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STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LV, 1, 2010

WHAT MAKES A HIGH-GROWTH FIRM IN SPAIN?
A PROBIT ANALYSIS USING FIRM-LEVEL DATA

PALOMA LOPEZ-GARCIA', SERGIO PUENTE?

ABSTRACT. Many studies have established that a small number of firms, known as
fast-growth firms or Gazelles, create most of the new jobs. In spite of the importance of
this topic from a policy-point of view, most of those studies are descriptive and limited
to a comparison of the characteristics of the high-growth group with respect to a
control group of firms. This paper, on the other hand, performs a multivariate analysis
of the determinants of the fast growth of Spanish firms controlling for the possible
endogeneity of some variables. We use for that purpose a firm-level database with
information for about 200,000 Spanish firms per year between 1996 and 2003. We find
that being a start-up increases the probability of fast growth by more than 30pp,
conditioned on having survived over the period. Firms with initial higher relative wages
and debt ratio, up to a certain point, also experience higher chances of fast growth.
Hence, as it was established elsewhere, better access to finance and to human capital
are key to increase the number and growth of Gazelles. We also find that high-growth
firm sustain their expansion with relatively more debt and fixed-term contracts than the
rest of the firms in the sample.

Key words: High-growth firms; Gazelles; Probit analysis; Firm-level data

JEL Classification: L25; J23

Introduction

Over decades there has been much debate about whether small or large
firms contribute the most to net employment creation (Birch 1981 and Davis et al
1996). There is, however, broad consensus about the fact that relatively few firms,
be them small or large, known as high-growth firms or Gazelles®, are responsible
for the majority of jobs created. Birch and Medoff (1994), for example, estimate for
the USA that during the 1988-1992 period, 4% of ongoing firms created about 60%

! Bank of Spain, Research Department, Paloma.lopez-garcia@bde.es

2 Bank of Spain, Research Department, Sergio.puente@bde.es

3 Birch named the group of high-growth firms “Gazelles” in opposition to the group of small slow growers,
”mice” and the group of large slow growers, “elephants” (see Henrekson and Johansson 2008 for a
literature review). Later, the OECD (Ahmad 2006) proposed to use the term Gazelle exclusively to mark
young high-growth firms, usually defined as having less than 5 years of operations. In this work we will
use indistinctly the terms high-growth firms or Gazelles, independently on the age of the firms.
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of the jobs. Similarly, Storey (1994) reviews several studies for diverse countries and
estimates than, in average, 4% of firms get to create about half of new jobs over a
decade. Schreyer (2000) reviews the results from 6 OECD countries* and concludes
that, in spite of the diverse data sources and methodologies, high-growth firms account
for a disproportionately large part of net job creation in all countries analysed. Not
only that, as Figure 1 below shows there is a strong correlation between the prevalence
rate of Gazelles in different OECD countries and their corresponding aggregate
employment variation rates.” Of course a simple bivariate scatterplot as the one shown
in Figure 1 does not necessarily capture any causal relationship between gazelles
and aggregate employment creation rates, but taken together with the reported evidence
on the important net job creation of high-growth firms, it constitutes a wake-up call
for policy-makers.

GAZELLES VERSUS EMPLOYMENT VARIATION FOR SOME OECD

Figure 1
COUNTRIES: 99-01; 00-02; 01-03
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PREVALENCE RATES OF GAZELLES

Sources: Bank of Spain Firm Demography Database and OECD STAN Database.

But what do we know about Gazelles? What do they look like? Where are
they? What can governments do so there are more of them? In spite of different criteria
used in the literature to classify a firm as a Gazelle, different data sources, time periods
or methodologies, a number of results turn out to be quite robust. First, although high-
growth firms can be of all sizes, small firms seem to be overrepresented. Moreover,
among high-growth firms, small firms’ job creation rates exceed those of large ones.

4 Germany, Netherlands, Italy, Spain, Sweden and the region of Quebec, in Canada.

> The prevalence rates have been estimated by Hoffiman and Junge (2006). They correspond to 17 OECD
countries and 3 different two-year periods: 1999-2001, 2000-2002 and 2001-2003. The Figure shows the
pooled rates against the corresponding two-year employment variation rates obtained from the OECD
STAN database. The sectors considered are industry and services.
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Although there are large firms classified as well as Gazelles, their employment growth
is mostly “acquired”, that is, due to some kind of restructuring such as mergers or
acquisitions. Second, high-growth firms tend to be younger than average. Overall it
seems that newness is a more important factor for this group of firms than smallness.
And third, there are high-growth firms in all industries not only, as it could be believed,
in high-technology industries. If anything, there seems to be some overrepresentation
in market services.®

Apart from size, sector and age, variables included in almost every single
study on this topic, other dimensions of interest are analysed as well by a number
of papers. For example, there is some consensus about the fact that high-growth
firms are more technology intensive than average firms. EIM (2006) estimates that
in the Netherlands about 40% of high-growth firms spend 10% of turnover or more
in R&D whereas only 30% of slow growers devote such an effort to those activities.
Schreyer (2000) finds a similar result in his review of the phenomenon in 6 OECD
countries. In Spain, for example, he estimates that whereas about 50% of manufacturing
firms undertake some R&D activity, the percentage increases to 70% when it comes to
high-growth firms.”

The fact that Gazelles tend to be, to a certain extent, technology intensive
young small firms explains the frequency with which they report having difficulties
accessing to external financing. Indeed, there are at least four specific characteristics
of R&D investment which might explain the existence of credit restrictions (see
Hall 2002): First, the investment outcome is highly uncertain and, therefore, risky.
Second, information asymmetries might be very important —and insurmountable—
due to the secrecy around this type of activities to protect intellectual property. Third,
the output of this investment is, broadly speaking, knowledge, an intangible asset
which is very difficult to collateralize. And fourth, there is a long gap of time between
the time of investment and the time of reaping the rewards from it. Hence, innovative
firms might have a cash-flow shortage problem that could difficult even further their
access to finance. Add to this equation the reported difficulties of young small firms to
access finance —due to lack of track record or collateral®—and you have a probable
case of underinvestment which might be reducing the number of high-growth firms.

Additionally, high-growth firms seem to spend more time and money in staff
training and to hire more qualified workers than the average firm. EIM (2006), for
example, estimates that Gazelles spend 70% more of time in staff training than slow
growers. The information we have about this phenomenon stemming from interviews
with entrepreneurs point in the same direction: Europe’s 500°, for example, shows
that the key for success of the European most dynamic entrepreneurs during the 80s
was human capital.

% See for example the literature review of Henreksson and Johansson (2008).

7 The Spanish case study of Schreyer (2000) is based on the “Encuesta sobre Estrategias Empresariales”, a
representative sample of manufacturing firms with more than 10 employees.

8 See Coluzzi et al (2008).

® Europe’s 500 focus on the 500 most dynamic European entrepreneurs between 1979 and 1984.
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Finally, in Schreyer (2000) some country studies distinguish between independent
firms and those that are partly or wholly owned by another firm. All of them conclude
that dependent firms play a more than proportional part in the group of high-growth
firms. They attribute this finding to three possible factors, also associated to reported
constraints to growth: 1) dependent firms have easier access to finance; 2) dependent
firms have better access to human capital whenever recruitment, training and
mobility involve fixed costs and/or a minimum size; 3) dependent firms have easier
access to information about markets, products and technologies.

In spite of the importance of this topic from a policy-point of view, most of the
studies of Gazelles are descriptive and limited to a comparison of the characteristics
of the high-growth group with respect to a control group of firms. However, a
multivariate analysis of the determinants of the fast growth of firms would be
required to disentangle the effect of the different variables reported to be important.
That is precisely the first aim of this paper. Using firm-level data for Spanish firms,
operating in all sectors of the economy, we run a probit regression to estimate the
partial effect of each of the possible determinants of high-growth suggested by the
literature reviewed above. Among those determinants we include sector of activity,
age and region but also the capital structure of the firm and the relative qualification of
the workforce at the beginning of the period. Given the fact that we have several
years of information we are able to control for the fact that a firm marked as a
gazelle in a certain period was also a high-growth firm in the previous period.
Apart from controlling for possible endogeneity problems this procedure will allow
us to study the growth inertia of this group of firms.

The second contribution of the paper is the analysis of the characteristics and
determinants of Gazelles for the specific case of Spain. To the best of our knowledge, the
only other paper addressing the phenomenon in Spain is Schreyer (2000), who summarises
the results from 6 OECD country studies using a homogeneous methodology and
treatment of the data so as to be as comparable as possible.'® The Spanish study is
based on the Encuesta sobre Estrategias Empresariales (ESEE) database, including
firm-level information for about 1200 manufacturing established firms for the period
1990 to 1994. The dataset includes a representative sample of firms with more than
10 but less than 200 employees and virtually all firms with more than 200 employees.
Given the results elsewhere about the newness of high-growth firms as well as their
overrepresentation in the service sector, the exclusion of entries and the focus of
the Spanish study in the manufacturing sector could be affecting the results. Moreover,
the study excludes all firms with less than 10 employees which, given the reduced
average size of firms in Spain, could also be leaving out of the analysis a large number
of potential fast growers.

1% Hoffiman and Junge (2006) count the number of high-growth firms in Spain, in order to compare it with
that in other countries, but they do not perform any further analysis about Gazelles” characteristics
or determinants.
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The database used in this paper has been constructed at the Bank of Spain
to overcome these problems. It contains firm-level information from the provincial
firm registries and the National Institute of Statistics (INE) and offers at least four
advantages with respect to other databases. First, there is little undersampling of
small and young firms. Second, it includes all entries and exits. Third, it covers the
whole market economy (but the financial sector). Fourth and last characteristic of
our dataset is that the relatively long time span allows us to study different waves
of high-growth firms so as to check the consistency of our findings as well as to
control for possible endogeneity.

The next section describes briefly the database and goes over the definition
of high-growth firms used in this paper. Section 3 performs a descriptive analysis
of Gazelles which includes an account of their importance in terms of employment in
Spain. Section four performs a probit analysis in order to study the main determinants
of fast employment growth. Section five looks at the growth process of this group
of firms. The purpose is to learn what type of employees and finance use Gazelles
in Spain to sustain their impressive growth. Finally, section six concludes.

1. Data and definitions
1.1 The database

The Bank of Spain Firm Demography Database (BSFDD) contains information
on sector of activity (at 4 digits), region, legal form, employment and some entries
from the balance sheet at firm-level for about 90,000-200,000 Spanish Limited
Liability Societies and Corporations operating in all sectors of the market economy
(but the financial one) each year between 1996 and 2003. Data come from two sources:
the “Directorio Central de Empresas” (DIRCE)"", with information stemming from tax
and social security records, and the “Central de Balances del Banco de Espaia” (CB),
which processes data from the provincial firm registries.

For a detailed account of the construction of the dataset, please refer to
Lopez-Garcia and Puente (2007). However, three important points of the construction
process are worth stressing and repeating here. First of all, although all companies
(not self-employed) are obliged by law to deposit every year their financial accounts in
the provincial firm registries, they often choose not to. Moreover, reporting employment
data is not compulsory but voluntary. The result is that amongst the firms that
present coherent financial statements and employment figures at least one year,
many disappear from the registry to appear year/s later. That means that we are
unable to deduct the date of entry and exit of the firms solely from the presence or
absence of data in the registry, as it is done in other countries. For that reason we
had to resort to a second data source, DIRCE, to get information on all entries and
exits within the period of analysis.'? Information for all the rest of active firms
every year comes from the firm registries.

"' Managed by the National Institute of Statistics (INE).
"2 DIRCE has provided as well the employment, region and the sector of activity at entry or exit.



PALOMA LOPEZ-GARCIA, SERGIO PUENTE

Secondly, the unit of production considered is the firm. We only have data
on Limited Liability Companies and Corporations, not on self-employed workers."
There are no employment thresholds, that is, we also have firms with no employees
(only when they are constituted as Limited Liabilities Companies or Corporations).
Thirdly, as it was mentioned before, the number of firms, as well as their employment
and sector of activity, which enter or exit the market every year is provided by DIRCE.
DIRCE records an entry whenever a new fiscal identification number is given to a
firm. An exit is recorded when a fiscal identification number disappears. That means
that any restructuring of firms (M&A) resulting in a new identification number will
be recorded as an entry by DIRCE. Using information from large firms collaborating
with the Bank of Spain we have estimated that around 5% of entries of firms with
less than 20 employees and most of the entries recorded by DIRCE of firms with
more than 100 employees could be the result of some kind of restructuring process
or “false” entries. Moreover, we have no way to know whether observed employment
growth of already established firms responds to an internal process of growth or, on the
contrary, it is “acquired” growth stemming from M&A." Please keep these caveats in
mind when interpreting the results of the paper.

Firms in this literature are classified as fast growers on the basis of their
employment or turnover growth over a period of several years. Given the fact that we
have information for a relatively longer time span, from 1996 to 2003, we construct
five different 3-year datasets'® and study the characteristics of high-growth firms in
each of them. This procedure makes it possible to check the robustness of our
results given that fast growers are not always the same across windows. Moreover,
it allows us to look into the immediate past and future of the fast growers in a
certain window to study their growth volatility as well as to control for possible
endogeneity in the empirical analysis.

1.2 Definition of high-growth firms

There are several criteria to classify a firm as a Gazelle which combine in
one manner or the other employment size and growth rate. Birch et al. (1995), for
example, required a positive turnover growth every year and a doubling of turnover
in a five-year window. Firms had to have a minimum initial turnover of $100,000.
Hoffman and Junge (2006) require a two-year growth of at least 60% with a minimum
of 20% growth per year. There is as well a requirement on initial employment of 15
employees. Schreyer (2000) proposes in his OECD study a combined measure of
relative and absolute firm employment growth following earlier work of Birch (1987).
The idea is that a growth measure meant to reflect successful management, innovation

'3 Which are about 60% of all Spanish firms.

' This is important given that Davidsson and Delmar (2003) find that small firms grow organically to
a larger extent while larger firms do so through M&A.

'3 The datasets are: 1996-1999; 1997-2000; 1998-2001; 1999-2002; 2000-2003.

10
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strategies etc. should not a priori favour any firm size class. The proportional rate
of change of employment, a relative measure, would introduce a clear bias towards
small firms. On the other hand, absolute employment growth, measured in
employees, would introduce a bias towards large firms. The combined indicator
proposed, which will be called the “Schreyer indicator” and is shown in (1) below,
has been proven to give rise to the smallest bias towards any size class.

Xt+3

S=(X,3—4X
(t+3 t Xt

e
where X,.; and X, denote employment at the end and at the beginning of the period
respectively. High-growth firms will be then chosen as the 10% with the highest
value of the indicator.

The OECD proposes a second indicator to classify firms as high-growth
similar to that of Birch (1995) and of Hoffman and Junge (2006). It is based on
average annualised employment growth —it should be greater than 20% per year in
a 3-year window—but with a minimum initial employment size of 10 employees
requirement in order to minimise the bias towards small firms."®

Turnover measures of growth can give rise to comparability problems
given the lack of consensus on how to deflate turnover as well as different criteria
to measure service sector turnover. For that reason we prefer the employment growth
criteria to classify firms as Gazelles," although an indicator based on value added
growth will eventually be used to check the robustness of the results. Unless otherwise
specified, we will use the two OECD employment based high-growth indicators:
the combined indicator labelled as Schreyer indicator and an annualised growth of
20% over a period of 3 years with a minimum initial size of 10 employees, which
will be called the OECD indicator. Given that the average size of firms in Spain is
much smaller than that in other OECD countriesm, we consider, however, the
Schreyer indicator most appropriate for the Spanish analysis.

The selection of firms to be analysed in each of the 3-year windows was as
follows: Firstly we selected all established and new firms in ¢, initial year of the
period of analysis; those are the active firms in ¢, around 300,000 in average, as
Table 1 shows. Then we chose among the active firms with one or more employee
those that survived till the end of the period, #+3, and had complete employment
data (both in ¢ and #+3). That left us with about 100,000 firms in average every
period. Lastly, according to the criteria provided in the next section, we marked the
group of firms with high employment growth.

16 See Ahman (2006).

17 In any case, Hoffman and Junge (2006) find a very high correlation (0,89) between the employment
and turnover based prevalence rate of Gazelles.

'8 Pagano and Schivardi (2003), for example, calculate that the average firm size in Spain is about
60% that in other European Union countries.
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NUMBER OF FIRMS IN SAMPLE Table 1

1996-1999 1997-2000 1998-2001 1999-2002 2000-2003
ACTIVE FIRMS IN t 283,463 310,856 338,798 364,620 388,054
Of which survive to_7+3 260,982 283,073 307,652 329,522 352,793
Of which have employment data at ¢ and e,>=] 133,091 148,625 166,251 173,558 193,633
Of which have employment data at ¢ and ¢+3 77,436 86,689 108,568 123,550 136,093
High-Growth Firms (Schreyer) 7,633 8,666 10,151 12,354 13,608
High-Growth Firms (OECD) 1,496 1,791 1,833 1,691 1,628

Source: Bank of Spain Firm Demography Database.

3. Some descriptive analysis

Are there more or less Gazelles in Spain than in other developed economies?
Although cross-country studies are rare due to data comparability problems, Hoffman
and Junge (2006) show prevalence rates of Gazelles for a number of OECD countries,
including Spain. They use the Bureau van Dijk firm-level data to estimate the percentage
of high-growth firms in the population of continuing firms with 15-200 employees.
Gazelles are defined as firms (sole proprietors are not included) with an employment
growth rate higher than 60% over two years (from t to t+2) with a minimum annual
growth of 20%. Table 2 below shows the prevalence rates across OECD countries for
the three 2-year windows analysed. Spain (1) refers to the percentage of high-growth
firms in Spain estimated by Hoffman and Junge (2006) and Spain (2) to the prevalence
rate estimated using our data but the selection criteria of Hoffman and Junge (2006).
The purpose of the comparison is to check the general validity of our data, although
the cross-country comparison should be done with the Hoffman and Junge data for
internal consistency reasons.

Table 2 shows that, averaging over the three periods, the share of high-growth
firms in the USA doubles that found in EU countries. Secondly, Spain’s share of
high-growth firms, according to the Bureau van Dijk data, is average within the
European context, where Austria and Germany are at the bottom and UK and Portugal
at the top of the ranking (considering all three periods).'® Although the evolution of
the prevalence rate of Gazelles in Spain using both the Bureau van Dijk and our
data is very similar, the percentage of high-growth firms in our database is larger.
The reason could be that our sample includes only firms which have voluntarily
deposited their accounts and employment information in the firm registries during
the period of analysis. That is, there is a probable under-representation of firms
going through difficulties. This possible self-selection problem should not affect,
however, the results of the probit analysis since we study the relative characteristics of

% Jtaly shows high prevalence rates of Gazelles when employment growth is used as defining criterion and
low prevalence rates when turnover is used instead. Hoffman and Junge (2006) attribute this fact to
the poor quality of employment data of Italian firms in the Bureau van Dijk dataset.
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high-growth firms when compared to the characteristics of the slow growers in the
group. Furthermore, the fact that we count with a large number of firms in our sample
ensures that those relative results are quite reliable.

HIGH-GROWTH FIRMS IN SPAIN AND OTHER OECD COUNTRIES Table 2
%
Country 1999-2001 2000-2002 2001-2003
Austria 0.1 0.1 0.5
Belgium 2.2 1.4 1.0
Denmark 2.1 1.5 1.4
Finland 2.9 1.5 1.4
France 1.9 1.2 1.0
Germany 0.6 0.4 0.4
Italy 3.9 2.3 2.0
Japan 0.4 0.4 0.6
Korea 7.2 4.6 4.9
Netherlands 1.5 1.4 0.8
Norway 1.3 1.3 0.9
Portuial 4.7 1.4 1.4
Sweden 2.9 2.0 1.6
Switzerland 3.8 1.7 1.2
UK 3.9 3.0 2.7
USA 4.0 3.0 2.5
EU 2.4 1.5 1.3

Source: Hoffman and Junge (2006) and Bank of Spain Firm Demography Database.

We turn now to the importance in terms of employment of Gazelles in Spain.
Figure 2 below shows the share of fast growers in the total number of firms, 10%
by construction when the Schreyer indicator is used to classify firms as fast or slow
growers, and 1.5% when the OECD criterion is used instead. We show it for the
total sample of surviving firms as well as for the sample of small firms, those with less
than 20 employees at the beginning of the period. In all cases, the employment share of
Gagzelles the first year of analysis (we show the average of the different windows
studied) exceeds their share in the number of firms. That isb the average size of
fast-growers is larger than that of the rest of surviving firms.?’ The third bar in the
Figure gives an idea of how much faster Gazelles grow when compared with the
rest of surviving firms. Indeed, at the end of the period, surviving firms expanded
in average their personnel in 2 employees over a 3-year period, vis-a-vis an expansion
of 36 employees of Schreyer high-growth firms and more than 80 in OECD high-
growth firms. Overall the 10% (1.5%) of firms classified as fast growers according
to the Schreyer indicator (OECD indicator) were responsible for the creation of
more than 500,000 (250,000) net jobs, in average, over a period of only three years.
That is, high-growth firms are a non-trivial source of employment in Spain.

20 The average size of active firms in # which survive up to 7+3 and provide data is, in average, 13 employees
versus 50 and 52 employees for Schreyer and OECD high-growth firms respectively.

13
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If we restrict the sample to small firms it seems that the average initial size
of fast growers is only slightly larger than that of non-growers. But three years
later, the average size of small fast growers is 18 employees whereas that of the
sample of small surviving firms is 6. The result is that 7.7% of firms marked as
fast-growers in the group of small firms account for about 80% of net employment
creation over a three-year period of all firms classified as small.

HIGH-GROWTH FIRMS AND EMPLOYMENT Figure 2

M PERCENTAGE OF FIRMS
PERCENTAGE OF EMPLOYMENT: STARTING YEAR

% B PERCENTAGE OF EMPLOYMENT: FINAL YEAR
60

50

40

30

20 ——
N I

HIGH-GROWTH FIRMS (SCHREYER) SMALL HIGH-GROWTH FIRMS (SCHREYER) HIGH-GROWTH FIRMS (OECD)

Source: Bank of Spain Firm Demography Database.

Gazelles are therefore important job creators. What else do we know about
them? We proceed first to do a descriptive analysis similar to that in other studies
on this same topic. We compare the distribution of firms according to size, sector,
status and region in the high-growth group with the distribution in the control
group (active firms in t that survived to t+3, present data in both years and are not
classified as fast growers). Other studies (Birch and Medoff 1994, for example)
show only the characteristics of the Gazelles, without comparing them with any
control group, which, in our modest opinion, can be misleading. We show results
for the group of high-growth firms according to the Schreyer definition. Results are
very similar if we used the OECD criterion instead to classify firms as Gazelles.

Almost 70% of Gazelles start from small bases (less than 20 employees in
the first year of the period of analysis). Hence, as it has been established in other studies,
a majority of Gazelles are small. However, if we compare with the control group,
small firms are actually underrepresented. Instead, medium-sized firms and large
firms play a more than proportional part in the group of Gazelles.?' Similarly, although

2! Recall, however, that we cannot disentangle internal from acquired growth.

14




WHAT MAKES A HIGH-GROWTH FIRM IN SPAIN? A PROBIT ANALY SIS USING FIRM-LEVEL DATA

there are high-growth firms across all sectors they tend to be concentrated in the market
service sector, although to a lesser extent than slow growers. Hence, manufacturing
and, above all, construction firms are overrepresented in the Gazelle group.22 If we
grouped industries according to their technology intensity, as in van Ark et al (2003),
we could see that Gazelles are more concentrated in all manufacturing industries,
independently on their technology degree, when compared to slow growers. There
are differences, however, across service industries of different technology intensity.

Table 3

CHARACTERISTICS OF GAZELLES IN SPAIN
%
Average Gazelles Rest
BY SIZE
Small (<20) 68.5 91.5
Medium (20-250) 27.5 8.2
Large >250 4.0 0.4
BY SECTOR
Manufacturing 27.4 22.3
Construction 20.2 14.3
Market services 52.4 63.4
ICT-producing manufacturing 0.6 0.3
ICT-producing services 2.5 1.1
ICT-using manufacturing 8.2 7.5
ICT-using services 26.3 35.1
non-ICT manufacturing 19.1 15.0
non-ICT services 22.0 25.8
non-ICT others 21.2 15.1
BORN AT t 24.5 13.5
BY REGION
Andalucia 12.4 11.7
Aragon 4.5 5.4
Asturias 2.0 2.1
Baleares 1.5 1.3
Canarias 1.8 1.2
Cantabria 0.4 0.2
Castilla la Mancha 3.3 4.0
Castilla y Ledn 4.2 5.3
Cataluna 24.4 25.2
Comunidad Valenciana 17.1 18.6
Extremadura 1.1 1.3
Galicia 2.8 2.5
La Rioja 0.6 0.8
Madrid 15.6 12.8
Murcia 1.6 1.1
Navarra 1.5 1.4
Pais Vasco 4.5 4.4
Ceuta y Melilla 0.1 0.1

Source: Bank of Spain Firm Demography Database.

22 According to the Spanish National Accounts, employment in construction increased by 50% between
1996 and 2003, which can help explaining the high prevalence of fast-growth firms in that sector over the

period of analysis.
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Table 3 shows that there is relatively more high-growth firms in ICT-producing
services, basically telecommunications and computer services, whereas there are less,
if compared to the concentration across industries of slow growers, in ICT-using
services (retail) and non-ICT services (hotels and restaurants, for example). The high
weight of the two latter groups of industries within the service sector explains that,
in the aggregate, the concentration of fast growers in services is actually smaller than
the concentration of slow growers in that sector.

A quarter of high-growth firms are start-ups —that is, they entered the market
in t-- vis-a-vis 13% of slow growers. Moreover, 20% of all new firms in ¢ that
survive over to #+3 grow so much as to be defined a Gazelle. Newness then seems
to be quite important to explain high-growth. Lastly, the distribution of Gazelles
across regions is very similar to that of slow growers, maybe with the exception of
the Madrid region were the concentration is slightly higher. Hence, the region where
the firm operates seems to be the least important of all high-growth determinants.
This first approach to the analysis of the characteristics of the Gazelles in Spain
shows that there are high-growth firms across all sizes, sectors and regions.
Although there is a high percentage of small Gazelles and of high-growth firms in
the service sector, as it was expected given the results elsewhere, those percentages
are actually smaller than the ones found in the control group of slow growers. The
only clear result in Table 3 is the relatively larger presence of young firms amongst
fast growers compared to that in the control group. However, in order to disentangle
the impact of age or any other characteristic on the probability of growth from that
of other variables one has to resort to a multivariate analysis. That is what we do in
the next section.

4. Determinants of firms’ growth: A probit analysis

In order to disentangle the partial effects of the different variables considered
in the previous section on the probability of being a high growth firm, and to assess
their significance, we need to estimate a multivariate equation. Since the dependent
variable is a categorical variable (1 for fast growers according to the Schreyer or OECD
indicator and 0 for the rest of firms), we chose a probit model to do this exercise.
We also take all regressors at their value in the first year of the period considered,
to ensure that they are, at least, predetermined with respect to the growth process.
For reasons explained below we will concentrate our analysis in two windows of three
years: 1999-2002 and 2000-2003. However, we will also perform the analysis using
pooled data for all the five 3-year windows.

As it was mentioned in the introduction, apart from age, sector and the region
of activity of the firm there are other firm-specific characteristics that might affect
the probability of high growth. Among them, human capital and access to finance
are two of the most frequently mentioned. Please note that some of these variables
could bear some endogeneity problems. For example, the financial possibilities-high
growth channel could also operate the other way around: a firm with a high growth
history could be more attractive to lenders. A similar problem can be found regarding
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the effect of average human capital. Our strategy to tackle this potential endogeneity
problem is twofold. First, given that we have data from 1996 to 2003 we are in a
position to control for the fact that firms marked as Gazelles in one period experienced
also fast growth in the previous period.?> We can do this exercise for two 3-year
windows, namely, 1999-2002 and 2000-2003. Controlling for past growth, not only
reduces the importance of endogeneity issues, but also allows us to estimate the
growth inertia, if any. The second strategy to tackle a possible endogeneity problem is
to instrument for the two possible endogenous regressors, financial structure and
human capital, using as instruments the lagged values of the variables.?*

4.1. Explanatory variables

What follows is a short description of the explanatory variables and controls
included in the analysis.

Capital structure of the firm

Firms’ expansion requires financing. If due to information asymmetries, moral
hazard, lack of tangible collateral or cash-flow problems some firms face financing
constraints that hamper their growth, their financial structure will affect the probability
of growth. In order to estimate this effect, we include as a regressor the share of
total debt (long and short term) over total liabilities of a firm (we also try using
only the share of long-term debt over total liabilities). The reasoning behind the use
of this variable is that all the problems stated before should have a stronger effect
on debt than on equity.?® If this is the case, a higher debt ratio could be a proxy for
lower financing constraints. However, a very high gearing could increase the risk of a
firm to find financing difficulties, or reflect past profitability or solvency problems.
In order to capture possible non monotonic effects of the variable we included also
among the explanatory variables a quadratic debt term.

Human capital

Gazelles have been reported to spend more time and resources in staff training
and to employ, in average, more qualified staff than slow growers. To estimate the
quantitative impact of a firm’s human capital upon its growth probability we include
as a regressor two possible proxies for human capital: average salary and the salary

2 More concretely, we analyse high-growth firms in the period 1999-2002 controlling for past growth
in the adjacent period 1996-1999. Similarly, we analyse Gazelles in 2000-2003 controlling for the
fact that they were, or not, Gazelles in 1997-2000.

24 Given that the maximum likelihood estimation does not lead to convergence we use the Newey’s two-
step estimator which allows fitting a probit model with multiple endogenous regressors. However, this
methodology tests whether the estimated coefficient of the endogenous regressor is significantly different
from zero, but it cannot be used for postestimation analyses such as calculating marginal effects. Hence the
probit results will be shown as a robustness check but the marginal effect of the variables will be computed
for the model controlling for past growth of firms (our first strategy to tackle the endogeneity problem).

5 Hall (2002) reviews a number of papers testing the existence of financing restrictions to innovative
firms and concludes that debt is a disfavoured source of finance for R&D investment.
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premium paid by the firm. The first human capital proxy, the average wage, is computed
simply as the ratio of total wage bill over total employment. The second proxy, the wage
premium, is calculated as the ratio of the average wage paid in the firm to that paid
in other firms of the same 2-digit sector.

Age

The estimation of the effect of age deserves special attention. Ideally, one
should estimate the effect of each possible age on the probability of high growth.
Unfortunately, our dataset does not have this information; we know the birth year of a
firm only if it was created between 1996 and 2003. Moreover, the fact that we control
for past growth of the firms marked as Gazelles in a given period implies that those
high-growth firms had to be active over the previous period. For these two reasons
we can only control for the fact that firms entered the market, or were already operating
in it, at #-3. That is, when we analyse for example the determinants of firms marked as
Gazelles during the period 1999-2002 we control for the fact that they were, or not,
fast growers over the previous period, 1996-1999. That means that we can only mark
firms that entered the market in 1996, the first year of the previous period.
Consequently, our analysis of the effect of firm’s age is limited to a dummy variable
indicating if the firm is relatively younger (has three years of operations) than the rest.

If we did not control for past growth, that is, if there was no requirement for
the firm to be active over the previous 3-year period, then we could control for the fact
that the firm is a start-up. We do so in the pooled estimation of a probit model, where
information on Gazelles in every 3-year window (five in total) is included.

Controls

Given the results of table 2 and of other studies we include as controls the
region and sector of activity of the firm. In the case of sector of activity, we try
with five sector dummies grouping manufacturing and service industries according
to their technology intensity, with 9 dummies for lower level sector aggregations as
well as with 45 2-digit sector dummies.?°As it has already been explained, we also
include as a control a dummy capturing whether the firm was classified as a Gazelle in
the previous adjacent period. Finally, in all the pooled data estimations we include
a time dummy to control for the business cycle.

It is worth noting that size is not among the explanatory variables. The
reason is that both definitions of high growth presented above combine in some
way two elements: growth rate and size.”” Hence size cannot be one of the regressors.

%6 The 5 sectors differing in technology intensity are: ICT producing and using manufacturing which are

grouped under ICT manufacturing, non-ICT manufacturing, ICT services, non-ICT services and non-ICT
others (basically, construction, utilities and mining). For a detailed account of these sectors, please refer to
Annex 2. The 9 lower level sector aggregations are: Mining, manufacturing, utilities, construction, retail,
hotels and restaurants, transports, telecommunications and other services.

7 This is obvious for the OECD definition. Regarding the Schreyer indicator, simple algebra reveals
that it is the product of a quadratic growth term and a size term.
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Table 4 below provides the basic descriptive statistics and definitions of the
explanatory variables for the group of Gazelles (according to the Schreyer indicator)
and for the rest of firms.

EXPLANATORY VARIABLES

Table 4

Average High growth firms Rest
DEBT RATIO

Mean 0.6 0.6
TOTAL DEBT OVER LIABILITIES AT t Median 0.7 0.6

Standard dev. 0.2 0.2
LONG- TERM DEBT RATIO

Mean 0.1 0.1
LONG-TERM DEBT OVER LIABILITIES AT t Median 0.0 0.0

Standard dev. 0.1 0.2
AVERAGE WAGE (Annual thousands of euros
per employee)
TOTAL WAGE PAYMENT DIVIDED BY TOTAL ~ ean 2.1 17.0
EMPLOYMENT AT t Median 18.9 15.0

Standard dev. 15.2 9.2
WAGE PREMIUM
'AVERAGE WAGE AT THE FIRM OVER Mean 1.1 0.9
AVERAGE Median 0.9 0.8
WAGE PAID IN THE 2-DIGIT SECTOR AT t Standard dev. 0.7 0.5
% BORN AT t 24.5 13.5
% GAZELLES IN PREVIOUS PERIOD (a) 35.0 7.8

Source: Bank of Spain Firm Demography Database.
a. Average refers to periods 1999-2002 and 2000-2003.

4.2. Results

Table 5 shows the result for six different models. Since we are estimating a
probit model, the quantitative effect of the determinants on the probability of being
a Gazelle vary with the value of the rest of covariates. Hence those effects will be
reported separately in table 6.2® Models 1 to 4 show the estimation of the probit
model for windows 1999-2002 and 2000-2003, being 1996-1999 and 1997-2000
the two respective adjacent previous windows used to control for the past growth
of firms. Models 5 and 6 show the results of the pooled data estimations. Model 1
includes all the variables presented above, including the dummy for the past growth of
firms and it is our benchmark model. Model 2 shows the interaction of the dummy
for past growth with eight sector dummies. Model 3 is like model 1, but excluding
the dummy capturing the growth inertia.”® Model 4 uses as instruments for the debt
and wage their lagged values. The purpose of model 3 and 4 is to check whether the

8 Marginal effects will be calculated for Model 1, our benchmark model, where past growth is controlled
for and human capital is proxied by the relative wage paid in the firm.
¥ Both estimations have been done using the same set of observations.
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possible endogeneity of some determinants is actually distorting their impact upon
firm growth. If that was not the case we could exclude the past growth dummy and
use the observations of the five windows in our sample. In that case we could replace
the age variable by a dummy reflecting the fact that a firm is a real start-up, i.e. it
entered the market exactly at the beginning of the window. This is done in models 5
and 6. Since the age dummy is now closer to a real start-up, we include in model 5
the interaction of the new firm dummy with the financial variables. The purpose is
to see if financial constraints have a stronger effect for new firms. Please note that
we cannot include fixed effects in the pooled data estimations due to the lack of
degrees of freedom given that we only have between one and five observations for

PROBIT COEFFICIENTS Table 5
DEPENDENT
MODEL 1 MODEL 2 MODEL 3 MODEL 4
VARIABLE: MODEL 5 MODEL 6
With 45
PROBABILITY OF Benchmark Sector interactions Without past growth Instrumental variables Debt. sector
BEING A GAZELLE interactions dummies

1999-2002  2000-2003  1999-2002 2000-2003  1999-2002 2000-2003  1999-2002 2000-2003  Pooled data Pooled data

HGF in previous 0.828"*  0.822"*  0.367*  0.413**

period (t-3/t)
(0.042) (0.042) (0.122) (0.125)
HGF(-1)*mining -0.356 0.51
HGF(-1)*manufacturing 0.318*** 0.366***
HGF(-1)*utilities 0.919**  0.304
HGF(-1)*retail 0.793*** 0.559***
HGF(-1)*hotels 0.215 0.033
HGF(-1)*transport 0.777*** 0.63**
HGF(-1)*telecomm 0.89 -0.075
HGF(-1)*other services 0.696*** 0.619**
Bornin t 0.815** 0.584***
(0.260) (0.066)
Bornin t-3 -0.068 0.153 -0.070 0.123 0.183* 0.310%** 0.285 0.166
(0.113)  (0.113) (0.112)  (0.111) (0.109)  (0.110) (0.247)  (0.225)
Debt 1,620  1.467** 1,616 1.443" 2.169"*  2.026"* 4.860* 3.051 1.999*** 1.850
(0.401)  (0.419) (0.402)  (0.419) (0.389)  (0.404) (1.984)  (1.106) (0.151) (0.153)
Debt"2 -1.239**  -1.060*** -1.218**  -1.018*** -1.505***  -1.351*** -4.179** -2.409* -1.278* -1.162%*
(0.364)  (0.378) (0.365)  (0.378) (0.354)  (0.366) (1.965)  (1.087) (0.135) (0.135)
log(wage premium) 0.293***  0.256"* 0,336**  0.294"* 0.231"*  0.227** 0.284**  0.237* 0.226* 0.234"
(0.051)  (0.051) (0.049)  (0.051) (0.047)  (0.048) (0.067)  (0.068) (0.018) (0.019)
ICT manufacturing -0.192*  -0.288** -0.266**  -0.330"* -0.319***  -0.357**  -0.223"*
(0.079) (0.082) (0.077) (0.080) (0.093) (0.091) (0.030)
ICT services -0.115* -0.112 -0.210**  -0.205*** -0.274**  -0.320 -0.259**
(0.069)  (0.070) (0.067)  (0.068) 0.078)  (0.077) (0.026)
Non-ICT manufacturing -0.082 -0.078 -0.164* -0.142* -0.208** -0.172* -0.165***
(0.069) (0.071) (0.066) (0.068) (0.086) (0.079) (0.026)
Non-ICT services -0.015 -0.088 -0.066 -0.118* -0.140* -0.148* -0.169***
(0.072) (0.073) (0.070) (0.071) (0.080) (0.081) (0.027)
Debt*Born -1.159
(1.013)
Debt"2*Born 1.023
(0.883)
Region dummies included included included included included  included included included included included
9 sector dummies included included
33;[::?: sector included
Period dummies included included

Source: Bank of Spain Firm Demography Database.
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each firm (three in average). Hence we cannot control for heterogeneity at a firm level.
Nevertheless, what we can do is to control for differences between sectors at a very
low aggregation level. This is done in model 6, where we replaced the previous five
sectors by 45 two-digit sectors hoping to capture in this way some of the firm-level
idiosyncrasies that could also be affecting the probability of growth of the firm.

The past growth of Gazelles is a highly significant predictor for current
growth. In spite of the fact that there seems to be a large inertia effect on firms’ growth,
the exclusion of a control for past growth (model 3) and the use of instrumental
variables (model 4) do not seem to affect the estimated impact of other variables,
hence endogeneity does not appear to be distorting the results. This is important
because it allows us to pool all the observations, from the five 3-year windows, and
re-run the probit with alternative controls and specifications.

The observed growth inertia could be capturing the fact that the period of
analysis, 1996 to 2003, is characterised by sustained and, in some sectors like
construction, explosive employment growth. To check this possibility we take advantage
of the fact that not all sectors grew during the overall period of analysis, especially
during the dotcom crisis of the earlier 2000s. If past growth in those laggard sectors
did not increase the probability of being a Gazelle then we could conclude that the
observed growth inertia is solely a result of the expansive moment of the cycle.
Model 2 includes in the regression interaction terms between the past growth dummy
and 8 sector dummies, being construction our omitted sector.® The past growth
dummy is positive and significant in all sectors. Hence firms’ growth inertia seems
to be a more structural than cyclical phenomenon in Spain.

Even controlling for past growth, which as it has been mentioned is positive
and very significant, other variables seem to be important for growth. The effect of
the debt ratio of the firm has an inverted U-shape. That is, it is positive up to a certain
point; beyond that point further increments of debt will reduce the probability of
growth. The fact that the capital structure of a firm has a significant effect upon its
probability of growth could reflect the presence of market failures. Our results seem to
point in the same direction as the rest of the literature: those firms with better access to
credit, a higher debt ratio, have higher chances to grow fast. The fact that the impact of
debt is non-linear is consistent with the theory of optimal capital structure of the
firm (Jensen 1986) which states that there is a mix of debt-equity which maximises
the value of a firm. According to our estimations the maximum probability of growth
is achieved when the debt ratio is almost 70%.>" This is also consistent with Lopez-
Garcia and Puente (2007) where it was found that the effect of debt on the probability
of survival of a firm was also non-linear, with a maximum probability of survival
between 50 and 75% debt ratio. We provide in the annex 1 (model Al) an estimation
replacing total debt by long term debt as a robustness check. The results are very
similar although the estimation of the debt effect loses some accuracy.

30 The eight sectors are mining, manufacturing, utilities, retail, hotels and restaurants, telecommunications,
transport and other services.

3! The estimation uses the coefficients of Model 1. In the first window the maximum is achieved at
65% and in the second window at 69%.
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The effect of wages paid in the firm relative to the average wage in the 2-digit
sector of activity --a proxy for the firm’s human capital--, is extremely robust,
positive and significant. In Annex 1 (model A2) we show the coefficients of the
regression when the firm’s average wage instead of the relative wage is included as
a proxy of human capital. Results are almost identical. We have also included a
quadratic term of the firm’s average wage to study possible non-monotonicities,
finding that the effect of the variable is always positive but marginally decreasing.
The estimation using the log of the relative wage has this property and provides a
better fit, hence it is the one shown in Table 5.

The variable used to proxy human capital, relative wages, could be capturing
the effect on growth of other related factors such as firm size or the existence of a
firm-level collective agreement. To rule out the possibility that the impact of wages
on growth is reflecting a pure size effect, we have included size dummies in a pooled
data regression shown in Annex 1 (model A4).*? The only purpose of the exercise
is to check whether, after controlling for firm size, the results for the rest of the
variables change or not dramatically. We go no further due to the fact that firm size
is part of the definition of the dependent variable, as it was explained previously.
But even so, the results are very similar to those in models 5 and 6 of Table 5, the only
difference being that the magnitude of the relative wage coefficient is somehow
smaller. On the other hand, firms subject to a firm-level collective agreement are in
a better position to adjust to short-term market conditions. This fact alone could be
increasing their probability of growth when compared to that of other similar firms
in terms of size etc., but subject to sector collective agreements. To control for this
possibility model A3 in Annex 1 includes a dummy variable that takes the value 1
if the firm had a firm-level collective agreement at the beginning of the period and
0 otherwise. Apart from a slight reduction in the quantitative effect of the relative
wage on growth, results do not change much.

The regression includes a dummy capturing the age of the firm. However,
for reasons explained previously, in models 1 and 2 we only can control for the fact
that a firm marked as a Gazelle entered the market three years before the beginning
of the period of analysis or, alternatively, was already an established firm at that
time. We find that, when controlling for past growth, those relatively younger firms
do not have a significantly higher probability of being Gazelles than the rest of the
firms in the sample. Also in models 3 and 4, where past growth of the Gazelles is
not controlled for, we find a very weak effect of the age dummy. This suggests that
having entered the market several years before has little impact on the probability
of high growth. But the story changes if one controls for the fact that the firm is a
real start-up, that is, it has entered the market right at the beginning of the period of
analysis. That is clearly revealed in models 5 and 6, which use pooled data and show

32 Dummies are defined for firms with less than 20 employees, between 20 and 250 employees and more
than 250 employees. The reference is small firms (less than 20 employees).
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that actual start-ups (firms born in 7) have a significantly higher probability of becoming
Gazelles between ¢ and ¢+3. The marginal effect at the mean is large: New firms
have 32 percentage points more probability of being Gazelles.

The pooled estimations are also useful to study whether the effect of debt is
different for new firms. To do so, we have also included in model 5 the interaction
between the two debt variables and the start-up dummy. It seems however that this
differential effect of debt is not significative. The reason is that the standard errors
of those interactions are very large given the fact that the variance of debt is not
enough for this particular group of firms.

Among the sector dummies we find that, ceteris paribus, firms operating in
construction, services and non-ICT manufacturing have a higher probability of
experiencing fast growth when compared to firms operating in ICT-manufacturing.
The difference is significative at 5% confidence level in both windows. The result
with respect to the service sector -- it is the same for ICT and non-ICT services-- is
not surprising given the results found elsewhere in the literature. Maybe it seems a
bit more surprising the fact that firms operating in the construction sector have higher
chances of fast growth. This could be explained, however, by the construction boom
experienced by the Spanish economy precisely during this period.

Finally, model 6 substitutes those aggregate sector dummies by 45 2-digit
sector dummies. The purpose is to control as far as the dataset allows us for other
firm-level characteristics that might be affecting the probability of growth, like
sector riskiness, sector concentration etc. Results, however, do not change. Hence
they seem to be quite robust.

To further check the robustness of the results, we have tried to run the
regression using alternative measures of growth. Model A6 in Annex 1 shows the
probit results using the OECD indicator defined above to mark high-growth firms.
The accuracy of the estimators is lower, because the number of high growth firms
is now smaller. Nevertheless, most of the estimators still have a significant effect,
with the exception of the quadratic debt term, which is now not significative. We
have also tried to define Gazelles on the basis of value added growth (model A4 in
Annex 1), instead of employment growth. For this alternative definition, the results
concerning debt are less strong, and the ranking of sectors changes: all service sectors
now have less probability of high growth, compared to the other three. This result
is not surprising, since services have traditionally lower productivity and higher
employment growth rates, compared to manufacturing.

Note that so far we have studied the impact of several variables on the
probability of being a Gazelle versus the probability of not being a Gazelle. That
latter possibility includes being a firm with negative employment growth during
the period of analysis as well as being a firm with positive but low employment
growth. However, the transitions from negative growth to slow growth and from
slow growth to fast growth, or gazelle, do not necessarily have to respond to the
same factors. Hence, one final robustness check, interesting in itself, is to study
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whether the variables analysed so far affect in the same way these two margins. To
do so we have run a multinomial logit®® in which the dependent variable takes a
different value for each of the groups of firms mentioned previously: firms with
negative employment growth over the period of analysis, firms with positive but
slow growth and firms with fast employment growth. The result of the exercise is
that the explanatory variables analysed affect the two transitions, from negative to
slow growth and from slow to fast growth, in a similar way. The only difference is
that the significance of all variables is somehow larger for the second transition.

We proceed now to show the quantitative impact on the probability of
growth of the group of variables found to be significant for the Model 1 of Table 5.
Table 6 below reports the effects of a change in one explanatory variable for a
hypothetical firm which has all other variables equal to their means.**

EFFECT ON THE PROBABILITY OF HIGH GROWTH FOR DIFFERENT CHANGES IN THE COVARIATES Table 6
Change in Probability 1999-2002 2000-2003
From non-HGF to HGF in previous period 0.298 0.285
From 25th percentile debt ratio to 50th percentile 0.022 0.022
From 50th percentile debt ratio to 75th percentile -0.007 -0.002
From 25th percentile relative wage to 50th percentile 0.026 0.021
From 50th percentile. relative wage to 75th percentile 0.027 0.024
From ICT manufacturing to non-ICT others 0.065 0.092

Source: Bank of Spain Firm Demography Database.

The determinants of growth are past growth, human capital, sector of activity
and access to finance. Indeed, the probability of growth increases by almost 30
percentage points if a firm has had fast growth in the previous period. That is, it
seems that there is large growth inertia among Spanish firms. As explained before,
when we remove this variable we are able to estimate the effect of newness on the
probability of growth pooling all five windows. We find a large marginal effect: A
start-up who survives up to ¢+3 has a probability of fast growth 32 percentage
points (pp) higher than an established (surviving) firm.

Even after controlling for past growth, that is, ruling out a possible
endogeneity problem, we find that increasing the relative salary paid the first year
of the first period of analysis (results for the period 2000-2003 are very similar) in
the firm from 0.78 to 1.03 times the average wage paid in the 2-digit sector (from
the 25™ percentile to the 50™) increases the probability of being a Gazelle 2.6pp.

33 Results of the multinomial logit are available from the authors at request.
3* In the case of debt, we compute first the mean debt ratio, and then set the quadratic variable equal
to this mean squared.
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Increasing the salary further to 1.34 times the average salary of the sector (to the
75™ percentile) augments that probability an additional 2.7 pp. Hence, as it was
shown in Table 5, the relative salary, our proxy for firm’s human capital, has an
important and positive effect on the probability of fast growth, although that effect
is marginally decreasing. Similarly, increasing the initial debt ratio from 42% to
62% (from the 25" percentile to the 50™) increases the probability of fast growth in
2.2 pp. However, and this is different from the average wage effect, further increases
of the initial debt ratio reduces the probability of growth. Lastly, the probability of
fast growth of a firm operating in the ICT manufacturing sector is more than 6 pp.
lower than that of a firm operating in the construction sector (construction is the
main element of the sector labelled as “other non-ICT sectors”).

5. The growth process of Gazelles

Do Gazelles finance their fast growth with debt or equity? Is the debt
structure of the firm changing after three years of fast growth? Is the expansion of
this type of firms based on temporary or indefinite contracts? Is the mix between
employees with indefinite and fixed-term contracts changing along the expansion
path? The first purpose of this section aims to answer these relevant questions to
better understand the growth process of firms in Spain. We do so by comparing the
employment and capital structure at the beginning and at the end of the period of
analysis of Gazelles with those of slow growers on the one hand and with the value
of the variables of those firms that decreased employment over the period on the
other hand. Considering the possibility that firms operating in sectors with different
technology intensity could grow differently, we perform the analysis separately for
producing and using ICT industries and for non-ICT industries. Another dimension
worth analysing, above all in the Spanish case, is whether the growth of Gazelles is
a quality-based growth, that is, whether it is based on high productivity and/or high
wages. The comparison of the quality of growth of Gazelles with that of other
types of firms is the second purpose of this section.

Table 7 shows the results of this exercise. The first column corresponds to
Gazelles, the second one to firms that increased their size over the period, but not
enough to be considered a fast-growth firm (slow growers), and the third one to
firms that decreased their employment over the period. The value of the variables
at ¢ is the average value of the corresponding variable at the beginning of each
window of analysis (five in total). The value at #+3 is the average at the end of the
period of analysis. The five variables analyzed are the share of employees with a
permanent contract over total employment, the share of long and short term debt
over total liabilities, labour productivity of the firm over average productivity of all
firms operating in the same 2-digit sector, and average wage, also as a fraction of
the average wage in the sector.
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GROWTH PATTERNS OF DIFFERENT TYPES OF FIRMS Table 7
% High growth Slow growth Negative growth
Variable: t t+3 t t+3 t t+3
FIRMS IN ICT INDUSTRIES:

Share of permanent contracts 62.5 62.9 64.4 68.3 62.7 71.6
Long term debt ratio 9.5 10.7 8.5 8.7 8.7 9.0
Short term debt ratio 52.8 53.1 51.1 49.4 50.2 46.5
Productivity 134.5 100.9 101.9 95.7 85.4 109.6
Average wage 124.5 99.3 100.4 95.3 91.7 111.2
FIRMS IN NON-ICT INDUSTRIES:

Share of permanent contracts 54.0 52.0 59.1 61.8 56.4 64.4
Long term debt ratio 12.1 12.7 13.3 13.7 11.9 11.9
Short term debt ratio 49.4 50.0 41.6 40.0 43.4 40.2
Productivity 136.7 102.9 103.1 96.8 84.9 110.2
Average wage 127.7 101.4 101.2 96.0 91.4 111.8

Source: Bank of Spain Firm Demography Database.

We start analyzing changes in the employment composition of ICT firms.
The first thing to notice is that the share of employees with permanent contracts
increases in firms which are reducing employment over the period. This is the result of
the fact that these firms are dismissing many more employees with temporary contracts
than workers with permanent contracts (-29% versus -4% respectively). This is the
consequence of the difference in firing costs between temporary and indefinite
contracts in Spain, which pushes firms to adjust their personnel through changes in
the amount of temporary employees. The share of permanent contracts also increases
in the case of slow growers, but to a lesser extent. These firms are increasing both
types of employment, but fixed-term contracts grow at a slightly lower rate. Gazelles,
on the other hand, have a very stable mix of both types of jobs. As a consequence,
their share of permanent contracts, which is similar to the other two types of firms
at the beginning of the period, ends up several percentage points below the other firms.
This result reflects that: 1) Gazelles use evenly both types of jobs when growing;
2) Gazelles resort more to fixed-term contracts compared to other firms.

Although results are very similar for non-ICT firms, there are some differences
worth stressing. First, non-ICT firms have more fixed-term employees, compared with
ICT firms. Second, this is especially the case for non-ICT fast-growth firms. And
third, Gazelles increase fixed-term jobs slightly more than permanent jobs, which
results in a small decrease in the share of permanent jobs at the end of the period.

Regarding the changes in liabilities composition, ICT firms with slow or
negative growth have a very stable long-term debt ratio, but a decreasing short-term
debt ratio. This means that their liabilities composition is changing towards equity.
On the contrary, Gazelles increase both types of debt, especially the long-term one.
This happens in spite of the fact that they already had a higher debt ratio at the
beginning of the three year period. Again, results are similar for non-ICT firms.
Although all firms have more long term debt and less short term debt than in ICT
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sectors, maybe due to the fact that the construction sector is non-ICT, the pattern of
increasing debt in Gazelles and increasing equity in other firms remain. In summary,
Gazelles use more fixed-term contracts and more debt to support their growth, compared
to other firms.

Now we start the second purpose of the section by looking at productivity
and wages of Gazelles at the beginning and at the end of the period of analysis,
compared to the other two types of firms. The first thing to notice is that at the
beginning of each window, Gazelles have productivity levels well above other firms —
more than 30% higher than the average in the sector- whereas the contrary happens
to negative growth firms. This happens both in ICT and non-ICT industries. However,
the productivity of Gazelles decreases after three years of fast employment growth.
Note that, despite this fall, their productivity level is still above the average level of
the sector of activity at the end of the period. Likewise fast-growth firms’ wages at
the beginning of the period are about 25% higher than average wages in the sector.
After three years of fast growth their average wage, computed as wage payments
over total employment in the firm, has been reduced although it is still over the
economy average.

6. Conclusions and some policy implications

A number of studies have stressed the enormous impact of a small group of
enterprises, known as Gazelles, in aggregate net job creation. In spite of the importance
of this topic from a policy-point of view, most of the studies of Gazelles are descriptive
and limited to a comparison of the characteristics of high-growth firms with respect
to a control group of firms. This paper aims at filling this gap from two different points
of view. First, we develop a multivariate analysis of the determinants of the fast
growth of firms in order to disentangle the effect of the different variables reported
to be important in the literature. And second, we analyze how Gazelles’ important
variables change along their strong growth path, compared to other firms.

We find a number of variables that are related to a higher probability of
being a Gazelle. The most important one is precisely having been a Gazelle in the
previous period, and this is true even at a lower level of sector aggregation. Hence,
at least during the period of time analysed in this paper, there is strong growth
inertia. However, even controlling for past growth, there are other variables that are
also significantly related to the probability of fast growth. First of all, new firms
(that survive over the period) have about 30pp more of probability than established
firms to be a Gazelle. Hence, the removal of entry barriers seems to be crucial to
enhance the number of fast-growth firms and, therefore, employment creation.
Secondly, a higher level of human capital, proxied by relative wages, increases the
probability of fast-growth monotonically. The need to invest in education to improve
the skill pool, to improve the connection between the university and the enterprises,
to facilitate training on the job etc. has been established since a long time. However
our analysis highlights the importance of all those policies from another perspective,
namely, to foster firm growth.
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We find as well that an initial higher debt ratio increases the probability of
fast growth only up to some point. Beyond, further debt increases impact negatively
on that probability. Hence better access to finance is indeed, as shown in other
papers, facilitating the expansion of firms. Or put in another way: The existence of
credit restrictions is decreasing the number of fast-growth firms, and therefore,
employment creation.

Regarding the growth pattern of Gazelles, we find that they resort more to
fixed term employment and debt —especially long term debt- to sustain their
growth, compared to other firms. They also start with a productivity level 30%
higher than other firms, and in spite of their intense process of employment growth,
they end up with a higher productivity level than other firms.
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Annex 1:
DEPENDENT
VARIABLE: MODEL A1 MODEL A2 MODEL A3 MODEL A4 MODEL A5 MODEL A6
PROBABILITY OF . Size
BEING A GAZELLE Long-term debt Average wage Collective agreements  Value added dummies OECD

1999-20022000-2003 1999-20022000-2003

1999-20022000-2003 1999-20022000-2003 Pooled data_Pooled data

HGF in previous

period (t-3/t) 0.847 0.846 0.827 0.823 0.767 0.782 0.532 0.512
(0.041)  (0.041)  (0.042) (0.042)  (0.039) (0.040)  (0.041) (0.041)
Bornint 0.697***  0.7211***
(0.071) (0.085)
Born in t-3 -0.054  0.114**  -0.066  0.144 -0.07 0.04 -0.24 0.35
(0.110)  (0.112)  (0.112) (0.113)  (0.111) (0.110)  (0.230)  (0.268)
Debt 0.976*** 0.717**  1.600** 1.447**  2,910** 2.708**  1,039***  0.19 1.115%* 0,917+
(0.338) (0.337)  (0.401) (0.418)  (0.392) (0.410)  (0.408) (0.402)  (0.160) (0.243)
Debt"2 -2.103** -1.109*  -1.192*** -1.018"* -2,372  -2.243*** -0,468 0.17 -0.441***  -0.096
(0.647)  (0.623)  (0.364) (0.378)  (0.354) (0.369)  (0.374) (0.368)  (0.142) (-0.209)
log(wage premium) 0.293*** 0.286***  0.308** 0.291**  0,197*** 0,149**  0,209*** 0,238** 0.140*** 0,174
(0.048)  (0.048)  (0.049) (0.049)  (0.047) (0.047)  (0.052) (0.052)  (0.020) (-0.027)
ICT manufacturing  -0.218** -0.316** -0.216*** -0.312*** -0,554*** -0,751***  -0.08 -0.07 -0.236"*  -0,366"*
(0.078)  (0.081)  (0.079) (0.082)  (0.071) (0.074)  (0.078) (0.078)  (0.031) (0.046)
ICT services -0.127¢  -0.105 -0.124*  -0.110 -0,410** -0,481*** -0,249*** -0,218"* -0.114*** -0,139***
(0.069) (0.069)  (0.068) (0.070)  (0.061) (0.062)  (0.069) (0.070)  (0.027) (0.036)
Non-ICT manufacturing -0.141** -0.132*  -0.122* -0.112 -0,471** -0,498**  -0.09 -0.08 -0.201**  -0,368**
(0.066)  (0.068)  (0.068) (0.070)  (0.059) (0.060)  (0.069) (0.069)  (0.027) (0.039)
Non-ICT services -0.016  -0.098 0.010 -0.057 -0,235** -0,347***  -0,243*** -0,152*** -0.069**  -0,201***
(0.071)  (0.072)  (0.072) (0.074)  (0.063) (0.064)  (0.075) (0.075)  (0.029) (-0.038)
Medium size 0.702***
(0.020)
Large size 1.296***
(0.030)
_Region dummies included included included included included included included included included included
Period dummies included included
Collective agreement included included

dummies
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Annex 2: Industries by technology intensity (van Ark et al 2003)

ICT-Producing Manufacturing

30 Office, accounting and computing machinery

313 Insulated wire and cable

321 Semiconductors and other electronic components

322 Communication and broadcasting equipment

323 Radio and TV receivers

331 Medical and measuring equipment and industrial process control

ICT-Producing Services

64 Post and Telecommunications
72 Computer and related services

ICT-Using Manufacturing

18 Wearing apparel, dressing and dying fur
22 Printing and Publishing
29 Machinery and equipment

31 (not 313) Electrical machinery and apparatus
33 (not 331) Precision and optical instruments

351 Building and repairing of ships and boats
353 Aircraft and spacecraft

3524359 Railroad equipment and transport equipment
36-37 Miscellaneous

ICT-Using Services

51 Wholesale trade

52 Retail trade

71 Renting of machinery and equipment
73 Research and Development

741-743 Professional business services

Less-intensive ICT Manufacturing

15-16 Food products, beverages and tobacco
17 Textiles

19 Leather and footwear

20 Wood and cork

21 Pulp and paper
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Coke, refined petroleum and nuclear fuel
Chemicals

Plastic and rubber products
Non-metallic mineral products

Basic metals

Fabricated metal products

Motor vehicles, trailers and semi-trailers

Less-intensive ICT Services

50

55
60-63
70
745-749

Repairs

Hotels and restaurants
Transport and storage
Real state activities
Other business services

Less-intensive ICT Other

10-14
40-41
45

32

Mining and quarrying
Electricity, gas and water supply
Construction
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IMPORTANCE OF CRAFTSIN DISTRIBUTIVE TRADE
OF THE REPUBLIC OF CROATIA

NIKOLA KNEGO?

ABSTRACT. Distributive trade of the Republic of Croatia isiamportant segment of
the Croatian economy. This can be confirmed bystiae of distributive trade in the
creation of GDP, by the share of employed perdonghe share of the number of
registered enterprises and by the share of the ewafilactive enterprises. Crafts are a
manifestation of the Croatian distributive tradeahihto a certain extent, contributes to
the overall increase in its importance, as showrtheymentioned indicators. Crafts
form part of small enterprises. Their businesstjoosis extremely unfavorable. What
makes the position of crafts in the segment ofiligive trade even harder is the
intensified process of its expansion and concénitratvith one consequence being the
increased importance of a limited, small numbebigfiest enterprises. Tradesmen in
the segment of distributive trade are mainly snmalependent merchants who, as a
rule, own one business unit such as a shop o sop. The inadequate size of such
a business unit prevents the introduction of acbaales technology on which all
contemporary sales formats from supermarkets tiretéc sales are based. This basic
sales technology includes self-selection and selfice which contribute to the
rationalization of business costs, primarily by éoivg operating costs and by increasing
efficiency through the possibility of increase iermeability of shops. The economic
status of merchants is significantly determinedhaytechnological basis of sales. The
fragmentation of sales capacities and their tedgicdl backwardness are important
factors that determine the economic strength ofl smilgpendent merchants as a whole,
as well as the segment of tradesmen. As a rutiegraen operate small shops and do
not have a diversified sales structure as reg&afs formats. This paper looks into the
importance of crafts in the distributive tradetw Republic of Croatia.

Key words: craft, tradesmen, distributive trade, the RepubfiCroatia.

JEL classification: L81

1. INTRODUCTION

Distributive trade of the Republic of Croatia isiarportant segment of the
Croatian economy. This can be confirmed by theesbéadistributive trade in the
creation of GDP (on the second place right behiednbanufacturing industry), by
the share of employed persons (on the second pigtebehind the manufacturing
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industry), by the share of the number of registemetkrprises (first place) and by
the share of the number of active enterprised (flexce). Crafts are a manifestation
of the Croatian distributive trade which, to a aertextent, contributes to the overall
increase in its importance, as shown by the meationdicators. Crafts form part
of small enterprises. Their business position tseemely unfavorable. What makes
the position of crafts in the segment of distribeitirade even harder is the intensified
process of its expansion and concentration, withaamsequence being the increased
importance of a limited, small number of biggesemarises. Tradesman in the segment
of distributive trade, are mainly small independewrchant who, as a rule, own
one business unit such as a shop or a repair §i@pinadequate size of such a
business unit prevents the introduction of a basies technology on which all
contemporary sales formats from supermarkets tcrel@c sales are based. This
basic sales technology includes self-selectionsalidservice which contribute to
the rationalization of business costs, primarilyltwering operating costs and by
increasing efficiency through the possibility otigaase in permeability of shops.
This results in ability to serve more people in fane unit of time. Attempts of
implementation already mentioned sales technologymiall stores, as a consequence
has significantly lower assortment capacity. Thenemic status of merchants is
significantly determined by the technological basfisales. This can be confirmed
with findings that formats of sale such as supeketar hypermarkets and hard
discounts enlarge market share and cause greatler gicsales in the markets of
European countries. The fragmentation of salesatiigm and their technological
backwardness are important factors that deternfieeetonomic strength of small
independent merchants as a whole, as well as tmeesg of tradesmen. Research
done on the subject of share value with differentnfts of stores in turnover, show
that on the Croatian market, share of small inddeettradesmen is continuously
decreasing. Their share has decreased from 5380iht® 35% in 2007. As a rule,
tradesmen operate small shops and do not havesifled sales structure as regards
shop formats.

2. TRADESMEN IN CROATIAN DISTRIBUTIVE TRADE

Trades in Croatia represent significant part ofaflem distributive trade.
This can be confirmed with the share of tradesmegmarameters such as; share of
total trades in the total number of business sibjés5.7%), share of trades and
crafts in the total number of business units sichudlets (48.2%) and the number
of employed people in distributive trade comparm@dhe total workforce which is
one fifth or 20.9%. There is significant divergenoetween stated shares and
achieved revenue of the mentioned tradesmen aadsaies business revenue. In
fact the share of tradesmen in the total turnoveZroatian distributive trade was
only 5.8% in 2006. Look at the table 1 and grapH?, &nd 3.
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Table 1: Importance of tradesmen in Croatian distributive trade in 2006

Republic of Croatia Total Outlets Employedp | Turnover including VAT in
€rsons thousands EUR
Tradesmen 19 091 20 727 45 349 1926 893
Companies 15173 22 284 171 33B 31535 968
Total: 34 264 43011 216 682 33 462 861
Percentage share of
tradesmen in total 55,7 48,2 20,9 5,8
number
Per craft - 1,09 2,40 101
Per company - 1,47 11,30 2078
Total (craftsand - 1,26 6,32 977
companies):

Source: Statistical Yearbook of the Republic of Croa807, p. 409 and p. 69dote: Personal computation.

Graph 1: Share of craftsin Croatian distributive trade in 2006

44,3%
55,7%

‘l CraftsO Companie%

Graph 2: Share of craftsin outletsin Croatian distributive trade in 2006

48,2%
51,8%

B CraftsO Companie#
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Graph 3: Contribution of craftsto employment in Croatian
distributive tradein 2006

20,9%

79,1%

‘l CraftsO Companie%

Crafts sale has very low level of labor producyiiier employee. This is
why turnover per employee in outlets was 5.6 tirgesater than in outlets of
craftsmen. The profit margin is also lower per avgpke. Low turnover per worker
and low profit margin per worker represent key eata of weak economic position
of average craftsmen and tradesmen. It also slimitsd possibilities of improvement
of business trough investment in sale surface, nmizbgion and implementation
of new sale technology.

Everything above outlines position of crafts trad€roatian sale structure, in
which around 44.4% of all towns (around 3000) ithatit any type of outlet, with
no possibility of supplying people in their closeximity. This is mostly in the
towns with very low and old population, with limiteneeds compared to
assortment of goods, which is also conditioned Witsir buying power. Example
from Switzerland a country with higher standardgasis that people have a need
to consume assortment of trading goods for daity\meekly use in approximately
five minutes walking radius from their house.

Tradesmen and craftsmen with 48.2% share in tatahber of outlets
contributed significantly to width and thickness @foatian retail structure. With
that they contributed to the increased qualityivdhg to those who could use their
services, this was especially important in the gdawhere big supermarkets don't
show interest. It would be logical to assume thatendetailed investigations would
confirm the significance of tradesmen share inttital working surface is lower
than the significance of the number of outlets thaye. This is acknowledged
when we talk about quality of two main factors evelopment of retail structure
in a certain location. First factor which is basedidea that shops are business units
which are linked with population obscure the rdatyre of development. Store as
a business unit assumes that consumer can buywalyis in the inventory of the
store. However there is a great difference betvidmsks and supermarkets. Second
factor of development of retail structure is shdwrthe size of the sale surface per
person. This factor takes into account the typeudfets and their size. Indicator
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such as sale surface per person is clearer in agisopawith the indicator of outlet
per person. Both mentioned indicators of develognoémetail structure are used
in commercial urbanism.

3. PRIME ACTIVITY OF CRAFTSMEN IN DISTRIBUTIVE TRADE

Information about outlets do not give answers @nghestions about prime
activity of crafts in distributive trade throughrrigorial constitution. Detailed
research on this subject among other factors, cgiviel an answer on everything
that affects the size of turnover per differentftsrand how certain craft affect
turnover. Divergences in turnovers among differengifts are significant; this is
visible by the contents of paragraph 4 in this pape

Table 2: Craftsin distributive trade through prime activity in 2006

Prime activity of crafts|Business entities Outlets Employees
in distributivetrade

Number % Number  |% Number (%
Total 19 091 100,0 20727 100,0 45 349 100,0
G-50 2837 14,9 2909 14,0 6 404 14,1
G-51 894 47 957 4,6 2 336 52
G-52 15 360 80,4 16 861 81,4 36 609 80,7

Note:
G 50 Sale, maintenance and repair of motor veharelsmotorcycles; retail sale of automotive fue
G 51 Wholesale trade and commission trade, exdepbtor vehicles and motorcycles
G 52 Retail trade, except of motor vehicles and meytides; repair of personal and household gqods

Sour ce: Statistical Yearbook of the Republic of Croatia ©20p. 409Note: Personal computation

4. REALIZED TURNOVER PER TRADESM AN

Tradesmen on average realized turnover of EUR lifib@sands in 2006.
There are significant oscillations of their averagamover depending where they
are located. Ranges of tradesmen per outlet waré31:The lowest turnover average
was in County of Méimurje, and the highest turnover average was innGoaf
Istria. Tradesmen located in other counties atmtat in different ranges. The first
five counties by tradesmen turnover follow as Cypuatistria, County of Zadar, County
of Vukovar-Sirmium, County of Virovitica-Podravirend County of Dubrovnik-
Neretva. Detailed picture about turnover can ben dee deviation of realized
turnover per trade compared to counties averagepublic of Croatia; this can be
seen in table 3. It is necessary to do more ddteélsearch in order to discover what
causes the deviation of turnover. How did the sedgmcities of large supermarket
chains affect, the growth of inhabitants (tourisdijferences in buying power of
population or something else?
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Table 3: Realized averageturnover per trade and index deviation of
realized turnover per trade compared to the Croatian aver age.

Turnover induding | Index deviation of realized turnover per
Counties VAT inthousandsEUR| trade compared tothe Croatian average
County of Zagreb 91,3 90,4
County of Krapina-Zagorje 80,5 79,8
County of Sisak-Moslavina 105,7 104,7
County of Karlovac 104,4 103,5
County of Varazdin 108,9 107,8
County of Koprivnica-KriZzevci 83,5 82,7
County of Bjelovar-Bilogora 107,7 106,6
County of Primorje-Gorski kotal 95,2 94,3
County of Lika-Senj 88,0 87,2
County of Virovitica-Podravina 113,7 112,6
County of PoZega-Slavonia 55,1 54,6
County of Sl. Brod- Posavina 115,7 114,7
County of Zadar 124,0 122,9
County of Osijek-Baranja 110,8 109,8
County of Sibenik-Knin 92,8 91,9
County of Vukovar-Sirmium 120,5 119,4
County of Split-Dalmatia 102,7 101,7
County of Istria 156,0 154,6
County of Dubrovnik-Neretva 1111 110,0
County of Maimurje 49,0 48,6
City of Zagreb 74,7 76,8
The Republic of Croatia 101,0 100,0

Note: Personal computation data from Statistical Yeddodthe Republic of Croatia - 2007, p. 409 argd..

Graph 4 is showing index deviation per trade coegbén Croatian average.

Counties are marked with roman numerals in ordenfthe table 2.

Graph 4: Index deviation of realised turnover per craft per county
compared to Croatian averaged realised turnover per craft in 2006
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5. OUTLINING THE POS BLE ECONOMIC STRENGTH OF TRADES

IN DISTRIBUTIVE TRADE

Prime activity per trade in distributive trade &ail trade in section G-52.
Here are some projections of possible strengtlks@momy of trades.

Main presumptions:

a)
b)

d)
e)

f)
9)

Croatian average turnover per trade is taken fabitet3;

Subtraction of VAT (22%) gives turnover without VATroatia has 0
percent VAT on products such as bread, milk ane&fowAT on products
such as newspapers. It would be necessary toigatestetailed turnover
structure from the aspect of sale shares compar#uietdifferentiated
rates of VAT;

The supply value of goods traded is used from é¢isearch of shares of
values in selling structure of purchased good€noatian distributive
trade as a whole, in 2000 and 2004. Small tradesimeot have advantages
of using concentrated supply because of smallcsglacity; this is why it
would be logical to assume that they achieve Iffssent economies
of scale compared to big supermarket chains. Thehpse price will
range from 77-81.3% of the final price of goods;

The gross margin is based on yearly level;

The gross margin divided by 12 gives the montélel;

The last step is divided by the average number afkgrs per one
trade(store) in order to receive average grossimaey employee;
Look at the elements of budget in table 4.

Table 4: Budget of average economic strength of trade showed with realized

turnover in distributive tradein Croatia in 2006.

Elements EUR
Turnover with VAT 100 956

- VAT (22%) 22210
=Turnover without VAT 78 746
-Purchase price of goods (81,3%) or 77% 64 020 &806634)
=GrossMargin 14726 (18 112)

Note: Based on the data from Statistical Yearbook oRigpublic of Croatia — 2007 reflecting
on period 31 December 2006

Gross margin (someindicator s)

a) Total annual level: EUR 14 726 (EUR 18 112)
b) Average monthly gross margin: EUR 1 227 (EUR 1 509)

c)

Average monthly gross margin per employee (2,4 eyegis): EUR 511
(EUR 628)

EUR 511 (EUR 628)
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d) Gross margin serves in covering costs (materiagrapations, cost of
labor, others) and for realizing profit which coderve in improvement
of business

Open guestions:

a) What level of costs of labor can be enduredvegyage gross margin per
employee?

b) Taking in consideration statement a) and addihgr elements covered
by of gross margin what is the possible level affipin our example?

6. INDICATIONS OF POSSIBLE BUDGET OF ECONOMIC
STRENGTH OF LEGAL ENTITIESIN DISTRIBUTIVE TRADE

Main assumptions are same as the ones in poinbfitlés paper, but applied

on data from legal entities (corporations) in dlattive trade in the Republic of
Croatia in 2006.
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Table 5: Budget of average economic strength of legal entities achieved by
their turnover in distributivetradein the Republic of Croatiain 2006

Elements EUR

Turnover with VAT 2078415

- VAT (22%) 457 251
=Turnover without VAT 1621164
-Purchase price of goods (81,3%) or 77% 1 318 B066EL 248 296)
=Gross margin 303 158 (372 868)

Note:Based on the data from Statistical Yearbook ofRipublic of Croatia — 2007
reflecting on period 31 December 2006

Gross margin (someindicator s)

a) Total annual level: EUR 303 158 (EUR 372 868)

b) Average monthly gross margin: EUR 25 263 (EUR 32)07

c) Average monthly gross margin per employee (11,3leyeps): EUR 2
236 (EUR 2 750)

EUR 2 236 (EUR 2 750)
Budget of turnover per craft outlet in 2006 in EUR
Annually Monthly
Turnover with VAT per outlet: 92 965 7747
VAT per outlet: 20 508 1709
Turnover without VAT per outlet: 72 457 6 038
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Budget of turnover per employeein craft outlet in 2006 in EUR

Turnover with VAT per employee: 42 490 3 540
VAT per employee: 348 779
Turnover without VAT per employee: 3 142 2761

Note: Some indications of turnover per employee in craft outlets in comparison
with turnover in company outlets
Turnover per employee in companies: EUR 184 0G62uglly) or EUR 15 339 monthly.

Note: Productivity of labor is significant problem in craftsin Croatian digtributive
trade. Turnover per employee in outlets of companies was 5,6 times greater than
in capacities of craft outlets

7. LEVEL OF PRICES: KEY OF MARKET UNCOMPETIVENESS
FOR SMALL MERCHANTS

7.1. Level of Prices

Research confirms that five key factors affect comsr decisions where to
buy and what to buy. The key five factors are: @riguality, service, location and
assortment. Price exhibits leading influence onsaamer’s decisions, where and
what to buy, in societies which are far more depetb than Croatian society:
considering only the level of GDP per capita.

In the next step we will try to examine the accostd price by collecting
the price data of ten articles which are frequebtyght in the six big supermarket
chains (Konzum, Ipercoop, Getro, Billa, Lidl, Met@g and the price-data of the
same articles in three convenience stores from twhio are located close to
supermarkets and one is located somewhat further.

Table 6: Price of theten articles

Article Stores
Kon- |Iper- |Getro|Billa |Lidl |Mer- |M1 M2 (M3
zum |coop cator
1. |Dukat milk, 3,2% PET| 5,695,68| 4.75 5,79 | 569| 5,67 6,2 5870
2. |Coca Cola 2| 12,492,49(12,4911,99 (12,49 | 12,49 | 13,0 13,0 1575
3. | Sugar, 1kg 5,655,99(5,76-| 559 | 5,59 5,77 | 6,5 6,5 7,0
5,97
4. | Table salt 3,593,99| 400| 3,69 | 3,69| 3,67| 3,50 40 | 40
5. |Hard flour, T-400 5155,99| 499 499 | 489 | 597 | 70 6,0 | 6,3
6. | Soft Flour, T-550 4,094,99| 4,121 399 | 3,89| 3,67 | 6,5 70 | 55
7. | Vegeta(spice mix), 250 82,69 12,69(12,6912,99 | 12,69 | 12,69|12,0 12,0(155
8. | Sunflower Oil,
Zvijezda, 11. 12,9912,99(12,99 12,99| 12,99 14,79 14,0 | 13,5 149
9. |Rice, 1kg, long grain,| 5,29 899 | 9,46 5,19 499 | 4,97 | 550 70 5,7
nylon pack
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Notice:

Article Stores
Kon- |Iper- |Getro|Billa |Lidl |Mer- |M1 M2 (M3
Zum |coop cator
10.|Franck coffee, jubilarna
Vacuumed, 250 g. 15,99 15,99/15,99 15,99| 15,99 15,99 17,0 17,0199
Total: 83,6489,79(|87,24{83,31 |82,90 |86,09 | 91,2 91,8/101,3
Index Price deviation
compared to the most 100,9108,3|105,2/100,5 (100,00103,8 |110,0 |110,7|122,2
affordable
Order of the most affordab® 6 5 2 1 4 7 8 9
Index Price deviation Average
compared to the most 100,9108,3|105,2100,5 |100,00({103,8 | 1144
affordable

a) data collection was done on 20 April 2008 M) M2 and M3 are small convenience
shops picked at random; c) bold italic= lowest @i} bold underline=highest price.

Table 7: Index Price deviation compared to the most affordable by products

Article Stores
Konzum |Ipercoop |Getro  [Billa |Lidl |Mercator M1 M2 M3
1. [Dukat milk,{119,8 [119,6 [100,00 [121,9 [119,8] 119,4 [130,5 [122,1/147.4
3,2% PET 1333
2. |CocaCola2i104,2 [104,2 [104,2 [100,00[104,2 |104,2 108,44 ]108,41293
1154
3. [Sugar, 1kg| 101,1 | 107,2 103,4100,00|100,00[103,2  [116,3 [116,31252
1193
4. |Tablesalt | 102,6 | 114,0 [1143 [105,4 {1054 | 104,9 100,00 [114,3 [114.3
109,5
5. [Hard flour, [105,3 [122,5 | 102,0 [ 102,0100,00{122,1 [1431 [122,7]128,8
T-400 1316
6. [SoftFlour, [111,4 [136,0 |112,3 | 108,7| 106,d100,00 [177,1 [190.7 [150,0
T-550 172,6
7. [Vegeta(spicgl05,8 |105,8 [105,8 |108,3| 105,8| 105,8 [100,0 |100,0129,7
mix), 250 g. 109,7
8. |Sunflower Oi[100,0 [100,0 [100,0 [100,0 [100,0 [113,9 [107,8 ]103,91147
Zvilezda, 1I. 108,8
o E:f;bgi% 1064 |180,1 (1903 |104,4 |100,4 |100,0 |110,7 |140,8 114,7
nylon pack 1221
10. | Franck coffed,
jubilama 100,0 {100,0 |100,0 |100,0 |100,0 |{100,0 106,3 | 106,3 1244
Vacuumed,
250g. 1124
Index Price deviatign
comparedtothe |103,3 |108,3 |106,4 |100,5 |100,00{103,8 |110,0 |110,7 (1222
most affordable

Note: Personal computation of data from table 6
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Products such as sugar, rice and flour in packihgne kilo, are also
produced by market chains such as Getro, KonzunBilled This causes that their
generic brands can be bought cheaper than esablisarket brands. Here, in order to
compare generic and market brands we comparedgtsofiom the same distributor.
This was possible with products as sugar in packihgne kilo. With flour we
compared packing T-400 and T-550. With rice, duenamy different choices, we
decided to compare long grain rice in nylon packiritp most affordable price.

Other six products (Dukat milk 3,2% PET, Coca-C2laTable salt-Pag,
Vegeta (spice mix) 250 g, Sunflower Oil ZvijezdaFnck coffee jubilarna Vacuumed
250 g) are products delivered by similar distrilosito

All of the six big supermarket chains had the sagibng price for already
mentioned coffee, but only on the shelves of Merddiere was a sigrPermanently
Low Pricé€'.

7.2. Supply: The Key Reason of increased Price onenient Stores

Small tradesmen (our example) had a drasticallhérigrice in the total
product mix, compared to other supermarket chdihsir product mix was 14.4%
more expensive from the most affordable product mhe small tradesmen or the
convenient stores generated higher prices whichegfrom 10% to 22.2% from
the most affordable, for a detailed examinatiorklabtable 1.

More detailed analysis of price deviation, per kragticle, is given in table 2.
Index deviations of prices per article are enormdbsy range from 9.7% to 90.3%.

Our little research was in function to confirmreject hypothesis that small
tradesmen and independent tradesmen can handéediffierences with respect to
prices of same articles sold in big super-markaireh

The difference of selling prices is the key reasdty people go to buy
groceries in convenient stores only when they havieligh prices of the same articles
in inventory capacities of the small tradesmenraostly due to ineffectiveness in
supply of the goods. The hypothesis is that mertshahich win the supply “war”
have a chance of long-term success. With contintopsovements, reduced costs
and rationalization of supply of goods helps thecess in the long-term.

Note that, share of purchase price in the streicttifinal price (without VAT)
in Croatian distributive trade is 4/5 (81.3 %)

Small tradesmen did not use their possibility riteiconnect, in order to
create parameters for more affordable purchase pfigoods from the producers.
Few explanations hold why this does not happenata)timing; b) if they don’t
interconnect significant number of small tradesrweoonstitute significant buying
power; ¢) bad understanding of what small tradespetiif they interconnect.

The example of world leading corporation (Wal-Maathich rationalizes
supply, which in turn has consequences of contingegrease in percentage purchase
price in the sale of goods. The percentage deckeas®.97% in the interval 2004-
2007; Wal-Mart approximately saved 3.4 $ billiorilais.
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Rationalization of supply is one of the key segtadn the merchandise
politics (required price and assortment politicgobdds). Rationalization of supply
is the long-run outcome of merchandise politicasTdan be seen from analysis of
data from longer time intervals. For example tharstof purchase price in the final
price was lowered by 1.41% in the six year intefi@hn 2002-2007. If we apply this
number to Wal-Mart net sales in 2007 we can coreckaVing around $4.9 billion.

7.3. The influence of change in level of prices business results on tradesmen

Big supermarket chains tend to practice alreadywkneelling systems to
achieve advantage in the distribution and supplyoofds, or to slow down the increase
in costs of goods sold. These systems functionrimgiples of: reducing complexity
of services, depersonalization of sales with usthefcutting edge technology and
with concentrated and wise use of economies oéscal

In Table 3 of singular prices of products in METRC3sh & Carry, Zagreb,
prices of oil and coffee are similar to other sipermarket chains. However, overall
level of ten examined products is 5.5% lower infgeghan the next first supermarket.

Graph 5: Influence of 1% incresein priceson increasein profit of
selected retail trade companies
[ [ [ [ [ [
Kroger | | | | | | ’
Metro ‘ ‘ ‘ B
>  Costc b
g \ \
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Incresein profitin %

Source: Krafft, M. & Mantrala, M.K. (editors)Retailing in the 21¢ Century-Current and Future Trends,
Springer, Berlin, 2006, p. 271

Next first supermarket had overall level of pri6eés% higher than the level of
prices in Metro. Level of prices with small tradesmwas in percentages higher
respectively: 16% (M1), 16.8% (M2) and 28.9% (M@)e already mentioned level of
prices is possible only if consumer accepts comialepacking of flour T-400 and
T-550 of total ten kilograms (1kg x 10).
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The mentioned sales system is originally whole sahich serves small
tradesmen, where they get membership cards, whigheuv them they couldn’t
buy in bulks. Great deal of buying is done by pbaikpeople, because membership
cards are easy to get.

Some buyers are ready to accept and pay the psoduathigher rate, with
condition of down payments. In Metro this is nosgible because they stopped
accepting credit cards.

Small tradesmen do not have possibilities of udimg advantages of
already sales systems. Research also confirmg thaetting harder and harder to
cut costs in the already existing sales systemagder; investments in the cutting
edge sales technology create presumptions of theefgost cutting.

Table 8: Pricesof chosen productsin METRO, Cash & Carry, Zagreb

METRO
Product Cash & Carry

1. Dukat milk, 3,2% PET 5,69
2. Coca Cola 2| 11,94
3. Sugar, 1kg 5,48
4. Table salt 3,32
5. Hard flour, T-400 2,87
6. Soft Flour, T-550 2,35
7. Vegeta(spice mix), 250 g. 12,36
8. Sunflower Oil,Zvijezda, 1I. 12,99
9. Rice, 1kg, long grain, nylon pack 5,60
10. | Franck coffee, jubilarna Vacuumed, 250 g. 15,99
Total: 78,59

Note: Data collection was done on 10 April 2008.

7.4. Processes in the retail sale which endangerglosition of small tradesmen
Processes in present European retail sale camiraatized:

a) Slower growth, more segmentation;

b) Less national tradesmen, more international tradasm

c) Less stores, more selling surface;

d) Less supplies, more consumer services;

e) Less independent, more filial tradesmen;

f) Lower revenue per square meter of sale surfacbehigrofit margins.

2 Group of authors (1995): International Retailirifrends and Strategies, Pitman Publishing, Longlots
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All of this is present in Croatian retail markebwever with a lesser intensity.
Processes b, ¢, and f significantly endanger mar&sition of small independent
tradesmen. Process c¢ can be represented graplasatyown in Graph 6.

Graph 6: Influence of economic development on number of storesand retail companies

Number of
shops and
retail
comparies

Countries | Developed
i countries
transition

Economic development

7.5. What to do and what'’s perspective of smalldeamen?

It is necessary to unite small independent tradasme& alliances or
organizations, while at the same time preserviog@wic independence and achieving
advantages in business functions, firstly supply.

We think in organizing economic alliances or uniafissmall tradesmen,
where tradesmen can enter or leave them freely,vdrete membership of one
union doesn’t exclude membership in second or tiiridn.

Having in mind already mentioned processes an@mdrdisconnection of
small tradesmen in Croatia, perspective of mosherd is quite worrying. This can
be confirmed by experiences of developed Europeamtdes where in certain
time intervals tens of thousands of small storasiskeed, however; at the same
time the selling surface and quality of retail segvincreased. Such an intensive
process of somewhat purging Croatian retail scestergmains to occur, where the
hardest hit will be taken by small tradesmen whitér mixed assortment of goods.

8. CONCLUSION

Everything that was mentioned leads to a conclusiahthere is significant
divergence of physical data and the significancerafts trade and its financial
contribution to results of Croatian distributivade. Weak financial strength disables
possibilities of modernization and technologicadawations of crafts shops and its
sales formats.
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It can be stated that there are oscillations imimaber of tradesmen in the
number of available business units that are typesutlets, with the mutual low
increase in average number of employees per stat®p. Tradesmen sale per unit of
turnover employs significantly higher number ofdatthan the trading corporations.
This is the consequences of lower technologicaklbgment of smaller stores in
the segment of tradesmen sale, this at the sareattgives less ability of substituting
human labor with cutting edge technology used instmmodern formats of
supermarkets.

Physical strength of the segments of distributreele such as tradesmen
sale, which comes out their number, is not receghiprimarily from the side of the
tradesmen themselves. They could use this fact asggament for starting the process
of their interconnection. It is necessary in evamycess of concentrated trade which
manifests itself in decreasing the number of trasgsand increasing their market
shares in segments of trade using the advantageopnbmies of scale.

No recognition of the need for business integrapamarily comes from
the less educated tradesmen in the activitiesarsiyment of crafts trade. This is
no exception compared to the total Croatian retednomy. There is a need of
continuous work on the education of how we coulicgrate market trends.
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COMPETITIVENESS OF SMEs AND TRENDS
ON THE MARKET

HANA STVERKOVA !, SIMONA HOFROVA 2

ABSTRACT. A new economy is a global economy and it meansdmwade trading
with services, goods, capital, production and imi@tion. Small and middle enterprises
play importance role of nationality economies fumging. So there is need to
evaluate the potential of small and medium entgprivith the meaning of European
integration.

Small and middle companies have pivotal positioméational economics in
light of formation healthy entrepreneurial envircemh Existences of small and
middle companies stabilize society because eackedapolitical insecurity and
radical currents situation could be for them researdiversification. Small and
middle companies forms healthy entrepreneurialrenwvnent. Integration process
of the Czech Republic into European union brigs ¢hanges of parameters of
business environment which needs to be monitonmbevaluated.

The aim of this paper is engaged in the competitgs of small and middle
companies in light of trends on market and usinfi factors as are identity,
integrity and majesty of company in The Czech Répub

Key words: Small and medium — sized Enterprises, competitagrseipport for SMEs

JEL classification: M, M1

Introduction

The remarkable importance for economic developnregipns, individual
cities and municipalities are small and mediumsiepterprises (SMEs). Together
a healthy business environment and increase meykatmics. SME development
is generally considered a major factor in econataielopment, and regardless of the
economic maturity of the country. The Member Stafiethe European Union (EU),
but also the EU itself is trying to create an difex support for the creation and
development of SMEs. This seeks to ensure not emhance the competitiveness
of SMEs in the EU, but especially in global marketseks to ensure that they
maintain a viable and currently overcome their entrreconomic crisis, which has
the right to SME catastrophic consequences.

Yng. V§B- Technical University of Ostrava, FacufyEconomics, Czech Republic, hana.stverkova@sh.c
2 Ing. VSB- Technical University of Ostrava, Facaifyconomics, Czech Republic, simona.hofrova.sh@zs
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Theoretical background

To approach the theoretical background on the cttiyemess of SMEs
and market trends it is necessary to define basicepts which will be the reader
in the face. This theory is descriptive and is dgsemarily on the definitions laid
down in EU documents, literature and authors whiehdedicated to this subject.

Small and Medium Enterprises

Types of businesses are diverse and can be sdbrsassue from different
perspectives. One important criteria is the sizéhefenterprise, which is possible
to quantify the number of employees, productiorur® or size of salds

According to the European Commission's recommeonatf 6 May 2003
concerning the definition of micro, small and medisized enterprises (2003/361/EC)
SMEs are defined as follofvs

Small and medium sized enterprises are characteyze

» Have fewer than 250 employees

e Have an annual turnover of less than 50 million EWRNnual balance
sheet total does not exceed 43 million EUR

» Areindependent.

Table 1: Definition small and medium enterprises apording to EU

Categories of company| Number of employeeg ANNUAL ANNUAL BALANCE
TURNOVER SHEET TOTAL

Medium < 250 < 50 million € <43 million €

Small <50 <10 million € <10 million €

Micro enterprise <10 < 2 million € < 2 million €

Source: European Commission [online]. Recommendation 2@Ii3E3C.

SMEs are one of the important aspects of the Edag. Their prosperity is
a key factor for achieving more growth, better jobthe EU. Dynamic entrepreneurs
are very good options to use the opportunitiegefey globalization and accelerating
technological change. SMEs are the main enginenpi@/ment growth especially
in sectors such as construction, transport, comeations and tourism. Within the
definition of the Lisbon Strategy in 2000 set thigeotive to increase competitiveness.
In 2005, the Lisbon strategy and evaluated inicglab non-performance objectives,
revisions were made. SME policy has become a layazit of the Lisbon partnership
for growth and employment.

3Synek, M.:Podnikova ekonomikap00.
4 Small and Medium Enterprises Definition [onlifejt. 2009-05-11]. Available at www:
<http://ec.europa.eu/enterprise/enterprise_poliwy/slefinition/index_en.htm>.
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Competitiveness

According to materials of the EU competition isidefl as "the market
situation, the seller of goods or services indepatig of each other trying to gain
the favor of buyers, in order to achieve a speditisiness objective such as profit
size of sales and (or) the market share. Competitbmpetition between firms takes
place on the basis of price, quality, ancillaryvgsas or combinations of these and
other factors which positively evaluates custorilem distorted and fair competition
is a key pillar of the market economy.

Microeconomic competitiveness is defined as thityabf a firm to maintain
its market share respectively this proportion afividual commodities increase
further. According to the Baldz the ability to wand maintain the best conditions of
production and sales in the competition betweerdyrers or exporters of godds
In essence it is the activation of various aspetfgoduction efficiency, which are
reflected on the cost (so-called price competitigoplity (the quality of competition)
and the ability to get a unique place in the maftket so-called market forces and gain
a dominant position). For the three aspects lissa@sed condition and the flexibility
to reallocate resources to those activities, prtsdand industries, that offer greater
returns on capital. Ability to adapt quickly to rkat research, development and
acceptance of know-how enterprises are considetee the basis of competitiveness

New concept of competitiveness

Way to succeed in the market is to look for competiadvantages and
using them to get a fixed position on the marketm@etitive advantage must be
based on long-term differentiation from other conipa to build their own strong
identity. This is particularly important in termgampetition in the sector. Finding a
position in the market is hampered by competitiodar the influence of the so-
called cross-competition, this is due to linesaafinpetitive products and services
and competitive production and trade.

Do not just search for the competitiveness of fiimghe financial health,
manufacturing, marketing, management etc. It isssy to examine the competitiveness
in terms of new dimensions which may manifest ffedént forms from the design
company through its corporate climate, communicatiad other features. It was
found that there is a need to deal with the saftois of competitiveness, which in
small and medium-sized enterprises constitute dbe-leaf clover expressions in
business, and to the identity, integrity, sovergigmd the mobility of firms.

The process begins with shaping the competitivesfasansformations starting
external potentials (resources) company whictrikdtdeveloped into other consecutive
layers on the competitive potential. This proceggires the pattern of competitiveness
IDINMOSU.

® PORTER, M.E.: 1990.
° BALAZ, P.:1996. N
" BENACEK, KUDRNA, SEDLACEK, 2000.
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Picture 1: The Scheme of Competitiveness — IDINMOSU

Corporateldentity presents its own personality find a company in the
world beyond. It also includes finding and underdtag the mission, role and self-
image. It is viewed as a set of internal and extiecharacters, which identify the
real environment. Gradually the identity becomeskity factor in the competitiveness
of firms. You can define different characters lingge five are the:

1. Idea - the idea of the carrier which representsefsence of the firm
penetrating vision as a company matures into basipins,

2. representational space (totem) - location, plabgad that embodies
the idea to the spatial form,

3. design - aesthetic audiovisual image ideas developéotem and other
features of identity,

4. ritual - the behavior, communication and procesta$ved from the
ideas and implements its contents,

5. innovation - the process of transition of toterdésais design and development
into new ritual forms.

It is irrelevant how many factors of identity arefided but the essential
fact is that a competitive firm is characterizednbgturing identity and integrity of
a structured identity.
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Integrity of the company is given its cohesion and involviesself in two
terms. On the one hand its flexibility and dynamigiven the fact that workers
have their own identity. On the other hand comltimewith a total of individualized
identity it means company. If there is one or tthepcharacter, the company gets into
trouble and not just economic. The aim is to fine integrity and the development
potential of the company without disrupting its e@nce with the aim of strengthening
the overall position of the organization.

Mobility is a potential business in the form of capabgigad capacities to
respond to changes inside and outside the comJdmgye is a movement in time
and space companies, such as the movement of ataed immaterial elements,
relationships and business activities. It is thiditgland the possibility of firms to
adapt and evolve with regard to its internal anral stimuli.

Sovereignty characterizes the position of the company in theiness
environment. Sovereignty is reflected by the faet the organization has a genuine
opportunity to decide efficiently and effectivelyr fits development and at the same
time the real possibility to implement those demisi effectively.

Modern European Small and Medium Enterprises policy

The main objective of modern SME policy is the gntgion of SMEs into
the guidelines of national policies and Communibfiqy the application of the
principle of "think small first".

To make this policy effective the European Commisguided by commitments
which are identified in five main areas:

Cutting bureaucracy

Improving SMESs' access to markets

Promoting entrepreneurship and skills

Improving the growth potential of SMEs

Strengthening dialogue and consultation with stalddrs on the small
and medium sized enterprises

arwOE

These five areas are achieved by integration of SMECommunity policies
such as competitive policies, research, cohesioal development and also in the
field of innovation and industrial policy. This téts in the possibility of funding to
support SMEs.

The focus of modern SME policy in addition addihg European Council
in its conclusions of spring 2006 which called omrivber States to release the
entrepreneurial potential of the EU adopting the foriority actions:

1. establish a system of one-stop-shop that will aliogvcompany quickly
and easily and reduce the average time of setfing lusiness for one
week,

53



HANA STVERKOVA, SIMONA HOFROVA

2. encourage entrepreneurship, including through gnetneurship education
and training,

3. hiring the first employee should be dealt in a kEngdministrative
authority

4. make the principle of "think small first" fundamahfprinciple of all
relevant legislation and applying it systematically

5. facilitate access of SMEs to public procurement.

These priority actions help to achieve better tesaind increase the
competitiveness of SMEs in the EU. In particulashibuld enhance the potential of
SMEs in the newly acceded countries. The Europeam€ll set out in the field of
SME targets ambitious but not unrealistic.

Trends on the market of small and medium-sized entprises

The so-called modern SME policy, which was launche@005 and is
based on the principles of unity, openness andcpiv@aapproach, begins to have
success not only wide but also by the Member Staestheir regions. Not only
the European Commission, Member States but alseahkignificant progress in
implementing the steps to creating a better busiokmate, the inclusion of issues
relating to small and medium sized enterpriseh@rhain areas of their policies
and incentives more people to become entrepreheurs

At the EU level in recent years held several camfees on the topic of SMEs
and entrepreneurship and at these conferenceshar&UW leaders had inspired
the development of initiatives both legislative aamdiministrative proposals and
recommendations to improve the situation of smadl medium-sized enterprises.

In the current period of the Lisbon cycle 2008 12¢he European Commission
aims to release the full potential of SMEs to gtowhd employment and full use
of their innovative capacity. In the period is gpito focus on the diversity of the
small and medium-sized enterprises: companies saafial enterprises and household
businesses that have the potential motive to gtrend=uropean growth, innovation,
local development and employment. This is an itiNg#a created to assist the
European Commission in 2008 called the Small Bssiect for Europe.

Small Business Act for Europe

In the EU a total of 23 million SMEs which accouht®r two-thirds of
employment and this share have even increasedti@om®9% of all enterprises.
According to the latest communication from the B@an Commission is making
the share of SMEs to new jobs have 80%. Just as tteenpanies grow and innovate
are overridden by the EU citizens tend to entresaresiip. SMES contribute greatly to

8 Communication from the Commission to the Couttudl,European Parliament, the European Economic and
Social Committee and the Committee of the Regi@nsall and medium-sized enterprises - Key for
delivering more growth and jobs. - A mid-term reva Modern SME polic{COM (2007) 592, p.12.
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the enhanced environmentally friendly products. Ebheopean Commission wanted in
June 2008 to strengthen their position long-teitrative forthcoming Small Business
Act for Europe. The initiative includes a lot ofpport measures to improve the
relationship of workers from the EU to self-emplaymh that the EU prefers 45%
of citizens while in the U.S. it is 61%. The maimopties and objectives of Small
Business Act for Eurogénclude:

» reduce the administrative burden by 25%. It is chdbeat while a large
firm has an average cost of the administrativequioes prescribed by law:
1 EURO per employee these costs reach for sméatidases up to 10 EUR,

* an Initiative JEREMIE support competitiveness, difpghe system of
block exemptions. According to the survey 21% oft=3vh the EU have
poor access to finance thereby increasing the giopaf the supply of
credit in particular risk. Member States may alssibesses operating
locally in the provision of services to reduce YH&T.

* It should be shortened period for payments to sanallmedium enterprises
within 30 days. At present this period varies fizdn 100 days and therefore
ending decline to 15 % of SMEs.

* It has accelerated and simplified the process tlt-aps. The goal is
to complete formalities at one place. The fee &ttirsg up a business it
is assumed a maximum of 100 000.

» ltis proposed to the European private companytgat

* A need for more SMEs to integrate into the sciemkresearch, education
and enable them to achieve the results of resemrdhdevelopment
funded from public sources.

* And more.

SMEs have a major impact on business in the areaafomic growth and
social and regional cohesion. They represent alm@% of the total employment
in Europe and provide the majority of the net numifgobs. In addition to small
and medium sized enterprises and entrepreneursbigasingly important for
economic growth in the context of a knowledge-bagetlal economy. Despite of
significant progress has been achieved thankset@dmprehensive policy for small
and medium-sized enterprises shows that the EunofdéEs do not use their
potential fully. In particular the productivity grth in SMEs in the EU is often less,
innovate less and the period following the launthheir growth is slower than
their counterparts in the U.S.. Although the curied policy for SMEs is making
good progress and many of these problems havediedlamong its objectives,
shows the lower performance in comparison withWh®. that there is room for
improvement.

® Green SME - Small Business Act for Europe. CON&®394 final.
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The "Small Business Act", adopted on 25 June 28G@8package of measures
as legal and non which should lead to the elimimatf problems that limit the
performance of SMEs. For persistent problems ifledtican be considered two
groups:

» Issues relating to coordination or implementatibexasting policies.
* The continuing gap in the market or in the legistatwhich are not
sufficiently addressed by existing policies.

The first group can include problems relating te tmpact of legislation
on SMEs, difficult access to domestic SMEs but afgernational markets, poor
access to public procurement and that the isseatoépreneurship is still reflected
in the policies of education and training. The secgroup will include problems
from the lack of female employment, problems of SViecess to standards and
their subsequent use, lack of access to financerorredit and venture capital
fragmentation.

Given the problems identified above in the initiati"Small Business Act"
established a number of objectives. The main dlagect to release the full potential
of European SMEs to employment growth and fullyl@ikpheir innovation capacity
S0 as to contribute to the objectives of the Ligtantnership for growth and employment
renewed in 2005. To achieve the main objectiveg limpen established two specific
goals:

1. improve the implementation of the “Green SME” amsrdination of
existing policies

2. address the persistent gaps in legislation andeérmarket the SMEs
in the EU is facing

EU through the European Commission also deternmmis communication
to propose solutions and tools to meet the objestiVhese included strengthening
the partnership with Member States for better im@etation and coordination of
policies and the entrenchment of the "Green SMBh@policies implemented at
both EU and national levels. The tools for meesipgcific objectives of the second
coming itself considered business support throbghptomotion of entrepreneurship
and business image or encouraging new entrepreaspegially among women. In
addition you can achieve the objective of furthevelopment of SME access to
finance and especially micro-credit, increasingavareness of SMEs on opportunities
related to sustainable products and processegthtbe development and improvement
of energy consultancy SME to international marketicularly the rapidly growing
markets of China and India.

At the same time the objectives have been devel@pertcordance to
variations of the policies. The first option incasgithe existing EU policy for SMEs
which is based on the exchange of best practictsaageted EU support programs.
The second option consists in the developmentisfiex policies to support SMESs in
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the EU through political partnership approach wtita Member States to improve
conditions for SMEs and entrepreneurship and iredudrgeted policies to address
remaining gaps in the market and legislation. THese variants of complement
also a third option proposed by many stakeholdenis option could be based on
developing and implementing a fully-fledged apploax policy for SMEs, including
legally binding objectives and principles, whichwa be implemented at EU and
national level, and large-scale programs to adgressstent gaps in legislation and on
the EU market, which SMEs face. There must betattthe principle of subsidiarify

as a large number of areas related to SME growténgal is predominantly in the
Member States. Determination of legal liability Mebdpe clearly contrary to this
principle therefore took this option is selectedftather analysis.

Support for business competitiveness

EU provides support for SMEs. Support is availablearious forms such as
grants, loans and in some cases the warranty apdendirect or through programs
managed at national or regional level for examipleugh the EU Structural Funds.
SMEs can also benefit from a range of non-finansigdport measures in the form
of programs and support services business. The igWoaSMEs is divided into
four categories:

1. Thematic funding options

This type of funding is mostly thematic with specdbjectives - environment,
research, education - is formed and implementeditigrent departments
of the Commission. SMEs and other organizationsusailly apply directly
to programs usually on condition that they submitstustainable, multi-
national projects with added value. Depending enpitogram, the applicant
may include industrial groups, business associtlmrsiness support providers,
or advisors. The general rule is co-financing: pting the European Union
usually consists of grants, which cover only pathe cost of the project.

2. Structural Funds

Structural Funds: European Regional Development FlERDF) and European
Social Fund (ESF) are most extensive EU instrumehtsnding support
for SMEs through a variety of thematic programs iaitétives undertaken at
regional level. The beneficiaries of structuraldsimeceive a direct contribution
to the financing of their projects. The selectibprojects proceeded at national
or regional level.

10" areas which do not fall within its exclusivenapetence, developed in accordance with the piénoip
subsidiarity, Community action only if and insofexrthe objectives can be achieved by the MembisSta
and therefore, by reason of their scale and effectde better achieved at Community level”. Buf the
Treaty on European.
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3. Financial instruments

Most financial instruments are available only iedity through national
financial intermediaries. Most of them are mandgethe European Investment
Fund.

4. Support for international action SME

Generally consists of assistance to medium-sizgdrozations or public
authorities in the field of internationalization imder to help SMEs with
access to markets outside the EU.

The European Commission has increased its focuShs in the main
expenditure programs for the period 2007 -2013.Mibst important financial instrument
Is one of the Structural Funds to support SMEs nigke 18% of the total budget
of cohesion policy. Other support tools include:

e European Agricultural Fund for Rural Development

This fund is in the current programming period persd 10 billion EUR to
support the creation and development of non-adticall enterprises in
rural areas, SMEs in agriculture, food industry #relsummer farm.

« Seventh Framework Program for Research and Tedjical®evelopmerit

This is the ES Community program whose total budgeEUR 50 521
million and includes a number of incentives for fgeeticipation of SMEs
in various programs such as Cooperation, Ideaspl®eand Capacities
such as increasing the top rate of reimbursemethieofosts of activities in
scientific and technology areas from 50 % to 70 %.

* The Competitiveness and Innovation Framework Progra

The Competitiveness and Innovation Framework Pragra (CIP) aims to
encourage the competitiveness of European entespri&/ith small and
medium-sized enterprises (SMEs) as its main tatbet,programme will
support innovation activities (including eco-inntiwrn) provide better access
to finance and deliver business support servicé#inegions. It will encourage
a better take-up and use of information and comoatimns technologies
(ICT) and help to develop the information socidtywill also promote the
increased use of renewable energies and energyeeffy. The CIP has a
total budget of over € 3.6 billion for the period0Z-2013.

11 European Parliament and Council Decision No 198®/EC of 18 December 2006 concering the
Seventh Framework Program of the European Commtaiityesearch, technological development and
demonstration activities (2007 to 2013).
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Conclusion

They may be European SMEs competitive in world e’k They can,
why not, but not of course. It is therefore impattso create viable and promising
small and medium sized enterprises such condifionsheir operation to be the
real driving force behind the development of thereeny. It is therefore necessary
to create a legislative and economic environmedtt, flor reasons of unsatisfactory
and inappropriate tools may not have formed grdgwaar off.

For the future prosperity of the EU it is therefarerucial ability of growth
and innovative potential of SMEs which may be arsger Europe and capable of
coping with uncertainty which today globalized wbHdrings. An important factor
in creating a competitive business for SMEs at &kllis EU wide co-operation of
institutions (European Commission, European Padigjrand national and regional
authorities in implementing measures to increaseptitential of these businesses.
With a regular dialogue with European institutiokigmber States of the SME policy
of national measures and EU measures complememiodaer better. The European
Commission supports this process by facilitatinguallearning and exchange of
best practices.

In the context of the so-called "financial crise&g’e the negative effects of
this crisis is disastrous to the SME. They areasotompetitive as large firms and
therefore it is desirable that the EU help in maimhg viability. Currently in the
so-called "financial crisis" the EU leading debate"'Guarantee Fund for SMESs".
The Seventh Framework Program which was mentionetthé text should have
rich benefits for SMEs in many areas whether onsfpart, health, biotechnology,
security and others. WitH"Framework Programme of SMEs are actively encoarage
to participate in all research projects especitilgse that will be implemented
within the themes of cooperation. Whenever suclomaaleemed appropriate will
support the involvement of SMEs in the Joint Tedbmy Initiatives. A key element
of the seventh implementation plan is to simplifies and procedures. The proposed
measures will cover the entire funding cycle incigahe various elements of funding
schemes, administrative and financial rules, praees) user-friendliness and clarity of
documentation.

International Cooperation under the Seventh FrameWoogram will lead
to further integration of the EU into the world aomy, and help to develop research
and technology in countries that build their owmkiedge capacity. This on the one
hand contribute to enriching European researchnomwledge generated elsewhere
in the world, while on the other hand, increase ahareness and competence of
companies and firms in developing countries inrsm@eand technology.
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ABSTRACT. Middleton (2001) noted that in Europe 95 percenttadrism
businesses, generating perhaps one-third of taiakin revenue, are micro-business
and most of these are family businesses (Getz,s&arand Morrison, 2004).
Contrary to their importance in the economic weliry of the country, they suffer
a wide range of strategic disadvantages and wes&sgweventing them from a
sustainable development and yielding desired outsorfYolal and Emeksiz,
2007). At the most basic level a family business lsa defined as “... an enterprise
which, in practice, is controlled by members ofragle family” (Barry, 1975). The
dominance of small and medium sized enterpriséldariourism industry calls for
extensive research on the businesses and it isriamido expand the knowledge
family businesses and the entrepreneurial busigeals of these firms. The paper
aims at examining business goals of family operaiszbmmodation enterprises.
The sampling frame for the survey is the familyraped accommodation enterprises
employing 1 to 10 employees. A total of 105 questaires were collected in
February and March 2009. The results of the stiidyved that almost two third of
the entrepreneurs were first generation in the lfamisiness. The results revealed
that the business goals of the family businesséseirstudy are growth, retirement
and slow down. The results also indicated thaetiteepreneurs ar mostly lifestyle
entrepreneurs. The study concludes with discus&iassd on the findings.

Keywords: family business, accommodation, business goalkejur

JEL Classification: M10

1. INTRODUCTION

Tourism offers many opportunities for family busiee often embodying
direct host-guest interactions in a more formalirmment like family home or
property. They are often vital to customer expegsrand satisfaction, and to destination
and community development (Getz and Carlsen 2d@g)iism and hospitality as an
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industry is dominated by small and medium sizeahdirmany of which are family
and owner operated businesses. They are predotyirsiaited or purchased for
lifestyle and autonomy reasons (Andersson, CadsehGetz, 2002). Contrary to
their importance in the economic well-being of doaintry, they suffer a wide range
of strategic disadvantages and weaknesses pregethiiem from a sustainable
development and yielding desired outcomes (Yoldl Bmeksiz, 2007). However,
interest in and research on family business has imeeeasing rapidly due to their
scale and importance in most countries. Middle00() noted that in Europe 95
percent of tourism businesses, generating perhagpshod of total tourism revenue,
are micro-business and most of these are familynbases (Getz, Carlsen and
Morrison, 2004). In Turkey, the total number of @omodation operations certified
by the Ministry as small and medium sized hoteMKi&s) is 1,730 including one,
two, and three star-rated hotels, motels, penstamsping, chalets and hostels, which
results in 74.5 percent of total number of all éiméerprises. When the municipality
certified hotels and family businesses are includied figure rises to 95 percent
(Ministry of Culture and Tourism, 2005).

In Turkey, however, studies on the family businedsetourism are very
limited compared to their dominance in the touriand hospitality sector of the
country and their contribution to both the develepmof tourism industry and the
economy. As it is suggested by Getz and Carlsed0)2@ is important to business
development and destination planning programs tderstand what motivates
entrepreneurs and investors, and what their valteesn starting a business. Thus,
the main objective of this paper is to examine ab@ristics and business goals of
family operated accommodation enterprises using flam Mugla, Turkey.

2. LITERATURE REVIEW

At the heart of any discourse is the notion of migén. In this regard,
family business definitions focus around varialdash as ownership participation
or risk assumption. Broader definitions also inelsdcial aspects of entrepreneurial
life. Wherever family systems strongly interactiwibe entrepreneurial level of the
enterprise system, the enterprise shows a famigyneas character. This implies
that the development of a family business depemdshcee factors, namely: the
entrepreneurs’ family, ownership, and enterprisgesy (Gersick, Davis, Hampton,
and Lansberg, 1997). Family ties and values asn afaid to create a strong business
identity and a high level of internal ‘closenesghich may lead to better performance
of the firm in terms of internal trust and cont{deenders and Waarts, 2003).
While defining family businesses Westhead, Cowiing Howorth (1998) refers to
a discussion in Chua, Christman and Sharma (198®)githat ‘previous studies
have tried to define the family business by its exship and management but companies
with the same level of family involvement in owrtépsand management may or may
not consider themselves family businesses and, mgrertantly, may or may not
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behave as family businesses’, and Cowling and &#esc(1998:370) regarded a
family business if more than 50 percent of ordineoying shares are owned by
members of the largest single family group reldigdlood or marriage, and if the
company is perceived by the chief executive/maragdinector/chairman to be a
family business. Evidently, the owner/manager'sdaination of what his or her

business is more important than how others defirle the same vein, Birley, Ng

and Godfrey (1999:598) list the characteristica émily business is as follows:

« family owners consider the business to be a soafdacome for all
members, whether or not they work in the business,

 children usually start at the top, don’t know wtiay are doing, and so
manage badly,

e parents apply pressure to their children underagsumption that they
will automatically join the business,

e parents never know when to retire and never gidr tbhildren any
responsibility,

* owner-managers can’t separate family and busirfésssaand

* most children regret joining the family business.

Family dynamics is a crucial factor in the familysiness. This is true even
for sole proprietors, because their business #esvifrequently involve other
family members, and they often have to balancenegsiand family interests (Getz
and Carlsen, 2005). To many, the main advantagésedfamily business seem to
be related tarust, control, andemployee motivation. Family ties and values are often
said to create a strong business identity and h leigel of internal ‘closeness’,
which may lead to better performance of the firnteiims of internal trust and control
(Leenders and Waarts, 2003: 689). However, fanigriesses are different from other
businesses because ownership and control of thiedsssoverlaps with family
membership and, as such, are “the most complex &rbusiness organization”.
As a result, conflicts and contradictions can oasithe business and the family
strives for different objectives (Birley et al.,99). The interaction between family
dynamics and business operations are importaritjdimg such topics as gender
roles, dealing with family issues, ownership, familvolvement, and evolution of
the business within the family lifecycle (Getz a@aklsen, 2000)

In general, having a good corporate atmosphererisidered an important
advantage for a company (Hudson, 2001; Schulz,)200% mental environment
of a firm reflects the attitudes of the managerd elmoices of the firm (Leenders
and Waarts, 2003: 689). It is often assumed thdafoily business, profits may be
sub-optimal because keeping a happy family somstiowgweighs creating more
value and profits. This can create a good corpatatesphere if the dominance of the
family emphasis is generally accepted in the fikmt¢ de Vries, 1993). By contrast, if
members of the organization know that actions aietly evaluated on financial
criteria, the atmosphere can also be good (LeermhersVaarts, 2003: 690).
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A regularly mentioned issue regarding family busses concernsonflict
resolution when conflicts between organizational members iodtaonflicts occur
between organizational members, they may be mdfeul to handle if the
family orientation is strong (Morris, Williams, Adh and Avila 1997; Holland and
Boulton, 1984). A strong business orientation mayniwre beneficial for conflict
resolution because it can provide some objectier@ to solve possible problems
and to evaluate solutions (Leenders and Waarts3: B89).

A number of researchers have determined that &ainyers in tourism are
usually low, and many owners lack pertinent expegeor training (Morrison,
Rimmington, and Williams, 1999). Consequently, la€krofessionalism is a frequent
complaint leveled at family businesses in tourisrd hospitality (McKercher and
Robbins, 1998; Szivas, 2001). Shaw and William®Q1&. Getz and Carlsen, 2005)
observed that noneconomic reasons existed for rt@nysm/hospitality owners
entering business in UK coastal resorts. For exgntipty wanted to be self-employed,
hated their previous occupation, sought a betlestiile, had personal reasons for
making a change, or preferred the location (ofter avacationing there). Semi-
retirement was also a big motive, and in some casasers had been made
redundant from their previous jobs and were foitoeskek a new source of income
(Getz and Carlsen, 2005: 243).

Family businesses display a relatively low growdkey compared to non-
family firms. They often face typical managemend gnowth problems that call for
specific training areas such as succession oriconienagement issues (Ibrahim,
Soufani and Lam 2003). Furthermore family firms dngarticular priorities and
structures like family concerns that often reflgwt lifestyle that the family wants
to follow, rather than rational business princiglésters and Buhalis, 2004).

Seasonality has been an inescapable aspect adrtoand the fluctuations
in demand are more acute due to perishability efghoduct, and the effects of
seasonality are more drastic for the small or fanbilisinesses in the industry
limiting tourism business creation, profitabilitpéigrowth. A study of seasonality
revealed some of the pressures that are genenatieasndy businesses. They found
that owners relied heavily on summer student warkermeet peak demand, and
often worked themselves 100 hours a week over 201week season. Some took
another job in the off-season, while others hadustain the business (repairs,
marketing, etc.) (Getz and Carlsen, 2005: 241)z @etl Nilsson (2004) detected a
number of strategies used by family businesse#herecounter cyclical demand or
adapt to it, and all of the options have impacts$aonily life.

The National Survey of Small Tourism and Hospiyakirms in the UK
(Thomas, Friel, Jameson and Parsons, 1997) quedtiowners on their motives.
Fully 90 percent of owners gave non-economic reagonbeing in business. Few
were motivated by the anticipation of greater feiahrewards than could be expected
from paid employment. The most common reasons gigemusiness ownership
were to do what they enjoyed (45%) and the desirinflependence (30%). Only 4
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percent considered ownership of their small busitede a form of semi-retirement,
while 10 percent believed they had been driverlfeesnployment (Getz and Nilsson,
2004). Sharma and associates (1996) observedathdy business goals “are likely to
be quite different from the firm-value maximizatignal assumed for the publicly
traded and professionally managed firms”. In ayswidsmall tourism businesses in
Victoria, Australia, Bransgrove and King (1996) riduthat the top goals of owners/
managers were challenge/stimulus, business oppiyrtlifestyle, and long-term
financial gain (accounting for 18-24 % each). Bifgstyle goals were twice as
frequent in rural areas. Other rural tourism redezns have pointed to the goals or
rewards of improved social lives (Pearce, 199@),sacial standing (Pearce, 1990). In
the same manner, the paper examines characteasiicbusiness goals of family
operated accommodation enterprises using dataNtogta, Turkey.

3. METHODS

The aim of the study is to examine business go&lfamily operated
accommodation enterprises. The sampling framédnéostirvey was the family-operated
accommodation enterprises employing 1 to 10 empl®yA questionnaire is an
efficient data-collection mechanism when the researknows exactly what is required
and how to measure the variables of interest (8ekar992). The questionnaire
used in the study was developed on the basis of @wl Carlsen’s (2000) and
Gunver’'s (2002) previous studies, considering fpexific conditions of Turkey and
the tourism businesses. The questionnaires werénetiened personally in the
districts of Bodrum, Fethiye and Marmaris of Mugl@vince during January and
February, 2009. Almost 127 businesses were condlinete22 of them refused to
respond. The response rate was 82.6 percent.

The questionnaire has three parts. The first pasfudes demographic
questions about the owner-managers of the fanritysfi The second part questions
about the characteristics of the family firms. Aimaily third section includes questions
about the business goals.

4. RESULTS

All 105 respondents indicated that they had a fgmilned business, and
at least a member of the family was employed irbti@ness. The ownership among
the respondents proves the domination of malelerbtisiness life. Females merely
accounted for 20 percent in the respondents. Howévs is larger than expected,
since the female entrepreneurs accounted for @8 fdercent in Turkey according
to 2007 figures (www.koniks.com).

67.6 percent of respondents were married and 5&dept have at least
one child (the ages of the children were not qaestil). Of the 69 respondents
who had children, 21.7 percent had one child foldvy 43.5 percent having two
children, 21.7 have three children 10.1 perceneHawur children and finally 2.9
percent have five children.
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In terms of education, the largest group (35.2 %the respondents had a
university degree, 24.8 percent had high schoolifipaions, 15.2 had a college
diploma, 14.3 percent primary school and 7.6 pé¢read secondary school diploma.
Merely 2.9 percent had advanced degrees.

The dominant age category of respondent was 3824 (6), followed by
41-50 (23.8 %). The 21-30 age category accounted8d percent and the 51-60
category was 15.2 percent. Only 8 respondents lvatveeen 61-70 (7.6 %) and only 3
(2.9 %) were over 71.

As an entrepreneurial characteristic, 68.6 pergktiie respondents indicated
that they were the first generation in the familiginess, while 30.5 percent were the
second generation. These findings can be integrieteseveral ways. First, it is
seen that the respondent 67 percent of the firnte wpen for 2 to 15 years, and
most of the businesses are being operated byftheiders. Secondly, the analysis
of age groups of the respondents revealed that@@dent of them were between
21-40 age groups, and this age group is not seitabtransfer the business to the
second generation. Finally, 70.3 percent of thediwere founded after 1990s, and
they can be regarded as new in the business life.

The founder of the surveyed businesses has a timéaeety. 55.2 percent
of the respondents stated that they were the fouofdéhe business themselves.
33.4 percent explained that the founder of the l[falnisiness was their parents, and
they had inherited the business. In 32.4 percetii@businesses only a member of
the family was the owner of the business. Seveatggnt noted that ownership of
the business was a form of partnership among thédyfanembers.

The ownership of the real estate in which the mssroperates defines the
managerial style. The study findings showed thatithilding belonged to the family
(the respondent himself/herself, spouse, childegn parents) in 85.7 percent of
the respondents. On the other hand 13.3 percéin¢ dfusinesses were being operated
in a rented building. Only one respondent stated the building belonged to a
relative. These buildings could also be used aa@e f residence for the family.
And it was also found that 23.8 percent of the oesignts were living in the family
business building.

It is known that small businesses, especially fammilsinesses offer limited
service. In this vein, it is surprising to find dahiat 70.5 percent of the respondent
businesses offer restaurant facilities, and theyesieoth lunch and dinner. Besides,
24.8 percent of the respondents operate bed aadtfast. Finally, 4.8 percent did
not offer any food and beverage facilities.

As mentioned above at least a member of the fawdly employed in the
business. The number of family members employdtérbusinesses varies one to
six. The largest group (30.5 %) of the respondieisated that two family members
were employed in the business, followed by 27.@gearemployed three and 25.7
percent employed just one family member. 10.5 peroad four members and 4.8
percent had five members. Merely one respondemidrasshad six family members
employed in the business.
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Another important finding of the study is that 5¥¢ent of the respondents
did not rely on solely their accommodation businddwey also had other sources
of income except the accommodation business. mrdgard, 61.9 percent of the
respondents evaluated their income leveyasl, and 25.7 perceniery well. The
rest of the respondents (11.4 %) evaluated theimme levels asoderate. Although
satisfaction from the income levels is relatives itinderstood that all the respondents
were earning satisfactory in their businesses. Wewehis does not guarantee the
future well-being of the family businesses.

The future of such firms was also questioned. Hspaondents were asked
to indicate whether they prepare someone for therdutransfer of the business.
Forty percent of the respondents stated that ttaéyetd some family members for
future transfer of the business. Although this saems to be low, when it is compared
with the age groups of the respondents, this issagirising and exceptional since
more than half of the respondents are between 24g40groups. Similarly, they
were asked about the transfer of the businesses.g@scent of the respondents
stated that they would transfer the business io$bas, while only 4.8 percent would
transfer to their daughters. The parents wereniettlto transfer their businesses to their
sons rather than their daughters. However, 13.8&peof the respondents indicated
that they were planning to transfer the busines®ite who was talented. This finding
is also important for the sustainability of the ibess and safer generation shift.

Table 1 shows the details of degrees of importavite each one of the
eleven statements provided in the third part of ghestionnaire. For simplicity,
attributed agreement levels were summarised inpgmercentages as “strongly
agree or agree” and “strongly disagree and disagfée overall mean value was
2.36 out of 5, which means the agreement levehefréspondents towards business
goals, in general, was neither favourable nor unieable.

As can be seen in Table 1, 80.0 percent of theoregnts agreed with the
goal “prefer a quite life far from the crowd of thity” with a mean value of 3.65,
while 51.4 percent of the respondents agreed Wwelgbal “to increase the number
of employees”. However the mean value of “to insesthe number of employees”
was found to be 3.32, which is in thiadecided area. The respondents are also neither
agree nor disagree with the goals of “meeting neapfe rather than making lots
of money”, “to grow business”, “to increase the fo@mof rooms” and “pass on the
responsibility to children”. These findings canrbad as that the respondents in the
survey are lifestyle entrepreneurs.

On the other hand, it seems that the respondesagrmie with the goals of
“enjoying the property by not accepting customersiinear future”, “transfer the
management to other people”, and “sell the busingssn a reasonable price
occurs”. Besides they strongly disagree with “gservice by diminishing the number
of rooms”, and “close this business and open a oe&/. These findings reveal
that the respondents like to work in the tourisiduistry but they do not intend to
grow their family businesses.

67



MEDET YOLAL, FATMAGUL CETINEL

Table 1. Business Goals of Family Operated Accommation Enterprises

® o Py
30 |20 o
582 182 |3
S®® g2 25
GOALS =Ehw | £ o & Mean St. D.
ass |E5 |5
c =
= n
% % %
prefer a quite life far from the crowd of the 19.0 1.0 80.0 3.65 .96
city in a small business.
to increase the number of employees. 231 25)0 51.43.32 .93
meeting new people rather than making lots 46.7 22.9 30.5 2.85 .90
of money.
to grow business. 44.8 31.4 23.8 2.8D 1.02
to increase the number of rooms. 46.7 29.5 238 927 1.06
pass on the responsibility to children. 51.4 19.0 9.62 2.69 1.25
enjoying the property by not accepting 75.2 3.8 21.0 1.95 1.36
customers in a near future.
transfer the management to other people 85.7 28 151 1.67 1.01
sell the business when a reasonable price 76.2 19.0 4.8 1.66 1.03
occurs.
go on service by diminishing the number of 95.2 29 1.9 1.34 .63
rooms.
close this business and open a new one. 96.2 148 0 1. 1.26 .63

The eleven perceptional items were factor analyzeld varimax rotation
to delineate the underlying dimensions of busimgsss of the family businesses.
Each dimension had an Eigenvalue at least onegbehiand explained more than
3 percent of the variance. The total variance emxpthwas 60.3 percent. One item,
‘meeting new people rather than making lots of nggnehich was removed from
further analysis, had a loading of less than 04t total Cronbach’s alpha value
indicated that the model was internally relialoleQ; 770). The appropriateness of factor
analysis for business goals was determined by Bartest of sphericity=467,623
p<0.001 and the test KMO = 0.625, Sig 0.000. Thtofaanalysis of these items
resulted in three factor groupings. The three dsiozis were than labeled according
to the variables that carried higher factor loadingthin each particular factor
(Table 2). The reliability coefficients for threactors were as 0.893 for growth, 0.716
for retirementand 0.706 for slow down.
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Table 2. Factor Analysis Results of Business Goals

[%]

q) -

2 23 38 52

o O = o=

Subscales 2 & < 3 c g

Q = o S & L ©

o L o x |

i X o >l
Growth 2.854 .893 25.958
- to grow business. .955
- to increase the number of rooms. .955
- to increase the number of employees. .790
Retirement 2.725 716 18.701
- to enjoy the property by not accepting custoners 851

a near future.
- pass on the responsibility to children 772
- prefer a quite life far from the crowd of theyciih

a small business. 539
- transfer the management to other people 523
Slow Down 1.725 .706 15.680

- sell the business when a reasonable price occurs. .806
- close this business and open a new one. 787
- go on service by diminishing the number of rooms. 677

5. CONCLUSION

The study reports on a field survey on the fampgi@ted accommodation
businesses in Mugla. The analysis reveals thafatihdy-operated accommodation
enterprises in the region are relatively new, naésthich are in the business life
between 2 to15 years. And most of them are beiegatgd by their first generation
founders in the age group of 30-40. This can bé&aaedl by the rapid development of
tourism industry in Turkey as a result of TourismcBuragement Law of 1982. An
elaborate incentive system, using Ministry of Crdtand Tourism and the Tourism
Bank as main instruments, was introduced backedulfficient resources at least
until the end of 80 (Goymen, 2000).

Female entrepreneurship is also found to be asa®®0 percent. In their
study, Cetinel, Yolal and Emeksiz (2009) foundrailsir ownership pattern in small
and medium sized hotel enterprises that merely pérbent of the businesses are
owned by females. This is the result of male domieain the business life in
Turkey. In a similar manner, transfer plans of tveners are also problematic.
They mostly plan to transfer their businesses éftiure to their sons. However, it
Is expected them to transfer the businesses taldr@ed children. At this point it may
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be argued that it is too early for the owner maragé the family businesses to
plan for a transfer due to their younger ages aastiyntheir being the founder of

the family businesses. On the other hand, the emasagers of the family-operated
accommodation businesses are found to be well &tlicRhough, it is expected

that these people would follow a more professiapgroach in the management of
their family firms, and contribute to the sustaiitigbof their businesses.

The property of the firm belongs to over 85 peradrthe families. This is
important for the financial well-being of the busases. On the other hand more
than half of the families did not rely solely orethaccommodation businesses and
this diminishes over-dependence of the familiesttom family accommodation
business. This also helps families to overcome lprob caused by seasonality of
demand. Contrary to expectations, most of the legsies offer restaurant facilities.

When the business goals are examined, it is sesn8th percent of the
respondents prefer a quite life far from the crafdhe city in a small business.
They also place emphasis on increasing the nunfbemployees. They may wish
to create employment for the family members. Tiselte of the study also indicated
that the respondents planning to continue theiilyabusiness without any intention
to transfer or sell or grow their business. It mslerstood that the owner managers
of the surveyed family businesses are mainly §esentrepreneurs. Three factors
dominate their business goals: growth, retiremamt slow down. These three
dimensions of business goals demonstrate that é dfirretirement with limited
service and limited guest, enjoying the propertypassing on the responsibility to
children and slowing down the business are impbgaals for the family businesses.
These findings can also be read as the proofsféstyle entrepreneurship.

The study is limited to only one destination in Rey, and the study areas
should be diversified in order to evaluate the ¢guas a whole. Further studies
would also contribute greatly to the understandifithe family firms and present
insights on the characteristics and strategic tatems of family firms.
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STRATEGY COMPETENCESAND PERFORMANCE
MEASUREMENT IN THE HUNGARIAN SMES SECTOR

ATTILA KURUCZ?

ABSTRACT. Small and medium-sized enterprises (SME) are piatgnthe most
dynamic sector of the economy. SME represent 99%Iafompanies in the EU.
They are the biggest sector of the EU economy, @Bhmillion enterprises
employing around 75 million people. These smalboigations are responsible for
the creation of one in every two new jobs. SME piadconsiderably more than
half the EU's GDP. Their growth is key for the aleeconomic well-being. The
European countries have several programs and nesaisuplace to promote SME
growth. But how do they think about their potentiatl their future?

This paper focuses on factors affecting the grawath performance of small and
medium enterprises (SMEs). The aim was to idestifstegic factors differentiating
young and long-lived growth SMEs and find out tleberency with performance.
A comparison of the two fields shows an interegtisture in the Hungarian SMEs sector.
The results suggest that the organization struetncethe applied leadership methods
exercise an influence on SME growth strategies.rébelts increase our understanding
of the factors affecting SME growth and performaimcewvo different contexts.

This paper draws on survey and interview mateffidm research with
entrepreneurs in small and medium-sized enterpf&e&s) to examine the process
of entrepreneurship and entrepreneurial competeimc&MEs. Underlining two
main business fields: cost management and perfaenaranagement. This paper
reviews the contribution of cost accounting andtsgy thinking, which, it is argued,
have been developed for large firms rather than SNMore appropriate theories
are examined from fields that accepted the imp&cioertainty and dynamics in
decision-making, such as performance prism to iegrand development. Case
study evidence is presented on the nature of ewimeprial behaviour in growth
SMEs and compared with theories in the literature.

Keywords: Entrepreneurship; firm performance; firm strategimall and medium
enterprises
JEL Classification: L25, L26, M21

I ntroduction

During the adjustment process to the flexible bessnenvironment the
members of the SMEs sector face many difficult $agnterprises must monitor
their business by aligning performance measurels thi¢ critical success factors
they have identified. Again, the process view aiaiwem to establish metrics for
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measuring and monitoring the important elementpesformance. Sometimes it
will be almost impossible, if the stakeholders aa defined, or there is no vision
and a strategic concept. In the interviews | tryriake it clear, that the versatility
of the entrepreneur or the financial rates playgéigrole at the success of these
firms. They need to create a new management infosmaystem, in which the
cost information must support the strategy. Whethercompany’s strategic focus
is quality, close-to-the-customer, time-based cditipe, or something else, the
leaders need good information to back their dexssi®acking good information,
they cannot reach the strategic goals. Acquiringdgeost information is the
fundamental power that Total Cost Management pesvid

Recent research has shown that clear links betvegemrganisation’s
approach to strategic planning and its busines®meance exist in small as well
as in large organisations (Ernst & Young 2000, Datial. 2004).

Improved strategic management processes may alS@ta the development
of the more complex management structures thaheeded as small firms grow
(Miller 1959, Atkins & Lowe 1997).

A popular tool used to support strategic managermetitity in large firms
is the Balanced Scorecard. To date, reported gctivideploy management systems
that are based around use of Balanced Scorecasd$obased on large, multi-
national, multi-divisional firms (e.g. Mobil, CignAT&T, Motorola).

This paper discusses, from a practitioner pointi®lv, the potential merits
and feasibility of deploying vision and strateginting methods and Performance
Prism as a performance management system in SM&slhas the way in which
use and value may differ between its applicatiawéen large and small enterprises.

Neither comprehensive literature nor empirical aesle exists on the topic
of Balanced Scorecard or Performance Prism in SMEsrefore, the arguments
presented in this paper are based on a combinattigeneral literature research on
Performance prism, SMEs, strategic management@apodi@te planning combined
with the authors’ broad practical experience oflifating performance measurement
systems and implementation projects in large antessmaller organisations.

The first part of the study treats of the basiatiens of the model of the
research, such as: the growing strategy of theres, the relationship of the
management and the owners, the hesitancy of thsialeenaking and defining the
competences. The most significant model of theareseis the performance-prism
model, so it is introduced more explicit.

In the end, besides the introduction of the mogiartant results of the
research, | attach importance to conceive a fewgesigpns for SMEs leaders on the
score of practical aspects and applying the knayedm the personal interviews.

1 Thenature of small business

The small and medium-sized enterprises (SMEs) bpeeial characteristics
from several approaches. Basically these kindsgzfhizations are not well-structured,
in most cases the skill and the management tasksarseparated clearly. Most of
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the SMEs couldn't be price-leaders that mean tis¢ management can be the only
way of growing competitiveness. Moreover, the vgtuecesses of the production,
flexibility to the markets, and driving and contrakchanism are also different from
the bigger companies’ practice.

Much work has been done to identify ways in whicinagement practice
in small and medium-sized enterprises (SMEs) difi@m larger ones. Two linked
areas of comparison have been differences in @af#onal structure, and differences
in management processes. SMEs (particularly srm&iohave been characterised
as being typically “simple structures” or “simplgstems” in which the leader (often
the entrepreneur or owner-manager) directs the wbeksmall number of operators
with the help of few or no other managers. At acb@0 staff, this type of approach
begins to become inefficient, and by the time therprise has about 500 employees
some sort of hierarchical structure has been inted — most commonly introducing
a layer of managers each tasked with managememfuwictional area of activity.
As the organisation grows, further structure charmgur driven by the increasing
problems of communication and co-ordination. It haen observed that the points
of transition between organisational forms presantepresent particularly risky
periods for the enterprise, during which entergiadare is not uncommon (Mintzberg
1981). Coordination in small organisations mairdppens through direct instruction
and supervision, minimising the need for formal agement (i.e. planning and
control) processes. Many see this as a key streofdgtie smaller enterprise, since
by avoiding extensive standardisation and coortinaand the associated need for
support staff and line-management; small firms na@n their flexibility,
responsiveness and low cost structure (Miller 18&i8fzberg 1981)

The main question is how to safeguard the beneffitlse Simple Structure.
Flexible, responsive and low-cost structure ofesgnsas a key competitive advantage
for SMEs.

Simple Structures characterised by:

» Workforce often being directly managed by enteepur or owner-manager
» Few or no other managers
» Management through direct instruction and suseywi

Strategic focus and communication ought to be easy in the Smple Structure

* Yet lack of management attention to strategic s$si8een as typical route
cause to SME failure or poor performance

In Porter’s classification the big firms used ttida-up the cost leadership
strategy because of economic of scales. In casmall companies we can meet with
differentiation and focus strategy more often. fRrthe middle of '80s something
must be changed.” According to a survey, made bgDanitor the cost-cutting is the
most important for the SMEs all over the Europedar, 2004].
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This multi-country research included 19 countrynfr&urope and middle
east. The result shows, that the most of the amswaigned the cost-cutting to
achieve better competitiveness (53%), and far laetienfor the second place: unify
the informatics environment (34%) and improving thiernal cooperation (34%).
The fourth was the increasing the managers infoomaittendance (24%), and the
rest of priorities can be found the improvementegternal cooperation (18%),
increasing the sales and market share (17%), dlodvfap the industrial standards
and law (13%).

After the serious recession is so hard to be recihnanselves the SMEs.
Many of them can only survive this period with tigghthe purse-strings on the field of
basic activities, informatics and number of empés/eSome of them confess they
save money the detriment of quality and customeices. Summarized the SME sector
try to take advantage of cost-cutting activitigheathan follow a differential strategy.

2 Concept of Performance measur ement and strategy thinking
First of all let see the key points of our model:

Alignment of strategies, processes and capabilities: Strategies, processes
and capabilities need to be linked to each otherdier to understand how they fit
together towards satisfying stakeholders and asgtoin’s wants and needs. It is critical
to ensure that they are aligned and integrated avithanother if the organisation is
to be best positioned to deliver real value tahits stakeholders

Measures Key message is that we need to question consteindiyis measured.
Keep asking these questions: Do we need it? Whyedoeed it? We need to evaluate
constantly whether or not the measures we havheurgght ones for the organisation.
And if not we need to find a way to get rid of themthat we do not waste time and
effort capturing data that no one is using. In shoe need to practice ‘metricide’
(i.e. do not let any measure persist beyond itsraband useful life!).

In this research a “quasi” Performance Prism mades tested: strategy,
the process and cost management tools, and thepoiafrof stakeholders contributions
and satisfactions. Of course, there are many ataors could not be interpreted
in this sector, but the main principles and som#hefbasic indexes can.

What is performance prism? There are five inteteelgerspectives in the
Performance Prism framework. [Neely, 2002]

— First perspective: Stakeholder Satisfaction:

Organisations exist to deliver ‘value’ to their katpkeholders. Stakeholders
will include, for instance, investors, customers)pioyees, suppliers, regulators,
pressure groups et al.
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1¥ Figure: The Performance Prism

Investors
Customers &
Intermediaries
Employees
Regulators &

= Corporate = Develop products & services = People

= Business unit = Generate demand = Practices
= Brands/products/services = Fulfill demand = Technology
= Operating = Plan & manage enterprise = Infrastructure

Source: Adams et al. (2001)

‘Value’ will be defined by and be different for téfent stakeholder groups
e.g customers typically will want rapid and relabdielivery of high quality
products and services that offer good value for egowhereas employees will
want such things as competitive compensation paskdrpining and development,
and promotion prospects whilst shareholders wiliimee concerned with return on
their investment and the profitable growth prospadtthe organisation relative to
its competitors.

In effect, organisations and their stakeholdershavrecognise that their
relationships are reciprocal

— Second perspective: Stakeholder Contribution

It must also be remembered that for every stakehdltere is a quid pro
quo: what the organisation wants and needs frokestdders as well as what the
stakeholder wants and needs from the organisation.

There is a dynamic and subtle tension betweenvibesets of wants and
needs. For example, whilst customers require elagailability, speed of delivery,
competitive price and quality, the organisation ldolike them to be loyal and
profitable. Similarly employees would like to hajs that give them purpose,
good compensation, promotion prospects and traivimtst employers are looking
for loyalty, flexibility, productivity, and creatity.
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— Third perspective: Strategies

Having first decided what respective stakeholderahts and needs are,
executives must then decide whether and to whanexhey will prioritise their
satisfaction in the strategies which the orgarisatievelops to deliver the requisite
stakeholder ‘value’ (whilst also ensuring thatatsn requirements are satisfied t0o).
Delivery of long term stakeholder value can be d@dvas the ‘destination’ whilst
strategy can be viewed as the chosen route tovacthat destination.

— Fourth perspective: Processes

The chosen strategy must be underpinned by precaligeed and designed
to facilitate its successful achievement. Proceassesvhat make the organisation
work (or not, as the case may be). They are ealigrdross-functional and represent
the blueprints for what work is done where and wlad how it will be executed.
Many organisations consider their highest levelirss processes in four separate
categories: development of products and serviasergtion of demand for them,
fulfilment of demand for them and overall plannangd management of the enterprise
with each category underpinned by a variety of gudzesses.

— Fifth perspective: Capabilities

Processes cannot function on their own. They nemaplp with certain
skills, some policies and procedures about the thizygs are done, some physical
infrastructure for it to happen and some technolmggnable or enhance it. These
are capabilities which can be defined as the caatibimof an organisation’s practices,
technology and infrastructure that collectivelyresgents that organisation’s ability
to create value for its stakeholders through itcess operations.

The message of the Performance Prism is that &r ¢odsurvive and prosper
in an increasingly complex and connected worldcatiees have to:

= Understand both what their various stakeholderstvaad need from
the organisation and also what the organisatiodsirem them.

= Link and align their strategies, processes andhibies to satisfying
those diverse sets of wants and needs so thatctregeliver value to
their stakeholders.

‘Success Mapping' is posited as a useful techniljaehelps to facilitate the
alignment of strategies, processes and capabilititsthe delivery of stakeholder
satisfaction and contribution. The objective olacess map is to identify the critical
links between the prioritised stakeholder’s andafganisation's wants and needs with
the strategies, processes and capabilities thadtbaus place in order to satisfy them.
A ‘Failure Mode Map’ can be used which can checletlibr all the critical aspects
of performance measurement have been properly sgigtfe- in effect a reverse
approach to success mapping by identifying padicatenarios that describe the
opposite of success i.e. failure.
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2.1 Theresearch theme

Present research focuses on measuring and estnpaiformance which
combines accounting and management science. Dgfimncorporate performance is
a very complex task and used in several sciencasimy ways. It is important to
emphasize that | was studying only organisatiorfgomance, but disregarded
individual performance.

In the course of empirical exploration the existeot different cause and
effect contextures were analyzed in relation totiogency factors, like strategy
management and cost control, that define performamad its determinants.
Moreover the other question is if there are managghods used in big enterprises
which can be adapted to smaller ones.

The research proposed a trial goal: on the oneitpgesumes the relevant
literature in connection with measuring and estingaefficiency and performance
so as the international writers and even the histbthe Hungarian researches. On
the other part it tests the developed performaneasoring model empirically. In the
course of the empirical research | used both qiaid and quantitative methods.
Thirdly, along resuming the results | phrased revemdations for SMEs managers
that can facilitate a more efficient operating,ctéag the performance-goals easier
and building up a performance-management. (Cod9&3, Davidsson 1991)

Questions of the research

The fundamental questions of the research werevatetl by the recognition
of the connection and the interaction between ttretegy, the cost-management
and the performance.

1. Which are the general characteristics of the psookthe SMES’ strategy-
creation? Which are the critical success factors® the competences of
their enterprises are esteemed by the managersRotndan they translate
these competences into the strategic goals?

2. How are the cost-accounting systems built up? Hewvelements of the
cost-management change owing to the expected aratttined results?
Do the external or the internal context elementsehamarkable former
effect on these systems?

3. How are the decisions of the management influebgetthe performance
and the attained results? How are the internahbssipractices influenced
by the process of estimating performance and ptgmHow does the
attained performance bear upon the strategy dirth@

Important assumption that the determined stratgagds, the cost-management
goals and the expected performances are well-dfineneasurable and appraisable
exactly. In turn it is very important, that the oaction between the performances
and the strategy is bilateral and not a merelyean®ffect.
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This present paper attends to the estimation afdhgetences, the definition
of the performance and the connection between them.

Methodology of the research

As | feel interest towards enterprise-economy antckimg as an economic-
consultant it was essential that the research waoldtain practical elements
besides the theoretical contextures and models.eMewit is stateable that in
science philosophical regard the research is dbistctand reckons among
normative researches, it was plain that the diggent cannot be only descriptive
but it has to contain and analyse desirable saisti&irst the literature has given
answers to the questions. On the one hand the asrtaturn out how the theories
approach to the theme of the research, on the b#red to ascertain if there were
former researches and if yes what kind of reshkéy thad conduced. Along with
exploring the literature | also used my experieagsea business consultant to frame
the theoretical general-model and make up the Imgsites can be accounted for.
The next period was the investigation and the itidnwf the data. | also tried to
answer the questions of the research as an ouytdesaribing and explaining that in
practice what, how and why things happen. To aehike goal | used three methods:
first | did a survey method with 600 pieces of skapthen | used single- and
multivariate mathematical and statistical analgsighe received answers. According
to the results the next step was the estimatiothethypothesises. Accessorily to
the survey method | made personal interviews WHHES managers to disclose the
non-numerical data’s. This interview made an oppity to a deeper reconsidering of
some hypothesises. On the third period | re-weylihe results, by my acquired
knowledge as a consultant, to give better and Usgabposals and to get further
research projects.

As a starting-point | take such an approach ofdtnategy management
which partly or fully can be adapted to SMEs. Besithe foreign literatures several
Hungarian writings about performance measuring estinating established this
research. Within the frame of this article | am mothe position to introduce all
the remarkable authors and their theories, butdif@ving authors’ works affected
the research: Robert N. Anthony, Robert S. KapgRohert Simons, Davit T. Otley
and Andy Neely and last but not least the Hungas@leagues: Anna Francsovics,
Viktéria Bodnar, Agnes Wimmer and Laszl6 Lazar. Sthauthors’ thoughts formed
the basic model which helped discovering the praeatf the SMESs’ strategy, cost
management and performance measuring or ratheyistuduch methods which
are used as a routine at larger companies.

Beyond the performance management the researdmstopon the everyday
practice of the cost management with the aboveiomaat aim if there is a possibility
for the SMESs to use these methods also at a sreallerprise. However | cannot treat
this subject fully in this paper, but knowing tresults | can assert more established
statements about the connection between the siratebthe performance.
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3

Competences and vision in growing SMEs (results)

Man and Chan [2002] separated six entrepreneur et@mpes, in which
they observed typical attitudes.

Opportunity competencies: the ability to react glyido new business
opportunities. The small firms can reorganized gedaes easily or make a
new organization.

Relationship competencies: it means the interacifgmeople or groups
founded on cooperation, communication and trustgn The intensity of
communication is possible not only in the integtannels but to the external
stakeholders (supplier, customers) as well. The tadace relationships
are one of the biggest advantageous of small azgtons.

Conceptual competencies: based on innovation diieabiNow we think
about knowledge elements like decisions makingesyst information
technology, risk taking behaviour. The SMEs canrtake the bigger
competitors because of faster adaptation, flexablmpany management
and more efficient internal communication.

Organisational competencies: The small companigisdily not artificially
chop, and their legal entities also support thelfle management. Often
the manager, and the owner is the same personh&weyno impression
from shareholders.

Strategic competencies: SMEs are not infected elébsic and bureaucratic
methods of strategy making. They focus on markets g&nowledge
potential and innovation opportunities. If they &lgle to use leverage
they become strong middle size enterprise

Commitment competencies: let the SMEs to bringrthapabilities to
perfection and learn new. The written strategy wanbe the only way
of success, sometimes must leave the started patwbe of lack of
resources, the unachievable aims or the changavobament.

When we asked the Hungarian SMEs about these cenges we got the
following result in Likert-scales: (1 means thanw important — 5 means | totally
agree, it is very important competence) (table 1.)

The specified competences did not show significkffierences in point of
the micro- and small and the middle enterprises. dlrerage deviation was smaller
than 0.5 in any case.

The relationship competence stands first on the &ésd the external
communication was emphasised from this group. Atiogrto the interviewed
managers the key to success is the marketing comatiam, namely the way they
speak to costumers. Furthermore sharing the pnfcernation and describing well
the extra services can gain more satisfied cossimer

81



ATTILA KURUCZ

1% table: Competencies at Hungarian SMEs

Competence Average Deviation |Coefficient of variation| Modus
Relationship 4,71 0,701 14,90% 5
Conceptual 4,19 0,926 22,11% 5
Commitment 4,09 0,942 23,05% 5
Strategy 3,86 1,067 27,63% 5
Organization 3,31 1,327 40,09% 3
Opportunity 2,78 1,093 39,37% 3

Scource: Own research and calculation

The internal communication is another importanioiadut not the satisfaction
of the employees, but the payment level and thiaitien for qualitative work was
emphasized by the managers. Motivation is not easy,the payment is just one
side of it, but in many cases serious leaderslaipnigues are needed.

It can be mentioned that the first 4 competencestisngave a rate 5, that
is to say that the managers agree the importaniteesé competences, however the
conceptual competence’s high estate is remarkalaiebecause we would dispute
the importance of the aptitude for innovation, dtlter results of the research show
widely contradictory conclusions. We could not fith@ propensity for growth, the
motivation for investment and the receptivity todanovelties among the results
of the research.

We can see in the first table that the opportutitynpetence is not typical,
the most enterprises are disinclined to do chawogegorganization in favour of
exploit new business possibilities. This attituda de explained by a risk averse
behaviour but it is out of accord with the frequgnmhentioned adaptability and
great risk-taker behaviour.

The organizational competence is deemed less iamtobly the managers.
Starting an enterprise and subsisting the statosvgue eternal topics in the course of
the interviews. The most of the asked managergHatthe was highly innovative
and he had made many changes in the organizaubmfter precising it it turned
out that most changes had not had considerabletaifethe business processes.
Although the managers realized the above mentidinegd were not confident in
defining exactly the steps and discovering docuingrdnd analysing the business
processes.

According to our performance model building up pnecesses precisely is
a very important task. By the right of the perfonoa prism’s logic it should be
joined to the strategy and to the competencesdjoltowing way:

= Define the strategy, the way the enterprise shgaldn
= Define and form the required processes which cdn toeereach the goal
and achieve the strategy
= Acquire those capabilities which operate our preess
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Therefore we need a vision for an accurate perfocmamanagement
system, that directs the enterprise on the right wad evolved business processes
according to our vision. Thirdly we can define thamapabilities which needed to
manage the processes effectively. One part of theseommanded, and we have
to purchase the other part of them. If we see idefiy of capabilities, it is important
to emphasize the learning and training at the org#ion. Moreover we rethink
our investments.

We asked the SMES’ managers how they would takedigr the performance-
factors mentioned before, we got the following fegind table).

2" table: The key per spectives need to be define

vision or strategy processes capabilities
Micro . Micro . Micro .
and smal Megﬂum SuilEs and smal Megﬂum Shil=S and smal Megﬂum ShilEs
. size total . size total . size total
size size size

Rank 1st] 46,9% | 57,1% | 47,6%| 18,8% [ 14,3% |19,0%| 34,4% | 28,6% |33,3%
Rank 2nd 31,3% | 28,6% |31,0%| 43,8% [ 14,3% |40,5%| 25,0% | 57,1% |28,6%
Rank 3rd] 21,9% | 14,3% |21,4%| 37,5% [ 71,4% |40,5%| 40,6% | 14,3% |[38,1%
Total 100,0% | 100,0%100,0% 100,0% | 100,0% {100,0% 100,0% | 100,0% |100,0%

The strategy got the primary rank, after all it wagned at first place
independently of the enterprise. The medium sizedrprises typically signed it at
the 1st and 2nd place that refers to a consciosi®rvi The logical place and
accentuated role of the processes are not tracsatiiean easy way.

One sees that the enterprises signed the 2nd ahgl&ce equally for
defining the processes. Surprisingly we can finteheined logic mainly in the
thinking of the smaller enterprises, while the medisized ones ranked this mostly
to the last place.

The SMEs will be able in difficult situation if thehave no strategy or
vision, and they also could be made wastage if dloeryot take care of their processes.
The bad business processes and old-style soluitbrnvany of redundant functions
will lead a capital deficiency. The third part iapability, which is important to
improving continuously especially the knowledgeraats. If we see the international
experiences only few of SMEs manage the Human Resswonsciously. The
guestion of learning, trainings and developingabd#ities of employees is strategy
guestions. But in the practise of Hungarian SMEs field has dropped into the
daily routine. It can be a wasting point too.

The well-built performance management system cdp teemanage the
main strategic functions and it give the SMEs rtapke on the right track.
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4 Conclusion

Finally we can lay down, the enterprises must nooritheir business by
aligning performance measures with the criticacess factors they have identified.
Again, the process view allows them to establistriosefor measuring and monitoring
the important elements of performance.

Despite the lack of comprehensive literature foduse Balanced Scorecard
and Performance Prism or any oth& & 3° generation performance measurement
frameworks implementation in SMEs, | believe parfance prism (as the main
target) and its associated management processegraam equally beneficial to
SMEs as to large organisations.

However, the potential benefits are likely to diffeetween the two. In
large / complex organisations much of the utilityPerformance Prism comes from
the communications elements: the two-way provisadnconcise and relevant
summary information about ‘what is going on’ in thrganisation.

In smaller firms, a greater proportion of the vabfeBalanced Scorecard
comes from two other elements: the descriptiorirafegjic destination and associated
strategic objectives and priorities in a way thatds consensus; and impetus given
to the development and application of more effectirategic management processes.
In case of Performance Prism the SMEs can gain dbtadvantages from the
flexibility of perspectives, and the iteration been strategy and business process.

More and more, companies need to get visibilityudbiweir clients, consumers,
partners, competitors, and collaborate with thegréate joint competitive advantage.
This new business context requires companies o bew collaborative management
and operational models. To achieve this purpostergtises need to be able to
measure, broadcast and monitor better performdouth,internally and externally
(with their partners in the Collaborative Netwo\) and in the networks to which
they belong), and Virtual Organisations (VO) neednianage their performance in
a global way (like a single enterprise) and benakmath other VOs.

Companies have traditionally measured their perdoca in terms of Finance,
Customers, Internal Business Processes and Leaainthgsrowth (Kaplan, 1996),
but the new business scenario reveals the needremtec new performance
management views, that can take into account nesineéss paradigms such us
Innovation and Agility (Beamon, 2003), Environmdr@are and Green Operations
(WBCSD, 2004), Ethics and Corporate Social Respditgi(GRI, 2002), subjects
that can be considered as new business assety(Reel).

As we see, the required management tools are biaildlow the pilot-
project experience also can be analysed and eedluihe consultancy is ready to
help the SME sector, if they prepare to receiveehmethods.
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ABSTRACT. All over the world, large corporations are forcexd resize their
structures, to redesign their strategies in orddate accelerated competition and
to survive in a highly unstable environment. In Hzne time, the rapid changes
become important sources of opportunities leadimgam increase of start-up
companies, strengthening SMSs’ image of main jelator in the economy.

In this dynamic context, entrepreneurial educa#ind training has a major role
in achieving desired behavioural outcomes, espeaiterms of reinforcing ability to
respond to different situations, based on cregtivinovation, autonomy, self-direction
and self-expression. As stated in the Final Repagarding promotion of SMEs
competitiveness: “at higher education level, thengry purpose of entrepreneurship
education should be to develop entrepreneurialaitgs and mindsets” (European
Commission, 2008, p.7). As pointed out by spedfalitoday’s graduate value is in
the ability to manage and apply knowledge in actiod in an entrepreneurial context,
and not only in the ability to acquire and assitailktnowledge” (Collins & all, 2004,
p.454).

This paper advocates the role and importance opemdion between higher
education institutions (HEI) and SMSs sector, deptial to stimulate entrepreneurial
mindsets among students. It is an empirical cantab that seeks to link entrepreneurial
education within HEI with the SMEs sector, to azalythe reciprocal benefits of
cooperation between both parties. A comprehengerature review and a structured
evaluation of current knowledge on this topic aaeried out. Appropriate forms of
cooperation and their effectiveness are also poiotg. Main challenges for the
Romanian higher education system and ways to imcate appropriate forms of
cooperation with SMSs are highlighted, in orderttansform entrepreneurial
education into a major source of graduates thajodrereators not job “hunters”,
as an indispensable condition to strengthen SM8®rsand Romania’s market
based economy.
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INTRODUCTION. DIMENSIONS OF ENTREPRENEURSHIP
EDUCATION

The fundamental role of education in promoting ateVeloping more
entrepreneurial attitudes and behaviours is nowelyigicognised. As clearly stated by
the European Commission (European Commission, 2008there is an intense need
“to stimulate the entrepreneurial mindsets of yopegple, encourage innovative
business start-ups, and foster a culture thateisdiier to entrepreneurship and to the
growth of small and medium sized enterprises (SKEsyher Education Institutions
(HEI) are playing a major role in the process dfiaging these challenging targets.

The complex globalization process is generatingpnegonomic changes and
a highly unstable environment. Large corporatiores generally employing less
personal and are quickly transforming the notioriforf life” jobs in history. This
means that for twenty-first century graduates, tmgi a job in a big organization
becomes more and more difficult.

In the same time, the rapid changes at all levedsraall fields are important
sources of opportunities leading to an increasasf-up companies, strengthening
small business sector’s image of main job creatdiné economy.

In this dynamic context, employers’ expectatiors eranging too and the
demand for graduates displaying entrepreneuriawielrs and attitudes is increasing.
As pointed out by specialists: “today’s graduateency or “value” is in the ability to
manage and apply knowledge in action and in aegmneurial context, and not only
in the ability to acquire and assimilate knowled@@bllins, Hannon, Smith, 2004).

There is evidence that all over the world, studetérest in choosing
entrepreneurship as a career option is growingewhilerest in traditional jobs in
big companies is gradually declining (Kolvereid9Zp Students’ and young graduates’
behaviours and orientations are highly influencgdabnumber of personal and
environmental factors (Luthje, Franke, 2003). Amtmm entrepreneurship education
can be a powerful incentive to follow the entrejgunial path, according to several
empirical research.

A vast literature revealed that an adequate edutatiork experience, role
models impact etc. are essential factors to sudoetedhrelated to genetics. However,
it is no doubt thagntrepreneurial education and training has a magae in achieving
desired behavioural outcomesspecially in terms of reinforcing ability to pesid to
different situations, creativity, innovation, autony, self-direction and self-expression.

Entrepreneurship educatias, as defined by the Centre for Entrepreneurial
Leadership Clearinghouse on Entrepreneurship Edodatfer to www.celcee.edu), the
process of providing individuals with the concegtsl skills to recognize opportunities
that other have overlooked, and to have the insggif-esteem and knowledge to
act where others have hesitated. Students exposé&shttepreneurship education
develop an attitude of self-reliance and have adidikelihood of entrepreneurial
action in the future.
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Traditionally, Entrepreneurship education was desijto teach students
how to start a venture, create a business plarHetwever, according to a relative
recent approach it has been recognised that tethmowledge “is essential but not
sufficient to make a successful entrepreneur” (R88y). In factEntrepreneurship
education should target all three main characterssbf entrepreneurs and innovatprs
considered to beknowledge, skills and attitudetn the present, each is being
addressed differently during the educational pmcéghile knowledge benefits from
the highest attention during formal education,Iskibrmation is less approached
and attitudes are most of the time ignored, desipdie determinant role in enhancing
entrepreneurial behaviour. For being successfidrarepreneur must also exhibit
different attributes, skills and behaviours, as¢helated to communication, creativity
and problem-solving, all essential as well as lmssirknowledge (Cheung C. K., 2008).
Therefore, if Entrepreneurship education is focusedtudents’ personal attributes
development, then it can highly impact their prefesal careers, whether or not
they intend to become entrepreneurs.

Entrepreneurship education exhibit a wide varidtyeaching approaches:
workshops, simulations, business-plans desigmiteathrough competition and case—
studies; mentoring; project learning method; exgdial learning (to set up own
business). According to Tan, S., Frank Ng, C. KIO@ an effective pedagogical
approach in entrepreneurship education can begmoebhsed learning (PBL). Their
findings support the idea that PBL can contribaterthancing students’ appreciation
and capacity for entrepreneurship. The movemetitd@ractice oriented methods,
which are proving to be more effective, is incnegsbtudents who can see the practical
side of the subjects they learn will have moreritige to study. In its Final Report,
European Commission (2008) is pointing out the rfeedurope’s HEIs, (around
4,000 with over 19 million students and 1.5 millistaff’) to implement more
appropriate and effective teaching methods aimindeaeloping entrepreneurial
thinking. In that sense, involving real entrepreagworking with alumni are among
recommended practices. In order to incorporate tH&is can support the building
of complex contacts and networks with SMEs. Sucbpecation between SMEs
and HEIls can become an effective tool for studesstepreneurial education, as
this paper is trying to outline.

Structured in five parts, this paper advocatesrtiie and importance of
cooperation between higher education institutibfislY and SMSs sector, its potential
to stimulate entrepreneurial mindsets among stgdeamitrepreneurial education
and the challenges for romanian HEIls, good pragiitéhe case of The Bucharest
Academy of Economic Studies and conclusions. dni€mpirical contribution that
seeks to link entrepreneurial education within MiEh the SMEs sector, to analyze
the reciprocal benefits of cooperation between patties. A comprehensive literature

% European Commission, 21 April 2009
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review and a structured evaluation of current kedgk on this topic are carried out.
Appropriate forms of cooperation and their effeetigss are also pointed out. Main
challenges for the Romanian higher education systath ways to incorporate
appropriate forms of cooperation with SMSs are lijhited, in order to transform
entrepreneurial education into a major source adflgmtes that are job creators not job
“hunters”, as an indispensable condition to streagtSMSs sector and Romania’s
market based economy.

SMEsSAND HEIs: POTENTIAL FORMS OF COOPERATION

The main purpose of the entrepreneurship educatidtEls should be the
creation of an appropriate framework for the dgwelent and exploitation of business
ideas among students, with different backgroungighk interaction between the
business environment and the educational systerre klod more research findings
are revealing and outlining the benefits of HESlaboration with SMEs and local
community groups (Pittaway L., Hannon P., 2008)s Tollaboration can take many
forms and consists of numerous ways of actionsclwban bring added value to
both the learning process and the SMEs involvetheSmajor forms of collaboration
between the SMEs and HElIs, are pointed out below.

Role Models can strongly influence behaviours, eigfig those of young
persons like the students. Their high potentialaotgcan be used as an important
variable in entrepreneurial educatitmviting real entrepreneurss representatives of
SMEs, can generate a high impact among studengeagly proved by researchers.
Academic studies have recently demonstrated tlifgreinces in entrepreneurship
levels are in-part explained by the different gmteaeurial Role Models’ impact
across territories. A recent OECD (2003) complexigtregarded the influence of
entrepreneurship over local economic developmesaivimg 30 countries. The study
concludes that informal institutional factors, sastthe lack of positive entrepreneurial
examples (role models) and limited networks are esafithe most important
barriers that restrain, especially in the ruralaareentrepreneurship (Lafuente, E.,
Vaillant, Y., Rialp J., 2007). In the absence dfepreneurial role models, economic
agents, including students are not as propelléakmthe different decisions needed to
become an entrepreneur. The results of the stugyfigally highlight the importance
of entrepreneurial role-models in an individualesgpnal social circle as a positive
stimulus explaining uneven entrepreneurial actiatels across different geographical
areas. This would tend to imply that entreprendgprshpport policy should lay the
grounds for a greater social interaction on thée gfaexisting entrepreneurs, promoting
networking possibilities with potential entreprerguglorifying the role of the
entrepreneur in the community, as well as sociedliebrating the entrepreneurial
successes of existing entrepreneurs. The local rastngitions must magnify the
visibility of positive entrepreneurial examples it their communities. A student
with entrepreneurial ambitions can gain the necegssanfidence in his own
entrepreneurial skills by being in contact withrepteneurs who have themselves
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successfully established their own businesseseiatreurs can be invited to share their
experience by offering short presentations to stisdd heir role models are important
“slices” of business reality that, if made visilitan bring into the classroom the breath
of life and can instil greater meaning into thes¢es of Entrepreneurship. Students need
to see role models, because it is easier for tbemake the connection between their
subject and the business environment. Successfebemeurs provide strong role models
raising confidence among students that becoming‘bass”, achieving high status and
financial wealth are all possible. Their storiea fascinate and enhance enthusiasm,
creativity, self-confidence and can stimulate gamereurial mindsets of young people.
It can help in building the basis for a shift ititatles among students by “introducing
and promoting the dynamic, innovative and ambitifase of entrepreneurship”
(European Commission, 2008, p.12). Invited entmegues can also contribute in
raising awareness among students that entrepréngen be a career option. It is
a proven reality that students coming from familigming a business, for example, will
tend to follow the same path. They are also bropgitheir educational environment
valuable prior experiences that can be sharedtivlothers.

An important “pull” of entrepreneurs can be foumdoamg the alumni of HEIs.
By keeping in touch with own graduates HEIls cardbiniiitful links with successful
persons, active in the SMEs sector, which can affieone hand, knowledge and on
the other hand, funds for the HEIs, as the Amerigoerience has proved already. For
SMEs representatives these connections can bd fmsefuture recruitment activities.

Engagement of entrepreneurial practitioners in gieisig appropriate curricula
content in order to meet desired outcomes showd bé an important form of
cooperation between HEIs and SMEs, with mutual fitsn&he inclusion of business
representatives in formulating the curricula caoaet the basis for collecting data
to design useful case studies for seminars.

SMEs involvement, through entrepreneurs and busiteeglers can take the
form of mentoring and advisoriy order to build student incubators and workifiedent
projects. Nevertheless by organizing of studentnass plan competitions and
providing support and funding for putting into piiae the winning ideas can also
provide a solid platform for close cooperation.

HElIs in cooperation with SMEs can support the dgwelent ofinternship
programmeswhere students enter into direct contact withbilgness environment.

Also, themobility of teachers and researchers between HEB SMES is
encouraged to obtain experience in commercialitesivThe teachers should maintain
personal links with the business sector to be méat about the entrepreneurial
initiatives. For their support it can be createda@ademic incubator, where they
are involved in business projects.

The cooperation between the SMEs and HEIs turrizeteffective when
there is a win -win situation for both parties dadg-term oriented. Students and
teachers have a contribution to SMEs, based orrdtieal knowledge, and SMEs
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contribute to HEIs with practical knowledge. SMiBsain some advantages that consist
in expertise and advice from a professor, testotgnial students for later recruitment,
getting publicity and collecting innovative ideasiggestions from the students. The
main advantage for the SMEs is referring to thkalie with research activities, new
developments. The effort of the SMEs, which aread¢eld to the educational system
should be recognized and properly rewarded by gitlem public recognition and
awards. The HEIs' advantages are represented loptitact with the practical approach
of the market, the support for capital knowledgd aamding.

In order to measure the rate of success of estreprial education, generated
by the collaboration between the SMEs and HEIsexperts (European Commission,
2008, p. 55) suggested some posditniicatorssuch as: amber of start-upsreated
by students who have attended entrepreneurshigesinumber of jobgreated by
the new start-upsjumber of new patentssued as an outcome of entrepreneurial
courses; level and quality employment of studentgo have taken entrepreneurship
coursesnumber of new companies foundsdthe overall population afniversity
graduatesprogress irentrepreneurial attitudes, perceptions and intergiof students
taking entrepreneurship courses (before and aftgsrogramme, and compared to other
target groups of students), the general populatidrigher education students.

Foreign experiences in building cooperation witBMEs sector in order to
improve the effectiveness of the entrepreneurstijcation are valuable source of
knowledge that can provide viable solutions for Roia's education system too and
its specific features. Steps made in this direci@outlined in the section below.

ENTREPRENEURIAL EDUCATION AND THE CHALLENGES
FOR ROMANIAN HEIs

Small business sector, considered the driving engiward prosperity, had
to be practically recreated in Romania after dexafleentralized economy. A positive
view of the entrepreneurs’ role in our society tetito emerge only after mid '90.
An entrepreneurial culture is still developing. 8egs of small business sector in
our economy highly depends on the quality of edanaand its effectiveness in
cultivating among students suitable entrepreneskidls and spirit. Romania needs
entrepreneurs for supporting economic developmanisbthe educational system
in general and higher education institutions irtipalar prepared to teach students
in that direction?

At the beginning of the '90, as a response to thallsbusiness sector’s
boom, major changes in economic study programmes meade in order to meet
the new requirements. To fill in the gap betweemost and labour market needs
all of the disciplines were revised and new onetaced obsolete disciplines in the
curricula, like for example “Management of SMEs'eathers had no or limited
knowledge about what and how it should be taughe dccumulated experience has
to help now in switching toward Entrepreneurshima$ business management course
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is almost extinct in business schools all oveniied, parts of it (like: innovation,
ownership, exploiting opportunities, growth andtestrategies etc.) being covered
by the new discipline labelled “entrepreneurshiftie literature outlines important
similarities but also differences between smalitess management and entrepreneurship,
considered both unique domain of activity (Solomd@06). In Romania too, this
change is raising major challenges regardorgone hand the education process
(what to teach and how?), related to objectivestastd, and appropriate methods
to teach Entrepreneurship and on the other hidnad,of teachergwith whom to
teach the discipline?). All that should be judged answered in a significant different
context that doesn’t match the one present in deeel countries, which generated
the needed shift toward entrepreneurship education.

An analysis of the present situation reveals ingruriveaknesses of the
entrepreneurship education system in higher edapatnstitutions The main
weaknesses, empirically identified, are listed elo

* initial limited knowledge about the discipline’srdent; content of the
syllabus heavily translated/ inspired from Ameriegad/or West European
countries, in general without adjustments; wherctildent and methods of
entrepreneurial education are not internalised e®epeoutcomes can be
compromised;

» content of the curricula with still low relevanaar fstudents’ skills and
competencies development; students’ entreprenpugdhication is basically
in more technical areas, like marketing, accountimgdgeting, law,
personal etc.; this education dimension is necedsatr not sufficient
condition to enhance entrepreneurial spirit;

» education based, in general, on traditional pedagbsgtyles that do not
always meet students’ learning needs and haveelihetfect; teaching
process are based mostly on empirical methods;

» faculty members involved in entrepreneurship edaoatre frequently
neither schooled in the field, nor interested itr&oreneurship per se;

» teachers don’t know enough about aim and conteenhtrepreneurship
education, appropriate teaching methods; they ageneral, insufficient
knowledge and low experience in promoting and dliffg entrepreneurial
spirit among students; as a consequence, presasescave low capacity
of enhancing student individual characteristics;

* no relevant feed-back from students is collectedn®ans of statistics
and evaluations in order to improve curricula aadggogies;

* persistent gap between existing entrepreneurialagidn and real Romanian
business world requirements, with negative consemsefor both sides;

* low or no cooperation with the SMEs sector.
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Most of the outlined weaknesses have historigatkrtmo at social, economic
and educational levels. Practically, entreprenéprgarning processes grew along
with the small business sector formation and viéhrhajor shifts in social perception’s
on entrepreneurs. Also, Romanian education systestill emphasising mainly on
analysis and understanding of large amounts ofrrimdition coming from rather
authoritative sources, critical judgement, assuomgtiabout behaviours in order to
develop models, finding the right answers and eithluation by written assessments.
Another reality that should influence entreprenbir&ducation is that Romanian
students are usually coming directly from high sthand most of them are completely
lacking work experience.

Courses of action consistent with European Commission’s (2008)
recommendations too, should emphasise:

= To clearly define: objectives in the curricula, o of entrepreneurship
course and correlate them with desired outcomes;

» To research and define students’ expectations djustaaccordingly
the teaching methods and techniques to meet oassithem, in order
to stimulate preparation for an entrepreneuriabeamt the point of
exit; specific studies should explore student'segeneurial needs in
comparison with entrepreneurship education offerimghin Romanian

higher education institutions;
» Pedagogically, entrepreneurship educators must agren the knowledge

that must be disseminated and the appropriate @&watucriteria in the
classroom in order to be consistent with the ergregurial phenomenon;
in fact, it is necessary to build a measuremenrtdabentrepreneurship
education at higher education institution levelraggted with whose

at other levels (ministry, business environmerti@eof activity);
= To set-up training programs for educators in thkl fof Entrepreneurship,

with the purpose to create a common understanditigsonew topic.

In Romania, there is formal support for entrepreia¢education, which is
considered a priority within governmental strategillowing the EU recommendations
to assimilate entrepreneurship in the curriculalbeducational system’s levels,
Romania, through the Ministry of Education, Reskanad Innovation (responsible
for education policy implementation) acted in th@éction and made important steps
in introducing forms of entrepreneurship educatiime discipline is assimilated in
several higher education institutions, mainly basmfaculties and the amplitude
of that process is growing fast. Some aspectsectkat The Bucharest Academy of
Economic Studies’ experience in the field of eneapurial education are presented in
the following chapter.
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GOOD PRACTICES: THE CASE OF THE BUCHAREST ACADEMY
OF ECONOMIC STUDIES

The Bucharest Academy of Economic Studies hagdimted Entrepreneurship
within the curricula in 2005. It is a compulsorgdpline for only two faculties, out of
ten (Commerce and Business Administration, wheie labelled as “Entrepreneurial
Culture) and optional for the Faculty of Cyberngtithis is reflecting the starting
phase the institution is in. Learning objectivesntianed in the syllabus are very
ambitious and are aiming: to understand entrepreh@ls role for economic
development; to develop students’ abilities to tdgriousiness opportunities and to
build a successful business plan; to enhance sfi@etrepreneurial spirit; to stimulate
students’ creative and innovative thinking. To aghithem modern teaching methods
were implemented case-studies; business-planedetivning; multi-solution approach.

In the institution, cooperation with SMEs is calesied a valuable source
of entrepreneurial effectiveness’ improvement. Stepghat sense have been made.
In 2008 a new vice rector position, in charge witle business environment
relationship development, was established. Alseersg projects were conducted
to raise awareness among students on entrepreipeassd major career option. One
of them, carried out with a group of students, ted of the design of a “Catalogue
of student entrepreneurs in th@culty of Commerce”, in 2008.Wilo targetswere
achieved:

- on one hand, that of providing “living proofs” thetarting own business
can become reality, even as a student, because ithap age barrier;
student-entrepreneurs are powerful examples far fibow colleagues,
who can add another strong argument to the iddeetiteepreneurship
can be considered as an early career option;

- on the other hand, to offer an evidence that stueetnepreneurs’ rare
attributes like courage, self-determination, emegapurial attitude are
recognized, valued and promoted in the academica@maent too.

The existence of a project promoting student-@nér@eurs in the Faculty
of Commerce, on a continuous yearly basis, wasiamaat during lectures delivering
process. Their stories were a valuable source aigles, reinforcing theoretical
aspects presented during lectures. Relevant imfagesthe Catalogue have been
drawn to increase the impact.

Inviting, successful or only young entreprenelgan experience responding
to the need to shift to more interactive learniqgpraaches, where the teacher
becomes more a moderator than a lecturer. Invitéckgreneurs’ presence in the
classroom is not only important because it impkniswledge but also because it
provides an example which can be followed by sttglen
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Due to this method’s high impact, in the FacultyCafmmerce entrepreneurs
are invited each year during the course referintheé entrepreneur’s characteristics
and typology (at the Entrepreneurship discipliBased on the “Student Entrepreneurs’
Catalogue of the Faculty of Commerce” (2008), tveniryg women entrepreneurs
were invited last year (former students in the figguThe previous collaboration
in setting-up the Catalogue was extremely valualéeast in the sense that it
shortened the time needed to find and convince tlweparticipate in the course.
The meeting was organised to be an experiencentember for the students. It
was a fruitful and special experience for bothipartfor students according to the
already underlined reasons and also for the twe@mneurs because, as they stated,
they had the chance to share their entrepreneaxfrience, which was a source
of satisfaction. They both felt that their effoese praised and recognized. They
also expressed the desire to come again as guebtsvan to cooperate in other
forms with their former faculty’s teachers and snis$. The development of a more
coherent methodology to record the impact of engmegurship course in general
and of the use of invited entrepreneurs in padigcus needed. It should measure, for
example: the number of students attending the ngeés it higher than for the other
lectures or not?); meetings’ influence on studetdsision to take the Entrepreneurship
course (when this is optional, why they chose fi@jception of students of their own
self-confidence, future intentions etc. This copldvide the basis for improving
the use of this powerful tool in order to turmitd a stimulus for students to engage in
entrepreneurial activities.

CONCLUSIONS

One of the main conclusions of this paper’s is,tlatthe context of
corporations’ downsizing trend, higher employergeartations parallel with abundance
of opportunities, generated by a fast changingenwientraising students’ awareness
about self-employment and entrepreneurship as silgescareer option is essential.
Another conclusion is thantrepreneurship education can become a more eféect
tool if cooperation between HEIs and SMEs are developki can stimulate the
entrepreneurial mindsets of young people, encouragevative business start-ups,
growth of small and medium sized businesses atel fadriendlier to entrepreneurship
culture. Main forms of cooperation were outlined.

The analysis of the Romanian higher education sys$égl tointeresting
conclusions regarding its evolution, merits andtior the challenges it has to face,
major adjustments are needed. Inviting, successfahly young entrepreneurs, is an
experience responding to the need to shift to mteeactive learning approaches, where
the teacher becomes more a moderator than a ledtwiged student entrepreneurs’
was a valuable experience not only because thegriegbknowledge but also because
they provided an example which can enhance entrepral spirit and students’
self-employment intention.
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The findings of this paper can not be generalizexltd the empirical methods
used and the small sample size. However, repligadtie study in all faculties in
The Bucharest Academy of Economic Studies or athesersities could have major
and long lasting advantages. Despite some lirhigsstudy fills a gap in the Romanian
entrepreneurial literature regarding entreprenieemiacation and the use of Cooperation
with SMEs as an effective tool in Entrepreneurddpication. This paper also signals
to entrepreneurship researchers and educatorsnitr@ emphasis could possibly
be placed on identifying and developing innovafimens of cooperation with the
SMEs sector.

Further, researches are needed in this practioalier-researched field in
Romania. Studies to track and measure the impadtutents’ entrepreneurial
development as a result of HEIs cooperation withESMvould be useful in order
to determine its effectiveness. Also, a methodolslgyuld be designed in order to
capture in a longitudinal way student variationaititudes and intentions toward
entrepreneurship.
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ABSTRACT. One of the most important ways for the development of SMES’ businesses
is the credits from commercial banks and non financial institutions. The SMES’
financing through credits depending mostly by its possibility to mortgage and in this
way a major role for supporting SMEs is given by Guarantee Funds. In Romania the
existence of the Guarantee Funds is the expression of the State assistance for small and
medium businesses or for sensitive fields (e.g. agriculture).

Also, in the current context of global crisis, the Romanian government is planning
to capitalize the two State banks (Eximbank and CEC bank) to offer new credit and
guarantee instruments for SMEs.

Other ways to finance the businesses available for the SMEs in Romania are the
European non-reimbursable funds for the development of micro-enterprises, the SMES’
growth through: productive investments, access to financing and consultancy services,
access to international markets, implementation of international quality standards, access to
the results of research and development activities, facilitating cross-border co-operation, etc.

The accessing these finance instruments requires the own contribution of the
beneficiaries, so the credits from banks or other financial institutions and the guaranteeing
these credits are needed, too.

Key Words: credit, guarantee fund, SMEs, development, finance

JEL Classification: 012

1. Introduction

Micro, small and medium enterprises (SMEs) play an essential role within
European economy. They represent a source of entrepreneurial abilities, innovation
and creation of jobs.

But, frequently, they have to fight with market imperfections. SMEs have
difficulties in obtaining capital or credits, especially during start-up phases. Their
limited resources can also affect their access to new technologies or innovation.

Therefore, supporting SMEs represents a main priority for European
Commission for economic development, for social and economical cohesion.
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In other words, the access to capital represents a permanent problem which
SMEs have to deal with, especially because they can not offer the guarantees which
are traditionally required by creditors.

2. Material and method

We used data especially from Internet, like official websites of banks or
guarantee funds, European Union portals, news from national and international mass-
media and documents like Guides for European Union programmes or Applicant
Guides.

For current study we would like to delimitate the financing tools which SMEs
can use into the following groups:

a) banking and non-banking sources of financing (commercial credits,
leasing, business angels etc);

b) guarantee funds, as a main player or partner for SMEs to attract easier
and better funds from all sources of financing;

¢) financing programs and facilities from Romanian state banks;

d) European Funds and other European financing instruments.

Regarding Romanian banking system, we analized the credit products offered
to SMEs by some of the most prestigious banks like: Raiffeisen Bank, BCR, BRD-
Societe Generale, Transilvania Bank, ING Bank, Bancpost, Volksbank and Credit
Europe Bank. We included also an analysis of Romanian state owned banks: CEC
and Eximbank to emphasize their increased role in supporting SMEs through funds
or guarantees.

We do not make cost analysis of credits within mentioned banks, but we
focus only on aspects related to credit's quality framework like: flexibility in credit
management, conditions and restrictions related with financial indicators or documentation,
credit period and methods of reimbursements, other benefits, maximum funds limits
and the required guarantees.

For guarantee funds and structural funds we had an overall perspective by
mentioning only key aspects that nowadays can help Romanian SMEs to obtain easier
and cheaper funds for developing their business to current European standards.

3. Results and discussions
A. Banking and non-banking sources of financing

Commercial banks

A traditional source of financing for SMEs is represented by credits obtained
from commercial banksNowadays, all banks have credit products especially designed
for SMEs, but some particularities still exists, which we will highlight bellow.

Generally, bank credits are divided into short term credits (less than 1 year)
and credits for medium and long term (more than one year).
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They can cover a large range of needs like financing day to day activities
for working capital, payments of suppliers, performing investments by acquisition
of terrain, equipments, machines, buildings etc. up to more sophisticated or specific
ones like financing construction, extension, modernization of current headquarter
or offices (loans on mortgage), credits to acquire real estate properties for own
activities (real estate credits), credits for start-up companies, as well as non-cash
financing services like issuance of guarantee letters or letters of credit.

In order to understand these specific designed banking products and also to
determine the general environment into which SMEs are managing their activities,
we would like to remember the latest SMEs definition as per Article 2 of Appendix
of European Commission Recommendation no. 361/2003/CE:

“micro, small and medium enterprises category (SME) is formed up by enterprises
that employ less than 250 persons and have a net annual turnover up to 50 million
euros and /or have total assets up to 43 million euros " (see Table 1)

Table 1. Classification of SMEs according to European Union

Enterprise Average number of Turnover Total Assets

category employees

Medium < 250 < 50 million euro < 43 million euro
Small <50 < 10 million euro < 43 million euro
Micro <10 < 2 million euro < 2 million euro

Source:Own creation based on Commission Recommendation no. 361/2003/CE

In Romania, the classification is made according to the new Law of SMEs
no.346/2004 as:

* micro-enterprises: up to 9 employees and net turnover/total assets up to
2 million euro;

» small enterprises: between 10 and 49 employees and net turnover up/
total assets up 10 million euro;

* medium enterprises: between 50 and 249 employees and net turnover
up to 50 million / total assets up 43 million euro.

As initial remark, some banks have a different approach or limits to define SMEs,
like Raiffeisen Bank, for example, which establishes two categories of companies:

- Micro SME Clients, companies with a turnover on last year of activity less
than 1,000,000 Euro, (equivalent in Lei), irrespective to the number of
employees;

- Medium SME Clients, companies with a turnover on last year of activity
within 1,000,000 to 5.000.000 Euro range, (equivalent in Lei), irrespective
to the number of employees; (Source: www.raiffeisen.ro)
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Same situation we can observe at ING Bank, where SMEs are divided into:

companies with a turnover < 2 million Euro;
companies with a turnover > 2 million Euro.

For Credit Europe Bank, SMEs represent companies with Romanian legal
personality with annual turnover (per company or group of companies) which does
not exceed 7,500,000 RON. (Source: www.crediteurope.ro)

So, initially, the SMEs which are interested to contract a credit must find out if
their company financial and economic dimension fits into banks categories and offers.

Afterwards they have to establish on the amount of money needed, its
currency, the period on which they can refund or use the credit, they have to decide
on what method of reimbursement they prefer and to accept or not to provide a
justification for credit usage. All these aspects refer to the degree of financial and
economic independency which SMEs can accept in relation with bank requirements
and with company internal needs.

For example there are banks which are offering credits only in RON for
some products, like Transilvania Bank (all short term credits), Raiffeisen Bank
(Credit Capital Negarantatetc. Or there are banks which to some products do not
offer credits in USD, like Volksbanknivest Max and Capital MxRaiffeisen Bank
(Flexi IMM) etc.

Companies should focus to contract credits intatineency corresponding to
their incomings or to have their prices indexed to such currency in order to achieve
an efficient management of money and to minimize the level of currency risk.

Regardinghe amount to be contracted, there are also some specific limits
related to client turnover. In the caseSafport IMM(Credit Europe Bank) there is
a maximum amount of credit at 25% from last year turnover; or in the case of
Overdraft IMM (Raiffeisen Bank) it is maximum 30% from last year turnover.

ForIdeal Activ BCR (BCR}here is a maximum limit of 150,000 RON, but
this limit amount must not overpass 3 times of client's monthly average turnover;
and for commerce companies, this limit can not overpass the volume of incomings
from sales of goods over last 12 months or the forecasted volume of incomings for
the next 12 months, as the case (see Table 2).

As we can see, there are also products which havenits for contracted
amount Credit Capital and Credit Imobiliar from Raiffeisen Bank:Transport
IMM from Credit Europe Bank etc.

We should highlight also that there is an indirect relation between the
character of limited or unlimited credit and the request to provide relevant documents
for money used from credit. For Credit Europe Bank prodiictal IMM, there is
a maximum credit limit established at 350,000 RON, up to which clients don't have
to provide relevant documents. It is similar also@werdraft IMMfrom Raiffeisen
Bank, but for other of their products likeredit Capital, Credit Invesand Credit
Imobiliar, even there is no limit, each withdrawal is controlled and depends on bank
approval and relevant documents.
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Table 2. Credit limits within various banks products for specific needs

Acquisition of equipments,

Acquisition, innovation, extensior|

(15% CA yearly)

Need Bank Working capital machines for production,| or reconstruction of buildings
increase of car park | used in company's main activity
30000 | 32000 100 000 RON 100 000 RON
Transilvanig Creditul 1 Credit . Credite cul Investitii . .
X Investitii farg . Credite cu analiza
ora capital | Dobanda aport analiza fara simolificata
de lucru 0% P simplificatg aport P
Credit 1(:?000'\? 0 25% CA 100% project value n.d.a.
Europe T T
Bank [Prompt IMM| Suport IMM ri':ani/lpo Invest IMM Construct IMM
Raiffeisen 30% CA no limit no limit
Overdraft IMM Credit Invest Credit Imabiliar
BCR (ma>:(L5:§) S%OATT%::tth) 75% project value 75% project value
Ideal Activ | Ideal Curerft Ideal Invest Ideal Invest
7(?]12205;3:(\ 400 000 | oo ool 400000 | 75 000 | 150 000| 250 000
CA mlont,hly) RON RON RON EUR EUR
BRD-GSG Simplis Master Simplis | Master | Master ?:l:re]zlllts
Master Linig  Credit Credit de Credit Credit | Credit Credit
de credit | Credit de investiti Credit de | pentru |imobiliar imobiliar
dezvoltare investitii | dezvoltarelInvestissimp .
Investissim@
200 000 EUR
0,
2?5%%00 206/‘;?A (90% project value 100% project value
yearly including VAT)
Bancpost Linia de Linie de
credit credit pentry Creditul pentru Creditul pentru achizitionareg
revolvin companii echipamente de imobile
9 | medii si mar
50 000 EUR 80 000 EUR 100 000 EUR

Alpha Bank

Linie de credit cu sau far|a

garantii

Credite pentru achizitie

Credit pentru achizitie /

echipamente

constructie / amenajare

Source:Own creation based on Banks data (n.d.a= no data available)

But the amount of requested credit and the client financial indicators have a

direct relation on the value and type of requegtgaiantees For example, in the

case ofTotal IMM (Credit Europe Bank) the SMEs can benefit of a credit in

amount of 100,000 RON without any material guarantee.

The most common types of guarantee are the mortgage and gage on the
financed objects (buildings, equipments, machines, vehicles etc). In this case the
financial risk of the SMEs is reduced, but the operational risk increases, due to a
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possibility of a blockage within company activity because the financed object enters
immediately into the productive circle while the full ownership is still pending until
credit is reimbursed.

But banks are accepting also other types of guarantees like promissory
notes, cash collateral (deposits), guarantee letter, shares, business plans, brands or
guarantees through FNGCIMM. Each one of them involves a different supplementary
cost and specific requirements. For example, for promissory notes there are banks
(eg. BCR bank) which request blank promissory notes mentioning the provision
“without protest”, issued by company with surety from significant shareholders
(min. 10% of shares) and from administrator.

Nowadays an increased role is played by the guarantees assured through
FNGCIMM, a special designed national fund which supports the SMEs need for
guarantees. But generally, banks prefer a mix of such guarantees in order to split
their own financial risk, as well as client’s risk, and to assure flexibility to credits
in order to attract more clients.

But banks start to design alspecialized productsgledicated to a specific
category of clients or needs.

At Transilvania Bank exists a credit for companies which operate into rural
environment Credite pentru firme din mediul rurathat can be used to acquire
equipments, to renew or build a headquarters or to finance current activities. The
maximum loan amount is 250,000 Euro, with terms of 12 months (working capital) or
60 months (investments) and can be offered in Euro or RON. The eligible companies
must operate and be register in a locality with less than 30,000 habitants.

Also, at Transilvania Bank we can find two credit products designed for
new established companiestgrt Up andStart Up Plu$ to finance their needs for
investments or working capital. Credit term is up to 60 months for a maximum
amount of 35,000 RON (Start Up) or 85,000 RON (Start Up Plus). The client must
finance 25% from investment value and has to provide as minimum guarantee:
2 endorsers and mortgage or gage on the goods purchased from credit money.

So, commercial banks are starting to focus more and more on this key category,
which SMEs represents to any economy, and they start to offer better conditions,
options and various extra benefits. We can find also packages dedicated to SMEs
(Pachetul MasterBRD, Pachet Ideal BCR- BCR) combining credits with cards,
payment and cash management services, issuance of guarantee letters (L/G) without
blockage of own funds, all of this at reduced costs.

SMEs continue to represent an important category of clients for most of
banks and vice-versa, but nowadays there are many other options for financing
SMEs which we will continue to present next.

Operational and financial leasing
Besides the credits used to purchase vehicles and equipmenigeitagonal
leasing represents a new real opportunity to finance and a solution for SMEs to
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become more competitive and to have access on the European market by acquisition
of equipments with high performances and more economical.

This type of leasing was introduced in Romania by Immoconsult
Leasinggesellschaft m.b.H. by financing the construction of a production unit for
the german group Eckerle Group at Cluj- Napoca. Instead to contract a credit from
a bank, Eckerle Group decided to implement the 2,6 million Euro project under a
operational leasing scheme.

There are some advantages for the operational leasing like: it involves
monthly installments composed only by amortization and benefit; the goods which
are the object of the leasing contract are registered as fixed assets by the leasing
company; down-payment is not obligatorily and at end of contract the user is
obliged to return the good.

Operational leasing is recommended for companies which involve a large
fleet of equipments, because it takes away many risks and uncertainties related with
their management. Also it offers a larger flexibility, the possibility to management to
focus more on the company main activities, to know the exact cash-flow and degree of
financial performance (due to the fixed and pre-established monthly installments).

In Romania, the main actors within the operational leasing and management
of fleets market are Sixt New Kopel, ALD Automotive, Arval Roméania, Hertz Lease,
Dirent and LeasePlan.

Another source of financing for SMEs investments, a more traditional one,
is represented by tHmancial leasing. The majority of clients are small companies
which don't have or don't need a large fleet of equipments or vehicles. In Romania,
this type of leasing is very popular, because the clients have the opportunity to
purchase the good at end of contract by paying a residuary value.

Business angels

A new trend in financing SMEs activity, especially on start-up phases, is
represented by the business angels. Biginess angelsaare persons or groups
of persons with a regular activity for investments with capital risk, which are
financing the needs of unlisted businesses. They are businessmen which invest
money, idea and experience for developing businesses in initial or growing phases.
These kinds of investments are providing them a higher profit than traditional
financial investments.

We can find business angels especially in USA, but for the past decade we
encountered some also in Romania, like: Radu Tudorache (Newarch Investments
fund), Marius Ghenea (PCFun), Dragos Anastasiu (Eurolines) and more.

But nowadays, on a financial crisis, the businesses angels are very reticent
to invest into start-up companies, due to the high risk of failure, so they focus only
on continuing the existing projects.
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Current situation

Due to international financial crisis, this trend of reticence exists also
within entire Romanian and European economy. If initially, some banks have stopped
to offer any kind of credits, nowadays all major banks and financing institutions are
focusing especially on providing anti-crisis measures like restructuring or time grading
of portfolio for current clients as well as a reduction of various commissions, fees
and taxes applied to new clients. They try also to attract the savings of individuals
by providing better conditions and interest for deposits.

But the main role in unblocking current situation has to be played by state
institutions, especially by guarantee funds or state banks.

As we mentioned above, a major obstacle for SMEs to obtain the necessary
funds from credit institution is represented by the required guarantees, mostly
mortgage and gage on existing or future patrimony. Assuring this kind of guarantees
can provide higher financial and operational risks to SMEs.

Nowadays, on a economical and financial crisis background, when most of
partnership relations are damaged, orders and incomings are decreasing, there is a
climate of uncertainty and change which can easily harm companies which are not
flexible enough to reorganize their activity. So, providing guarantees from their own
patrimony represent more than a risk for SMEs, it is a real challenge to company
existence.

So, an important financial support for SMEs in assuring such guarantees
and assuming part of such risks is provided by the Romanian Guarantee Funds like:
F.G.C.R. and F.N.G.C..LM.M..

B. Guarantee Funds

In order to help and develop the business area, the Romanian government
authorities have created two special funds:

FNGCIMM, which is designed to support SMEs in obtaining the funds
required to their activity by providing guarantees letters which can
cover maximum 80% of credits value;

FGCR to provide guarantees for credits which have the objective to
finance investments in private agro-alimentary sector and in works for
developing of rural infrastructure.

FNGCIMM (Fondul Na@onal de Garantare a Creditelor pentru IMM-uri), the
National Fund to Guarantee Credits for SMES, can offer three types of guarantees:

a. guarantees from own funds;

b. guarantees from funds into administratigmarantees from funds provided
by The Ministry of Agriculture, Forests and Rural Development in order
to absorb SAPARD funds.

10¢€



FINANCING TOOLS FOR SUPPORTING SMEs IN ROMANIA

C. guarantees given to beneficiaries of financing within European Union
funds,for financing of banking and non-banking institutions at payment
of consulting fee or implementation of projects on a field of activity
potential beneficiary of European funds;

To benefit of such guarantees, SMEs must pay a yearly commission fee to
FNGCIMM as a percentage applied on the guaranteed amount. It can be paid
gradually within one year, or in some cases, only in a single initial payment. The
value of commission varies and is determined by credit length, currency of credit
and method of guarantee payment as per bank's demand (see Table 3).

Table 3. Financial description of FNGCIMM guarantees

Guarantee type nFor beneficiaries of EL

Own funds Funds in administratidg

Item funds
Max. % of guarantee from 80,00% 70,00% 80,00%
credit value
Maximum amount of 800 000 euro Not defined Not defined

guarantee

Comission fee for short
term credits 1% / year 1,5% / year 1% / year
(% from credit value)

Comission fee for long
term credits 1,5-2%/ year 2% / year 1% / year
(% from credit value)

Source:Own creation based on FNGCIMM website data

Also, if the conditions to access EU funds request applicant to provide
evidence about existence of own sources for financing the project, in this case, the
Fund can issue, at financing institution request, a document called Guarantee Promise
by which the Fund expresses its intention to guarantee for the SME financing.

Nowadays the Fund cooperates with 20 of the most important romanian
commercial banks like: Alpha Bank, Banca ComeidRdmarn, Banca Comercial
Carpatica, Banc Post, Banca Rom@entru Dezvoltare-GSG, Banca Romanaasc
Banca Transilvania, CEC, Banca Leumi Romania, Eximbank, Credit Europe Bank,
ING Bank, Libra Bank, Romanian International Bank, Romexterra Bank, Unicredit
Tiriac Bank,

The Fund does not require real estate guarantees or gage. For the given
guarantee the Fund requests the issuance by the company of blank promissory notes in
“amount” and “term” without protest, which must have surety from administrators/
associates/ shareholders with address in Romania. These promissory notes will be
filled by the Fund with the corresponding amounts requested by bank, only in the
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case when the bank requests payment of guarantee. This item keeps solicitants of
guarantee in a controlled position, by appealing to their common sense to not abuse
of such facility or to intent to trick banks or fund.

So, these guarantee funds are covering more the logistical and bureaucracy
aspects of financing, rather than economical ones, by giving an easier access to
SMEs to obtain the required funds from banks or other financing institutions.

C. Financing programs and facilities from Romanian state banks

CEC Bank and Eximbank are two Romanian state companies which are
playing a major role within the domestic financial market. Even they cover a
broader range of clients from individuals up to state institutions like public local
authorities, financing SMEs activity represents a key part within their portfolio.
They can provide also sources of financing like credits, leasing schemes as well as
guarantees for contracting credits from other banks.

Their offer for SMEs has two main components:

- the new state capitalizatiorwhich determines the volume of credits that
can be offered

- the guarantee componenby supporting SMEs in attracting funds from
other banks or European institutions.

To overpass the current financial crisis, the Romanian government considers
to “transform” CEC and Eximbank into two institutions dedicated for supporting
SMEs by offering better credit conditions, easier access and the opportunity to attract
more funds. Senators have decided recently not to privatize CEC Bank for the next
5 years and to capitalize it with 900 million lei. Such money will be directed
especially to respond to SMEs needs for finance.

Within CEC Bank and Eximbank portfolio of products and services we can
find common types of credits like credit for investments, mortgage credit, credit
line (overdraft), guarantee letters, credit for inventory, credit for leasing, all with
same particularities as commercial banks and leasing institutions.

But CEC Bank can provide also specific designed credits for SMEs, with
BERD and EU funds, which are covering two main destinations:

to finance investments projects on improvement of energetic performance
(Energy Efficiency Finance Facility);

to finance working capital and new projects for modernization or extension
of existing businesses within rural companies (Rural Finance Facility).

Beside these specific designed credits, CEC Bank can help SMEs to obtain
funds through European Union financing programmes, by providing consulting
services, as well as financing and re-financing opportunities. CEC Bank can pre-finance
partially or entirely the grant, to co-finance eligible expenses or to finance non-eligible
expenses of the project.

It can cover maximum 100% from project value, for a period up to 6 months
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(Creditul Puntg or up to 10 yearJreditul pentru investitii or Creditul Puntein

Lei or Euro. The credit line is offered in installments, is revolving for max. 3 years and
it can establish fixed terms for reimbursement. The credit for investments is provided
in one payment and clients can benefit of a maximum 3-12 months period of grace.
These credits can finance projects for: rural and fishery development; modernization or
extension of telecommunications; development of start-up's, productions systems,
micro-enterprises and R&D infrastructure within companies, as well as research
partnerships between universities/ R&D institutes and enterprises.

The credits contracted by SMEs from commercial banks in order to develop
or modernize their own activity can be guaranteed also by Eximbank. The value of
guarantee is up to 80% from the value of credit or banking guarantee letter. It can be
offered in the same currency and period of the contracted credit or guarantee letter.

Such guarantees from CEC or Eximbank facilitate the access of SMEs to
financing, by covering the need of guarantees required by banks. Since it is an
irrevocable and unconditioned guarantee, direct and express, payable at first
written demand of beneficiary (commercial bank), the risk of non-reimbursement
of credit or execution of banking guarantee letter is covered. So such guarantees
help also banks to increase their portfolio of clients.

D. European Funds and other European financing instruments

Regarding the European Funds, as latest solutions provided by European
Institutions to finance SMEs, need we will focus on three components:

a. Structural Funds and Common Agricultural Policy Funds
b. JEREMIE - a new opportunity for financing SMEs.
c. The latest EU financing instrument - Progress

a. Structural Funds and Common Agricultural Policy Funds

The European Union provides support to European small and medium-
sized enterprises (SMEs). This is available in different forms such as grants, loans
and, in some cases, guarantees. Support is available either directly or through
programmes managed at national or regional level, such as the European Union’s
Structural Funds. SMEs can also benefit from a series of non-financial assistance
measures in the form of programmes and business support services.

The Structural Funds (European Regional Development Fund - ERDF and
European Social Fund - ESF) are the largest Community funding instruments
benefiting SMEs, through the different thematic programmes and community initiatives
implemented in the regions. The beneficiaries of structural funds receive a direct
contribution to finance their projects.
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Areas of application

The Structural Funds are financial instruments through which the European
Union tries to eliminate the economic and social disparities between regions in
order to achieve economic and social cohesion. Romania’s Structural Funds will
account for 28-30 billion Euro for the period 2007-2013. The EU’s Structural
Funds are managed by the European Commission and they are used to promote less
developed regions, restructuring of regions affected by industrial decline, fight against
long-term unemployment, and professional inclusion of the young people or the
promotion of rural development. (Source: Euractiv.ro)

The Cohesion Policy of the European Union is financed through the structural
instruments which represent 2% of the EU’s policies budget. These instruments are:

1. European Regional Development Fund (ERDF)

The fund will support and finance investments in: sites and facilities for
industry and business, help for SMEs, and support for research and development and
capital works associated with vocational training. These are all designed to encourage
permanent jobs in regions with high unemployment; infrastructure projects which
aid the regions’ economic development; local initiatives to promote regional economic
development; tourism and cultural projects; environmental protection and improvement
measures which are linked to regional economic development.

2. European Social Fund (ESF)

The priorities of EFS are: developing active policies to combat unemployment,
preventing long-term unemployment and providing support for those entering or
re-entering the job market; promoting social inclusion and equal opportunities for all;
developing education and training as part of a policy for lifelong learning; promoting a
skilled and adaptable workforce, fostering innovation in work organization, supporting
entrepreneurship and job creation, and boosting human potential in research, science
and technology; improving the participation of women in the labor market.

In Romania, the investments from the Structural Funds will be complemented
by theCommon Agricultural Policy funds. These are:

3. European Agriculture Fund for Rural Development (EAFRD)

The main objectives are: improving the competitiveness of agriculture and
forestry by means of support for restructuring; improving the environment and the
countryside by means of support for land management; improving the quality of
life in rural areas and encouraging diversification of economic activity.

4. European Fisheries Fund (EFF)

The priorities are: measures to adjust the Community’s fishing fleet; aquaculture,
processing and marketing; collective action; sustainable development of coastal fishing
areas.
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The Ministry of Public Finance from Romania is the authority responsible
for the coordination of the national authorities in charge of the administration of
the structural funds. The main operational programmes available for funding the
SMEs in Romania are:

Sectoral Operational Programme for Increase of Economic Competitiveness
(POS CCE)

Sectoral Operational Programme Transport (POS T)

Sectoral Operational Programme Environment (POS M)

Sectoral Operational Programme Human Resources Development
(POS DRU)

Regional Operational Programme (POR)

Operational Programmes Cross Border Cooperation (Romania —
Bulgaria, Romania — Hungary, Romania — Serbia, etc.)

National Plan Rural Development (PNDR)

Stages in getting and implementing the European projects

Grant application forms and project assessment criteria should include a
number of items which test whether the project applicant has taken the necessary
steps to develop a good project proposal. st important stepg developing
the SMESs project proposal are:

Vv

Project applicants should examine all key options and report the conclusions
in the application form. This is the stage when they should include the
guestion otechnical feasibility

A well-developedinancial analysisis required; this will describe the
anticipated cash-flow situation and calculate the grant required. Also, some
financial indicators are needed to be calculating in order to measure the
rates of return

The result of an economic appraisal should be outlined with the best
estimates of aleconomic benefits and coster estimates ofreated

jobs or value-added.

The impact of the project in terms dfdrizontal criteria”, such as the
promotion of equal opportunities, or innovative or sustainable models
of development, has to be taken into consideration;

Finally, detailed arrangements foonitoring andimpact assessmenill

be described, with clear indicators of how progress and success will be
measured.

For getting the financing, the SMEs pass through a long process of
submission, appraisal, selection and contracting the finance. The Applicant has to
elaborate the project using the specific Application Form and Annexes. Also, for
submitting Application form, some supporting documents are required. Some of
the most relevant documents in submitting process to Management Authority are
Business Plan and/or Feasibility Study.
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The mechanism of implementing the European project is based on reimbursement
of the expenditures made in advance by Beneficiary. So, Beneficiary has to forecast
some amounts for certain periods of time for making expenditures according to the
graphic activities. With documents of payments and other justification documents,
the Applicant can submit a Reimbursement Request. Afterwards the Management
Authority verifies all the documents and the eligibility of activities and expenditures.

The eligibility of Applicants, activities and expenditures; non-eligible
expenditures (VAT)

Co-financing from the EU through these grants is between 50% and 95%,
one of the key requirements being the monitoring of the spending for the amounts
received, in accordance with contracts signed with management authorities, which
means observing tHaancing conditionsestablished by the authorities.

Such funding grants may be obtained by all companies with registered office
in Romania. There are no conditions regarding the nationality of shareholders or
main headquarters. Some Applicant Guides may impose conditions like: minimum
1 year of company existence, positive results in previous fiscal year etc.

It is very important to follow the instructions established in the Applicant
Guide regarding to what kind of activities and expenditures you can make in the
proposed project (the eligibility of activities and expenditures must be strictly
verified). Otherwise, some amounts included in the project budget can not be
reimbursed by the Management Authority to the Beneficiary.

Also, the Beneficiary has to take into consideration some non-eligible costs
which can not be reimbursed by Management Authority, but are necessary for the
project implementing. The most important non-eligible cost is VAT, which has to
be sustained by Beneficiary from his own money.

Pre-financing the projects

Starting from 2009, the SMEs can receive pre-financing for implementing
their European projects. Up to 35% of non-reimbursement value of the project can
be required by Beneficiary as pre-financing. Usually, the granting of pre-financing
is determined by the existence of a Guarantee Letter.

Public procurement

Although, SMEs are private companies, all expenditures made in a project
have to conform to national and European legislation in public procurement field
(Emergency Ordinance no. 34/2006 updated). It must be followed stages of
procedures in public procurement field or, in some cases, the simplified procedures
of Management Authority.
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Critical points for implementing projects

All following aspects should be taken into consideration in any kind of
project:

* assurance the contribution of Applicant

The Applicant has to co-finance the project with own contribution (between
5% and 50%); when the project proposal is developed, the Applicant should take
into account the sources of this contribution. The bank credit, the capitalization of
company, the use of company return or other sources can be the solution for co-
financing the European project. An optimal forecasting of the budget costs will
help the Applicant to avoid the problems in co-financing at the time of project
implementation.

* applicant expenditures in advance and terms of reimbursement

Beside the amount needed for co-financing the project, the Applicant
should provide the money flows until the Management Authority will reimburse
the expenditures made in the project. The terms of reimbursement can vary between
45 and 90 days, so the Applicant should forecast a precisely cash-flow to avoid
blocking the project implementation.

* exchange rate

In forecasting the project budget, the Applicant must take into account also,
the terms for appraisal of projects; according to 2008 experience, these terms varied
between 3 and 9 months. The estimated cost of some imported equipments (with prices
in Euros) could register a significant increase at the moment of project implementation,
so the Applicant takes into account the increase of the budget costs.

b. JEREMIE - a new opportunity for financing SMEs

What is JEREMIE?

JEREMIE stands forJoint European Resources for Small and Medium-
sized Enterprises” and is an initiative which was developed by the European
Commission (EC) and the European Investment Fund (EIF), which is part of the
European Investment Bank (EIB) Group, in the context of the EU Structural Funds
allocation 2007-2013 for the EU Member States and regions.

The initiative offers EU Member States, through their national or regional
Managing Authorities, the opportunity to use part of their European Union (EU)
Structural Funds to finance small and medium-sized enterprises (SMEs) by means
of equity, loans or guarantees, through a revolving Holding Fund acting as an umbrella
fund.
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The Holding Funds can be set up either as a “ringfenced block of finance”
or bank account managed by the Holding Fund manager on behalf and in the name
of the Managing Authority, or as an independent legal entity (Special Purpose
Vehicle — SPV). The choice of the legal structure depends very much on the level
of sophistication of the JEREMIE Holding Fund and on the respective national
legal framework.

Acting as an umbrella fund, the Holding Fund will partner a wide spectrum
of local SME financial institutions such as SME finance operators, venture capital
funds, loan funds, technology transfer vehicles, microfinance providers, banks and
guarantee funds. The funds made available to these financial institutions by the
Holding Fund will be used to finance the creation and development of SMEs.

Who is eligible?

As an umbrella fund, JEREMIE will target financial intermediaries, not
SMEs directly.

The selected JEREMIE financial intermediaries will provide SME-focused
financial instruments including guarantees, co-guarantees and counter-guarantees,
equity guarantees, (micro) loans, securitisation, venture capital, Business Angel
Matching Funds, and investments in Technology Transfer funds. SMEs are the final
beneficiaries and may be allocated revolving resources directly from the partner
financial institutions.

With the JEREMIE initiative, regions and Member States can benefit from
a flexible, efficient, “visible” and revolving financial platform for SMEs, through a
long-term partnership with their local financial institutions.

JEREMIE in Romania

On February 18, 2008, the Romanian Government - represented by Public
Finances Ministry - and European Investment Fund signed a Financing Agreement
and a letter of costs on the basis of which the government authorized the Fund to
usel100 million euro from the pre-financing money received from the European
Commission by contribution of the Structural and Cohesion Funds to the
operational programs, with a view to providing access to financing for small and
medium sized enterprises.

By the JEREMIE program, the SMEs will be offered improved access to
financing, which will contribute significantly to stimulating entrepreneurship, the
increase in enterprises' competitiveness and a dynamic business envifonment

c. Latest EU financing instrument - Progress

On July 29 2009, the European Commission has recommended to launch a
financing micro-instrument called “Progress” in order to support people who have
recently lost jobs and wish to start a micro-enterprise. This instrument is a micro-

* (Issuer: Government of Romania — Press offibate: 14.05.2008, wWww.gov.ro)
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credit designed for micro-enterprises with less than 10 employees or for jobless or
inactive persons that wish to start an independent business, and it can provide
financing up to 25,000 Euro, a low level of interest rate, as well as consulting
services, professional training and assistance in elaboration of business plans.

Its initial budget will be of 100 million euro, but it will attract a total
amount of 500 million euro with participation of other international financing
institutions like the Group of European Investments Bank. If it is approved by
Ministerial Council and European Parliament, it can be operational in 2010.

4. Conclusions

Nowadays, for the Romania based SMEs, there are a various solutions
available for obtaining their necessary funds.

Commercial banks are more open to SMEs needs by offering diverse and
specific products or services and by accepting a broader type of guarantees. New
solutions are provided also by non-banking institution and the state plays a more
active role, through its banks and guarantee funds. We can observe that there is a
good cooperation between all this sources of financing which provides an adequate
financial climate for business.

But still, due to current international crisis, there is an unstable and reticent
climate which could damage business relations and could affect economic activity
deeply, if all above mentioned sources of financing do not cooperate actively.

So, commercial banks have launched anti-crisis measures or programmes by
analizing each client, by offering new solutions for their current clients in restructurating
or time grading existing credits, as well as focusing on specialized type of clients
within defined European programmes. Eximbank has re-acted also to such situation
by decreasing comissions and by reducing the fees for guarantees, financing and
insurances with 50%. Also, the guarantee funds have redefined their conditions and
increased the coverage level of credits to 80%, with state financial help.

Therefore, between Romanian financial market main actors and national or EU
institutions there is a very cooperant relation, with coordinated actions and measures,
which are responding to market changes but also to SMEs financing needs.
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THE STATE OF SME’'s ECONOMIC AND
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ABSTRACT. The paper analyse the economic rationality of SNi&E®all and
medium size enterprises) trough some pertinentatalis that revels the importance
of SME for the employment market and for the emtienomy. Despite their adaptability
these entities have faced always different problangsthe most noticeable has been
the need of capital infusion. The paper proposesvatype of capital infusion in
Romania: the private equity investment. We exglogeventure investment mechanism
and its implications at economic level for the SMB.identify the economic impact
of venture capital, European preliminary figuresypded by EVCA (European
Venture Capital Association) will be analysed téedine if private equity capital
represents a solution for capital infusion in SMEs.

Key words: economic rationality, social rationality, ventwapital, SME;

JEL Classification: D29

1. Introduction

We are facing a financial crisis, which has extehieelf at all economic
levels during the last year.

The crisis took place when a loss of confidencenbgstors in the value of
securitized mortgages in the US resulted in a didyicrisis that prompted a
substantial injection of capital into financial rkats by the United States Federal
Reserve, Bank of England and the European Cendnalt.B

At the time, an indicator of perceived credit riskthe general economy,
the TED spread (difference between the interessrah interbank loans and short-
term U.S. government debt) has attained around2080bps. In September 2008
the crisis determined a series of stock marketshcamd a considerable number of
banks, mortgage lenders and insurance companied.fai

On November 3rd, 2008, the EU commission at Brgspetdicted for
2009 an extremely weak growth of the BIP, by 0.dceet, for the countries of the
Euro zone and a negative number for the UK (-1r@e#), Ireland and Spain. The
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Bank of England and the Central Bank for the Eurnez respectively, reduced
their interest rates from 4.5 percent down to Z@et; and from 3.75 percent down
to 3.25 percent. Regarding the economic situatibthe production sector, all
industries seem to be involved. As a consequenading from November 2008,
several countries launched programs of rescuénér économies.

In these times the SMEs are the most affected maj#mns. Nevertheless in
January 2009 in Romania, were being created no there5000 new firms which
had an average asset value around 22 000 RON wtdshkifies them like SMEs
(classification based on asset level). The trenctedting new-start-ups is decreasing
but if we observe also the “self-employed persons’can see that the total number of
start-ups is the same only the organisation forme Heeen change. [chart no. 1]

Chart 1 : The evolution of start-up in January 20032009
[Source of the data: Trade Register]
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The phenomenon can be explained by the high lelveldaptability of

SMEs at the environment. To build a complete imafjghe Romanian SMEs
Sector for a better understanding regarding itiipecharacteristics (like their
adaptability) we will analyze the economic and abcationality of these entities
and the difficulties that this sector is facing.eTéplution proposed by the authors
to the most present difficulties encountered at SNizel, the lack of capital, will
be presented in the “Private Equity” Section ofsthiaper. Having a complete
picture of this sector trough a series of quarmitatind quality indicators we will
be able to suggest a pertinent solution for Ronm8MEs lack of capital.
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2. Economic and social rationality of SMEs in Romaia: general
considerations

The SMEs problematic has to be realised in relatiih their appearance
in Romania at the beginning of 90’s, in a speabatext of economic transition to
a capital market. In all CEE (Central and Eastemnope) countries this entities
have been developed a series of specific charsitsr{Nicolescu, 2001, p.127].
Because the economy has faced a complex situaéitarmdined by privatisation,
reorganisation and the development of SME sedtergenesis of these companies
had two origins: privatisation of Stat companied #re foundation of new ones. The
first option was believed to be more efficient butime the new formed companies
have been proved a better efficiency because wasedoon true entrepreneurs and
intrinsic private property [During, 1998]. The sfiecconditions of emergent economies
and the speed and amplitude of SMEs creation eteclwith the speed and
amplitude of privatisation and reorganisation, mefa very important characteristic
of SMEs: the absorption of manpower available. Tdharacteristic of manpower
absorption it’s still manifest itself [Table 1] vt can be a very important factor in
crisis time.

Table 1: Weight of staff in SMEs in total staff byactivity of national economy
at level of CANE Section [Source: Romanian Statistal Yearbook 2008]

percentage
Activity (CANE Rev. 1 sections) 2002 | 2003 2004 | 2005| 2006 200y
Weight of staff in active small and medium d
enterprises - total 50.7 | 54.4 58.2 | 60.7| 63.2| 64.9
Mining and quarrying 48 | 57| 6.5 7.2 10.1 13p
Manufacturing 41.0 | 43.9] 478 | 49.7| 52.3] b53.8
Electric and thermal energy, gas and water 10.8 | 11.9 120 | 12.7| 14.6] 16.1
Construction 63.2 | 66.6| 68.8 | 715| 74.2| 75.7

Wholesale and retail, repair and maintenance of
motor-vehicles and motorcycles and of individual| 91.7 | 91.0f 90.3 | 89.5| 87.7| 86.3
and household appliances
Hotels and restaurants 84.2 | 86.0 85.1 | 85.6| 86.2| 87.2
Transport, storage and communications 28.7 | 32.2) 38.7 | 425| 44.7| 46.8
Real estate transactions, rentings and serviceities

mainly rendered to enterprises 685733 749 754\ 740 74
Education 100.0| 100.0100.0| 100.00 100.0 96.8
Health and social assistance 97.6 | 97.9 96.8 | 954| 95.2| 94.2
Other activities of _collectlve, social 503 | 615 665 | 649 646 619
and personal services

We can observe from table 1 that in five yearsilcs had a very important
proportion in education sector (100% for the tinegiqul in question) and wholesale
and retail sector (almost 90% for the time perioduestion). The amplitude of SMEs
sector can be appreciated also by the weight obtuar achieved by SMEs in total
enterprises by activity sector at economic natitexal [Table 2].
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Tabel 2: Weight of turnover achieved by SMEs by adtity of national economy
[Source: Romanian Statistical Yearbook 2008]

percentage

Activity (CANE Rev. 1 sections) 2002| 2003| 2004| 2005| 2006| 2007
We|ght of turnoyer achieved by active small and 559|574|575/576! 587| 60.8
medium enterprises - total

Mining and quarrying 38| 41| 54| 51 564 87
Manufacturing 38.5/40.1| 39.5| 39.0| 39.9| 40.4
Electric and thermal energy, gas and water 17| 24| 34| 7.7 154 250
Construction 66.01 69.0| 70.2| 71.3| 73.7| 72.0

Wholesale and retail, repair and maintenance ofanot
vehicles and motorcycles and of individual and letvaéd | 86.6| 84.5| 82.3| 79.6| 77.4| 76.5

appliances
Hotels and restaurants 76.1)179.1|77.8/78.8| 81.1| 81.6
Transport, storage and communications 37.2140.1141.9|43.8| 46.9| 49.3

Regl estate transactions, rentings and servicevgiets 875|895/ 888! 895! ss8l| 882
mainly rendered to enterprises

Education 100.0100.0100.0100.0 100.0] 97.1
Health and social assistance 93.2|193.8/92.6]92.1| 92.6| 90.3
Other activities of collective, social and persosatvices | 54.8| 44.9| 52.1| 53.3| 49.8| 51.8

We can observe an ascendant trend for the weighirobver achieved by
SMEs in the total turnover made by Romanian comggrirom 55.9% in 2002 to
over 60% in 2007. Given the figures observed inldab and Table 2, the
increasing in importance of SMEs role is highlighteought manpower absorption
and the weight of turnover at all activity sectevel.

Taking into account the density of SMEs (numberenfities per 1000
residents) and the average size of the firms (ressuand reserves per firm), we
can appreciate the importance of this sector [Gg\2D08]. An essential influence
factor is the economic development level of thentguof the region in question
[Papillon, 2003]. We analyzed some selective d&avfila, 2008], which are
given in the diagrams 1 and 2. These representatjime@ us tow trends regarding
the SME sector: a positive correlation betweenl¢lel of economic development
(GBP per capita) and the average size of SME amelative correlation with the
level of development and the density of SMEs.

Regarding the situation of Romanian SMEs corrmatatiith the economic
level of development and the density of this typefions, we have a reverse
situation that doesn’'t mach the density trend thathave in diagram 1. So in
Romania a region with a high level of developmentarrelated with a higher
density of SMEs. [Tabel 3]

This correlation can be used for the implemematibregional development

policy.
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Diagram 1: The correlation between the SME densitand
the economic level of development
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Diagram 2: The correlation between the SME averagsize and
the economic level of development
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Table 3: The correlation between the regional devepment and SMEs
[Source: Statistic Yearbook of Romania 2008, p.84,.512]

Region Density SME 2005 GBP per capita 2006 GBP peapita
TOTAL 23 13,328 15,896
Bucuresti - llfov 54 29,332 34,903
North - West 26 12,526 14,892
Centre 25 13,136 15,969
West 25 14,848 18,272
South - East 21 11,534 13,520
South - West Oltenia 16 10,263 12,266
South - Muntenia 16 10,906 13,109
North - East 15 9,053 10,459
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2.1. The dynamic of economic rationality for SMEs

An indicator of efficiency which can highlight tleeonomic efficiency of
SMEs sector is labour productivity. We analyzed el of productivity which
have been calculated in two ways: the ratio betweeight of the SME sector in
the total turnover (Table 4) and the weight of fstaf SMEs level and the ratio
between gross value added and the weight of st&8MEs level (Table 5). If the
result is equal 1 then the productivity of SMEgdmial with the productivity of the
economy. A SMEs productivity higher then the ecopgroductivity is registered
when the indicator is more the 1. This means thenithe indicator is less then 1,
the SMEs productivity is les then the economy pobitity.

Table 4: Labour productivity in SMEs depending on tirnover (The source of the data that
were used for the calculation of the indicator: Sthstic Yearbook of Romania 2008, p. 685)

2006 2007
Economy 0.9317 0.7334
Industry 0.6314 0.6621
Construction 0.9945 0.9514
SALE, maintenance and repair of motor vehiclesmantbrcycles, Retail Tradg 0.79500.8688
Retail Trade, repairs of personal and householdl@sti 0.9028 0.8179
Wholesale 1.7823 1.696(
Services for population 0.9745 0.9833
Services for enterprises 0.9858 1.0669

The figures demonstrate a lower productivity in thee of SMEs then for
the entire economy. Only for the wholesale thecatdir shows us a higher productivity
of the SMEs then the economy.

For a more constructive conclusion we calculatst ahe productivity
indicator depending of the gross value added. @apl

Table 5: Labour productivity in SMEs depending on goss added value
(The source of the data that were used for the caltation of the indicator:
Statistic Yearbook of Romania 2008, p. 685)

200§ 2007
Economy 0.7794 0.7914
Industry 0.544( 0.5682
Construction 1.0738 0.9814
?gbli, maintenance and repair of motor vehiclesraotbrcycles, Retail 0.8564 0.8970
Retail Trade, repairs of personal and householdesti 0.9491 0.8451
Wholesale 1.8111 1.70272
Services for population 0.7194 0.6442
Services for enterprises 0.7689 0.8573
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Once again the productivity of the SMEs is lowssrt the economy'’s, the
exception remains the wholesale sector. Even gdlenterprises creates less gross
added value, their profitability can be seen imiegr before interest and taxes (EBIT)
which represents 60% from EBIT.

We have seen many special features of the SMEsnaamy survival
characteristics but we have to be aware that twsapanies encounter many difficulties
regarding both the production, products and sesvicgply.

The statistics show us that the greatest difficaftSMEs which is the lake
of capital which is very important in creating pootivity.

The difficult situation on the credit market whigh one of the most
important sources of capital for SMEs is not vesgraachable in financial crisis time,
so the alternative solution that this paper propasé¢he private equity industry.

The industry is not very popular in Romania whbese sorts of investments
had been made in general only in big companiesexaéptional in SMEs. The
need of capital of the SMEs can encounter the faieguity fund and the paper
will analyze this industry and its implication atomomic level [Berger, 1998]. All
the consideration empirical and theoretical willlbade on European data since the
national activity of the industry is not notable.

3. General considerations regarding private equityndustry

The concept of private equity is developing over past decade but the
basic principle has remained constant: a groupnastors buy out a company and
sells it after its value increases [Wright, 1998&vertheless the implications of the
investor-portfolio company relationship became sseatial element in defined the
private equity concept. The investor is not a passttor regarding the development and
the evolution of his portfolio company. His invatwent in the portfolio-company is very
active and has extended itself at various levedglenthe company: management,
production, and human resources. The main purddbe ivestor is to rise company
value and this is a result of a very sustain efébthe investor. The potential of the
portfolio-company is also playing an important rofethis process, but the portfolio-
company evaluation is the start element only,dfs®n that animate the investor to make
the investment decision. The future evolution efétbmpany depends less or more about
the involvement of the investor which directly degie of the investment type. The nature
of the investment type will be detailed in the isectledicated to this special topic.

3.1. Private equity investment typology and its implication at portfolio-
company level

Private equity investments can be divided in tvig ¢ategories venture
investments and buyout investments. These two aasgdistinguish itself one from
another through the capital flow process and tivaf® equity fund implication in
the portfolio-company activity.
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3.1.1. Venture Capital

The capital flow in a venture capital transactiena direct infusion of
capital in the company which will be used for agse objective of the company.
There are two distinguish types of venture investsithat correspond to the company
stage development: early stage investments anahggpanvestments. The early stage
investments can be a seed investment or a stanivaptment. The seed investment
is a financing provided to research, assess andl@®wan initial concept before a
business has reached the start-up phase. Theuptanirestment is a financing
provided to companies for product development aitthi marketing. Companies
may be in the process of being set up or may haee m business for a short time,
but have not sold their product commercially. Timplication of the private equity
fund at this development level of the portfolio-quany has a partnership nature.
The portfolio-company is not owned by the privatpiigy fund but it needs its
implication and management experience. Regardiageipansion investment (later
stage venture) which is a financing provided foredtgoment of a company, one may
say it is a follow on of an early stage investmdihie later stage capital investment
may be used to: finance increased production dgpatrket or product development;
provide additional working capital. The private #gguund implication on this
level may be less present because the portfoliggeom is mature enough at this
point to manage its development process. Even dhserve a certain pattern regarding
the private equity implications at certain investisestage levels, there are no rules
or requirements regarding these implications. Baebstment has its particularities
and presents new challenges for the private efurity.

SMEs are in general the object of this kind of arévequity investment.

3.1.2. Buyout Capital

A buyout is a transaction financed by a mix oftd@td equity, in which a
business, a business unit or a company is acqwigdthe help of a financial
investor from the current shareholders. In thig ¢as capital flow will be absorbed by
the vendor and not the company itself. There aneyraes of buyout transactions:
management buyout (MBO), management buyin (MBB&titational buyout (IBO),
leveraged buyout (LBO). The management buyout &ednbhanagement buyin
transaction are buyouts in which a management saquires an existing product
line or business from the vendor with the suppomrovate equity investors. The
differences between the two transactions residldrfact that in the case of MBO
the management team is from inside the portfoliojoany. The MBI transaction is
a buyout in which external managers take over ¢mgpany. Financing is provided
to enable a manager or group of managers fromdeutbe target company to buy
into the company with the support of private equityestors.

The IBO transaction is a buyout made by outsidarfcial investors (for
example a private equity house) with a minimum ainagement implication.
Alternatively, the investor may install its own nagement.
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The particularity of a LBO transaction is that gratfolio-company capital
structure incorporates a particularly high levedebt, much of which is normally
secured against the company’s assets.

The involvement of the private equity fund in fhartfolio-company which
is a result of a buyout capital infusion is verypartant inside the company in question.
This time the main shareholder is the private gduind or the investment syndicate
(the private equity firm together with other pastibat join the private equity firm)
which means the decisional factor depends of thestors.

3.2. Venture Capital Mechanism

The venture capital mechanism is build by tre®ractinvestors, venture
fund and portfolio-company [Kaplan, 2005]. The ist@s are entities that have
liquidity which has to be placed in some profitat#éurn activity. If they choose a
venture fund, they became the investors of that.flihese investors can be: corporate
investor, endowment, family office, foundation, duaf funds, other asset manager,
financial institution (other than bank, endowmdamily office, foundation, insurance
company or pension fund), private pension fundlippension fund, public sector.

When investors commit themselves to back a veftag all the funding may
not be needed at once. Some is used as drawn dtevnThe amount that is raised
is defined as amount committed or fundraising. &imunt that is effectively drawn
down at various timings is defined as contributggital or capital calls. This fundraising
process allows venture fund managers to do invegendhe second important
process of the venture mechanism is the investmbith is a contribution of a
venture fund dedicated to a company that will bexanportfolio-company of the
fund. When the portfolio-company reaches the valaated by the private equity
fund managers, the third important process of #gtwre capital mechanism will
take place: the divestment.

The fourth process is the distribution which reprgés the amounts of
proceeds not reinvested in the fund, which is givack to investors.

The capital flow in the venture capital mechanisniliistrated in the bellow
figure:

Figure 1: The capital flow in the venture capital nechanism

fundraising investment :
Investors Portfolio
Company
distribution divestment
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3.3. Economic impact of private equity industry

The involvement of private equity capital is agelerm support, which goes
to those companies, which have at all times, thential of success and sustainability.
There are in Europe, a high number of very prorgigturopean companies with
great technology and enthusiastic and capable reamargf. Private equity is there
for them, to help them build businesses and gretefahan they otherwise would.

The influence of this capital infusion of the @ig equity fund in all
activity sector has shown the need of the privgtetg funds now more then ever,
when the liquidity represents a challenge for mammpanies in crisis time.

The private equity industry’s contribution to emypiwent, growth and
innovation in Europe has grown. The industry’s inlesjuvenating and restructuring
existing companies, as well as its support in imnhighpotential and often innovative
enterprises [Becheikh, 2006] has become widelygrised. This has been reflected in
several previous studies analysing the economicsaoidl impact of private equity
and venture capital at both European and natievald [AFIC 2004, BVCA 2004]
Even if these studies are realised once at seyesaed because of the time needed by
the capital to create true sustainable value, thet resent study at European level show
us the positive evolution of job creation by prevaguity industry.[EVCA, 2005]

Even if the industry is still young, its economiggact is notable, protecting
and creating jobs, stimulating technology and beionge to life sciences sector. The
purpose of these funds is to guide the companigkein achievements regarding
theirs development, growth trough strategicallyisitg.

4. Conclusions

After a complete view of the SMEs economic realtyich passes through
the weight of turnover achieved by SMEs by actigfynational economy or the
weight of staff in SMEs in total staff by activif national economy at level of
CANE Section, we have been identified the imporanicSMEs and their important
need of capital.

This paper has shown one of the capital resouhegstill are active on the
investment market and its circulation doesn’t hawebe conditioned by the
borders. This is travelling capital that will implaitself when it will find potential
of development.

The private equity industry and its particulartpafr venture investments,
represents the alternative of capital infusion,eesdly for SMEs that encounter
difficulties regarding financing.

The industry is not very notable in Romania, lik@ther European countries
where the venture funds have a special treatmi&etji France, the country that
supports the funds that made investments in ininavdusiness and SME having
also a reduce tax payment.
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These actions are the result of the positive impaportfolio-companies

SMEs. This influence is more important with the signof SMEs which represents a
source of innovation and job creator, an imporéement in economic development.
Willing to construct a viable economy, Romania tageconsider many aspects of
its vision regarding many economic aspects, ortearh is SMESs, which has to be
seen from different angles, not only the traditionzes.
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AND MEDIUM ENTERPRISESINTERNATIONALIZATION
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ABSTRACT. The article analyses the possibilities for Romangmall and
medium enterprises to internationalize as Born &tolsmall and medium enterprises
in European economies and all over the world areenamd more exposed to
global pressures induced by globalization and ntaritegration processes, which
amplifies the need to be competitive and conframérnational markets through
internationalization. Small and medium enterpristsnationalization is an amplifying
phenomenon, which has been the topic of wide spresehrch efforts in the last
decades. The most recent trend in this field iBthien Global model, which points
out to small and medium enterprises that show ragil and intensive international
growth right from or close to inception.

In order to investigate the small and medium emisgp internationalization
possibilities as Born Globals, several major unded factors of the emergence of
Born Globals are considered, representing bothiriateand external push and pull
forces to internationalization. The applicability the Born Global model of
internationalization for Romanian small and mediemterprises is outlined by the
examination of each factor’s triggering role in therent Romanian context. Based on
this analysis, consequent policy recommendationstiimulating the Romanian small
and medium enterprises internationalization as B&lobals are proposed

Key words. Born Global, Internationalization, Internationatioa Policy, Small
and Medium Enterprises

JEL Classification: F23

1. Introduction

In recent years there has been growing intereshgr&aropean and world-
wide researchers in the subject of small and meeioterprises internationalization,
as there is large recognition for the new amplifidd they have aquired in a national
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and international context, as a basis of the ecamaevelopment, which can be
explained mainly by the changes in the economyhathieginning of the XXIst
century. The evolution to a knowledge-based econamity all its implications,
implies new oportunities and motivations for theainand medium enterprises
internationalization in the European Union and waride.

The amplification of small and medium enterprisgsrinationalization has
challenged the existing theories on firms’ mechasi®f internationalization, as
these cannot totally explain their behaviour orngansatisfactorily predict their
evolution. Well-known traditional theories on timernationalization process include:
product’s life cycle theory, stage theories, tratisa costs theory, John Dunning’s
eclectic paradigm, the network approach, etc. desade research points out that some
firms, especially small and medium enterpriseswshery rapid and intensive
international growth right from their birth or afte very short time, a phenomenon
which cannot be totally explained by traditionaéahies. Consequently, a new set
of theories trying to explain the internationali@aatprocess and centered on small and
medium enterprises has been developed — the Bobal®hodel of internationalization
- and currently is in a consolidation stage.

2. The Born Global modd of inter nationalization

Beginning especially with the 1990’s, it has beeted that some companies
no longer follow a gradual, following several siggiey begin to have international
activities right from or close to inception, theydrnationalise on markets at large
geographical and psychological distances, penedeateral countries simultaneously,
form strategic alliances and joint ventures witttbatbenefit of previous experience, etc.
Accordingly, a new approach has been developedgtig explain such mechanisms
of internationalization, currently in process ofisolidation. This approach assigned
concepts such as "Born Globals”, "Born Internafi®fiaor "International New
Ventures".

The Born Global model has certainly revived redaeens interest on the
phenomenon of internationalization, particularly ialation to the study of
entrepreneurship. However, most studies so far baem mostly focused on the
description of new types of companies or have ttedevaluat the extent and
economic impact of this phenomenon. Some studidseaplores the implications
of the internationalization theory.

In the field of entrepreneurship, Born Global pheeaon has challenged
the traditional predominantly national orientatiamd international entrepreneurship
actually has its origins in the studies of thisgmaenon. The Born Global enterprises
have been identified as new forms of organizatievisch requires an adaptation
and revaluation of the assigned theories in theriational business literatdre

® Mitja Ruzzier, Robert D. Hisrich, Bostjan Antonci®() SME internationalization research: past,
present, and futuren Journal of Small Businessd Enterprise Developmentol. 13, nr. 4, p. 134.
130



THE BORN GLOBAL MODEL FOR ROMANIAN SMALL AND MEDIUM ENTERPRISES ...

The phenomenon and its implications has not beamyncase sufficiently
explored, still providing further field for researclf the interest and attention in
this area is indisputable, many issues, even fuadta remain insufficiently explored,
one of them being related to the strategies adoptethese firms, underlying
factors, content, factors of influence, etc. A &apart of their studies, particularly
among the first ones, have primarily focused onarmg the emergence of such
firms, while aspects such as their strategies bemnogtly considered as given.
Currently, the interest tends to move in this dime?.

The conceptualization of the phenomemheas received many forms in the
literature, synthesized as shown in the table belmyt remained devoted to the
term Born Global.

Table 1. The Born Global conceptualization in literature

Authors Background Conclusions/ results
Hedlund, Kverndand « Leapfrogging » - Firms tgat Jumpr)] over stageimtraditional Iinodels
(1985) - More and more homogeneous export-markets
- Internationalisation as a part of the firm's gy
« Innate - Adaptation to a high degree of the firm's stratég
Ganitsky (1989) exporters » the foreign markets

- Lack of resources and/or experience
«High Technolog- Global niche markets pointed from the start
Start-Ups » - Founder with an international experience
« Born Global » - Intensive export within the first years afterriolation
- Most sales obtained from exports
« Born Global » - Small is beautiful
Cavusgil (1994) (Interpretation of - Gradual internationalisation is dead
McKinsey, 1993)

« International - A strategy from the birth directed towards thtenmational
New Ventures » markets

Jolly (1992)

McKinsey (1993)

Oviatt, McDougall

) - The stage models are not usable any longer
« International - Internationalization of the firms often startshwietworks
Jones (1999) Entrepreneurs  which does not have anything to do with sales

- Many different roads to the internationalizatmfrthese
firms

Source: Erik S. Rasmussen, Tage Koed Madsen (2002)Born Global ConcepProceedings of the
28th Annual conference duropean International Business Acade(ByBA), Athens, 8 —
10 December, p. 13.

® Arild Aspelund, Tage Koed Madsen, @ystein MoerD@ review of the foundation, international
marketing strategies, and performance of intermalonew venturesin European Journal of
Marketing vol. 41, nr. 11/12, p. 1423 — 1448.
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Among the factors which determine the development of Bornb@lo
enterprisesnay be mentionéd

- The growing importance of niche marketsincreasing demands of
consumers in developed economies, as a signiftcandl of the beginning of the
third millennium, has determined an increasing dedrfar customized products and
services. In the context of globalization of maskahd increased competition from
large multinational firms, many SMEs may speciabrneproducts and services that
cover a narrow niche market at a global level.

- Progress in production processes and technolog@gdvanced technology
and production processes allow for economic smaklles production and,
moreover, easy realization of complex non-stangerds and components. Small
and medium enterprises are thus given the posgibdicompete with large firms
in the production and marketing of sophisticateldpaglly competitive products.
This leads to increased specialization in mostoseatf activity, as products and
services are tailored to meet increasingly divegi€onsumers’ preferences.

- The flexibility of small and medium enterpris&he advantages of small and
medium - low reaction time, flexibility, adaptabjli- allow for an increased capacity
to rise to the requirements of preferences andiatds at an international level.

- Global networks trade relations at an international and globatl are
increasingly facilitated through partnerships abrowith distributors, trading
houses, subcontractors, traditional buyers anerselSucceeding in international
business may considerably depend on the partiopati mutually beneficial long-
term alliances with foreign partners.

- Progress in information technology recent amplifying advances in
information technology and communication have a&rettd the speed of information
flows. The era of the large firms with high orgatianal structures and slow, expensive
information flows is ended. Increased access tdrttegnet and other technologies
and means of telecommunications such as Electigtia Interchange - EDI, allows,
for small and medium enterprises as well, the ehsmsnducting business across
national borders. Globalization of technology, tigb international research and
development platforms, international transferseshtology, study abroad, allow for
small and medium enterprises’ easier access toafadate approaches to production,
innovation, methods and techniques.

3. Definitionsfor the Born Global enterprises

Many definitions for the Born Global enterprisesédndeen proposed in the
literature. If there is a consensus in principlet@nature of the phenomenon, namely,
enterprises which internationalize their activitight from their establishment or shortly

" Svend Hollensen (200G lobal marketing Pearson Education, Prentice Hall, Upper SaddlerRiv
New Jersey, p. 80.
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after, in order to distinguish the Born Global maafénternationalization it is necessary
to establish someguantitative demarcationgefering to theperiod of time from the
establishment until the beginning of internatioration and theinternationalization
scale usually commensurated as the percentage ofedatesd in total sales.

Table 2. summarizes some definitions accordingtadies from different
countries and continents. Many of the first studiagch aimed to highlight the Born
Global phenomenon reflect tiAenerican perspectiyeaking roots in the U.S., which
represents a large market with a relatively lowoeixpate, and thus many of the first
definitions specify a percentage of sales abro@b%s, in a period of 2 or 3 years from
the establishment — e.g.: Knight, Cavusgil (1998j)s definition has been largely
adopted and features in an appreciable extenteiritdrature. From th&uropean
perspectivethe thresholds in this definition are not congdesufficiertt, because almost
any new enterprise in a smaller country offerirspecialized product to a niche market
can meet these criteria, and especially in thefi&am single market; in this respect there
have been proposed higher thresholds and / or #rketnof reference outside the
continent of origin — e.g. Luostarinen, Gabriels&006); Servais, Madsen, Rasmussen

Table 2. Quantitative definitions of Born Global enterprises

Dimension/ Vison Timebeforegtarting  Export versusglobal
author export growth/age
Oviatt, McDougdl A business organization that, from- -
(1994) inception, seeks to derive significant

competitive advantage from the use

of resources and the sale of outputs

in multiple countries.
McKinsey (1993), Management views the world as Began exporting, on Achieved 76% of their total
Rennie (1993) their market place from the outstaverage, only 2 years sales through exports at an

after foundation. average age of 14 years.
Knight, Cavusgil Management views the world as Begin exporting one ciTend to export at least a
(1996) marketplace from the outset.  several products withimuarter of total production.
2 years of establishment.
Chetty, Campbell- - Within 2 years of 80% of sales outside New
Hunt (2004) inception. Zealand; markets are
worldwide.
Luostarinen, Global vision and/or at a global Entered global market#lake over 50% of their
Gabrielsson growth path. at the outset. sales outside home
(2006) continent. Established
after 1985.
Servais, Madsen, - Within 3 years of More than 25% ofdreign
Rasmussen (2007) establishment. sales or sourcing outside

home continent.

Sour ce: Mika Gabrielsson, V.H. Manek Kirpalani, Pavlos Dtiratos, Carl Arthur Solberg, Antonella
Zucchella (2008)Born globals: Propositions to help advance the tgedn International
Business Revigwol. 17, nr. 4, p. 387.

8 Per Servais, Tage Koed Madsen, Erik S. Rasmus8&7Y8mall manufacturing firms’ involvement
in international e-business activitigs Advances in International Marketingol. 17, p. 297 — 317.

133



ANCA MARIA STANCULESCU, LILIANA GRIGORE, ANDREEA MIHAELA GAGEA, BDGDAN GEORGESCU

(2007). Studies originating #wustralia and New Zealangvhich have highlighted for the
first time the phenomenon in the literature, andeharovided numerous studies and
analyses, markets with a large international ogemesposed even higher thresholds —
e.g.: McKinsey (1993) Rennie (1993); Chetty, Carlighent (2004).

We can notice at a first view the high diversitytbé approaches, with
high differences between the quantitative elemehtthe definitions. Beyond its
utility for isolating the Born Global enterprisesarder to highlight them as a distinct
phenomena, one can say that the attempt to déknBdrn Global phenomenon by
quantitative criteria, and, moreover, the atteropedtablish a uniform quantitative
definition is not recommended and even irrelev@ihere are a variety of elements
that make their imprint on the Born Global-typeemmationalization and thus, it
may not be framed within quantitative criteriasltould be understood as a vision,
as a model, as an internationalization strategg.share of the international activities
of firms, as well as the geographical area of tleseities, will always be influenced
by the size of the home country and its econongymhrkets neighboring the country
of origin and other factors, such as the naturactiity. Then, there are numerous
small and medium enterprises which "revolve" ardarge multinationals, for example
arising from the general trend of outsourcing divdies, that meet the quantitative
criteria and can be considered Born Globals, bey #ire not independent and do
not face the risks normally associated with busirstart-ups.

4. The Born Global modd analysis framework

As argumented before, the characterization of Bilobal enterprises should
be based oqualitative demarcations order to capture the essence of the phenomenon,
and in this respect, as a synthesis of the appesatititat extensively deal with the
theme in the literature, we propose a model ofyaimlas shown by Figure 1.,
which emphasizes thmajor underlying factors of the emergence of Bolobals,
representing both internal and external push atidgraes to internationalization:

1. Entrepreneur’s experience, characteristics aetivork the importance
of entrepreneur on small and medium enterpriseavialr has been widely analyzed
in literature, and there is wide consensus on dineelation between the international
development and the entrepreneur’s attitude, mkivaexperience and network
related to internationalization. Entrepreneur’'sesignce, characteristics and network
are important resources for a firm and at the dan® motives or factors that facilitate
internationalizatioh International experiencean be defined as the understanding
and realistic perception of foreign operationgsrand benefits of internationalizattn

® Svante Andersson (200Bntrepreneurs’ Influence on Firms’ International lBeiour, in Riad A.
Ajami, Marca Marie BearThe global enterprise: entrepreneurship and valueation, Haworth
Press, p. 109 — 136.

10 Masaaki Kotabe, Preet S. Aulakh (20@erging issues in international business reseakdward
Elgar Publishing, Cheltenham, p. 184.
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Figure 1. Model of qualitative analysis of Born Global enterprises

characteristics and
network

Nature of industry /

- Internationalization
sector of activity

scale

Product
characteristics

It is recognized that the factors related to margageills, international orientation and
vision shall constitute key factors of internatiaaion. Concerning thentrepreneur’s
skills in the context of internationalization, it was poged to distinguish between
entrepreneurs’s technical, marketing, and strutniantatiort!, being suggested
that entrepreneurs with predominant marketing tat&m are most proactive in terms
of internationalization, while entrepreneurs weiehinical and structural orientation
focus more on technological and organizational @spand are less active related to
internationalization. International entrepreneuemation significantly influences
the formation ohetworks on foreign marketsonsidered essential to the development
of a Born Globdf, which further influences the direction of inteffomal expansion

1 Svante Andersson (2008)p. cit, p. 109.

12 Susan Freeman, Ron Edwards, Bill Schroder (2006) Smaller Born-Global Firms Use Networks and
Alliances to Overcome Constraints to Rapid Inteamatization in Journal of International Marketing
vol. 14, nr. 3, p. 33 — 63.
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and the internationalization strategy. The literatdevoted to the Born Global
phenomenon recognizes from the very first studiesimportance of entrepreneur
for the Born Global internationalization modelgssing that the overall vision at the
firm’s establishment is probably the most importemaracteristic associated to the
phenomendfi. For the Born Global-type entrepreneurs, the ragiernationalization
of business is the entreprenorial element whichgitiem the status of entrepreneurs.

2. Nature of industry / sector of activitit is generally acknowledged in
the literature that the nature of industry or seofaactivity constitutes a determinant
of the entrepreneurial and Born Global phenomeooncerning both their triggering
and subsequent behavbrincreasing globalizatiorin many industries or sectors
of activity as a determinant of firms’' internatitization practically meets
consensus in literature, in that the trend of iraggn of markets and competition
contributes to simplifying and reducing the durataf firms’ internationalization.
The influence of théechnological intensityf the industry on internationalization
is that firms in high technology sectors may beunexgl to internationalize wear
faster due to rapid technologies’ moral hazard kgt imitation risk. Two flows of
opinions have been outlined in the literature comog the types of industries where
the Born Global phenomenon arises: on the one Imaast researchers consider that
the Born Global enterprises can be found in secfdngh technology and high degree
of globalization, and on the other hand, it hastargued that Born Global enterprises
may be also incurred in traditional sectors, egfigan small economies, highly open
outwards’. Industry structurenay also favor the Born Global-type internatiaregtion
especially if it is characterized by: the positianin a growth stage, medium level of
concentration, knowledge intensiveness, a highadegf internationalization at the
local level, strong integration at a global leeabital attractiveneSs Then, distinguishing
between the services and the production sectovice® characteristics — intangibility,
heterogeneity, simultaneity of production and comion, perishability, appropriateness
impossibility - determine increased risks in theeinationalization of firms in the
services sectors, and issues related to humanroesouuality and control increase
the costs and requirements of internationalizatiothis respect, as shown by empirical
research, the Born Global model of internationélirawill be mostly found in the
production sectd.

13 Benjamin M. Oviatt, Patricia Phillips McDougall @4), Toward a theory of international new
venturesin Journal of International Business Studigsl. 25, nr. 1, p. 45 — 64.

14 Stephanie A. Fernhaber, Patricia P. McDougall, 8®ity M. Oviatt (2007Exploring the Role of
Industry Structure in New Venture Internationalizatitn Entrepreneurship Theory and Practjce
vol. 31, nr. 4, p. 517 — 542.

15 John Knight, Jim Bell, Rod McNaughton (2008pm Globals”™: Old Wine in New BottleSANZMAC —
Conference of the Australian & New Zealand Marke#mgdemy, Auckland, NZ.

16 Stephanie A. Fernhaber, Patricia P. McDougall, 8@t M. Oviatt (2007)pp. cit, p. 517 — 542.

17 Anders Blomstermo, Dharma Deo Sharma (2@@8)cit, p. 261.
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3. Product characteristicsThe characteristics of the product which makes
the offer of Born Global-type enterprises are dipselated to the globalization of
industry. It has been argued that the productegyabf globalizing small and
medium enterprises is based on the developmdnho¥ative producti response
to certain changes in the industry or sector afigcat a global level. The development
of aunique produgtwhich incorporates a source of significant coitipetadvantage,
the identification and filling of global niche marketare frequently associated with the
development of Born Global-type enterprises. Theeawsing speed of new technologies
development has led teducing products’ life cyclandincreasing innovation intensity
which further led to increased competition globaReducing products’ life cycle
imposes the need to amplify the efforts on reseanthdevelopment, with increased
consequent costs; at the same time, the reducedgsblife cycle involves a reduction
of the investment recovery duration. Consequeiitlyan be argued that especially
in the case of small and medium enterprises operatn small, local markets, a
high volume of sales at global level is requiredpider to divide costs and increase
profitability. Also, reduction of the products’difcycle requires innovation in order to
launch new versions of products to offset the dedtif the previous, therefore, small
and medium enterprises are called upon to useftadinred innovative potential.

4. Internationalization scated=rom a qualitative point of view, internationatizn
scale may be analyzed through two key elementseointernationalization strategy:
foreign market selection and methods of operatardinatior’. Regardingforeign
markets selectignBorn Global-type enterprises start their intéomatl activities on
several markets simultaneously or after short periaf time, and not necessarily
on the closed markets. Internationalization anevtirgtrategies on foreign markets of
Born Global-type enterprises involve more direal &asteroperation methodas
compared to those proposed by traditional theari@gerning internationalization
as a slow, gradual process. Avoiding quantitatesaalcations, such as the time from
establishment until the onset of international@ator the share of sales abroad in
total sales, seeks to surprise the substance of@Blobal-type enterprises, which is the
approach they adopt with regard to internationtibra internationalization scale
can be thus regarded as a specific mechanismeshationalization and subsequent
strategy.

5. TheBorn Global mode for Romanian small and medium enter prises

The applicability of the Born Global model of imationalization for
Romanian small and medium enterprises is outlinedhle examination of each
factor’s triggering role in the current Romaniamiaxt, according to the general
framework of qualitative analysis presented before.

18 Thomas Borghoff (2003 volutionary Theory of the Globalisation of Firn@abler Verlag, Wiesbaden,
p. 66.
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It should be mentioned, however, that Romanianlsmedl medium enterprises
internationalization issues are currently only tmglly approached, by both
researchers and policy makers, and until preseme tare no studies regarding the
internationalization status of Romanian small aretliom enterprises. Consequently,
it is difficult to appreciate an estimative leveincerning Romanian entrepreneurs’
international experience, characteristics and nedsv@Aninternational orientation
by strategic decision makers is seen as a necedisaungh not sufficient, condition
for small and medium enterprises even beginnimgdpond positively to governmental
initiatives seeking to foster a greater degreent#frnational activity. Only after the
willingness of strategic decision makers is essigd in terms of international
orientation can attention move towards the secoddsabsequent phases of policy,
namely the provision of functionally directed bwess support services. In this
respect, the importance eftrepreneurship educatipmhich should also include
international entrepreneurship, becomes obvious.

The Romanian Government introduced entrepreneumsthiyzation in its
“Strategy for the development of human resourcesease of employment and fight
of social exclusion”, as part of the “National Diy@ment Plan for 2007-201%"

In this document, it is recognized that educatias h significant contribution in
fostering entrepreneurial skills and attitudeshe Romanian society. Overall, it
can be stated that there is an impressive develapofeinitiatives and a large
variety of curricular and extra-curricular actiesi which allow for an increased
number of good practices in Romanian universitigsrey at the entrepreneurship
education. Still, for higher education, an integdaapproach is necessary at the
university level, as well as a clear policy supgarim the Ministry of Education, in

a way to allow upgrading the role and value of gpreneurship education.

In what concerns the nature of industry or sectactivity as a triggering
factor for the Born Global internationalization natdseveral aspects should be noted
related to the Romanian econonhycreasing globalisatioris an undisputable trend
that has also affected our country’s economy; manedheadhesion to the European
Union and The Single European Markets provided major opportunities — but also
risks, like that of a more intense competition + Romanian small and medium
enterprises internationalization. At the same timetinological intensitys relatively
low among Romanian industries and industries’ stmaes generally do not favor a
Born Global-type internationalization. Romania ovwamnparative advantages as
compared to the European Union mostly for tradii@amdustries, like in the production
of clothing, whose sustainability is questionaliiés unquestionable, however, the
rise of soménigh technology sectorgspecially in the IT industry.

A potential advantage that Romania owns for theptido of the Born
Global-type internationalization among Romanianlsama medium sized enterprises
is theinnovative spirit the ability to develop innovative products thatyniill global

19 Romanian Government (200Blanul Naional de dezvoltare 2007-201Bucharest, Chapter II.
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niche markets. This can be illustrated by the idgonal recognition received at
various events in this respect, like for examples Thternational Exhibition of
Inventions of Geneva, where Romania has constattigined numerous medals
and prizes.

Lastly, concerning the internationalization scahe stimulation of small
and medium enterprises internationalization is iregiy by more direct and faster
operation methoddike the Internet, direct export, etc, and oresahforeign markets
simultaneously or after short periods of time, anad necessarily on the closed
markets in terms of physical or psychological disea However, this implies clear
and strong policy incentives, firstly oriented ke tmore generic issue of small and
medium enterprises internationalization. There large variety of policy incentives
that can be adopted, supporting small and mediuerm@tises internationalization
in general, and also an internationalization adogrdo the Born Global model,
among which we can mention: the identification loé tbarriers that impede or
restrain the internationalisation of SMEs and thigeds that move companies to
internationalise, a set of policies adressing tlemtified barriers and drivers, a fluid,
integrative and consultative process between @&l dtakeholders (Government,
support agencies and SMES) at a sectoral, locategidnal level, ensuring access
to the knowledge necessary for internationalizaaonording to the Born Global
model.

6. Conclusions

The Born Global model of internationalization isinocontestable reality as
applied by small and medium enterprises from arainedworld, beginning with
the last decade, and has determined the develomiamiew set of theories trying to
explain the internationalization process and cedten small and medium enterprises,
that challenge the traditional ones, though stivling further field for scientific
research.

Consensus regarding the conceptualization or tefinof the phenomenon
has not been reached. Most studies have proposedtitative demarcations,
refering especially to the period of time from #stablishment until the beginning of
internationalization, and the internationalizatsmale. There is a high diversity of the
approaches, with high differences between the gatwe elements of the definitions.
We have argued such an attempt to establish aromjoantitative definition is not
recommended and even irrelevant, since the BorbaGtoodel of internationalization
cannot be framed within quantitative criteria ahdwdd be understood as a vision,
as a model, as an internationalization strategnps€quently, we have proposed a set
of qualitative demarcations in order to capture éissence of the phenomenon,
emphasizing the major underlying factors of the rymece of Born Globals, which
includes: entrepreneur’s experience, characteyisint network, nature of industry /
sector of activity, product characteristics anéiinationalization scale.
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According to this framework, we have examined tlesibilities for for
Romanian small and medium enterprises to internalive as Born Globals, by
examining each factor’s triggering role in the emtr Romanian context. We can
conclude that Romania holds a potential for applyfiis model of internationalization,
but there is strong need for clear and strong ypolicentives for stimulating small and
medium enterprises internationalization. UnfortalyatRomanian small and medium
enterprises internationalization issues are cusgratily tangentially approached,
by both researchers and policy makers.
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PLUSES AND MINUSES OF BEING IN A GLOBAL VALUE
CHAIN — THE CASE OF ROMANIAN APPAREL SMEs
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ABSTRACT. In order to survive in the face of continuing globampetition, in the
long run, developing countries SMEs will have tomerted into global value chains
(GVCs). For the Romanian apparel SMEs, the ingeitioa GVC is having far-
reaching effects on competitiveness, cross-natidraisfer of new technology,
innovation, skills, knowledge and learning, andeptally offers greater opportunities
for reaching welfare gains. But it also brings ¢thallenge of being locked into a race
to the bottom, “the low road” of competitivenesaséd on cutting wages, disregarding
labour and environment regulations and avoidingtien. In this paper we examine
the pluses and the minuses of being in the GVGhierRomanian apparel SMES in
order to point up several strategies needed for'tilgh road” of competitiveness,
based on the use of new technologies, efficienqyaduction and trade, diversified
products of better quality. Thus SMEs from the Roiaraapparel industry will be able
to support higher wages and enhance the naticca@hie.

Key words: SMEs, GVC, competitiveness, apparel industry
JEL classification: L25, F23

I. Introduction

Nowadays, the technological advancements and teadk investment
liberalization increasingly make fragmenting ofiaties in all stages of a production
value chain possible. Some of these segmentedtiastivan be performed in various
locations across the globe and reintegrated algaondh production systems of global
value chains (GVCs) and global production netw@@BNSs).

The clothing industry is a traditional sector of fRomanian manufacturing
industry, which played a key role in our countryidustrialization and development
According to Romanian Statistical Yearbook, ove¥e95 Romanian apparel producers
are SMEs.

It is very difficult, even for larger enterpriselgt alone SMEs, to stay
competitive over time, as domestic economic antajlproduct-market conditions
change. Therefore, these companies are likelyffier4a a greater extent the economic

1 Romanian — American University, alina.avrigeanu@itjotm
2 Romanian — American University, e-mail: flavia.aslf®gmail.com
¥ Romanian — American University, e-mail: elena020gn@@il.com
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recession shock and will have to put in more efftotstand its ground after 2009.
In this context, Romanian apparel SMEs need, ni@e éver, to insert successfully
into global value chains.

Il. Material and methods

To realize this paper we used information from literature on global
value chains. In order to a closely identificatfonsome problems and the specific
ways to solve those it is been used exploratorgames). To obtain information
about situation already existing on the market liéen used descriptive research.

lll. Results and Discussion
I11.1. The global value chain framework of analysis

The value chaindescribes the full range of value added activitieghich
are required to bring a product or service from itsconception, to its end use
and beyond. The activities comprised in a value chain are:igtgssourcing
raw materials and intermediate inputs, productioarketing, distribution, and
support to the final consumer. These activities loarcontained within a single
enterprise (within a single geographical locatiorspread over wider areas) or
can be divided among multiple firms and spread ssrovide swats of
geographical space. As can be seen in Figure jahe chain is characterized
by ranges of activities within each link of the ichand intra-chain linkages (most
often of a two-way nature):

Production
Design
and -Inward logistics Marketing Consumption/
product " “Transforming ~ [€— P recycling
develop - Inputs
ment - Packaging

- Ete

T4 A J
<«

Design Production Marketing Consumption

Inward logistics and reeycling

Transforming
inputs
Packaging

Figure 1- A simple value chaifi

4 Kaplinski, R., Morris, M. -A handbook for value chain resear¢dBRC, 2002
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A more comprehensive and complex picture of a genexue chain in
Figure 2 illustrates the links between the valugrehfor all products and services in
an economy and the supporting activities and umstins (such as educational
institutions for training and infrastructure semécfor logistics):

Value Chain X

| Disposal/Recycling I
2 %

| After-sales Service I

End Use Consumer
Human Infra-

Resource | Retail Sales I structure
Inputs A Inputs
e ook, | | Markeing | e
universities communications,
Product-related enargy, water
Product Strategy
Key activitios Product Con_c:eptmﬂ
for tead firms Product Design
« Conceptual Design
» Visual Design _
« Detailed Design Capital
Slervace 7'y Equipment
nputs Inpurts
e.g.. acccr?nhng.- | Buying/Trading I e.g., computers,
consulting, roduction
Ieaszng.l . + zquiprnent‘
transportation, | Final Assembly | vehicles,
construction 4 real estate
| Sub-Assembly |
A
| Components I
A
| Materials |
E |

| Raw Materials

Figure 2 — Generic value chain and supporting inpuf

The global value chain (GVC) consists into the emé range of activities
associated with a given product or service geograjaally dispersed across borders
in multiple countries. Nowadays the proportion of goods and services predu
and consumed entirely within one country is rapidtyinking. In the global
economy, value chains can span enterprises ofa emmnomy, a sub-national
regional economy, the entire domestic economy peastational regional economy,
and the global economy, their component activiiesg geographically dispersed
across borders to multiple country locations.

® Sturgeon, T.J. How Do We Define Value Chains and Production Netwdkecial Working Paper
Series, MIT IPC Globalization Working Paper 00-Olt@ustrial Performance Centre, Massachusetts
Institute of Technology, April 2001
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There are two prevalent types of GVCs: buyer-driged producer-driven
value chains. In the buyer-driven value chains, &etors are the large buyers
with core competencies in branding and marketieglze driving actors in setting up
these value chains. They increasingly organizerdamate and control the research,
design, production, sales, marketing activities &ndncial services, acting as
strategic brokers in linking overseas factories aaders with product niches in
their main consumer markets. These chains areatyfuic labor-intensive industries
and are highly relevant to developing countries {fficstance, agro-food industries,
textiles, garments, footwear, toys, furniture, trelike). In the producer-driven value
chains, key actors are producers in the chaircthratol vital technologies, which are
of crucial importance for positioning in the fingtoduct market. They coordinate
these value chains and take responsibility forihglpthe efficiency efforts of their
suppliers and their customers. These chains areatyjpr medium- and high-tech
industries, like automobiles, electronics, telecamitations, and the like. The third
type of GVCs, less prevalent that the above mestidwo types, is the multi-polar
chain characterized by multiple power centers ffeint parts of the value chain.
The key characteristic of this type of GVCs is tttedre is no overall dominant
"lead firm" with power to determine the ultimateagle of final products and
therefore exert control over key activities throaghthe chain.

A production network consist into the entire rangeof linkages within
or among a group of firms in a particular global vdue chain for producing
specific products, with an emphasize on the orgararonal particularities of the
networks of subsidiaries, affiliates and suppliershat lead firms use to produce a
given product. The lead firms of a production network control ascdo key
resources and activities such as product desigmnational brands and access to final
consumers - that generally gives them leverage theeother enterprises - suppliers -
in the production network.

Global production networks (GPNs) consist into thedistribution and
coordination of geographically dispersed activitiesvithin and/or among firms
takes place across borders in multiple countriesProduction networks become
"global" when the distribution and coordinationgefographically dispersed activities
within and/or among enterprises takes place advosgers in multiple countries.
There are two types of global production networkia-firm and inter-firm. Intra-
firm global production network is the classic mudtiional, vertically integrated
enterprise, where production and related activitresrelocated "offshore”, but remains
essentially within the coordination and controltbé firm. Inter-firm production
network involve non-equity linkages, in which forlgandependent enterprises -
suppliers, producers and retailers - linked throaghariety of relationships such as
subcontracting, licensing, common technical statgjanarketing contracts and shared
network product - and process- related standatds.ifivolves both the relocation and
reorganization of production activities offshoredasutside the boundaries of the
firm. In an increasing number of industries, pragacsell into final markets through
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such non-equity-based production networks; usualtydinated by lead firms which
set the standards for supplier participation

There are severéky characteristics of GVCs and GPNSs, as folows:

A. Governance strategies of the lead firms concerning the suppltbat
determine how financial, material, and human researare allocated and flow within
a chain

Generally, lead firms are making the "rules of gaene" in a chain/ network
that govern regarding the potential suppliers,dingputs of suppliers in the network,
the methods of production, how much is to be preduzy each supplier and when,
which activities or functions will the suppliers ladlowed to undertake in the
network and in which of these areas will suppliggsallowed to upgrade. The lead
firms try to retain and guard value chain actigitigith the highest returns and value
added. The operational control of the lead firm®xserted through increasingly
ICT/e-commerce-based management and logisticsmsgstieat integrate supplier
activities within the network.

The GVC framework specifies three types of netwgnliiernance (modular,
relational, and captive) along with the two tramfiil modes of economic governance
(markets and hierarchies). There are five diffe@WC governance patterns that
tend to vary in specific industries and places:keist modular value chains, relational
value chains, captive value chains and hierarchy.

The GVCs literature emphasizes three importanaes to look for when
studying GVCs in a particular firm, industry, oapé. Furthermore, if one of these
three variables changes, then value chain goveenpatierns tend to change in
predictable ways. These variables are:

1. The complexity of transactions - complex tratisas will likely to be
associated with one of the three network governaaterns (modular, relational,
or captive) or integrated within a single firm (tagchy).

2. The codifiability of transactions - if suppbehave the competence to
receive and act upon codified information, andhé todification schemes are widely
known and widely used, then we would expect tonsedular value chains emerge; if
not, then lead firms might either keep the function house, leading to more vertical
integration (hierarchy) or outsource it to a swghat they tightly control and monitor
(the captive network type) or have a dense, idiostic relationship with suppliers
(the relational governance type).

3. The competence of suppliers - needed for thestea of complex but
codified information to be achieved (as in modulatworks) or intense interaction
be worthwhile (as in relational networks). In casenpetent suppliers do not exist,
lead firms either must internalize the functiorefarchy) or outsource it to suppliers
that they tightly monitor and control (captive sligrs).

& Abonyi, G. -Linking Greater Mekong Subregion Enterprises tertmitional Markets: The Role of Global
Value Chainslinternational Production Networks and Enterp@$asters, ESCAP, 2007
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B. Upgrading improving a firm's competitive positizvithin a given network
or value chain and creating additional value thréugnovation

According to GVC literature, upgrading is decisivetlated to innovation
defined not only as a breakthrough into a produch rocess that is new to the
world but rather as a matter of marginal, evolignmprovements of products and
processes, that are new to the firm, and that atleavkeep up with an international
(moving) standard. This involves a shifting to tes, products, sectors which
sustain higher value added and enforce higher &atmjers. For enterprises working
within a value chain, four types of upgrading argked out: (i) Process upgrading
is transforming inputs into outputs more efficigrily re-organizing the production
system or introducing superior technology; (ii) ot upgrading is moving into
more sophisticated product lines in terms of inseelaunit values; (iii) Functional
upgrading is acquiring new, superior functionshim ¢thain, such as design or marketing
or abandoning existing low-value added functiongottus on higher value added
activities; (iv) Chain upgrading is applying thengmetence acquired in a particular
function to move into a new sector. Thus, upgradisttpin a value chain implies
going up on the value ladder, moving away fromwatadis in which competition is
of the “low road” type and entry barriers are low.

C. Role of global buyers - setting up standard ireguents internationally agreed

Nowadays, global buyers increasingly want morermgtion and control
with respect to their suppliers, increasingly fartback in the value chain. Therefore,
in industries as diverse as electronics, compugggarel and fresh vegetables the
trend is away from "arms length" market-based #retitns to some form of linkages or
alliance among firms along the value chain: thaslpetion networks are established.

D. Role of global suppliersglobal investors, influencing on the fortunes
and export competitiveness of their host coun&igerprises

Aiming to spread the risks and lowers the costdamfig business, leading
firms are becoming increasingly reliant on glohaddiers, often based close to home,
but supported by subcontractors globally. In tglobal suppliers are reorganizing
networks within value chains, redefining the rofel aelationships of lower-level
suppliers/producers, further back in the chainkilog for firms that already have
the requisite production capabilities. This reoigation of networks is becoming a
factor in an increasingly wider range of industrieshancing the influence of global
suppliers on the export competitiveness of hoshtras and on the fortunes of
their enterprises.

|.2. The appard GVC

The apparel industry is one of the most global capparel manufacturing
being a classic starter industry for export orieémelustrialization. Traditionally, apparel
manufacturers are located in developing countafisn under outward processing
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agreements with major importers. Production of eghpa a low value - added labour —
intensive industry, often using unskilled workforned sewing techniques basically
similar to those that were used a century ago.

The value chain in the apparel industry embracegsrakdifferent sets of
activity, roles and occupations presented in Figure

Planning & Design & Productio Manufactu

development prototyping uction & assembly Marketing 2 Distribution 2 Retailing
design

of collection of models of garmen

Figure 3 — Steps in the value chain in the apparédustry’

1. Development and planning of the entire collectiomoives several
skilled activities including knowledge of markeends (in apparel
demand is growing relatively slow and is unprediltaand the share
of apparel in household budgets is in deljirmed of fabric availability,
the integration of both into development of prodiungs (the range of
products is limited and products are subject tidrapsolescence and to
strong fashion related influences), and the costitige planned collection.

2. Design and prototyping of new models requires botmtivity and
technical aptitude in addition to understandingkeaidemand and cost
structures.

3. Production design and sample-making concerns trst ocost-efficient
means of producing the item, bearing in mind quaitndards and fit.
Decisions on manufacturing location are also broingh consideration.

4. The actual manufacture and assembly of garmen@\iar (cut-make-trim),
involves mainly semi-skilled sewing and assembbrafions, using simple
machines and requiring elementary skills.

5. Marketing seeks to match retail outlets to theityjuahd character of the
clothes, and to achieve the broadest possible hadaess in a given
segment.

6. Distribution entails an increasingly sophisticatedistics operation
often based on computerized order tracking anchiave control systems.

7. Finally, the garments reach consumers through wanietail channels.

’ Faust, M. -Reorganization and relocation in the German fashiatustry Gottingen, 2005

8 Dunford, M. —The changing profile and map of the EU textile ahathing industry in Faust,
Michael, Voskamp, Ulrich and Wittke, Volker (edsiiropean industrial restructuring in a global
economy: fragmentation and relocation of value nRaGoettingen
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The higher value added segments of the value @raimll in the services
category: gathering of market data, product dearph fashion, marketing, retailing
and logistics.

In principle these seven steps can be separatadstioh other and performed
in different locations, since they involve cleaidigntified costs as well as different
sets of capabilities and occupations. The appav&l @cludes the entire range of
production related activities from raw material utg to sales, independent and
particular firms involved, as it can be seen irukggd. The apparel GVC is organized
around five main components (Figure 4): raw mdtsugply, including natural and
synthetic fibers; provision of components, sucthasyarns and fabrics manufactured
by textile companies; production networks made fugapment factories, including
their domestic and overseas subcontractors; exghamnels established by trade
intermediaries; and marketing networks at the Iré¢&el. Entry barriers are low
for most apparel factories, and they increase mitrement up the GVC.

Retall outlets
Al retail outlets
United States »
garment factories Department stores
{designing cutting, /'
/ sewing, buttonhgoling
ironing
r
Yamn Fabric X Brand-named 1Y
Natural | Cotton, wool, » o | —| (weaving, apparel " | specially stores
fibres | sik, efe. 7| tepinming} Knitting, y companies
finishing} ‘ f
Domestic and
Mexican/Caribbean
Basin subcontractors
Mass merchandise
chains
Asia
Synthetic Synthetic Overseas
eigres Qil, natural gas I*AP‘PMmCth\Ca}El—P ?igres ! A:i!t:r;gzr‘l:eni »| buying offices p | Discound chains
r \
v
Domestic and \ Al retail Ofi-price, factory
overseas Trading companies | lats outlet, mail order,
subcontractors P | others

Raw material networks Companent networks Praduction netwarks Export networks Marketing networks

Figure 4 — Apparel global value chail

As far as apparel production networks are concefead firms (diverse global
"buyer channels", including cost-driven discounaiol, upscale brand marketers,
apparel specialty stores and private labels of megshandisers) control access to

® Gereffi, G. Memedovic, O. The Global Apparel Value Chain: What Prospects fpgtading by
Developing CountrigsVienna, UNIDO, 2003
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key resources and activities (such as product migsiggrnational brands and access to
final customer), activities that often generaterttost profitable returns. This generally
gives them leverage over the other enterpriseplfsts) in the production network
through their ability to shape mass consumer markiet strong brand names and
local sourcing strategies. The apparel industrygrisas both intra-firm GPNs (for
example Inditex and H&M) and inter-firm GPNs, usp@oordinated by lead firms,
the last mentioned being the most prevalent ones.

The apparel GVCs and GPNs are typical buyer-drizdue chains/networks,
with highly competitive and dispersed global inaystructure, including regional
and local competitors, large retailers and bratalgmy the lead role in sourcing from
decentralized networks of independent supplierBhidg products, specifications
and standards.

As the intensity of global competition is growirfgetproducts life cycles
shortens and the entry barriers are lowering. Asrsequence, enterprises need to
upgrade and they may achieve this in various was/§r example by entering higher
unit value market niches, by entering new sectwrdy undertaking new productive
(or service) functions, and always deepening tdogimal capabilitie¥. There is a
hierarchy of upgrading which suggests that firmgaging on an upgrading path are
advised to proceed along a well-trodden path (E&)r The literature suggests also
a pattern of process upgrading in the apparel indyss the enterprises from buyer-
driven GVCs have room to upgrade their processesepted in Figure 6.

Process I Product | Functional | Chain
Trajectory + >
Examples Original
equipment
assembly Moving chains
(OEA) Original Original —e.g. from
design  ——tgp brand —p black and
¢ manufacture | manufacture | white TV tubes
Original to computer
equipment - monitors
manufacture
OEM
Degree of Disembodied content of value added increases progressively
disembodied
activities

Figure 5 — The hierarchy of upgrading*

10 pietrobelli, C., Saliola, F. Power relationships along the value chain: multioaal firms, global
buyers, and local suppliers’ performanc&REI working paper no. 2/2007
1 Kaplinski, R., Morris, M. — op.cit.
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Stages of  Assembly Original Equif Manufacturing OBM-de i ODM OBM-foreign
process. Own brand
upgrading oM oMT products in

Simple the Direct
Process assembly domesti Exporti Own
stages of cut D ping market Fxporting New, brand

fabrics Cutting prototype original, products

e fabrics B Trimming —» Design for — innovative [P inthe
Purchasi manufacturing designs foreign
fabrics Eliminating markets
intermediaries

Necessary sewing cutting pre-assembly preparation  basic design skills, marketing original product and
Skills and post-assembly skills and distribution design skills process R&D,
(cumulative) international
(the last three is related marketing and
to functional upgrading) distribution
Technological p
advances  dedicated machines  cutting CAD systems CAD/CAM systems

e.g.for buttonhole, ~machine

collar, pocket sewing

Figure 6 - A pattern of process upgrading in the aparel industry*?

The apparel GVC is dominated thyee types of buyers: retailers, branded
marketers and branded manufacturers all of which source globally. Producers
wishing to participate into apparel GVC have to tr&gengent requirements of a
growing multiplicity of standards imposed by thelgl buyers internationally agreed
on quality, environment, labour, etc. Frequerilyge apparel retailers shift from
being primarily buyers from garment manufacturersi¢veloping strong linkages
with global suppliers. Through active engagementiff¢rent points in GVC, e.qg.,
product design, fabric selection and procuremernt averseeing production of
manufacturers dispersed around the globe thesteretaansform themselves from
passive buyers into private-label or store-branediproducers.

Global retailers are supported by increasingly pwand smaller number of
preferred first-tier global suppliers that organfm®duction-related activities on
their behalf, as seen in Figure 7. Using theirdtigé capabilities and management
coordination, these independent companies matcheskienmanufacturers and
foreign/ global buyers.

The apparel GVC is also characterized by the pcesafrprominenmarketers
with well-known brands, manufacturers without faiet® focusing on design, branding
and marketing. Their role is to provide informatiorowledge and market access
to allow suppliers to upgrade, as they increasinglyolve functions and key parts
of the value chain to their suppliers. For examibley increasingly outsource support
functions (e.g., pattern grading and sample makiagll are "devolving" external

12 yoruk, D. E. —Patterns of industrial upgrading in the clothingdimstry in Poland and Romania,
Centre for the study of economic & social changEunope London, 2001
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sourcing of many activities and inputs to seledtest-tier global suppliers. Also
they are shrinking their supply chains, using fepreferred manufacturers and are
adopting increasingly stringent standards.

Original equipment
manufacturer
{large firm,
perhaps TNC)
First-tier N
supplier Firts-tier
(large firm, Is::pp:gl_er
\ perhaps TNC) (large firm)
Second-tier Second-tier
supplier supplier
(large firm) (SME)
[ \ / /
Third-tier Third-tier Third-tier
supplier supplier supplier
(SME) {SME} {large firm)
Fourth-tier Fourth-tier
supplier supplier
(SME) (SME)

Figure 7 — The central role of global suppliers irgoverning
the production networks within the apparel GVC*

Branded manufacturers are the third key group of buyers dominating the
apparel GVC. Leading apparel manufacturers in dgesl countries have been
under increasing pressure from lower priced offreh@roducers providing
products of similar quality, quantity and serviés.a consequence, they have been
shifting from production to marketing, building dheir retail outlets and brand
names.

13 United Nations Industrial Development Organizatibiiegrating SMEs in Global Value Chaijns
Vienna, UNIDO, 2001
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I11.3. Requirements for apparel SMEs successful insertion into global
value chains

Nowadays, the ideal is for an enterprise to adogmsational markets directly
by selling final products with pricing power andabd presence to customers
globally. Significant capabilities are needed, sash

U the capability to design, produce, market, disteband service the
product on global markets;

O the capacity to respond effectively to changingketaconditions, including
evolving tastes and new competitors.

The global competition in products markets is fogcprices down, while
driving up the requirements for production, tecbgmal and management capabilities.
Because of their size and isolation, individual S\Mige constraint from:

U achieving economies of scale in the purchase ¢f syouts as equipment,
raw materials, finance, consulting services;

their inability to identify potential markets;

their incapacity to take advantage of market opputies that require
large volumes, high quality, stringent standards$ gular supply;
accessing business services such as training, hiatedégence, logistics;
achieving key inputs that require specialized keolg such as technology.

o0 OO0

These constraints make it difficult for the app@®®IEs to access global
markets and also limit their performances in a mamd more competitive and
open domestic market.

Unfortunately, the constraints mentioned abovecaramon to Romanian
apparel SMEs. As the specialized studies and refsgapjects sholf, Romanian
apparel SMEs act individually, clusters being ifisightly represented (there are only
a few potential apparel clusters, often spatialaggrations of companies as such, not
quite the “research system networks” - the mosaiackd form of clustering employing
strong institutional and informal linkages betweempanies, universities, vocational
schools and research centers, and public institsjtio

I11.4. Pluses and minuses of being in a global value chain

As can be seen in Figure 8, through GVCs and GBNi&s can link up to
global buyers. It is essential that a SME shaul@r the chain as a higher tier supplier
or as a lower-tier supplier but with the opportyrtid upgrade. By linking to the leaders,
SMEs have the opportunity to use all the resoutbeg can acquire from the advanced
world (such as knowledge) in return for providingls services as low cost manufacturing.

14 pislaru D., Aristide O., To cluster, or not to cluster? The potential fomymetitive economic
growth through cluster development in Rom&nk®04
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Small-scale
retailer

National boundary

Buyer and
export agent

Large-scale or
milti-plart
manufacturer

Local cluster

Figure 8 — Linking local producers with global buyes™

SMEs that interact with buyers looking for largduwoes of standardized
products and insert themselves into GVCs have aleadvantages presented below:

O The considerable investment and risk in enteringogxmarkets is
reduced by the buyers that are responsible for ymtodefinition
(study of the market, development of the modelsrkwaut of the
product specifications, the choice of technolodye trganization of
production, inspection of quality on site) and kigis (set up of
transport and payment arrangements);

15 Kaplinsky, R., Readman, J. (200@|obalisation and Upgrading: What Can (and Canno® b
Learnt From International Trade Statistics in the®d Furniture Sector?Center for Research in
Innovation Management (CENTRIM), University of Brightdrighton
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O The processes standards and product quality raseshe SMEs
concentrate on production and the organizationheirtown local
supply chains; thus, they are able to:

= raise quality;
= reduce batch size and increase speed,
= increase the sophistication of their products.

Therefore, the size of the factory increases rg@mddd SMEs can switch to
a new way of producing.

However, there are some disadvantages for the SME®nter into global
value chains:

U moving further up the chain can lead to conflicithwexisting customers;
U some enterprises even had their capabilities doadegt as a result of
their integration in global value chain;
Q the activities performed by SMEs under outward @seimg arrangements
(e.g. mere assembly of imported inputs) have lolwevadded:;
O the rivalry among apparel producers from develogiogntries to offer
transnational companies the lowest production deatss to:
= arace for the lowest wages (because the appédrestig is labour-
intensive, with labour accounting for 60% of protioic costs),
which also lowers the local standards of living levlsioing nothing
to improve productivity;
= a perverse “competitive devaluation”, where curyethepreciations
are seen to increase international competitivereggsyprises that
rely only on devaluating exchange rates cannotigerrv
= jllegal practices such as: disregarding labour andronment
regulations, avoiding taxation.

IV. Conclusions

In their struggle to compete, Romanian apparel ShHfsuse the “second
best” opportunities provided by global value chaarsd associated production
networks. Within the global value chain framewdhiese enterprises can specialize in
a limited set of activities and outputs and reaigdr (regional and global) and
more stable markets. In order to do that, thesergmses are required to work in a
more formal manner and upgrade not only their pctida methods but also their
management practices.

It is important for managers to better understaog BVCs function and
to explore how Romanian clothing SMEs may partieipa global markets in a way
that provides for sustainable growth avoiding tleeilpf competing by lowering
wages and profit margins rather than by improvingdpctivity, wages and profits.
The key difference between the high and the lovd trmacompetitiveness is often
explained by the different capabilities of firms‘tgpgrade”.
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Also, managers and entrepreneurs must understan@lthough it is easier to

enter into a chain as a lower-tier supplier thiBkly to be un unstable position —
therefore a SME needs to enter the chain as arignesupplier or as a lower-tier
supplier but with the opportunity to upgrade.

10.

11.

12.
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REENGINEERING THE MANAGEMENT SYSTEM IN SMALL

AND MEDIUM ENTERPRISES’ FROM ROMANIA

ANA-MARIA GRIGORE ! CATALINA RADU 2

ABSTRACT. In Romania almost 99% of the companies are SMEsné&w the only
certainty for Romanian economy is the fact thatahiity to “invent” new products
and services for clients, the capability to offelic and creative responses to the
complex problems which appear in the organizatiwh the capability to find always
new ways to improve key-relationship between stlkers, are becoming the key-factors
for differencing and creating the competitive adaga for today and tomorrows success.

If we take into consideration the present evolgtinshich state that the SMEs are
the new knowledge-based firms, it's necessaryithatder to be globally competitive,
Romanian companies have to support and enhancadudi creativity and to use
employees knowledge as a way to increase firmstabdlfty.

For Romanian SMEs the necessity of change is begpmiore and more
urgent. This is why reengineering is becoming fumeiatal for all organizations. The
companies which had the biggest success in persuttte employees about change
were the ones who had the clearest messages lbauttessity of reengineering.

The paper analyses the role of managerial systeemgjineering inside SMEs
from Romania. This research intends to demondtrateeengineering the management
system is one of the main conditions to ensure¢baomical and managerial success of
an organization on a period of three to five ydatsecame compulsory that management
system reengineering should follow a special meattogy which respects a logical
succession of different phases. Based on SMEsajeweht from Romania the paper
will present each phase of the reengineering psoaed in the end will draw some
conclusions about future improvements for managésystem reengineering.

KEY WORDS: Small and Medium EnterprisReengineering, SMEs, Management
Systems, Reengineering Methodology

JEL Classification: M10, L25, D80, 015

1. INTRODUCTION
Most business models, tools and techniques or@inathe theory and practice

associated with large private sector organizatidhsis, it is contended that Small
and Medium Enterprises (SMEs) often apply busimegsovement approaches that
are fundamentally flawed in an SME context, as ttheyot start by addressing the

key features and constraints of SMEs.

! PhD Candidate, Academy of Economic Studies Bushamea_grig2006@yahoo.co.uk
2 Junior Lecturer, PhD Student, Academy of Econdhitlies Bucharest, kataradu@yahoo.com
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The reengineering process is a common term usebarge consulting
firms round the globe in helping their client testreicture business and improve
operation. It is usually presented to various kinfl@udience as though it is an
advanced tool or method that if without engagingscitant the organization would
not strive better in this modern business enviramme

The main purpose of the article is to answer aesef questions regarding
the reengineering process in SMEs. Some of thesstigus are: Is it possible that
critical success factors for reengineering progetarge enterprises and SMEs are the
same? Is it possible to apply reengineering suttdlgs® SMEs? Can methodologies
regarding reengineering, developed in large orgsioizs, be applied in SMEs with
minor adjustments?

The first part of the paper describes the exiditegature and the methods
used for research. The second part of the paperibles the results of the research
and the third part draws the final conclusions.

In particular, the approach of SMEs to reengingedefinition and methodology
are examined. The reengineering process was declbpm a background in
large enterprises and applied in SMEs. Existinghodtlogies mainly assume a
large organization setting with large-scale resesigedicated to bringing about the
large-scale reengineering changes.

2. LITERATURE REVIEW AND METHODS USED

The research was based mainly on an exploraterstiitre review of different
approaches regarding business reengineering ie @ympanies and in small and
medium enterprises. Different case studies on SMEsre reengineering had been
applied, were analyzed using a qualitative reseanethodology. The analysis
indicates that the taxonomy and nomenclature aofgieeering, as defined by large
organization-based studies, has translated intosSMi these who use much more
general terminology.

2.1 Defining Reengineering for SMEs

In seeking to define reengineering the ongoing ldpweent in the field must
be considered. The early definitions (late 198adyel990s) are typified by that of
Hammer (1990): Reengineering is the fundamental rethinking and radical redesign of
business processes to achieve dramatic improvements in cost, quality, service and
speed.”

The reengineering literature is often associatat l@rge-scale innovation
and high-risk change. Such views on reengineeniagimilar to those of Hammer
and Champy's (1993), whose views on reengineerang tbeen supported, or
disagreed with, by a number of researchers; HanameérChampy (1993) identify
seven key activities associated with reengineeiihg.four most fundamental are:
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e Business process design;

Dramatic improvement in business processes;

e A process orientation, (as opposed to a functioriahtation);
A radical change in business processes.

Reengineering is dependent on the successful fidatiin and streamlining
of processes that add value to the products oicgsrnbeing provided. As such,
successful reengineering efforts must focus orctds and the revenue sides of a
business. The fifth of Hammer and Champy's (1998 al activities is a “starting
over approach'. This involves a mindset that fosusethe total reconstruction of a
process and not simply a modification of existimgapices.

Strong leadership is the seventh of Hammer and @jiankey activities.
Gaining firm support and commitment from top mamaget can easily mean the
difference between the success and failure of @greeering project.

Depending on the nature of the arising problemglinghe companies, the
following premises regarding the reengineering esschad to be taken into
consideration:

* Forming a diagnostic team, meaning naming spetsadis management
consultants who are familiarized with SWOT analgmea managerial
method, but also with the main activity of the camp.

« Defining accurately the tasks, competences andnsdplities for each
member of the reengineering team in order to apardllelism.

» Specifying clearly the objectives of the diagnostid establishing the
necessities and opportunities of such a step icdhéxt of managerial

 Than@eslution of the knowledge-based economy héermiéned a lot of
changes inside large organizations, but also inSk=s. In order to
determine the increasing of organizational perfaorces, it is necessary
to integrate and implement managerial changesghragorous processes
of planning.

« The top management has to establish as clearlysaibfe the objectives of
the “change program”.

» Managerial modernization inside SMEs is a necessitich should ensure
superior qualitative parameters for managerialesyst

In order to lunch the reengineering process a s@fi¢actors which could
influence the process, but also its implementasbould be taken into consideration.
Among these factors are:

* The internal and international political situation.

¢ The existence and context of juridical terms.

* The existence of conflicts between stakeholders.

« The nature of the relations between managers, @ubétitutions,
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banks and other organizations.
» Organizational culture.
» The nature of the relations between managers fsidess and employees.
» The existence of general and specific objectives.
» The market structure.
e Etc.

2.2 Process Reengineering for small and medium enterprises

The reengineering process is an extremely goodeptrand tool for small
and medium size enterprise (“SME”) business, aratigfly for those businesses
either in very deep trouble or expanding too faghé extent that they could not cope
with their operation. The concept of reengineepngcess says that an organization
must have a strategy, then set business objectigehieve the strategy. However, in
order to achieve the objective effectively, orgatian can apply the reengineering
concept to put the right processes in place. THedeee or world-class process
must support with right people, technology and prepriate organization structure.
In order to sum up, it could be much easier witkstkation of the following chart:

Figure 1: The reengineering process in large compéaes’

8 JC Management Consulting Co., Ltd, http: /Awwv.jcvietnam conyBPRSal | Business.doc
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However, how many small or medium size businesglpecould really
understand about strategy? Most of them manage Ilosiness based solely on
hard work, and usually the owner is the leader,aganand worker by their own
self. Most of successful SME people are hands osope and most likely they do
not even bother about the word of “strategy”, esglgcin under developing
countries business environment. What they usuallige in business success is to
be hands on, always in control and hard work, &egl expect their staff or worker
to be the same.

How should then BPR applicable to SME? By turnihg bove chart
upside down with further modification we can obtairpossible solution for the
reengineering process inside SMEs.

SME business people work closely with their
people and believe or skeptical about the
application of technology.

SME business people improving their proces
hands on, they change more quickly and mpre
flexibly of processes to adopt in order to surviye.
They are doing this unconsciously without proger
methodology.

SME usually only looking for sheterm objective

or without any objective at all, either they arérgo
well enough do not even need to think about fhe
objective or without concept of planning.

What strategy is all about? My strategy is making
more money as fast as possible.

Figure 2: The reengineering process in SME%

3. RESULTS AND DISCUSSIONS

After analyzing a series of case studies on SMEshaxe developed the
following methodology regarding the reengineerimggess in SMEs. The main
phases are:

4 JC Management Consulting Co., Ltd, http:/iww.jcvietnam.conyBPRSmallBusiness.doc
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1. The diagnostic of the company containing:

a) General diagnostic of the firm, which takes intonsideration the
general indicators of the company.

b) Diagnostic of the main activities of the firm: pradion activities,
commercial activities, quality activities, humarsearces activities,
research & development activities, legislation $oght etc.

c) Utilization of the diagnostic methodology to und®el the main
strong and weak points of the firm, their causes effects, and also
for giving recommendations.

2. The elaboration of the knowledge-based strategy.

a) The knowledge-based strategy has to take into deration that
knowledge is the main resource for all its comptsenission, objectives,
strategic options, deadlines, resources, compettilvantage.

b) Choosing the strategy which is the best for the pamy.

c) Defining the global strategy of the company.

d) Elaborating the strategy for the main activitieshaf company.

3. The reengineering process inside the companyesiagement system.

3.1 Specify the economical, technical and computerizeordinates of
the reengineering process and establish the sptgiadam.

a) Choosing the members of the specialist team whiowvdertake
the reengineering process.

b) Defining the main changes which will take in thenfiafter
discussions with the managers.

¢) Learning and understanding the reengineering metbgy by
the team members.

d) Elaborating the reengineering program of the compan

3.2 Reengineering the methodological system.

a) Choosing the managerial systems which should bé bgehe
company (Examples: objective-based managemengghioased
management, knowledge-based management etc).

b) Introducing new management methods (SWOT, braimétay,
balance scorecard etc).

c) Improving the utilization of classical managemerdthods like
delegation and meetings.

3.3 Reengineering the decisional system

a) Introducing new decisional lists for each manager.

b) Harmonizing decisions inside the company with thgctives
of the company.

3.4 Reengineering the informational system

a) In order to reengineer the informational systemréengineering
team should indicate and identify the hard and wbfth should
be used in the company and also the documents theede
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b) Global reengineering of the informational system.
3.5 Reengineering the organizing system
a) Global reengineering of the organizing system hbwaldishing
the maximal number of employees, the type of omgitnal
structure etc.
b) Redesigning the posts, tasks and organizing docismen
3.6 Reengineering the HRM system
a) Introducing new systems, methods used by the krigeldased
HRM system.
b) Developing a career plan for employees.

4. Implementing the new system which resulted #feereengineering process.
5. Evaluating the functionalities, efficiency arfliaacy of the system.

Even tough the management system is not so dewklapd complex
inside the SMEs as in the large organizations, evesicder that the last five phases
should be applied for implementation of reengimegemside a SME.

4. CONCLUSIONS

The shape of the twenty-first-century company isopang clear. It will be
organized around process rather than functions.alglens will coach and design
rather than supervise and control. Employees wilblocess performers rather than
task workers, with broad understanding of theircpes and their company. The
company itself will be a dynamic, flexible orgarina filled with entrepreneurial
zeal and focused sharply on customer needs. In SM&Y employee is important
and people are treated as assets, not as exp€haegie will be expected not feared.
Only such companies will be able to provide theaxdinary service, innovation,
and low cost essential for success in the new gkxdmmomy.

The importance of the Small and Medium Enterprisetas has increased
presently as the predominant source of employrireperiods of economic recession,
process reengineering is critical to business satviThe manager/owner of the
SME will need to balance the degree against angitless to take risks. In order to
success-or even to survive- in today’s global eoonoSMEs must reform and
reorganize themselves around their core processes.

Reengineering represents one of the main conditioessure economical and
managerial success of the organization on a pefitidee to five years. It has become
imperative that reengineering should be based equade methodologies, which will
follow certain logic for management system compd®eunccession. Redesigning
the methodological, the decisional, the informadiporganization and the human
resources subsystems are part of reengineeringahagement system.

Reengineering the managerial system creates aninaanal climate where
the hierarchies are reduced, the workers are hattgared, and the structures are
more flexible.
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The economical recession or a slower comebacksdiites the pressure on
companies, to deal with the arising problems, &edact that economical situation
improvement lifts a weight from the companies badkesn't mean that the
processes have improved themselves. Also whenitfieull periods appear the
problems will surely reappear and the latenessmalke the reengineering harder.

After managerial reengineering the new processkhiae to be managed
so that they will achieve the maximum of performateel.

The purpose of the paper was to present a methgyldar managerial
system reengineering in SMEs, and which will iniBnen the next period. This
article can become a starting base for future relseahich should focus on finding
new elements regarding process reengineering iff anthmedium enterprises.
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MEASURESTO SUPPORT SMEsIN THE EUROPEAN UNION
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ABSTRACT. This paper aims to identify and analyze the priacipeasures by
which European Union supports the establishmentdawelopment of small and
medium enterprises. SMEs taken individually haweegy small power but if we
analyze all SMEs in a country we find that theyawery important role in the
economy because they provide jobs and their pedobo@m may influence the
degree of development of an economy. Thus, the geam Union focuses its
efforts to support SMEs in various fields; thestort$ are geared towards both
easier accesses to financing and in the directiomegulations, competition,
stimulating entrepreneurship. Through this paperamelyze all these measures
taken by the European Union and their implementatesults. And finally, we
will conclude if these measures are effective dr no

Key words: structural funds, the internationalization of S§/Entrepreneurship

JEL classification: D92, F36, G32

I ntroduction

Small and medium enterprises (SMEs) are those miges which have a
maximum of 250 employees, a turnover of up to SlamiEuros and / or have assets
of up to 43 million Euros. But the vast majority ®fEs in Europe are much lower
than the limits set, which hampers their accessesources (financial resources,
know-how or resources). The large companies hapartfeents that deal entire with
monitoring technological developments, the studgafpetition, to attract capital
and new employees. But in the case of SMEs thegmmnsibilities does often not
exist and other times are made by people whosmyalives other responsibilities.

However small and medium enterprises play a vemomant role in the
economy because they generate a significant pamt the products and services
necessary to the population; they create valug;gf@vide jobs and their performance
may influence the state and the degree of developaighe econonty

Moreover they predominate the landscape of pricatmpanies from all
European countries. In the EU-27 are approxim&28lynillion small and medium

1 Alexandru loan Cuza” University, lasi, Romania)entinadiana.ig@gmail.com
2 Carta alk a I.M.M.-urilor din Romania, 2006, pag. 22
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enterprises which constitute 99% of the total numifeeconomic enterprisés
Taken individually, they have small and very snmaliver, but together they form
the main contributor to the Lisbon Strategy forga@md growth in Europe.

Difficultiesfaced by SMEs

The Observatory of European SMEs through the Hmaslobarometer no.
196 survey stressed the fact that small and meeintarprises in the European
Union consider four factors as important barrierdhie innovation of their work:
limited access to finance, lack of skilled labdack of market demand and human
resources cost too hi§jirhus as an enterprise is bigger the more likelp ireport
problems in finding the necessary human resourmnesess likely to report difficulty
in obtaining necessary business resources.

Finding and hiring the appropriate workforce idallenge for many SMEs in
the EU. Especially in the new Member States whegggaificant number of jobs
remain empty.

Figureno. 1. The main difficultiesfaced by SMEsin EU
EU-27

Lack of quality management
Implementing new forms of..
Implementing new technology
Limited access to finance
Problems with infrastructure (e.g...
Labour force too expensive
Lack of skilled labour
Problems with administrative..
Litnited demand

BEU-27

46%

0% 20% 40% 60%

Sour ce: Flash EuroBarometer, nr. 198bservatory of European SMESymmary, pag. 8

As can be seen from the figure presented the nraivigm faced by SMEs
in the European Union is the lack of market dem@@do of SMEs that took part
to the study consider it the main difficulty thiaéy encounter when they wish to extend
their activity). More than one third of SMEs in tB&) 27 have faced difficulties
due to strict administrative rules (36%) or lackeafiployment (35%), or labour too
expensive (33%). Around 20% of SMEs that took fathe study have encountered

3 Audretsch, Davidrirst section of the annual report on EU Small Metlium-sized Enterprise2)09, pag. 12
4 Flash EuroBarometer, nr. 19Bbservatory of European SMEjmmary
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problems because of the infrastructure (namely 2@%inited access to financing
(21%). Implementation of new technologies is seermm obstacle in the way of
business expansion for 17% of the study subjeclewlt§% of enterprises consider
that the implementation of new forms of organizatippears as a difficulty. Lack
of quality management is considered a problem by of companies interviewed.

If we have identified the main problems that SMEeef in the European
Union member states when seeking to extend théiritgc we will continue with
the main support measures offered by the EuropedmnUAs | said SMESs play an
important role in the European Union so that it ddspted a series of measures to
support the SMEs activities.

Measuresto support SMEs

To help small and medium-sized enterprises the gaamo Commission has
appointed a representative for SMEs, which hasrales of an interface with the
business environment for SMEs and intervenes terdetheir interests in the
legislative process. He communicates to the Conionigdhe impact that legislative
proposals may have on small and medium enterpaedghus permit the development
of EU policies more favorable to SMEs.

In addition to appoint this representative the pean Commission has put
in place a series of policies for information apeafic support to help SMEs in
Europe. These policies aimed at creating condifiomghich SMEs can be more easily
created and can develop their activity.

The Small Business Act for Europe reflects the Casaion's policy to
recognize the central role of SMEs in the EU econamd for the first time lays
the foundations for a comprehensive policy for Blé and its Member States
relating to small and medium enterprises.

It aims to improve the overall approach to entrepteship, to promote the
"Think small first" principle, starting from the delopment of policies governing
the public service and promoting the growth of SNbgshelping them to approach
the problems which make harder their development.

The Small Business Act for Europe, apply to all pames that are independent
and have less than 250 employees, and take inbmacseveral aspects such as:

1. Lessand better regulations

The cost of the administrative procedures for allsoapany can be up to
ten times higher than that borne by a large compahigh makes this burden
disproportionately heavy for small businesses. &hathy the European Commission
has set two goals: to reduce the administrativediuon enterprises by 25% before
2012 and to ensure new legislation friendly to SMiEesachieve this, the Commission
has sought to simplify and improve European letisla and encouraging national
and regional authorities to do the same.
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However, this can be achieved only if nationaljoeg and local authorities
act together with the European Commission. Untitnb8 Member States have set
national targets for reducing administrative busden

An example of a measure already put in place bithiepean Commission is
that it has simplified the legislation on SMEs e tpharmaceutical sector, by
reducing taxes for micro-enterprises, granting gesion to defer payment of fees
or offering administrative assistance in case thgylied to the European Medicines
Agency.

Referring to the implementation of better regulasiove can remember the
measures adopted by the European Union to proMEisSrom late payments. To
achieve this purpose the Commission has considkeetkview of Directive 2000 to
simplify and clarify some issues relating to payh@rinterest. This should discourage
late payments and to ensure that SMES are paitheridr all commercial transactions.

It is also important that SMEs are aware of intéomal and European
standards and to integrate the product specificati®o that their products are
competitive on international markets. To ensure tthing there are taken into
account the needs of SMEs when are developed déneatds and more than this
the European Commission doubles its financial &s%i& to promote the interests
of SMEs. There are also prepared measures to gadlsupport SMEs throughout
all the standardization process.

2. Improving access to finance

Given that the financial markets fail to provideSMIEs the financing they
need, the European Commission has developed aauuckd a number of financial
instruments such as guarantees to facilitate aaeS$Es to loans granted by
banks. The European Commission also facilitatednbestment of venture capital
in SMEs.

During 1998-2006 over 744 million euro were grantedapproximately
360.000 SMEs. This amount increased to more tharitlion Euros in the framework
of the Competitiveness and Innovation (CIP) for22013. The new funds should
allow financial institutions to provide approximigt80 billion Euros to 475.000 SMEs
in Europe.

Financial instruments cover different needs of SMisther they are new
established or there are companies that already dvgerience:

- The facility to increase and develop the SMEsvijgi®s venture capital
for innovative SMEs in the early stages and exmamghase.

- The guarantee facility for SMEs provides loan rgnéees to encourage
banks to offer more ways of funding available fddE, including micro-credits
by reducing the risk exposure of banks.

® European CommissioBurope is good for SMEs, SMEs are good for Eurdpes, pag. 11
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Also, the European Commission sought to increasesSlblccess to micro-
loans (loans that are less than 25.000 euro) thrdirgancial instruments, and
encourages Member States to increase and facilitatprovision of micro credits
for small businesses.

European Investment Bank (EIB) extends the wayhicwsupports SMEs
by simplifying its funding mechanisms, making themore transparent and
targeted to individual needs of small businesséainope.

Many SMEs are not aware of the financial instrureevailable to them or
how to access them. Therefore throughout 2008-20®TLommission is organizing
“EU Finance Days for SMEsih the Member States. These events bring togetiéisS
and national financial intermediaries to raise @mass about the different sources
of finance and share good practices in helpingvatiee SMES get easier access to
finance.

3. Helping SMEsto do business abroad

One of the biggest successes of the EU was to madgs-border trade
easier by creating a single market with 500 miltonsumers. This offers to enterprises
the opportunity to sell a product throughout the \Eithout the need for adaptation
at the national level. The single market of SMHEerefhuge opportunities for growth,
and the expansion that have occurred have multlipiie opportunities for business
for SMEs.

But now, 63% of SMEs are active only in the homarntny and only 8%
of SMEs in Europe export. Part of the problem ofE3Ms the lack of information;
they should know what opportunities are out them@ what the rules for business
transactions are. Many SMEs also face a lack oitalagquired for exit abroad.
Therefore, SMEs need support and advice to befindifitfrom the Single Market.

Thus, a vast network of business support was esftail by the European
Commission to advise and assist European SMEstoawe the difficulties they face.

Also, the European Commission helps companies\e hacess to markets
outside the European Union, by businesses suppntéicwhich are established in
China and India. These centers are designed to3ikps in the EU who wish to
establish their units and to sell products in thamentries.

SMEs can also benefit from programs like Gatewayapan, LA invest
(Latin America), Pro-Invest (ACP country) and ETé&pdn and Korea as well as
new training program in China for young managers.

4. Ensuring fair competition

A single market open and competitive offers the bearantee for European
SMEs which aim to increase their efficiency andrtpetential for innovation. So,
the EU has established a strong competition pdiayt protects SMEs against
unfair practices charged by other companies.
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A particular area in which the European Commis$amuses is to prevent
the situations in which dominant firms’ abuse bgitipower on the market and stifle
smaller competitors. This type of anti-competitpractice is prohibited under EU
law. The European Commission will pay particulaemtion to complaints made
by smaller businesses in this area.

In addition, EU policy on state aid deals favorattle SMEs, recognizing
the specific difficulties that they face due toitlsze. SMEs are allowed to receive
a larger proportion of state aid than larger fiimgnany areasThey may benefit
from certain types of support aimed at addressieg specific needs (consultancy

services, or their first participation in fairs fexample).
Also Member States may grant aid for SMEs, withbetneed for notification

the European Commissiofihe Commission’s new State Aid Action Plan reinésrc
this approach.

5. Education and skillsfor Entrepreneurship

Here we can remember the European Union prograradamth education
and skills for entrepreneurs. Entrepreneurs wilyp crucial role in creating jobs
and stimulating economic growth and competitivertdshe European economy in
the coming years. One of the priorities of the [paem Union is to stimulate people
into a strong desire to become entrepreneursied&uropean Commission is working
closely with the governments of EU member countigegchieve this goal.

Europe needs more entrepreneurs. The European @Gsiomiconsiders
that it is necessary to create a favorable attitaderds entrepreneurs by promoting
them as models, through the celebration of theicess and by seeking to reduce
the fear of failure.

To achieve this, on the one hand, the Commissiaroiking with national
governments to make business education an intpgralof the curriculum at all
levels of education.

On the other hand, the European Commission is linga new mobility
recently established that will support entrepresénrcross-border activities. This
mobility implies that entrepreneurs can spend some in an SME from another
country, which will give them the experience and tapacity of understanding
and will enable them to upgrade their skills. lthalso stimulate new businesses

opening in the EU and will contribute to the creatof networks of SMEs.
Also, to improve the image of entrepreneurs inetgcithe European Union

has organized the first European Week for SME&énperiod 6-14 May 2009 and

it has proposed to inform SMEs about the suppastesy for small businesses at
European and national level and also encourage peoge to become entrepreneurs.
This took the form of an information campaign wélseries of events that took

place throughout all the Europe.
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6. Facing environmental challenges together

Demand for environmentally friendly products andvees is increasing,
opening the way for new business opportunities. @wironmental legislation is
becoming more complex, and the costs of non-compdichigher. So, the lack of
information, insufficient expertise, and scarciiyresources make it difficult for
SMEs to comply with environmental legislation.

To help them the EU is training environmental eig@r business support
organizations such as business associations anabehna of commerce. The
European Commission is funding environmental expeithin the new Enterprise
Europe Network who can help small businesses tiraugsite visits, information
and expertise.

Also, the EU is providing focused financial assistx

- The EU's Research and Development Framework Prageafor 2007-2013
provides funding for research projects in the @mrimental field. SMEs do not
necessarily need their own research capacity tipate in the programme.

- Eco-innovation activities also benefit from a budgfe430 million euro under
the Competitiveness and Innovation Programme (folP3007-2013. Half of
these funds are in the form of financial instruraenainaged by the European
Investment Fund, while the other half will be ugedco-finance projects
concerned with the first application or market iegtion of promising
innovative eco-technologies.

- Afurther 730 million euro from the Competitivenes&l Innovation Programme
has been earmarked for projects in the field ofggnefficiency and renewable
energy. These funds are managed by the Executieecidor Competitiveness
and Innovation.

- The European Commission requires Member Statesstrve part of their
Structural Funds expenditure (2007-2013) for amsts to SMEs in the
promotion of environmentally friendly products gmebduction processes,
such as effective environmental management systoligtion-prevention
technologies, and the integration of clean tectgiek into production
processes.

Conclusions

As we could see the European Union is aware oftimeordial role that all
SMEs play in the economy, but also is aware ofptteblems they face even from
their setting up and to when they want to expand.

It is known that the local business environment &aignificant effect on
small businesses, wherever they are located. TreuEW is implementing policies
to support and enhance economic competitivenebsiegaare increasingly determined
and implemented both locally and regionally.
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The European Union has developed several tooladoueage development
of regional initiatives to support regional playersd to promote networking between
different regions of the Union. These tools encgarantrepreneurs, support new
businesses and make SMEs more competitive.

Spending focuses on measures to help SMEs dewalop, as innovation,
financing and business support. All regions argildi for funding from the
Structural Funds. In the less economically develapgions, SMEs can receive direct
support, under certain conditions, whereas in ¢t of the EU, support is mainly
available to business associations, support aggromal administrations and other
intermediary structures. In all regions, the Sttt Funds focus on measures such
as the co-financing of business incubators, adyjstmraining and financing
schemes for SMEs, technology transfer, and SMEBagiug) and networking.

In conclusion we can say that all these instrumesed by EU grants to
small and medium enterprises notable advantagedinj the best answer to most
of the problems that the small entrepreneurs facaighout the business. Many of
the difficulties mentioned in the paper could bsoteed by these measures, only
that they have to be promoted more for the entrepnes from all Member States
to be aware of all benefits that are granted, arh @éo have the courage to use
them for their business grow.
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ABSTRACT. The research provides a selective overview of thesting
information regarding the SMEs’ trading on the Bargst Stock Exchange. Due
to the fact that the Romanian SMES’ needed argiffietype of financing among
the ones that already existed, the discussionsrdiegatheir trading started in
2005, but with no concrete result until now. Foliogy a review of the facts that
occurred related to this subject will be presenigtk last part of the article will
present the conclusions that can be drawn and MiesSpresent situation related
to the Bucharest Stock Exchange.
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I ntroduction

Even if the Romanian SMES’ benefit from a serieBnancing programs, in

2005 it was announced that the SMEs’ will be lisiadhe Bucharest Stock Exchange
in order to obtain more financing. From that mon@ndifferent measurements were
taken so that this thing could happen, but until tieere can be observed no result.
A new sector was supposed to be created for {hesdi/societies, called “new market”.
The idea was taken from the others stock exchaimgb® region, for example the
Greek Stock Exchange, where this model has alrbady implemented. But, as |
said before, none of thing facts happened. In ptefige Romanian SMES’ are not
traded on Bucharest Stock Exchange, and the “neterSaloes not exist, thus this
societies have to already existing financing progra

Material and methods

The research, in the first part, provides a seleativerview of the existing
information regarding the SMES’ trading on the Barelst Stock Exchange. The second
part refers to the discussions and to the actioasvtere taken into considerations
regarding this topic and also presents a revieth@facts that occurred since 2005
(when the discussions about the SMESs’ tradingesiqrtThe last part will present
the conclusions that can be drawn and the SMEsprestuation related to the
Bucharest Stock Exchange and their trading.

! Teaching Assistant, PhD Student, Faculty of Busin@abe-Bolyai University of Cluj-Napoca,
cristina.curutiu@tbs.ubbcluj.ro
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Discussions

In 2005, the general manager of BVB, Stere Farmacheunced that "the
SMEs will be listed on the Bucharest Stock Exchaogea special market”. The
Bucharest Stock Exchange has met the assigned® cimall and medium sized
enterprises and discussed the listing of these aniep on the stock market. Stere
Farmache says that there will be created a spe@etet for the SMEs, where the
terms will be less restrictive than those on tlgulated market, in the matter of the
social capital and periodical reports that thosemanies must present.

The Bucharest Stock Exchange will launch, in thetext of the securities
sector issued by the Romanian legal entities, aca¢egory for the small and medium
sized enterprises. The new category, called “Newk®td is under construction
and will function in the context of the Romaniarcggties sector. Stere Farmache
showed that the new segment will be addressed &l smd medium companies
that do not have a history, but represent dynameasaof economy, with growth
perspectives and credible and viable business plans

He also added that the implementation of this @ategorresponds to the
necessities of Romanian companies that need fimarithe Bucharest Stock Exchange
represents an important vehicle by which these aoiep can assure their financing,
so that subsequently they would be able to find filace on the capital market.

In building the "New Market", a model applied omet stock markets in
the area will be followed. Therefore, a memorandith the Greek Stock Exchange
(where a similar model was implemented) was coredutiwe are working on this
project and it will be finalized after we will regmnize the entire stock exchange
annuity that is after the merger between BuchaBéstk Exchange and Rasdag.
We have already started consulting with potensisliers"”, Farmache concluded.

Nowadays, the Bucharest Stock Exchange annuityrigtared in three
sectors, such as equities, debt securities anelctiol investment undertakings.

It was also said that through the agreement sigreddieen the SMES’
ministry and Bucharest Stock Exchange, they aragytm try to start a programme
that will support the small and medium sized eniegs that are eligible and want
to be listed on the Bucharest Stock Exchange.

Stere Farmache said that the companies listedsatéitegory must have
minimum one year of activity, and the capital limiill be established by the
development level. The financial demands can'tdbdedailed as those for a company
listed on the % category.

In 2007, 1500 SMEs had financial benefits from ithigistry and the year
2008 brought the launch of a new programme calledréasing of the Economic
Competitiveness”.

For 2008 small entrepreneurs had about 100 milédrat their disposal
from the SMEs ministry funds. The development ef tommerce for products and
services receives the largest amount, namely 3lBomilei, while supporting the
foundation of SMEs receives 25.4 million lei. Alsine support through funds
resulted from the reinvestment of the profit wéhefit from a budget of 20 million lei.
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Most of the money came from the European Union. 2888, the SMESs’
ministry announced that over 800 million euros varailable through the “Increasing
of Economic Competitiveness” programme. A great pathis amount came from
non-refundable funds. For the region Bucharestfev,lithe amount of the non-
refundable financial allowance came up to 60% ef itvestment value for the
small enterprises, while in the other regions teecgntage was of 70%. For the
medium sized enterprises the allowance decreased¥ty respectively 50% for
Bucharest — lifov and 60% for the others. The egpsirelated to the development
strategies, to the financial analysis, to the fabisi studies and to the development
plans could be also settled through this prograniiig.very important the fact that,
once a project was approved, the money had toduk arscording to the investment
plans assumed; otherwise EU does not reimburgeviestments. The rule, after which
these funds are given, is that first the investsmamné made from their own funds
and than the European money get discounted. Thdwvds that are necessary can
be obtained from bank loans, which are guarantesd the National Loan Guarantee
Fund for Small and Medium-Sized Enterprises.

In 2007, more than 1.500 small and medium sizestgniges received financial
support through financing programs of 75 million [8he programs of financial
support developed by the ministry aimed the enénegurial spirit development,
the investments in modernization and technologigajrade, the export support
and gquality implementation system, as well as tilifate the access of the small and
medium sized enterprises to the training and ctescy services”, as stipulated in
an official statement of the Ministry for Small amdedium Sized Enterprises,
Commerce, Tourism and Liberal Professions. Moghefmoney was used for the
investments program of the new created companidsf@mmodernization. This
program received 43.6 million lei. In order to @@ this, the ministry had concluded
cooperation agreements with nine banks that wiues the financing, and nearly
2.200 companies handed projects in order to olitennon refundable financial
allowances. Moreover, the ministry assigned othérr8illion lei for the payment
of some amounts regarding the reinvested profie dévelopment of the activities
of commerce with products on the market has beatgdid of funds of 6 million lei,
while for the support of the SMEs in developingitlexports; 8 millions lei have
been assigned.

An important step for the SMEs was the announcemete by Ovidiu
Silaghi, the SMEs minister, according to whom fauch companies want to be
listed on the Bucharest Stock Exchange in 200&etieve that the listing on the
stock exchange for the first Romanian SMEs wilbssible at the end of January
or early February 2008. | think that because tleKSExchange has no restrains, they
were interested in this process. The only onespu@bstacles are the entrepreneurs
who do not understand that they can also get dagitian from the stock market
or that the association is beneficial”, recentlidt&8ilaghi. For this step, a team
from the ministry went to Poland in order to lefmom their experience related to
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small companies. The conditions to be listed agefotiowing: at least three years
of economic activity, a relevant business backgdatmat they must be a joint stock
company, and they must have in their instrumergisganent according to the NACE
code. From the failures of the year 2007, may betiored the Sectored Operational
Programme “Increasing of Economic Competitivenesgh funds from the European
Union. This programme should have been launch@®@7, but the decisions from
the European Commission arrived only in 2008.

On the other hand, there can be some obstacleBdo@xample, listing on
the stock market of the first Romanian SMEs it wasl that it would be possible
at the end of January or early February 2008, list didn’'t happen even if the
Bucharest Stock Exchange didn’t have restrains. drtlg ones who put obstacles
are the entrepreneurs who do not understand tbgtdan also get capitalization
from the stock market or that association is beradfi

Five medium-sized enterprises have registered iftind on the stock
exchange. The ministry for small and medium sizegrprises, commerce, tourism
and liberal professions, Ovidiu Silaghi, declarkbdttso far five Romanian SMEs
want to be listed on the Stock Exchange. The pmisesomplicated, but there is
permanent contact with the Stock Exchange, in otaerchieve this process. The
fields of activity for the five companies are téxtimineral water and IT.

The SMEs minister stated that at the beginning atber 2008, a national
tour should have began in order to conclude aneaggat with Bucharest Stock
Exchange and to encourage the small and mediunmpeists to be listed on the
stock exchange.

For this to happen Bucharest Stock Exchange saidvibuld reduce the
listing costs.

The privatization of the companies from the différeninisters’ portfolio
should be transparent, so that any doubt regattimg@perations correctitude shall
be eliminated. The minister of Small and Mediumeises, Commerce and Business
Environment, Constantin Ni, sustains that it was a mistake the fact that the
privatization and the public acquisitions wererond through the Bucharest Stock
Exchange. In order to support the listing of thevneompanies, but also the
development of some little enterprises that havterg@l, Nta specified that the
Ministry wants to elaborate a law project throudticln the SMES will be supported
in listing at Bucharest Stock Exchange. There jgaect talking about this at the
Business Environment Direction. It would be verpddf the SMEs could be listed
on Bucharest stock Exchange. A similar project praposed in 2007 by the minister
at that time, Ovidiu Silaghi, but without any firetion.

Two third of the Romanian IMM have problems witleithfinancing, but
neither the governmental measures nor the finargongces available on the market
don’t seem to encourage the entrepreneurs to stieeyusiness with money. While
the Government asks the banks to ease the acclsss) the banking institutions
affirm that the enterprising don’t submit investrnptans and projects in order to
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get the necessary financing. So, there is a vicioate, where the SMEs passively
assist at the ping-pong game between Governmenbanids, choosing not to touch
the leasing, bank loans or European funds. lonc&lithe vice-president of the
National Assembly of the Small and Medium Entegsifrom Romania declared
that “In order to survive, we have to make it on own account and our own forces,
because we have been waiting for 6 months so ieatGovernment would take
some measurements to diminish the crisis effeatswe were disappointed because
nothing happened. Also, we were expecting someatiflom the banks where we
deposed our projects more than 2 months ago, bdidn& receive any answer”.

He specified that they will like to appeal to soEw@opean founds as a last
hope of salvation, but even here there are probtamserning the financing. Glisca
also added that “In this period of crises the foiahresources must be conserved,
the investments tend to decrease and one canidaffoextend their investment
due to the lack of a cheaper lending

At his turn, Florin Jianu, the president of theuxig Entrepreneurs Patronage,
declared that a big part of the entrepreneurs deaitt to hear about banks or
banks’ loans. They rather preferred to appeal avg&an funds in order to avoid the
bank loans and to encourage the young entrepretewascess European money
because these are the cheapest financing sounckthey also offer the necessary
money for this period of crises.

The SMEs minister, Constantin thliconsiders that it will be great if we
could impulse the SMEs activity on stock exchanbee privatizations and the
public acquisitions should be done through the Buoest Stock Exchange because
any suspicion regarding the operations correctisigdl be eliminated. They should
use Bucharest Stock Exchange for these operatieceube this is one of the most
transparent institutions and there will always beple claiming the correctness of
the privatizations and public acquisitions. On ditieer hand, the law project through
which the SMEs shall be sustained to be listed oohBrest Stock Exchange is a
working one since 2005 and until now nothing cotechas been done. Regarding the
SMEs impulsion, N announced that a second anti-crises plan willgezational in
the second semester of the year 2009, and willdecboth the CEC and Eximbank’s
capitalization, the development of a Loan Guarafieed for the SMEs and of a
risk investment fund. The plan isn't finished yatlahe government is thinking of
a new way of supporting the SMEs.

Only a few of the Romanian SMEs can be listedtenBucharest Stock
Exchange, even if the Ministry of SMEs, Commeraayrism and Liberal Profession
discussed the adoption of some measurements whidd facilitate the annuity of
these enterprises at the Bucharest Stock Exchange.

“The attempt of SMEs ministry to facilitate thesting of the small and
medium enterprises at the Bucharest Stock Exchengegood one, but, a small
number of enterprises will succeed to be listeayTtave to fulfill the performances
demanded by Bucharest Stock Exchange. They alse toawant to be listed, as
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they have to adopt a special behavior, to repgrtciange that might occur and to
offer reports regarding the financial results amel decisions taken in the society.
The SMEs ministry proposed to the assignees of &wesh Stock Exchange to
reduce the 1 million euro limit regarding the réagisd capital needed for the companies
that are listed. “By this proposal, we try to ceeah exercise market for the small
and medium enterprises, in which the costs are metaced. The capitalization
that can be obtained on the Bucharest Stock Exehaggresents an important
source for the development of the SMEs area”, @aidiu Silaghi.
Once the SMEs will be listed they have to becoon® stock companies.

Conclusions

Even if in 2005 it was announced that the SMES4 & listed on the
Bucharest Stock Exchange on a special market asidatmew category, called
“New market”, for the small and medium sized entisgs will be launched, until
now none of these things happened. For the Rom&ifias, their listing on the
Bucharest Stock exchange can be seen as an atefirencing programme, among
the bank loans or the European funds. In ordeetbsted the SMEs have to fulfil
Bucharest Stock Exchange requests: to adopt aaspeehavior, to report any
change that might occur and to offer reports raggrthe financial results and the
decisions taken in the society and to become giotk companies.

Another reason for which the SMEs listing didndppen could be the
financial crises. Thus, for the second semestireojear 2009, an anti-crisis project is
in a working stage.

In conclusion, nowadays, the Romanian SMEs caaimletter financing
from the European funds than from their listingtba Bucharest Stock Exchange,
due to the fact that the investors in this crisggod are watching more carefully every
step that is made on the capital market and, eslhed¢he companies in which they
invest.
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