) and firms with 250 or more employees €5,270
million (43.4%).

Ayerage walue added in Slovenian and EU firms

Fhos g
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Figure 3 — Annex Il: Value added per employee

It is evident that micro and small firms are becoming increas-
ingly important, as their combined value added in 2001 had
risen to €4,283 million or 35% of the total. Meanwhile medium-
sized firms created €2,590 million or 21% and large firms
€5,270 million or 43%. SMEs were therefore responsible for a
total of 56% of value added in 2001 (Figure 3).

Average added value per employee in Slovenia in 2001 was
SIT 4.3 million (€19,674). Average value added per employee in
micro firms was below the national average at SIT 3.0 million
(€13,851). Average value added per employee was SIT 4.4 mil-
lion (€20,364) in small firms, SIT 4.3 million (€19,591) in medi-
um-sized firms and SIT 5.1 million (€23,662) in large firms. The
average value added per employee in SMEs was below the
national average for all firms at SIT 3.8 million (€17,422).

56

Comparing Slovenian entrepreneurship with the EU-19, we find
that while the number of firms and the distribution of employees
across firms of different size are comparable, the economic
power of Slovenian entrepreneurship remains rather weak.*
Average value added per employee in the EU-19 in 2000 was
€80,000, compared with only €19,000 in Slovenia. Comparison
between average income and average value added also suggests
pronounced cost inefficiency of Slovenian firms. While the ratio
of income in Slovenia and the EU-19 is 1 : 2.75, that of value
added is 1 : 4.21. This difference is greatest in the case of medi-
um-sized firms, which achieve only 17% of the value added cre-
ated by European firms (€18,000 as against €105,000).

For a successul integration into the European market, Slovenia
should accelerate investment into higher education, information
technology, research and development as well as efficient legis-
lation in the field of intelectual property, to build a knowledge-
based society (which is the prime objective of the Slovenian
strategy for economic development 2001-2006). The aim can be
reached by transforming the country into a competitive and
dynamic knowledge-based economy, capable of sustainable
economic growth through the support of entrepreneurship and
entrepreneurial dynamism. It is important to introduce the type
of policies to enhance the possibilities for success and growth,
as well as to affect the birth of enterprises and the survival of
new and already established enterprises.

The primary objective should be to create conditions for the
quick and sustainable growth of productivity. An economy can-
not be competitive unless companies operating there are com-
petitive, whether they are domestic or subsidiaries of foreign
companies. The sophistication of companies is bound to the
quality of the national business environment. More sophisticat-
ed strategies by companies require more highly skilled people,
better information, improving infrastructure, more advanced
institutions, and stronger competitive pressure. The types of
competitive advantages a nation’s companies enjoy must shift
from comparative advantages (low-cost labor or natural
resources) to competitive advantages due to more distinctive
products made with more productive methods. Only stable
political and legal institutions and healthy macroeconomic pol-
icy assure and create the potential for improvements in national
prosperity, of which the aims are high wages and attractive cap-
ital investment. It cannot be the aim of the macroeconomic pol-
icy to improve only the political and legal institutions per se,
without worrying about the enterprise sector. The prosperity of
the nation’s capabilities is dependent on the microeconomic
level of the economy.

GEM
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resent 69% of all registered university students and women make up 48.8% of the total wok force, but only 28.3% of managers in
firms, 7.8% of National Assembly deputies and 6.3% of ministers in the Government of Slovenia.
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¥ See Glas, M., Petrin, T.: Podjetnistvo: nov izziv za Slovenke, Working Paper 74, Faculty of Economics Research Centre, Faculty
of Economics, Ljubljana; Glas, M., and Drnoviek, M.: Slovenke kot porajajoCe se podjetnice, Working Paper 101, Faculty of
Economics Research Centre, Faculty of Economics, Ljubljana, 2000.

* In 1995 women ran 24.4% of all small companies, only 18% in manufacturing, 14.5% in construction and 13.9% in transport
and communications, but 33.2% in retail, 35.5% in personal services and 56% in business services (Glas, Petrin, 1998, pp. 4).

2 See Glas, Drnovsek, 2000.

* Vahci¢, A., Petrin, T.: “Restructuring the Yugoslav Economy through the Development of Entrepreneurship, and the Role of the
Financial System”. Society for Slovenian Studies: Slovenian Studies, 12 (1990), 1, pp. 67-73; Tyson, L., Petrin, T., Rogers, H.:
“Promoting Entrepreneurship in Eastern Europe” in Acs, Z. (ed.): Small Firms and Economic Growth, Vol. |, Edward Elgar, Brookfield
1996.

» Rebernik, M.: “Beyond markets, hierarchies and ownership mania in transitional countries”. Systems Research and Behavioral
Science. Vol. 14, no. 3, 1997, pp. 183-194.

* Glas, M., Drnovsek, M.: “Small Business in Slovenia: Expectations and Accomplishments”, 2000 (unpublished).
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» Information summarised from Rebernik, M. et al.: Slovenski podjetniski observatorij 2002 (Slovenian Entrepreneurship
Observatory 2002), IPMMP, Maribor 2002.

** A taxable entity is any person who independently (autonomously) undertakes a productive, processing, trade or service activity,
including coalmining, agricultural and professional activity, as well as the exploitation of property and property services, irrespec-
tive of the purpose or outcome of engagement in the activity. They may be autonomous entrepreneurs, other natural and legal per-
sons undertaking activity and reorded in another register or other form of written record-keeping on the territory of the Republic of
Slovenia, foreign natural and legal persons who do not have a main office or other registered form in the Republic of Slovenia, if
they undertake activity on its territory, other taxable entities liable for income tax and particular subcategories thereof and taxable
entities liable for other taxes according to tax and other legislation.

7 The total number of excluded firms is 120. The number of excluded firms by region is as follows: Pomurje 9, Podravje 12,
Koroska 10, Savinjska 13, Zasavje 5, Spodnje Posavje 9, South-east 16, Central Slovenia 5, Gorenjska 13, Notranjska Karst 7,
Goriska 6, and Coastal Karst 15.

% All taxable entities recorded as having no employees with the Tax Administration of the Republic of Slovenia were included in
the category of firms with 1-9 employees. There were 43,567 such taxable entities in Slovenia in 2001. Thus, the 9,523 firms with
no employees capture only companies whose balance sheet and income statement are collected by the Agency for Payments.

» Added value for companies: Gross profit from operating activities (net sales +/— changes in inventories of finished goods and work
in progress + capitalised own products and services + other operating revenues) — raw materials and consumables used — other oper-
ating expenses; Added value for autonomous entrepreneurs: profit from operating activities + other revenues — cost of sales (pur-
chases of consumables used +/— change in inventories of finished goods) — services costs — other costs and expenses.

* Source: For Slovenia, IPMMP based on Tax Administration and Agency for Payments data; for EU-19, Observatory of European
SMEs 2002/No. 2, European Commission, pp. 11.
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