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Foreword

Entrepreneurship is a wondrous human activity wiiak the power to transform
people’s lives, communities, accelerate economieid@ment and improve the
social reality. As a field of research entrepresbifr is a multi-stream and multi-
disciplinary research area pursued by academiemmdus backgrounds, yet al-
ways focused on the heart of entrepreneurship wikicdpportunity identification
and exploitation. As such, it has been associaidd avset of human traits, as an
economic function, as new venture creation, aeaip way of running organiza-
tions, and more. Because of its acknowledged imgadsignificance on economic
growth and development, entrepreneurship resegrodads upon increasingly
wider areas of scientific pursuit and encompasadspte levels of study (microe-
conomic, mesoeconomic and macroeconomic) in ecasymianagement science
and business studies. In spite of decades of meged growing popularity, entre-
preneurship remains a much fragmented and stifireding field of research. While
many questions have been answered, still many reimeomplete, unaddressed or
yet to be asked.

This monograph presents current research findifgsmous authors from
different parts of the world making a hopefully walble polyphonic contribution to
the puzzle of entrepreneurship. Its focus is oeeadents and effects of entrepre-
neurship, addressing two broad and fundamentalignesn entrepreneurship re-
search. What enables and fosters entrepreneuitiipPare its effects for individ-
uals, organizations and society at large? It ctmsiEnineteen chapters grouped
into four parts.

The first part “Entrepreneurship antecedents: oblequality and education”
focuses on two important antecedents of entreprshgy first being equal access
to resources and opportunity exploitation and sédming education, the utmost
important driver of entrepreneurial attitudes amdhdviours.Monika Fabinska
presents the results of a Poland based mixed msthdg among women entrepre-
neurs identifying stimulants and barriers to theisiness success in the light of the
equal opportunities principldrabi Sidi Ali employs feminist liberal and social
theories to explain factors limiting women entreners growth intentions in de-
veloping countries. Both these chapters explorgtigal and much neglected as-
pect of entrepreneurship research; that relatiregtal rights and equal access to
opportunity exploitation and pursuit of entreprership. As these studies show, in
developed as well as developing countries, stiltimremains to be done in terms
of entrepreneurial gender equality. Next, two stadiresent the role of entrepre-
neurship education in higher education instituti@mszyna NowaczykandAnna
Sobczakpresent a critical analysis of an overview of mua of entrepreneurship
courses and emphasise the role of practicafaul M. Lane calls for an interin-
stitutional approach to entrepreneurship nestseaslls universities, coupled with
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deep commitment, administrative change, changeditenpractice and reshaped
physical environment in creating the right envir@mnfor entrepreneurship and
innovation at higher education institutions.

The second part of this monograph titled “Entrepreship ecosystems and
social frameworks” examines further antecedenesnifepreneurship: the ecosys-
tem, environment, social networks, social caplegal frameworks and regional
support.Muhammad Rahatullah Khan analyses the evolution of entrepreneur-
ship ecosystems and support for new venture creati®audi ArabiaAgnieszka
BrzozowskaandMichat Zdziarski present a critical overview of the state of the
art on network theory referring to the complex mfxelationships entrepreneurs
operate inYuhong Zhou investigates how these social networks can imgratte-
preneurial innovation, when mediated by trust aiveérdity. Luigi Lai relates to
the legal framework of entrepreneurship and dissise aspect of insolvency,
markedly important in post crisis periobbomasz Pilewiczpresents the results of
a multilayer extensive research and identifiestesyia activities local regions can
undertake to create an entrepreneurship friendhir@mment, attractive for inves-
tors, entrepreneurs, tourists and inhabitants alike

The third part of the monograph “Innovation andhtemogy in small business
research” is transitory as it is devoted to innmratind technology, which can be
perceived as both antecedents and effects of eatreprshipLuigi Lai starts this
section with an analysis of EU innovation policiespecially in the aspect of insti-
tutional cooperation with R&D in the public andyaie sectorMatgorzata Ga-
jowiak presents the effects of intellectual entreprer@prand results of a study
which identifies key resources high-tech small aretlium firms tap into to build
competitive advantage based on intellectual capitexkt, Sassan RismanandDi-
mas Widiantoro analyse data from 17 EU countries to test theiogiship between
R&D expenses and start-up IPO over 10 years id@émjfR&D capital inflow as
an enabler of successful start-up IP@nieszka Skalapresents the results of the
first research on Polish digital start-ups proviginvaluable insight into this vastly
growing area of entrepreneurship. FinaByawomir Wycislak discusses the chal-
lenges of highly entrepreneurial firms in implemegtboth lean and agile man-
agement patterns in turbulent environments in ftegraath of 2008 crisis.

The fourth and final part titled “Development tranititernational entrepre-
neurship” discusses the effects of entrepreneuishap international context, cur-
rent developments and challenges of entreprendimat. Maria Halemba and
Danuta Babinska emphasize the role of trust and communicationNIES acting
as service providers via offshore outsourcivgjciech Zysk offers a much needed
perspective on ethical and responsibility aspettaternational entrepreneurship
highlighting the concept of fair trade 38anja Gongetaraises the issue of regu-
latory frameworks in the context of SME internatibpation and participation in
international market®avar Azarmi presents the results of a Spanish study iden-
tifying factors effecting venture capitalist exgalsions suggesting that factors re-
lating to entrepreneurs and the external environraenkey categories that should
be taken into account when withdrawing investmEmtally Yuliia Kleban offers
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a perspective on Ukrainian health resort industiy identifies existing opportuni-
ties for social venture creation as an exampl@iofassful local development strat-
egies, providing social value added to various gsoaf the society.

The authors and editors of this monograph aim tdrdmute to the dynamic
growth of entrepreneurship research and its spsgadvarious geographic, insti-
tutional and organizational contexts. A broad scoipthis monograph enables an
overview, analysis and evaluation of current treimdentrepreneurship research,
antecedents and potential effects that entreprehigubears on organizations and
economies. Its interdisciplinary approach and preseresearch findings from dif-
ferent parts of the world enrich our discussionuldmw does entrepreneurship
happen and what benefits, as well as threatsingi®ito societies. The chapters of
this monograph can serve to identify new avenuass#arch in entrepreneurship
research linking various forms of entrepreneurstiih socio-economic develop-
ment. The potential audience of this work includkshose who research entrepre-
neurship and work in relating fields of inquiry atmmbse who wish to know more
about entrepreneurship today: students, policy nsadeentrepreneurs. Hopefully
the content of this monograph will provide insgatto seek new enhanced solu-
tions in the area of socio-economic developmenedas entrepreneurship and
spark new research which will elevate our undedstanof how entrepreneurship
can improve the livelihood and prosperity of pegplganizations and countries.

The monograph came into being as a result of pr@etitled “Advancing
Research in Entrepreneurship in Global Contexttoated in the years 2015-2016
within the Polish Central Bank NBP economic edurafirogram and realized by
the Centre for Strategic and International Entrepueship and Department of En-
trepreneurship and Innovation at Cracow Universitfconomics. We cordially
thank all those who made this publication possiblgarticular all the authors for
their excellent contribution and reviewers for thiéne, commitment and valuable
suggestions.

Matgorzata Kosata
Maria Urbaniec
AgnieszkaZur

Krakow, September 2016
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Women's road to business success in the era
of equal opportunities policy

Monika Fabinska

University of Lod
Faculty of Management
Department of Entrepreneurship and Industrial Kolic
ul. Matejki 22/26, 90-237 L&d Poland
e-mail: fabinska@uni.lodz.pl

Abstract:

In the era of equal opportunities policy, the road to business susaismore time-consuming
and labour-intensive for women than it is for men. Numerous studiesiiadhat women are faced
with specific requirements concerning the enhancement of theiirraghanagement. However,
despite the existing procedural and legal solutions, women'ssattcéeadership positions is still
difficult. Analysing the situation in Poland, a change indit@ation of women in the labour market
after the accession to the European Union is practically tep#ble or insignificant, despite such
strongly emphasised equal opportunities policy, especially in praiedisanced by the Structural
Funds. The paper aims to answer the following questions: @f fattors hinder women's entre-
preneurial activity?, and (2) does the phenomenon of discrimination agaimen in the labour
market still exist despite the strongly emphasised, espeaftér 2004, principle of equal oppor-
tunities? The provision of answers to thus formulated questionprgasded by an analysis of
secondary sources and a CAWI study conducted on a sample of 353 Isaselected companies
from Lodz representing various sectors. The respondents in thyevatne women-entrepreneurs
or women occupying managerial/executive positions.

Keywords: entrepreneurial activity of women; equal opportunities policycstral funds
JEL codes:L25, L26

1. INTRODUCTION

In the era of equal opportunities policy, the réadusiness success is still more

time-consuming and labour-intensive for women thias for men. As shown by

numerous studies, women are faced with specifisirements concerning the en-

hancement of their role in management. Howevempitethe existing procedural

and legal solutions, women's access to leaderstsiigns is still difficult.
Research hypotheses assumed in this article dodi@ss:

H1: Women's entrepreneurial activity is limited prinfaby external factors.
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H2: In the era of the principle of equal opportunitidgere is still a phenomenon
of discrimination against women-entrepreneurs.

H3: The implementation of the principle of equal oppaities in projects co-fi-
nanced by the ESF and the ERDF in 2004-2013 catémblittle to the im-
provement of the situation of women in business.

The main objective of the study was to examinedihgation of women —
managers and entrepreneurs — and to identify tterfaof their professional suc-
cess. The study was divided into two phases. Iitsiephase, an analysis of sec-
ondary sources — studies on the situation of womdrusiness — was carried out,
clearly indicating that women's entrepreneuriakptal is not fully exploited due
primarily to: (1) the existing external barriersitiering women's managerial ca-
reers; (2) a low impact of the equal opportunifieBcy on the improvement of the
situation of women in management/business and;if@ally no change in the sit-
uation of women (a lack of improvement in the ditba of women in manage-
ment/business) as a result of the implementatidfoland since 2004 projects co-
financed by the ESF and the ERDF in which the pircmf equal opportunities is
crucial. In the second phase, the CAWI was caroigdon a sample of 353 ran-
domly selected enterprises from Lodz representargpus sectors.

In order to conduct the study, a questionnaireaiairtg 37 questions divided
into 6 thematic blocks and a personal profile faontaining 11 questions encom-
passing socio-demographic data characterisingethgondents were prepared. In
addition, a scenario of individual in-depth int&wi containing 6 questions was
developed. 21 women participated in the in-depirinews. The material obtained
from the interviews was used to develop recommeémaatfor the activation of
women aimed at starting entrepreneurial activity emprovide the description of
"good practices". The paper contains the analgdéted to 6 questions within the
following thematic blocks: 2 - determinants of medional success; 4: barriers to
managerial advancement and possible solutions,6amself-employment. State-
ments on stimulating entrepreneurial activity amgogng women made by the
respondents during the individual interviews wesedi

The respondents in the study were women-entrepremewomen in mana-
gerial/executive positions. The aim of the survegwo: (1) indicate stimulants and
barriers to conducting business activities and mameent of the enterprise/organ-
isational unit by women; (2) identify the path tmfessional success of women;
and (3) determine the impact of the principle afiagpportunities on the situation
of women in business. The study results confirnmedfindings of the analysis of
existing sources indicating the inhibition of wortseantrepreneurial activity by the
environment and its prevailing stereotypes. Attesrtptimprove the situation of
women in business, by means of educational progesnmformational and pro-
motional campaigns, as well as legislative solgjaic., should therefore be con-
tinued.
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2. FACTORS LIMITING WOMEN'S ENTREPRENEURIAL ACTIVITY
IN THE LIGHT OF INTERNATIONAL AND DOMESTIC RESEARCH

In the light of international studies, factors aetming women's decision to start
their own business can be divided into two groudesiings & Brush, 2013):

1. pull factors (independence, self-realisation, amdase in income);
2. push factors (dissatisfaction with work, flexibjliand family reasons, insuf-
ficient earnings).

Regrettably, in the case of women, push factorsyame likely to influence
the decision about starting their own company rathen the perception of market
opportunities and opportunities for personal gro(iAtansson, 2011).

In many countries, women face particular difficedtiin obtaining capital to
operate their business activity, e.g.: by additisaguirements for securing loans
(Avolio Alecchi & Radoveé-Markovi¢, 2012). At the same time, funding problems
are more often a reason for termination of busiaessity than in the case of men.
Moreover, women are more likely than men to feel fimar of failure in terms of
founding a company. It is common in all regionghe world. In addition, women
assess their skills and capabilities in businese megatively than men do. In many
countries, it is harder for women to start a bussngue to their lack of education —
the level of illiteracy is greater among womentHa group of people running their
own companies, women are more likely than men e liéfficulty with the devel-
opment of their businesses (Kelley, Brush, Greengtévsky, 2012).

The situation of women in developing countries witkv GDP per capita
should be also noted. The following factors constithe main barriers for women
from these countries in making the decision totdtagir own business (Wube,
2010):

1. Difficulties in establishing and running businesbgsvomen due to culture,
religion and traditions.

2. Difficulties experienced by women in obtaining fen run their own busi-
nesses in the form of bank loans and informal lo&im&ancial institutions re-
guire women to provide a higher collateral or tfifi@ion of loan agreements
also by a man. As a result, when setting up a copnpaomen are more likely
to use savings than loans (which excludes fronmtagket the women that do
not have savings). In addition, investors are ilg&sested in supporting com-
panies run by women.

3. Women have less business experience than men.isThmainly due to the
limited access of women to training in this field.

4.  Women have fewer business contacts, they do net kv to deal with gov-
ernment bureaucracy and have less bargaining pevidch limits their de-
velopment (the problem with access to new markegstd the lack of contacts
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and knowledge). Thus, they work on a smaller saatérarely enter into net-
work relations (which are mostly dominated by mad difficult to access by
women).

A lack of or limited access to technology due tack of funds. Public places
with the Internet access are not friendly to worbecause of the hours of
work and an environment not favourable to womemddeahey do not feel at
ease using modern technologies.

Legal and institutional barriers. Women have littzess to decision-makers
(experiencing problems with communication with paltadministration and
not receiving reliable information). Legal condit®reduce the possibility of
having resources or obtaining an inheritance by armm

Difficulties in reconciling business commitmentsdafamily obligations as
well as lower mobility of women.

Moreover, in developing countries, women's entne@ugial activity is very

often a result of necessity (no other options fpsut their households).
The following factors prompt Polish women to rurithown businesses
(Balcerzak-Paradowska et al., 2011; Kupczyk, 2009):

1. striving for independence and self-reliance (toditheir own fate);

2. striving to achieve higher income and financialdpendence;

3. opportunity for professional development;

4. negative experiences from paid employment;

5. favourable market conditions;

6. the threat of unemployment.

Other factors — stimulants of entrepreneurial @gtiof Polish women — in-
clude:

1. economic factors associated with an increase imethed of wealth of the so-
ciety, contributing to the development of serviegsch constitute space for
women's entrepreneurship;

2. cultural factors associated with the perceptiowoifen as entrepreneurs;

3. institutional and demographic factors, such agtéife rate.

The barriers — de-stimulating entrepreneurial @gtiof Polish women — in-
clude:

1. barriers in access to financing;

2. alack of entrepreneurial skills;

3. cultural barriers: lower self-esteem, less faitsucess, a greater fear of fail-
ure, a lack of self-confidence and faith in thesefiveness of the objectives
of the organisation;

4. educational barriers (a lack of information andwteaige on how to start, run
and successfully develop one's own company);

5. traditional socialisation (strengthening the triadial division of social roles
by gender), the difficulty of reconciling work attte role of the wife/mother;

6. institutional barriers, such as poor access talchiie.
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Thus, comparing the results of analyses of natiandlinternational research
on stimulants and destimulants of women's entrepnéal activity, one can con-
clude that depending on the level of economic dgreknt, their decisions are
guided either by pull or push factors. Hence, inali@ping countries with lower
GDP per capita, push factors dominate and additiotieere is a lack of other al-
ternatives for women to provide the minimum sulesise level for themselves and
their families. In developing countries with high@DP per capita, one can talk
about the combination of these two groups withedpminance of pull factors. In
developed countries pull factors dominate.

According to a study carried out in 2015 on a groftiB53 respondents from
Lodz}, the main determinants of setting up one's owrnless included: striving
for independence — independence in decision-mgl@8go of the respondents) as
well as the desire to achieve higher income/finanicidependence (18% of the
respondents). Unfortunately, the factor associaittthe ease of obtaining financ-
ing for new and growing businesses was identifiedespondents as marginal (2%
of the respondents) (Figure 1). Such a distributiforesponses may be due to either
ignorance of the available programmes for new ao@vipg businesses (a lack of
interest on the part of the respondents or a wroathod of information provision
and promotion used by institutions that provide #inhd of support) or complicated
procedures for obtaining support for new or devigigpusinesses run/managed by
women.

The barrier to making the decision about takingenfrepreneurial activity
most frequently mentioned by the respondents wasaitk of self-confidence/the
fear of failure (24.07% of the respondents) andldek& of their own financial re-
sources (18.17% of the respondents). Other destimsibf women's entrepreneur-
ship included, among others: the tax system, stoomgpetition in the market and
difficulties in finding customers. Importantly, salically the respondents indi-
cated a lack of support from family as a factot tanstituted a barrier to making
the decision to start their own business (Figure 2)

In terms of barriers that the respondents had &wamme on the way to their
present professional positions, the following hiid first three positions in the
ranking: difficulties in reconciling work and familife (30% of the respondents),
the lack of self-confidence/the fear of taking sigk8% of the respondents) and the
stereotype indicating that men are better mangd86% of the respondents). In the
minority were the respondents who pointed to actaht attitude to motherhood
on the part of their superiors (only 3% of the mrggents), or the lack of support
from family and the blocking of opportunities falopnotion by men/women occu-
pying senior positions (4% of the respondents)aaddys to their professional de-
velopment (Figure 3).

! The study was conducted in 2015 in the framewdthe project entitled “Kobieta w biznesie. Suk&ebiet na
t6dzkim rynku pracy” (“A woman In business. Womesigccess in the Ladabour market“) coordinated by the
Regional Labour Office in Lodz in cooperation wiltie Centre of Excellence for Teacher Training andational
Education as well as Agency for Economic and StesisAnalysis “Anstat”.



16 Monika Fabinska

other M 1%

ease of obtaining financing for new and growi
businesses rﬁ 2%

need to take over the family busine$Sill 2%

easier reconciliation of professional and fami
0,
obligations h 5%

threat of unemployment/lack of oth
employment opportunities e_ 7%

opportunity to test oneself in a new role, acqw_ 79
new experience 9

negative experiences connected with pab 8%
employment °

desire to take advantage of favourab_ 8%

conditions in the market/industry

convenient working hours/possibility to mana_ 8%
one's time 0

possibility of performing the work related t_ 10%
one's skills/qualifications ?

desire to achieve higher mcome/fmanm_ 18%

independence

striving for independence - |ndependence_ 23%

decision-making

Figure 1. Factors encouraging women to become entrepreneurs
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).

other I 0.62%
fear of dishonest contractor§lll 2.64%

lack of support from family Il 2.95%

administrative barriers (onerous dealings with publi 0
administrations) Pl 4.07%

frequent changes in legislatiofilllll 6.06%

unlimited working hours/work lasting more than
Hiriniy B 665%

lack of access to financial resourcESHEN 6.83%
difficulties with finding customers N 7.14%
strong market competition N 9.63%
tax system N 10.25%
lack of one's own financial resourccSHIIIINENE 1817%
lack of self-confidence/fear of failurc I 24.07%
Figure 2. Factors inhibiting women's decision to undertake economic activity

Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).



Women's road to business success in the era of equal opportunities policy 17

other [l 2%
reluctant attitudes of superiors to motherho@@ll 3%

no response Il 3%

blocking opportunities for promotion by wome o
occupying senior positions _ 4%

blocking opportunities for promotion by me o
occupying senior positions _ 4%

lack of support from family [l 4%

higher expectations of women in terms of the'_ 9%
qualifications and achievements 0

lack of flexible working hours [N 11%
stereotype indicating that men are better manadeiSll 13%
lack of self-confidence/fear of taking riskSHIINEGEGGN 18%
difficulties in reconciling family and professional lif SIS 30%

Figure 3.Barriers to women's professional career
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).

3. THE POLICY ON THE EQUALISATION OF OPPORTUNITIES
FOR PROFESSIONAL DEVELOPMENT IN THE CONTEXT
OF GENDER IN THE LIGHT OF INTERNATIONAL
AND NATIONAL RESEARCH

In the framework of the policy on the equalisation of opportunities for professional
development in the context of gender, there are two basic types of action taken:

1. Financial — providing funds dedicated to women.

2. Non-financial — providing various forms of support for women in the form of
training, consulting, mentoring and access to international cooperation net-
works.

In developing countries with lower GDP per capita, reforms of financial poli-
cies and regulatory frameworks are still necessary to increase women's access to
external capital and enable them to run their own economic activities.

At the European Union level, the framework strategy on gender equality is
one of good practices in the policy of equalisation of opportunities for professional
development in the context of gender (Kupczyk, 2009). It is a programme to pro-
mote equality between men and women by coordinating and funding of horizontal
initiatives in the field of: (1) providing support for national organisations dealing
with equalisation of opportunities, (2) providing equal access to training, vocational
education etc., (3) increasing women's participation in the labour market through
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the use of resources under the ESF for the expansion of services offering childcare
and care for dependent adults.

Other good practices in the framework of the policy of equalisation of oppor-
tunities for professional development in the context of gender in the European Un-
ion can be divided into three types of initiatives (Beltran & Ursa, 2006; Kupczyk,
2009):

1. Legislative —regulations on the equalisation of opportunities for women in the
labour market (quotas).

2. Institutional — centres/committees supporting professional activity of women
and supervising the observance of the principle of equal opportunities in the
labour market.

3. Information and training — integrated educational and information systems ad-
dressed to women and supporting their entrepreneurship.

The good practices indicated in the framework of the policy for the equalisa-
tion of opportunities for professional development in the context of gender are at
the same time the demands listed by the surveyed Polish women who indicated the
following solutions which might help in the development of entrepreneurship
among women (Balcerzak-Paradowska et al., 2011):

1. Lower taxes and contributions (labour costs).

2. Increased access to capital (an effective system of obtaining assistance for the
development of enterprises, expanding a network of consultation centres).

3. The development of care for young children and better access to technical in-

frastructure (increased employers' interest in the development of the network

of care providers as well as providers of educational, recreational and sports

services for children and adolescents).

Simplified procedures (easier and shorter).

A better social image of women-entrepreneurs (actions taken to change stere-

otypes about perceiving the roles of men and women and the development of

partnership relations in the family, promoting the partnership-based model of

the family).

The promotion of research and development.

Customised support for women-entrepreneurs (coaching, mentoring) and in-

dividualised school education for women (developing characteristics and

forming appropriate attitudes favourable to women's entrepreneurship).

According to the study conducted, the opinions of the respondents on the man-
ifestations of unequal treatment of women in the workplace were divided. Thus,
34% of the respondents answered that they had not heard of such cases, while 32%
indicated that they had personally not experienced it but had heard of such cases
from their friends. However, the analysis of the total value of the responses regard-
ing the lack of this phenomenon or its occurrence, whether directly experienced or
encountered in the environment, indicates that the majority, i.e. 60% of the respond-
ents, have encountered personally or not manifestations of unequal treatment of
women in the workplace. This was primarily manifested in lower wages of women

ok

No
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compared with men (20% of the respondents), voicing the views of referring to
gender stereotypes (14% of the respondents) and passing women over for promo-
tions (11% of the respondents) (Figure 4).

other Ml 1%
delivering opinions referring to gender stereotypESill 3%
assigning women less ambitious professional taSkSlll 5%

passing women over in the allocation of bonuSESHIE 8%

showing a lack of understanding of problems/fami
commitments only in the case of women _ p

passing women over for promotiofilll 9%

higher expectations o\tv\(/)vr(IJ(men in terms of quality _ 10%

passing women over for participation i_ 10%
trainings/courses 0

showing a lack of manners exclusively towar_ 11%
women 0

overburdening women with professional dutiéSHEEEEEN 14%

lower pay of women compared with me il N 20%

Figure 4. Unequal treatment of women in the workplace manifested
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6édzkim rynku pracy” (n=353).

The surveyed women also voiced their opinions on the methods of the equal-
isation of opportunities for professional development in the context of gender that
companies and the government could introduce.

Among the demands concerning the actions that companies should take in
terms of the equalisation of opportunities for professional development in the con-
text of gender, the most frequently mentioned by the respondents was the demand
regarding the establishment of nurseries and kindergartens attached to their work-
place (19% of the respondents). The women surveyed deemed important also the
activities related to the organisation of trainings improving vocational qualifica-
tions of women (16% of the respondents) and the introduction of flexible working
hours, including managerial positions (16% of the respondents) (Figure 5).

In terms of means to support the policy of equal opportunities for professional
development in Poland in the context of gender, the respondents' demands were
consistent with the actions that should be taken by companies. For the surveyed
women, the improvement in the access to nurseries and kindergartens (22% of the
respondents) ranked first. The next positions in the ranking were occupied ex aequo
by: organising free-of-charge trainings raising professional qualifications of
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other [l 1%
no such need Jllll 3%
mentoring or coaching conducted by experienc_ 8%
women-managers ?
organising workshops aimed at strengthening the s_ 11%
esteem of women 0
promoting cooperation and communication of wom_ 120
in the company/mutual exchange of experience !
offering part-time work [ NN 13%
introduction of flexible working time, also |r_ 16%

managerial positions
organising trainings raising profession_ 16%
qualifications of women 0
establishing nurseries and kindergartens in _ 19%

workplace

Figure 5. Means of the equalisation of opportunities for professional development in the
context of gender recommended to companies
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na tédzkim rynku pracy” (n=353).

others | 1%
no such needfl 2%

introduction of a quota systenill 4%

creating a web portal disseminating information on how to obtain funds f

0,
activities aimed at ensuring the equalisation of opportunities in the labour m: 7%

public awareness campaigns to promote the partnership model of marrh 13%
activating men to fulfil family roles and participate in upbringing of childr 0

promoting positive examples of women's professional activity and profil o
successful women - the so-called good practices 6_ 7%

launching assistance programmes for mothers returning to the labour niSikeull 17%
organising free-of-charge trainings raising professional qualifications of wolfiCHlE 17%

improving access to nurseries and kindergart§iSI 22%

Figure 6. Recommended solutions for the support of the equal opportunities policy for
professional development in Poland in the context of gender

Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).
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women; launching assistance programmes for mothers returning to the labour mar-
ket; promoting positive examples of women's professional activity and profiles of
successful women — the so-called good practices (17% of the respondents in each
case) (Figure 6).

4. SUPPORT IN THE FRAMEWORK OF THE EU FUNDS
AND THE SITUATION OF WOMEN IN THE LABOUR MARKET

According to studies carried out at the EU level, still fewer women than men benefit
from support under the Structural Funds, especially in terms of support for estab-
lishing and developing economic activities (Beltran & Ursa, 2006).

National studies indicate that women's opinions (n = 400) concerning the im-
provement of the situation in the context of the use of EU funds are divided. Thus,
26% of the respondents noticed a significant improvement in the situation of
women in management, and another 22% said that the situation had improved only
slightly. On the other hand, 25% of the respondents felt that “women continue to
be discriminated against, and their access to positions is more difficult, they earn
less and are promoted more slowly. Women at the medium levels of management
feel most strongly discriminated against. The largest group of women who perceive
some improvement in the situation are company owners/co-owners” (Kupczyk
2009, pp. 81-82).

= | do not know
yes, in the 2004 8%
— 2006 period
10%

Figure 7. The percentage of businesses run by women benefiting from the support of the
European Union funds
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).

What is disturbing in the research conducted is the fact that most of the women
surveyed have not benefited from the support of the European Union funds (54%
of the respondents) (Figure 7). However, compared to the first period of assistance
(2004-2006, after Poland's accession to the European Union), the share of the use
of the EU funds in the next programming periods (after 2006) increased (10% of
the respondents declared their participation in the 2004-2006 programmes and 28%
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indicated the use of that assistance after 2006). Therefore, it can be concluded that
awareness of the opportunities associated with the support provided by the EU
funds is increasing (this may be partly due to the appropriate promotional and in-
formational campaign), and the ability of the respondents to use this kind of support
is growing (which can be a result of appropriate training and consulting pro-
grammes).

Due to the nature of the support from which the respondents benefited, both
in 2004-2006 and in 2007-2013, most of the responses were related to the assistance
for the purchase of tangible assets (35.94% of the respondents and 36.26% of the
respondents respectively). The women surveyed indicated training next in the rank-
ing. In this case, the share of the respondents benefiting from this form of assistance
in 2007-2013 fell compared to the first programming period 2004-2006 (from
34.38% to 28.57% of the responses). However, the share in the use of the support
for the implementation of innovations increased (from 10.94% to 13.19% of the
responses) (Figure 8). That result may be due to a change of emphasis in terms of
the areas covered by the assistance, i.e. the transition from the support focused on
basic company operations to the support for innovativeness of companies.

assistance in the implementation of innovati-oéi'&)g%
assistance in purchasing tangible ass|
assistance in starting a busine-m}/?'gg%
consulting services- iggg%’
tainings | e 34 38

W 2007 - 2013 ™ 2004 - 2006

36.26%
35.94%

Figure 8. The forms of the EU support used by companies managed by women since
2004
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).

A large number of the surveyed women did not see the connection between
the situation of women in the labour market and the use of the EU funds (45% of
the respondents). Only 17% of the respondents indicated that there had been a sig-
nificant improvement, and 19% that there had been a slight improvement in the
situation of women in the labour market associated with the use of the EU funds
(Figure 9). Such a distribution of the responses provided by the women surveyed
can be caused, among others, by: a lack of awareness of the impact that projects
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implemented may have on the situation of women, low awareness of the main ob-
jectives of the principle of equal opportunities in the context of gender and oppor-
tunities for conducting activities in accordance with the equality principle among
project designers and institutions responsible for the implementation of these pro-
grammes.

the situation has not changefll 2%
no opinion [ 17%
yes, there has been a significant improveméRUE 17%
yes, there has been a slight improvemdRU 19%
| see no relationship between the position of won_ 45%
and the use of the EU funds

Figure 9. Changes in the situation of women in the labour market, including management,
through the use of the European Union funds available since 2004
Source: own compilation based on the study carried out in the framework of the project entitled
“Kobieta w biznesie. Sukces kobiet na t6dzkim rynku pracy” (n=353).

5. CONCLUSIONS

Analysing the results of research and reviewing national and international litera-
ture, it can be concluded that in countries/regions where the GDP per capita rises,
differences regarding issues related to stimulants and destimulants of the “femi-
nine” and “masculine” entrepreneurship become slowly blurred. Owners of
MSMEs have similar hopes, expectations and concerns, face similar institutional
barriers and economic fluctuations. Cultural norms that do not see women as com-
pany owners become a thing of the past and women-entrepreneurs do not signal
any major concerns in terms of the challenges they face. The next generation of
women is characterised by great openness to changes and willingness to take risks.
Similarly to men, they perceive the personal qualities that facilitate entrepreneur-
ship: industriousness, patience, creativity and innovativeness. Women's knowledge
about entrepreneurship is equal to men's. There are also gradual changes in the
family model towards the partnership-based model.

Still, however, due to the fact that the situation of equality between men and
women engaged in business/managing companies/teams has not reached its “opti-
mum” yet, it is necessary to take action to achieve it in the form of:

1. Ensuring better functioning of the existing laws — taking measures to inform
and raise awareness how to implement legislation in the field of equal oppor-
tunities policy in practice (e.g.: by promoting the exchange of good practices
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in the indicated area, organising appropriate training programmes and infor-
mation campaigns to strengthen the role of women in management/running
their own business). In order to encourage and motivate women (graduates of
various types of schools) to start business activity, schools should introduce
workshops/trainings (at the stage of early childhood education) which would
help women overcome their own weaknesses and believe that they are able to
run their own businesses in the future. Workshops and seminars on building
women's confidence about their own self-worth, not lower than men's, in re-
lation to taking on managerial roles should be organised.

2. Developing by the state in collaboration with business companies the care and
educational system, as well as recreational and sports services for children and
adolescents. In addition, school classes providing demonstrations (e.g.: in
a form of workshops) in the area of partnership-based family planning or the
division of responsibilities in order to reconcile family and professional life
should be introduced.

3. Creating possibilities for shortened/flexible working time or remote work for
women. Among flexible forms of work organisation, teleworking can play
a significant role in professional activation of women. This is mainly due to
the possibility of performing this work in the recently rapidly developing oc-
cupations related to the IT, financial, commercial, legal and human resources
areas. Studies show that women are increasingly better educated and often
work in the indicated areas.

In addition, due to the fact that the current 2014-2020 programming perspec-
tive (especially the Regional Operational Programmes) provides an opportunity to
implement solutions that were requested by the women patrticipating in the study
(e.g.: increased access to childcare and educational infrastructure; capital for busi-
ness start-ups, training and consulting services dedicated to women), all possible
dissemination, training and consulting actions should be taken to fully exploit the
existing opportunities (to increase the proportion of female applicants successfully
applying for the assistance from the new perspective programme 2014-2020).
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Abstract:

Existing results suggest that entrepreneurs vary considerablgiirintentions to grow their busi-
nesses; that men have more success in pursing growth than womemv@stgations on entre-
preneurship also suggest female business owners might delibetadebe to keep their business
from growing. However, these studies have been conducted in developédesoliversity in
context and theories could vary by gender, business sectorggindsr of the world. Scholars
maintain that feminist perspectives theories are necessprgtide some insights in understand-
ing the phenomena. The goal of this paper is to analyse resiegiogs on the growth aspirations
of the female entrepreneurs and offer alternative views ofrstaaeling, by employing feminist
theories, in explaining why women behave differently in tadaptation of reduced growth inten-
tions. In an attempt to understand the tendencies that mightleaduced growth intentions in
female entrepreneurship, literature was extensively reviewefkroale entrepreneurship and
growth intentions. The study uses a desk-based approach to datdi@ollAn overview of the
main issues concerning female entrepreneurs growth intentions enfeeisThe conclusions
drawn from the literature provide foundations for policy measursstiag women to overcome
their low growth aspirations and measures required to encourage wogrenvttheir businesses.
The paper identifies research gaps that continue to exishaddeentrepreneurs growth intentions
research with the aim of encouraging further research itfi¢tds

Keywords: female entrepreneurs; growth intentions; feminist theories
JEL codes D24, J7, J24, O1, L26

1. INTRODUCTION

Research in OECD countries consistently showsjtimagrowth in the entrepre-
neurial sector is higher than for established (cmafe) organizations. Implicitly,
women play a significant part of this activity; eet business statistics identify
women as the drivers of economic growth in manghefworld’s economies (Min-
niti et al, 2005). It is undisputable that when more womenkweconomies grow;
women’s economic activity, managerial and entrepueial activity have a signif-
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icant impact on economic growth and prosperity BaldEntrepreneurship Moni-
tor, 2004). Countries with high total entreprenalidctivity rates are associated
with high female entrepreneurial activity rates ifvaul & Thurik, 2004).

Since the 1970s and 1980s, there has been gromigrgst in studying women
entrepreneurs mostly from United States and Caaadaresult of the high growth
in the number of enterprises created by women @teiti987). The Center for
Women'’s Business Research (2006) of the UniteceStafifers some insights on
the estimates of the impact of women enterprisethereconomy of the United
States. Women'’s enterprises contribute 1.9 miltlottars in annual sales and hire
12.8 million people. Majority of women-owned firresnploy 9.2 million workers
and generates 1.2 trillion dollars in sales revenidational Women’s Business
Council, 2004). Estimates of the total cost of sataand wages in women'’s enter-
prises was 546 billion dollars in 2006. Between7.88d 2006 women'’s enterprises
grew twice as fast as other enterprises (42.2%8e28.3%) in United States. In-
terestingly, in a more recent statistics self-empptbfemales in Canada increased
from 513 300 to 953 000 between 1987-2011. The imcrease of 85 %. In a sim-
ilar manner, in the U.S. female owned firms wereénested to have reached 7.8
million in 2007, representing 28% of the total nianbf companies across the na-
tion.

Some investigations show the prevalence rates roélie entrepreneurship
tend to be relatively higher in developing thandeveloped countries (Minniti
& Naude, 2010). For instance studies in femaleegmémeurship in Latin America
and Caribbean countries found very high rates wiafe entrepreneurship in the
poorest region estimated to be up to 35% in PelabdbEntrepreneurship Monitor
(GEM) (2010) established that Ghana is the onlyneoty with more female than
male in entrepreneurship, where women conduct 56@#iepreneurial activity.
This broad observation simply implies that womea ianportant for growth and
entrepreneurship. However, in other areas of thedwew female entrepreneurs
have indicated their aspiration to grow even whegythave the abilities and
knowledge (Minniti & Naude, 2010). Taking into aced the potential role of
women entrepreneurs in generating economic gramghstigating the relationship
between female entrepreneurs and growth intenseesns to be highly recom-
mended.

The aim of the paper is to explore female entreguweship and in particular
to understand the complexities that are relatagdaced growth intentions of fe-
male entrepreneurs. The research is explorataorgture and has used a desk-based
approach to data collection. Initially an overviefithe issues concerning gender,
entrepreneurship and female growth intentions eagewed mostly from devel-
oped countries. However to have a more roundedgeetise, research regarding
developing countries was also reviewed. The ferniiberal and social theories
were employed to provide an alternative perspeciverhy women behave differ-
ently in their adaptation of growth objectives. awer further provides directions
for further research, identifying the research gapd provides recommendations
for policy making.
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2. OVERVIEW OF RESEARCH LITERATURE

Growth of enterprises is generally perceived agyaificant measure of success
and a key driver to the creation of wealth, emplegirand economic development
in every country (Bosmat al., 2000). Dobbs and Hamilton (2007) asserted that
growth is closely related to the creation of johd ¢éhat rapidly growing small en-
terprises create employment opportunities in spciehich is vital for the success
of the economy. Women entrepreneurs make a suladtemntribution to national
economic growth by their participation in entregerism especially in high
growth business, which boost the economies of masbns. Previous studies on
growth of entrepreneurial firms have mostly focusadhe entrepreneur’s motives
towards growth (Davidssoet al., 2010) and literature on entrepreneur’'s growth
intention mostly directed on individuals and gragustudents intent to start busi-
nesses (Fatoki, 2013). This study includes femthisbry in this academic debate.

2.1. ENTREPRENEURSHIP AND GENDER

Ahl (2006) identifies that financial growth wittsitnferred and expected contribu-
tion is the single most common rationale of entepurship, and that entrepre-
neurship research is thus legitimized in the bissim®ad economic literatures. How-
ever the enactment of entrepreneurship as grovigmied behaviour is culturally
masculine specifically tied to particular forms rofsculinity (Gallowayet al,
2015). Different authors have identified mascukgizapproach most often taken in
studies of entrepreneurship (Petterson, 2004 httepreneurship requires the pur-
suit of growth then, successful entrepreneurshiptrba defined as business activ-
ity that has resulted in growth (Galloweatyal, 2015). However, this overwhelming
direction on firm growth does not reflect most Im@sis activity as it occurs in real-
ity. Not only it ignores the diversity of businégsghe real world (Hamilton, 2006;
Morris et al, 2006), but it also does not correspond with ttagonity of business
experience, as most businesses are not growthtedi¢Ahl, 2006).

Furthermore, entrepreneurship understood as awmidudilized, growth-ori-
ented activity marginalizes other ways in whichrepteneurship is enacted (Ahl
& Marlow, 2012; Petterson, 2004). It also limitdrepreneurship as a concept by
limiting constructions of the entrepreneur desthitefact that most businesses are
created and operated by partners or teams, aratinnf most countries the most
common business model is family owned enterprisei¢ker, 1995). In spite of
this, the “Entrepreneur” prevails as a construgtaomd has become normalized as
male, he is the man who creates growth firm or viadls an organization to fi-
nancial growth (Franco & Matos, 2013).

2.2. FEMALE ENTREPRENEUR’S CHARACTERISTICS

Given the important role of female entrepreneuid teir enterprises, it is note-
worthy to understand female entrepreneurs chaistitsras well as the motiva-
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tions behind their entrepreneurial activity, forragch as it has been emphasized
the success of an enterprise depends on the perisitiatives to create a viable
business (Mitchell, 2004). Hisrich and Brush (198&pblished that women-owned
enterprises are more dissimilar than similar teséhowned by men. They showed
that women and men entrepreneurs have similar palites and background, ex-
cept for the fact that most women are older whewy get involved in an entrepre-
neurial venture: 35 to 45 years old instead of 25/8ars old in the case of men.
There are differences, however, in their motivatjcime process of starting their
enterprises, their administrative and entrepreaégkills and professional back-
ground as well as the problems they face.

Brush (1992) observed that differences between matefemale business
owners have been found in educational and occupatlmackground motivations
for business ownership, business goals, businesglyand approaches to business
creation. Other researchers have noted fundam&nidarities between male and
female entrepreneurs, most notably in terms ofrkeyives, such as the desire for
independence or self-achievement or the tendenlcgte an internal locus of con-
trol (Sarri & Trihopoulou, 2005). The most notewnrtdifference is that female
entrepreneurs may tend to face different domestialfel to their entrepreneurial
activity. Despite their role as business owners amilepreneurs, they are more
likely to be “the primary parent, emotional nurtuaed house keeper” (Unger and
Crawford, 1992, p. 474). Thus in most cultures geam entrepreneur is not an
excuse for being relieved of her domestic respditgb (Goffee & Scase, 1985).
Maybe that is why women business tends to be smalith less capital, has lower
revenues and fewer employees and resides in lowét mdustries (Bird, 1989).

Zapalska (1997) studied women entrepreneurs imBaad found that they
are significantly different to men in important dinsions; therefore they require
assistance, plans especially developed for theitiBp needs. She found that there
are significant differences in obstacles they fdbe, reasons they have to start
a business, their goals and the factors they censitportant for success.

Findings regarding to three countries (in Afridafhiopia, Tanzania and Zam-
bia, noted that majority of the female entrepreaauere pushed into business as
a ‘no choice’ option for escaping from poverty (4lge& Associates, 2002). This
category of entrepreneurs is also referred agyifegntrepreneurs (OECD, 1998).
Much of the evidence supports the view that theonitgjof women in business are
seen to be engaged as micro entrepreneurs andjcemsly have become the ste-
reotype women entrepreneurs as observed in regfofdfica (Richardsoret al,
2004). Mitchell (2004) studied the motivation of men entrepreneurs in South
Africa and established that starting an entergnigelves a significant amount of
risk and effort for an entrepreneur. For women, éaav, the risk is higher because
they have problems related to the enterprisesthieytalso have to solve the prob-
lems of being a woman in society dominated by niconcludes and suggests
that modern research studies indicate that womem diferent problems to men
entrepreneurs and that it is an imperative thateebunderstanding of women en-
trepreneurs and the specific constrains they fastarting and operating a business
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is made, so as to develop appropriate assistangggms and policies. It is how-

ever argued that most of the knowledge on entreyréal activity is based on stud-

ies about men entrepreneurs (Hisrich & Brush, 1988t theories on creation of

organizations have been generalized and testedesnantrepreneurs, for men,
these approaches do not necessarily reflect wonpeatesses and organizational
styles because women and men manage their enterpridifferent ways, they use
different strategies and organizational structures.

3. THE FEMALE ENTREPRENEURS GROWTH INTENTIONS

Growth of a business is widely recognized as aaghand most business owners
choose not to grow (Wkilund & Shepherd, 2003). Gosely, the intentions of the
entrepreneur have been identified as “being theepreneur’s goals or aspirations
for growth trajectory, he/she would like the veettw follow” (Dutta & Thornhill,
2008). The distinction between the actual growtla dusiness and growth inten-
tions according to Toivoneet al. (2006) are that intentions are only one of the
fundamentals for small business growth. Given itpeificance of growth intention
in entrepreneurship and small businesses, the ipofsgrowth is a deliberate indi-
vidual decision of the entrepreneur, which depamats his/her perceived oppor-
tunities, skills and the entrepreneur’s willingnéssio so (Wiklund & Shepherd,
2003). So, it is possible to describe growth irtenas a combination of what en-
trepreneur wants with what is possible given tligcat resources and skills of the
entrepreneur and available opportunities (Terjé&&zerb, 2008).

However, while some entrepreneurs are determingobi@ their business into
larger businesses and attain substantial growtmghe Vanzyl, 2014), some
small business-owners don't aspire to grow or tikeljberately refrain from pur-
suing growth (Gundry & Welsch, 2001; Wiklund, Dasédn, & Delmer, 2003).
Sexton (1989) was of the view that growth of a v@nture does not occur natu-
rally but instead is determined by the owner oftibsiness. Those in control of the
firm may initiate, foster, nurture or prune growthaccordance with their own
prosperity for growth as the degree to which heftsire obtain resources and de-
velop the organization. Sexton (1989) further defipropensity for growth as an
entrepreneur’s intent to expand the organizatiad,the ability to manage growth
as the degree to which he/she can obtain resoarmkslevelop the organization
Many studies indicated that men are assumed tosweess in this regards (Lerner
et al, 1997; Still & Timms, 2000).

Some studies, mentioned women to be less effeictigiowing sales turnover
and profitability and with deliberate reduced growitentions (CIiff, 1998; Fasci
& Valdez, 1998), and that “women start and opevatgtures that grow at a lower
rate than those of men” (Hisrich and Brush, 19Bd)estigations on women-owned
enterprises suggest that female business ownealsedskly choose to keep their
businesses small (Goffee & Scase, 1985; Lee-Gos4€I90) or have conservative
growth expectations (Chaganti, 1986; Lee-Goss&®90). Some studies suggest
that expansion is at least partially determinecebirepreneur’s motivations and
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intentions (Bird, 1989; Sexton, 1989; Kolvereid929Cooper, 1993). Some schol-
ars established that women are less likely to ddsirgrow their business since
expansion may interfere with other aspects of thes (Cliff, 1998), while others
argued that women in running their business wouwldwish the interest of their
immediate family conflict with the interest of thdiusiness (Carter & Cannon,
1992).

Some of these views are considered as negativeonasptions concerning
women entrepreneurs (Brushal, 2004) as some women entrepreneurs are por-
trayed as favouring life-style businesses, balaneiark and family or seeking op-
portunities to supplement household income. Whiteoresearchers asserted that
female entrepreneurs tend to be sole owners arelleas managerial experience,
lack self-confidence in their enterprises (Hisi#&Brush, 1983; Birley, 1989), and
their businesses are smaller on average, bothrirstef sales, revenues, number of
employees and resides in lower-profit industriessitoccoet al, 1991; Bird,
1989), What is more, women-owned enterprises aeddscribed to be especially
affected by conflicts between the home and faméijndnds which may advertently
have implications on the growth of their busine&s®eret al, 1990).

Several authors observed that differences also legisreen male and female
business owners in educational and occupation&ignaand, motivations for busi-
ness ownership, business goals, business growtagprdaches to business crea-
tion (Brush, 1992; Welter, Smallbone & Isakova, @00hese differing observa-
tions and misconceptions concerning women entrgpirsimay lead to tendencies
in ventures that might reduce their growth prospddbwever, studies comparing
the performance of male and female owned firms Imoted some obstacles that
are specifically experienced by females. Some @$drhindrances are attributable
to the complexity of small business itself rathieart the gender-based factors
women face to enterprise growth and some are $pabyfself-imposed by culture
(Morris et al, 2006). The prominent reasons are associateddi¥ftbulties in ac-
cessing and obtaining institutional or venture tdpmue to negative perception.
Women are assumed to be less focused and lackitteefdr success in business
than their male counterparts (Brush, 1992). Suchgptions directed at women-
owned ventures as, women are not as good in l¢gademsd management of large-
scale ventures, and other generalized gender-lpesedptions, can make it diffi-
cult for women-owned ventures to obtain growth tdgMorriset al.,2006). How-
ever, Brustet al, (2004), opined that these perceptions are dtiery to the way
that data about women-owned ventures is presemigdhat the fact that women
are later entrants to the entrepreneurial gameiddisand Brush (1984) and Scott
(1986) asserted that gender stereotypes alongliwiifed access to networks and
mentoring may create barriers to effectively rumuainess (Still & Timms, 2000).
Some studies also have shown that cultural impagé@ddes regarding gender re-
main constraining barriers for women in achievimguficial rewards and status in
business (Calast al, 1992). Some scholars observed that female eetreprs
find time with family as primary and ventures weoenetimes specifically founded
to allow for more quality time with family (Gund& Welsch, 2001), attempted to
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maintain equilibrium between economic goals sucprafit and growth and non-
economic goals such as personal fulfilment andihglpthers (Brush, 1992). These
are all empirical studies, which offer insightsoirtifferent situational variations
that consistently bother the female entrepreneurstarting and operating busi-
nesses. However, scarcities of other comparatiwestigations do exist. Although
these studies make up a consideration on litesitniréemale entrepreneurs, it is
also important to note that there is virtually mopérical research on women in
growth enterprises in Africa, or if any researcls ra some way assess women
enterprises similarity or it difference from thataded by male.

Few perspectives that are known on female busm&ssrs in most develop-
ing countries like Africa are that most women do Imave the same opportunity as
men in job acquisitions, business contacts, andppities to accumulate savings
as men. In spite of all development and organimatiactivities in favour of women
over the past years, gender gap in women’s equaitynot narrowed very much.
The nature and scale of an enterprise growth amdlg@ment is influenced and
shaped by a range of traditional norms that areeglsidd in social, cultural and
economic context (Richardsem al, 2004). The prevailing social norms affect the
ability of women-owned enterprises to function ayjrdw bigger like the male-
dominated businesses do. These challenges with otheys are rooted on the so-
cialization processes for both sexes (Black, 1988) this one way or the other
influences the kind of economic activities that vammfind themselves. For instance
women in Ghana are perceived as homemakers arefdrercared and reared for
home and childcare. This contributes to their l@if-esteem. These factors and
others tend to diminish the importance of womeriraipn economically and so-
cially. Consequently, these impact on women’s @niges negatively in varying
degrees.

In view of the fact that, findings and theories htigot be totally applicable
to all varied contexts, distinct differences existween developed and developing
countries regarding female entrepreneurs and ginewth intentions. Studies have
found that the rate at which women are forming apdrating indigenous, micro
and small businesses has increased in developingtregs (Richardsoret al,
2004; Minniti & Naude, 2010). The few studies thatre recorded from developing
countries like Africa, these studies apply smaithpke and there is no way of know-
ing to what extent their findings reflect the ouepattern of women’s entrepre-
neurship. Given the important role of women as awoévarious micro- and small
business enterprises in developing countries (Rilstwaet al, 2004) an attempt to
identify their varying growth needs and its conisiia will be particularly im-
portant.

4. FEMINISM THEORIES

In explaining the systematic differences why fenal&repreneurs adopt a reduced
growth intention and the smaller size of their basses we employ two theoretical
perspectives, consistent with Holmquist and Suri@@02). These are the liberal
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and social feminism to explain why women behaviedehtly in adaptation of the
varying degree of growth aspirations. First, soof®tars maintain that gender the-
ory and feminist perspectives are necessary torstad® this phenomena. Sec-
ondly, others argued that differences and simitaribetween men and women
should be considered within the conventional themorelating to entrepreneurship
research field. Holmquist and Sundin (2002) coneltidit contributions from both
perspectives are needed to provide insights behggk imbalances of gender and
entrepreneurship. Feminist theoretical perspectideliress the questions of
women’s subordination to men, how it arose, howwahy it is perpetuated, how
it might be changed and what life would be likehsitt it. Each perspective of the
theories (social and liberal) offers differing view

The liberal feminist theory according to Fisckéal.(1993), asserted that the
liberal feminist tradition goes back to feminisngarliest days (the first wave of
feminism) and argues for the necessity of sociaknein order to give women the
same status and opportunities as men. The fundahtmatis of the liberal theory
assumes that men and women are equal and thataiitfranot sex is the basis for
individual rights. It emphasizes the existence istdminatory barriers and sys-
tematic biases facing women (for example restriammss to resources, education,
business experience), which must be eliminateceraibfeminism is outgrown of
political views of equality, entittement, and ingiual rights, the liberal feminist
perspective has been the basis for many legal elsahat have been used to bring
about greater equality for women. Liberal feminigtory in the articulation of this
theory in the context of women'’s entrepreneurstuigits that if women had equal
access to the opportunities available to men ssigulacation, work experience and
other resources, they would behave similarly (U&&rawford, 1992).

Social Feminism theory- assumes that men and wareseen to be or have
become different (Ahl, 2006), social feminism engibes that there are differences
between male and female experiences through tiiteedate socialization methods
from the earliest moments of life that results uimdamentally different ways of
viewing the world (Fischeet al, 1993). Female’s socialization creates different
perspectives, goals and choices for women (Brug@6Rand they choose their
business field accordingly. The relationship betwéamily and work has been
stronger for women, rather than seeing their bigsirzs a separate economic unit
in a social world. Brush (1992) adds that womemwibkeir business as an inter-
connected system of relations (family, communitgt Basiness). These differences
do not imply that women will be less effective imsimess than men, but only that
they may adopt different approaches which may eatdually as effective as the
approaches adopted by men (Watson & Robinson, 2003)

While the outcome of past findings is relevanthe guestion of if and how
female and male entrepreneurs differ, there didastie gaps in knowledge. Some
scholars (Kalleberg & Leicht, 1991; CIliff, 1998)ave systematically explored
whether or not potential differences related tetilisination or socialization affect
business performance or growth intention. Notwithding, the notion that differ-
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ences do exist between male and female entrepenegearchers fail to investi-
gate uniquely female entrepreneur’s growth intergtiof their enterprises. Liberal
and socialist theories provide socio-cultural reastor expected gender differ-
ences. Sexton (1989) argued that there are no p®gibal reasons to believe that
female entrepreneurs will have lower propensityfosiness expansion. Accord-
ingly, there is suggestive evidence that factosoeiated with growth intention,
may vary by gender. Even if intent to grow doesvaoy by gender the process that
leads to the decision may vary (Orser & HogarthtS@902).

Given the important role of female business owiagic their different struc-
tural variations, it follows that women may makeid®n related to growth of their
businesses using different process by weighingstiogal risk and reward differ-
ently from men. In view of these literatures, theetal and feminist theories pro-
vide reasons for expecting gender differences amygl f@male entrepreneurs and
female business owners behave differently in theaptation of low growth inten-
tions. Many studies that were explored (Kallebergeicht, 1991; Lee-Gosselin &
Grise, 1990; CIiff, 1998) identified female entrepeurs to have less experience in
managing employees, less industry experience, ptat-up experience in busi-
nesses. Furthermore, women’s firm also was fountoetemaller than men’s and
have lower growth and income over some years, aitve lower sales per em-
ployee (Kalleberg & Leicht, 1991). Cliff (1998) spaates that women who lack
relevant experience may question their ability @nage quickly growing enter-
prises and may therefore purposely limit the exjgensf their firms and these
might contribute to their modest growth expectaidhee-Gosselin & Grise,
1990).

Female entrepreneurs growth intention may als@diff terms of attitudes
and values. Birley (1989) posit that sources ofural behavioural norms, profes-
sional networks and family relationship all affdot attitudes of women entrepre-
neurs. Most women held positive attitudes towarsevement and success, self-
preservation, self-worth expressiveness, freedaaltih and education as well as
to economic profits and growth (Jacobson, 1993)piEnal studies indicate that
men tend to place a greater value on economic salne non-ambiguous measures
of achievement and success such as status andhgalier & Crawford, 1992).

This offers us a compelling argument for anticipgtgender differences in
growth intentions. As noted further, female entegurs’ position should not be
generalized, as they are complicated with varieatatteristics and motivations
(Sarri & Trihopoulou, 2005). Theories of motivatipasit that values influence in-
tentions (Locke, 1991). The value placed on busiegpansion by female business
owners will in no doubt contribute to their growittentions. More specifically, it
is expected that women will be less likely to exgra desire to grow their enter-
prises, since expansion may interfere with othera#yg cherished goals (Orser &
Hogarth-Scott, 2002). Female entrepreneurs havaawy roles to play in their
lives, and tend to face different domestic demaodseir male counterparts and
therefore may not follow the normal expected grogytbles based on stereotypical
male-owned business cycles (Still & Timms, 2000andging households may
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significantly add to women’s capabilities in busiagStevenson, 1986). But can
also create demands on their life-styles, whichldittureaten the pattern of family
and conjugal relationships (Goffee & Scase, 198Bls, due to the many conflict-
ing demands between female entrepreneurs businassetheir personal lives
(Buttner & Rosen, 1992; Stoneral, 1990; Goffee & Scase, 1985), they may tend
to adopt a reduced growth intention (Cliff, 1998)their businesses, despite the
fact that female entrepreneurs are unique, havskilie and competencies to man-
age business effectively and intentionally (Sarfirikopoulou, 2005). Moreover,
it is perceived that female entrepreneurs haveecigaate resources, specifically in
terms of business and managerial experience aresato finance. Lee-Gosselin
and Grise (1990) added that female entreprenelitsedately adapt to this situa-
tional constraints by adopting lower growth exptotes (Cliff, 1998).

5. CONCLUSIONS

In summary the paper shed light on gender persgeitientrepreneurship, femi-
nist theories and growth intentions of female gmeaeurs. The findings shows
that most women entrepreneurs compared to theig ominterpart are dissimilar
than similar in their characteristics of their mess endeavours. Studies noted dif-
ferences in their motivations in starting theiregptises, their administrative and
entrepreneurial skills, and professional backgroand the problems they face.
Some of these identifiable differences concernemédle entrepreneurs in their
growth intention were explored in order to find dithey were related to discrim-
ination or socialization process.

According to analysed studies female entreprenbaotd small, slow and
modest expectations about their businesses andlymwaspects are as a result of
situational constrains. These were on accountfédrdnces in attitudes, different
ways of thinking, the values place on growth areldtcialization process. While
others could be owing to the fact that they lackouite resources specifically, in
terms of business and managerial experience aressdto finance (Cliff, 1998),
which are prerequisite of a growing entreprenelmisiness and lacking such qual-
ities and requirements may limit the expansioreafidle firms. More so, the desire
to expand may interfere with other cherished géaiexample family demands
and conjugal life.

These observed differences do not imply that womidirbe less effective in
business than men, as affirmed by feminist thedhiasoffer some perspectives to
these variations. The liberal feminist view affirth&t women entrepreneurs may
adopt different approaches due to their lessersacteresources, education, busi-
ness experience and as discriminatory should Ibeirglted. The social feminist
theory posit that even though gender differences racognized it should be
acknowledged that it stems from the socializatioocpss. In conclusion, women
if given equal access to the opportunities avaglablmen such as education, work
experience and other resources they would equedhy their businesses. This re-
search also identified that in developing countifiese prevails paucity of research
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on growth aspirations of women entrepreneurs.dtieen identified that they face
higher barriers to entry into the labour marketeylare forced into entrepreneur-
ship as an only option out of poverty and way dutimemployment. However,
majority of the female entrepreneurs fail to expréneir growth expectations.

To fully understand the importance of growth intens of women entrepre-
neurs, and why they deliberately pursue a low gn@xipectations is critical. Iden-
tifying ways and removing those barriers, and nggahisconceptions that women
face requires initiatives. It is imperative to urstand that the essence of entrepre-
neurship is seeking growth and it must reflect asusiness that has achieved
growth. Central to these issues is the suggeshiprsbme studies that women en-
trepreneurs are unigue. However, those who asplvaitd high growth businesses
require unique skills, competencies to manage &felg and intentionally. Policy
makers should also acknowledge and consider th&iggonumber of businesses
that wish to stay small and respond to both ecoo@nd personal motives of the
entrepreneurs. The provision of sustainable busisapport infrastructure which
might better meet the needs of these female eetmeprs and which is appropriate
to their needs should be provided. Some of the lieatrepreneurs slow growth
orientation could change if assistance in coachiragning, experience, support
service, information in business is provided.

Another barrier identified by reviewed studies $s@ciated with difficulties
in assessing and obtaining institutional finance twunegative perception. The at-
titude of bankers and business professionals tanhese female entrepreneurs has
to be positive and should be more cooperative. Sasitutions may not take en-
terprises of women seriously, considering theynategrowth oriented. Some con-
strains that are gender-based factors which woraea o enterprise growth are
also specifically imposed by culture. Governmenigyoand programs aimed at
improving perceptions of aspiring women to growirthenterprises to higher
growth and economic prosperity should be encouragedre should be policies
and programs in favour of women’s growth entergisghich remove barriers in
start-up and growth, improve access to resourtes)gghen social protection and
inclusion, foster a supportive culture and condecaénvironment for business
growth.

There should be capacity building of research ammiMedge, consideration
of the context, comparison of findings of both féenantrepreneurs growth inten-
tions in developed and developing countries. Thisdeded in order to determine,
if these results are gender specific, socializafiorction or just discrimination.
This would further benefit our understanding offbatale and female entrepre-
neurship. Growth of women’s enterprises is ackndgéel to have positive impact
on job creation and economic growth.

This research has identified that in case of feraateepreneurs issues on how
and why women create and manage their small bussisasll not well understood.
Small and stable business owned by female entrepreiis described as ‘good and
real business’ (Lee-Gosselin & Grise, 1990). Meshdle entrepreneurs value the
loose organization; the proximity to employees,teoers, suppliers and obtain
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mostly experiences offered by small organizatidinese businesses stay small and
respond to both economic and personal motive offéheale entrepreneur. Re-
search is still not conclusive if intent to growghi vary by gender and why women
entrepreneurs don’t aspire to grow their firms. ldger, we need some answers
and understanding on women’s growth intentionsréater consideration should
be focused on developing economies, as its womepmaneurs are indispensable
for economic development. Research in this directwdl contribute and enhance
the female entrepreneurship stream of researchein of the fact that developing
countries have limited access to affordable busideselopment services, business
management, technical training and operate withitural environment that re-
flects stereotypes much work remains to be donk hoademically and policy
wise. Policy makers would benefit from new reseaasults that are focused on
eliminating barriers faced by women in their agjpires to grow their enterprise in
a more demanding environment.
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Abstract:

The aim of this article is to evaluate the range and methiogsching entrepreneurship in higher
institutions in Poland in fields of studies related to businessnomics, finance, accounting, or
management. The paper presents results of an analysisicfileuand of the carried out qualitative
researches (FGI) among university students. Findings presenhthetsities teach entrepreneur-
ship on multiple types of courses and in different ways. Catehich shape entrepreneurial at-
titudes are taught in various courses. In curricula most cowwael entrepreneurship, by being
applicable to particular spheres of business activities, butyrebmping those competences that
are useful in large firm environment. Recommendations suggestigihar education institutions
should emphasize the teaching of practical skills, which supportdassdevelopment. Universi-
ties, through teaching entrepreneurship, are supposed to encounastadeats to undertake busi-
ness activities, including the ones which aim at opening own busigestadents which is why
universities should emphasize the teaching of practical skillsringpreneurship should be taught
based on real-life examples.

Keywords: business studies; entrepreneurship; teaching; competences
JEL codes: 1250

1. INTRODUCTION

Entrepreneurship is an element of the economy tainfliences the level of inno-
vation in the economy. The level of business dgumlent in a given country de-
pends on many factors, but it also depends onukméss attitude. A big role in
building a positive attitude towards entrepreneirghplayed by activity that pro-
motes entrepreneurship and entrepreneurial attuae well as by competences
which are acquired during studies (Wach & Wojcieghki, 2016). According to
the European Commission entrepreneurship is awkith can be learned and
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therefore it is necessary to support this typedoication in all EU countries (Euro-
pean Commission, 2016). European Commission hagmnéed entrepreneurship
education as a basic feature of education systétariope (European Commission,
2016; Sadowska, 2016).

Research conducted by the Amway and carried owtheg with the Tech-
nische Universiit Miinchen (TUM) and the Institute GfK SE in several etoof
countries all over the world show that most of thgpondents (in 2005, 3 out of
4 respondents in the world and 71% of the respasdarPoland) have a positive
attitude towards entrepreneurship (Amway, 2015thAtsame time, a little less of
the respondents thought that entrepreneurshipetaulght (among all the respond-
ents it was 63% and 68% of Polish respondents).réggondents indicated that
entrepreneurship should be taught by schools, diveduhigher education institu-
tions, but also that there should be special progras led by non-profit organisa-
tions, chambers of commerce, or government andaggricompanies (Amway,
2014).

The aim of this article is to evaluate the range mrethods of teaching entre-
preneurship in higher institutions in Poland wigierence to the fields of studies
which seem to be preparing for business practiogh as economics, finance and
accounting, or management. The paper presentssegdn analysis of curricula
and qualitative researche among university students

2. ENTREPRENEURSHIP TEACHING IN HIGHER EDUCATION

Entrepreneurship is one of key competences whibkirgg taught on different lev-
els of education, including higher education. Té&aglentrepreneurship in higher
education institutions is supposed not to only tgverarious skills, but also to
develop students' competences in the spectre oépFaheurship, as well as it
should inspire the business spirit (Komisja Eurskaj 2008, pp. 8-9). The neces-
sity of development of students' business competeand, related to that teaching
of business in its' multiple aspects, is conneuti¢ldl the realization of several strat-
egies accepted in the time perspective of 2020imvitte European Union (Europe
2020) and within particular countries (in Poland thational Development Strat-
egy 2020, the Strategy of Human Resources Developrie Social Capital De-
velopment Strategy, the Strategy of Innovation Badnomic Efficiency), which
highlight the significance of entrepreneurship wiggard to socio-economic de-
velopment of a country. Simultaneously, the Natid@aalifications Framework
for Higher Education (NQF), determined by the Mieisof Science and Higher
Education by way of regulation in most of fieldsstdidy learning outcomes for the
general academic profile and for practical prafitefirst and second-degree studies
show the outcomes that concern entrepreneurshipp@®mdzenie Ministra ...,
2011). In the NQF, the entrepreneurship educatienally emerges among
knowledge outcomes and in the frame of social caempes. The first ones refer
to the knowledge of rules of starting and develggiiferent forms of enterprises,
while the second ones refer to thinking and adtiren entrepreneurial way. In the
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rest of the descriptions of the discipline learnigcomes (in humanities, art, and
in the description of engineering competences)atontiude extended content re-
garding entrepreneurship. Entrepreneurship educaiimited to the studied field
and refer to running a business activity withinttield (Nowak, 2016).

Entrepreneurship education, in particular educafion entrepreneurship,
seems to be strongly connected with teaching ecmsoor business. However,
entrepreneurship itself is of interdisciplinary caer, and its research ranges of
from economics, management, finance to sociologygipology, pedagogy, law
and other scientific disciplines (Wach, 2014, pp-22).

3. ANALYSISOF CURRICULA IN ECONOMICSFIELDSOF STUDIES

According to Valerio, Parton and Robb (2014) tleddfiof studies and related pro-
file of the graduate are the key factors affecfimntgrest in entrepreneurship. Sim-
ultaneously a positive correlation between attegdintrepreneurship courses and
new venture creation was found. Thus a positiveetation between entrepreneur-
ship education and future entrepreneurial behavasrdetermined (Valerio, Parton
& Robb, 2014). For the above reasons this studpdssed on the curricula of
business studies. For the purpose of analysingahge of business studies in
higher education in the economic fields of studigs curricula were analysed in
5 higher education institutions, both public anidgte, on first and second-degree
studies in management, economics, and finance ecmuating. The researched
sample covered:

— 2 curricula on first-degree studies in economics,

— 1 curriculum on second-degree studies in economics,

— 5 curricula on first-degree studies in management,

— 3 curricula on second-degree studies in management,

— 2 curricula on first-degree studies in finance andounting,

— 2 curricula on second-degree studies in financeaaedunting.

The conducted analysis found that all the analysedicula provided
knowledge and shaped competences connected witbpegrieurship education.
On average, courses corresponding to entreprenpugdhcation constituted al-
most one fifth of all the courses taught in a gifield of study and made it possible
to gain 16 ECTS credits. Range of courses, forrmilagses and purpose of those
courses were quite different. The smallest numbentiepreneurship courses was
found in finance and accounting and in economitshé curricula of finance and
accounting and the ones of economics on bothdirdtsecond-degree studies there
were no courses directly connected with the endregurrship education, that is to
say courses which would enable their students ito kgeowledge in, for example,
starting a business or which would shape entrepraieattitudes. Entrepreneurial
competences were shaped, among others, duringesorthe fields of:

— economics — management, accounting, market surgepsisiness communi-
cation,
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- finance and accounting — management, accountirginéss finances, cost ac-
counts, or risk management.

Those types of courses represented 17% of alldheses and enabled gaining
15% of ECTS credits in economics; in finance ancbaating — 14% of courses
and 11% of ECTS credits.

In management the situation was different. In fie&d of study, contents
shaping business competences among students atatstiround one fifth of both
the number of all courses and the number of EC&8its. At the same time, in the
curricula of the universities having this field sttidy on first and second-degree
studies, there was always at least one coursdliteatly corresponded to the en-
trepreneurship education, such as business stinti@gjuction to business studies,
or business training. Along these courses studesits required to develop a small
enterprise management or business-plan, which shelilés that are helpful with
newly established business activities. During tramseases there are usually carried
out such issues as, for example:

— role of entrepreneurship,

—  pros and cons of owning an enterprise,

— entrepreneurial personality — qualities and pramigfmns of an entrepreneur,
— developing ideas for one’s own business,

— shaping organization's identity,

— communication between an enterprise and the market,
— business resources,

— analysis of available sources of financing of nenegprises,
— making business-plans,

— starting an economic activity,

— organizational and legal forms of enterprises,

— taxation rules of economic entities.

In management programmes curricula include couwsasected with man-
agement, human resources management, project naeagjeaccounting, enter-
prises' finances, economics, marketing, and margetirategies, market research
and analysis, civil and commercial law, leadersbipative thinking in an organi-
zation, motivating oneself and other people, compaition, and negotiations.

Comparing these results with analyses by Plaziak Rachwat (2014) for
a non-economic study program (geography), one caclgde that the focus on
entrepreneurship education in economic study progia greater than in non-eco-
nomic study programs. Nevertheless one must alsotdlddat the scope of entre-
preneurship education in study programs relategdémomics and business is small
and insufficient for the development of entrepresbip in Poland. Thus, changes
are needed to overcome barriers which accordirjatyzykowski (2011) hinder
the development of entrepreneurship educationicpéatly in economics and busi-
ness oriented study programs.
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4. ENTREPRENEURSHIP EDUCATION STUDIES
IN HIGHER EDUCATION ACCORDING TO STUDENTS
OF ECONOMIC FIELDS

The main purpose of the presented research westify the most important
skills which should be possessed by students afi@oas and which will help
them to start their own enterprises and to idemtifiich forms of classes are best
of use in teaching entrepreneurship. Furthermbeeirtfluence of entrepreneurship
education to students on shaping entrepreneutitides and on supporting entre-
preneurial initiatives undertaken by students aiamal, national, or global level
was diagnosed. Moreover, the purpose was to call@aions and suggestions of
changes that can be made by universities in oadbetter prepare young people
for entrepreneurship. The research was conductédquilitative research meth-
odology, using the Focus Groups Interviews techaighich involves a discussion
of respondents on a given topic. The research waducted between June and
September of 2015. The FGI scenario GGl was prepareooperation with ex-
perts from V4 countries and drawing upon literaiarhe field of entrepreneurship
education (Cope, 2007; Shinnar, Pruett & Toney,92@ell, 2015; Sirelkhatim
& Gangi, 2015). 39 students of full and part-tino®®omic studies met in a study
of 4 focus groups in four Polish cities. Studeritsianagement and economics took
part in the study. 4 students who are currentlyhingp their own enterprises took
part in the study, as well as 3 students who Hedjr relatives to run their enter-
prises. Other students were either common emplayeesemployed (only study-
ing).

In relation to the growing amount of voices spegkabout the necessity of
even greater commercialization of scientific reskand their usage in business, it
is natural that students of all the fields showdaljuipped with competences related
to undertaking economic initiatives. There stillaidack of studies which would
research the influence of the entrepreneurshipatiucon the amount of new en-
terprises that are set up by university graduateshave passed a business course.
However, such a dependence seems natural and thisyian attempt to diagnose
that problem had been undertaken on few focus group

The tested students of economic studies, highlibtitat business studies are
necessary, especially in economics, because #iisi§ studied by a group of stu-
dents who is supposed to engage in business ifuthee. According to the re-
spondents, entrepreneurship education should &etr@s a priority at all the uni-
versities, because implementing knowledge of timsl kn other fields of studies
could result in greater supply of new enterprigdbthe tested groups indicated
that entrepreneurship education, even though taught as early as secondary
schools, focuses mainly on learning different nwtiand rules, rather than on shap-
ing an appropriate attitude among young peopleoiting to the respondents, the
same situation occurs during studies and altholugy @re all studying economics,
they do not share the feeling that they are beinght 'practical business studies'.
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This notion raised by two focus groups and theetéstudents understand it as
knowledge and skills enabling them, after finishthg course entitled 'business
studies', to start their own economic activity. Bhedents indicate shortcomings in
their competences and in their knowledge whennte®to filling in documents or
tax and legal matters, which are indispensable vgetting up a new enterprise.
'‘Even though we take up business studies as easlgandary school, | still do not
know what to do first when starting my own businé&e are given different ex-
amples and definitions of particular legal formgt ib | was to start an online shop
right now, | would not know where to start and titelf is an obstacle for me."

Students who run their own economic activities ¢atid that it is necessary
to teach entrepreneurship, because it is an onjytwancourage new people to
take up individual initiatives and to stimulate ih¢owards greater economic ac-
tivity. Entrepreneurship education should be presgrevery level of education
and, as far as economic studies are concernddyutdsbe compulsory and univer-
sities' authorities should take special care oéston its level depends taking up
decisions about starting own economic activitiestogents.

According to the respondents, knowledge aboutrggtip your own enterprise
is very important, as well as the skills to runTihe students underlined that they
are taught with great detail on how to start aremamise on different courses, but
most of the students indicate lack practice coratktt it. The students indicated
that they do not know to which departments theyehawgo, which documents they
have to fill in, where and who to ask for advisesyhich form of activity to choose.
A few other highlighted problems as planning ofi@ts, analysing competitors'
offers, product's or service's marketing operatipessonnel and financial part.

Among the students who gave the aforementioned ensstiere were none
who already run their enterprises, because therlatteady knew the answers to
the asked questions and they implicated that veeiténg up their businesses they
used other people's help — they turned to exteoralpanies or to people who had
already taken that road and who could be theiregiahd be of help. Most of the
students indicated family help in this field. Amoather answers concerning en-
trepreneurship education, some pointed to univessand professors as those who
should guide, motivate, and strengthen them irraspis to set up new businesses.
In two groups there were suggestions that lectutersot motivate their students
to actions in real business, but very often jusspan their knowledge. Furthermore,
the students often mentioned lecturers’ purely tbigcal preparation, pointing out
that without practice in business, they are neifitepared to sufficiently interest
students with that subject, nor to motivate thersgbup own enterprises, because
they themselves often have no such experienceholld finish my studies and
graduate being highly motivated, believing in myliskProfessors should guide
students so that they leave the university andtlyies, | can do this, | am ready to
have my own enterprise, | am strong, | can andllbgiable to set it up.'

The respondents highlighted that the knowledge afiagement (of human
resources, costs, revenues, and time), accourftimayce, or law fields is im-
portant, but the practical knowledge, through whabtlservations can be drawn, is
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no less important. The students indicated thatingscompanies, meeting success-
ful people or people who have their own enterprasges are willing to share their
experiences are all very valuable to them, beciymsevides practical knowledge
and it teaches them how to act in various situatidime students pointed out that
being successful on the market not only requiresM@&dge and ideas, but also
time-planning skills, time management skills, cragt, ability to work in a group,
stress management, and risk-taking. The studeditsited that during their studies
they had very few possibilities to practice the \abmentioned skills during
courses, they indicated more theoretical charawfténeir studies, where greater
emphasis was put on definitions and calculatiotizerethan on creative problem
solving. The respondents pointed out lack of caitk&ing which they could use
their knowledge and skills from various other césss what is, in fact, happening
while setting up own business — ‘we manage pedipl@nces, information, we do
not act alone, but we cooperate or compete witleourronment’. Each group paid
attention to the risk connected with running aregarise and to the responsibility
for made decisions in the context of running a canyp'An entrepreneurial person,
when starting an economic activity, is aware ofsemjuences resulting from it. And
aware people also realize risks to which compaaiesexposed. That is why the
feeling of responsibility is connected to businésgerson running their own en-
terprise has to be responsible, they have to kimawky becoming an employer
they also take up the responsibility not only toernselves, but also for their em-
ployees, clients, and suppliers.'

Students who are currently running their own bussractivities stated that if
they attended only business courses and if thdyadwantage only of them, they
would not had made the decision to set up thegrperise. In their opinion, those
courses only provide information, but they do netkenit possible to practice the
whole process. The information acquired during sesiwere, according to them,
too theoretical and those courses did not explap By step how from having an
idea a person can start a business. The studentingblicated that the number of
course hours was insufficient to make such an eerdloreover, the subjects
stated that the knowledge required to run a busirsedivided between several or
even a dozen or so courses, but there were noesowtsich would put together all
the information.

Most of the students, when asked about whethebthey are ready and
whether or not they plan on setting up their entegg after graduating, answered
no. Among the arguments against starting an ensergiey indicated lack of ap-
propriate finances, fear of the unknown, and theyevay' — it is better to work as
someone's employee and not to have any worrie tbe work and to have some
free time. The students also mentioned that thepatchave the support of their
families or friends (who already have a full-tima#), who advise them against
taking up such initiatives. Some students respotioaidthey are too young to run
their own business, because they want to havertteetd relax and to lead a social
life. The presented attitudes point towards irreicexcuses and resentment to take
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up a new initiative. Looking for disadvantages t&nanalysed as looking for an
excuse for some kind of laziness, to which youngppecondemn themselves.

Respondents already running enterprises did natkspe that subject; they,
however, discussed the arguments for and agaittisigsep own enterprise. People
who already run their companies pointed out thesibdiy to decide about them-
selves, to build something lasting for their fagsli the flexible working hours and
the finances as the most important factors whictivated them before they started
a business.

All the students who are currently helping thelatiges with running a com-
pany were thinking about setting one up on theinorom among the tested
group, 7 people want to start a business, bubyfitsey want to gain some experi-
ence while working for somebody else; part of thedicate that they want to save
some money for their enterprises.

Students whose relatives or friends are running bwsinesses can count on
help from their families and friends. Good pradii@md examples of people who
were successful with starting their companies aitld mnning them are very mo-
tivating for the subjects. The latter very oftedigated that they talk to and watch
people run their enterprises and from those expegethey take the motivation to
set up their own business. 'l consider startingomm enterprise, because my par-
ents and my uncle have their own companies anckady have the basics to set
one up (an idea and a plot). | am not afraid tdyseawhat would be if. | found an
area which suits me in every aspect. The knowledgeired at the university re-
vealed an idea to start my own business.'

All students who do not run a business alone wis&edif they have enough
information to start a company answered no. As nrdarmation sources, where
they would look for information on this subjectethindicated the Internet, books,
workshops, courses, and training, as well as faamly friends’ experience. Only
two groups answered they would contact their usityetecturers while setting up
a company.

Among the respondents, opinions about ideas ontbamprove the entre-
preneurship education at universities and how $pire entrepreneurial spirit in
students were divided. One group indicated a greatmber of exercises which
students should carry out on their own at the usityein order to learn on 'live’
examples how to work on particular tasks and homa&e decisions, whose results
they could discuss during classes. Another ideaevamke a course about running
a small enterprise, either in a paper form or fioran of a computer game. The
second group mentioned making study visits in diffé companies and institu-
tions, as well as meeting entrepreneurs who calikdabout running a company,
with the possibility to ask questions. 'There laakypical practice during classes,
so that we could perform particular tasks on ouncand not only to listen, look at
the blackboard, and write down the given solution.’

It seems that a combination of the two above-maetidorms should give the
best results when it comes to the entrepreneueshipation. Students who would
have a possibility to combine the theoretical kremge with practice and exercise,
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supported by meetings with entrepreneurs, coulé tgk initiatives concerning
starting companies more eagerly. In reality, iguste difficult to persuade good
managers or companies' owners into sharing th@erg@nces with students, be-
cause they are very busy and it is difficult faerhto find some spare time for this
kind of activities.

5. CONCLUSIONS

The results of the presented analysis of currieuld Focus Groups Interviews
show that higher education institutions should easi#e the teaching of practical
skills, which support business development. Couwlgelicated to entrepreneurship
education are a very good solution, but they haveet made more practical. Be-
sides, a greater emphasis can be put on functiafitite aforementioned areas in
small enterprises on different courses, such ampig, communication, negotia-
tions, finance, accounting, marketing, or even rganaent. It is recommended that
all possible active forms and methods of teachivigich are focused on practice
such as: meeting with successful entrepreneusniaswith experts from business,
projects and simulation of fictitious business,ecatudies etc. should be applied.
Moreover, entrepreneurship should be taught onlifeadxamples, maybe even in
reference to the graduates who already set up ¢lngirbusiness activities. Only
thank to such actions and a proper motivationudestts universities can, through
their lecturers, motivate students to start comggaind to try their hands at busi-
ness. Without a proper stimulation on the parthef aniversity, the percentage of
students (graduates) who will be willing to dectdeset up their own enterprise
will always be low. This is because according tbstantial part of students they
do not feel ready to become entrepreneurs. Youoglpavill be full of fear of the
unknown and instead of entrepreneurial studentsibe educating students who
are afraid of taking the risk to run a businessolfneone is afraid of risk-taking,
then their path onto their own company can be i@rg. University's great respon-
sibility is to motivate their students to take Umallenges connected with setting up
new enterprises, and at the same time, to develovative solutions in business.
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Abstract:

Innovation generation and diffusion have been widely acknowledged as hinginthemmmplex
set of institutional, social and psychological processes. Tleetolg of the paper is to examine
the need and possibilities of creating the environment for inimovand entrepreneurship in the
university setting. In particular, this paper focuses on iglggionships and roles of specific groups
of university members: the administration, faculty and stud@hts.study is exploratory in char-
acter, based on observations and literature review. It stdintslefining modern-day university as
home of innovation emphasizing the need for interdisciplinary andristiéntional approaches.
The paper discusses the need of faculty to learn to reach gerasstitution and beyond to work
with others, working across silos of academia and meeting withsdifoen very different disci-
plines. Second it examines ways the university administratippcst can encourage innovation
among its faculty, staff and students. Third, it draws on egisisearch to identify key dimensions
of change. The study proposes pathways that may activate themems of climate and infra-
structure for innovation. The proposed dimensions and analyzesiagfrehange can potentially
form the foundations of a framework for universities seeking to diaghegeekisting condition
and use such findings to enhance the generation and diffusion of iiemovidte university quest
to break down the barriers and reach across the disciptirgentrate innovation takes commit-
ment which needs to be coupled with administrative change sulel esatard structures lined up
with the vision and changes regarding the teaching and learnirticesaas well as the physical
environment for the classes, the class rooms and meeting sppatedents and faculty.

Keywords: innovation, environment for innovation; interdisciplinary; culturénobvation; tools
of innovation
JEL codes M14, 125, 021, 031, 035

1. INTRODUCTION

While innovation can happen accidentally anywhare or more minds are to-
gether, if a university considers it to be paritefvision and mission it has to plan
to encourage its growth. The University needs &ata the atmosphere that will
help with the growth of innovative and entreprefeduthinking. The University
must consider different types of leadership in iative thinking, including the
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current focus on the design thinking. This pap&ngxes creating the environment
for innovation and entrepreneurship in the unigisetting. It draws on experience
of two very different academic environments: US hatin American Universities.
In the US are 50 of the top 100 most innovativeserrsities and in Latin America
there are none (Thieveaud, 2015).

The paper is exploratory in character and formslatgportant questions. It
explores the potential of business or engineerthgals as the right place to create
the innovation environment through engaging intsiglinary, and interinstitu-
tional logic. The paper analyzes the problem opsuting teams functioning across
departments, campuses and colleges and mentogngulith faculty from differ-
ent areas. The paper also discusses student engaigdrow early in the process
should students be encouraged to participatebttiér to start with first year stu-
dents or seniors?

The first section of this paper addresses theilmtaf the home of innovation
in the university including the need for some sditioat are single themed to work
with other universities. Second it examines wagsuhiversity administration sup-
port can encourage innovation among its faculigff &tnd students. In order for
succeeding generations of students to learn thevative process, the current gen-
erations of faculty must also learn the proces#&dTthe paper discusses the need
of faculty to learn to reach across the institutgord beyond to work with others,
working across silos of academia and meeting wittlers from very different dis-
ciplines. This is necessary as hearing the diftepenspective opens one mind to
new ideas, which is the first step in innovatioaufth, the paper identifies the nec-
essary environmental support for innovation; offgrsupport for the culture of in-
novation on the campuses of the university. Thelkmions suggest that instead of
letting innovation happen apparently randomly, @nsities can work hard to get
them into a coherent stream of cross sectionasanssitutional activities based on
exchange and cooperation to encourage, facilitaséer and thrive on innovation.

2. HOME OF INNOVATION: THE NEED
FOR INTERDISCIPLINARY APPROACH

One can label any department or institute withvtlbed innovation, but unless it is
actually providing a nurturing environment for popcross the disciplines it is
probably not achieving its godusiness and Engineering may not be the right or
only place for innovation in the university. Traditally universities have tried to
work with business schools and engineering schmotolleges. Theoretically the
engineers know how to build the idea and the bgsipeople from marketing and
entrepreneurship should know what is needed. NedUet texts often relate the
two areas slowly adding on other business areasHikance for cost of capital,
Accounting for product cost, and operations for htowmanufacture or put into
process the new item. It is one thing to go todtuee and pick an item that exist
and suggest that your organization should haveasmneell. It is another to try and
come up with a new solution to problems that faeepte in our world, country or
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region. Problems can be well defined such as, howadi make it easier to have
a really good cup of coffee in the morning, or hdevyou feed 9 billion people?
Therefore Universities need at least two key eldmengenerate innovation. First
universities must encourage teams that reach sassthe institution to include
different disciplines in the most vibrant and cieatways. Second extensive re-
search must be done into defining the gap or tkee t@be resolved. This requires.

Since ancient times universities have separatedtjamto different disci-
plines forming silos. These disciplines have ofeded up in their own building
such as the medical building, or they are groupitk similar disciplines such as
the sciences building, containing biomedical saéerbemistry, physics and more.
In the Unites States as campuses were built tHe sfyseparation became more
and more popular as donors were sought to fundititbropology building, the
Communications building, or the Theater buildingeTpractice of sprawling cam-
puses with separate buildings for different disoigg led to much deeper scholar-
ship in each discipline. When you spend all dayp#ople in the same department
you are not likely to easily pick up ideas from smme across the campus.

As disciplines get department heads and deansthgih own reward struc-
tures they become more and more insulated fronr dgqgartments and interdisci-
plinary thinking. Add to this separate accreditaggencies for business, engineer-
ing, and other disciplines and universities loseithportant cross disciplinary, or
anti disciplinary thinking that is needed to en@m# creative innovative thinking.
In InnovativePathways for University Entrepreneurship in thest2Century it is
pointed out that for entrepreneurship and innovatiee working across the disci-
plines, especially across the silos is very threateto administrators (Hoskinsons
& Kuratko, 2014). University wide programs are dilosters and the question is
the administration as ready as is the faculty ttaade change? From a corporate
perspective, Smith (2012) says that silo causelgnabin three major areas, the
priorities are not aligned, silos bloc informatifows, and there is often a lack of
coordinated decision making.

Many of the problems that the world faces todaydsde be looked at across
the disciplines. There are some large problemshwhiave been labeled in the past
wicked problems (Rittel & Melvin, 1973). Such a plkem is that of feeding the
world. This is a problem that requires multidistipry approaches: the demogra-
phers to show the rate of urbanization, the agrasicimshow the amount of arable
land, the ecologist to inform on the degrading gstesns, big data experts to look
at problems in new ways, the biologist, chemist araahy more to help with solu-
tions, as it is not only what is grown, but how inus lost in the ground, in han-
dling, transport and storage. Add to this smaringisan the hands of farmers, apps,
and the world of technology and problems can beemmnageable working across
disciplines (Carlson, 2015). Listed below is a ldng not inclusive list of disci-
plines that would work well as part of an interdidioary innovation or entrepre-
neurship cohort:
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i. Anthropology xvi. Kinesiology

ii. Art xvii. Library Science

iii. Biomedical Sciences xviii. Languages

iv. Chemistry XiX. Mathematics

v. Communications xx. Medicine

vi. Computer science xxi. Nursing
vii.  Cultural studies xxii. Occupational Therapy
viii. Dance xxiii.  Physical Therapy

ix. Design xxiv. Physics

X. Education xxv. Psychology

xi. Environmental Sciences xxvi. Recreational Therapy
xii. Ethnography xxvii. Research or Investigation
xiii.  Geography xxviii. Sociology
xiv.  Graphics xxix. Social Work

xv. History xxX. Special Education

Defining the gap, the problem, the opportunity timaght be focused on is
a very important issue for any innovative procébsversities have research insti-
tutes and faculty performing research all capabletping to define the gap or the
need. The problem definition or theme is a keytamtimg the innovation process.
There is an art deciding on the opportunity of ®adéiyou think you can end pov-
erty in the world you have no definition or focifie United Nations in their mil-
lennial goals provided some distinct gaps to warnkadich led to much creative
work on the problem of poverty (United Nations, 3D1

Design thinking can be a starting point in identifyand framing the problem.
In Design thinking this is done with Empathy; tryito understand the experience
of the segment of the population you are tryingarve. What is the problem? How
many people experience this problem in the commutiie regions, or the world?
What are the people like who experience this praBl&Vhat do they feel when
they experience the problem? Is this a problemytbatsee as a problem because
of your culture? Maybe it is not perceived by tle@ple you are observing. This is
where those who are good at investigation and relsean help. The challenge of
the university is to be sure that these kinds oppeare a part of innovation teams.

At the CIIC in New Zeeland in 2015: There is no gienfix to the education
system. The problems in the education systems ofyroauntries are symptoms of
a bigger cultural dysfunction. Acquiring knowledgrist not be confused with
memorizing information and acquiring beliefs. Theabof teaching must change
from transmitting factual information to the cublivon of thinking tools. Knowing
how to ask useful questions and knowing how toaeasnd use the scientific
method is much more important than memorizing ans\(@I1C, 2015).

Radjouet al. (2010) discuss the idea of, “reframers”, those wéivame
a problem from a different perspective. Exampleduide, Indra Nooyi reframing
Pepsi has a provider of health solutions, Jeffremeélt’'s reframing GE Medical to
focus on more for more people for less environnagikt economic cost and Ratan
Tatta reframing the up and coming from low earnersigh yearners. Universities
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can encourage these alternative ways of reframiablgms. One clear method to
at least increase the perspective is to includeerdimciplines in the mix as people
than will address questions from different perspest

3. ENCOURAGING AND SUPPORTING INNOVATION
ACROSS THE DISCIPLINES AND INSTITUTIONS

There is a number of factors which can contribatatulty exchanging ideas and
working together across disciplines. Mentong is wag to encourage the devel-
opment of interdisciplinary work and potentiallynovation. Most mentoring is
done within colleges, and departments. In the cddenovation, within the uni-
versity reaching out across departments for thdse tiink differently, possibly
the reframers who can mentor others to think apooiblems in new ways holds
great potential. If we take a look at a problene like above mentioned feeding the
9 billion people in 2050 you can begin to think abbow this interdisciplinary
approach might help all the faculty involved to adee.

In order to expect outcomes, the right actions niedzk rewarded. A reward
structure for any of the interdisciplinary innovatiactivities sends a clear message.
In most schools the rewards are passed out thriliggprovost to the Deans and to
the departments on some kind of rational systeese@rch, teaching, service), that
supports the work of the departments and the sslmatolleges and thus the uni-
versity. This encourages the fiefdom, the terratity or what is called in the United
States the silo approach. Universities that realyt to encourage looking at the
world in new ways across the disciplines. Sevepibas appear here: direct com-
pensation as in traditional pay boost, some kinthdifect compensation such as
the opportunity to participate in retreats thatwoekshops on innovation, or inno-
vation in practice; and finally the opportunitygarticipate in some kind of inno-
vative challenges. An example, might be ten facedtyh given a portion of the cost
of a travel some place in the world. As a team thmst select where they are
going, how much each of them will need to pay, waajer problem they hope to
work on, and finally what will each discipline orgae something in the country of
focus relevant to the problem? This is just an ofgaow this might work.

Reaching across institutions for interdisciplinéegams is another important
concept. A typical early level example was a ursitgrthat had a business school
but did not have an engineering school would segkaa engineering college or
university as a partner. This raises all sortshafllenges but also a vast array of
opportunities.

If the goal is to create an environment where iration can flourish than hav-
ing faculty and students from different backgroucds truly enrich the process
and the potential for making the product real. Bass students, and many others
today can develop an idea. In order to take thes td reality they need engineers,
designers, and people from many of the careersiomsat above. University ad-
ministrations need to be open to the idea of inolgdther universities that have
complimentary organizations, careers and students.



58 Paul M. Lane

When the author was working in another country witbolleague and they
had only a generalized regional university branchnz of the nation’s main uni-
versities they reached out to find other univegsito work with. The author’s col-
league scoured the regional city looking at pulgitvate, church controlled, uni-
versities trying to find one that could contribetegineering and more to the mix.
He was successful and most important the admitistiaon both sides were will-
ing to let this odd relationship of a public reganampus, and the local campus of
a private national competitor work together. It tohgs moving.

Today in a similar effort in the United States twaiversities four colleges
and one giant of innovation in the corporate waiéd working together to try and
understand how best to do these look at problemevnand different ways as they
seek to make innovation happen amongst their steidenl faculties. Administra-
tions need to dare to explore new areas, encot@agttly members to try relation-
ships that might not have been considered bef@adérs need to look at their own
campuses and the disciplines and majors taughwbat else is available in their
city and in their region. In this technical ageniay be that through software plat-
forms teams from very different approaches can wogether possible even in
different languages.

4. SYSTEMATIC SUPPORT FOR THE CULTURE OF INNOVATION

There are many ways in which a university can begisupport innovation and
innovative thinking amongst students and faculym® are focused on providing
opportunities for students and some are focusq@riding opportunities for fac-
ulty members to grow and change. It is interestiogy many universities tend to
focus on throwing money at the idea by hiring néaffscreating new units and
other big plans. In fact, a little creative suppody generate some rapid interdis-
ciplinary activity and idea development.

An easy start up solution is to make availablettmlents and faculty all the
things that are going on in the region that arateel to developing innovative think-
ing. In the United States there are many. Therepewgrams like Business Plan
Competitions, Idea Pitches, the Rally, Start-Up Keéeel, and the Hult Prize that
are occurring all the time. In many states and t@sithere are competitions, gov-
ernment, educational, industry, or artistic evealsted to innovation that could be
put on the calendar. People are often surpriséeh@tmuch is going on in their
area that they never looked at before they staot@ait together a calendar.

Encouraging students to participate in innovatiglated events is important.
Students do not require much of an incentive terecampetitions if the university
will help to pay their entrance fee. Just the awass that they can go to an office
and have the potential of support for an entrareenfill be motivating. Of course
once they are enrolled in a competition student®ime competitive and want to
generate the best ideas they can. They use whatsgirces that they can tap into.
Many of them will either seek out a mentor or mesitor run around the university
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getting people to help with each part of the proj€his is in itself generates interest
and more of an innovation culture.

The students with their smart phones are so mucie eropowered today. In
only a matter of minutes after finding out they dawupport they have a team and
are working on the problem. They can reach othéccommunity quickly but with
the apps now available they can contact peoplevalt the world and if they can
get over the language barrier they can get thermingas well. It only takes a little
support and a little interest to get students lyighbtivated.

There are many excellent conferences that canpgesple advance in their
thinking about innovation. These exist in differdigciplines (SEA, Self-Employ-
ment in the Arts, CEO, Collegiate Entrepreneursa@ization which is interdisci-
plinary, Start Up Weekend which is interdisciplipamterinstitutional, and en-
gages the community) and in the professional woiltile the ones listed above
tend to be US based there are many all around dhnkel WSustainability issues and
the strength of technology have led to many inssiglinary conferences and par-
ticipating in them is a valuable source of inspat meeting new people and new
ideas, for both faculty and students.

5. ROLE OF PEDAGOGY AND INFRASTRUCTURE
IN ENCOURAGING APPLICATION

One can quickly make the argument that one shoalt with the most advanced
students. They have the most discipline knowletlye most experience, and the
maturity to follow a process. However that might work. The more advanced the
students the more likely that they are well schaadtetheir disciplines. This is
likely to impact their ability to be open to neweak and to creativity. In contrast
students who have little experience are much mpea ¢o ideas but may not have
the technical skills. Some universities includihg author’s university have exper-
imented with working on innovation with first yestudents. These students do not
have defined approaches to problem solving thatyigint find in a specific disci-
pline. They can focus on a general process of dpug an idea without focusing
on a discipline.

Faculty plays a central role in supporting innowatand encouraging new
ideas generation. If a professor arrives at clatls motes on the computer or in
hand that they have been using for ten yearsdoistful that they are changing
rapidly. Similarly if a professor is not willing tet the students challenge what they
are saying the class is probably not encouraginguative thinking. Academics
need to give a lot of thought as to how you enaogelianovation and entrepreneur-
ial thinking. Sadly many of those teaching werggtgwnder one of the great sys-
tems of memorization that existed in the 20th cgntiven until the end of the
twentieth century the focus had to be to learintmw, and memorize, or work with
the same things repetitively so that a student évnbw it for a life time.

In the 21st century all knowledge is easily acddsghrough a device we can
carry on our person or in a hand bag. Ericcsomestis that 70% of the world’s



60 Paul M. Lane

population will be smart phone users in 2020 amlitha game changer (Ericsson
Mobility Report, 2015). The world’'s knowledge iscassible by almost everyone
from almost anywhere. So what does a universityito her students? The idea of
the sage on a stage or the lecturer in front otthgs room or auditorium may be
outdated. The challenge may be to help studerésmta how to use the technology
they are holding to access good information, ama thow to apply it in a mean-

ingful way. The university that wants to encourag®vation and entrepreneurship
will be prepared to change pedagogies rapidly. Fhift requires adaptation of

administrators, reward systems, evaluation systemd, all the players in and

around a university space.

There is much that one can do to encourage crgateicourage innovation
and entrepreneurial thinking but it requires unsitgradministration to think be-
yond traditional facilities. Most classrooms areaged in some kind theater fash-
ion with everything focused forward and that is whiudents are used to. They
walk in sit down face the professor listen to auee or a presentation and leave.
Some university introduce rooms in which everythpmjnts to the center. There
are three screens and three projectors and amplebobrd space both fixed and
movable. Students from their seats can controlr@escas well as the professor.
First the setup of the room discourages a fromgihglthe professor to think in new
ways. The students who suddenly are empoweredlbbegin to think differently.
The room is amazingly flexible and in that way soig flexibility, creativity, and
that helps with new thinking for entrepreneurshig @nnovation.

One has to wonder how many university administsasend their class room
designers and furniture purchasing people outeondeat is possible. In one of the
university systems the author works with the facatimplained about their tradi-
tional armed chairs. However, when | suggestedrtiatbe the buyer should join
the group the faculty were surprised. How will dhesigners and buyers learn if
they cannot see what is today and what may be gptomorrow? Sadly it is often
not the innovative professors, or the young thataked to help with the design of
new buildings. Instead the administration countshensenior faculty and admin-
istrators they have known for a long time. So tteeeknew things but not the set
up for whole new ways of thinking to create inndw@&tiearning communities.

The same problem exist with laboratories and wargshHow many labora-
tories or workshop are there in business colleygk@re is the space, and what
needs to be in maker labs? Change is occurringllyapnd a few 3 D printers of
different sizes are needed. Also needed are spadesid with wood and material
and to experiment. These are not present in mashéss colleges as they were
built. Creativity flourishes when nurtured. Whamncthe university do to create
maker or creativity labs?

Along with labs advisors or people with know hove amvaluable. How do
you sew this? How to you make this out of wood? Himwou create a 3D printed
model with more strength? Having the technologyaig of the issue and then hav-
ing the people who can lead in its use, who cap beldents and faculty figure
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things out in the labs and workshops is importemthe United States good exam-
ples of these laboratories and workshops can hadfgudesign schools and col-
leges.

There are a lot of things that University Admirggion can look at in order to
support either or both innovation and entreprer@prsstarting from the top does
the university vision include innovation and entegpeurship? Are there reward
structures in place for those who are doing thasgskof activities? Do faculty who
participate in programs of this sort expandingrtkkills and learning, and abilities
get university rewards? This is admittedly problémas innovation and entrepre-
neurship do not fit neatly into classes, they dbfitaeatly into service, and the
same is true with research. The standard area&vé&bunation. Do universities need
a culture change to reward these activitiee®@s the university support administra-
tion with spaces for innovation activities? Gettangpace where you can put keep
ideas on the walls, where you can do pictorialdnies of ethnographic studies,
where you can maintain the results of brainstorniirig original format can be
important. Are the spaces suitable for model bngdmaintenance as students and
faculty explore ideas?

Faculty who have ideas are often not the right fgetiptransfer them to the
market place. Does the university have some kingbct transfer program? This
would help the pure scientist evaluate their idgasdecide which ones may belong
in the market place of the country or the worldte@ffaculty research develops
obscure parts of something greater and otherstogwselp them see that their ideas
are only parts of a whole. A technology transfergoam could be an important part
of a whole innovation and entrepreneurship push @iversity. Faculty need to
think differently if they are to learn with theituslents in the 21st century.

If the administration is committed to creating avieonment for innovation
and entrepreneurship it needs to offer a variegroframs to its students, but most
importantly to its faculty. Technology is changitige ability to do things rapidly.
Faculty need to rethink individual class meetingisole classes, majors, or careers.
How do you begin to create true interdisciplindrinking and classes in a Univer-
sity? If you are working on entrepreneurship youd® recognize that it will draw
from many disciplines and students will feel thietsses are somewhat repetitive
as they work on a market plan in marketing, a lmssrplan in entrepreneurship,
a strategic plan in management, a promotional pladvertising or communica-
tions, a financial plan in finance. These challentgke time to work out and it
requires novel approaches. The more support tedrern administration the bet-
ter.

Faculty programs can be offered in short prograsnthay are on some uni-
versities. Longer programs give faculty a chanagetioaway from their classes and
to think on three important levels. First whathgtthing that is innovation or en-
trepreneurship? By participating in a program thag increase their learning tre-
mendously. Second what is the role of my discipiinen Anthropology to Zoology
in this kind of thinking? Lively moderated discumss can bring out the questions
about how does this thinking work in biology tordyey. In the authors experience
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faculty from across the disciplines are at firstzdad as to why the university ad-
ministration included them in such a program. Thindw do you use this in
a course in medicine or social work? Some who agaged in innovation or en-
trepreneurship believe that everyone should seeélyammediately.

Change is not easy as faculty members have spent wad years getting
more and more specialized. The larger and oldentiheersity the harder it may be
to change the culture. Kirpatrick (2014) points that being big and venerable is
not good for innovation in the corporate world. Hagne may be true for universi-
ties in many countries. Even the rubrics for subngtpapers to academic confer-
ences can be quite restrictive in terms of openkthg. This is what faculty do.
A university administration that wants to changat tto look at the future differ-
ently must be willing to spend time educating aetpimg its faculty.

6. DISCUSSION

There is not readily apparent literature on creatilimates for innovation within
the university environment. Issaksen and Akkern{@f41) provides a good liter-
ature review demonstrate the importance of leageish the climate for innova-
tion. Issakseret al. (1999) through their work at the Creative Probl8oiving
Group, Inc., point to Creativity Research Unit teiclal reports on specific organi-
zations. For example they used their Situation @bktiQuestionnaire (see dimen-
sions below), to investigate the innovation climatea global health care company.
They found differences in climate perception witfiedlences in empowerment and
in risk. They went on to make recommendations doigtry. Are universities simi-
lar enough on a global basis to develop such aune&s help determine climate?

Table 1. Dimensions of fostering innovation at universities
Ekvall's 10 dimensiony Groupings

As seen by author applied to Universities

adapted from adapted from adapted from the author’s writings above

M1 Creativity M1 Creativity

Challenge Challenges of administrative fiefdoms.
. Mentoring across the disciplines, Tools for innovation
Idea Time : i
Resources |across the campuses, Design thinking.
Defining the Gap, Innovation Challenges, Support for qut
Idea Support L9 - 9
of discipline conferences and interdisciplinary attendance.
Trust and openness Working across institutions.
Playfulness and Humor Leadership style.
Conflicts Motivation Conflicts over resources, and territory?
- - —
Dynamism Devel_oplng a calendar of events. Design Thinking? Ap
teaching.
Risk Taking Experlm(_antlng with different levels of students. Supporf for
competitions.
Debates Exploration | Is debate welcome?
About the Issues
Freedom Interdisciplinary

Source: own evaluation based on (Ekvall & Ryammar, 1999).
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In most universities every college and instituts hs own climate through obser-
vation, which does not support innovation goals.

Similarly from an Engineering perspective Panuwaialaet al. (2008) em-
phasized the important role of leaders in creadiraylture of support for innova-
tion. Ekvall and Ryammar (1999) looking at a Swhdimiversity found that the
university climate and resources appeared to bettbagest influence on creativ-
ity. They identified 10 dimensions that affect ¢iéity. These were organizational
and not focused on educational institutions or nspeifically universities (Table
1). Further they were focused on creativity and omtinnovation. Table 1 was
created using Ekvall's 10 dimensions as found indviativity and then trying to
place the issues advanced above in this paper (Mati€ity, 2016). There seems
to be merit in university administrations takintpak at the organizational creativ-
ity work as a basis for creating an environmenteramcouraging and supportive
of innovation.

Looking in the opposite direction at industry, D@p16) of Idea Scale ad-
vances ten qualities of great innovators:

1. Encourage Risk Taking. In the universities thishauthas known we do just
the opposite with young faculty.

2. Teach others.

3. Start Somewhere. This is the concept of lean siartout is not the traditional
advice or academics. Failure is ok, but what aboatademia?

4. Look for Patterns.

5. Stay Positive. This is not necessarily the streraftfaculty at most major
institutions who feel limited, or restrained, thishot to say there are not many
positive faculty.

6. Incentivize Innovation. This is mentioned aboveivdrsities are willing to
pay for potentially profitable patents but how muaeh they willing to invest
in innovation, and innovative thinking?

7. Team players. A great example of this is team teachvhich unfortunately
is often considered expensive.

8. Connect. Creating and supporting collaboration whieappears. Some uni-
versities actually punish those who reach outside tlisciplines to work with
others, to experiment, to try new pedagogies.

9. Value Culture. Day says that “57% of CEQO'’s belitvemost important factor
for successful innovation is the culture. How m&hnancellors, Rectors, and
Presidents see as their job to create an innovetikere?

10. Value Innovation.

Specifically looking at the Innovation Climate Eduse Center for Applied
Research found in 2004 that almost 2/3s of It depamts had low or low average
support for innovation (Katz et al., 2004). Thisgy@ore interesting when you look
at their break out by type of institution where ysme the highest support for inno-
vation at BA granting institutions and it goes dostwadily as you move up through
Masters, Doctor Int. and Dr. Ext. Carnegie clas®gdésile old, and limited, it does
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give some measurement of support for the innovaliomate. Once again you think
where IT reports and as in the case of creativity gnd up looking at the role of
the top administration in creating the environment.

From the literature it is clear that there the goesof climate for innovation
has been more important to corporations and ottganizations. In this time of
great change is it time for university adminiswas to think about assessing cli-
mate and then with knowledge making purposeful gearnn the direction favoring
innovation.

7. CONCLUSIONS

Innovation and Entrepreneurship in a universityunegg change from top to bottom
and in each individual. It may actually be veryetitening to some. Many have
worked long to become a professor and know howive g lecture in one disci-
pline, know how to perform research in one disoliand know how to be a pro-
fessional in one discipline. When university waotshange to be more innovative
more entrepreneurial what does that mean to awmithdil faculty member?

The third decade of the 21st century will be a toheven faster change than
the second decade. More people will have usefudsacto the internet through
smarter and cheaper devices. Students who havelpeeght up on technology
will want to learn differently. In the United Statpreparations are being made for
generation Z and how will they learn in contrasthiie Millennials. Universities
may have to wrestle with the idea that the humambwill be used less to store
information and more to connect and apply inforomaiin new ways to advance
humanity.

Universities that want to lead their nations foravavill need to transform
themselves from repositories of knowledge to caméapplication of knowledge
for the betterment of the human community, forlle&terment of their nation, for
the betterment of communities. Pure research wiitioue to be needed in all kinds
of areas, but the ability to help students to thhmough how to connect and apply
information in new ways will become increasinglypiontant in the very near fu-
ture.

Further areas of possible investigation could leefdfiowing issues: (i) what
is the perception of administrators regarding iratmn at universities?; (ii) is there
a difference in approach in the market driven coestversus countries driven by
humanism?; (iii) could one of the tested organaradl climates questionnaires be
adapted to the universities to help administrators?

University administrations will need to craft aieis of what they hope their
university can become and then work to transforir tiniversity in that direction.
If the vision is to be innovative and entreprenaliutie administration needs to be
prepared to help transform the faculty as onlyulgiothat process can they begin
to transform the thinking of their future generasmf students. As pointed out in
the paper, the administration has to take acti@himinoduce changes for the crea-
tion of an environment that supports innovation anttepreneurship.
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Abstract:

In majority of times when a potential start-up strikes a hntlibusiness idea, he/she has little
knowledge of ‘how to move from there’. They lack information ondtadeholders of entrepre-
neurship ecosystem who can help and assist these startups in nuwvareasd help them mate-
rialize their concepts. Availability of this information whiélp the ecosystem stakeholders to avoid
replication and duplication of efforts. Similarly, knowledge ofigtauo helps identify opportuni-
ties and supports plan development to endeavor through right stratedne fetatt-up. Critical
review of existing initiatives of Saudi Arabia for entrepresbip growth and identification of the
existing stakeholders of the entrepreneurship in the countonducted. Similarly their work and
potential for practicable interventions to further entrepreneursfigcting country’s economic
development process is examined. This paper benefits fryoss sectional basic study of Saudi
Arabia that utilized primary and secondary sources to discheénitiatives, understand entrepre-
neurship growth and then map the national entrepreneurship ecospsteimber of interviews
from CEQ'’s, General Managers and other senior executivesoasied out to know the role of
the different organizations in entrepreneurship growth. It wapledwith a detailed secondary
research from existing resources. It has been identifieththa&icosystem is swiftly expanding but
yet under development and infancy stage where the institutionz@spering. The research is
based on country analysis. The paper also shows that the SaudinAgabernment has taken
proactive stance in developing the entrepreneurship ecosystem dog Etadscape and high-
lights the transformation of the ecosystem strategy.

Keywords: entrepreneurship; ecosystem; ecosystem evolution; stratagyips; Saudi Arabia
JEL codes L26, M13, Q57

! This study is based on Rahatullah (2013). Thexe lh@en numerous changes since that study angapéer

incorporates a variety of new literature, inforroati stakeholders and their activities besides eth@oviding

evidence of the evolution of entrepreneurship estesy in Saudi Arabia. The initial period of studgdhbeen
September 2012 to June 2013. Then the study forutrent work spanned from July 2014 to Septembé#a2
However, there could be a case that a particud&esblders on map is missing it is because ofakearch period
or the non-availability of secondary data.
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1. INTRODUCTION

This section familiarizes with the concept of egstem strategy for entrepreneur-
ship growth and its practice in different partshed world. It also refers to the pur-
pose and the research questions based on thempslas understand the contri-
bution of the paper to both academia and the pecti

The aim of this paper is to identify the existen€@n entrepreneurship eco-
system as well as to show that the use of thisystes helps energize and organize
the sector and explore a deliberate or otherwisategty of Saudi Arabia to
strengthen the eco and enable entrepreneurshigpdper further endorses a need
for an entrepreneurship ecosystem map and showssthetion of Saudi Arabian
map and its evolution over years. It underscoresndrepreneurship ecosystem de-
velopment strategy to address some of the lesssstieupon issues and policies
essential to toughen entrepreneurship and genecateomic development. It is
pertinent here to understand the status quo amdifigléhe evolution of the ecosys-
tem by mapping the role of different stakeholddrsrdrepreneurship in the king-
dom. This would help in understanding the strai@gy then becoming an example
for the mapping strategy itself. The maps providme page snap shot of the eco-
system at the respective level. It will provide thederstanding of evolution
through a map of both strategic and institutioeakls since 2013. It will then point
out the changes that have happened over the ydaachievements of the strate-
gic level's strategy become clearer as we moveoawohclusion. It is a cross sec-
tional basic study and through the help of secondatrces maps the ecosystem
of Saudi Arabia and then identifies the evolutibthe ecosystem over three years.

2. LITERATURE REVIEW

Zimmerman (2007) suggests that “Entrepreneurshipeigecognition or creation
of an opportunity, coupled with action by an indwal or group of individuals, to
form a social, intrapreneurial, lifestyle, middlearket, or highly-liquid venture”.
Looking at the importance of SME and entrepren#éussevident through the
management academics and practitioners that sdiccessv ventures contribute
to employment, political and social stability, imation, and competition (Dunkel-
berg, 1995; Hoffmaret al., 1998; Zedtwitz, 2003; Thurik & Wennekers, 2004).
Similarly the success of SME's is also largelyihttred to entrepreneurs’ abilities
and role of different organizations and instituido enable the entrepreneurship
(Covin & Slevin, 1989; Szabo, 2006; Dyer & Ha-Brsbke, 2008 Isenberg, 2011).
Malhi (2004) contends that the Government of Canaalderlines the im-
portant contributions made by entrepreneurs artihdisishes them as a dynamic
group vital to the progress and growth of the coyritence puts the emphasis on
entrepreneurs. He also suggests that the entrepeeare the backbone of the Ca-
nadian economy and generate employment opportaffidighousands of job seek-
ers. He further identifies that there is a needutther foster the entrepreneurial
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activity by the government initiatives as it is asjive force contributing to the
economy. The Canadian success is tangled withofteritrepreneurs.

On the other side in the UK, its secretary forlihsiness, enterprise and reg-
ulatory reform (2007) argues that number of busieesn UK has grown by more
than half a million as a result of the entreprer@@ctivity guaranteeing thousands
of jobs. This helped the UK remain Europe's leadiestination for inward invest-
ment. Its competition regime has been ranked thirdorld while welcoming the
creation of a department to equip Britain to seie& opportunities in the changing
global economy. Across the Atlantic Congressiomaluinents report on entrepre-
neurship for 2012 provided by the Kauffman Fouratasuggest that fast-growing
nascent firms comprise less than 1% of all comanig generate roughly 10% of
new jobs in any given year. Over the last threedes, young firms less than five
years old have created 40 million new jobs.

America’s booming entrepreneurial sector is resj&$or much of today’s
economic prosperity and the largest economy ofatbdd (Abid, 2007) provides
the entrepreneurs’ opportunities to take advarméagew wealth-creating prospects
that regularly arise from constant change. Thisnpheenon of “creating oppor-
tunity from change” has been part of the Americaltuce since the 19th century
Industrial Revolution. Zimmerman (2007) argues thday, an entrepreneurial re-
naissance is transforming American business ariétgoc

This discussion has evidenced that the governnmentgveloped countries
emphasize the entrepreneurship and SME developarehdistinguish them as
growth engines. Governments evidently stride amminpitgate business friendly
laws, rules and regulations. It identifies the utdeg importance of entrepreneur-
ship in creating prosperity and developing livilmmnditions of the society.

3. UNDERSTANDING AN ECOSYSTEM

The oxford dictionary at describes ecosystem asnaptex network or intercon-
nected system. In general, we can distinguish:

— Biological ecosystem — In the new shorter oxfordgyli&h dictionary (1993)
a biological ecosystem is explained as “a systenorghnisms occupying
a habitat, together with those aspects of the phlenvironment with which
they interact”. Whereas, the Merriam-Webster TiNelv International Dic-
tionary of the English Language (1986) defines dhaial ecosystem as
“a community of living organisms with air, waterchnther resources”. This
definition underlines and emphasizing the commuasiyect of an ecosystem.
However, furthering this definition the World Resoes Institute (2000) adds
that ecosystems do change. Kauffman'’s stipulatedasiy, saying that cells,
ecosystems and economic systems are also “redilegum systems” and
thus behave in ways that are their “own shortestmigtions” (Kauffman,
1995, p. 22).
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— Business ecosystem — Peltoniemi and Vuori (200éiheldusiness eco sys-
tem as “a dynamic structure consisting of an imtenected population of or-
ganizations”. They suggest that these organization&l be of any size, busi-
ness sector or public or private in nature anduariting the system. They
further argue that business ecosystem developsighraelf-organization,
emergence and co-evolution and provides it mucldegadaptability, hence
in such a system there is both competition and e@tipn prevailing.

- Entrepreneurship ecosystem — Wikluedal. (2008, p. 5) underscores that
producing entrepreneurship firm growth is a comple&nomenon and cannot
be completed as standalone but needs support afnousplayers in the econ-
omy. They require a serious and cohesive actioit$agrowth and develop-
ment. Complexity research tries to find applicasiom social and economic
systems (Peltoniemi & Vuori, 2004).

The literature on entrepreneurship ecosystems atrdpgeneurship ecosys-
tem strategy is scarce. There has been veryilifiternation available on the eco-
system. Rahatullah (2013) provides a comprehetmsdkeat the ecosystem strategy
and maps the Saudi Arabian entrepreneurship e@wsydthis provides an initial
and pioneering look and evidence that ecosystenenirepreneurship do exist.
However, there are seminal work carried out inghiepreneurship and its growth
and development like Zimmerman (2007), Szabo (2@H)6) and Isenberg
(2011).

4. PIONEERING MAP OF ENTREPRENEURSHIP ECOSYSTEM
OF SAUDI ARABIA

Rahatullah (2013) provides a detailed look at tlzpmng of an entrepreneurship
ecosystem. The study develops an understandinigeoénitrepreneurship and its
role in economic development. Then deliberatinghenSzabo (2006) and Isenberg
(2011) studies on the levels and domains of ergreqrrship ecosystem the study
develops a measurement in line with levels and dosnaarrated by the Szabo and
Isenberg in a cross sectional basic study.

Szabo (2005, 1995) and Isenberg (2011) assenmptiwit / government lead-
ers including the elected representatives, prajassiand private sector responsi-
ble to work cohesively and on several inter-relgtadciples to form an ecosystem
for entrepreneurship growth.

In Szabo (2005, 2006) and United Nations Economim@ission for Europe
(UNECE) suggested that development of the SME®hécountries in transition
materializes with the activities and assistancenfem integrated and three distinct
levels. These levels they argue are 1) strategét (policy making; 2) institutional
level (support institutionsand 3) enterprise levetiitrepreneurs and business en-
tities). Szabo studies on “Business Incubation as ElemwieBtsiness Service In-
stitution and SME Development Infrastructure foe&ion of New Enterprises in
CITs” provided a more comprehensive account ofdhésee levels. These are
adapted in table 1.
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Isenberg (2011) on the other hand identifies 3 dosnaf ecosystem adding
to Szabo perspective. The domains show that theystam requires stakeholders
who can develop certain skills and services foegmise growth arguing for Cul-
ture, Support Services and Strategic Domains. Tppat activities of the Isenberg
include the expertise and networking opportunidethe market level made avail-
able and possible through the governmental polidiesse are shown in table 2 be-

low.

Table 1.Levels of entrepreneurship ecosystems
Level, Responsibility and Requirements | Why

Strategic level

- Governments are responsible for executio
this level where a clear Government policy
required

- Creating a conducive political environment
which is favorable to accept private busines
undertaking

To Develop Sustainable Environment and to

mote and then creating the entrepreneurial a
1it_9fthrough SME development and growth. It
d8ires the following:

1. Legal entrepreneurship instrument
s2. SME Support programs by the governmen|

Government sponsored financial resource cg
mitments

Institutional level

The following are responsible to enable en

prise

1. Government institutions.

2. Chambers of commerce.

3. Professional and trade associations.

4. Training institutions.

5. Enterprise development agencies at both
national and regional levels.

6. Banks and financial intermediaries, and

7. Non-governmental organizations includ
professional bodies, consultants and univg
ties etc.

quired.

Information on how to start up a business is fe-

t‘la'B promote SMEs by providing effective bu

formation on:

1. how to prepare business plans
2. Organization and dissemination of informat
gn business formation and licensing etc.

. R/Iarketing intelligence

4. Access to financial resources and credit d¢
antees

| o%. Human resources

B'Real estate

7. innovation and facilitating cooperation

Dro-
Ctiv-
re-

(s
m-

S

ness support services including support and in-

ion

uar-

Enterprise level
Entrepreneurs and enterprise is responsible

Strengthening entrepreneurial and manag
skills is required

It will require practical interventions such as

1. Consulting Services

2. Business Information Hubs and Centers
3. Incubators, techno-parks and industrial est
4. Access to technology and technology tran
PigRuality awareness

6. Management systems

7. Awareness for consumer protection.

8. Intellectual property right.

ptes.
fer.

SME internationalizing

Source: adapted from http://www.unece.org/indust/sme/sme-rol€lBtei.2012).

Szabo (2005, 2006) and UNECE 1997 report accouetptiblic or govern-
ment leaders including the elected representatpre$essional and private sector
responsible to work cohesively and on several irgkted principles to form an
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ecosystem for entrepreneurship growth. He alsoesiggn ecosystem strategy to
addresses some of the less stressed upon issug@elanies essential to toughen
entrepreneurship and generate economic developrsemberg identifies 3 do-
mains of ecosystem forming a little different persjive than Szabo. He argues for
Culture, Support Services and Strategic Domainketcosystem.

Table 2.1senberg’s domains of entrepreneurship ecosystem

Strategic Support
Culture
Services
Government Labor: Expertise: Micro loans: Infrastructure: Success Stories:
Institutions: - Skilled and Un- | Expert knowledge | Essential loans for] - Telecoms - Visible Success
- Financial Suppor} skilled and information | survival of micro |- Transportation |- Wealth genera-
- Laws and rules, | - Serial Entrepre- | for dissemination | scale businesses | - Energy tion
e.g. tax benefits | neurs to enterprise that generate jobs| - Industrial zones | - for founders
- Developing re- | - Colleges and - Incubators - International
search institu- Universities - Clusters - reputation
tions - Entrepreneurshig
- Business friendly] Training
laws
- Contract enforce
ment,
- Labor rights
Leadership: Networks: Investment (by): | Support Societal Norms:
- Clear support -Personal net- |- Angel investors | Professions: - Tolerance of
- Society support works of entre- | - Crowd Investors | - Legal Risks, Failures
by recognizing preneurs - Institutional In- | - Accounting and mistakes
the - Diaspora net- vestors - Investment - Innovation, Crea
- SME/Micro busi- works around thg - Venture Capital | - Advisors tivity and Experi-
ness as viable arld markets - Private Equity Non-Government | mentation
respectable work - Multinational - Pubic Capital Institutions: - Social Status of
corporations - Markets - Business Entrepreneur
planning contesty - Wealth Creation
- Conferences - Ambition, Drive,
Hunger

Source: adapted from Rahatullah (2013).

Rahatullah (2013) reported furthering Szabo anddegey’s studies and sug-
gested the following flow in ecosystem.

Strengthens Develops

Strategic Level = |nstitutional Leve] = Enterprise

Figure 1. Ecosystem proposal
Source: own elaboration.

Based on these findings from literature a crostia®al basic study was car-
ried out in 2012-2013 (Rahatullah, 2013) and hemomtinues to understand the
evolution and reporting in real time.

In Rahatullah (2013) each of the levels and domiaiitentified with different
types of organizations and at each level requineéiiiterprise development. Hence
all the services, actors and stakeholders of emnepirship fit at these different
levels. The study maps the services of the strategel organizations which nec-
essarily are the government institutions and erplé#ieir work. Similarly, it then
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identifies the services provided by different comipa to entrepreneurs, including
incubators, accelerators, research, skill develop@pyrighting and patenting
and many more and identifies that who providesealsesvices. Once that is pro-
vided the study mapped the organizations of batstrategic and institutional lev-
els to their organizations and services respegtivel

Then taking through the ecosystems it maps SauahiAn entrepreneurship
Ecosystem based on Szabo (2006) and Isenberg (B8&13 and domains of en-
trepreneurship ecosystem respectively.

5. THE EVOLUTION OF ENTREPRENEURSHIP ECOSYSTEM
OF SAUDI ARABIA

This section will examine the entrepreneurship @NtE growth initiatives and ac-
tivities in the Kingdom of Saudi Arabia on the lsasf Szabo (2006), United Na-
tions Economic Commission for Europe (UNECE), Issngl{2011) and Rahatullah
(2013) mapping of ecosystem.

5.1. BACKGROUND OF SAUDI ARABIA

Saudi Arabia has been the home of business leaithees pre-Islam era. Word Jed-
dah (economic hub of the kingdom) means ‘ancesitakmained center of inter-

national trade and a notable business route beti@empe, Mediterranean and Af-
rica. The Prophet Muhammad and many of his eaftypasters were international

traders and merchants. Khadija, his wife, was &lhpiguccessful businesswoman
even before she met the Prophet.

The SMES' play increasingly vital role in Saudi Ara's economic growth by
helping to diversify its economy, generate emplogtneontribute to Saudization
(a term used where majority of workforce would ud). Currently there are
more than 8.8 million expatriates working in theiotry; whereas total population
is around 29 million) trigger regional developmegrthance technical innovation
and expanding the export market. According to th& World-fact book, Saudi
Arabia has a population of 26,534,504 (July 2012 exluding 8 million expatri-
ates. It has a GDP per capita of $24,000 (201} ast. country comparison to the
world is 55. With an unemployment rate at almostlthe sectorial composition
of GDP is 2.1% coming from agriculture whereasp6dd 20.4 is generated by
industry and services sectors respectively. Thatrpuanks 17 in global compet-
itiveness index (SUSRIS, 2011) and provides crud#h regarding the SMEs in
Saudi Arabia. It shows that though Saudi Arabthéslargest economy in the GCC
and over the last eight years, the country’s buldgstrisen from $69 billion to $170
billion. Despite this growth, SMEs contribute m&%% of total employment and
only 33% to the country’s GDP, though the SMEs nigk@2% of the businesses
in the country (National U.S.-Arab Chamber of Comree 2016). This is in stark
contrast to most developed economies like in SBMIEs contribute to 64.3% of
GDP, or Austria with SMEs contribution of 44%. Reilg the importance of the
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SMEs sector the government has taken numerouststbp®sst the entrepreneurial
activity to trigger economic growth.

Table 3.Some distinct features of Saudi Arabian entrepresigp and business sector

Global ; Information and ) Human Education Knowledge
. Economic Innovation
Ease of Doing |Competitive R Communication System DevelopmentJand Human|Economy
Business 2011* | Technol | HDI)|R | KEI
ness Index Score 2010 echnology Index 2009 ndex (| )| Resources ndex (KEIl)
2010/11 (GCl)| Index (ICT) 2009 Value 2010 Index 2009 2009
12 21 64.1 6.43 3.97 0.752] 4.89) 5.31

1 Ranked among 183 Economies http://www.doingbusiness.org/rankings accessed on March 11, 2012
GClI Index - ranked among 139 Economies
3 Economic Freedom Score - 0 to 100, where 100 represents the maximum freedom
The ICT value falls on a scale of 0-10 and is calculated from three key indicators: number of telephone lines per thousand of the
4 population, number of computers per thousand of the population, and number of internet users per thousand of the population.
The top 10 per cent of states score in the range 9-10, the next highest 10 per cent of states score in the range 8-9 and so on.
Innovation Sy stem Index - The index value falls on a scale of 0-10 and is calculated from three key indicators: Total roy alty
5 payments and receipts in US$ per person, number of patent applications granted by the US Patent and Trademark Office per

million people, and the number of scientific and technical journal articles published per million people.
HDI - Calculated based on data from UNDESA (2009d), Barro and Lee (2010), UNESCO Institute for Statistics (2010a),
6 World Bank (2010g) and IMF (2010a).
Education and Human Resources Score - The index value falls on a scale of 0-10 and is calculated from three key indicators:

7 adult literacy rate, secondary enrolment, and tertiary enrolment

8 The Knowledge Economy ranking index ranks the countries endeav oring to build the knowledge economies ona scale of 0-10

Source: : Selected indicators of economic attraction & stalfdlitentrepreneurship growth; adapted
from http://en.wikipedia.org/wiki/Entrepreneurship_Policies_in_Saudi_ArahiaWorld Factbook,
https://www.cia.gov/library/publications/the-world-factbook/ (23.01.2016).

Starting

Business
200

Resolving Getting Credit

Enforcing Protecting
Contracts Investors
= Saudi Arabia = Malaysia UAE e==—QOman Turkey

Figure 2. Selected indicators relating to entrepreneurshifstsice and economic growth
in Saudi Arabia
Source: adapted from Wikipedia (2016), The World Factbook (2016), NatioBalArab Chamber
of Commerce (2016).
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Saudi Arabia is the largest economy in the GCCamt the last eight years,
the country’s budget has risen from $69 billio$1°0 billion. Despite this growth,
SMEs contribute to only 25% of total employment amdly 33% to the country’s
GDP, though the SMEs makeup 92% of the busineagie icountry. It is in stark
contrast to Spain SMEs contribute to 64.3% of GDBwen Austria where S MEs
contribute 44%. Results of following table 3 shdattSaudi Arabia is well placed
on selected indicators for economic growth wherkedron different initiatives.

In the figure 2 below some selected indicatorstirgiato entrepreneurship
assistance, economic growth and Saudi Arabia’gdipasiiz-a-viz other countries
is shown.

The index placements for the KSA is in stark casttta most developed econ-
omies. In Spain for example SMEs contribute to ntben 64% of its GDP. In
Austria SMEs contribute 44%. Saudi Arabia andatsking in different initiatives
is also revealing. The results by no means areodisging and Saudi Arabia is
well placed against many other countries.

5.2. GAPS, QUESTIONS AND POSSIBLE CONTRIBUTIONS

The above discussion shows that there is some ipdgimation available regard-
ing the Saudi Arabian initiatives on entrepreneirgitowth based on some indi-
cators and initial studies. However, there is & lacdetailed information on the
entrepreneurship ecosystem that is contemporategly for the growth of the en-
trepreneurship in the world. Therefore, followingegtions are raised.

1. What is the status quo of the entrepreneurshipsgstem and who are the
stakeholders in this eco?

2. In order to further the ecosystem what initiatitlke Government of Saudi
Arabia has taken? Identifying the strategy.

3. How is the eco-system evolving?

Once the above questions are answered and thes diglpd in, there would
be a set of recommendations developed to addreggatts that exist in the entre-
preneurship ecosystem of Saudi Arabia. There wboeld set of recommendations
made.

The map of the latest ecosystem showing the stptasand identifying the
evolution by showing the changes that have occlwved years and recommenda-
tions would help understand and identify the stig®e and policies required in or-
der to have an evolved and fuller ecosystem forctiteesive growth of entrepre-
neurship in any country. However, one importantdabas to be kept in mind that
some of the ecosystem contributors could be cultui@untry specific, whereas,
others would be applicable universally.

This should assist the strategic, institutional anterprise level stakeholders
of Saudi Arabia immensely in knowing the challenged developing strategies to
defy issues and difficulties.

The following methodology is adopted in order tewar these questions.
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6. METHODOLOGY AND DEVELOPING THE MAPPING STRUCTURE
AND THE MEASUREMENT

This section identifies in detail the research mdtilogy used, and develops the
entrepreneurship ecosystem map structure basetearbsystem components as
envisaged by the literature. Keeping the abovein&tion in view it is evident that
Saudi Arabia has huge potential for the growthMESsector and entrepreneurship
can play massive role. In order to explore the SAtabian entrepreneurship eco-
system a cross sectional basic study for a clistestigation through primary and
secondary resources is adopted. Zimmerman (20@gests that “Entrepreneur-
ship is the recognition or creation of an oppotincoupled with action by an
individual or group of individuals, to form a sogimtrapreneurial, lifestyle, mid-
dle-market, or highly-liquid venture”.

All the organizations and services provided bydfganizations that fall under
the levels and domains envisaged by Szabo anddsgabe classified and catego-
rized under specific services, hence these becomstituents under each level. In
order to identify and understand the numerous sesvhat the strategic and insti-
tutional level stakeholders provide to entrepresairdifferent levels a rich body
of literature exists. The services identificatiamnhs the basic measurement. The
examination of this seminal work by numerous satsadach as Praag and Versloot
(2007), Koga (2005), Acs and Audretsch (2005), &aad Varga (2005) were con-
ducted. They posit the importance of the reseandhdavelopment facilities to fos-
ter innovation in entrepreneurial firms. Henceitfied an element of measurement
in the study. Numerous studies including Mohamedi Alexandre (2010), Moen-
sted (2010), Maritz (2010) or Klyver and Grant (@pfarrate the need for the net-
working as important tool for SME and entreprenkigrgrowth. These works also
highlight the innovativeness the networking andmagking opportunities bring
about. Rahatullah (2014) also posited that the odiwwg of the potential partners
is important for success. Therefore, the networkipgortunities available to stake-
holders were be examined.

Various studies of both female and male businessugis put the mentoring
and coaching programs by the governmental andtpratakeholders of entrepre-
neurship growth under perspective. These studidsde but are not limited to
Chautin (2011) and King (2010). They identify tingportance of mentoring pro-
grams by professionals and existing successfuépregneurs and suggest that such
programs play vital role in the success of thetgpa: Otto (2005) identifies nu-
merous planning activities as essential in buildingffective strategic plan. These
include components such as Business drivers-wtinysseing undertaken?, objec-
tives and scope of business, underlying assumptoradity assurance plan, issue
resolution plan, change management plan, risk nenegt plan, project mile-
stones and dates, project cost estimates, riskibemalysis, resource require-
ments. Whereas, Nickols (2006) puts forward a ggadkto effective planning and
providing direction to the business. These are wlting services providing expert
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services (Isenberg 2011) by professional firmsb842006) also laid emphasis on
this institutional support. This study will identifole of such firms if any. Mazanai
and Fatoki (2011) argue that the business developgagvices including the busi-
ness startup are essential for entrepreneurshiptigrand survival of such forms
for longer term. Similarly, Drnovsedt al. (2010) suggest that entrepreneurial self-
efficacy is related to business startup assistéBraho (2006) and Isenberg (2011)
also identified business startup assistance aeddifauch organizations providing
the service as critical and important. Green & @t (2007) showed that intel-
lectual capital is positively linked to start-upngpany success, market value, inno-
vativeness, marketplace agility and adaptabilityeyl concluded that value crea-
tion potential is enhanced by incubators and tHay pital role to assist start-ups
by diffusing knowledge, ideas, technologies, etc.

Groups like Small Business and entrepreneurshipn€biexist (Covel
& Kelly, 2009). Ahl (2011) suggests importance andcess of lobbying. The U.S.
boasts a tradition of supporting small businesdesraithe Small Business Admin-
istration (SBA) was created in 1953. The Nationssdciation of Women Business
Owners (NAWBO) was formed in 1975 by a number ofneo entrepreneurs. As
a result of the association's successful lobbyimd,979 President Carter created
the Office of Women's Business Ownership in the SB&eks, 2002; Ahl, 2006).
The National Women's Business Council (NWBC) wadaldished in 1998. Its 15
members are appointed by the Small Business Asgmti®BA), and its chairman
is appointed by the U.S. president. Special aggistéor women in business was
initiated in 1994. There are 160 local and regisasburce centers for women (Ahl,
2011). Importance of lobbying and creating awarsries welfare of members is
reinforced. A study of business services incubaledsto websites of numerous
incubators operating across the world. In ordedeatify services of these incuba-
tors and to explore whether the stakeholders irdiSarabia offer the similar ser-
vices or not, a number of incubator services wanglomly identified from across
the world and their services examined. These inouls&rvices can be categorized
into following four areas as shown in figure 3 hvelo

A two part map structure was created, i.e. strategd Institutional (Rahatul-
lah, 2013). Through secondary research organizati@re identified for each of
these levels. Then these were mapped on respéetiele A particular color is as-
signed to each service to strategic level orgaioizat Whereas, the institutional
level services discussed above were placed coluiseand organizations provid-
ing particular services were color coded under thmmwise. For example, in stra-
tegic level Human Resource Development Fund (HRprBYides five services
whereas, some services of Centennial Fund and tdiro$ Industries overlap. On
the other hand a number of institutional level oigations provide similar ser-
vices, e.g. start-up assistance is provided by riizne 6 different companies.

This map helps to recognize the efforts of strategd institutional stakehold-
ers to develop a sustainable environment of erdgrequrship growth, business sup-
port services and progress of SME’s to triggeregrgneurship augmentation. In
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the first instance the websites of different orgations working for the entrepre-
neurship growth were identified and thoroughly istigated, wherever information
was not complete an effort was made to contacvaelemanager / head of the
organization to secure more inputs.

Research & Study Planning
« Market Study

* Pre / Feasibility
* Work, Time and Moation

@I Services
Provided by
the Incubators

Business Plan
Operations Plan
Marketing Plan
Strategy

Business Startup Routine Operations
« Financing 0 IOffl(I:Ie an(;l;
« Product / market testing ntellectual Property
HRM
* Legal

« Marketing & Promotions

Figure 3. Business soft skills incubator services
Source: own elaboration based on the literature discussed above.

Keeping all these studies in view, the servicabh@astrategic and institutional
level consist of following services as revealethinle 4.

In the first study 48 organizations were identifeed formal / informal inter-
views with the managers, general managers, or ethreor executives of 21 stake-
holder institutions of Entrepreneurship and SMEade@yment in Saudi Arabia were
carried out. More than 100 magazines, periodicats academic and managerial
literature were sifted to complete the mapping.rifGenterviews were conducted
to verify the results and two workshops of the staktders were attended where
the secondary data was presented, was discussedlastdntiated. In 2014 number
of organizations identified and in 2015 the sersie¢ the institutional level in-
creased. The number of service providers swelladedls

This mixed methodology including qualitative andagtitative means was
used intentionally to achieve better results aroshgyulation. The information from
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news sources and websites was also collated taedhk role of the government
at strategic level in the economy. Analysis of itfermation available was also
conducted. Secondary sources used were publicesgrech as websites of the
organizations. On the other hand the commerciatcgsuincluded the use of
ABI/INFORM Global websites. The names of officemgeirviewed and their affili-
ations will not be divulged as the permission wassgranted.

Table 4.1senberg’s domains of entrepreneurship ecosystem

Strategic Level Services Institutional Level Services

Celebrating Entrepre-
neurs

SIC classifications

SME networking op-
portunities

Collaboration serviceq

Regulating the compe
tition

tHelping international
partnerships

Coaching and Mentor
ing

Training and Educatio

National & Int’l Col-
laborations

Laws related to institu
tional level support or-
ganizations

Business Consulting

Research

Financial Assistance

Laws relating to con
struction, Properties,
Investor security, con-
tracts, Insolvency etc.

-Market Research for
Data accumulation
(R&D)

Financing and Invest-
ment Banks

Developing Law, Poli-
cies and Regulations
for Business

Research and Develo
ment

pStart-up Development
Skills

Web based -Enterpris
& SME Development
Platforms

Y%

Industrial Surveys

Developing technica
incubators

Lobbying, Soliciting,
Awareness

Venture Capitalists an
Funds

=N

Soft skills

Incubators and Accel

erators

Market Research for
start-ups

Technical Consulting
Source: Szabo (2005, 2006), Isenberg (2011), Rahatullah (2013).

7. THE EVOLUTION: 2013 TO 2015 STRATEGIC LEVEL
OF THE SAUDI ARABIA ENTREPRENEURSHIP ECOSYSTEM

The evolution of strategic and institutional levelsuld be discussed sepa-
rately year wise.

In 2013 study it was evident that there were Stefjia level organizations
working (Figure 4). However, it was also seen #mahe of the work of the institu-
tional level as asserted by the literature wasgearried out by the strategic level.
For example, the HRDF was providing salaries toitldéviduals who were plan-
ning to start a business for a specific periodroét This was to help startups con-
solidate and establish the business without fe¢lirdinancial burdens. However,
the modus operandi could be altered and fundstpadtrepreneurs through bank-
ing channels. Similarly, the Kafala (SIDF) and SC&RI been holding events to
establish collaborations and hold events and samiffiis also signifies that in the
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absence of the institutional level support the oespbility was shouldered by the
strategic level thus showing a more proactive role.

SAGIA HRDF SIDF SCSB| WAED MOL ‘ MOI ‘ CF KACST
Saudi

Saudi Ara- | Human Re-| Small In- Credit King Ab-
bian Gen- source dustries and WAED Ministry | Ministry | Cen- | dullah City
eral Invest- Deve- Deve- Sav- | Aramco of Indu- | tennial | of Science
ment Au- lopment lopment ings stry Fund | and Tech-

thority Fund Fund nology

Bank

Law for
Financial Saudiza-
assistance tion, Business
to entre- Financing sl Support
preneurs and Regula-
till they Skills de- ERIle]gi

succeed velop-
ment

BADIR —
The tech-
nical and
engineering
incubator

Laws relating to
Business startup,
Construction, Utili-

NCC - Na-

tional Co- Workshops and -
" . ties, Property, R &D
meptitive Seminars Credit, Investor
ness Center ;
protection and In-
solvency

National Post
and Inter- funding

national support Rg;s::trsch
Collabora- to entre-

tions preneurs

Lobby-
ing, So-
liciting

and Cre-

ating

Aware-

ness

Industrial
Survey

Figure 4. The 2013 Strategic level of entrepreneurship edesyin Saudi Arabia
Source: own elaboration and map development.

The 2014 strategic level reveals that the WAED ameo was shifted from
strategic to institutional level owing to their nalte and having further under-
standing of the ecosystem. The number of servi@s also increased by many
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organizations like MOI, MOL, KACST, HRDF and SAGIKACST started to de-
velop policies and training for the ecosystem, wher CF embarked to develop
international collaborations and implementing tioeeynmental policies and sys-
tems. SDF and SCSB commenced the policy draftirdyranommendation and
HRDF initiated the work on the policy developmesagarding the human capital
development in the kingdom (Figure 5).

| Strategic Level of Entrepreneurship Ecosystem of Sali Arabia |
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Develop new and enable the institutions to providenore and more services to diverse range
of entrepreneurs and startups

Figure 5. The 2014 Strategic Level of entrepreneurship ed¢esyin Saudi Arabia
Source: own elaboration and map development.

A high end engineering incubator ‘BADIR’ has beeaveloped by Kacst. It
serves the engineering and technology startups &owss the kingdom. BADIR
also provides the technical assistance to theugimdnd office space and other fa-
cilities cater to the growing needs of the startups
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A massive shift in the governmental policy has been witnessed in the year
2015 where three more organizations have either been established or existing insti-
tutions have been granted further responsibilities (Figure 6). Long awaited SME
authority has been established which will oversee the SME growth and develop-
ment in the Kingdom. It will develop coordination among numerous stakeholder
and identify the challenges and develop solutions through new laws, policies and
regulations. It seems that future might witness this authority taking over these tasks
from other organizations.

8. THE EVOLUTION: 2013 TO 2015 INSTITUTIONAL LEVEL
OF THE SAUDI ARABIA ENTREPRENEURSHIP ECOSYSTEM

In 2013 few of the services required to be carried out at institutional level were
being provided by even fewer organizations (Figure 7). The eco at this stage seemed
to be in its infancy where the private sector seemed to start to embrace the challenge
of the consolidating and sustenance of the eco. The soft skills development initia-
tives were limited and so was the effort in the teaching and training. However, the
number of organizations was notable comparatively in the areas of research and
creating awareness. Effat university became the first university in the kingdom to
offer an entrepreneurship degree at the bachelors’ level and conduct research in the
domains of women enterprise, startups, family businesses, challenges etc.

The year 2014 witnessed the eco grow considerably, new organizations started
to mushroom up and brand new services introduced (Figure 8). The universities
understanding the requirement and obligation launched their own programs. Many
organizations expanded the portfolio of their services and a number of new organ-
izations started brand new services. More investors started to come but the envi-
ronment remained hazy to their classification. It seemed that many organizations
started many services without specializing in some and or developing niches. This
is quite understandable as the transition and transformation of the sector had been
happening. Strategic level and Institutional level organizations started to build co-
ordination.

However, with in next one year, 2014 to 2015 a huge transformation of the
eco took place. New services added, eco became more filled up and almost started
to provide all services. A number of more organizations filled in the gaps in t eh
support services and expansion took place both qualitatively and quantitatively. It
became easier to categorize the funding services into banking, venture capitalists
and funds. Web based services and groups also launched services and specialized
organizations to hold events and competitions etc. emerged. Existing stakeholders
like Bab Rizk Jameel entered into collaboration with Grameen bank and large pub-
lic and private sector organizations like Saudi Telecom, Mobily, SEDCO and Dal-
lah Al Baraka begin assistance through their CSR and other community develop-
ment projects (Figure 9).
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One very special strategic level organization has been noted and that the man-
date of HRDF is extraordinary and the literature lacks many such examples of an
elaborate, unique and comprehensive program for potential entrepreneurs in a de-
veloping economy as it is in Saudi Arabia.

Saudi Arabia has registered 147 patents in 2011 and tops the Arab countries
(Market Information Trading, 2012). However, there seems dearth of innovation
houses. If a country can produce such number of patents without state of the art
facilities spread across country it may perform better with a number of high tech
labs available throughout the kingdom.

According to Isenberg (2011) the research institutions are important and fall
under the Policy domain and Governmental initiatives. Similarly, Szabo (2006) also
underlines the importance of research institutions at Enterprise level. Literature also
argued for information centers development, access to and increase in technology
use and awareness, developing consumer protection and intellectual property
rights. Organizations like KACST, Waed and KAUST provide such facilities in the
kingdom. This shows another huge potential activity for the kingdom.

As regards the SME networking both Isenberg (2011) and Szabo (2006) es-
tablish the need for networking. Isenberg identified three factors, i.e. entrepre-
neurs’, scattered but organized and multinational networks. Whereas, Szabo taking
a more qualitative look argue for networking at enterprise level. This study points
out to chambers of commerce and SAGIA providing these opportunities at national
level even if the number of such events may be less though. Khadija Bint Khu-
wailed center at JCCI create opportunities for Saudi women and help them with
their routine operational problems and issue.

The importance of coaching and mentoring, business consulting and startup
training has been a centre point of entrepreneurial development. The findings reveal
that these services are provided by some of organizations in Saudi Arabia. These
include Centennial Fund which provides business startup training through its part-
ner organizations. Research in Motion (USA) and SAGIA will provide this training
to potential IT entrepreneurs. KAUST offers the services to potential technology
and engineering industry entrepreneurs. In the private sector chambers of com-
merce, BADIR, Al Zamil group and Bank Al Ahli's CSR department have pro-
grams for startup training. However, business consulting is provided by the cham-
bers of commerce, private sector consulting firms and RIM. KAUST and Chambers
of commerce have coaching and mentoring programs.

Lobbying, soliciting and creating awareness are considered important tools
and mechanisms to solicit to the governmental bodies for grant of rights, privileges
and ease of laws etc. to boost a particular sector. The Kingdom has taken initiatives
in this regard. However, there are not enough number of associations and repre-
sentative bodies who can effectively put up their stand point to the relevant author-
ities and help create networks and raise exposure of its members.

According to Isenberg (2011) the research institutions are important and fall
under the Policy domain and Governmental initiatives. Similarly, Szabo (2006) also
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underlines the importance of research institutions at Enterprise level where the in-
formation centers, access to technology, consumer protection and intellectual prop-
erty rights play vital role. However, the findings have revealed that KACST and
KAUST provide these facilities. Whereas, the private and governmental universi-
ties are now commencing such nurturing activities.

As regards the SME networking both Isenberg (2011) and Szabo (2006) es-
tablish the need for networking. Isenberg lays importance on entrepreneurs’, Dias-
pora and multinational networks. On the other hand Szabo lays importance of net-
working at enterprise level. The findings reveal that the chambers of commerce and
SAGIA provide such opportunities at national level. The number of events may be
limited though. Khadija Bint Khuwailed center at the JCCI provides opportunities
for Saudi women. However, these initiatives may be enough in short term but will
require more concerted effort to realize the goals of the government.

The research shows that SIDF, KAUST, Bab Rizk Jameel, Khadija Bin Khu-
wailed Centre, BADIR and Injaz provide some selected services of business incu-
bation. However, none of the organizations provide complete and full services as
envisaged by the academic, applied and practice literature and discussed in meth-
odology above. These efforts along with other endeavors seem fragmented and
there seems a clear need to help the potential entrepreneur.

9. CONCLUSIONS

The paper has met the aim of its study by providing a comprehensive look and
understanding on the entrepreneurship ecosystem, its need, evolution and strategy
implications. It has shown as the following conclusions reveal that an ecosystem
exists of entrepreneurship development exists. The organisms for development are
the stakeholders both at the strategic and institutional levels. The knowledge of
existence of an eco energizes all stakeholders as we witness the change in the eco
and new institutional stakeholder additions offering new services to stage 1 and
2 entrepreneurs. The evolution also provides evidence that there is a deliberate or
otherwise strategy of the Saudi government to strengthen the ecosystem.

The findings were also discussed with five industry experts and senior aca-
demics to validate the findings and understand their perspective. The names and
titles are not revealed as per advice of the interviewees. The discussion below is
also then generalized as researcher was not allowed to divulge personal information
of the experts.

The question related to understanding the status quo has been amply answered
and it shows the existing status of both the strategic and institutional levels of the
ecosystem. The work has also underlined that the Saudi Arabian government has
taken huge steps diligently and effectively. A deliberate effort of the institutions
development both at the strategic and institutional levels of the ecosystem seems to
be in place. The ecosystem is evolving rapidly evidencing that the eco is responding
to dynamic needs of the enterprise, startups and entrepreneurs of first, second and
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or the third stage. All these answers to the questions are discussed in more detail
below and further conclusions are drawn.

The government of Saudi Arabia and the private sector together have taken
numerous steps in keeping with the national priority of generating employment for
young Saudis in particular and create economic activity and private wealth. The
findings and discussion reveal a potential to further develop of institutions and cre-
ate planned interventions needed at strategic, institutional and enterprise levels.
This will develop a movement to further the entrepreneurship growth with snowball
effects and put on mass. It is estimated that this will assist in institutionalizing the
policy, human capital development, support professions, culture, markets and, mi-
cro loans, angel investors networks, financing, venture capital and public capital
markets which are essential for enterprise growth.

However, an issue has come to surface, i.e. some organizations at strategic
level are providing services that they are perhaps not supposed to and fall under
institutional. This is may be because of the lack of and potential in institutional
capabilities strengthening. For example a very important stakeholder, Centennial
fund, providing coaching and mentoring and trainings to their loaned customers.
They might not have had to invest time, effort and money if there were enough
private sector organizations existing and offering these services. It shows that eco-
system requires specialist institutions for each of the 10 services including incuba-
tors. The strategic level financial institutions work for the entrepreneurs, SMESs,
and provide financing to any level / stage entrepreneurs. Their services range from
business consulting and conducting the research and providing the feedbacks. Here
also it is evident that some of these banks provide loan facilities at comparable
terms and conditions. There are banks and other financial institutions that do not
specify the loan limits and leave it to percentages of their own equity that can jeop-
ardize the liquidity situation of the concerned bank when they need to finance very
large-scale projects.

It can be concluded that such studies should be carried out on continual basis
and ecosystems evolution mapping be carried out in other countries so that the de-
ficiencies, efficiencies and proficiencies in the ecosystem could be identified and
necessary action could be taken accordingly.

It is also inferred that there should be a virtual entrepreneurship ecosystem
evolution observatory that maps the eco in real time. The stakeholders should be
able to update their details by logging on to a virtual observatory. Whereas, the
entrepreneurs at different stages, by looking at the maps and clicking can get access
to the required organization(s). The observatory is further explained below.

In the study websites of more than one hundred and fifty organizations were
identified and searched again to identify any changes from previous maps. Based
on the new study a new website is being developed www.effatuniversity.edu.sa/en-
trepreneurship_ecosystem. This will house a virtual observatory and store the
yearly updated maps. Any stage entrepreneur may log into the website and search
for suitable organization(s) to get assistance from.
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It has been seen that when the potential startups struck an idea and are in ini-
tial, early or later stages of the startup development, majority of times they do not
know where to get what kind of assistance. Similarly, they have little idea on the
sources of funding, intellectual property rights and legal framework of the country.
At times they get trapped and sometimes due to difficulty in finding the right or-
ganization for assistance they simply give up the idea.

Therefore, in order to make informed effective decisions it is important to
have a knowledge of the prevailing conditions in the marketplace of the essentials
of the startups. These include, coaching, mentoring, venture capital, training and
development, consulting, personal development, soft skills, incubator or accelera-
tor facilities required, research and development, patent and copyrighting, legal and
others. This will avoid replication and duplication of efforts. Similarly, knowledge
of status quo helps identify opportunities and supports plan development to en-
deavor through right strategy.

The names of organizations on the maps are clickable and the upon the click
a brief profile opens up showing the services and contact details thus helping the
start-up and later stage entrepreneurs to reach to the concerned stakeholder more
efficiently. It also provides a marketplace for the companies to compete on the basis
of services provided.

Like any other research this investigation also had limitations as outlined be-
low:

— Itis a tough ask to conduct the research in the kingdom as the culture is de-
veloping for investigation and there is a huge scope for it.

— As the national language is Arabic, majority of websites are in Arabic and
a number of other organizations do not have the internet presence, making it
difficult to reach out to the information.

- ltis difficult and time consuming to get the information not available on the
websites from different sources within organizations.

SME authority is a great initiative introduced at the strategic level and would
notably enhance the SME sector in the Kingdom and act as catalyst of entrepre-
neurship growth in Saudi Arabia. It is recommended the authority works to:

—  Start support professions’ training and development programs needed and
help them implement these programs nationwide.

— Celebrate entrepreneurship to encourage and motivate the first stage entrepre-
neurs to turn their ideas into reality.

— Develop Business Format Franchising in the Kingdom.

— Develop Soft Skills incubators at educational institutions.

— Develop Consulting organizations in Financing and Feasibility studies.

—  Develop and implement programs for jailed inmates.

— Develop research to propose recommendations for energy, business, engineer-
ing, medicine, business research, SME development cities and SME industrial
zones to the Government.
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- Develop Common Facilities Centers.

- Develop and implement awards for outstanding entrepreneurs in.

- Launch Business research at educational institutions.

- Launch and market academic and applied journals and periodicals.

— Organize and launch academic and applied conferences.

- Organize and implement networking conferences on Social business, Women
related businesses, Medicine and engineering
This catalyst should also:

- Develop and encourage associations of different industrial sectors.

— Develop and initially supervise franchise association. Upon completion of
memberships and enforcing the laws, let it become an independent institution.

- Develop Innovation enablers.

— Develop patents and copy righting institutions.

—  Carry out regular SME Census.

— Develop and implement business friendly laws on partnerships specially be-
tween local and international, forex repatriation, employment in a company
where shareholding is also held by foreigners.

—  Classify the businesses according to SIC codes.
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Abstract:

This article aims at presenting a systematic review dligattons that verified the network theory
and the theory of networks empirically, published in the entrepremigyournal with the highest
Impact Factor: “Entrepreneurship Theory and Practice”. We préssntpublication frequency
evolved over time, and classify papers into major streamstoépreneurship research. Our find-
ings suggest the theory of networks is an under-researched argsimgdior further advancing
the theory of entrepreneurship. We also find increasing publicaggnéncy of network related
research over time. Results oriented research were mastpoéieent in reviewed articles, while
relationship among network variables and innovation was only tested mrtiales so far which
suggests that more research is needed in this direction intthie.fWe belief that verification of
theories of networks in entrepreneurship and verification dioakhip between network variables
and innovation within the network theory are most promising. Thygnatity of this work lies in
identification of research opportunities and dynamics of enabivierification of network studies
in the field of entrepreneurship.

Keywords: network theory; theory of networks; literature review; engapurship; network so-
ciety
JEL codes L26, D85

1. INTRODUCTION

Entrepreneurs and organisations established by tparate in a complex mix of
relationships. To explain antecedents of theseioalkships, find patterns that ena-
ble to understand their complexity, and inquire iobnsequences of observed pat-
terns, Entrepreneurship scholars increasingly esgark theorizing. The study of
entrepreneurship through network lenses has beesasingly visible, as indicated
by earlier review of the filed (Hoang & Antoncid)@3). This review identified 70
papers that have been published on the role ofarksan the entrepreneurial con-
text in scholarly journals specializing in entrepgarship, sociology, and strategic
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management already in 2003. Since that time numibeublications that use net-
work approach in organization science has increasibdtantially, that enabled
clarification on network related theorizing in salcscience (Borgatti & Halgin,
2011). Building on advances in network theory weidied to apply two major cat-
egories of network theorizing: the theory of netkgoand the network theory in
systematic review of network research in the leggiiurnal in the field — Entre-
preneurship Theory and Practice.

Network theorizing raised out of a metaphor that weeatively used and
turned into rigorous theoretical propositions, inddia, by Harrison White, the
founder of Harvard Revolution in sociology, and Bou_atour, the author of the
actor-network theory. Harrison White (1992) putward a general sociological
theory based on organisations (and individualskiegeto control their identities
through embeddedness in netdoms. Bruno Latour {1®@8&e that the network
metaphor indicates concentration of resourcesmmietwork nodes. His actor-net-
work theory treats both machines and humans assastgocial processes, empha-
sizing the key importance of their interactiondaday’s organisations and socie-
ties. That theory anticipates phenomena that haea becently called the Internet
of things or the Internet of everything, visionsaoflobal network connecting not
only people but also objects. In the world wheradrads of millions of Internet
users are constantly exchanging huge amounts afmattion, the network meta-
phor seems to be commonly comprehensible. Thinabaut social networks, we
imagine the world entangled by relationships amaxahange participants who use
modern information technologies.

The network metaphor usefulness is not confineexfgaining the Internet
phenomena solely or even those that occur in seg&iems. The widespread ex-
istence of networks is evidenced by a growing nunafestudies and theoretical
proposals developed by physicists, mathematic@oraputer scientists, biologists
and epidemiologists. Also artists are interesteaeitworks, as exemplified exquis-
itely by Mark Lombardi’'s drawings collected by tihduseum of Modern Art
(MoMA) in New York. Understanding the rules of imfisation and resources flow
within a network structure also has crucial pradtimplications. For example, it
allowed for designing Google PageRank algorithmnBr Page, 1998), reducing
costs and improving effectiveness of the fight agaiaddiction to nicotine
(Christakis & Fowler, 2008), detecting and combgtiarrorist networks (Krebs,
2002), and effectively placing innovations in tharket (Valente, 1996).

In institutional economics, Powell (1990) points networks as the third
mechanism of economic organisation, along with mtsrland hierarchies. White
(2001) and Granovetter (1985) argue that marketsteroretical concepts sepa-
rated from reality, whereas, in fact, economic peses unfold primarily in social
networks of exchange and cooperation. Granovet{@885) theory of social em-
beddedness of economic processes contrasted adsichl economic theories that
disregarded the social aspect and were dominatéddibyidualistic, transactional
explanations of economic mechanisms. Castells ([18@i€es about an emerging
network society that develops as modern commuupicat&chnologies become
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widespread and global actors become more and mmeonnected. The network
metaphor allows him to reveal a comprehensive mabdfithe organisation of mod-
ern societies that are being constantly reconfigjufbe network society processes
cannot be effectively regulated by national lawgsithe network extends beyond
the borders of a single country. Citizens of themoek society smoothly switch
between organisations, associations or coalitibmsterests.

In the network society, where interrelated indiatfuare involved in the ex-
change of resources and information, an entreprensuccess inevitably depends
on his or her position and characteristics of tsvork in which he or she operates.
Position in the network structure determines opputies and imposes restrictions
on freedom of action. Network characteristics goviyrnamics and possibilities of
exchange and access to resources and information.

Our article aims at presenting a systematic rewtpublications that verified
the network theory and the theory of networks eiogily and were printed in the
entrepreneurship journal with the highest Impactéa “Entrepreneurship Theory
and Practice”. Our literature review outlines Kegdretical proposals for a network
approach: the network theory and theory of networksintroduce this theoretical
approaches we briefly introduced their key assupngtand illustrated each by ex-
ample of a seminal study conducted in these tawitiThen, we introduce meth-
odology of our study and present the results ofsystematic literature review of
“Entrepreneurship Theory and Practice” publication4995-2015. Resorting to
the Scopus database, we selected 71 articles peblis the last 20 years that use
the word “network” in their abstracts. Subsequenthe divided the articles into
those addressing theoretical proposals and thgs®tieg empirical research to
verify the theories. Since our review seeks toldista how advanced empirical
research into links between networks where entresunes operate and their perfor-
mance is, the next step left out articles aimeskatnining other relationships. We
do not analyse in detail theoretical articles ttattain no empirical research re-
sults, either. We selected 38 articles for ourlfaralysis, considering them as an
attempt to verify two broad theoretical traditiaiat we introduced earlier. Our
literature review indicates popularity of these tamproaches in the journal when
mainstream entrepreneurship research is preséfitedlso describe changes in the
number of publications in question in the studiedq of 20 years. In conclusions,
we identify promising areas of future research #taves to verify the network
theories in the field of entrepreneurship.

2. NETWORK THEORY AND THE THEORY OF NETWORKS

The growing importance of the network approachh&drganisation and manage-
ment theory was mentioned by Borgatti and Fost@032, who indicated that its
popularity increased exponentially, as measurethbynumber of publications in
scientific journals. A network may be made up of aet of objects connected by
relationships that form analysable patterns. Objewy be alternatively referred to
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as actors, nodes or vertices, and their intergglatmay be termed ties, lines, con-
nections or edges of a network. A network analgigjhlights the fundamental im-
portance of relationship patterns that form thaigtbfor explaining the phenomena
addressed by social sciences and for the entrejmsrp theory developed based
on such sciences.

A social network analysis aims at clarifying linkstween the structure of
relationships and connections and characteristittsessocial system. It comprises
two key aspects: mechanisms governing the formatidhe social system and its
characteristics, and consequences of network amafiign (Tsai & Ghoshal, 1998;
Rowley, Behrens & Krackhardt, 2000). Borgatti analdth (2011, p. 1168) point
to the distinction between those two theoreticalvinek issues that are analytically
separate, defining them as the theory of netwankisthe network theory.

The theory of networks explains the origins andatiristics of an observed
network, for example its non-scalability, i.e. fhet that the relationships between
network nodes are distributed exponentially. Sudhist&ribution may result from
preferential connections, namely the tendency afesdo establish relationships
with popular network objects (Barabasi & Albert999. Another research project,
in line with the theory of networks, would definetwork properties, for instance
its density as a measure of network relationshiggdportion to all possible rela-
tionships. Networks where entrepreneurs operateegpected to have different
densities, depending on the culture of a countrgntrepreneurs tend to be driven
by more individualistic values, the network densitgxpected to be low, resulting
in slower dissemination of practices and innovatod greater differentiation of
entrepreneurs’ attitudes. Empirical studies undertheory of networks are, there-
fore, conducted as macro-analyses of entreprenipuilsterminants described by
measurements of global network properties.

Research under the theory of networks is also ek@apby analyses of the
extent to which the structure examined has theadharistics of a small-world net-
work. The concept of small-world network refersthe classical theoretical pro-
posal put forward by Milgram (1967), who stated tators of even very extensive
networks are separated by only a few direct conmegtusually not more than six.
A small-world network is a specific class of netk®mwith many strongly interre-
lated subgroups and a relatively short path of eotians between nodes (Watts
& Strogatz, 1998). Uzzi, Amaral and Reed-Tsoch&9) 2 discussed the applica-
tions of small-world network research methods, fgnto the existence of such
networks in a wide variety of organisational systefor instance networks of re-
lationships between musicians and actors, netwafr@liances, research networks
examined through mutual citations, inter-organisel networks built through per-
sonal relationships among board members, paterecation and energy net-
works. The fact that small-world networks prevaitiifferent types of inter-organ-
isational and personal networks proves high efficyeof network action coordina-
tion mechanisms and resilience of those systerdistaptions.

The network theory aims at explaining the consegegwf network variables
such as centrality, operation in structural holed eharacteristics of ties for the
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performance of network participants (Granovetté&¥73 Freeman, 1979; Burt,
1992). Granovetter used the characteristics otdie®velop the theory of strength
of weak ties (SWT) (Granovetter, 1973). He wasdiyeinspired by research into
the job seeking process that found that weak tregighe valuable information
about job offers. It is the information from acquainces weakly tied with job seek-
ers, rather than from closely related friends, thettease the probability of success
in the labour market. This is because persons lgloekated with job seekers live
in the same environment and usually have accesisitar information. Valuable
information is communicated by people who have s&¢e multiple groups with
different information. Weak ties accelerate flowsinetwork and provide fast ac-
cess to its remote parts.

Examination of links between the effects of actamal the quality of relation-
ships is also well illustrated by one of the mastliently cited scientific articles
addressing networks (Uzzi, 1997). Its author ingestéd women'’s fashion compa-
nies in New York and found that two distinctive @gpof relationships existed be-
tween those companies and their suppliers. Thgsestare also included in the
SWT theory described above. Respondents talkedtdabem in different ways.
The first type includes relationships marked byialoembeddedness and called
“close” or “special” by CEOs of examined compank@sch relationships are based
on reciprocity, emotional involvement, intensiveckange of information, trust,
joint problem solving and a longer time horizone®econd type comprises market
transactions (arm’s length ties), individual agream where suppliers were se-
lected chiefly according to the lowest price cidar Uzzi stated that embeddedness
was associated with saving time (economies of time)the ability to seize emerg-
ing market opportunities quickly. Embeddedness eddaces transaction costs be-
cause partners having a long-term relationship tenglust each other. He also
highlighted that excessive embeddedness restratedss to information about
changes outside the network of a company’s cldatioaships.

The theory of structural holes is a perfect exangpleasoning in the context
of the network theory, which states that the posgiof nodes affect their perfor-
mance. It was developed by Ron Burt (1992) on tissbof research into issues
similar to those that became the foundation fom@vatter’'s theory of strength of
weak ties. Burt focused on the impact of a divediEgocentric network structure,
i.e. a network of people directly related with cialades, on the speed of promotion.
He put forward the hypothesis that promotion ikeith with structural holes in ego-
centric networks. Holes also exist where two pediple with a candidate for pro-
motion do not have mutual relationships. Structtw@ks allow the candidate to
control information flow between unrelated contaatsl access knowledge from
many sources. This affects his or her expert posiind should be positively cor-
related with promotion likelihood, as confirmed that author’s research. In his
argumentation, he does not focus on the qualitglationships but on their struc-
ture and the position of candidates for promotion.

We have drawn a distinction between the networbkrthand the theory of
networks in this section. We introduced the essef@ach of these theories and



98 Agnieszka Brzozowska, Michat Zdziarski

discussed seminal studies that illustrate botlrdier to achieve this we have cho-
sen the most frequently cited works that examinetsvark structures and effects
of network actors’ positions. In the next chaptee, analyse those two types of
theories in the entrepreneurship literature based peview of texts published in
“Entrepreneurship Theory and Practice” during 2@rgeWe were curious how
often in mentioned journal the issue of network Westopic of articles and, con-
sidering the entrepreneurship field, in what cohtewas analysed. The aim was
to determine what areas were taken into consiaderatithe analysis of the network
in ETP.

3. MATERIALS AND METHODS

In this article, we report preliminary researchttivae want to develop into a sys-
tematic review of entrepreneurship literature. \Wend to provide a comprehen-
sive review of publications aimed at verifying netl theories empirically. We
would like to include more scientific journals adglsing entrepreneurship and ex-
pand the scope of our analyses. At the preseng sthgreliminary research, we
have chosen to analyse the entrepreneurship jowitiathe highest IF: “Entrepre-
neurship Theory and Practice”. Based on the Scdptabase, we limited our se-
lection of articles to 1995-2015.

Initially, we tried to look for texts addressingethetwork theory and the the-
ory of networks. However, regardless of the seatutase, the results comprised
the same 16 articles. We, therefore, decided tad®o our search and selected
articles that contained the word “network” in thabstracts. This resulted in more
texts, namely 71. Thus, we were able to prepamader analysis of the issue in
guestion and verify which theory is actually useddata analysis.

Following the initial selection, we rejected 9 thaioally irrelevant articles
that contained the word “network” in a meaning @iéint from “a network of rela-
tionships” or that concerned, for example, citatioks between entrepreneurship
researchers (Grégoire, Noél, Déry & Béchard, 2008 article covered a litera-
ture review of research into networks in entrepuoesigip (Slotte-Kock & Coviello,
2010). 23 publications presented studies on thedanpf a network on a selected
phenomenon. The objective of our review was totifiearticles that verified em-
pirically the network theory and the theory of netiss described in the previous
chapter. We wanted to find out how researchersyaaatetworks, what they re-
search and what network characteristics are destriwhich helped us to outline
the research programme in the conclusions. BaseHeoreview of abstracts and
an overview of the methodology and methods of asslgf the collected data, we
classified 38 articles for final analysis.

When reviewing publications on networks, we warteanswer the following
guestions:

- Which theory is mainly used to do research intevoets in entrepreneurship
(theory of networks vs. network theory)?
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— In which context of entrepreneurship are networksstmfrequently re-
searched?

- Which network characteristics are most often armalyis research into net-
works in entrepreneurship?

We divided the selected articles according to tha eesearched, network the-
ory used and the method of network analysis, andhmed the articles to network
characteristics that were described in the studies;, density, relationship type,
centrality, structure or content. We also idendifeethemes that were discussed in
the articles in the entrepreneurship context ofaesh: innovation, company de-
velopment understood also as company growth, reeewand resource accumula-
tion, achievement understood also as the humbagm@fements concluded, effec-
tiveness, etc., financing — all methods of finageicollaboration with banks, lend-
ing and cooperation including texts describing @apon between companies,
suppliers, entrepreneurs and institutions. Aboeents arose from the grouping of
articles in the thematic area. Reviewing articlesided us to define the main topics
which were discussed, and categorize them into dlieroategories. Our main an-
alytical frame was to distinguish papers as effittémg concepts of network theory
or theory of networks as proposed by Borgatti aathi (2011). At more detailed
level we assigned papers according to specific oreagand network concepts used
by their authors. We have looked for commonly usetivork concepts such as:
density, centrality, type of relationship, struetwand content. Some articles are
classified in several categories as the use ofamis@nd measures is not mutually
exclusive.

4. RESULTS AND DISCUSSION

The analysis of abstracts of 39 articles seleabeddview allowed us to classify
them to two theoretical areas mentioned in theimiedry literature analysis and
to one of 6 research area categories. We classifead independently, and when
opinions differed, we read whole articles in ortterassign them to appropriate
categories. The results of our review are providetiable 1 below.

It appeared that most studies — as many as 14%6mw83all articles on network
research published in the journal that we choseuged on business achievements.
As illustrated in Table 1, researchers concentrptgdarily on analysing the type
of relationship and its impact on entrepreneurii@aements, hence used the net-
work theory more frequently, although network stowes and sizes were also ex-
amined. Among the selected texts, the article lyv&and Salaff (2003) has most
citations and describes networking patterns amaotigggreneurs and their impact
on business operations, exemplified for 4 diffe@intries. The second most fre-
guently cited article is that by Louise, Althanassiand Crittenden (2000), who
presented the influence of the founder’s centraltjpm on strategic business man-
agement, and thus on company performance. Bas#lteorpncept of social net-
work and the founder’s central position, they deped a model for further exam-
ination of strategic business management. The thost often cited (150) text by
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Hite (2005) builds on case studies and analyseddduness of entrepreneurs in
the context of recognising opportunities, seekiegpurces and effective manage-
ment. The next most often cited (121 citations)lgtoresents the network structure
of academic entrepreneurs managing companies iougastages of development
(Mosey & Wright, 2007). The research involved intews with academic entre-
preneurs who were asked to describe the struconéent and management of their
networks at the beginning of the research and agften one year. In his text, cited
82 times, Westhead (1995) addresses achievemeargadiag on the type of high-
technology company managers and the type of te&tionships. A quite often
cited article (70 citations) by Lester and Cannéla06) is about building social
capital by family businesses and its impact onrtleivival. Other articles in this
group focused mainly on the type of relationshtppe of persons in the network
and their impact on achievements (Godwin, Steve®sener, 2006; Wu, Wang,
Chen & Pan, 2008; Huse & Swartz, 2010; Scarbrougdl.e2013; Sautet, 2013;
Ebbers, 2014), also with reference to success amthiby transnational entrepre-
neurs (Wenhong & Tan, 2009).

Table 1.Division of articles by area, theory and netwonklgsis area
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Innovation 2 1 1 1 1 1
Company development 4 2 2 1 3 j ]
Resources 5 4 1 2 4 1 1 1
Achievements 14 9 5 5 9 2 5 3
Financing 7 6 1 6 3 1
Cooperation 7 6 1 3 7 3 1
Total 39 28 11 10 2 30 4 13 7

Source: own elaboration.

We assigned seven texts to the thematic area piecation and seven articles
to the topic of raising funds by entrepreneurs.

As regards articles describing research into thgaghof networks on coop-
eration among entrepreneurs, investors etc., iatsnbe noted that the researchers
concentrated chiefly on studying types of netwelktionships (Webb et al., 2010;
Karra, Tracey & Phillips, 2006), then the netwoaitkisture (Ring, Peredo & Chris-
man, 2010) and the network size (Kuhn & Gallow&®1 2, Patel & Conklin, 2009).
Only one article used the theory of networks (RPgredo & Chrisman, 2010) and
others employed the network theory (i.a. Bartholan& Smith, 2006; Daspit
& Long, 2014).
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That was also the case for articles on the impacétwvorks on the search for
financing by entrepreneurs where the authors alisaapily analysed relationship
types, chiefly using the network theory (i.a. Ch&rran, 2009; Du, Guariglia
& Newman, 2015), with only one article resortingthe theory of networks (Fiet,
1996). The research mostly concerned methods ddibginetworks in order to
gain easier access to loans (Saparito, Elam & Br2@h3; Du, Guariglia & New-
man, 2015) or generally to raise funds more effetyi (Jonsson & Lindbergh,
2013; Kreiser, Patel & Fiet, 2013).

Another group of five articles (13%) presented reels in the context of re-
source accumulation. Again, what could be noticed tihe popularity of network
relationship type analyses with account being taketmose relationships that al-
lowed for successful use of resources (Haugh, 20Bayesi, George & Antonakis,
2014), then the popularity of network size analy&=mnrau & Werner, 2014), and
finally centrality (Keil, Maula & Wilson, 2010) andenerally network structure
and content (Sullivan & Ford, 2014). No articleigsed to the topic of resources
and their accumulation used the theory of networks.

Four articles were categorised as addressing comgevelopment and the
fewest texts dealt with innovation (2 articles)almalysing networks in the context
of company development, the first study examinedittipact of relationship types
on company operations in different stages of deraknt (Arregle et al., 2015),
whereas the second one focused on the role playadtivorks and their densities
in internationalisation of companies (Musteen, Ba&tButts, 2014). In their re-
search, De Carolis, Litzky and Eddieston (2009rafited to find out what type of
networks and network relationships has a posititezeon company development.
Their research results are quite often cited —it&di@ns. They analysed the types
of people involved in entrepreneurs’ networks. HanEl995) studied growing or-
ganisations with a focus on the types and frequerdpteractions among their
members.

In the area of innovation, one article addrességari density and centrality
and their consequences for business innovation, dlaeng & Wang, 2015). The
authors of the second study analysed the type tofamnk relationships and com-
mercialisation of innovations (Partanen, Chetty &jdka, 2014). Tan, Zhang and
Wang’s (2015) publication used both network theaomyg theory of networks.

To summarise, based on our analysis, we noticaddbsaarch into networks
in entrepreneurship mostly concentrated on typeelafionships and their effects
on achievements, financing, cooperation and resoaccumulation. The fewest
studies addressed density, centrality and otherarktvariables. Researchers least
frequently referred to studies related to the thedrnetworks, which means that
there is a gap in the entrepreneurship literature.

What we also found interesting was an analysis@fhumber of articles based
on network research over the last 20 years, agped in the table below.

As can be observed, articles reporting networkyeseasl are not very popular
in “Entrepreneurship Theory and Practice”. By 208&ly single or no texts were
actually published. It was only after 2005 whenoa&a notice an increased interest
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in research into networks in the field of entrepnanship. Especially over the last
5 years, this subject seems to have been attraoiimg and more interest, although
the number of publications has remained more artlessame since 2010. In recent
years, roughly since 2006, such topics as cooperafinancing, search for re-
sources have earned recognition, and since quiéatly, innovation and company
development have become more popular.

Table 2. Distribution of 39 selected articles in 1995-2@5year and popularity of the
topic

Year/thematic area

Innovation 1 1 1
Company development ] il 1
Resources 1 ] B
Achievements 1 1 1 1 4 ] |
Financing 1 2 3 1]
Cooperation 2 1 2 ] 1
Total no. of articles 2 1 1 1] ] 4 p 4 b A 5 7 4
Source: own elaboration.

>
=
N
=

5. CONCLUSIONS

Our analysis allowed us to answer the questionswibaasked. It turned out that
research to verify the theory of networks empificed much less frequently pub-
lished in the entrepreneurship literature thanaeteaimed at verifying the net-
work theory. This offers a huge potential for expig that scientific branch and
looking at entrepreneurship from a different pectigpe than before. It is worth
reflecting on projects intending to describe glafetivork structures among entre-
preneurs, examine network density and other cheniatits and reasons for the
formation of networks whose importance cannot ler@wphasised in modern en-
trepreneurship. It seems interesting to study ifferdnces in relationship types
and other characteristics across individual coestand examine them in the con-
text of cultural differences. Cultural differencés, example individualism versus
collectivism, should be relevant to the charactiessof networks of entrepreneurs
operating in different countries. A promising rasédfield should also cover anal-
yses of transnational networks of entrepreneursthait adaptation to various
structures that determine dynamics of the flow exchange of resources and in-
formation. It is notworthy that studies of embeduesk-initiated in economic so-
ciology by Granovetter (1973) are very promisingha field of entrepreneurship.
In particular, exploring effects of weak and strdigg (Granovetter, 1973; Burt,
1992) on entrepreneurial behavior in different eahand across geographies could
extend our knowledge of determinants of success.
Studies based on the network theory are rarelyighdd in the journal “En-

trepreneurship Theory and Practice”, although gireadhics of publications that we
have presented indicates their growing populaHgrticularly promising research
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directions that will verify the importance of ergreneurs’ position within net-
works seem to be those that will explore links ket networks and innovation
processes. Network models explaining the dynanfidcsnovation spread indicate
different roles of network nodes, depending onrthesition (Valente, 1996). The
small number of articles could be caused by thetfeaat that issue is still under
researched. Other reason could be that researtbershe entrepreneurship field
consider this area as a not very suitable for prereeurship research. The biggest
problem is that our review is narrowed to one jaliiand this topic could be not
very suitable for the journal requirements.

Another promising direction of such research wheeehave seen relatively
few publications so far is an analysis of correlasi between constraints and op-
portunities for company development, ensuing frow position in the network
structure. Although researchers mostly paid aterit relationship types and their
impact on achievements, that topic has not beeawstld. Investigation done by
Uzzi (1997) should be useful for researchers isdlerea. Few of the studies pre-
sented use standard measures of centrality, demsityoccurrence in structural
holes that were operationalised as part of theaboeiwork analysis. This suggests
that this discipline may be developed by applyioga network analysis methods
in entrepreneurship.

The biggest limitation of our review is probablytfocus on only one scien-
tific journal. However, the goal of our article washighlight the fact that network
analysis is very useful and interesting and todatdi a possible direction for entre-
preneurship research development. We are awar¢hiésue of networks in in-
novation may be more frequently addressed in jdsifiogused primarily on inno-
vation, hence the small number of texts on thigctdhough perhaps network anal-
yses are not conducted in that direction. This ireguwerification. A weakness of
our analysis also lies in confining it mostly t@déng abstracts, with hardly skim-
ming whole articles. This makes information incoatpl Nonetheless, it is a good
suggestion for in-depth analyses.

Our literature review shows that the network theorgl the theory of networks
are becoming important approaches that make ititdest® look at key and un-
changed issues of entrepreneurship from a new @etrgp. In the network society,
where the importance of relationships for the ssathieved by individuals seems
to be growing, we expect further dynamic expansibantrepreneurship research
resorting to theoretical perspectives discusseatimarticle. Our classification of
articles could be helpful in identifying areas wih#éne network approach is rarely
used.
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Abstract:

According to the theory of Burt (2005), brokerage and closurenarenain feature of social net-
work and metaphor of social capital. The purpose of this reseasctounvestigate how immigrate
entrepreneur’s social network may affect entrepreneur’s inioovathe relationship between so-
cial capital and entrepreneur’s innovation can be mediated&tyand information diversity. These
relationships are especially relevant in the case of inamtgmtrepreneurs, which function in mul-
tiple groups and networks. The hypothesised relationship were examithedata from 91 Chi-
nese entrepreneurs in Italy (Rome, Milan, Venice and Floyehhes research aimed to prove the
relationship between entrepreneur’s social network and innovationrdgearch distinguish two
types of social network which are closure and structural hotéfwo components of social capital
which are trust and sharing diversity information. Through applyimg’'8theory about types of
social network and dimensions of social capital, it show thetypes of entrepreneur’s social
network is all positively associated with innovation. The obtaresdlts confirm prior hypothesis.
The value added of this research is an indication that icetbe of immigrant entrepreneurs social
capital which derives from social networks positively impacteepnéneur’s innovation.

Keywords: social capital; trust; tacit knowledge; innovation; Chinegeepreneur
JEL codes L31, O35, D83

1. INTRODUCTION

Innovation is nature to entrepreneurship and itelfumental feature according to
Schumpeter’s definition (1934). From the point ofmpetition, innovation puts the

firm in the lead. Incremental innovation, which tiooe to improve existing prod-

ucts and service, can extend the product life cyRéalical innovation, has the po-
tential to fundamentally drive down costs (Zaltnetal., 1973; Henderson & Clark

1990). Innovation in SMEs is of particular interbstause of the key role SMEs
play in creating jobs, new firms, products and imdes and often expanding the
market beyond its domestic boundary (Bloch & Blattaya, 2016). On the social
side, innovation, especially radical innovatiosgdaiacilitates knowledge spillovers
improving quality of living and resolving socialgiiems. Therefore, in the interest
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of both economic and social benefits, it is impott@ foster innovation in entre-
preneurship.

One route toward increasing the level of entreprgeennovation authors
point to extending their vision through receivingna diversified information. Di-
versity is the key to creativity. Living in a newlture, connecting with local peo-
ple, exchanging information can make entreprenean® creative. Many research
tested that diverse teams produce more creativdtsethan teams in which all
members are from a similar background (Fitzsimm@&04.3; Giridharadas, 2010;
United Nations Statistics Division, 2011). Diveisdf information come together
in a mental process to create a new and useful idea

Another route is to build trust based relationslipsntrepreneur’s social net-
work. Trust facilitates informal relational contaatnabling people to exchange
their informal information and tacit knowledge whiio turn can facilitate to create
new ideas. At the same time, the innovation proressves risk both for the R&D
running the process and employees participatingdrprocess.

Based on these two routes, this study addressottmving three research
guestions: first, do social networks improve inrtava of immigrate entrepre-
neurs? Second, does social capital increase inoovatimmigrate entrepreneurs?
Third, is this effect the same for women and mednepneneurs? To address these
guestions, this study relied on OLS regressiondasestatistical data, which was
collected from 91 Chinese entrepreneurs in Italytest the relationship between
social capital and entrepreneur’s innovation.

2. LITERATURE REVIEW AND HYPOTHESES

2.1. SOCIAL CAPITAL: CLOSURE (TRUST)
AND BROKERAGE (INFORMATION DIVERSITY)

Capital is a necessary condition of everyone ecanamd social activity and a re-
sult of human labour, as human labour can increeseapital. It was classified in
the past as economic capital, human capital, edelbl capital and social capital.
The notion of social capital can be traced to Maho saw capital as part of the
surplus value captured by capitalists or the baigje based on the exploitive so-
cial relations between two classes (Lin, 2001, 49}. Others see social capital as
a social asset by virtue of actor’'s connectionsauess to resources in the network
or group of which they are members. This sociabtassview of Bouedieu and
Wacquant (1992) is the sum of the resources, actugirtual that accrue to an
individual or group by virtue of possessing a digatetwork of more or less insti-
tutionalized relationships of mutual acquaintancel aecognition (Burt, 2005,
p. 5). Social capital come from and can be incré&sgesocial connections and re-
lations. Social capital is the contextual completternuman capital in explaining
that the people who do better are more able indalg] intelligent, attractive and
skilled. Social capital explains that people dddyedlso result from better connec-
tion with other people (Burt, 2005, p. 4 ). Thiwnection as a function of prior
contact, exchange and attendant emotions form ibrma informally a social
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structure. There are defined two features of satiatture by Burt: closed network
within the group and structural holes as the erspgces beyond the group.

Relationships are the fundamental elements in atwark. They can be
measured for strength and context. Granovetter)l@&fined the strength of a tie
as a combination of the amount of time, the emaliamtensity, the intimacy (mu-
tual confiding), and the reciprocal services whitiaracterize the tie. A bridge is
a (strong or weak) relationship that spans a strathole (Burt, 2005, p. 25). Re-
lations can be measured for strength and context that they can be sorted into
three categories: bridges, bonds, and somethimg(elere than a bridge and less
than a bond). A strong relationship in a closeevoét is a bond between the people
connected (Burt, 2005, p. 25).

Brokerage is the action of coordinating acrosshible with bridges between
people on opposite sides of the hole (Burt, 20088p. Social capital of structural
holes comes from the opportunities that holes pl@w broker the flow of infor-
mation between people, and shape the projectbtimat together people from op-
posite sides of the hole. People whose networkigbrihe structural holes between
groups have an advantage in detecting and devejopwarding opportunities. In-
formation arbitrage is their advantage, they ate tbsee early, see more broadly
and translate information across groups. Burt (2q0538) provided evidence
through supply-chain managers that managers whetseork spanned structural
holes tended to enjoy salaries higher than pea,niore positive performance
evaluations than their peers, and odds of promdtiginer than their peers. Broker-
age across structural holes provide a vision dboptotherwise unseen. New ideas
emerge from selection and synthesis across staldiotes. The social capital of
structural holes comes from the opportunities tindés provide to broker the flow
of information between people, and shape the piojdat bring together people
from opposite sides of the hole.

Burt (2005, p. 25) described that bridges are \@&ufor creating information
variation, they separate non redundant sourcefefiration. Bonds (a strong rela-
tionship connected in a closed network) are vaki&tn eliminating variation and
protecting connected people from information inégstesnt with what they already
know. Relations within closed network are more éghan beyond the group. The
higher the density of relations within groups, mf@tion circulates more within
than between groups, more greater homogeneitymiitlain between groups. How-
ever closure increases the odds of a person baunght and punished for display-
ing belief or behaviour inconsistent with preferesiin the closed network. In so
doing, closure reinforces the status quo, pro@g#nst decay in new relations be-
tween friends of friends, and amplifies strong tiefes to extremes of trust and
distrust. Bonds can facilitate the trust and calfalive alignment. Trust is a fun-
damental feature of closed networks.

Immigrant community, because of language, culedlecation, and economic
condition are usually closed networks relying omifg, kin, fellow villager and
friendship. Newcomers can get emotional and culsupport and various infor-
mation for example initial housing, job opportuegiand legal aid. Within this
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closed network, they communicate redundantly tlmesaformation and stories
repeated by different members in their communitye Thore consistent the infor-
mation and story one hears about, the more cestarcan be about trusting later.
The more members’ behaviour illustrates sharecetselind reflect the story, the
higher member’s social identity. The more a peisgedicted to behave in a way
consistent with shared beliefs, the less risky ttust to this person.

2.2. TRUST VERSUS TACIT KNOWLEDGE IN INNOVATION

Innovation is an outcome of learning and thus krealgk acquisition or knowledge
accessing via the utilization of knowledge ass€talt & Baden-Fuller, 2004).
However, innovation is something more than the Bifipn or generation of
knowledge. Knowledge must be put into action to enalyenuine difference (Niel-
sen & Nielsen, 2009). Human knowledge is usualhgsified into two types (No-
naka & Takeuchi, 1995, p. 8). One is explicit knedde, which can be articulated
in formal language and thus can be transmittedsadgralividuals formally and eas-
ily. A more important kind of knowledge is tacitdwledge which is hard to artic-
ulate with formal language, is personal and embeduéendividual experience and
involves intangible factor such as personal befiefspective and the value system.
Tacit knowledge is hard to formalize, making ifidifilt to communicate or to share
with others. Transmission of tacit knowledge reegsiistrong relationship and con-
tacts during long time to. Nielsen and Nielsen @00ointed that trust not only
directly facilitates learning, but also conditidhe effect of knowledge tacitness on
innovative outcomes. Thus innovation depends ontiadity of relationship (trust)
between partner in team or community.

Burt held the point that there were reasons whgedaetwork could create
trust. You trust someone when you commit to a iatahip before you know how
the other person will behave (Burt, 2005, p. 93})tiéipated cooperation is implicit
in this definition. The more unspecified, taken-fpanted, the terms, the more trust
is involved. Granovetter (1973) defined that trigsstrong relations. Trust builds
over a period of years. Trust more easily takeeplaithin closed network. Within
closed network people have reliably early and lmstdo protect the innocent
providing scarecrow warning about abusive peopkgoeeze them out of the net-
work (Burt, 2005, p. 105). Putnam (1993, 2001) aisserved the focus on action
facilitated by social structure: “Social capitat&eefers to features of social organ-
ization, such as trust, norms, and networks, thatimprove the efficiency of so-
ciety by facilitating coordinated action” (Putnad®93, p. 167). Gossip in the
closed network is the sharing of news. Wong anid E2002) describe the tendency
for Hong Kong companies entering China to morekjyidecide between alterna-
tive venture partners when their information corfresn family or close friends
rather than casual friends or acquaintances.

The closed network occurs where a set of people bartacts through whom
they are strong directly or short connected. BROOE) evidenced, by a manager
citing a colleagues as someone with whom he owsludd discuss potentially dam-
aging personal information, that older relationshape more likely to be cited for
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trust or distrust, however brokerage requires tuittin a much shorter time frame
even minutes (Burt, 2005, p. 104).

Immigrate community is a closed network, becauséhefproblem of lan-
guage and culture, they meet more difficulty in likieng and working, they have
more contact and exchange information in the hgstuntry, therefore their re-
ciprocal helps produce the mutual confiding. Witthis closed network, redundant
communication enables numerous stories of entrepreget around quickly, fur-
ther, one learns from stories repeated by diffem@mbers a richly detailed account
of entrepreneurs’ behaviour, at the same timegctlagy misbehaviour. Redundant
contacts ensure reliability. Smallbogeal. (2005) also have studied trust in an
immigrant business community. Hans-Hermann, HohnaarthWelter (2005) in-
vestigated that trust has a decisive impact oreprgneurship from a West-East
perspective.

2.3. INFORMATION DIVERSITY VERSE EXPLICIT KNOWLEDGE
IN INNOVATION

Knowledge comes from information, information cofrem data. Information is
a flow of messages, knowledge is created by that flew of information, an-
chored in the beliefs and commitment of its holgdonaka & Takeuchi, 1995, p.
58). Cleveland (1982) stated that information is sum total of all the facts and
ideas that are available to be known by somebody given moment in time,
knowledge is the result of somebody applying tlime€'s fire to the mass of facts
and ideas, selecting and organizing what is ugefglomebody, wisdom is inte-
grated knowledge —information made super-usefarbgting theory. In the theory
of DIKW pyramid, "wisdom in terms of knowledge, kmi@dge in terms of infor-
mation, typically information is defined in termkdata" (Rowley, 2007)

Drucker (1985, p. 23) described entrepreneur’'svation as “doing some-
thing different not doing better what is alreadynigedone”. But, Nonaka and
Takeuchi (1995, p. 6) believed that innovation waisa one-act drama for success-
ful Japanese companies. Rather continuous impravieamel upgrading (continu-
ous innovation) leads to competitive advantagepédese companies. These com-
panies accumulate knowledge from the outside aackskidely within the organ-
ization, stored as part of the company’s knowleolgse, and utilized by those en-
gaged in developing new technologies and products.

Burt (2005, p. 16) pointed that structural holesgaps between social groups
in the structure of information flow. It means tlla¢ people are focused on their
own activities such that they do not attend toahgvities of people in the other
group. The value potential of structural holeshiat tthey separate non redundant
sources of information. People on either side atractural hole can access to
a wider diversity of information. Brokerage is thetion of coordinating across the
hole with bridges between people on opposite sfidse hole.

A “small world” structure coined by Milgram (196i8)the tendency for peo-
ple at different geographic locations to be cone@through a few intermediaries.
Grannovetter (1973) drove the point home with respe “weak ties” providing
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the key intermediary. This weak ties can take narersity information than your
closed network.

Immigrant entrepreneur is a broker who is on badlesof a structural hole
between the immigrate community and the local peophrough their brokerage
they remain aware of interests and need of thd p@aip and create value for
them. Immigrant entrepreneur is familiar with aitiés in the community and local
groups. They are more likely to see new beliefs laglgaviors that combine ele-
ments from both groups. For example it is primadly import-export business.
Burt (2005, p. 62) believed that people whose nekgvgpan structural holes have
early access to diverse, often contradictory inftitom and interpretation gain
a competitive advantage in seeing and developingl igeas. Immigrate entrepre-
neur’s creativity by brokerage involves moving deda mundane in one group to
another group where the idea is new and valued.

2.4. CONCEPTUAL MODEL AND HYPOTHESIS

Just as mentioned above, social network is claskifito closed network and struc-
tural holes, which can create social capital. Twistin closed network and sharing
diverse information through brokerage can a hawtipe impacts on immigrant
entrepreneur’s innovation. Therefore, this studpstauct following conceptual
model (Figure 1). consistent with the conceptuatiehothis paper make some hy-
pothesizes as follows:

H1: Closed social network has a positive impact ont tdesived from the social
capital of closure.

H2: Structural holes in a social network have a posiiinpact on sharing diversity
information.

H3: Trust derived from the social capital of closurs hgpositive impact on inno-
vation of immigrant entrepreneur.

H4: Diversity information derived from the structuralles has a positive impact
on innovation of immigrant entrepreneur.

Social network
Closed ~ / Social capital
HI
| ] :
e ~~ Immigrant
H3
entrepreneur’s
v .
Information _H4 Innovation
L w| . . ~
_m diversity
Structural holes |

Figure 1. The conceptual model: network of entrepreneurs
Source: own study.
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3. METHODOLOGY

Sample and data collection

For the purpose of testing the hypothesized reialigps, data was collected by
means of questionnaire interviews among Chinesemneurs in Italy. The au-
thor conducted structured interviews with 121 gmmeaeurs, in which 91 valid in-
terviews took place in Rome, Milan, Vince and Fiare. 64% of the respondents
were men, 20 were from Rome, 35 from Milan, 14 fidmce, 22 from Florence.
These data was collected in summer of 2014.

Dependent variables

According to Schumpeter’'s conceptualization (193dis paper consider immi-
grant entrepreneur’s innovation including the faling items: (1) introducing new
products; (2) exploring new client/marker; (3) talknew methods of management.

Independent variables

Second the degree of relations, social networlckssified by closed and struc-
tural holes (Burt, 2005). This paper consider Céineommunity as a closed net-
work, in which there are strong relations base#inship-fellow village based net-
work, and consider Chinese entrepreneurs interébt tveir hosting country as
structural holes, where there are weak relatiorsedan work relationship. The
guestionnaire employee a five-point Likert scalesndicate the social relations,
1 = interact with Italian business partner, 2 =shwiialian friends, 3 = with Italian
classmate, Chinese friends, 4 = with fellow villaged classmate, 5 = with kin and
family members, the later three type are defined ttosed network, other two to
structural holes.

Mediator variables

Trust is metaphor of social capital of a closedvoek, brokerage is metaphor of
social capital of structural holes where therdlamg of diversity information (Burt,
2005). On this base, this paper use five of fivarpbikert scales to measure trust
and sharing diversity information. To measure {rtrs¢ paper used two items: (1)
if there are no third guarantee, do you trust har?H2) would you introduce your
friends who need help to him/her?

Control variables

According to relevant prior researches, this rageaelect the amount of years
when immigrant entrepreneur live in Italy, levelemfucation, Italian language and
gender as control variables.

4. RESULTS

This research relied on OLS regression to test elhgypotheses. Three models
were estimated. Model 1 is the baseline model diotyonly the control variables.
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Model 2 adds to the control variables two indepangariables: close network and
trust. Model 3 adds to independent variables oftttiral hole and sharing diversity
information (Table 1).

Hypothesis 1 states that the closed social netwatgka positive impact on
trust derived from the social capital of closure. ghown in model 2 in table, the
coefficients of closed social network and trust@ositive and statistically signifi-
cant (p=.000<0.001), suggesting that entreprenelo®ed social network is posi-
tively associated with trust. Model 2 is statidlicasignificant (F=54.264;
p=0.000<0.001). Therefore, this sample supportipothesis regarding the pos-
itive effect between closed social network andttrus

Table 1.Regression analysis: effects of social capitdlE3s innovation

Model 1 | Model 2 | Model 3 ‘
Control Variables
Gender 1.123 -.259 1.346
Yearsin IT - 737 -.611 -.461
Language .090 .957 .133
Education 181 .383 2.587*
Independent Variables
CN—Trust(T) 7.366***
T— IE's innovation 7.075%**
SH—Diversity information(DI) 2.749**
DI—IE’s innovation 3.034***
Model Satistics
R square .102 .488 .156
Adjusted R square .007 497 .135
F 1.078 54.264*** 7.559***

Note: Values represent unstandardized B coefficients. p<0.1; GH<0*p<0.01; ***p<0.001
Source: own calculation.

Hypothesis 2 states that the structural holessiocéal network have a positive
impact on sharing diversity information. As showmodel 3 in table, the coeffi-
cients of structural holes and sharing diversitpiimation are positive and statis-
tically significant (p=0.004<0.01), suggesting whaatirepreneurs are in structural
hole with their Italian social network, they carash more diversity information.
Model 3 is statistically significant (F=7.559, P&01). Hence, this result support
the hypothesis regarding the positive effect betwsrictural hole and sharing di-
versity information.

Hypothesis 3 states that the trust derived fronstwal capital of closure has
a positive impact on innovation of immigrant entespeur. As shown in model 2 in
table, the coefficients of trust among entrepremear their innovation are positive
and statistically significant (p<0.001), suggestihgt trust derived from the social
capital of closure is positively associated witgitlinnovation.
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Hypothesis 4 stated diversity information derivemhi the structural holes has
a positive impact on innovation of immigrant enteeur. As shown in model 3 in
table, the coefficients of sharing information withlian and entrepreneur’s inno-
vation are positive and statistically (p<0.001)ggesting that entrepreneurs share
diversity information with local people is positlyeassociated with their innova-
tion.

5. DISCUSSION

The purpose of this research was to investigate ihnowigrate entrepreneur’s so-
cial network may affect entrepreneur’s innovati®his research aimed to prove
the relationship between entrepreneur’s social oetvand innovation. Through
applying Burt’'s theory about types of social netkvand dimensions of social cap-
ital, it show the two types of entrepreneur’s sbagtwork is all positively associ-
ated with their innovation. The result confirm pritypothesis. This research dis-
tinguish two types of social network which are dl@sand structural hole, and two
components of social capital which are trust aratisl diversity information.

Results suggest that trust has a positive effedhoavation. That is to say
trust can enhance entrepreneur’s innovation. Teasttrigger strong emotions in
entrepreneur’s social network and commit to a i@tahip before they know how
the other person will behave (Burt, 2005). Whemepreneurs create revolutionary
products or technologies, they take on the grektlyecause they create new mar-
kets. Therefore building trust also in entrepreisesocial network is essential to
successfully bringing new products and servicanddket. In the closed social net-
work, there is more trust among members. Past catipe is a basis for future
cooperation such that trust is correlated with gtrength of a relationship. In a
closed network, interconnected people tell stosied nonessential (often trivial)
news. A closed network provides wide bandwidthtfier flow of stories as packets
of people data. Detection is the trust-relevantufieaof the flow. The omnipresent
hydra-eyes of a closed network makes it difficattihisbehaviour to escape detec-
tion (Burt, 2005).

Results also suggest that diversity informatiorrisigehas a positive effect on
entrepreneur’s innovation. That is to say immigemtepreneur can enhance their
innovation through contacting with host people aad get more diversity infor-
mation which is source to creative thinking andowettion. There are holes in the
structure of information flow between clusters wéhentrepreneurs contact. These
holes usually happen in contacting with hosts, bseaf language and blood rela-
tion, immigrant entrepreneurs live within their amemity network and not focus
on relationship with host people. They attend seltimthe activities of host people
in their group. Thus, it builds some structuraldsobetween immigrant community
and host community. Host on either side of stradthiole circulate in different
flows of information. These information are usuailtyn redundant and diversified.

However, as the result show, there is two contasiables, language and ed-
ucation, which also positively affect entreprensumnnovation. However these are
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seldom statistically significant except entrepreiseeducation when testing diver-
sity information sharing effect on innovation. Bethost language which entrepre-
neur can speak, more performance of entreprenguntation; higher education

which entrepreneur have gotten, also more perfocemai entrepreneur’s innova-

tion. When entrepreneur speak well the host languditey can communicate
deeply to exchange information. At the same tirheirtknowledge helps them to
discover useful new information and also trust.

But, there is no positive relationship between gadnen immigrant entrepre-
neur live in host country and their innovation. Timeans if entrepreneur can speak
well host language and have a higher educatiog,abeld discover quickly useful
diversity information when they contact with hosbple.

6. CONCLUSIONS

Entrepreneur’s social capital is one condition elmallenges to their creative think-
ing and innovation. This research enhances somersiaashding which social net-
work through trust and diversity information sharican improve entrepreneur’s
innovation. Although social capital and trust aom@epts widely studied in busi-
ness and management, the existing studies didomoiect social capital to innova-
tion.

Based on data from Chinese immigrant entreprenelialy, the results show
that closed social network within their communitydastructural holes with host
people all contribute to entrepreneur’s innovatibmmigrant entrepreneur span
more structural holes with host people, exposesnitigidual to more diverse in-
formation and perspectives, which can then be brbtapgether in new ways to
yield a creative insight. But closure is a complaitie brokerage such that the two
together define social capital in a general wayeinmns of closure within a group
and brokerage beyond the group (Burt, 2005). Fatiilig the trust and collabora-
tive alignment need to deliver the value of brogera

And the results also suggest that more trust aadrghdiversity information,
the more performance of entrepreneur’s innovataoi, that the level of immigrant
entrepreneur’ language and education are all imporio build social network
which contribute to their innovation. This studyp&ins how innovation benefit
from diversity information and trust in the soamdtworks. But this paper did not
study how entrepreneur build their the social nekwehich provide trust and di-
versity information. Therefore the advanced stugyusd be involved in building
social network and network services which providerative or emotionally re-
warding relationships and make immigrant entrepuesraot "bowling alone" and
more contribution to innovation and human life.
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Abstract:

The activity of advancing research in entrepreneurship in the gioh#xt cannot disregard in-
solvency law. Insolvency and entrepreneurship are different sidies shme coin. For this reason
the objective of this paper is to draft the main features dEtheegulation 1346/2000 on interna-
tional insolvency law. The European Union attempts on insolvencyisitudgeply changed dur-
ing the last decades. Nowadays insolvency is considered as agessili which may occur, and
it is not considered anymore as the unfortunate end of an entrefsigipeexperience, conse-
guently the EU regulated the cases when an insolvent companyehl#srsror assets across the
European Union. The author drafts the main problematic concerning titenation concerning
international insolvency cases within the EU and shows whittfeisoad map that the EU com-
mission is tracing, demonstrating that entrepreneurship is taogortant value not to be suffi-
ciently protected.

Keywor ds: internationalisation; EU; insolvency; innovation
JEL codes: K33, G33

1. INTRODUCTION

Nowadays we are witnessing vast changes in théviersoy contest. It is impossi-
ble not to notice that an insolvency procedure matyjust focus on the creditors
satisfaction. In other words an insolvency procedilrall not be just considered as
a procedure for assets liquidation. When circunt@ammake it possible, Insol-
vency must aim as well at the company's restrunduri order to protect company's
intrinsic value. Periodic economic downturns magofresult in creditors chasing
the assets of their distressed debtors. The insoji®aggressive function shall not
be sublimated. It may occur that at certain cooddithe company's survival is
crucial as well.
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The common market is a pillar of the European Uriield). Nevertheless the
EU is not yet a federal country but is a groupafrtries which tenaciously try to
keep intact their spheres of competences and jatisd. For this reason the article
main goal is to describe how the EU legal systeaisdeith international insol-
vency cases within the EU borders itself (Wes£40).

The article’s main goal is to examine the charasties of the ancillary pro-
cedures and the changes occurred due to the nest i@cthe regulation. In order
to reach such result the two versions of the remgulavill be compared. In addition,
the analysis refers to some of the most interestimgences of the European Court
of Justice, which anticipated the recast, and pezbthe path to the recast itself.

Sometimes an insolvency procedure may trespassrgtsumorder, sometimes
an insolvency procedure's relevance may reachaudafternational extent to sud-
denly become sort of modern Hydra. The Hydra ine&maythology, was a very
famous monster resembling a serpent that possessey heads so powerful that
could only be defeated by Hercules. When an inswlyg@rocedure has an interna-
tional extent usually produces a plurality of ingaicies procedures. Trying to co-
ordinate all of them sometimes may resemble thetmnsecond labour of Hercu-
les.

The article is divided in three sections: it stavith a general part on the main
issues arising from international insolvency catiem) it proceeds with an analysis
of the European regulation on Insolvency (reg. 134®80). Finally in the conclu-
sion of the article | draft recommendations for fineire.

2. LITERATURE REVIEW

The concept of entrepreneurship in the global canteeds to be supported by
a knowledge of international insolvency law. Ingsiey and entrepreneurship are
sides of the same coin. we may compare a compaaghip and the market to the
ocean. As a ship crossing the ocean, and the sosatér are not always calm and
perils may appear at every moment. Market's waterthe ocean's waters which
the ship and the company have to go across maytaways calm and quite. A fi-
nancial crisis as a sea storm may expose the compamuge perils and threats.
A company may overstep just a momentary lack afidity.

For example if an healthy company is the main sappbd a public hospital,
whose financial provisions represents more than BOfdpany's introits; and let's
imagine what would happen if the Health Ministrysfponesex iureall the pay-
ments of all the hospitals for six months or mahég to an international financial
crisis.

The mentioned company is riatdecotionisand does not seem to deserve an
insolvency procedur&®ecotio/onids a Latin word expressing the state of company
whose destiny is irremediably signed.

Nowadays market confidence is vital, restructurimediation, can be a good
solution toward preserving company's reputatiorfidrce times like those we are
living, companies have the utmost interest in keggirm their reliability in the
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market; it is evident as the discretion assurechbgiation is crucial when the mo-
ment for choice comes. Restructuring mediation gsoiself to be efficient and
satisfactory. It does not need a tribunal or pulmi@ments, mediation may be con-
ducted with the maximum degree of confidentialfgeed and agility (Lai, 2012).

A problematic approach arises from the confrontatibtwo main insolvency
theories the universalistic theory and the teridldheory. The universalistic theory
affirms that there is only one procedure and omigroassa activandmassa pas-
siva This theory tries to concentrate all the disputeder the knowledge of one
single authority independently if the bankrupt éssee spread among Europe; in
such a sense all creditors will have to make al lelgim in front of the same au-
thority. The universalistic theory believes in anfoequality between all creditors.
A relevant question mark is if the Universalistppeoach truly guarantees an equal
treatment among all the creditors omifcontrario fosters the creditors from the
Country where the claim has been filled (DanieG)4).

The territorial theory instead starts from the éfethat only a national proce-
dure may truly guarantee an equal treatment amiitors. For this reason under
this theory a plurality of insolvency procedures gossible, each of them inde-
pendent from the other. A negative effect of sutemry is the different treatment
of creditors living in countries where the bankrapmpany has a smaller subsidi-
ary. Often such subsidiaries are undercapitalinetifar this reason they represent
an obstacle to a true equal treatment of cred{idasiele, 2004).

The entry into force of Regulation No. 1346/20003inMay 2002 marked
the end of a prolonged vacuum marked by the abseframordinated international
regulation of insolvency proceedings. The Regutatimther than attempting to
harmonize substantive laws or purporting to best fitep to an all-encompassing
pan-European insolvency regime instead aimed atowimg the efficiency and ef-
fectiveness of insolvency proceedings having chmssler dimensions by remov-
ing the formalities which had previously been agsted with recognition and en-
forcement. Its goal was to establish common rutesross-border insolvency pro-
ceedings, based on principles of mutual recogndiath co-ordination. It sought to
achieve this goal by harmonizing the rules regaydire jurisdiction , aiming at
restoring creditors equality, introducing uniformas of conflict of laws and dis-
incentivising companies from seeking forum shopping

Member States have been unwilling to accept a ctempes handover to the
European Union. It has occurred, when the compgerno be transferred were
considered by Governments sort of direct coung@®reignty expression. It took
almost 40 years to arrive to the emanation of gggilation No. 1346/2000. In the
light of the EU regulation N0.1346/2000 and its mrewasting. It is very interesting
to analyze the main differences between the previext of the regulation and its
new recasting.
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3. FIRST REGULATION ON INSOLVENCY PROCEEDINGS

A secondary procedure could be open in a foreigoentry only in presence of
dependence. A dependence is not just a belongiod. Jdnis would not be enough
for opening a secondary procedure. A dependenar trganization of men and
goods allowing a productionSuch secondary procedure shall be limited to the
country where the dependence is located. Thisdiiit has a relevant importance,
in fact in some countries an insolvency proceda® & universal attempt, so this
secondary procedure pits some limits to the unalistsc principle. The authority
of the main procedure had not jurisdiction on theilary procedure, in such way
posing an insurmountable bastion to the univettsaliseory. Another indispensa-
ble element for a secondary procedure to starttavdmmve a previous open main
procedure. But the more interesting charactenigtis that the basis on which the
secondary procedure could be open relied on tfa $ygtem of the main procedure
(Omar, 2013).

This is a quite peculiar characteristic becauseutd happen that a secondary
procedure was open on the basis of foreigner retei$ under the law of the country
of the main procedure it was possible to open anl#ency procedure therefore
would be possible to open a secondary proceduceifathe legal system of the
country where should be open the secondary proeedoes not consider such
a possibility.

So for example if in the alfa country (country bétmain procedure ) also an
agricultural entrepreneur (i.e. farmer) could fok bankruptcy, so also in other
countries could be open a secondary proceduréfdlslegal system of the coun-
try beta did not contemplate such a possibilitylimt to what expressed before
was represented by the public order clause. Ifrikiogotcy sentence was against
the public order clause, it could not be implemeritethe “receiving” country.

The function of the secondary procedure was taermaalance to the univer-
salistic power of the main procedure. The Eurogegislator in such way tried to
limit the power of the main procedure and protietlbcal interest An excess of
complexity of the bankrupt assets could lead tiselrency Office Holdérto ask
for the opening ancillary procedures. Also deejslatjve differences could lead
to new ancillary procedures. The EU Legislator wasy pragmatic during the
drafting of the 1346/2000 regulation and duringésasting.

The hierarchy between the main and the ancillangguiure before the recast-
ing sometime was not clear. It could happen tharenillary procedure was more
relevant than the main procedure. Art. 29 of tlgulation affirmed that every le-
gitimate subject could ask for the operfiofjan ancillary procedure. This opening
“de facto” limited to a cert extent the main progeal To the secondary procedure

1 A production can consist of a production of segsior products.

2n this case intending creditors.

3We are talking about the Insolvency Office Hold&th® main procedure.
4Only when the requirements objective and subjectieemet.
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was to be applied the law of that country and hetlaw of the country where the
main procedure was. This was an impressive toofder to stop the power of the
main procedure; this tool did not functioned thieestway round. The Insolvency
Office Holder (IOH) of the main procedure could mebid or block the opening

of a secondary procedure. For these reasons waspagbe to affirm that the pre-

sumed hierarchy was valid up to a point. The magocg@dures still lead but were
balanced by the possibility to open ancillariessoi@metimes having to cope with
different legal systems could create quite a qtyanfiproblems and inefficiencies
to the IHO. So that it could happen that openingsa ancillary procedure lead to
a better management (Lai, 2011).

An interesting ancillary procedure was represebiethe Daysitek case. The
Daysitek was a French holding with the head comparsted in London. However
the head company was sort of empty box, but thenfital core of the company
assets were located in France. However the maioefdwe had already been
opened in London causing the impossibility of opgna true main procedure in
France. Luckily it was possible to open an angjllarocedurg Similar cases were
the Rover case between France and England anliicitierdma case in Italy where
the main procedure was opened in France but catgreas the Italian procedure
In the lllochromais due to be noticed as the French IOH opposedpbkaing of
a secondary proceddre

From these examples is possible to understanetasttondary procedure was
considered as a tool allowing to correct possitiktakes or a way to avoid forum
shopping. It could happen that, taking into account theneroic assets, the rele-
vant procedure was the ancillary one; and thisccmddify the practical hierarchy
between the procedures.

Setting “a priori” hierarchical rules may lead toitg difficult practical situa-
tions whose solution is not simple; for this reaffom EU Legislator in the article
31 established an obligation for a reciprocal coatien amidst the Insolvency Of-
fice Holders (Wessels, 2009). This cooperatiomoisanunder a hierarchical order,
it means that under certain conditions the two @doces are equal. However, it
has to be noticed that:

— the Insolvency Office Holder of the main procedhesl the right to ask for
a 3 months suspension of the procedure;

— the secondary procedure consisted in a liquidatfotne asset; no recovery
was possible under the secondary procedure;

5 Even if formally was a ancillary procedure, “detfa the French procedure was treated as the nraicegure
even if was limited to the French territory.

5Even if it was the procedure with the most rele\asgets, it was a secondary procedure.

" The reader may find the lllochroma sentence lapknthe general database of the Italian minisfryustice
writing App. Torino, 10 marzo 2009.

8 Notably very often Insolvency Office Holders agtuctant to let open ancillary procedures. Evehefregulation
1346/2000 furnishes tools for a better coordinatibare is still some resistance.

® Forum shopping is the informal name given to thectice adopted by some litigants to have theiallegase
heard in the court thought most likely to providaeorable judgment.
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— In the hypothetical case that the secondary praeegioduced an active re-
sidual, that active residual has to be passedtovie main procedure.

As an example on how the Regulation was not cleakplaining if there was
a hierarchy, it is important to analyze art 32tod tegulation pre casting. Art 32
expressed that a creditor had the right to lodgkaian in any of the procedures in
so far as the lodging was concretely useful andiveasised as a dilatory tool.

An interesting aspect of the integration betweenglocedures is the credit
insinuation. In any country there is a classificatdf the credits which makes some
of the privileged. This classification may lookdila pyramid where it means that
some credit$ will be satisfied before than other. A real estatatgage owned by
a bank is without any doubt a privileged credit. €amtrary an unclassified credit
will be at the bottom of the mentioned pyramid.

Such classification differs from Country to Countéy credit privileged in
a Country could be not or less privileged in anot@®untry, the regulation
1346/2000 does not mention any tool in order tachgaperposition or other prob-
lematic situations which could create sort of pohral impasse.

4. THE RECAST ON INSOLVENCY PROCEEDINGS

The recast has slightly changed the secondary edotgs. Nevertheless those
changes had quite interesting repercussions. Tdestrapecifies the new version
of the regulation will lift this restriction andlal secondary proceedings to be
rescue as well as liquidation proceedings. Thelethérefore not be any distinc-
tion in the types of proceedings that can be usadain or secondary proceeding.

The Recast regulation also recognizes that secpmpdaceedings may repre-
sent a risk and thus hamper the efficient admatisin of an insolvency estate. The
Recast regulation provides different means to atoédneed to open secondary
proceedings altogether. Main proceeding internatioffice holders will be able
to give an undertaking in respect of assets lodatadnember state where second-
ary proceedings could be opened that they willeesfocal distribution and prior-
ity rules. This would ensure that local creditars aot disadvantaged by not open-
ing secondary proceedings.

The undertaking is to be approved by the “knowralareditors”. A “local
creditor” is a creditor whose claim against thetdelrises from or in connection
with the operation of an establishment situateal imember state other than the one
where the debtor has his centre of main intertstdll also empower officeholders
in other jurisdictions to use this mechanism (Orgad,3).

The undertaking needs to be approved by local tnexdiThe Recast regula-
tion sets that “the rules on qualified majority aruding that apply for the adoption
of restructuring plans under the law of the mendbate where secondary proceed-
ings could have been opened shall also apply foagproval of the undertaking”
(Regulation (EU) 2015/848, Art. 36). Each membateswill have to specify what

°The credits at the top of the pyramid are the reestire, the ones that will be satisfied at first.
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the required qualified majority voting rules arewsver, for member states where
there is more than one restructuring plan regintb different majority thresholds
this may be more difficult. Recital 42 recognizbis tand states that all member
states need to designate the specific procedurehvidito apply.

Where an undertaking has been approved, the aineidsof a request to open
secondary proceedings may still proceed. Thiseésctise where the court is not
satisfied that the undertaking adequately protbetgeneral interests of local cred-
itors — although, as recital 40 states, the cdwtikl take into account the fact that
the undertaking has been approved by a qualifigdntaof local creditors. The
main proceeding officeholder is to be given noti€a request to open secondary
proceedings and have an opportunity to be hearar&é temporary stay of indi-
vidual enforcement action has been granted to ddwwegotiations between the
debtor and creditors, the court may stay the ogeofrsecondary proceedings for
a period of up to three months (provided suitabéasnires are in place to protect
the interests of local creditors).

Secondary proceedings are strictly connected topjirtsolvencies and group
coordination proceedings. The recast had introdwaednovative new chapter
dealing with groups providing for additional co-ogion between officeholders.
Where more than one member of the group is invesay proceedings, an inter-
national office holder appointed in any proceediriijbe able to request the open-
ing of group coordination proceedings. For the pags of the recast regulation,
a “group of companies” is a parent undertaking asdubsidiary undertakings.
A parent undertaking is an undertaking which cdstfeither directly or indirectly)
one or more subsidiary undertakings. Where an wakiag prepares consolidated
financial statements in accordance with the EU Aiotimg Directive it is deemed
to be a parent undertaking.

Where the opening of group coordination proceediagequested at a hum-
ber of member state courts simultaneously, thetdost seized will have jurisdic-
tion to consider the request. This avoids a detaation of where a group’s most
crucial functions are performed in favour of a mdmpler “court first seized”
approach.

5. CONCLUSIONS

Understanding the main characteristics of the mgn 1346/2000 represents
a very important tool for advancing research imegpreneurship. In fact insolvency
does not have to be understood as the end of estreyrship, on the contrary now-
adays insolvency has to be treated just as a moaofient entrepreneurial experi-
ence, but not necessarily its last.

A limit to this research is the focus in the diffieces amid the ancillary pro-
cedures ante and post the recast. In the nexgftierauthor will analyze the main
procedure aspects, after the recast. In fact fewtingschave passed since the recast
has been published in the journal of the Europeaiorand we are still waiting
for the its first application.
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In this article the author summarized some of tlénnaspects of the regula-
tion 1346/2000 which were and still are sourcerobfematic issues. The Legisla-
tor tried to avoid interpretative doubts, howewgetsa task is far away from being
completely accomplished. Too many are the diffeesramong the different legis-
lative systems to permit a complete integration.

Too many times judges were not informed about pendiaims in other coun-
tries and other judges did not know how to infotmut the starting of a procedure.
A recommendation for the future would be the folilogv: Avoiding dangerous
conflicts between authorities with a true strongperation. Often when an inter-
national insolvency procedure is open, the relatBmation is not spread among
the authorities of the interested countries. Tlig@s too often avoid to truly coop-
erate amid them in international insolvency casesgring themselves under the
lack of written procedures; reaching an effectiveperation is an absolute need.
For this reason a method of cooperation is needldx timplemented by the EU
legislator; so to provide judges with tools allogia fast and effective communi-
cation among the courts in Europe.
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Abstract:

The objective of this paper is to present entrepreneurial &sivaf local regions represented by
communes (local regions in Poland) that enable to create compatitre@mtages at regional in-
vestment markets resulting in increase of local regiongaiveness for investors, tourists, and
inhabitants. It was decided to perform multilayer researcB0 communes in Poland: electronic
audit research of official website portals and Bulletins of ieubformation of the communes;
surveys with representatives of the communes using a structurgitbqoaire, mystery client re-
search method, and case study method. 565 entrepreneurial activlieish communes were
identified within 50 electronic audits performed, 19 mystemntlmethod replies received, 8 sur-
veys filled in by communes’ representatives. Identifiedvaiets were represented by communes
of different type and investment resources. Basing on identifiidtees an entrepreneurial or-
ganization model for local regions was proposed. The model indmetiegies possible to imple-
ment by local regions of different location, size, administnatype, potential investment attrac-
tiveness, and investment resources. The originality of thik lies in economically practical char-
acter of the research results, which might support local publicnéstration.

Keywords: competitive advantage; competitiveness; local developmeat;dogernment; public
sector reform
JEL codes: H11, 038, R58

1. INTRODUCTION

The objective of the paper is to present entrepresleactivities of local regions,

represented in the study by Polish communes thailerio create competitive ad-
vantages at regional investment markets resultingni increase of local regions’
attractiveness for investors, tourists, and intzaitt. Local development studies
outline the role of competitive advantages neede@ffective competition of ter-

ritorial units such us local regions. Competiticivantages of local regions enable
them to stimulate internal resources and to ategattrnal resources interested in
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regional investment market, what is the basic domdiof local development pro-
cess (Osborne & Gaebler, 1992; Pollitt & Boucka2@t 1).

To present entrepreneurial activities of local oegiin the paper, a multilayer
research on 50 communes in Poland was performédusdge of both non-reactive
and reactive research methods. Methods includetretec audit research of offi-
cial website portals and Bulletins of Public Inf@tion of the communes; surveys
with representatives of communes using a structquexstionnaire; a mystery cli-
ent research method, and the case study method.

The first section presents state of the art liteeathat covers the discourse
relating to public sector reform paradigms, tratisaccost economics, new insti-
tutional economics, and aspects of local regionsagament deriving from private
sector domain. Later, empirical research methodotas been presented, describ-
ing the approach toward research sample selectidnmesearch performed in Po-
land in years 2013-2014. Results and Discussiotioseprovides synthesis of re-
search performed presented in form of typologyrifepreneurial activities of lo-
cal regions with concrete, possibly practical exespPaper concludes with impli-
cations of the study for the economic practice, iadétations for further research.

2. LITERATURE REVIEW

2.1. PUBLIC SECTOR REFORM PARADIGMS

Attracting resources by the local regions and impdaew investments on their
development is the topic that gained on signifieaimcrecent decades due to in-
creasing efforts of local regions in attracting riewestors, tourists, and inhabitants
to their locations. Scott (1998) argues that copiary local development re-
quires the existence of a complex coordination @ontrol system consisting of
public sector representatives, private entities-government bodies, public-pri-
vate, and public-social partnerships.

Pollitt and Bouckaert (2011) elaborate on conterapodiscussed public sec-
tor reform paradigms relating to local developmauttich in terms of competitive-
ness implies learning from the private sector pcactFor example in the new pub-
lic governance paradigm focus is on the stakehpldeat implementation of private
sector operations method in public sector unitnideslined. In the neo-Weberian
state paradigm a particular focus is given to l@ath modest approach in creation
of formal rules and hierarchic organizational crdtin order to respond to organi-
zation's stakeholders effectively. Networks andhijog-up paradigm indicates on
the need for participation in networks with othegamizations representing various
sectors of the economy to be flexible and inclugivglobalising world. The last —
governance paradigm indicates that effective decisiaking process requires in-
clusion of wide spectrum of organization’s stakeleos.

In the 21st century in order to achieve competitideantages it is essential
to be able to adjust to evolving organizationaliemment quickly, while mini-
mizing organizational losses at the same time. @higiment, made by Doz and
Kosonen (2008), relates to private sector enti@sl, inspired questions whether
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and how the local regions governed by public seatits can achieve competitive
advantages while competing for investors, tourits] inhabitants that will bring
financial, and non-financial resources to the comesu

2.2. IMPLICATIONS OF TRANSACTION COST ECONOMICS
FOR LOCAL REGIONS

In the context of economics, local regions attragthew development resources
such as external investors can be analysed witleinransaction costs theory, also
known as transaction costs economics, which is demoeconomics school that
had been developed, among others, by Williamsorq,18981), Klein, Crawford
and Alchian (1978). Within the transaction costsreenics transaction costs are
costs incurred in making economic exchange. Thegllysincrease the total costs
of transactions. Transaction costs within this thiéaclude costs of search and
information, which relate to determination of agility, costs of goods and ser-
vices looked for; costs of negotiations of the cacit which relate to establishing
acceptable agreement by exchange parties; and ebstsntract enforcement,
which relate to securing fulfilment of the termstiloé contract by transaction par-
ties. Considering the competition for developmesburces between local regions
the theory has particular implications for new nergntrance and search for new
investment location by the investors.

Availability of information about costs of goodsdagservices looked for by
the parties of economic transaction is impacteddyynmetry, and imperfect nature
of information for both sides of the transactioncls information disequilibrium
impacts costs, time needed to finalize a transactod general attractiveness of
the exchange. They might be equalized by an intgiane - local government -
using traditional and modern information policy ot communicate with exter-
nal stakeholders, and to provide information loofad Level of transaction costs
of economic entities in the local region dependirdarmation management and
approach toward public communication of local regaddministration. Subject-
matter literature indicates Internet as the maiama communication of local re-
gion administration with local region stakeholddrscause of its global reach, in-
teractivity enabling two way communication and d@le, low costs of usage, and
speed (Piotrowslet al.,2009). Therefore entrepreneurial activities oflaegions
related to management of information need to b&sdiad as one of the basic fac-
tors impacting creation of their competitive adways.

23. IMPLICATIONS OF NEW INSTITUTIONAL ECONOMICS
FOR LOCAL REGIONS

New institutional economics is a school that intksathe role of policy making
process, public sector institutions, legal, andural system on economic develop-
ment. North defines institutions in economics cahtes formal rules (including
constitutions, laws, and property rights), but dlsormal constraints impacting
economic exchange, such as sanctions, customstianad or cultural taboos
(North, 1991). New institutional economics extetius perspective of economics
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on institutions enumerated by North, and underlthes economic activity is im-
pacted by institutions existing prior to circumstas and context of parties inter-
ested in economic exchange. It also opens a résgewand for comparative insti-
tutional analysis focused on comparison on definstitutional aspects impacting
potential transactions to formulate concrete recemghations for economy im-
provement (Coase, 1960). In differentiation to slagconomics, new institutional
economics provide additional spectrum explainimgsactions related to decision
making process.

In new institutional economics, the entities takimpgdecisions not always take
only the rational, or effectiveness-related crédrito account. New institutional
economics complements transaction costs econoaridsexplains that if the costs
of access to information exceed the costs of ecamentity operations, the eco-
nomic activity can be stopped or ended. In thatexdmew institutional economics
examine the role of institutions in nurturing oepenting economic growth.

In this paper, the institutions are intentionalbrmowed down to domain of
local region administration, including local polinyaking process, local legal and
tax system, and public sector institutions peirsguding its official website por-
tals, which in the era of information are the fstirces of information looked for
by local region stakeholders.

24. COMPETITIVE ADVANTAGE
AT REGIONAL INVESTMENT MARKET

Contemporary literature on local development pomit the role of competitive
advantages in creation of competitive advantagegibnal investments market.
Inflow of development resources is considered asbisic conditions of new in-
vestments, which initiate and contribute to locavelopment process. Develop-
ment resources enabling new investments in loggans include: investors, tour-
ists, inhabitants, and financial and non-financapital they bring with them to
local regions (Olszewska, 2001). These resour@seithe supply side of the re-
gional investment market, whereas the demand sideeated by local regions cre-
ating advantages of a place in context of attrgdtivestors, tourists and inhabit-
ants (Godlewska-Majkowskat al., 2013). In such regional investment markets,
local regions develop and demonstrate competitidityathat is a long term ability
to be able to match and outperform other regioriez{®, 2008). Modern public
sector reform paradigms - such as new public garera paradigm, neo-Weberian
state paradigm, networks and joining-up paradigngovernance paradigm — out-
line the process of learning from private sectoth®ypublic administration, includ-
ing the administration of local regions in cont@ft their competition (Pollitt
& Bouckaert, 2011).

Contemporary activities aimed at attracting investtourists, and inhabitants
by local regions are additionally stimulated bypamation and publication of rank-
ings benchmarking local regions toward their ativaness for business activity,
quality of life, or other measures. Griffinger al. (2010, p. 310) in the discourse
of publication of rakings referring to local reg®represented by cities argues that
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“(...) itis highly recommended that cities shouldriefrom cities that are relatively
similar in their strengths and weaknesses.” Rarkimgnchmarking local regions
that are prepared and published in academic emmigohinclude “European Com-
petitiveness Index” by University of Cardiff, ,Euras attraktivstes Metropolen fur
Manger” by University of Mannheim, or “EU Region@bmpetitiveness Index”
prepared by Joint Research Institute affiliatedhwiie European Commission.
Rankings benchmarking local regions that are pegpay business environment,
which conduct the research with investments foicirdide “The Atlas of Regional
Competitiveness” prepared by Eurochambers, “Eunojigities & Regions of the
Future” by fDi Intelligence, “Hot Spots” by Econoshilntelligence, “How the
world views its cities” by Anholt City Brands, af@anada’s most sustainable Cit-
ies” issued by Corporate Knights — Canadian magafin responsible business
(Godlewska-Majkowskat al., 2013). Common quality of rankings prepared by
both academic and business environment differesearch methods used and re-
sult in different position of the same local regiondifferent rankings. Although
the empirical approach is far from consistent, nag& stimulate competitiveness
at regional investment market, and might providspiration for redesigning the
approach of local regions (Giffinget al.,2010).

2.5. ENTREPRENEURIAL ORGANIZATION IN THE PUBLIC SECTOR

The concept of entrepreneurial organization in jpuéctor has emerged in the
middle of 20th century. One of its definitions leen proposed by Harbison, who
calls entrepreneurial organization “an organizatidmch comprises all of the peo-
ple required to perform entrepreneurial functiong The functions of modern en-
trepreneurial organization, whether it be privatypublicly owned, may be cate-
gorized as follows: (1) the undertaking or managifigisk and the handling of
economic uncertainty; (2) planning and innovati@); co-ordination, administra-
tion and control; and (4) routine supervision” (bigon, 1956: 365). The author
suggests that entrepreneurial activity of localoe@dministration focused on lo-
cal development process exceeds its role and redlity clearly defined by the
legal domain. It is argued that local regions thatlertake additional activities
which are in line with legal regulations, but reguadditional, effort, and/or re-
sources can widen the offer of local region towitgdtakeholders, create compet-
itive advantage needed to attract new resourcdsdat development.

In defining the role of institutions of local regi@dministration in context of
attracting new development resources, it is prappasdake from J. Schumpeter,
who defined entrepreneurial activity as showingiative, searching and imple-
menting solutions perceived as new, unconventiamatisky when compared to
general solutions functioning in the reference gr@chumpeter, 1934). The ob-
jective of taking up entrepreneurial activitiesthg local region administration is
to achieve competitive advantage over other loegions; to become a more at-
tractive place for investments, visits and accomatiod. Entrepreneurial activities
of the local region should be referred to the splogétocal administration activities,
not the local region itself, which as an abstraott, cannot be personified.
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The most important competitive advantages of loegion for their stake-
holders relate to (1) costs of setting up and cotidg economic activity, (2) ad-
vantages of economy of scale (access to additimagkets, and investment loca-
tions), and (3) advantages of economy of scopeeéacio goods, and services, and
possibility of satisfaction of differentiated dendaof many market participants).
These are the classic, competitive advantagegipdhition school of strategy, and
resources and competences school of strategy ithdwey of organization that,
because of competitive positions of local regiar@) be related to them (Obtgj,
2007; Porter, 1998).

In relation to public sector reform paradigm, incplions of transaction cost
economics, and new institutional economics for hepose of this study it was
decided to search in local region activities forrepreneurial activities of the fol-
lowing nature: (1) management of information andwledge, (2) creation and
promotion of investment, tourism and residentiadurct, (3) stimulation of local
entrepreneurship, and (4) support of cooperatiahcagation of network organiza-
tions resulting in emergence of competitive advgeseat regional investment mar-
ket. Based on these measures a synthesis of rbedagatrepreneurial activities
can form a model, which as a hypothetic, phenonsémglifying construct can
provide practical arguments on improving competifposition by local regions of
different location, size, administration type, putal investment attractiveness, and
investment resources.

This study examines whether and how local regibased on examples of
Polish communes, demonstrate the activities idedtifvithin public sector reform
paradigms, attract development resources, andecogat, unique competitive ad-
vantages. It is examined how in context of conosiof transaction cost econom-
ics new institutional economics, and competitiomeggional investment markets
local regions respond to market failures, and ioieficies relating to its imperfect
self-regulation mechanisms.

3. MATERIAL AND METHODS

During the research the focus was given to loggibres, which are NUTS V level

classification territorial units within the systesh spatial hierarchy in European
Union. Local regions are the smallest territorialtsl in spatial hierarchy of the
European Union. In Poland they are represented dsynwnes (in Polish —
“gminy”), in Austria by “Gemeinden”, in Denmark Bsogne”, in Portugal by

“freugesias”, whereas in Italy by “comuni”. By regial investment market are un-
derstood NUTS Il level classification territoriahits, which are called basic re-
gions (in Polish — “wojewodztwa” translated as \amleships). In case of Poland,

there are 2479 local regions located within 16aegi investment markets.

1 System of spatial hierarchy in European UnionFiench - Nomenclatures des Unites TerritorialetisSigue)
enumerates the following types of territorial un{tl) macroregions — (NUTS I level), which are Higgest units
of territorial division, (2) mezzoregions — (NUTEével), which are also called basic regions,ase of Poland
the mezzoregions are voivodeships (16 major adtratiige territorial units), (3) submezzoregionsNUTS I
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It was decided to perform a multilayer selectiontlud research sample to
identify local regions demonstrating entreprendatdivities. Therefore to narrow
down the population of 2479 local regions in Poléndas decided that two addi-
tional conditions were needed to be demonstrated lbogal region to be included
in the sample. Each local region selected to thepta needed to cooperate and
create networks with their stakeholders; and aleate and promote its investment
product, defined as location, and its advantagadyréor inflow of investors look-
ing for greenfield or brownfield investment poskilgs. To perform above men-
tioned selection two external, central governmeaabases registering local region

1. Krakow 11. Katowice 21. Medyka 31. Ujscie 41. Ploty

2. Strykow 12. Wolin 22. Pszczolki 32. Zychlin 42. Wysoka

3. Pila 13. Olsztyn 23. Kamien Pomorski |33. Golczewo 43. Lagow

4. Bialystok 14. Budzyn 24. Gryfice 34. Krosniewice 44. Przemkow
5. Rybnik 15. Szczurowa 25. Konskie 35. Debica 45. Jaslo

6. Wegorzyno 16. Nowogard 26. Karnice 36. Turosn Koscielna |46. Slubice

7. Polkowice 17. Drwinia 27. llow 37. Trabki Wielkie  |47. Moszczenica
8. Swinoujscie 18. Ryki 28. Przemysl 38. Zblewo 48. Bodzanow
9. Kutno 19. Jastrzebie-Zdroj |29. Dzialdowo 39. Dabrowka 49. Belzyce

10. Krynica-Zdroj |20. Koszalin 30. Brzezno 40. Orly 50. Przybiernow

Figure 1. Research sample of Polish local regions in thejioreal
investment markets selected for the study

level), which are also called subregions, (4) miegions — (NUTS IV level), and (5) locoregions —URS

V level), which are called local regions, their exde in case of Poland are communes. Within theeaysinits

of higher rank include the units of lower rank. Fexample mezzoregion (NUTS II) includes several
submezzoregions (NUTS Ill), (Pilewicz, 2013).
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Source: own elaboration based on research sample selectiacrit

activities in Poland were used: National Informatiystem of Monitoring and Fi-
nancial Control of Structural Funds and CohesiondsuNIS SIMIK) 2007-2013.
NIS SIMIK registers all local regions undertakimg@stment projects with external
funds of European Funds, including partnership stwents in particular. Within
the NIS SIMIK database it was looked for local cew that as of 30th of June 2013
had the status of being beneficiary of investmeafagst delivered in form of local
regions partnerships or local regions associatidhshis stage 166 local regions
fulfilling this criteria were identified. Next it &s decided to investigate which of
those 166 local regions demonstrate activitiedadléo creation and promotion of
its investment product. For selection of such loeglions the database of Polish
Information and Foreign Investment Agency was u3ée. database is of national
character, and gathers non-clustered informatioalloavailable investment prod-
ucts of Polish local regions to promote them ampoigntial investors, including
international investors, as the database is ldehiglish. Out of 166 local regions
identified using first selection criterion, therens 50 local regions informing about
at least one investment product as for 27th of Au@013. Final research sample
included 50 local regions fulfilling 2 indicatedrsple selection conditions. Geo-
graphic distribution, and names of local regionthim sample are presented below
(Figure 1).

In relation to the administration type of locali@ts within the research sam-
ple there were 18 rural, 18 urban-rural, and 1@uibcal regions. Considering the
number of inhabitants, 30 local regions were oflkgiae (up to 20 000 inhabit-
ants), 14 local regions were of medium size (at600 up to 100 000 inhabit-
ants), and 6 local regions represented a largecaiegory (above 100 000 inhabit-
ants). In terms of potential investment attractegnmeasured by potential invest-
ment attractiveness indicator prepared by ColldgBusiness Administration at
Warsaw Scholl of Economics, 20 local regions weraigh, 21 of medium, and
9 of low potential investment attractiveness. Dstai the local regions in the sam-
ple had been presented in the below (Table 1).

A set of reactive and non-reactive research methadgsechniques had been
used. In relation to researching entrepreneuriatities of local regions | assumed
that in the second decade of 21st century, the beminprehensive and trustworthy
source of complex information for local region sthklders is the official website
of the local region, together with online BullethPublic Information, which ex-
istence for each local region is required in Polapthw. Thus the electronic audit
method basing on structured questionnaire for effatial website of local region
in the sample was applied (structured questionrairesisted of 20 questions).
Content available at official websites of the conmesi was analysed, including
archives of sections dedicated to commune currewsrior the period of 12 con-
secutive months prior to the day of the electranidit.
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Table 1. Name, size, functional type, and potential investhattractiveness category of
local regions within the research sample

Sizeof local region asper | Functional type of local Potential investment attrac-

Name of local region L ocal Data Bank of Polish region asper TERYT tiveness classfrom A (for the
Central Statistical Office typology highest) to F (for the lowest)*

1 | Krakow big urban A
2 | Strykow small urban-rural B
3 | Pila medium urban A
4 | Bialystok big urban A
5 | Rybnik big urban A
6 | Wegorzyno small urban-rural E
7 | Swinoujscie medium urban A
8 | Katowice big urban A
9 | Kutno medium urban A
10 | Wolin small urban-rural C
11 | Olsztyn big urban A
12 | Polkowice medium urban-rural A
13 | Krynica-Zdroj small urban-rural A
14 | Nowogard medium urban-rural A
15 | Jastrzebie-Zdroj medium urban A
16 | Kamien Pomorski small urban-rural B
17 | Budzyn small rural C
18 | Szczurowa small rural E
19 | Ryki medium urban-rural C
20 | Koszalin big urban A
21 | Gryfice medium urban-rural C
22 | Drwinia small rural E
23 | Medyka small rural C
24 | Przemysl| medium urban A
25 | Pszczolki small rural C
26 | Konskie medium urban-rural C
27 | Karnice small rural E
28 | Zychlin small urban-rural D
29 | llow small rural E
30 | Dzialdowo medium urban A
31 | Brzezno small rural D
32 | Ujscie small urban-rural C
33 | Golczewo small urban-rural D
34 | Debica medium urban A
35 | Turosn Koscielna small rural D
36 | Trabki Wielkie small rural D
37 | Zblewo small rural D
38 | Dabrowka small rural D
39 | Ploty small urban-rural D
40 | Krosniewice small urban-rural C
41 | Wysoka small urban-rural D
42 | Lagow small rural E
43 | Przemkow small urban-rural B
44 | Jaslo medium urban A
45 | Orly small rural C
46 | Slubice small rural E
47 | Bodzanow small rural E
48 | Belfzyce medium urban-rural C
49 | Moszczenica small rural D
50 | Przybiernow small rural E

* Indicator constructed by Collegium of Business Administratiokvatsaw School of Economics
Source: Own elaboration based on research sample seledtoiackocal Data Bank of Polish Cen-
tral Statistical Office for 31st of December 2012, and d&taollegium of Business Administration
at Warsaw School of Economics. for 31st of December 2011.
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Within the study mystery client method was alsalliadorm of sending elec-
tronic communication to the local region public adistration from the position of
potential investor interested in setting up ecormoatitivity, asking specific ques-
tions and expecting support (electronic correspoodeegarding investment offer,
investment incentives available, factors distingimg local region among other of
similar size in regional investment market, andsguibty of direct meeting). Re-
sponse time, and quality of the answers receivee weasured.

Another reactive research method was a surveyiquesire, sent to official
representatives of local regions (questionnairssisting of 8 open questiorfs)

Timeline of research performed refers to the folfgystages: (1) electronic
audit research of official website portals of conmasiand their Bulletins of Public
Information — 7th of October 2013 — 3rd of NovemBed.3, (2) mystery client
method research — 1st of September 2014 — 15tlegeSiber 2014, (3) survey
with representatives of local regions using strredduguestionnaire — 25th of Au-
gust 2014 — 3rd of November 2014. Within electroauiclit research all official
websites of 50 local regions were analysed. In erystlient method research 19
letters of potential investor were replifedh survey with representatives of local
regions 8 surveys were filled in by local admirdion representatives.

The research objective is to explore, classify @regent entrepreneurial activities
of local regions that might result in creation ohpetitive advantages at regional
investment market of the following nature: (1) mg@ment of information and
knowledge; (2) creation and promotion of investmeaurism, and residential
product; (3) stimulation of local entrepreneurstapd (4) support of cooperation
and creation of network organizations. It is plahite identify both cost-efficient
and cost-intensive entrepreneurial activities aedent them in the manner reflect-
ing the costs absorption.

4. RESEARCH FINDINGS

As a result of the research on sample of 50 P&ishl regions following examples
of entrepreneurial activities have been identif{@d:145 examples of entrepreneur-
ial activities related to informing about investrhand development possibilities;
(2) 122 examples of entrepreneurial activitiestegldo creation and promotion of
local investment, tourism and residential prod(8}; 173 examples of entrepre-
neurial activities related to stimulation of loeaitrepreneurship; (4) 125 examples
of entrepreneurial activities related to supportobperation and creation of net-
work organizations.

Detailed analysis of identified activities led t@ation of entrepreneurial ac-
tivities catalogues classifying activities possifsteam cost-effective to cost-inten-

2 Filled surveys were received from Bialystok, Kaiosy Krakow, Kutno, Olsztyn, Pila, Rybnik, and Sioyv.

3 Replies in mystery client research method were IsgiBialystok, Bodzanow, Debica, Dzialdowo, KamRo-
morski, Koszalin, Krakow, Krosniewice, Lagow, PiRrzemysl, Przybiernow, Pszczolkik, Rybnik, Strykow
Szczurowa, Uicie, Zblewo, and Zychlin.
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sive ones, which altogether create a model of prdresurial organization at re-
gional investment market.

4.1. ENTREPRENEURIAL ACTIVITIESRELATED
TO MANAGEMENT OF INFORMATION
AND KNOWLEDGE

Entrepreneurial activities focused on managemeimfofmation and knowledge
aim at equalizing the asymmetry of information ledKor by local regions stake-
holders that impact transaction costs of the exgha regional investment market,
and therefore impact attractiveness of local regjiwvithin this study the following
frequently demonstrated activities of managemenhfirmation and knowledge
by local regions have been identified:

— regular publication of information relevant forlstholders of local region in
official website of the local region, including arfnation on events and initi-
atives taking place outside the location of thela@egion, but possibly rele-
vant for the stakeholders, as in case of vocativaadings, or investment pro-
ject’s financing initiatives. Examples of local fegs with more than 500
communicates published within 12 consecutive moathheir official web-
sites: Swinoujscie, Jastrzebie Zdroj, Krakow, Palike, Kamien Pomorski,
Nowogard;

— providing information to the stakeholders of thenoounes in reply to elec-
tronic correspondence sent by them in possibly -éffiective, and content-
wise manner. Examples of local regions, which ezplio electronic corre-
spondence of potential investor in less than 5 imgrkays, and were included
content asked for: Krakow, Strykow, Zblewo, Biabjst

— providing electronic geographic information systé@1S) supporting deci-
sions related to new investments, tourism, or esgidl activity on official
website of the local region. Examples of local oegi providing GIS services
for their stakeholders: Rybnik (“Rybnik Geograplhizdormation System”),
Krakow (“The Observatory”);

— communication of local development plan or locallelepment strategy
through the official website of the local regionr(Example by locating elec-
tronic version of the document in official websitethe local region). Exam-
ples of local regions sharing their developmennglar strategies with their
stakeholders via their official websites: Krakowe{i2lopment Strategy of
Krakow), Przemysl (Strategy of Success of City kddmysl), Krynica—Zdroj
(Strategy of Promotion of Krynica-Zdroj);

— organization of initiatives supporting self-devetognt of local region stake-
holders, including usage of knowledge sourcingdaehilable in local region,
for example by organization of information meetigshow to use resources
(including knowledge sources) made available byldlcal region. Example
of local region organizing such initiatives — Krako
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organization of direct information meetings withtguatial investors in reply
to their need for information related to potenimalestments, for example by
initiation of direct meetings in reply to electroriorrespondence sent by po-
tential investor. Examples of local regions enggg@mternal stakeholders in
that approach — Bialystok Pila, Strykow, Zblewonan Pomorski. Kamien
Pomorski provided distinguished example on how uddband nurture the
relationships with potential investors. Althougle fbcal region did not have
any investment land at the time of mystery clieggelarch, local administra-
tion proposed a direct meeting in order to leaeitivestor’'s needs better, and
to possibly propose an investment product in neighing location.

4.2. ENTREPRENEURIAL ACTIVITIESRELATED TO CREATION

AND PROMOTION OF INVESTMENT, TOURISM
AND RESIDENTIAL PRODUCT

Activities related to creation and promotion of éstment, tourism, and residential
product at local regions derive from private segi@ctice. In context of local re-
gion its basic good offered to its stakeholdethéslocation, which perceived qual-
ities, and usefulness can be actively shaped blptad administration. Number of
regularly demonstrated activities related to coeatind promotion of investment,
tourism and residential product were identifiede Hatalogue of activities identi-
fied included:

identification and inventory of information on etiig or future local invest-
ment, tourism, and residential product, and comuatirig it via official web-
site of the local region. Example of local regiatively identifying, invento-
rying, and communicating their investment, tourismg residential products
for different type of stakeholders: Katowice, Pila;

providing information to stakeholders of local mgiin reply to electronic
correspondence relating to investment, tourism rasétlential product, in-
cluding attachment of promotion materials and lazaitact data. Examples
of local regions providing tailored investment offan reply to electronic
communication sent: Krakow, Bialystok, Strykow,aRil

promation of local region investment, tourism, amadidential offer by dedi-
cated place in official website of the local regiéor example by dedicated
sections. Examples of local regions demonstratimg activity: Grudziadz,
Krynica-Zdroj, Katowice, Krakow;

promation of local region investment, tourism, aadidential offer through
electronic profile of the local region in electrosiocial media, including pop-
ular at the time of research electronic social mdekcebook, Youtube or
Twitter. Examples of communes using social medrapf@motion of their
investment, tourism, and residential products: Saigscie, Nowogard, Ol-
sztyn, Pila, Rybnik, Szczurowa, Zychlin, Strykow;
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— creation of individual local region promotion anikeholder engagement
products such as electronic post card, which leggbn stakeholders can send
from the official website of the local region, vial walks presenting the view
of the location from perspective of location visitdrom the level of official
website of the local region, or own mobile applimas engaging into discov-
ery of local region created by the local regionafples of local regions cre-
ating own local region promotion and stakeholdegagement products:
Wegorzyno (electronic post card), Koszalin (virtuallk), Bialystok (mobile
application);

—  promotion of the local region by professional palélations activity, includ-
ing public relations dedicated section in the adfigvebsite of the local region.
Example — Strykow;

— participation of local administration in nationalcainternational events pro-
moting territorial units investment offers. Exangplaf local regions actively
exhibiting their investment, tourism, and residaintiffer within such event —
Swinoujscie, Katowice, Konskie, Rybnik;

— promotion activities using big format advertisense(guch as billboards in
promotion of tourism products). Example of locajicm promoting their offer
through billboards — Rybnik;

— activities focused on creation and promotion oftirend of local region, and
the brand promise. Examples of local regions anga@nd promoting their
brand and brand promise — Kutno (brand “City oesd} Pila (brand “Here
visions assume concrete shape”), Rybnik (brand Hikyb city with spawn”),
Bialystok (brand “Rising Bialystok”), and Krakowrémd “Magic Krakow”);

— activities related to direct promotion adjustedngeds and expectations of
local region stakeholders by creation of dedicétedl region promotion unit
within the local public administration structuréEsample: Kutno, and activity
related to delivery of bunches of fresh roses toew entrepreneurs by Kutno
promotion unit representatives at the occasiomtrhational Women'’s Day.

4.3. ENTREPRENEURIAL ACTIVITIESRELATED
TO STIMULATION OF LOCAL
ENTREPRENEURSHIP

Activities related to stimulation of local entrepeairship by local region admin-
istration exceed their responsibilities (as it oftethe domain of territorial units of
higher rank), however they directly impact econositaation, created tax base,
and therefore local development process of thd leggon. Number of regularly

demonstrated activities related to stimulationoafal entrepreneurship was identi-
fied within the study. Activities identified fornmé following catalogue:

— promotion of information on job places created bgremic entities located
in the local region through official website of tloeal region (for example
via dedicated section within the official websifelte local region, and being
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a job intermediary by local region between empleyamd employees addi-
tionally to other job intermediation bodies). Exdenpf local region leading

local region job portal — Krakow, example of locadjion informing on local

job offers and foreign internships for local stutden Polkowice;

— organization of competitions promoting entreprer@uattitude aiming at
stimulation of local economic entities (for exampieough competitions for
the best business plan). Examples of local regiwganizing such competi-
tions — Dabrowka, Kamien Pomorski, Golczewo, Medykseczolki;

— organization of trainings dedicated to foundingaficing and increasing com-
petitiveness of economic activity (often as a ralwarcompetition promoting
entrepreneurial attitude). Examples of local regi@noviding trainings on
above subject: Pila, Ryki, Szczurowa;

— activities relating to creation of local administoa incentives for setting up
and conducting economic activity — for exampleami of creation and pub-
lication in official website of the local regiongauidance on setting up and
conducting economic activity, or provision of newéstments advisor within
the local region administration unit. Example ofdbregion demonstrating
this kind of activity — Krakow.

4.4, ENTREPRENEURIAL ACTIVITIESRELATED
TO SUPPORT OF COOPERATION
AND CREATION OF NETWORK ORGANIZATIONS

Activities focused on support of cooperation anghtion of network organization
are essential in one of modern public sector refpanadigms, which is networks
and joining up paradigm. According to M. CastePsl(itt & Bouckaert, 2011) in
economy basic on knowledge and times of rapid cesegonomic entities are able
to function effectively if they function as netwoekterprises, build connections,
and participate in networks enabling them to migaméconomic risks and maxim-
ize their utility. Within the entrepreneurial adtigs related to support of coopera-
tion and creation of network organizations numbkeadivities were identified
within this study. Activities identified include:

— continuous identification of needs and expectatifriecal region stakehold-
ers in order to react appropriately, for exampléoim of electronic survey,
or pool available for local region stakeholdersilade in its official website.
Example of local region leading continuous sunaypool on needs and ex-
pectations of their stakeholders: Bodzanow, BudBmvinia, Gryfice, llow,
Konskie, Koszalin, Kutno, Przemysl, Strykow, Swijsmie;

— organization of regular, specific-topic-dedicatedetings or by local region
administration and stakeholders of specific nefigxample local investors.
Examples of local regions organizing regular ineestneeds dedicated meet-
ings — Pila, Strykow;
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— developing cooperation incl. exchange of knowledg®mw-how,and best
practices by local administration with local regitakeholders, for example
in form of memoranda of understanding or declaratiof cooperation with
other local regions, economic entities or expeghaization. Examples of lo-
cal region demonstrating such activity: Pszczallddlaration of educational
cooperation with higher education institutions ida@sk for inhabitants of
Pszczolki), Krynica-Zdroj (declaration of educa@biooperation with local
public library on open foreign languages educafiaoarses for inhabitants
of Krynica-Zdroj);

— developing cooperation based on declarations fiaydg common economic
goal by local administration and its developmeaksholders, for example by
applying together with other local regions, or pta/stakeholders for external
funds for investment of common interest. ExamptesTaabki Wielkie coop-
erating with local region Uhlefeld from Germanyibegrease the know-how
of their crisis management authorities both ondPadind German side, or Pol-
kowice cooperating with local region Bischofschofesm Germany to in-
crease the know-how and qualifications of employfem® Poland working
in Germany.

4.5. ENTREPRENEURIAL ORGANIZATION MODEL
OF LOCAL REGION

Findings of this study are of novel character,dmniified that studies of similar
methodology approach (electronic audit, mystergntlimethod), and research fo-
cus (local regions in Poland) had not been perfdrbefore. Entrepreneurial activ-
ities presented within this section enable to psepariginal, general entrepreneur-
ial organization model, which might be supportimediagnosis, planning and im-
plementing of activities related to increasingaattiveness and competitiveness at
regional investment market by local regions. Thelehthas been presented below
(Figure 2). Sets of detailed activities possibke anlisted together with examples
of concrete local regions within detailed sub-seiof this section.
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General model of creation of competitive advantages o local regions at regional investment markets I

N

Informing on Creation and promotion Stimulation of local Support of cooperation
investment and of local investment, entrepreneurship and creation of network
development tourism, residential (set of detailed organization
possibilities product activities possible) (set of detailed
(set of detailed (set of detailed activities possible)
activities possible) activities possible)

Adjustment and implementation of possible entrepreneurial activities by the local region adequate to:
location
size
functional type
current and expected attractiveness

|

Creation of competitive advantages of the local region related to costs
of setting up and conducting economic activity, economy of scale, and
economy of scope

l

Increase of direct competitiveness and position at regional
investment market

Figure 2. General model of creation of competitive advantagjdscal region at regional
investment market
Source: own study.

5. CONCLUSIONS

Analysed modern public sector reform paradigmsizapons of transaction cost
economics, and new institutional economy and copteary literature in compe-
tition of local regions at regional investment netskled to conclusion that activi-
ties exceeding traditional role and responsibgitélocal region public administra-
tion are justified. Performed research proved ¢éinaitepreneurial activities, defined
as additional activities of local regions in linéwegal regulations, but requiring
additional, internal effort are demonstrated by atous local regions effectively.
Identification of 565 examples of entrepreneuriaidties based on the research
of 50 Polish local regions (communes), includingceionic audit, mystery client,
survey, and case study method enabled to claskahtified activities and propose
typologies related to: (1) informing about investinand development possibili-
ties, (2) creating and promoting local investményism and residential product,
(3) stimulating of local entrepreneurship, andgdpport of cooperation and crea-
tion of network organizations. Identified entreprarial activities impact the costs
of setting up and conducting economic activity etaklvantage of economy of scale
and advantage of economy of scope. In effect thengase perceived attractiveness
of local region at regional investment market. kiferd activities were undertaken
by local regions of different location, size, fuoaial type and potential investment
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attractiveness proving that taking up additionaivtees by local administration is

not determined by these factors. It has been obdédhat size of local region in
terms of number of its inhabitants impacts on tgpentrepreneurial activities

demonstrated. In case of local regions of smadl sizerms of number of inhabit-
ants the most popular entrepreneurial activitieseewelated to informing about in-
vestment and development possibilities and stirmgatf local entrepreneurship.
In local regions of medium and big size in termswiber of inhabitants the most
popular entrepreneurial activities were relatedramating and promoting local in-
vestment, tourism and residential product suppbdooperation and creation of
network organization. The latter type of entrepteia activities is also more cost-
intensive.

Each typology of entrepreneurial activities presdrdtarts from the activities,
which are cost-effective and end with the onesg¢tviare cost-intensive, and which
implementation might depend on additional resouatéscal region. The findings
present both cost-efficient and cost-intensive emrneurial activities, starting
from the cost-efficient and ending with cost-efici one, what complemented the
main objective of the research, which was to exglolassify and present entrepre-
neurial activities of local regions that might riéso creation of competitive ad-
vantages at regional investment market.

Position school of strategy, and school of res@iarel competences provides
an argument that in context of limited resourced kack of market leader status
a local region should not focus on the all entrepugial activities possible, but
rather concentrate on one or a couple of themaatercompetitive advantages and
differentiate from local region of similar size nictionality type, and potential in-
vestment attractiveness at regional investment etaftkhe proposed general model
of creation of competitive advantages of local oegit regional investment market
together with detailed sets of activities possiblght support both preparation and
execution of strategy, and operations of localoeg@dministration aiming to im-
prove their competitive position. Basing on setattof the sample and entrepre-
neurial activities identified, results of the studight be particularly supportive for
the local regions of small and medium size, as nitgjof them were represented
in the study.

Due to the intentionally narrowed in the study typé examined entrepre-
neurial activities of local regions and major foamsnon-reactive research method
related to electronic audit of official website fads of local regions, and activities
related to management of information, and knowlddg®er direction of the stud-
ies are proposed. In view of exploration of reskedheme of entrepreneurial activ-
ities of local regions require quantitative, anéliative, in-depth studies focused
on their effectiveness on attraction and mainteaameer time development re-
sources of local regions such as investors, taugistl inhabitants. It also seems to
be justified to study the impact of entrepreneuictivities on potential, and also
real investment attractiveness of local regiong divee, reflected by new invest-
ments, inflow of tourists, and inhabitants, whiclyh supported with official, and
comparable statistical data.
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Abstract:

Small and medium-sized enterprises are the backbone ofitbpdan economy, states create pol-
icies to foster research. These mentioned policies changlee fime and it is possible to observe
that the national policies of the European Union (EU) membegssteie interconnected at an EU
level. In the science field, the European Union is genenadlying towards a multilevel govern-
ance. The central issue of this paper is to show the sgsteimportance of an effective govern-
ment policies and institutional interaction in the fieldR&D. The article will show that a well
framed policy is essential and furthermore it fosters gebeboperation between the private and
public sector.

Keywords: internationalisation; EU; innovation; innovation policy
JEL codes: O3, K33

1. INTRODUCTION

This paper will show the importance of public pmiand institutional interaction
in the field of R&D public finance. Such policieseaalso significant for the small
and medium-sized enterprises (SMESs).

This article takes into consideration three coestriFrance, Spain and Italy.
They have similar legal systems based on almosti# civil codes and constitu-
tions, clearly influenced by the French one. Abitngt constitutional aspects, the
main characteristics in common are: a strong ceptraer and regional entities
which are gaining in the time a stronger positiothie state structures.

The European Union is heading to a multilevel-goaece which has reper-
cussion in the R&D field as well. The study aimsdemonstrate that even in the
presence of a strong regionalisation of R&D pulilieding, it is still crucial an
effective national coordination. | will argue thhe relation between state and re-
gional R&D funding policies can be expressed inltaén phraselivide et impera
The process of weakening state's direct contrtli@R&D activities divide) needs
to be followed by a stronger coordinatiat {mperd, in order to control the R&D
by other means, so as to avoid the effects of apntrolled “law anomie”.
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The article’s main criteria is to examine the malenw aspects connected with
public innovation policies; i.e. why and how a givgovernment has enacted a spe-
cific policy and the macro-effects produced by spalicies on the main G.E.R.D.
statistics; in the belief that political choicesosigly influence the R&D environ-
ment. For the above mentioned reasons the methgpgdalantains the analysis of
the main pieces of institutions/legislation of Fs@anSpain and Italy and observation
of the main consequences on the fundamental G.EdRabstics.

The paper is so divided: it is given to every statction of the paper. The
analysis of the countries systems starts with Frabeing France the country with
the strongest state control; then Spain and Ighain presents the most interesting
approach to R&D considered the percent of GDP d¢elicto R&D and the ob-
tained results. Spain deserves the main part gfdper because thanks to the Inter
ministerial Commission on Science and Technologyhé opinion of the author,
Spain is an example of good practice in an R&D mmrment characterized by
means deficiency. Italy instead lacks of any coraplar system dedicated to R&D.
This does not mean that there is a total absenaaafional strategy, but it means
that the Italian system lacks of unity and stroagrdination as in France or Spain.
In such a sense the ltalian experience can be asl#dhus test.In fact it shows
that the absence of an effective state coordinaframely influences R&D macro
results; because thgistretti Produttivisystem produced excellent results in some
R&D sectors, but the national R&D results stayetbdweexpectations. The time
lapse object of this research is the same for theetcountries. The analysis is
focused on the R&D policies between the 90’s ariDX) except for some aspects
of the French experience.

2. LITERATURE REVIEW AND METHODOL OGICAL APPROACH

Historically, R&D projects were a direct emanatiohgovernments' projects or
policies. The state directly decided which projectmplement or carry out. For
example the nuclear projects or the concorde prajeerance (Laredo & Mustar,
2001). This demonstrates that the general theolgvoflefines the “state supreme
power”(Kelsen, 1991) or “state imperium”. The stased its unconditioned power
(imperium) to determine the most profitable decision the R&D field. Currently,
states tend less to directly exercising this sbsupreme decisional power and
leave more “self-determination” to R&D players. Allateral effects of uncon-
trolled freedom of choice in the R&D field posetheeat. For example a prolifera-
tion of similar projects which subsequently riskingeunder financed (in such
a case | would use the aforementioned Latin vdivitie).

The state may find a remedy to this perilous peddifion through the imple-
mentation of its “coercive power”. The state's autly determines R&D policies
in a more subtle way. For this reason the phdagi€le et imperais still a valid
description of the state's coercive power. Theestatles power of choice to indi-
vidual institutional actors. At the same time, toercive power allows the state to
balance the proliferation and preserve its authanier the R&D field.



Innovation policies and SMEs development 149

This paper will focus on the analysis of Frenchar8gh and Italian experi-
ences in the R&D field. More specifically this alé will focus on the Spanish
experience because in the opinion of the autheretolution of the Spanish R&D
system is an example of positive achievements pediby an excellent capacity
of adaptation.

It is common knowledge that the European Uniorragigally implementing
a certain kind of multilevel governance. Althoudtistconcept mainly concerns
political-administrative aspects, neverthelessafiuences a vast amount of differ-
ent fields, among them the R&D field. Multi-levebgernance is a concept with
more than two decades of history (Draetta, 2025% & notion very popular in
many fields. To better understand this specificcemhand its relevance in the R&D
field, a short discussion of its major componestsdeded.

The idea of multilevel governance was created gaure to the European inte-
gration process (Adam, 2014). It starts from thesoderation that the “state impe-
rium” i.e. authority is shifting not only from st up to the European Union, but
also down to sub-national authorities . Multiletlebory is strongly connected to
polycentrism, as a way to stay closer to the reatirof the society (Piattoni, 2009).
Multilevel governance is generally understood aarisly responsibilities and co-
operating between the various levels of governamekit is often associated with
the principle of subsidiarity (Draetta, 2015).dtriot possible to completely under-
stand multilevel governance without introducing sidsidiarity concept.

Subsidiarity is based on the belief that the denishain should be as short as
possible in the meaning that the decision makinggss should be as close as pos-
sible to the citizens, so that the implementatibtihe decision process could be the
utmost effective, and related to the real needstiens. For example, if a given
social policy is to be implemented, it should beided, thought and implemented
from a decisional entity as close as possible édo#neficiaries (i.e. a construction
of a school should be decided by a regional goventrand not by a ministerial
meeting). In practice, multilevel governance isdabsn the idea that the best poli-
cies are chosen and implemented when decisionskea with the participation
of the final beneficiaries of such a policy.

An effective multi-level governance has to contaiquantity of subsidiarity,
but at the same time coordination cannot be missinfact, the policy results de-
pend on good coordination between all levels ofegoment, both in the decision
making process and in the implementation processuth a sense, “mutatis mu-
dandis” an efficient plan for financing R&D haslte based on a previous deep
knowledge of the current condition of R&D sectoriparticular state.

France, Italy and Spain have dealt with develo@ndgRr&D public funding
system. All three of those states had a slightffedint approach which hugely
effected the characteristic of public policies iempented in their respective coun-
tries. The analysis is concentrated on these #teges because they share a very
similar constitutional/administrative systems andil ccodes all based on the
French one. Moreover these three states have sigtitaal structures, languages
and a shared history.
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History influences the future, hence Spain and ¢gdrad a system definable
as very centralistic. Both countries have beenafperiod, the centre of vast em-
pires; those empires were characterized by a stengalisation and control over
possessions. PhrasesL#stat c'est moallegedly mentioned by king Luis XIV or
the phraseel imperio en el que nunca se pone elrstdted to the vast amount of
the dominions of the Spanish empire. Those phrasesnuch more than simple
expressions; these phrases are a representatian imimaterial concept which
transcend the words and explain what kind of palitand administrative systems
they represent. These systems were mainly hiechie. decisions came from
the political centre and were implemented by |lauahorities. Therefore, taking
into account all the aforementioned, it is trueviaswill see) that French and Span-
ish system shifted from a state centric system tmoee “shared system”. Never-
theless in this new system there are visible tratésentralised control” (Reppy,
2000).

An efficient plan for financing R&D has to be based a previous deep
knowledge of the R&D situation in the State. Takingpiration from architectural
jargon, it is possible to affirm that architectuaald components knowledge are key
elements for understanding the organisational dhped of the system to create.

The article is based on the analysis of the piet&sgislation and the analysis
of the main R&D institutions in France Italy anda8p in the belief that political
choices directly influence the R&D field and noterversa. The research results
will show that French and Spain, except of ItaBg land have a better R&D system.
This superiority is given by the stronger supennsand control that France and
Spain have on R&D policies. Nowadays this contmisists in a soft control, but
nevertheless it is still a mechanism crafted teadiR&D efforts. Italy in this paper
is used alitmus test a contraridn fact Italy is missing a comparable R&D national
control system. The Italian R&D financing systenbased on two main pillars:
Distretti Produttiviand an irregular funding based on historical diédaonnected
from any analysis of efficiency. This divergencearianaging R&D funding affects
the quality of the R&D efforts and results. Italgshless important results than
France and Spain on the R&D field, even if Spaia Adower GDP than Italy.
Hence this disproportion of results demonstrate state control on R&D truly
matters and it is eondicio sine qua ngwhose the comparison between Italy and
Spain is an example. The article is based on exaioim of the main pieces of
legislation and comparison with economic resultsivied.
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3. ANALYSISOF THE MAIN INSTITUTIONAL
ASPECTSOF R&D SYSTEM IN SELECTED COUNTRIES

France

France with “Colbertism” was the first state to ifpdtate intervention in the econ-
omy. “Colbertism” was an economic and political tfime of the seventeenth cen-
tury, created by Jean-Baptiste Colbe@olbert's central principle was that the
wealth and the economy of France should servetdte. $ience today France with
other European countries is an example in the Bélstate intervention in crucial
national fields (Rich & Cole, 1964).

In France, during the 1960’'s a new vogue for “Cdibm” started in every
field of economic activities. This “neo Colbertinisdid not remained without pro-
nounced effects on the French R&D sector*tbaredo & Mustar, 2001). The
French government often directed public policieptomote R&D among the so
called “champion national’ Moreover it is worth noting that the national elese
and military sector is still today considered a kieyd in R&D policy and the na-
tional defense expenses are used as a lever fathg{Guichard, 2005). In other
words, the French R&D system is based on strorng stardination, which is ex-
pressed by the construction of the French natiomadvation system (NIS). This
concept emerged over the past decades as a regpahserecognition that inno-
vation within a national economy needs a plan smdcease positive R&D out-
comes (Piettre, 1986).

Traditionally, French technology and innovationaélon the targets of the
central state, performed and implemented in thadraork of grand programmes
(Piettre, 1986) The main industrial actors have been the natichaimpion3
However, this general pattern has changed ovdattigears. Technology transfer
nowadays focuses on the validation and transfeesdarch results generated in
universities, public scientific and technologicaksearch organisations, and re-
search organisations. A national innovation systebased on the assumption that
the better planned the system is, the better meuuilt be reached (OECD, 1997).
R&D stakeholders, are part of the same systemaarnahrt of a same system they
are equally needed altogether as no part of thg bad live separated. In such
a sense it is the French national innovation systemch has to connect the R&D
stakeholders so to underline the interdependenaeeka the national R&D stake-
holders; moreover the stakeholders play the mdathanks to their linkage, mu-

! French Minister of Finance under Louis XIV.

21n such a sense it is possible to use the terolti@ogical Colbertism” (Laredo & Mustar, 2001).

3 A national champion is a firm chosen by the statbecome the dominant producer or service providethe
national market and overtake or hinder foreign cefibprs in this market.

41t is admissible to consider that the grand progres spirit is still present in the nowadays inghecalled “La
stratégie nationale de la recherche”.

5 In French: “champions nationaux”.
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tual commitment and their own interactions. Franaée set a national R&D inten-
sity in 2012 of about 2.2%ercent of gross domestic product , which conterre
a top position within the EU states.

As expressed above French technology and innoveglad on the targets of
the central state, performed and implemented infrdmmework of “grands pro-
grammes”. These programs were mainly concentrateshd implemented by the
national champions (Laredo & Mustar, 2001). Thé&esteeated a mechanism which
had to support the national champions in an efforhaintain or gain an interna-
tional leadership role in the given field of adiyi During the last decades of the
20th century the aimed result was to some extached. In fact France has always
had a gross domestic product intensity proportlgriagher than other direct com-
petitors (European Commission, 2014a), and thdgieh which French R&D sec-
tor was the utmost significant were those field®géhnational champions compa-
nies were operating in (European Commission, 2§14c)

France reached such positive results during thewas decades of the 20th
century thanks to the fact that two main changesiwed: the political side created
new agencies, entities devoted to fostering anement in R&D (Figure 1).
France, keeping a centralised form of power, op¢hedvay to a feeble regionali-
satiort’ (Boudon, 2014).

France
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Figure 1. The real GDP and GERD in France
Source: National Institute of Statistics and Economic SttNSEE).

 Research and Innovation performance in the EUvation Union progress at country level 2014 edigdi-
rectorate-General for Research and Innovation.

" The Government set special legislative and fireraid in order to defend the national champiorairegy the
international concurrence.

8 E.g.: Aeronautics, energy ,transport and defence.

° E.g.: Agence Nationale de la Recherche, Agenceatltion de la Recherche et de I'Enseignementrigupgé
Péles de Recherche et d'Enseignement Supérieur.

10 Please notice that regionalisation doesn’t hauzetanderstood as a federalisation of the state.
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The second occurrence which significantly changedi¢h R&D “modus op-
erandi” was the importance the regional level asglin the French political sys-
tem, the so called “regionalisatidh” The 26 French regions (which do not have
legislative power), receive part of the nationad tacome and have a budget to
bestow in their priority areas. Regions negotihértpriority fields with represent-
atives of the state and they have an elected cofoutiseil régional) which is re-
sponsible for the regional administration. Regians competent for social ques-
tions, transport, education, culture, local devalept, for this reason, to a certain
extent Regions have competence for R&D (Officenef Prime Minister, 2013

Nowadays French R&D is characterised by an unedighlbtomy between
central government and regional government. Fraassed from dirigiste form
of R&D to a new form of governance where the fumtif the state is to facilitafe
the R&D development. In this cooperation betweentred and regional authority
the so called “contrat de plan Etat-région” (CPERS a salient importance. CPER
is in a state-region plan contract, a documenthiickvthe state and region are com-
mitted to a multi-year programming and funding majpoojects (among which
R&D projects as welly.

In this path of regionalisation via state-regioarptontract, many centers for
scientific researchl were created. The fundamental idea of such aypel&s to
create over the country a fertile soil for R&D,those centres were established not
in a single city or in the capital, but in diffetetities of the country. It is quite
interesting that although these national centrdstapread R&D over the state so
to foster a diffused pro R&D environment,

The obtained results of this regionalisation wewe adequate to the central
government’s expectations; important differenceseisults within regions were
observed (Beatson, 2007). In 2005 a shift in FréR&D modus agendbdccurred.
Previously there was the so called principle ofiaegl equality (it consisted in
sharing the same quantity of funds to all the negjioNevertheless this drive for
equality brought extreme differences in resultseréfore, the central government
shifted towards rewarding networks and clusteiscantific excellence. It was set
as an R&D System, which had as common base thaéHatcto the regions were
given an equality of opportunity to compete forestific resources, and not a sim-
ple equality in resources. The regions were givengossibility to compete for
obtaining higher financial means. This reflectedae gradual evolution in French
policy towards equity rather than equality as apnglition for competitiveness. In

1t is important to clearly express that regioragtiisn is something different from the so calledaletion feder-
alisation or power devolution. Federalisation hegean been in the French political agenda.

121t may be of some interest that in 2014, the FneRarliament passed a law that will reduce the reumoth
regions in Metropolitan France from 22 to 13. Tleevimregions will take effect on 1 January 2016.

13 Also known as Etat facilitateur “State facilitaton such a sense iti s possible to affirm thainirthe 70’s
definition I'Etat entrepreneur” we passed to "tEsgilitateur”.

14 Along with the CPER are there other different pabjvhere regions have a key role in the R&D im@etation,
nevertheless due to unity matters this paper cdrates on the CPER importance.

15 In French: Centre National de la Recherche Sdigué.
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such a sense the system drifted towards the sedcdlible de compétitivité” tech-
nology clusters characterised by the presencegifen zone of highly qualified
R&D players (i.e. research centres, universitigghlly specialised factories.

Spain

Despite the low gross domestic product percentage&D, Spain concentrated its
financial means on specific technological fieldstaining among others important
results in the field of new sustainable sourcesngefrgy. The Spanish R&D's incen-
tive system is composed of two major elements:

— national plan (which changed consistently in time);
— incentives tools which we may define as a grougoofibined law provisions.

The national plan is a direct expression of theegoment's guidelines, instead
the group of combined provisions of law, is annmstent orientated forward cre-
ating a common ground which is created to fosteDRi&ancing, beyond the limits
set by government guidelines. In Such a sense $paitted two parallel systems
for financing R&D, which under different paths hedprovide the same result;
augmenting R&D quality and quantity (Mufioz, 200B)e 1986 science act set the
base for a very important institutional reform athet modernising the Spanish
Science and Technology system: the creation ofrttez-ministerial Commission
for Science and Technology (CICYT), with a mandatdefine national plans for
research and technological development, and aingtitei of public research bod-
ies looking at strengthening their scientific compesness and bonds (Mufioz,
2006).

The “Plan Nacional de Investigacion Cientifica ysBeollo Tecnoldgico (Na-
tional Plan of Scientific Research and Technolddi=velopment) has to be con-
sidered as the main instrument used by the Spagosérnment to coordinate and
encourage scientific and technical research.

The 1986 science act, created a better coordinatimng the different R&D
players. The Spanish government, developed scamtéechnology policies; these
policies were and still are carried out in accomawith the national scientific re-
search plan. In order to reach the desired resudtsy important administrative
bodies were set out by the Science Act. The inteisterial commission on science
and technology (CICYT) is the leading national agefor scientific and techno-
logical policy and the angular stone on which tlagianal plan system is based.
The CICYT is responsible for planning, draftingpodination and follow-up. The
CICYT is presided by the office of the prime mieisand includes the ministries
%involved in scientific and technological policy (Kloz, 2006). The CICYT is as-
sisted by the following bodies:

16 Minister of Economic Affairs and Competitivenebtinister of the Treasury and Public Administratiphin-
ister of Foreign Affairs and Cooperation; MinistédrDefense; Minister of Public Works; Minister ofiication
and Culture; Minister of Employment and Social SgguMinister of Agriculture, Food and EnvironmahtAf-
fairs; Minister of Industry, Energy and Tourism;¥iter of Health, Social Services and Equality.
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— ageneral council for science and technology, wiiche CICYT's consulta-
tive body devoted to promote coordination amongdifferent Autonomous
Communities and the central administration;

— asupport and monitoring committee which is ledh®/prime minister's Eco-
nomic Office and it is responsible body for inteinmaterial coordination in
planning the follow-up policy on R&D;

- the Spanish Foundation for Science and TechnolBBZ¥ T), which part of
the ministry of science and innovation, it is tesponsible body for providing
technical support to the scientific and technolabatecision-making bodies
in Spain.

The 1990°s mark a turning point in the R&D SystenSpain. The pursued
idea by the Spanish government was to strengtht afdaws to promote R&D
activities outside the National Plan. It is possitd affirm that with this reform the
Spanish government tried to implement in Spain vil&trance is defined adat
facilitateur*’ in the meaning that the state had to maintairieg bt this role had
to be less evident. The state had to preparedexihditions allowing an independ-
ent but at the same time controlled “R&D blossoiffie main idea was that the
state showed the path to succeed but at the saredlhie state left more freedom
on how to implement R&D activities.

The Spanish system during the 1990s appeared raefletl, with pieces of
legislation, providing a system on research mdiabike; this system was based on
a strong legal basis (Gutiérrez Lousa, 2008).

It is worthy of attention the combined provisionla&fw 43/1995 after modi-
fied with the law 55/1999 on corporate tax.

It is extremely significant that Spain shifted ts@ence financing system
characterised by vigorous tax incentives; in suskerse the Spanish government
tried to limit its direct “imperium”, desisting fro imposing government central
will as occurred before. It is possible to affifmat the choice carried by the Spanish
government was to leave more decisional spacest®&D player and to the mar-
ket (Navarro, 2009).

The reform was based on the principle that the $tatl mainly to set the R&D
framework but the national plan tool had to beaimes extent less invasive; for this
reason R&D tax incentives were implemented as thetlugh a broadening of fis-
cal incentives in accordance with the mentioneds|@®Butiérrez Lousa, 2008). The
base principles applied to this regulation, desésge mentioned:

— the deduction application had to be neutral, itidawt radically modify the
conditions of the company subject to incentiveegsaslit contributed to over-
take market inefficiencies;

— tax deduction had the main intent to increase timepetitiveness of the Span-
ish Economic System;

17 State with a “facilitating role”.
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- the main fiscal ease concerning the R&D consisted/hat was generally
known as “Amortization freedom” (Libertad de Amagtion).

The difference between tax reduction and amortisaieedom lies in the
slight distinction that tax reduction reduces ta&btdsettlement. Instead amortisa-
tion affects tax base, allowing a “tax deferralif Inot a reduction. It entails that it
was possible to amortise the R&D expenses qualdgethtangible assets; but it is
important to notice that it was not possible tceexsuch ease to expenses relating
to innovation matters. Tax reduction had a vergdagxtent, depending on the in-
vestigation activity set. According to corporate |alevelopment may be defined
as follows: application of the research resulteriter to produce new materials or
commodities.

It is important to underline the words “applicatiohthe research results”.
This affirmation implicates a strong connectionhwitte research result, which had
to be classifiable as positive. Hence it was oligathat the antecedent research,
gained a positive result so that the new produanaterial could be defined as
a direct consequence of research. Because it wadeaaoly defined, if a develop-
ment process consisted in something that coulcebeat] as new; a closer contact
was set between the research institution and thésimy for research and the tax
administration (Mufioz, 2006).

The Law 55/1999 set a change in the Spanish R&Dnaana, it surly repre-
sented a turnaround compared to the Law 43/19%r&&999, technological de-
velopment was quite peculiarly not considered aq@aR&D activities. It was con-
nected to industrial activities more than R&D aitids. In this regard, only from
the beginning of this century, the wortwestigacion(research)desarrollo (de-
velopment)y innovacién(innovation) were used together to express thaiSpa
R&D policy, earlier the wordBwvestigacion, desarrollavere used and the so called
innovacioén tecnoldgicavas a concept treated separately.

It is possible to define technological innovatianthe activities whose result
is a step forward in the technological field, whieklp in obtaining new products,
new productive procedure or consistent improvemientise existing ones.

Discerning simple R&D activities from activitiesviolving technological in-
novation is not always possible; it may occur teahnological innovation is a pos-
itive final step of an R&D process.

Under the earlier Spanish law provision, reseantlvities, were not condi-
tioned by the result reached. This means the relseauld even not reach a posi-
tive result but still the activity carried out waube qualified as “research”.

Instead technological innovation required new poislwr innovative proce-
dures or consistent improvements in the existirespand reaching a positive result
was obligatory (Mufioz, 2006).

The R&D activities, producing a positive resulthdee defined as an objective
innovation, instead the Tl (technological innovajiactivities may produce a result
which may be defined as a “subjective Innovatidrtie innovation has to be new
in regard to the subject which has promoted angauied the Tl research. Incen-
tives on technological innovation activities aréugher implementation of what
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was already set throughout the R&D legislation.hredogical innovation activi-
ties are now compared to all other R&D activitieishwno additional distinction
provided, reaching a positive result is not anynerendicio sine qua non

The Parliamentary strongly believing in theat facilitateu® against the con-
cept of Etat dirigiste characterised by a strong economic planning (Migue
& Galindo, 2003), increased the size of the taxudéidn percentage. However this
decision did not produce the expected resultsidtnedt reached a concrete im-
provement in the Spanish gross domestic producepédedicated to R&D (Figure
2). Unfortunately the expectations before set, werteentirely met.

o1 OR

1987 1988 1989 1990 199J 1992 1993 1994 1996 1996
ear

Figure 2. Evolution of R&D expenditure (% GERD) in Spain
Source: National Institute of Statistics and Economic StthNSEE).

In 2006, the Spanish government started to malkwaat change on Spanish
R&D policies. The change was as vast that it isids to define it as revolution-
ary. It was decided to leave the deduction systémch was characterised by large
freedom given to the R&D players. The governmeetitgd a new R&D policy
once again based on National Programs set by trergment itself. The emanation
of this new Law 35/2006 represents a fundamentahgh in the R&D field. This
is very well explained in the law preamble whichfemv words explain the limits
of the previous R&D policy. Citing the exact wotiddue to the semantic signifi-
cance of the textéh muchos casos, los estimulos fiscales a la iidveson poco
efi caces, presentan un elevado coste recaudatoinplican la liquidacion y gen-
eran una falta de neutralidad en el tratamientedisde distintos proyectos de in-
versiort (BOE, 2015), which sayd# many cases the fiscal stimulus to investments
is not cost effective; high collecting costs coogik settlements and generate
a lack of neutrality in the fiscal treatment offdient investment projects

This new policy consisted in leaving “the incentvera”. The government
focused on developing a system based again onnahtimd regional programs
(Buesa, 2006). There are great differences bettreetwo approaches. The incen-
tives form is more market respectful, creating mational and regional programs

18 please see the note above.
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allows the government to address the efforts iarfaing R&D activities. In such
a sense the government decided, through natioaakpivhich R&D fields were
worth to be financed. This new policy was genersiethe government belief that
a R&D system, more based on national plans, ishiap# reaching far better re-
sults. Through this new national plan the goverrinsehthe goals to be achieved
and the priorities to be followed in the R&D field.

The 2008/2011 R&D National Plan introduced a newcstire and new way
in managing the R&D issue. It was decided to craatew version of the Comisién
Interministerial de Ciencia y Tecnologia (CICYT)hieh is possible to define as
a reinforced CICYT. This new version of CICYT em@finto service in 2006. The
pyramidal structure of the commission, formed lyy R&D key actors, allowed to
set a better performing national plan, the commissivas formed as follows:
a chairing body responsible for the elaborationcessing of the plan. This sub
commission had the key role to supervise all thhe@iure, and a group responsible
about the concrete elaboration of the plan. Tha firoup is a group formed by
experts of administration having the main taskafqy coordination. The second
group formed by science and technology experts.

— three consulting sub commission designed to anapeeific problems;
— acommission for institutional and budgetary matter
- acommission on financial instruments.

This commission is responsible for finding the fin@l means to be used in
order to implement the national plan. That group &aore function; it is designed
to discover and analyze if what set in the prev@igears in Spain was successful
and to which extent a commission on key topicsotel to determine the main
topics to be discussed.

The purposes of the National R&D&I Plan (2008-2QMhich was set up in
line with the provisions of the National Strategy $cience and Technology, were:
placing Spain at the European cutting edge of kadgé, and creating a favourable
environment for investment in R&D&I (European Comssion, 2013). This new
form of national plan for R&D has a structure basadhree areas directly related
to the plan’s general objectives and linked torumsental programs which pursue
specific objectives:

- generating knowledge;
- fostering cooperation in R&D;
—  strategic actions.

Italy

Although Italy is trespassing a period of economisterity, the Country is still

among the ten most developed Countries in the worlgross domestic product
and it is the third market for magnitude in the &area, this makes it possible for
Italy to have a discreet R&D national system whigleds to be improved (Euro-
pean Commission, 2014b).



Innovation policies and SMEs development 159

The Italian R&D legal system is based on two mallangs, the national re-
search plan (Piano Nazionale per la Ricerca no®MR) and productive clusters
(distretti produttivi) (Italian government, 2014)e PNR is set by the Parliament
and the Council of Ministries. Its coordination kit the government is under the
responsibility of inter-ministerial committee focanomic planning. The Ministry
for Education, University and Research (MIUR) caoate national and interna-
tional scientific activities, distributes funding winiversities and research agencies,
and establishes the means for supporting R&D. Thesity of Economic Devel-
opment supports and manages industrial innovatfaliah government, 2014).

The PNR? defines the objectives and modes of implementatiospecific
interventions in priority areas, disciplinary sestoactors involved, and projects
which qualify for funding. The goal is to ensure #toordination of research with
other national policies, bringing Italian reseancto alignment with the strategic
vision defined at European level and creating threditions necessary for a pro-
gressive integration of public and private reseaffidte PNR is formulated by the
Ministry of Education, Universities and ResearchHR), after extensive consul-
tation with the actors of the innovation systemg.(scientific and academic com-
munities, economic powers and competent administrs} It is implemented after
approval by the Inter-ministerial Committee for Bomic Planning. The first PNR
was formulated during the period 2001-2003. Assesgsnhave indicated that in
order to obtain tangible effects on the country&CRenvironment, simultaneous
action on several levels were necessary. To achiswabjectives, the first PNR
proposed a set of integrated actions, each of whiahlves various initiatives over
the short, medium and long term. The main objeatias to simplify funding mech-
anisms, rationalise the administration modus opkramd identify forms of mon-
itorisr;g to ensure that funding is efficiently aguliin pursuit of the stated objec-
tives™.

A weakness of the first Italian PNR was a lack gfemmanent scheme or
structure comparable to the Spanish or French aneaning for that, a general
lack of a steady plan and continued in the timdy&a, 2004). This fact does not
mean that Italy was gravely lacking on R&D, buiiéans that Italian R&D was
different in the approach, not based as much aschrand Spanish on a national
R&D plar?t. For many years the PNR hugely changed in scapgseams, more-
over before 2014 The Italian national PNR was atriment through which the
government substantially performed a very light ammbnsistent activity of fund
distribution. Based on historical data the Govemimegas distributing “R&D”
funds for generic projects or studiesThose funds quite often were used for cov-
ering personnel costs, which had very little in coom with R&D.

9 The new PNRhttp://www.istruzione.it/allegati/2014/PNR_onlinelfb14.pdf

20 PNR aims too at encouraging technology transfawden the actors in the innovation system.

21 The Italian PNR structure highly changed during years, not allowing a consistence in the long run

22 Projects which often coincided with regular Unaites programs and founds were used to suppoutritver-
sities.
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Beside the national plan, the Italian R&D systemtisngly based on the so
called “Distretti Produttivi” productive districiBertamino, 2016). These Districts
are characterised by a virtuous circle formed leyelements learning, linkage and
investment. These districts are sort of self-sidfit system where, leading R&D
players have a direct linkage within universitiad achools established in the men-
tioned district. This represents a sort of virtubnkage that fosters positive coop-
eration. Companies need research activities whigperformed by universities/re-
search centres in the districts with which the nos@d companies have a “trust
linkage”. At the same time companies take speedllabour work force from the
territorial schools.

The so called productive districts for all inteatsl purposes are to be consid-
ered as public policy instruments to foster innmra{Coletti, 2007). Based on the
theory “the closer it better” it implements comgigéness of local production sys-
tems by creating synergies between companies, ngities, research centres and
“local authorities® located within limited territorial boundaries. Avitg important
characteristic is that often these districts amdf“sreated”, in the meaning that
R&D players located in the given zone, start argies cooperation and the local
authority recognising such stronger cooperationtdrassist through a better ad-
ministrative cooperation (Italian Government, 2614)

4. CONCLUSIONS

This article examined the main institutional asp@dtthe R&D systems in France,
Spain and Italy, which determine R&D policies.hbsved as in France and Spain,
except of Italy, state control is present in a bigtlegree. This state control has
nowadays a different form then in the past; sonuades ago the state control was
more direct, and to some extent absolute. Nowatlaymentioned control has the
aspect of a soft power, in the meaning that itésersubtle and less evident.

An initial analysis could produce in the reader fsmsation that the R&D
French system is characterised by a multilevel gwrece, where R&D actors have
to play in a multilevel system without a state cohbut under a more prudent
analysis, it is perceptible how the central govegntis hand is still strong and pow-
erful. In terms of forms of public interventionismew modes of steering and man-
agement are noticeable. In such a direction thedfregovernment is creating
frameworks leading to more selective action anditeato a resources concentra-
tion. In other words the central government stiles its steering, power (Impe-
rium); this power is now put into use in a leliggiste way, but still is visible
a quite strong hint afeo ColbertinismAt the same time both in Spain and in Italy
even if to a less degree than France, are goinglietsame path of a modern “Etat
facilitator” where the state while letting freeddamthe R&D players at the same

#To be interpreted in lato sensu. Territorial adstmtion is divided between, Regioni, Provincia &omuni,
and often they have a concurrent competence on R&fers.

2 Other times are regions that a priori proposectieation of productive districts so to foster irtvesnts in the
territory.
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time create a framework where is the state whactlirthe main line of the R&D
policy through a “moral suasion” given by the natibplan; because it is the na-
tional plan which encourages the R&D players ttofela determined path.

The evolution of the Spanish R&D system is remalékabven if exiting from
a dictatorship, the Iberian country started a wetgresting implementation of na-
tional plans which had as main function augmentivgR&D activity. No doubt
the result was to some extent achieved. AfterwHrdsSpanish government in the
1990’s, tried without the expected results, to swdfa system characterised by
incentives. This incentives were planned to be aloat neutral tool in the meaning
that the market had, in the idea of the legislaiietermine the path on which
proceed. At the beginning of the century Spain chawk to a stronger implemen-
tation of the national plan demonstrating in thasnthat the state cannot completely
dismiss its leadership in the R&D field.

Italy with its R&D financing system is an exampleantrario. The Italian
R&D polices lacked of consistency, hence the safepower was and is still miss-
ing, expecially when compared with the French apangh experiences. ltaly has
a quite interesting system based on the “Distittiduttivi” idea; nevertheless
these cluster system is not enough to foster R&lizips on the entire country and
it shows how in absence of a strong state coordm®&&D is far less efficient. It
may take different name or forms but state softgrow still very needed to better
allocate the R&D efforts.

In conclusion, if a given state trespasses a pevitidlimited R&D funds, this
given state should craft a system similar to thangh one. In fact the Spanish
system has two characteristics “information andation” which are indeed useful
and produce a better efficiency in the R&D syst@&he inter ministerial commis-
sion on science and technology (CICYT) has the p@ame competence to obtain
and process the data on the ongoing and futurangs the country, this amount
of information are then used by the Spanish governirto better direct and con-
centrate the R&D financial efforts. This would bg@od approach for Italy, be-
cause the Italian R&D system is missing a centtityewith a true power of coor-
dination. Every region or national institute inlytas formally disconnected from
the other R&D players; R&D cooperation works thatikpersonal contacts instead
of a formalized info-system as in Spain. This ditrahas implication on the lower
R&D results of Italy.

The limitations to the research which may had @il impact were repre-
sented by the difficulties in finding the relevaigces of legislation. The legislation
often changed quite rapidly without leaving lastingces. This problem created
some jeopardy in the time frame analysed. Neverisethe article examines the
most important pieces of legislation which defilyiteafluenced R&D activities. In
fact when the pieces of legislation were not easiichable, the research was based
on articles covering the relevant topics writtenniagional authors. The next step
of the research would be to extend the comparatiadysis to the regional level in
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order to analyse the R&D regional policies andR&D cooperation between re-
gions of the same state aother states so to observe the main differencéisein
results and policies.
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Abstract:

The objective of this paper is to present the concept of geelliorganizations, which is nowadays
believed to be the highest developed form of a company andak iEHegh-tech small and me-
dium enterprises (SMEs) from Greater Poland region are run aegdodihe concept of intellec-
tual entrepreneurshiperification whether the high-tech SMEs meet the critefiatelligent or-
ganizations was tested on a sample 44 SMEs using a surveyt@ATData analysis consisted of
comparing the values of three statistical measures (dominagigmarithmetic average) of sev-
enteen itemsThe survey results confirm that these enterprises base tfieinsaon intellectual
capital, which becomes the most important element of businessgeraent in the strategic per-
spective. Thus, their actions are consistent with the conceptellectual entrepreneurshiphe
originality of this work lies in studying the concept of intetleal entrepreneurship taking into
account companies from high-tech industry. Up till now companies Gogater Poland region
were analysed just for their level of innovations, not iat#llal capital. It is important to encourage
more companies to be run according to the intellectual entrepsbi concept due to unstable
circumstances worldwide.

Keywords: globalization; intellectual entrepreneurship; intelligent orgation; human capital;
social capital
JEL codes 031, 032

1. INTRODUCTION

It is difficult to find an example of a wealthy autuy with a closed economy. Open
borders and free movement of the means of producfilmal goods and services
until recently guaranteed both economic developraedttechnological progress
around the world (Geenhuizen & Ratti, 2001). Idamples of this are the econ-
omies of such countries as South Korea, Singapgdoag Kong, Taiwan, and
China. And although the literature points to nurosrindisputable advantages of
the internationalisation of markets, institutiomslmutcomes, and their aggregated
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form of globalization, its disadvantages must dseqoointed out. It can undoubt-

edly be attributed with the following negative tsathe lack of global coordination,

the impairment of authoritarian state in the ecopaime accumulation of negative

externalities, the dominance of microeconomic edgéeand the relaxation of rigor

in terms of risk-taking by managers (Harrison, 200hese aspects "contributed
to a violation of the fundamental economic balabeaveen the need for growth

and profitability and the pursuit of security. Totder side of the disturbed balance
between profitability and security is economic atslity" (Szymaiski, 2011,

p. 15). Obvious examples of such instability carturn, be found in such countries
as Greece and Cyprus, where the disregard for etorsecurity has shaken not
only their economies, but — given the high degredependence — also the entire
European Community.

Economic reality is now characterized by the staaf confidence, trust and
stability. Modern enterprises do business in arirenment of generalized insecu-
rity that hinders strategic planning in the longrgbut promotes opportunistic be-
haviour (Cook & Kramer, 2004; Roubin & Mihim, 2018s a consequence, veri-
fication, or adjustment activities have become @asingly difficult in observed
high complexity of modern world, and it forces awleok at entrepreneurship and
competitiveness. In literature one may find newoamts for understanding entre-
preneurship in terms of new ideas, knowledge managg intellectual capital, in-
novation diffusion, as well as the ways of orgamizihe company (Ismail, Poolton
&Sharifi, 2011; Teece, 2007).

The main purpose of this article is to point owd ttoncept of an intelligent
organization, which conducts its activity basedrdallectual capital, and the syn-
ergy of human, social and organizational capiéadkowski (2012, p. 21) states
that the idea behind an intelligent organizatiantéiuse its resources of knowledge
with their simultaneous restoration and renovatitmus, allowing for high flexi-
bility and smooth adaptation to the environment Hrel anticipation of external
conditions". The theoretical background of the pgobhas been further enhanced
by the prospect of research on the high-tech SME®EIn Greater Poland. The
participation in the study (using CATI techniquegsaconfirmed by 44 entities of
which 32 were small, and 12 medium-sized companis.using statistical
measures (like dominant, median and arithmeticagerthe sample companies
were analysed and results have been presented.

2. THE CONCEPT OF AN INTELLIGENT ORGANIZATION

More than thirty years ago Peter Drucker proclairted global societies had en-
tered the era of discontinuity and uncertainty (@uar, 2015). For this reason, as
described by Szymaki (2011), a critical reflection on classical ameb-classical

approach to the analysis of reality made sens@abb0, 30 and 20 years ago, but
also makes sense at present. It is even more appparewing that these schools
recognize any fluctuations as normal economic ptrama, which should not cause
unrest, because they are temporary. At the saneg thra well-functioning market
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mechanism will ultimately lead to balance. The authdds, however, that today
"qualitative transformations require substantialigsion of the guidelines" (Szy-
manski, 2011, p. 37). Also Joseph Stiglitz notes tbatence quite often so strongly
believes in assumptions or they are so firmly ertned in our thinking that no one
realizes the fact that these are only assumpt{arjsEconomists assume that infor-
mation is excellent, although they understandithiatnot the case. Theorists hope
that the world of imperfect information works vesiynilar to the world of perfect
information” (Stiglitz, 2010, p. 297).

The range of current changes resulting from thenimgeof economies and
their internationalisation, complex phenomena d$hajring, industrial and even
economic relocation, force one to reject the ctadsioncept of full rationality, and
thus the idealized model of homo oeconomicus. Adiogrto Janasz, "progressive
globalisation will increasingly affect developmgmbspects for individuals, organ-
izations, cities, regions, countries and even oemitis" (Janasz, 2012, p. 61). More-
over, some authors claim that a new kind of soégehow forming, namely "homo
globalis" (Strenger, 2011).

In such a dynamic environment where the extrapmiatif past experiences
and the anticipation of foreseeable trends are &sipte, and where the culture of
insecurity and mistrust is constantly growing, thremistakability of resources is
gaining importance (Jashapara, 2006). In particalah resources that allow con-
stant adaptation to a changing reality. AccordinBatajczak-Mrozek (2010, p. 45)
"under hypercompetition permanent competitive ath@is replaced by a series
of instantaneous states of comparative advantdge.rieans that companies, in-
stead of trying as long as possible to keep theii-established competitive ad-
vantage, should constantly search for new waysamtain their dominant posi-
tions, which means to constantly question and disimtteir current advantage and
the advantage of their competitors". Thus, conteamyomanagement paradigms
need to be gradually redefined and broadened with strategic, and at the same
time, intangible elements as: knowledge, skillpesience and leadership, human
capital, as well as trust, loyalty and credibiliycollectively referred to as social
capital (Libertowska, 2014, p. 96). Moreover, thgportance of creativity and in-
novativeness has been growing along with high lfiéigf and seamless adaptation
to the environment (Brilman, 2012; Easterby-Smiilyles & Petraf, 2009; Eisen-
hardt, 1989; Kogut & Zandar, 1992).

The concept of intellectual entrepreneurship witteliectual capital at its
foundations is an answer to these new, difficuftditons. As observed by Baron
and Armstrong (2007, p. 9) "the concept of inteliat capital composed of three
elements points out that while individuals (humapital) create, maintain and use
the knowledge, which is multiplied by the interaas between them (social capi-
tal) and consequently it generates institutiondlikrowledge which is owned by
the organization (organizational capital)". Accoglito Love, Fong and Irani
(2005, p. 1), this specific type of entrepreneurshiolves "establishing a basis of
material wealth of intangible knowledge". Janad21@, p. 31) adds that natural
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features of this type of enterprise are creatigitg innovativeness. Intelligent or-
ganizations are thus identified as the highestestdignterprise improvement. The
table below presents the main differences betweaditional organization, and
an intelligent one.

Table 1.The features of traditional and intelligent orgaations

Traditional Organization Intelligent Organization

Work fully utilizes only the knowledge off
a small part of employees

Work is based on the knowledge of all participant$

p

Hierarchical structure Network structure

Functional management system The dominance of intellectuallcapitagement
The dominance of routine work, repeatal The dominance of activities involving innovative sp-
bility and procedures lutions

Individual or group work Teamwork

Work involves the performance of dutieq Design work

The use of individual skills Synergy in teamwork

Strong position of managers No typical managerial positions, anelyitkist,

a manager acts as a coach and an inspirer

Orientation inside the company to maintp@rientation on the outside and creating a global value
internal balance
Top-down coordination Coordination by team participants
Source: (Mikula & Zgbicki, 2000) quoted in (Bendkowski, 2012).

In the context of intellectual entrepreneurshiptipalar significance is at-
tributed to human capital, including knowledge agrategic element, which allows
the creation of competitive advantage (called kmeaolgk-based view) (Kogut
& Zander, 1992, p. 391). There is no doubt thatWledge is rare and it depends
on context. Each enterprise produces appropriatevlenige, which means that it
is difficult to forge (Bendkowski, 2012, p. 21). 0%y the willingness of companies
for creative and innovative solutions to new praideand undertaking an entrepre-
neurial approach with a simultaneous risk appeanngpnnection with new, un-
certain and revolutionary changes "remains asstiaith the intelligent use of
knowledge aimed at creating new knowledge and riig,svhich lead to the re-
alization of unique projects. All this allows oreunlearn routine, traditional and
customary behaviours" (Janasz, 2012, p. 30).

Moreover, it is worth noting that the literature @masizes particular im-
portance of tacit knowledge, which arises withigasrizations and becomes subject
to rapid transfer between the employees of a copnpad between the company
and its environment (Nonaka, 1995). This knowledge become an important
source of innovations, and thus can contributeainigg competitive advantage in
the future. It allows giving up the strategies witation. It means moving away
from technological approach to knowledge populathim 80s and 90s and taking
up a social approach in which knowledge is created result of mutual interaction
and group learning (Janasz, 2012). According topCa®01, p. 98), "[...] it is
thanks to the many interactions occurring betwherparticipants of organizations,
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the processes of transferring information and keogé and the learning pro-
cesses, that an organization is able to survitk@market. A modern organization
inspires and supports the learning of all its mensbeonstantly transforms itself,
expanding its creative possibilities for the efHiti creation of the future".

Thus, the second element of intellectual capitabeial capital grows in im-
portance. "Focusing on people creates an atmosphbeaemony within a company
and facilitates the use of wealth and originalitymployee personality traits, fill-
ing a wider social and cultural role. This makes gieople and the relationships
between them the greatest good of a company" (&az&009, p. 10). This sug-
gests that in an intelligent organization the appete selection of employees in
terms of skills and qualifications should go hanchand with social skills. The
concept of intellectual entrepreneurship emphastzesole of cultural factors and
the system of fundamental values in the proces&cition-making.

3. THE CHARACTERISTICS OF THE STUDY
AND THE ANALYSED SAMPLE

Within the framework of the project undertakentie period between May 2013
and November 2014, titled "The role of intangibsets in shaping competitive
advantage of high-tech companies in Greater Pdlandurvey of small and me-
dium-sized enterprises from the high-tech séat@s conducted. All the partici-
pants were located in the Greater Poland regior.b&sic research problem was
to identify the extent to which these entities as# factors of production in ac-
quiring their superior position over their compati. The questions in the survey
also made it possible to assess the extent to whate companies are aware of
new trends in the management of modern enterpaisésvhether they are guided
by the concept of intellectual entrepreneurshipe &ssence of the study stemmed
from the fact that "companies predominantly attamolportance to current effi-
ciency and represent the traditional approach"agamn2012, p. 35), while too little
number of business entities chooses a strategyd msehange, innovation and
flexibility (Brilman, 2012; Easterby-Smith, Lyles Retraf, 2009; Liu & Liang,
2014).

For this reason, the undertaken study focused®high-tech enterprises (in-
dustry approach), which are generally the unitsi$ed on pro-innovation activi-
ties. According to the governmental report titl€tiotnpetitiveness of high-tech
companies", "industry of high technology, due tghhintensity of the processes of
research and development, is a specific sectorriagy/sis of which provides not
only information on the impact of R&D, but also competitiveness and the ability
of the economy to absorb the results of the worthénfields of science and tech-
nology" (Ministry of Economy, 2009, p. 3). Thesergmanies are characterized by
specific features, which allow them to achieve cetitpe advantages over their

! The classification of advanced technology indestivas adopted in accordance with Polish Clastditaf
Activities (PKD 2007) and included the followingZ 21), (C 26), (C 30.3), (J 59), (J 60), (J 61)62), (J 63),
M 72).
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large counterparts. It is possible to distinguiamongst others, the following
(Glinka & Gudkova, 2011):

1. More flexible management structure than in the cdsarge companies.

2. Less bureaucracy, which provides greater freedormctibn for businesses
and the possibility of an easier assignment ofwative activities as priorities
in the development strategy.

3. The possibility of freezing a much smaller sharearlier generations of tech-
nology than in the case of large companies.

The choice of the territorial scope was due tddlaethat the region of Greater
Poland during the period 2008-2012 significantlffedted in comparison to other
provinces in the country in terms of the size afeistment in innovative activities
and R&D activities of small and medium-sized indiastand service enterprises,
as well as in terms of the largest number of sigaiift concentration of the people
employed in high-tech industries (PARP, 2006).

The analysis of data obtained from the statistiffite indicated that 215 en-
tities had met the criteria for selection definedhie project. The study was com-
plete for the given population. Finally, the pagation in the study (using CATI
technique, i.e. Computer-Assisted Telephone Ind@ryiwas confirmed by 44 en-
tities (maneuverability at 20%), of which 32 weneadl (10-49 employment level),
and 12 medium-sized (50 to 249 employees) companies

The main research tool was a survey consisting/ajuestions divided the-
matically into two parts. The first part concertled degree of innovation and com-
petitiveness, the other — social capital in theaargation.

4. INTELLECTUAL ENTREPRENEURSHIP
IN LIGHT OF EMPIRICAL RESEARCH

The basic premise of the study was the statemant'tie challenges faced by to-
day's organizations highlight the need to take atoount not only quantitative
factors but also qualitative indicators of competihess while creating competitive
advantage" (Machaczka, 2014). Enterprises preaestmbuild such an advantage,
especially by means of intangible assets, are coiapdelonging to the high-tech
sector. Therefore, the questionnaire consisted’ajuestions about the resources
and skills, which in the opinion of managers ofstneompanies, allow one to gain
competitive advantage. The distribution of repigepresented in the table below.

From the above set of resources (skills) constitutiompetitive advantage of
companies respondents on a scale of 1 (lowesigjattin5 (highest rating) most
appreciated the following:

- human capital (g¥5, d=5,¥=4,63);
— tendency of a company to learnsm,5, d=5x=4,18);
— social capital of employees (#, d=5,x=4,13).
These factors can therefore be considered asd determinants, which al-
low the creation of competitive advantage for sraalli medium-sized enterprises
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in the high-tech sector of Greater Poland reginraddition, these results indicate
that the analysed entities primarily valuate intblegresources so difficult to imi-
tate and emulate and so crucial for the concejpiteliectual entrepreneurship. The
first tangible factor in the form of company's fmt@&s has been positioned sixth.

Table 2. The importance of resources and skills to shapgetitive advantage

Arithmetic
mean

1. Human capital
2. Company's eagerness to learn 4.9 5
3. Social capital of employees 4 5 413
4. Social capital in relation to business partners 4 5 3.9
5. Flexibility of organizational structures and activities 4 5 633.
6. Know-how and corporate image 4 4 3.95
7. Research and development activity 3 3 2.86
8. Shortening the period of the commercialization of regults 3 3 3.13
9. The processes of organizational learning 3 3 3.3
10. Patents and licenses 3 1 2.63
11. The state of company’s finance 4 4 3.95
12. Implemented innovations 4 4 3.95
13. Quality management system 3 3 3.50
14. Company's location 3 4 3.04
15. Machines, production equipment 3 3 3.18
16. Logistics 3 3 3.00
17. Others 3.5 4 3.16

Source: own study.

The highest importance attributed to human capitahe aggregate of
knowledge, skills and experience, clearly shows tiiese elements are treated by
the analysed companies as a strategic resourcéiahvit is necessary to invest.
This approach is consistent with the concept aof@kedge-based economy which,
from a microeconomic perspective, assumes that lketge remains an undisputed
source of competitive advantage for most businegselsiding those of small and
medium size (Kéminski, 1996). Moreover, according to Edvinsson &walone
(1997, p. 34), human capital embodies the dynaofies intelligent organization
through its creativity and innovativeness. It isrthianoting that among the 44 sur-
veyed units there are 32 innovative entities these which have introduced inno-
vations in the past three years.

In the opinion of the respondents the second musbitant factor (also in this
case an intangible production factor) is a comgabeggerness to learn. This re-
source becomes crucial in the context of the ad@risof competitive advantage
in a situation where "sustainability has been dex@| while transience is rapidly
gaining value" (Bauman, 2001, p. 161). Thereforepecific challenge faced by
enterprises today is the relentless "creative deson” in thought and action, as
addressed by J.A. Schumpeter (2014, p. 192), wénttified it with the impact of
the implementation of innovations, when "betteraabur forced the destruction
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of the old". Thus, Schumpeter played a signifiqaie in the rejection of the neo-
classical approach to equilibrium and stability. &/maiski (2012, p. 169) aptly
adds, "the market is changing in an erratic andutent way. On the other hand,
the company itself faces difficulties in adaptinghanges, and it regards especially
its leadership, which does not demonstrate an adeaqapacity to change and re-
mains in with its behaviours in the old era of @ouity. [...] As a consequence, it
causes an imbalance between the market reactidrtb@neactions of enterprises"”.
Therefore, the importance of organizational leagraiso increases. It is a process
in which the acquired knowledge increases thetghih both solve current prob-
lems, as well as undertake more effective actidang & Ahmed, 2007; Zott,
2003). Thus, this process facilitates a high fléitjbof action (Brett, 2002). Similar
conclusions have been reached by Senge (2006)statenl that organizations that
are able to build competitive advantage in the riutare those which can take
a fresh look at the place and importance of saagital of a given organization,
and those, which will learn to use the involvemeiheémployees and their ability
to learn in a right way (Chen, 2008; Wang, Chengi& 2013).

The third important factor that managers of thdyes®a companies recognize
is the importance of their employees' social capittheir mutual relationships
based on, inter alia, trust, loyalty, or even doéitly in the process of gaining com-
petitive advantage. Entrepreneurs should, theretal® measures to strengthen
trust (which constitutes a fundamental resourcgoefal capital) between employ-
ees and their superiors as well as among empldfieasselves. This fact is espe-
cially important in the light of a very low trust employees towards their superiors
observed in Poland. As becomes clear from the relsed the Institute Great Place
to Work Poland, less than 50% of workers shareofiieion that business is con-
ducted in an honest and ethical way, and that teelyappreciated in their work
environment (Forum Odpowiedzialnego Biznesu, 20EBy. this reason, the fact
that social capital is valorised in the analysedhjganies is encouraging. The more
so with the fact that a number of studies confirsrpiositive impact on economic
activity (Adler & Kwon, 2002; Coleman, 1990; Fukuga, 1996; Granovetter,
1973; Lin, 2000, Nahapiet & Ghoshal, 1989). It iswseen as a pro-development
factor affecting the success of an organizationthaagchievements of individuals,
because it reduces opportunistic behaviours, mgteater accountability in eco-
nomic interactions, and provides access to reseuireguding tacit knowledge and
its faster diffusion between employees (Gajowiadkl®@. As noted by Grzanka
(2009, p. 126), social capital allowing accessnipartant information and other
strategic resources has a significant impact oralfiléy of companies to adapt to
both challenges and opportunities that emergedreitvironment. The more possi-
bilities for interaction between employees, the enspcial capital is created,
"which results from the fact that new knowledgeuscalated by a company creates
new opportunities in the environment". Thus, itreserue that knowledge and val-
ues shared by people slowly replace three elemepiaciples of competitiveness,
namely cost advantage, higher quality of goodssemdices and the speed of re-
sponse to customer needs (Grzanka, 2009). Moreasstressed by F. Fukuyama,
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social capital is the driving force for innovatiwehaviour, and its absence may act
as a drag for such a behaviour (Fukuyama, 1996@jegmeneurship, including the
intellectual one, is based on the phenomenon éékioteraction and the methods
of operation of business entities are the resulaafame of interinfluence and ne-
gotiation" (Gajowiak, 2013, p. 62).

It should also be added that in the context ofled&ual entrepreneurship it is
worth pointing to organizational capital. And sogarding to the study, the repre-
sentatives of high-tech SMEs from Greater Polangr(80% of them) attach im-
portance to the development of organizational ehpit introducing, inter alia, the
latest quality systems and software for data seoeagl processing.

5. CONCLUSIONS

Over the last few years a model focused on conyirand evolutionariness has
been created among entrepreneurs. This model, leanisvbecoming inadequate
in a situation of discontinuity of the modern workk rightly pointed out by Szy-
manski (2011, p. 164) "the unsuitability of entésps for non-linear change is an
expression of insufficient capacity for creativestdaction in thinking and action".
Therefore, it becomes necessary to use the reso(peeticularly the intangible
ones) intelligently, and aim at increasing pro-ivaion behaviour. The role of in-
tangible values continues to rise, as the existeficeodern organizations is con-
ditioned by innovations mentioned herein as webagaining the trust of custom-
ers, by creating brand and by effectively respogdinchanging reality. Baron and
Armstrong (2007, p. 11) conclude that "the sucaefisese areas depends precisely
on the people”. Thus, organizations aspiring tdifelligent” must base their ac-
tivities on intellectual capital representing tleldwing three basic elements: hu-
man capital, social capital and organizational tehpit remains undisputed that in
addition to extensive knowledge and highly skillErdployees, crucial to further
development of a company are social skills, whietedmine the acceptance com-
mon values and common culture, and sharing themg$i& Upton, 1998; Teece,
Pisano & Shuen, 1997). Thus, social capital becanesource enabling the trans-
fer of knowledge between employees, as well asdwtva company's closer and
farther surroundings. Taking it into account cdmites to the reduction of transac-
tion costs and increases the innovativeness ohbssientities. Therefore, it can be
equated with the common good worth investing inufdikas & Dailydaite, 2015).
As aptly noted by Bdzik (2010, p. 15), "in the face of the depletidrcbeap re-
sources and easy ability to achieve economic graiwthsocio-economic develop-
ment regarding all aspects of life in highly deysd societies would not be possi-
ble without strengthening ties and trust amongntieenbers of society. Whatever
the next step in evolution will be called, civildamformation society, knowledge-
based economy, each form requires cooperation, ttieflow of information and
trust".

The survey conducted among high-tech SMEs from téréoland confirms
that these enterprises base their actions oneatakl capital, which becomes the
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most important element of business managemeneistthtegic perspective. Thus,
their actions are consistent with the concept tdliectual entrepreneurship. The
managers of these companies are aware that hunpgalcghe willingness of

a company to learn, and social capital created gneomployees are the most im-
portant factors influencing company’s position ba market. These three elements
are crucial in the context of the creation of tlefrovative attitudes and behaviour.

The main limitation of the study is its sample siZé entities from the total
group of 215 companies, which met the criterichefpiroject, took part in a survey.
As a fact, the results may not be generalizedganeto the level and kind of com-
petitiveness of high-tech sector. Secondly, asosised while conducting the
study, not all companies were not “high-tech”, lesythave not created so far any
innovations and the level of expenditures sperR&D is less than 5%. That prob-
lem is commonly and strictly connected with “indysapproach” to high-tech sec-
tor, which was assumed in the study.

It should be also emphasize here, that it woulthtezesting to conduct in the
future comparative study taking into account sraall medium high-tech compa-
nies with the biggest ones and getting to know tvisicthem base their functioning
more on intellectual capital and in how the mansaggproach the developing this
crucial resource.
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Abstract:

This paper put an attempt to find the impact of money supplgifgadly in promoting research
and development, of EU countries contributes in successes opstafd process. The paper is
formulated to prove the hypothesis that the number of money supRED affect the number of
IPO within EU countries. This hypothesis comes from the previessarch about the impact of
patent in reducing asymmetric information of the firm beforagtd IPO. The model comes from
Schumpeter assumption that economic growth is an effect of knowéedgenulation. The data
come from 17 countries in Europe. The model is a data panessegreThe variables that used
are number of IPO as dependent variable and humber of money suppgancteand develop-
ment as independent variable. We use 10 years’ data rangefpema2005 until 2014. The paper
finds the robust relationship between countries research andpeasit expenses and the number
of IPO activities in 17 European countries. This researchceiitribute in providing empirical
research about the relationship between favourable resewasichnenent (proxied by money sup-
ply in R&D) and firms IPO. The expectation is a governmentprdimote and allocate more fiscal
project in research and development.

Keywords: IPO, startup, FDI, investment, Schumpeter
JEL codes: C33, G24

1. INTRODUCTION

The discussion related the importance of innovatievard the growth of company
economic values has been discussed for years ($ahtem 1934, Browret al,
2009, Amesst al., 2016). The existence of patent and research rdtasdbeen
proved as one of important factor that contribiniesuccess of Initial Public Offer-
ing process (Useche, 2014; Nanda & Rhodes-Krod3R0rhe purpose of having
patent is to reduce the asymmetric informationeeisly in the company that re-
lated to technology. In the ecosystem of startg,proportion of startup that able
to find exit strategy in initial public offering ia the one to one hundred proportion,
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which means that within 100 startups, only 1 tivzlfy able to make an IPO pro-
cess. While in macroeconomic level, innovationl$® @onsidered as the foremost
factor in countries economic development (Schumpé&34; Aghion & Howitt,
1992).

Apart from that, problem related to investment inavation is the higher
probability that the investment in technology finmill give zero return value
(Galindo & Mendez, 2014). It is due to the facttthest of investments in innova-
tion are categorized as risky or bad investmenichvim a matter of yield, some of
this investment will give zero value exit (NandaRhodes-Kropf, 2013). The im-
pact is, innovation either from a relatively smallnew company, that does not
have any experiences in business, will strugglgetiofunds. Moreover, most fi-
nancing institution such as banks do not eageutinpestment in such risky insti-
tution (Nanda & Rhodes-Kropf, 2013). Therefore theourable environment in
research and development is believed to be aldeniributing to the success of
IPO.

In terms of macroeconomic perspective, Europearrarfatancial situation
in terms of GDP growth has been weak since theogest world crisis in 2008.
One of the foremost factors is the low expandingrimate consumption (Ptacek
al., 2015). European central bank has been promotingreetary policy that trigger
the activities in micro level such as expandingjiiantitative easing program and
cut the interest rates, in order to increase timel®n of money supply in the market.
Both of these policies are showing the intentiore@B in promoting any micro
economic activities that giving economic value iicio level. Furthermore, Euro-
pean Capital Markets Union are becoming more opdasit couple years and ac-
tively endorsing capital mobilization, includingiyate investment, to be more ac-
cessible. By China economic slowdown, the swing#ment is giving benefit to
more developed market such as European countriesedver, the FED policy in
United States 2015 has raised appreciation of dajainst euro, which also means
that more investment abroad from US market. Thisedynamic macro environ-
ment has steamed the state of venture capitaliteesishifting into European re-
gion.

The main objective of this paper put an attemgtrtd the impact of money
supply, specifically in promoting research and demament, of EU countries con-
tributes in successes of startup IPO process. bjeetoof the research is a startup,
the company object that potentially has a chancgdw rapidly and globally. The
research takes this object instead of well esfaibliscompanies. Based on the re-
port of European committee, startup is believetthasmportant factor of European
economy. The flexibility and agility in facing tmearket demand is considered as
the basic factor of the startup.

The paper is formulated to prove the hypothesis tti number of money
supply in R&D affect the number of IPO within EUwdries. This hypothesis
comes from the previous research about the imgamtent in reducing asymmet-
ric information of the firm before going to IPO.&model comes from Schumpeter
assumption that economic growth is an effect ofedge accumulation. The data
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come from 17 countries in Europe. The model ista ganel regression. The vari-
ables that used are number of IPO as dependembla@@nd number of money
supply in research and development as independeiable. We use 10 years’ data
range period from 2005 until 2014. The paper fimel tobust relationship between
countries research and development expenses amditiiger of IPO activities in
17 European countries.

2.LITERATURE REVIEW

2.1. RESEARCH EXPENSES AND KNOWLEDGE ACCUMULATION

The development and alteration of the businessremvient grow tremendously
fast in last decades. The rapid technology impramnderegulation, and globali-
zation have forced companies to go through thega®of reinventing (Garanina
& Pavlova, 2011). The investment, which companigsiip creating their compet-

itive advantage, will be recorded in two ways. @na tangible asset, which has
physical evidence, and another is R&D and technoldgvelopment expense,
which in opposite, does not have physical evidenite success in constructing
company R&D and technology development expenseshedmpany in seeing

‘roots of company value creation’ (Garanina & Paado2011). Moreover, re-

searcher believe that intangibles asset are “ntjoers of company growth and

value in most economy sector” (Lev, 2001).

R&D and technology development expense are theypmrefine the policy
in the company which related with financial andpmrate governance (Martins
& Alves, 2010). Research and technology developregpense has thin in a dif-
ferent way with goodwill and sunk cost. Howevercain be seen in the future as
giving the benefit for the company (Petkov, 20Ie characteristic of R&D and
technology development expense, which is identéiainake the expense is visible
in terms of asset identification. Even though R&mddechnology development
expense are appraised as positive investment buthtéaracter of intangible that
does not have physical substance makes this ineestxpecting high risk in na-
ture.

Even though R&D and technology development expénisg so many ad-
vantages to the company, but all in all this patticasset is also close with a factor
that trigger agency cost and end lead to the bangywof the company. It is due to
large sunk costs can generate a high level ofristiur the future if the innovation
succeed, but a null return if it fails (Martins 8lv&s, 2010). Align with an expla-
nation above; many economists put allegation thatwrong way of manager in
valuing and treating R&D and technology developmexpense also led to the
world to the economic crisis in 2008 (Petkov, 2010he interesting occurrence,
which happened, is a bubble phenomenon. The condithere the price of asset
going up, but later on going down and find the peade (White, 2011). Economists
believe that bubble can be happen because of segat that does not have the
ability to be identifiable (Petkov, 2011).
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The effect was that the prices of the asset nigatethe real number of intrin-
sic value. The increasing gap between market aok value of companies spurred
reflections on the importance of R&D and technolagyelopment expense and
the way they are measured (Garanina & Pavlova, 2Hbm microeconomic
point of view intangible assets were significantly influencing tharket value of
the company (Garanina & Pavlova, 2011; Elveness ifiaitoro; 2012, Widian-
toro, 2012). Neil Gross mentioned that, “The shitfrom brick and mortar to pa-
tent and knowledge are the new realities that grolatest Modern business com-
petition” (Gross, 2001). From Corporate financespective, research expense re-
mains governance’s problems such as agency coafiechigh liquidity risk, which
triggers bankruptcy. The knowledge about manaduig éxpense has been ana-
lyzed by many researchers in the latest businesdeatic environment. Both of
advantage and disadvantage are proven exist. Rbsabout the relationship of
R&D and technology development toward market valdéed in UK and Russian
Company has proved that these expenses have pastation with market value
added (Garanina & Pavlova, 2011). Another resealsh proved that corporate
governance was raised when company put high interisivestment in research
and development (Alves & Martins, 2010).

2.2 INITIAL PUBLIC OFFERING

Initial Public Offering is the moment where the quany registers their entity into
public market. The purpose of initial public offegiis to generate cash for com-
pany operation. For any kind of company, the monoénlPO is one of the most
crucial moments in the company life cycle. It isdo so many determinants that
categorized as shady information (Useche, 2014 &a the information whether
the company has potential future to grow or not.iffgestor the moment of IPO is
also aligned with their investment in startup, whig gaining the capital gain.

As it mentioned before in previous paragraphs,etmpirical evidence that
a startup could finish and find exit strategy i®©Ii3 1 among 100. The high prob-
ability that startup will fail make the researcHRO become one of most interested
subject to be conducted.

2.3. PRIVATE INVESTMENT IN EUROPE

The development of Private investment in Europeamties has been showing
a great development in last couple decades (Figuiehe establishment of Private
Investment committee in European Union has madatthesphere toward econo-
mies are more open for private investment. In Eeysfartup investment, including
venture capital and private equity buyout, has &% to 41.5 Billion Euro (In-
vestEurope, 2015). The amount is a bit smalleroimgarison with 50.75 Billion
US dollar investment, which was conducted by VenmtGapital firms in United
States (Pofeldt, 2015).
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The number of deal has reached the peak at fiestepu2014 by having 1534
deals. Unfortunately, the situations in 2015 hagerbnot so swell like a year be-
fore, deals and volume has been declining sincd PBijure 2). The tight regula-
tions in some countries are still becoming an albstip the more dangerous types
of loaning and financing. More over European legdimarket are not as complex
as the those in US, therefore the availability fralternate lenders when it comes
to buyout is considerably less (Pitchbook, 2015).
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Apart from those decline trends, the supply of aigaions in the business
sector stays significant on a segment by regiomshErmore, the length of the euro
dollar difference stays appealing to US finanaiakistor, American PE firms may
well help buyout numbers. For funding financial gpést, Europe startup biolog-
ical system is generally a system of genuinely dyinaenters, such as Stockholm,
London and Berlin. In those areas, the surge end&tge numbers that has been the
essential storyline of endeavour venture in thesmof recent years is easily seen.

Very dynamic government establishments and progsasth) as the European
speculation asset have strengthened the jourrtbe dfinds, however as frequently
been noted, noteworthy deterrents to reinforcirey Eurozone system of startup
action remains. A standout amongst the most esgesatiiables to manage at the
top of the priority list is when taking a gandemadinland crossing number. Pro-
vincial movements are vital to speculation dynarfoc,instance UK center busi-
ness sector surpassed Germany in terms of income.

Taking a gander at how wander action has plungeabdrcourse of the last
a few quarters its simple to see why concern hasrged. From 1Q 2014 to 3Q
2015, the check of VC financing dropped by morethalf, from the second quar-
ter of 2015 of 3Q alone the decrease in the gemeiraber of European endeavor
round surpassed 20% (Figure 3). Yet even as ahterdive the past there quarter
every hit 3 billion in VC contributed, putting tlyear as an opening at about € 9.5
billion contributed as of now, overshadowing everear ago.
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Figure 3. Number of Investment segregated by European Region
Source: Pitchbook (2015).

The immense aggregate contributed for the curreat f1as been skewed by
Spotify monstrous $526 million subsidizing. It makeense that if there were an
irregularity recently organize venture flooding elest gathering if built up new
companies in the US, Europe would see a compami@aveighting. The issue
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with the spread of VC financing is that numeroepidation related to an absence
of fundamental capital mixtures at prior stagea efartup.

3. MATERIAL AND METHODS

3.1. HYPOTHESIS

Based on aforementioned explanation, we proposédpethesis that countries
with the high activities in research will give mdreneficial environment to Startup
business. Within this specific environment the pitaility of the successes in Initial
Public Offering will be higher.

The model of entrepreneurship, economic growth, iandvation has been
developed for many years (Aghion & Howitt, 1992p®n et al, 2009; Ptacelet
al., 2015). Within this research, author belief tha $ituation within each region
in Europe has different factor in attracting PEefiiore, there is a gap in number
of private investment that is flowing among regiodsir hypothesis is the number
of innovation within the region play a role and raala difference in terms of num-
ber of venture capital or private investment.

To answer those hypotheses, first we would likientow whether the climate
of entrepreneurship, which is represented by tmelbaun of government expense in
technology sector, affect the deal. To controlrtiael, we also put into a model
about the condition of government expenditure withiyear. We propose the idea
that countries that have better innovation trackre will get higher private invest-
ment and the number of deal after all. The mon@plsun research and develop-
ment contributes to the number of Initial publi¢eping of startup. These proxies
of research and development activities within antoes give better information
and reason why the number of IPO’s in Europe ariows.

3.2. METHODOLOGY
Data

Type of data that is used in this research arenslzey data. The data is taken from
the database that is provided by private institutisat count how many IPO in
European countries from 2005 until 2014. The degala the data comes from
European union statistic, Pitchbook Venture Capiarger and Acquisition data-
base, and Dow Jones London Stock Exchange Databasemodel is we have
variable which is research expenses from governihantvill show us the impact
R&D toward the number of IPO deal.

Formulation of model

In the previous research, the impact related tdrtipact of entrepreneurship, in-
novation and economic growth has been analyzedrgA8 Nandkumar, 2011,
Galindo & Mendez, 2014; Ornek & Danyal, 2015). Thedel that propose the
economic growth here will be replaced by the nundfgrivate deal as the proxies
of private investment flow.
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In(®);; = Bo + B1In(rc)ir—q + F2In(A) iz + &t

Variable explanation

The variabled is the number of IPO deal, which is invested ie oegion of the
country. Variable rc here is money supply in reskeand development. It shows
the accumulation of how much money that governnsgends to create a good
climate in research and innovation within a yeaarigble lambda here is the per-
centage of government expenditure, showed the piopmf number of total ex-
penditure that the government has in comparisohn thi2 GDP.

4. RESULTSAND DISCUSSION

Presentation of Data

We have collected the number of IPO of startupaichecountry in Europe, these

countries are Czech, Denmark, Estonia, FinlandhdeaGermany, Hungary, Ice-

land, Italy, Lithuania, Luxemburg, Netherland, Nagw Poland, Rumania. Others
country are not collected due to incomplete datddoumentation. The data are
consist of number of IPO deal in a year and cleskiby the number of money

which is collected. One of the example from datd thas been collected are Data
from Czech and Denmark (Table 1).

Table 1. The example of data pool collection

A B IPO GovExpLn IPOLn LnRD
Czech 2005 @  3.7328963 0 4.8331023 |11. | Denmark 2005 31 3.9357395 3.4339872  6.8472619
Czech 2006 4 3.7086821 1.3862944 5.0059577 |(12. Denmark 2006 36 3.908015 3.5835189  6.9062542
Czech 2007 6 3.6888795 1.7917595 5.1682087 |(13. Denmark 2007 55 3.9039908 4.0073332 6.9825844
Czech 2008 5 3.693867 1.6094379 5.2642434 (14, Denmark 2008 32 3.9219733  3.4657359 7.1097161
Czech 2009 5 3.7750572 1.6094379  5.2181913 |15. | Denmark 2009 47  4.0395363 3.8501476 7.1561766

Czech 2010 1 3.7612e001 0 5.2998162 |16. | Denmark 2010 65 4.0448041 4.1743873  7.1558646
Czech 2011 13  3.7588718 2.5649494 5.4947062 |17. | Denmark 2011 78 4.0395363 4.3567088  7.1798414
Czech 2012 17 3.7954892  2.8332133 5.6127631 |18. | Denmark 2012 86  4.0656021  4.4543473 7.21524
Czech 2013 18 3.7518543 2.8903718 5.6524892 (19. | Denmark 2013 111 4.0342406 4.7095302 7.2389996
Czech 2014 16 3.7518543 2.7725887 5.6835798 (20. | Denmark 2014 132 4.0253517 4.8828019 7.2534704

Source: Pitchbook (2015); The World Bank (2016).

SV ONOU A WN R

1

The average descriptive information from the numiiielPO are placed in
Table 2.

The Data Calculation

The data then is calculated by data panel fixedahddhe year of research is started
from 2005 until 2014 (Table 3).

Based on the panel data calculation above we cmddhat the government
expense affects significantly the success of IPt thie power of 7%. The confi-
dent of the independent variable is quite accwitethea less than 0.1. From this
data we could take conclusion that countries wettids research expense and more
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Table 2. Average number of deal, capital invested, pre-mpaaduation, and post valuation
median, divided per country for 10 years

. Capital Invested | Pre-money Valu-| Post Valuation
Countries Deal Count pMedian ation Megdian Median
Czech 9 9.598888889 2.91 259.6
Denmark 64 2.609166667 50.71125 54.881
Estonia 11 0.447272727 6.728 8.3
Finland 95 1.740909091 13.66142857 21.19818182
France 314 2.17 16.28333333 28.58166647
Germany 297 3.489 63.21090909 67.848181842
Hungary 12 1.354444444 1.6125 4.405
Iceland 7 0.674285714 3.28 113.386666})
Ireland 111 3.569166667 55.848 44.16545495
Israel 13 7.572727273 281.0685714 223.5311111
Italy 69 2.766666667 40.03625 33.14909091L
Lithuania 9 2.857142857 9.12 29.84333338
Luxemburg 8 134.9944444 68.86 64.9966666|7
Netherland 106 4.244444444 181.55875 115.851
Norway 49 3.396363636 25.0425 50.9054545p
Poland 33 1.919090909 6.075 59.806
Portugal 24 1.161818182 18.73 28.64
Rumania 5 1.80125 2 31.33
Source: Pitchbook (2015); The World Bank (2016).
Table 3. The Panel data calculation
Random-effects GLS regression Number of obs = 170
Group variable: countrynum Number of groups = 17
R-sq: within = 0.0314 Obs per group: min = 10
between = 0.3481 avg = 10.0
overall = 0.2568 max = 10
Wald chi2(2) = 10.42
corr(u_i, X) = @ (assumed) Prob > chi2 = 0.0055
IPOLN Coef.  Std. Err. z P>|z| [95% Conf. Intervall
GovExpLn 3.219029 1.050948 3.06 0.002 1.159209 5.27885
LnRD .0775741 .089056 0.87 0.384 -.0969724 .2521205
_cons -9.532897 4.018291 -2.37 0.018 -17.4086 -1.657192
sigma_u 1.1973381
sigma_e .84285128
rho .66866012 (fraction of variance due to u_i)

Significant codes: 0 “***' 0.001 “**' 0.01 ' 0.05‘."0.1‘'1
Source: Pool regression of IPO activities as dependent variadpeithmic of Government ex-
penses in R &D and ratio of R&D expenses to GDP as independeattleadalculated by Statistica

software.
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favourable toward innovation get more benefit fridwa flow of foreign investment,
especially in private sector.

5. CONCLUSIONS

The number of money supply in research and devetapmobustly affects the
number of IPO within a country. This proxy alsoeatul explain why in some coun-
try they have better performance in IPO. The eriteof startup in technology is
believed as one of backbones for national econgnawth. Intangible expense of
European countries affects on their startup infaiblic offering successes. Tech-
nological expense has become a key function towaduccess of Initial Public
Offering. In venture capital market, due to 10011@hly one that will survive and
probably going to IPO. Therefore, possibility o&tfirm will find an exit is very
low and the support from external parties suchoagiment is quite important. In
microeconomic activities, Relationship of R&D armttinology development are
positive with market value added. We can assuntdrikiastor considers at coun-
tries that has more favourable climate with largg&DRexpenditures is a reliable
place for their investment.

The number of research in the impact of researchdavelopment expense
within a startup is relatively low. In the othemitk the development of economic
growth relies on the accumulation of knowledge tiegresented by the existence
of patent within a firm. This research will conuile in providing empirical research
about the relationship between favourable reseansfironment (represented by
money supply in R&D) and firms IPO. The expectati@a government will pro-
mote and allocate more fiscal project in reseanthdevelopment.
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Abstract:

The objective of the paper is to present the results ofitesfuidy of Polish startups’ ecosystem
as the first stage of a larger study of digital economy lamsin Poland. The first estimate of the
number of Polish startups amounts to 2400 entities. The publigaeants the first survey Polish
startups that marks the beginning of cyclical studies on ergesplelonging to the digital econ-
omy in Poland. The study was conducted among 423 entities usinghande questionnaire pre-
pared based on the author's own knowledge. Results are discusstghsSmost often consider
themselves software producers who follow the SaaS model andeipettae following industries:
mobile apps, e-commerce and Internet services. Nearly dhesim startups achieve 50% annual
revenue growth, while in one-fifth such growth exceeds 100%. Almogtivds of Polish startups
are financed exclusively from own funds. It is necessary t@tepel deepen the study in order to
determining the significance of the digital industry in the eaonof Poland and the CEE region.
The originality of this work lies in taking this subject for first time in Polish literature and in
elaborating the proposition of a “startup” term’s definition.

Keywords: digital economy; software industry; technology; innovation, survey
JEL codes: 033, 0310, 0330, L860

1. INTRODUCTION

The development of digital economy is one of thgghbst priorities of the European
Union (EU). In its publications and documents, Eheopean Commission tries to
assess the importance of this sector, for the eugraf the EU (European Com-
mission, 2014, 2015, 2016). The Commission alsaslarojects which should
serve two purposes: on one hand, enhancing thefusav digital technologies by
companies, especially industrial ones. On the dthed — encouraging the entre-
preneurship of companies which create and comnieeisolutions basing on the
knowledge in terms of information and communicatmmocessing technologies
with the use of the Internet. At the same timerdhie a lack of publications in
Europe which would characterize these companiedaGmo such publication,
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which would in a comprehensive manner presentrttagyé of this sector in the EU
or in the member states, has been created. Theimpettant reason is the lack of
a clear and well established definition of whastftup” is. This issue is raised in
the still few, but quickly growing, Polish sciemtifpublications concerning the sub-
ject of startups (Korpysa, 2012; Glik, 2014a; tuczak, 2014; Buacka
& Gasiorowska, 2015).

The first study on Polish startups marks the bdgmof cyclical studies on
enterprises belonging to the digital economy ireRdl The research aimed to pro-
vide information which will make it possible to demnine the significance of the
digital industry in the economy and the directioml gpace of its growth in Poland.
Until now no research has been conducted whichdvwmalke it possible to describe
the industry’s most important features and supibern with detailed figures. A da-
tabase of 2 432 startups was created for this sty 432 entities (17%) com-
pleted the survey between June 10 and Septemb2015, The study was executed
in a close cooperation with Startup Poland Foupdatthat represents Polish
startups in relation with decision—makers, pol#its and local government offi-
cials. The foundation’s support has ensured thessry range and significance to
the study.

The objective of the paper is to present the reaflthe first study of Polish
startups’ ecosystem as the first stage of a latyely of digital economy landscape
in Poland. The Report of this research: “Polski&rtipy 2015” was published in
October 2015 (Skala, Kruczkowska & Olczak, 2015).

2. MATERIALSAND METHODS

A challenging methodological issue in the study w&Sstartup” definition. The
term has recently become as popular as inaccubestierfvalder & Pigneur, 2010;
Blank, 2012; Ries, 2012; Blank & Dorf, 2013; Hersek & Sanandaji, 2014;
Cieslik, 2014b). In this study, “startups” are undewgt@s enterprises where infor-
mation processing and derivative technologies domsta key element of their
business models. Such a definition complies wighatademic and political under-
standing of the “new economy”, also known as “e-pwrce” or “e-business.”
A Polish startup is an entity which is registenedPbdland or has at least one partner
who is a Polish citizen and operates in part iRl A branch of a company whose
headquarters are located abroad is not considdPedisin startup.

For the purpose of the study, a startup databasepwepared by procuring
startup names from the following sources: ventagtal funds, accelerators, en-
trepreneurship incubators, training companies, riegas of startup competitions,
subsidy lists, lists from industry media siteswasl as the private rankings and
databases of “startup activists”. This represdmditst attempt on such a scale to
estimate the number of startups in Poland. The latipa of Polish startups was
assessed in this manner at 2 432 entities. An emagisage was sent twice to each
of them with a request to complete the survey dusaire; additionally, one or
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two telephone calls were also made. Startup repratbees could also find out
about the questionnaire from the media and soei@arking sites.

The study was conducted using an in-house questianprepared based on
the author's own knowledge. A pilot study was cartdd (38 completed question-
naires) between May 10 and 25, 2015, during whiehguestionnaire was evalu-
ated by competent parties, i.e. experts speciglizirstartups. After analyzing the
remarks, some of the suggested changes were imateddnto the questionnaire.
The pilot study results were described and predatieing the Digital Ecosystems
conference organized by the Digital Economy LakVafrsaw University (DELab)
in June 2015 (Skala & Gignska, 2015).

The questionnaire was completed by 423 entitie$o(bf the population
reached). The sample is not representative. lodbe of 21 questionnaires, doubts
arose as to whether the company qualifies as #tpta After analyzing this small
group of projects, the decision was made to inctheen in the analyzed popula-
tion. Therefore, the results discussed refer td 28 entities. In over 80% of cases,
the questionnaires were completed by the (co-)fetmédnd/or management board
presidents (CEOs) of the companies. Other persossaoften included other board
members, and less-often product managers, saleaganand board assistants.
The questionnaire was made up of 36 questionsmijerity were multiple-choice
guestions and included space for an additional ans8tartups were required to
provide their company names, the role of the pecamnpleting the questionnaire
and to label themselves as startups (or not) &with the adopted definition. All
other answers were voluntary. Various methods td daalysis were used in the
study. Responses to closed-ended questions wdsgzadanainly using analytical
tools made available by the website webankietResponses to open-ended ques-
tions were studied via keyword coding analysisjdating those statements that
appeared most often. Potential correlations weeeladd using SPSS Statistics.
The study has been divided into six sections:

1. Startup profiles: presentation of the location,iqgueerof operation and legal
form of startups taking part in the survey;

2. Business models and growth: specification of thénmategories of clients,
most popular product types, stage and pace of grgdns for the future and
valuation of companies;

3. Resources: divided into two sub-chapters that ds@ources of capital in
startups and their needs with respect to non-fimhnesources;

4. Employment: analysis of founder teams, employmehime and prospects
in startups;

5. Exports: devoted to the presence of startups gigarmarkets and description
of their export activities;

6. Innovation: presentation of the sources of insgiratand the means of apply-
ing innovation in startups.

In this paper the main findings from every six gat mentioned above will
be presented.
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3. RESULTS

Over half of respondents are registered startuparécurrently operating) in one
of three cities: Warsaw, Krakow or Poznan. Popudaations also included
Wroclaw and the Tri-City and, to a lesser extertgdz. and Katowice. Dominant
legal structures include limited liability compasi@lmost two-thirds); one in five
are conducted as a sole proprietorship. Only 5%oamestock companies.

30 types of products and industries were propaaedl startups were asked to
choose those that best describe their primary basiactivities. Startups most often
consider themselves to be software producers @iafl answers) selling in the
SaaS model and operating most readily in the faligvindustries: mobile applica-
tions, e-commerce and web services. Startups itedidd2B as their primary sales
model almost twice as often as B2C. A relativelgéanumber of startups produce
corporate software in an agency model; Big DataeRech Tools and Business
Intelligence also enjoy significant interest. Sutustries as the power sector, ar-
tificial intelligence, logistics and telecommunicats are the least popular fields
for startups (Table 1).

Financing is one of the key elements determiniaggps’ growth. Its availa-
bility has a significant impact on the scope ofittoperation, their tendency to
invest in innovation and the number of jobs creafetording to the answers re-
garding sources of capital in companies, almost 60Pwolish startups are financed
exclusively from own funds. Other sources includéfinds in the form of subsi-
dies (23%) or seed funds (7%). Almost every fifdamined startup reached for
funds from Polish or foreign venture capital funtihe same number of companies
received such funds from investment angels. Oneealve startups received bank
loans (8%). Crowdfunding is still in its infancy tvia result of 3%, representing
only a small proportion of the examined populatikins worth emphasizing that
none of the startups studied, including the Newr@ahmarket, indicated the stock
market as a source of financing. It should be ermsigkd that foreign resources
(both capital and others) are much less populaayailable) than domestic ones.
Their level of use is several times lower than tifdheir Polish equivalents (funds,
incubators, accelerators, etc.).

The startups were also asked whether they use, atbe+financial forms of
support. Only one in ten startups took advantaganaéntrepreneurship incubator
or a technology park; accelerators enjoy a sinfilead: low) level of interest. On
the other hand, less than 5% of startups operatstilicoperate as part of an aca-
demic incubator, i.e. they are located near a usitye Polish startups rarely take
advantage of the assistance of experienced entieyme (Table 2).

As far as startup needs are concerned, at theseprestage of development
60% of startups cite money as their greatest ri¢elflindicated new employees as
another pressing need, and the same number alsatied a better contact network.
Nearly one-fourth of startups need to increase iafigicknowledge resources.
Treating knowledge as a resource, startups weedagbout their cooperation with
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the research world. Such cooperation is undersasocboperation with universi-
ties, institutes, and laboratories, as well as leeg@ven informal, consultations.
Exactly one in four startups confirmed that thepmerate with researchers. Com-
pared to those of other startups, the clientsastigds cooperating with researchers

Table 1. Characteristics of startups and its structureatioas, legal form, business models

and products
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Characteristics Structure (%)
Warsaw 28
Krakow 16
. Poznan 13
Locations of startups Wroclaw -
Trojmiasto 7
Other cities and abroad 29
Limited liability company 65
Sole proprietorship 19
Legal form Joint-stock company 5
Other 12
Business-to-business (B2B) 57
Business-to-consumer (B2C) 28
Business Models Business-to-business-to consumer (B2B2C) 21
(multiple choice) Software as a Service (SaaS) 39
Hardware 11
Software 49
e-commerce 22
Web Service 21
Mobile 24
Corporate Software 18
Big Data 17
Agency 13
Analytics 13
Marketing Technology 12
Games, entertainment 12
Marketplace 10
Utility designs 10
Products (multiple choice) [Education 10
Internet of Things 9
Content / Social 9
Programmers and Developers Tools 8
Electronics/Robotics 7
Financial services 6
Virtual/Augmented Reality 5
Life Science 5
Telecommunication 5
Transport and logistics 4
Semantic Web / Artificial Intelligence 3
Energy Industry 2

Source: own elaboration based on (Skala, Kruczkowska & Ol2p4dk).
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more often tend to be corporations and institutidiey are most likely the recip-
ients of products related to KETs (key enablinghtetogies) produced by one-
third of startups in this population (one in twebmaong the remaining group).

Table 2. Characteristics of startups and its structurerfaial and non-financial resources

Characteristics | Structure (%)

Only own funds 59
EU subsidy 23
Sources of capital Angel investment 20
(multiple choice) Venture Capital 18
Bank (loan) 8
Crowdfunding 3
Industry meetings 12
Mentoring 12
Non-financial support Participation in a startup competition 12
(multiple choice) Incubator or technology park 10
Accelerator 10
Academic incubator 5

Source: own elaboration based on (Skala, Kruczkowska & Ol294ls).

Startups cooperating with the research sector vidlei technologies and often
claim that their products are innovations on a glazale. They hire three times
the number of researchers as other startups, aydatie twice as likely to patent
their products (nearly half do so). It is not yesgible to indicate significant dif-
ferences with respect to the rate of growth oratidun of such companies compared
to the rest. Fifteen percent of startups were &stedal by persons professionally
involved in research (at least doctoral candidafEB)s group is quite small (64
companies) yet interesting, so it was decidedstioitt main features. First, “aca-
demic” startups most readily operate in such aaedswardware, biotechnology, an-
alytical tools, as well as the power industry andication. They perceive their
products as an innovation on a global scale maemdhan others (63%). Over half
cooperate with research centers, yet they enteigiomarkets at a level similar to
other startups.

The most interesting differences lie in sourcefinaincing — startups founded
by researchers are more effective at procuringreatdinancing, in particular VC
funds and EU funds, and they use entrepreneursbibators, technology parks
and acceleration programs much more often. Suctpanies obviously indicate
research grants as a source of financing. The ndsma indicated access to
properly trained personnel as a missing resouraaa such this may be taken as
one of their barriers to growth. Such fears aresngprising in view of the fact that
as many as half employ other researchers, and-thueths plan to increase em-
ployment.

Employment is one of the most important aspecta efartup’s operation.
From the point of view of the company, the compe¢srof the founding team and
proper selection of employees determine the suafdbe entire enterprise. On the
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other hand, knowledge of employment volume anddteat which startups create
new jobs is necessary for macroeconomic analysis.fifst part of the questions
referred to the structure and number of membetiseofounding team. One in three
startups are run by a single founder, while 60%rareby two- or three person
teams. Startups managed by a single person aewa®le, clearly at an earlier
stage of development than the population average tleey are financed almost
exclusively from EU funds and own funds. Women pagtners in one-third of
startups; in one in six, at least one founderpeson involved in academic work
(doctoral candidate or higher). In 60% of casekait one of the founders is a per-
son with experience in establishing and runnintpeL.

In the study, employees are understood as persapeating with the com-
pany on an ongoing basis, receiving payment ferdhtivity and are not partners -
without regard to the form of the agreement thiati@nship is based on (Table 3).

Table 3. Characteristics of startups and its structure:leympent

Characteristics Structure (%)

No employees 17

1 person 9

2-4 people 34
Employment 5-10 people 21

11-20 people 8

More than 20 people 11

1 founder 32

2 founders 39
Number of founders 3 founders o1

More 8

Source: own elaboration based on (Skala, Kruczkowska & Ol224dk).

Among the examined startups, 54% are exportergherother hand, 40%
claim that they do not sell outside of Poland. Tikia high number, considering
that in the entire Polish MSE sector only 7% ofeeptises provide exports
(Starczewska-Krzysztoszek, 2012). Medium-sized anigs in Poland, i.e. those
with 50 or more employees, report an export le¥&l084. It can thus be stated that,
in reference to export activity, startups behavi tieey had the potential of a me-
dium-sized company at their disposal, evaluatirgrthompetitive advantage in
a similar way. Among exporting startups, almosf khamplete over 50% of their
total sales abroad (Table 4.). For 60% of expartes main destination countries
are Great Britain or the United States. Germamaysis an important export location.
These are very demanding markets, testifying tchtge level of Polish startups’
offers. One fifth of startups have a foreign branch

The final section of the study was devoted to $saé of innovation in startups
and the nature of research & development and irtr@v#&RDI) activities to be
undertaken by such entities. The closed-ended iquest taking into account the
fact that the study was being performed for thet fime — were supplemented by
four open questions, and startups were alloweddwaigle unlimited answers. Even
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though analysis of the materials obtained in thésiner was much more difficult,
it allowed for observing general tendencies anccying spontaneous opinions
about innovations and their place in the everydif of startups. To start, a ques-
tion was asked about the level of product innovattbe respondents were asked
to select the proposed scope of its “innovationindst half of startups declared
that their solution was “new on a global scale”.e@hird of respondents believe
that they are working on a solution that is newaolocal scale, and one in four
admit that their product is “more of an imitatieinough it has specific advantages”.

Table 4. Characteristics of startups and its structureoesp

Characteristics Structure (%)
None 40
Up to 10% 18
. 10-50% 10
Share of export in sales 50-90% 0
90-100% 16
no answer 6

Source: own elaboration based on (Skala, Kruczkowska & Ol2gdl).

Many startups indicated their product as the keywation. This included
breakthrough innovations (52% innovations) and wations that improve upon an
existing solution (40%). As mentioned previouslpedn four startups cooperate
with the research sector, which is perceived astanpial source of innovative so-
lutions. A relatively large number, i.e. 59 compn({15%), declared that their ac-
tivities are related to KET: Key Enabling Technatesy Almost one third of the
examined startups declare that that they own axpatea reserved trademark, pur-
chase or sell licenses for technologies — thisgreas called the “patent group”.

As mentioned previously, the respondents were afkedopen questions in order to
evaluate the sources of innovation in startupshénfirst, they were asked to describe the
manner in which innovations are created in the @mygpin the second, to list the sources
of inspiration. The third question referred to Riativity: how do startups understand this
process, and how do they carry it out?

The first conclusion to be made based on analyslseocollected data is that
clients form the basis for creating new solutidfar. the majority of the examined
companies, inspiration is provided primarily bylkkgawith their clients, the needs
they voice, and feedback received. At the same, tinshould be noted that, when
creating new solutions, startups are guided mor¢hbyopinion of their present
users, relatively rarely testing new solutions oteptial recipients on their own
initiative. The companies undertake work on innmrabnly sporadically, guided
by classic market polling results. In creating rawducts, hey try to respond to
the specific problems voiced by clients, or thesate solutions on the basis of their
own market analysis (direct quote from the questane): “searching for a prob-
lem concerning the protection of young childreréslth, for which no ideal solu-
tion has been found so far”. When creating newtgois, previous experience is
of great importance. Responses often featured dheea of industries which the
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owners came from (e.g. marketing, e-commerce). Kewenot only professional
gualifications turn out to be useful; equally im@aot — and sometimes even more
valuable — sources of inspiration are conclusiaasvd from real life experience:
being a parent, a patient or a typical Internet.uae for methods of working on
the idea, “brainstorming” is the clear favorite gdn Startup” also appeared several
times. Many answers confirmed a lack of a clearmaanf creating innovations by
suggesting that they emerge “in the mind” or “ie thower,” or are simply an
“inspiration”. Only a few startups mentioned cobbafition with outside experts or
advisors. The next question referred to sourcesrapiration; here, the respond-
ents most often put suggestions and needs voicefidnts. An analysis of these
answers leads to the conclusion that sources olvation in companies are quite
pragmatic, e.g. modelling themselves on other wgtartfollowing trends, needs
analyses for various groups of clients. A significaumber of respondents simply
draw ideas “from their surroundings” or “from thegple they meet”. Only a few
indicated “visions,” “ideas” or “drawing inspiratiofrom travels and nature”. In-
spiration is also provided by industry conferenaed large successful companies,
such as Apple or Amazon. Among Polish startupsgmifscant number of people
are inspired by “the development of modern techgiels’; thus, they readily fol-
low the news on this topic and meet at conferenoésother industry “rallies”.

The effects of these activities may be, for examaiieempts to apply a given
solution in a completely new area, or combining tdeas into one and searching
for new applications for it. Success stories atsultto provide inspiration — both
Polish and foreign startups as well as examplesmwipanies and successful people
from the world of business. A small group of regpemis indicated that they look
for ideas for new products in books or scientificdées. The idea of universities as
sources of potential cooperation in innovation @pee only in a few spontaneous
answers, which should be considered a low reshie fBpic of innovation also
brought about answers regarding imitation. Sonugia simply indicated the fact
that their solution was copied from other markgtsote): “we are not outstanding
innovators, we are intelligent observers”. The dhquestion referred to how
startups understand and implement RDI. The mogu#&et answer was: “improve-
ment of existing product/process”. Less frequerdigirtups declared that they look
for completely new solutions and ideas to implemétler answers also included:
“formulating solutions for specific clients” andg@n) “analysis of data describing
the behavior of our users”. Among the answers i® dglaestion, there were also
several answers indicating that the creation ofwaions takes place via intended
copying of solutions from other markets. Once agtie issue of collaboration
with the research sector appeared quite rarelynaré in the context of the insuf-
ficiency of such collaboration, its informal natued sometimes even disappoint-
ment with its absence. The last open questionrexeio the existence of an RDI
team in the company. Four times as many answeicaited the absence of a group
of employees dedicated exclusively to work on iratmns than those that indi-
cated having such a group. Justification for thkifa to form such a division in
the company was varied. In some startups, the fensndieal with creation of new
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solutions, whereas employees focus on ongoing osteervice. A significant
number of respondents believe that if the entiragany is innovative, “there is no
need to set up a separate team to work on somatleinty There is also the issue
of the low number of people on teams: “There’s dhly two of us, so we do eve-
rything on our own”. Several answers indicate fPalish startups do not work on
innovations at all, e.g. “RDI is in our plans. Atetpresent moment, we do not have
funds for it [to set up a separate team]”. To sumeathe issue of creating inno-
vations is important to startups, which describeddstly and in detail the imple-
mentation of this key process in their companidg answers often featured such
phrases as: “passion” and “clients”, which jointignstitute the main “fuel” for
innovation processes in startups. It is possiblse a small group of enterprises
where such processes have already been profeszahale. separated from other
processes and given their own structure. The ntgjofistartups still operate spon-
taneously, but knowledge about the market and awaeeof its growing needs
results in many answers featuring information alpdaihs and attempts at a more
serious approach to the subject. We hope to leane mbout the specific nature of
these intentions during subsequent editions osthey which is planned for 2016.

4. CONCLUSIONS

This study deals with the problem of determining #ignificance of the digital
industry in the economy of Poland and the regidme $tudy constitutes the first
stage of work on this issue and it is clear, thats first edition it is not completely
exhaustive. The main findings of the study are:

—  The first estimate of the number of Polish startap®unts to 2,400 entities;

- Over half of the questionnaire respondents ardugtsroperating in one of
three cities: Warsaw, Krakow and Poznan;

—  Startups most often consider themselves softwardumers who follow the
SaaS model and operate in the following industriesbile apps, e-commerce
and Internet services;

- Nearly one in three startups achieve 50% annuahwes growth, while in one-
fifth such growth exceeds 100%. Half of respondexisect at least a five-
fold increase in enterprise valuation within thetrtavo years;

—  The results confirm the thesis that sales in foreigrkets accelerates mone-
tization of a business and increases its value;

- Almost 60% of Polish startups are financed excleigifrom own funds;

—  Other sources of capital include EU funds in themfef subsidies or seed
funds. Almost one-fifth of startups examined made af funds from Polish
or foreign venture capital; the same number reckswech funds from angel
investors;

— One in four startups cooperate with researcheestufts established by re-
searchers are more effective at procuring extemiinancing, especially VC
funds and EU funds, and more frequently use inaubatechnology parks
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and acceleration programs. Barriers to their dgpraknt include trouble find-
ing properly qualified personnel;

— Almost half of all startups are exporters; halftleése complete over 50% of
sales abroad. Software production in the B2B araESaodels dominates ex-
porters’ business profiles;

—  Exporters create more jobs than companies operatitinge local market, and
they start to bring in revenue and grow more quickl

—  Startups that patent their products are twicelasylito apply for and receive
money from venture capital funds or funds from Btweent angels; they also
decide to expand globally more frequently than otiwenpanies;

—  The main source of startups’ innovation is analgsislient behavior.
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Abstract:

A turbulent environment and very limited ability to make accui@atecasts triggers the need for
building highly responsive organizations. What is more, there is madsyne exerted on the
costs’ reduction as one of the aftermaths of the crisis 2008+#maimegoal of the article is to make
a contribution to the stream of research devoted to ngeedipabilities needed for being lean and
agile as response to contemporary challenges. The design ofégb@ah is based on in-depth
literature review. The system approach was deployedttode lean and agile, both concepts and
practices, under one consistent model. The detailed problem undessitiscwas meeting logis-
tics requirements of customers. The Ashby Law suggests haviagedifated responses to turbu-
lent environment than only lean and agile. This also affectamgaeijuirements of customers in
the supply chain. The originality of this work lies in showingithplications of identifying logis-
tics requirements of customers for contributing to full flexipiliithin the system under discus-
sion. The consequences of the Ashby Law for reactive and p@éethaviours of agents within
the system should be further discussed in future research.

Keywords: agility; complexity; lean organization; system approach
JEL codes M19, D23, L22

Reality is made up of circles but we see straiigiats.
Peter Senge

1. INTRODUCTION

The strategies of combating the crisis 2008+ wasthan the series of quantitative
easing efforts as a result of which the global ecoyn didn’t suffer from a steep
decline, however, the growth slowed down. Consetlyiethhere is much pressure
exerted on seeking efficiency through costs’ reidactWe have also been witness-
ing the progress of the Industry 4.0 called evenftlurth industrial revolution that
consists of a bundle of technologies includingrim¢ of things, cloud computing,
augmented reality, humanoid robots. Simultaneowd#ynographic changes with
the growing number of both single and double incemith no kids households in



204 Stawomir Wycislak

line with the raising number of consumers bengditirom e-commerce conven-

ience translate into new demand patterns. The comsuare increasingly sensitive
and determined to obtaining a product meeting thdividual needs. This, in turn,

has been exerting pressure on extension of brame r@nd the choice on the retail-
ers’ stores shelves with new product developmdiis latter is also combined with

getting shorter shelf time of products. The tremalards products customization is
reflected by growing a number of components aratimis to cover within a sup-

ply chain.

The business environment is turbulent and it isetorres called volatile, un-
certain, complex, ambiguous. Growing complexity methe emergence of prob-
lem areas within which cause-effect relationshigssabtle, and where the conse-
guences of actions are not obvious within varicmeframes. Taking this into con-
sideration, forecasts cannot be more accurate ngradicted optimization point
will be of a temporary status.

Having all above points in mind, we state that¢hisra need to be both lean
and agile at the same time. Higher responsivergeasdriver of agile solutions,
whereas pressure on costs reduction is a triggeanhess. Agility is the key factor
that gives an advantage for winners over loseasciomplex, uncertain, ambiguous,
volatile environment. Consequently, successful miggions should focus on
building capabilities that support not only learsbat are also agile.

The demand-driven supply chain plays an increaitgyin winning a com-
petitive advantage by securing higher responsiwendthat is more, it should be
also not cost intensive. As a result, the necessagpgbility of winning organiza-
tions is meeting customers’ requirements within etsupply chain including cus-
tomers’ logistics requirements.

2. LITERATURE REVIEW

Agility is a business-wide capability that embraoeganizational structures, infor-
mation systems, logistics processes, and, in pdaticmindsets. A key character-
istic of an agile organization is flexibility. Indd, the origins of agility as a business
concept lies in flexible manufacturing systems {§tbpher, 2000). However, agil-
ity should not be confused with leanness. Leam@itidoing more with less. The
term is often used in connection with lean manufi@at. Paradoxically, many
companies that have adopted lean manufacturingpasiaess practice are anything
but agile in their supply chain. (Christopher, 2D00

While leanness may be an element of agility inatertircumstances, by itself
it will not enable the organization to meet theg®e requirements of the customer
more rapidly. Webster's Dictionary makes the dctiom clearly when it defines
lean as “containing little fat,” whereas agile efided as “nimble.” One of the big-
gest barriers to agility is the way that complexinds to increase as companies
grow and extend their marketing and logistics re@ften, this complexity comes
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through product, brand proliferation, logisticslimting transportation, warehous-
ing and customer service, but it also can comautiirdhe organizational structures
and management processes that have grown up me(@hristopher, 2000).

The simultaneous work of lean and agile princiglas support the effective
and efficient management (Olhager, 2003; NarasimBaink & Kim, 2006) and
relationships within a supply chain (Wikner & Tar&§)08), balancing efficiency
and responsiveness (Olhager, Selldin & Wikner, 208&searchers have ad-
dressed differently the links between agility amanness. Agility was defined as a
‘post-lean paradigm’ (Jain, Benyoucef & Deshmuk@0&), which incorporates
lean principles to cope with a turbulent environtnémsome other studies, we can
find an approach which highlights the differencawmn agility and leanness
(Goldsby, Griffis & Roath, 2006) where leanness iphilosophy essentially fo-
cused on eliminating all waste including time, wtalgility is a way to use market
knowledge to exploit profitable opportunities invalatile marketplace. Agility
could be seen as an effect of entrepreneurial tatien Zur, 2013).

The existing literature allows us to assume thatdbrexistence of lean agile
models is needed to adapt in the complex envirohriére main goal of the article
is to make a contribution to build capabilities dee for being lean and agile by
including logistics requirements of customers.

3. METHODOLOGY

The co-existing of lean and agile practices anctepts triggers building models
that could link both approaches with each othem&authors suggest to deploy
the segmentation approach. For example, the imgitaof segmentation concept
for supply chainmanagement are raised by Gattorna (2009, 201@udtfomer
groups exist with differing service requirementsrt it makes sense to optimally
match requirements through some form of differaetiasupply chain strategy
(Gattorna & Walters, 1996; Godsell larrison, 2002), so that the customers’ re-
quirements are triggers of supply chain segmematitmwever, the segmentation
idea is based on isolated approaching of the sslegtoup of customers which
could result in suboptimized solutions. In ordeawoid suboptimizational pitfalls,
we argue to deploy the system approach. Generdmytheory, cybernetics, dy-
namic systems, non-linear dynamics theory, systagthodology are the compo-
nents of the system approach (Schwaninger, 200&nc¢krs, 1999; Laszlo
& Krippner, 1998). The history of system approacild be interpreted in terms
of efforts towards solving complex problems (Wyalsl2013). Having all these
assumptions in mind, we follow the methodology ldage the system approach,
which is presented on Figure 1.

The last of the distinguished stages reflectsitiieldetween microscopic and
macroscopic levels. From the system approach pdimiew, this manifests itself
by a topic of translating the change in behaviduagents (eg. employees) into
a patterns widespreading within a whole system (os@opic level).
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Purpose of the
system

Systems

border/environmen{ = Inputs- Ouputs

\/

Feedbacks within
the system (20/80;}—>| Systems functionsp—
suboptimization)

Heteregoneity (the
Ashby Law)

\4

The patterns of
behaviour

Figure 1. The methodology of the research
Source:own elaboration.

4. ANALYSIS

Purpose of the complex logistics adaptive systemeisting logistics requirements
of customers. Consequently, we assume a set oftegidedicated to meeting lo-
gistics requirements of customers as a complexsysthe next stage of the pro-
cedure must be done to identify the boundarieb®bystem. Taking into consid-
eration the cooperation within the supply chainlibendaries between system and
its boundaries are ambiguous and inconclusive. Mae assuming that the ob-
jectives of the company should be oriented towdhdsoutside, the scope of an
external impact the company is extended. The dotisty of boundaries means
creating a difference in the sense that internatioms are less complicated than
the external ones .

In terms of inputs, in regard to logistics systeme assume that a way of
thinking of customers is based on the two mairedet space and time. As a result,
respectively, the ratio of SKU/mand shelf life trigger the logistics requiremeoits
customers. The shelf time translates into logistexguirements of customers in
terms of lead time, delivery frequency, on-timeiwly, order placement, SKU
preparation, logistics labelling, delivery qual{@hristopher, 2011). The ratio of
SKUIn? affects order size, pallet heights, picking ratieploying of sandwich pal-
lets (Christopher, 2011). In terms of outputs — tingeof logistics requirements of
customers is measured by Customer Case Fill On Tih8ayed, 2013).
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The feedbacks within a system are reflected by titnazation principle, and
manifests itself by sales peaks. The latter isaltef certain patterns in behaviour
of the sales staff due to the pressure on meetmghty targets. As customers are
aware of the latter, they wait for the months egdim order to get the highest
possible discounts. As a result, customer sereéass to secure resources for ad-
ditional work on entry and validation of orders.nfSequences are twofold: higher
costs and increase in the number of errors. Lagistiso need to secure additional
transportation capacities from the spot marketctvitkanslates into higher costs.
Transport Service Providers even run of capacéias are not able to ensure the
proper service levels. What is more, the trucksnartefully loaded which means
waste. The additional warehousing capacities shbeldecured, which translates
into more resources to commit. As the additionadgerary resources are primarily
secured bymployment agengynew employees are not skilled enough, and the-tra
ing is time consuming. Consequently, productivityn the downward spiral, and
costs witnessing the growth.

The principle of 20/80 implies that we should foons20% of customers gen-
erating 80% of turnover. In this sense, it is readdy to differentiate services to-
wards customers. The latter is also strictly cotewbavith the Ashby law which is
reflected by the quotation:

Vi>Vga—Vo

V,— variety of potential responses;

Vq— variety of problems;

V, — variety of outcomes tolerable by the essentaabkbles.

Consequently the variety of logistics services pdicted and existing ones
should be higher than variety of logistics requieatof customer. In other words,
to predict logistics requirements of customerstarae prepared to what customers
would want, and proactively manage over the custehexpectations.

The Ashby law called also the law of requisite &gyrireflects the conditions
of ensuring business continuity through settindguliflexibility.

However, our own business practice observatiornth@fimplications of the
Ashby law on the differentiation of the logistiargices enables us to distinguish
four options: lean, standard, agile, super agiletems. For example, for lead time
we can differentiate four options: lean — 48 hostandard — 24 hours, agile — 12
hours, super agile — 6 hours; respectively foripight is full pallet — lean; layer —
standard; cartoon — agile; single item — supeeagil

Qualitative and quantitative ranges of logisticguieements of customers —
the scope of variety — are affected by the follapiactors:

— the negotiation power in the supply chain;
- stock management;
— geography.
The control over suppliers is a criterion behind bgistics requirements of
customers. This is an effect of customers’ posisimangth within the supply chain.
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For example, if discounters cover the prevailing paretail sales, they force sup-
pliers to follow very short lead times, high deliydrequency (including delivery

during weekends), high number of urgent orders,vamg short delivery time slots
or even delivery on —time.

The stock management strategy deployed by custoaffersts their logistic
requirements. For example, some drugstore chasposié about very advanced
logistics solutions. Therefore, their orders argdaand of high homogeneity. As
the ratio of SKU/rfis high for drugstores (accounting for about 35-4®y repack
products from pallets of high homogeneity to deiddboxes (cages) in their own
warehouses. This also means that drugstores diesitito keep stocks in the ware-
houses for the period of several days. In adveisepunters follow the strategy of
minimizing inventorydays This means that the ratio of days on hand acsdont
one, or two days.

Finally, geography and as a result travelled distanterrain as well as climate
conditions impact the exact numbers staying bettiedogistics requirements of
customers. The differentiated service offeringsusthanclude existing and a for-
ward-looking catalogue of services. In these terimshould be the response to-
wards the growing variety of logistics customeejuirements. The first link be-
tween logistics requirements of customers and Bysteesponse is the way how
customers make orders, and how it translatesagiistics complexity and logistics
costs. In an ideal situation, it should be a perdeder. The latter is achieved when
the customer’s service requirements are met in@riiler fragmentation is the con-
sequence of growing logistics requirements of qusts, and is one of the indica-
tors of logistics complexity within a supply chaifhe order fragmentation is re-
flected by ratios as follow: orders invoiced permim stock keeping units/order.
The number of orders invoiced per month translaiesa need for higher number
of trucks and operational workloads including tgor$ planning, consolidation of
loads, handling in and handling out.

SKUs/order ratio mirrors orders’ homogeneity. Vag@ackaging sizes, ma-
terial packaging types and temperatures resulgimgn logistics complexity levels.
The modes of deliveries encompass central stoskifalition centre of customers),
direct customers’ shop deliveries, and customawssdock. Delivering directly
to shops means higher complexity levels compaoragtivering to the distribution
centre of customers. In business practice, thecdesti promotional actions are
supported by direct delivery to customers’ shopamperature levels also impact
the model of delivery. The temperature regimesuithelambient, chilled, and fro-
zen modes. If deliveries follow various temperat@gimes, it means high logistics
complexity. This is because of different requiretsdar trucks, depots, and modes
of deliveries.

The second link between logistics requirementsustamers and system re-
sponse is the level of customers’ requirementdimdit. Delivery time, order
management, delivery quality are the crucial congps of customers service re-
quired. Lead time, delivery frequency, on-time dety translate into delivery time
parameter within the logistics service level regdir Whilst including pallet
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heights, pallet weight, mixed pallets, sandwichlgtga) logistics labelling, order
placement, and SKU preparation stay behind thenskparameter — order man-
agement, and delivery quality is measured by ttie od claims/delivery notes.

There is a trade-off between logistics complexityl dogistics trade terms.
Logistics trade terms are a sum paid to custonmredmogeneity of orders and
order size. General rule is as follow: the higlugjidtics trade terms, the lower lo-
gistics complexity, and lower direct logistics codtogistics trade terms are a part
of trade terms.

Taking into consideration — logistics complexitygistics costs and logistics
trade terms on the microscopic level, we can djsiish four patterns of behaviour
on the macroscopic level. In the first step, weenbs the quick wins that are results
of high potential of costs savings. This refletts lean approach. However, after
exploiting low hanging fruits, the meeting of latiis of customers is achieved ei-
ther by higher complexity or higher logistics tradems. Complex sophistication
should involve lean, agile, super agile and stathdpproaches. However, the pres-
sure on costs reduction results in the discongrahiinges like setting up logistics
centralized control tower. This new emerging orgerans new possibilities for
quick wins, however (Figure 2).

|:> Complex
sophistication

Emerging <:|
new order

Figure 2. Patterns of behaviour in the complex adaptive tagisystem
Source:own elaboration.

5. DISCUSSION

Both Christopher (2011) and Gattorna (2015) dogjildy the system approach to
resolve the problem of being lean and agile. Whey suggest is the segmentation
of customers based on selected criteria. What i n@hristopher and Gattorna
don't include the logistics costs and logistics ptewity versus logistics trade
terms by covering lean and agile solutions.
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Krupski (2008) suggests existing different levdl$lexibility, and points out
agility as one of the potential components of defjrflexibility. Flexibility is also
strictly and directly connected with customers dnivsupply chains. As customers
gained influence, and the balance of power in thmply chain began to shift their
way, suppliers struggled to provide the desiredaeftéxibility demanded by cus-
tomers (Gattorna, 2015). The application of thaesystheory points out the im-
portance of the Ashby Law. As a result, the diffisebetween being both lean and
agile versus flexible is a result of ignoring startiand super agile solutions (Fig-
ure 3).

External factor

/ No adaptation /

Difference— lack of adjustment

External factor Adaptation

Flexibility — adjustment

Figure 3. Flexibility including lean, standard, agile, venyila options
Source:own evaluation.

Flexibility could be perceived as reactive and ptiva organization activities
in terms of time, content, scope that are bettlaréal to the turbulent environment
than existing ones. In this sense, the paper dpsé¢he approach to flexibility sug-
gested by Krupski (2008).

6. CONCLUSIONS

The starting point of this paper suggested thadstence of lean and agile models
is needed to adapt in complex and hyper changingamments. However, in order
to ensure the full flexibility for meeting logisiaequirements of customers, we
should have lean, standard, agile, and super agiigions. The detailed factors
affecting qualitative and quantitative ranges gfistics requirements of customers
are as follow: the negotiation power in the supgigin, stock management, geog-
raphy. There are two links between logistics rezints of customers and the
system response, the first one — is the way howomess make orders, and how it
translates into logistics complexity and logistazssts; and the second one is the
level of customers’ requirements fulfilment. Havimgmind logistics complexity,
logistics costs and logistics trade terms on ther@sicopic level, we can distinguish
four patterns of behaviour on the macroscopic level
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Applying the system approach to solve problemsaifidp lean and agile by
including logistics requirements of customers wesidered the implications of the
Ashby law. This paves the way to develop the conetfull flexibility in meeting
logistics requirements of customers by includingistics complexity, logistics
costs, logistics trade terms on the microscopiellend four pattern of behaviour
on the macroscopic level.
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Abstract:

The study examines one of the governance models of offshoring and aftypieists relationships
and differences in culture between employees within one company tiro different countries.
The study outlines the current position of Poland as an examglestihation for entrepreneurs
deciding to offshore their services. This research joins stasly method, together with surveys
and personal observation. The qualitative method aims to inveseggtions within the company
and examine frequencies of employees’ behaviours. Quantitaiganch method is used to iden-
tify the frequencies of qualitative results. The study pddwat building common goals and posi-
tive relations facilitates working relations. Regular commui@oand maintaining trust between
the countries is a crucial factor for the effective offshopngcess. The originality of this work
lies in focusing on cultural aspects of offshoring such as culfistnce and cross-culture com-
munication. Further research into the issue of mutual truseindntext of offshoring processes is
recommended.

K eywords: offshoring; communication; culture; Poland
JEL codes: M14, M51, D83, J21, L84

1. INTRODUCTION

Outsourcing is acknowledged by many managers dsas$tesolution for reduction
of costs. This happens because some of the businggiies are moved to a sub-
sidiary or an independent service provider in sselnadestination. With the crucial
development of the economy, the global market foommpanies to focus on their
own business. General outsourcing and offshoreoautsg help to improve pro-
duction efficiency, lower operational costs anddaing all these operations, in-
crease profits. According to Oshri, Kotlarsky andl&@cks (2009, p. 8), global
sourcing might offer various advantages which asoaiated with the benefits of
outsourcing in general. Any firm may obtain sigedfint cost advantages through
the creation of economies of scale, access tonltpie expertise of a third party,
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and the reduction or stabilization of additionastso Furthermore, a company may
gain benefits from outsourcing by concentratingesgential activities, on organi-
zational specializations, or focusing on achievk®y strategic objectives. No
doubt, offshoring has become a valid businessttoloé successful. How small and
medium-sized enterprises (SMEs) should use offsbatsourcing effectively is
a question that these companies need to consideraaafully establish necessary
strategy.

The study outlines the current position of Polaadaa effective destination
for entrepreneurs deciding to offshore their seawiche authors describe benefits
of captive offshoring to Poland for small and mewlisized companies based on
the example of one of British locum agentidhe agency began offshoring oper-
ations to Poland in November 2010. Although lowests in the beginning were
key factors that attracted the company to offshatteer advantages such as skilled
young workers and foreign government policy alsyed roles.

The aim of the study is to examine one of the gaarece models of offshoring
and empirically test relationships between empleyeihin one company, from
two different countries presenting advantages asatldantages of offshoring and
investigate cultural differences and similariti€s. be able to do that, authors pro-
vide an overview of development of offshore outsig activities within the me-
dium-sized enterprise. By use of personal obsemwaiind surveys with the com-
pany’s founders, its workers in the country andsthwho work offshore, the study
discovers how to build relationship and succeechiptive offshoring.

The paper is divided into three main parts: thécakstudy, research and dis-
cussion. The theoretical background gives sufficfemmeworks of outsourcing,
offshoring and describes the notions, explainirggithportance of location choice
and outlines the cultural specifics. The authoscdbe positive effects for the out-
sourcing in two different countries. The second panducts research methods.
The latter section reveals consequently the firglofghe research. The paper ends
with conclusions for practice and research alike.

2. LITERATURE REVIEW

2.1. CONCEPTS OF OUTSOURCING

Nowadays, almost any service can be outsourcedesTgpoutsourced processes
differ between call centres, technical or IT suppttrird-party logistics, food ser-

vices, distribution services, aircraft maintenartaek-office help etc. Outsourcing,
mostly associated with activities outside comparaéso creates its own sub-com-
panies that work for the parent agency and cartyselected tasks to support its

1‘Locum’ is a medical professional that temporao}ds a position at a hospital, clinic or privategtice. The
term locum tenens is a Latin word and is translatetstand-in’ or ‘substitute’. The NHS in Unitedngdom has
approximately 3,500 locum doctors working in truastsl hospitals every day. There is also about D5IGEUM
general practitioners (National Association of 8&sa GPs, 2008). Statistics differ on how manybians are
locum tenens. In most hospitals, there is approwain&0-80% doctors who work on a temporary agregme
Majority of locum doctors are contracted througbulm agencies.
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own company’s actions. Definitions of outsourcittaeged and evolved within
time, technology progress and globalization. Vagiagademics and practitioners
claim that outsourcing is a form of external songgcior vertical disintegration.
Some say there are two forms, outsourcing and psief, others that there are
three forms, including outsourcing, purchasing, amdcontracting. Finally, it was
commented that it is not very useful to treat viasioutsourced processes, including
BPO, maintenance, IT, manufacturing, operatiorgireand R&D outsourcing as
the same form (Mol, 2014, p. Handfield (2006) explains the differences between
the perceptions and understanding of the notidhémpast and in recent times. He
claims that until 1989 outsourcing has not beeitiaffy defined a business strat-
egy. He also underlies that majority of companieseanot completely self-suffi-
cient as they outsourced activities that they waxecompetent of. In the 1990s
managers started focusing more on cost-saving ien€his caused that compa-
nies were outsourcing functions they needed, layt there not entirely related to
the business. Entrepreneurs started to sign casitveith appearing companies
which provide business services on the market. dgirahis process they wanted
to deliver various services, ranging from data pssing accounting, human re-
sources, to security and maintenance. Accordingandfield (2006) the current
stage in the evolution of outsourcing is the deprlent of strategic partnerships.

One of the most recent and commonly used formsitsbaircing is offshoring.
Encyclopaedia Britannica defines the concept ashofing as the practice of out-
sourcing operations overseas, usually by compdroes industrialized countries
to less-developed countries, with the intentiomeafucing the cost of doing busi-
ness. Among the main reasons for locating sendcéside a corporation’s home
country are lower taxes, lower labour costs, I&igst$abour regulations, more le-
nient environmental regulations, and proximity asvrmaterials’ (Encyclopaedia
Britannica). Oshret al. (2011) explains that offshore-outsourcing imptiestract-
ing with a third party (vendor) based at an offghtmrcation (...) to accomplish
some work for a specified length of time, cost, &l of service. Farifagt al.
(2014, p. 1815) agree with those definitions, ciagnthat the term ‘offshoring’
refers to firms that subcontract to suppliers #rat located in a foreign market'’.
GAO Report to Congressional Committees from Uni&tdtes Government Ac-
countability Office (2006) explains that offshoriilgensive manufacturing opera-
tions began in the 1960s, followed in the 1970sXE380s by increasingly complex
operations, including design work and some reseanddevelopment (R&D) and
wafer fabrication. Offshoring became very importamninternational development
in the middle of twentieth century. Companies fazlitheiroutsourcing activities
at first on low-skilled or unskilled manufacturifmps and simple assembly tasks.
In the beginning of the twenty-first century, #gorted jobs increasingly included
skilled employees. The term offshoring splits iiteoffshore house sourcing and
offshore outsourcing (Table 1). First one is a paiithn of goods or services sent
to foreign countries within the same group of firmke second one concerns spe-
cific transfer of the production of goods or seeg®utside the home country not
to the connected company.
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It is important to pay attention to different ‘sker that might be involved in
relocation of business services. Offshoring, orrisigoand nearshoring are deriva-
tives from the word outsourcing. From a point awiof the location, companies
can change place of activities from distant coestar only “nearshore” (Slepniov,
Brazinskas & Weehrens, 2013, p. 6). Nearshoringiisaurcing to foreign subsid-
iary but in a nearby country. On-shoring is thegess of bringing home facilities
currently located in foreign countries. It can mifEie communication problems
and improve the product development.

Table 1. Offshore outsourcing

Internal production External production
(in-house) (outsourcing)

Production within the enterprise andProduction outside the enterprise b
the country (domestic in-house) | within the country (domestic out-
sourcing)

Production within the group to whigtProduction outside the enterprise (q
the enterprise belongs but abroad (ltlge group) and outside the country py
its own affiliates) (offshore in-housg¢non-affiliated firms. This involves
sourcing in the sense of relocation | foreign subcontracting (offshore ou
abroad) sourcing or subcontracting)
Source: Hatzichronoglou (2007).

L ocation

Within the country
(domestic)

=

Abroad (offshoring
or cross-border)

These models differ across involved effort, levieinberaction, cultural dif-
ferences and various time-zones. Some offshoreoording activities might be
done entirely on the offshore location, but otlmronsite location. In the offside
offshoring, the company providing services will kats office close to its client’s
location and offshore outsourcing facilities at soother geographical region.
Offsite outsourcing organization is used to achaamiddleman in communication
between the client and the offshoring enterprise.

2.2. REASONS FOR OFFSHORING SERVICES
AND THE CHOICE OF LOCATION

Offshoring becomes more and more popular thankisegrogress of technology
and globalization. Multicultural political envirorant caused growth of interna-
tional business operations. World exports grew fr§60 billion in 1950 to
$19.01 trillion in 2014 (World Bank, 2014). Loweablour cost is the initial key
factor that attracts firms to offshore to othertions. Outsourcing activities abroad
allows for exploitation of economies of scale.lftaprovides better and more flex-
ible access to specific resources (Nielsen & Nirel&®908). Offshoring can also
work other way round as not only residents of ppoaintries may be happy for
such solutions, it can also bring benefits foritireabitants of the developed coun-
tries. Authors of AppliedEconomicqFarifiaset. al.,2014) write about estimated
effects of offshoring on productivity in US manufiaing industries. It was found
that service offshoring has a valuable positiveefn productivity, accounting
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for around 10% of labour productivity growth betweE92 and 2000. Offshore
outsourcing inputs have a good influence on praditigtut the range is smaller.
On the basis of examination of establishment-lelgh for UK manufacturing in-
dustries, it was found that the establishment’saurtcing intensity is positively
related to its productivity growth (Farifias al.,2014).

Outsourcing services is quite advanced in the drifiegdom when it comes
to small and medium-sized enterprises (SMEs), mparison to other European
countries. Locum agencies are generally SMEs. Agsraecide to outsource pro-
jects with which they have some difficulties. It ynlae lack of specific skills or
shortage of time. M. Edge, KPMG UK Head of Markatsid: “Our own research
shows that UK businesses are increasingly optiogdtout their prospects. In mov-
ing forward, businesses need the right people thithright skills. Increasingly,
they are looking overseas to address this skilisrgaruiting people to the UK or
deciding to offshore both work and job” (KPMG, 200%here is a lack of skilled
workers across UK so the companies are forcedahdor workers in European
Union or further. The survey regarding labour madanducted by KMPG, shows
that over 21% of 600 companies recruited migranpleyees (Woods, 2010).
When the problems are specified and a companyrésthat it wants to use help
from a foreign country, the other problem ariseshoose appropriate country with
inhabitants that would help to develop the busif{@sgsource Magazine, 2010).
According to the research conducted at the UniyeodiNottingham, UK compa-
nies prefer to offshore to rather large countridsctv are relatively wealthy and
close to the UK. Other important fact was the abild speak English on a high
level of fluency and understanding. The survey aés@als that UK firms value
a relative abundance of human capital, good inftiondgechnology and a market-
friendly environment (Greenaway, 2007).

Offshoring gives agencies the possibility to uséss&nd experience of skilled
workforce. Other than experience are also such itapbcharacteristics as will-
ingness to work in international environment antéri@sts in foreign culture which
can result in friendly work environment and follogithis, greater will for work.
Scholars from University of Institute of Economifsthe Hungarian Academy of
Sciences and University of Hertfordshire condudeaksearch among countries
from Visegrad Four: Czech Republic, Hungary, Poland Slovakia regarding
offshoring and outsourcing business services. Taesied out 30 interviews with
senior managers in business service foreign invadtiaind found out that cost of
educated and skilled professionals and their fiéilwas acknowledged by all of
the questioned companies as one of the most infldactors in their decision to
start investments in the Visegrad Four. Very imgattfactors available in these
countries for foreign investors are also qualifigdduates with a wide range of
language abilities and excellent communicationiatetpersonal skills. 50% of the
respondents also valued such factors as locatia@ity) of infrastructure and polit-
ical and business environment which is viewed a&sueable in these countries
(Sass & Fifekova, 20111l the above-mentioned factors have a signifidafiu-
ence on the costs for the companies deciding shofe.
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Poland, as one of the CEE countries is most gladly chosen offshore destina-
tion. The World Bank'®oing Businesseport placed Poland on 44th place out of
189 countries ranked for how easy it is to do business in 2014 and in 2015 Poland
jumped up to 32nd place (Doing Business 2015, 2014). What is more, Poland is
ranked 17th out of 28 EU member states. Poland has much to do if it wants to be
compared with the best places to do business in (Deskib2013). According to
Polish Agency of Information and Foreign Investments (PAlilZ, 2015): “Among
ca. 20 cities in the CEE Region internationally recognized as potential offshoring
locations almost 50% are located in Poland with 3 leading cities of Warsaw, Kra-
kéw and Wroctaw”. Poland is the biggest territory in the Central and Eastern Eu-
rope Region with as much as 16 large cities where outsourcing industry is growing
since 1995 (Doktér, 2013). Poland is a country in the centre of Europe and produces
about 400 000 university graduates each year which gives opportunities for its de-
velopment and foreign companies are really keen to invest to start business in such
countries. Poland has an advanced management culture that has improved enor-
mously over the last two decades. Annual survey published in a ‘World Investment
Report’ shows that Poland has achieved sixth place in the world and was acknowl-
edged as most attractive FDI host countries which are perceived by multinational
corporations. According to the United Nations Conference on Trade and Develop-
ment (2013), Poland has become the most attractive foreign direct investment coun-

H Financial attractiveness® People skills and availability = Business environment

11. POLAND 2.28 1.39
10. EGYPT 3.2 1.36
9. BULGARIA 2.99 0.97
8. BRAZIL 1.81 2.25
7. PHILIPPINES
6. THAILAND 3.01 1.42
5. INDONESIA 3.15 1.56
4. MEXICO
3. MALAYSIA 2.72 1.43
2. CHINA 2.26 2.54
1. INDIA

Figure 1. Country ranking
Source: A.T. Kearney (2014).
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try in the European Union. According to survey aactéd by A.T. Kearney (2014),
Poland (Figure 1) is placed on the 11th placejgttafter top ten which proves
country’s great potential, offering highly skilletayers and mature industry.

Poland is considered to be on seventh place anttst hard working econo-
mies in the world, way ahead of the OECD averagk %6 hours (Warsaw Busi-
ness Journal Group, 2013). The country specializearious fields, such as: soft-
ware products, business analytics, human resouinaace/banking and account-
ing, multilingual contact centres and tele-inforroathetwork management. Firms
that used to outsource some of their businessitesivo Poland include Google,
Shell, IBM, Heineken, HP, Motorola, Procter & GampCitibank, and many oth-
ers. The number rates to even more than 50 conmgp&oim the Fortune 500 list
(Gera, 2013) and the number of companies invegtifpland workers is still ris-
ing. Additionally, the vacancy rate of office spacéoland in 2015 stood at 12.3%
in Warsaw and maintains similar position in othiées in Poland (Miyniec & Pol-
kowski, 2016). It gives opportunities to open neffices for foreign companies.
What is more, Poland has not remained indifferetttié globalization and growing
international market and helped to draw attentidioreign investors. Not only the
economic development of the country attracted comesafrom abroad but also
Polish Information and Foreign Investment Agenclyaduced varieties of pro-
grams to streamline the process.

2.3. CULTURE AND COMMUNICATION

Culture is about human preferences, values, atitwhd behaviours and is con-
nected to human identity. Although learning fromedtse cultures and markets that
are stimulated differently or exploitation of ecomies of scale or better and more
flexible access to resources from specific coustriemight not be easy for man-
agers to conduct business abroad. The survey ctettig Vantage Partners shows
that cultural differences can prevent both paifies achieving the full value of
their deal: 64% of respondents say that the impiactitural differences is greater
than 10% of annual contract value, and 33% saintpact is more than 20% (Ertel
et al.,2010, p. 4).

Cultural distance reflects a difference in cultwales among countries that
should be assessed at the cultural or country.l®ggichic distance is based on the
individual’'s perception and should be assessecdhatiridividual level (Sousa
& Bradley, 2006). Centre for International Businessversity of Leeds conducted
a research concerning Poland and United Kingdora.r&ésearch found that British
managers do not think much about Poland. One ahttet striking features of the
British vision of Poland was their attitude towatts influence of the communist
system on the Polish psyche. British executiveatédad Poland as a very distant
country with narrow thinking. The ‘communist past’' Poland also affected the
British idea about Polish authorities. For Britistanagers Poles are reluctant to
take decisions and do not question the decisioniseif superiors. What is more,
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Polish managers were considered to be very mucheieEuropean in terms of
their jobs, careers, and a lifestyle.

Hofstede’s differences in power distance (Tablb&tjveen the two countries
illustrate an influence of the history on cultukéigh power distance makes gap
between superior and his/her subordinates. Ordinariers that occupy lower po-
sitions are afraid of their supervisors. Managergehpower which can also have
a negative impact on the relations between othempemies. High power distance
in Poland is still an influence after long-lasticgmmunist system that is why Brit-
ish managers still perceive Poland as a commuaisitey. However, it is crucial
for managers to overcome potential obstacles diirsfiga new business in foreign
country. There are two levels of cultural impacttibe@ company: macro and micro
and only combination of those two may bring positeffects for the company. It
means that not only the culture of the country eratbut also own company’s
organizational culture. Before starting any busingih foreign nation, a company
has to study all cultural factors that influenchahitants’ behaviours but also im-
plement its own organizational culture to maximalinimize cultural distance.

Table 2. Hofstede dimensions: Poland and UK

Cultural dimensions Great Britain
Power distance Low Very high
Individualism/Collectivism Very high individualism High individualism
Masculinity/Femininity Rather high masculinity High Masculinity
Uncertainty avoidance Rather high Very high
Long-time orientation Low Low

Source: http://geert-hofstede.com/dimensions.html (10.01.2016).

Drogendijk and Zander (2010, p. 192) while studyindiural distance came
into conclusion that when the foreign environmerifurther away’ from our own,
there are more cultural differences between thewhjtas likely that we have more
difficulty understanding the other. It means ttnet karger the distance, between the
countries and the less they have in common, thdehatr is to communicate and,
following on from that, it is more difficult to caluct business in this country. It is
not easy to interpret values and behaviours thapesithe society when the two
countries do not have much in common. Table 2 shbasexcept from power
distance, other dimensions between UK and Polamdjaite similar which gives
opportunities for successful business between Baad UK. Both countries rep-
resent masculinity which means that in these sesiegender roles are clearly dis-
tinct and there is recognition for a good job aimghtearnings, advancement and
challenge to have personal accomplishments. IraBrit is slightly lower as the
country attaches great significance to such aspétife as good working relation-
ships, cooperation, desirable living area for fsgnéind employment security but
Poland is still developing in this direction anik$rto catch up with UK. What is
more both cultures are highly individualistic, dymia and future-oriented.
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International Business scholars studied a condepsyxhic distance, which
is explained as the degree of uncertainty of adarmarket a firm considers enter-
ing. It covers not only the cultural differencedviseen regions but also differences
in languages, business practices and environmeliticpl and legal systems, hu-
man capital, infrastructure, and economic develapni&arcia-Prieto & Point,
2009, p. 3). However, the cultural barrier has bemterlined as a main challenge
for offshore services. According to Persson (20k8)YJevelopment of globalisa-
tion, face-to-face meetings, temporal locationsfaeguent visits in the other coun-
tries are best practices with such benefits agfample trust and effective team-
work. However, when the distance is large betwberntwo countries, the workers
function relying on technology-mediated communimatand this form of contact
may fail.

Cross-culture communication is not only countrytux@ dimensions, influ-
enced by the history and passing time but alsthallother factors of human life,
such as language, manners, religion or a world vidws, for example differences
in languages can be a huge barrier in the crossreutommunication. Communi-
cation and translation of foreign languages reguinere than the transfer of mean-
ing from one context to another. Change of languagg sometimes change our
way of thinking as we have to adjust to the languegnditions. Certain language
is linked to specific culture and with specific asigtions which may be alien to
our own mother language. This refers to the cldiat foreign languages may be
used differently by the foreigners which may leadhiscommunication and certain
obstacles while conducting international busin€dsmmunication comes from
Latin word “communicare” and means “to make commeq”it is a process of
transferring meanings (Halliyavar, 2013). Accordingauthors of the bookffec-
tive Internal Communicatigreach organization has its own culture and when tw
of them try to merge, the importance of those calucomes to the force. They
define culture as the patterns of behaviour arnitldés exhibited by employees
and management (Smith & Mounter, 2005, p. 3). B40 Vantage Partners con-
ducted a survey in which they revealed that theontgj (57%) of respondents
claimed that cultural differences influence thedpability to manage relations.
They also said that communication between peopdernsehow difficult between
different nations. (Ertel, Enlow & Bubman, 2010pr@munication can constitute
huge problem when workers communicate only throtegihnological devices.
What is more, when employees are in different effiand come from different
cultures, the process of communication becomes eumrlicated. According to
Jakobson (1960), both addresser and the receindvec®olish or British workers,
depending who wants to address a message. Thadveaigs certain message, code,
and context applied, however, the communicatioedagidace between two cul-
tures, so there are certain noises between sendea aeceiver. First of all, the
communication is carried on by the phone, so theedechnical issues and noises
that are not dependent on the sender, neithereretteiver. It is called physical
noise and it iexternal to the speaker and listener. There is afssychological
noise occurring in communication which is mentaétiference that prevents from
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listening. It can occur when a person has somdgmubor when there is too much
work and it is difficult to focus. Additionally, #re noises connected with the be-
haviour might occur, cultural background and lamgubarrier of interlocutors and
these are the most important factors in the busioesimunication for the offshor-
ing companies. Itis called semantic noise asatuoewhen there is no shared mean-
ing in a communication. Semantic barriers are eelab individual understanding
of words and their meaning. They arise from diffimes of words or other symbols
(Satyanarayan, 2008, p. 16).

In response to the view of differences as an olestaa alternative view has
emerged where the differences are presented asirsebs opportunity for compa-
nies to develop a competitive advantage. The E@mwm@gusiness Test Panel
(EBTP) identifies some economic benefits of cultditierences. They mentioned
ethical and legal reasons that lead companiesdptativersity policies. 42% of
respondents claimed that conducting business af#shelps resolving labour
shortages, 38% of those polled considered enhamumpany’s image, and en-
hancing creativity and innovation was an advanfage26% of the respondents
(Garcia-Prieto & Point2009, p. 7).

As a solution for the problems connected with cirmdsural dangers can be
the concept of cultural intelligence which explaieatures of each person, regard-
less of the nationality. Cross-cultural relatiopsiiave to be managed at individual
level, depending on the country so managers haleato how to deal with differ-
ences between cultures and teach their companylsenshow to adapt to the new
culture. Following this, cultural intelligence hamerged to explain and help to
facilitate the cooperation between various cultufé® concept can be defined as
a person’s capacity to adapt effectively to newiural settings or contexts based
on multiple facets including cognitive, motivationhand behavioural features
(Gregory, Prifling & Beck, 2008). A person with higultural intelligence can find
and describe universal or belonging to specifiaugror specific culture features
shortly after observation. The concept divides ihie@e main dimensions: cogni-
tive, motivational, and behavioural. The first as¢he self, a person’s mental rep-
resentation of his or her own personality, sodehtity, and social roles. Motiva-
tional means that a person is capable to attagtermined level of his/her perfor-
mance. The last one is a range of specific sHKiltid person has to posses while
deciding to cooperate with other cultures. All foé above has to be accomplished
due to the success at every stage of the cooperatio

3. MATERIALSAND METHODS

To explore the role of mutual trust and culturahigrities and differences in the
captive offshoring process, the research has bm@stucted with Holt Doctors Ltd.,
medium-size company, one of the leading Britishpieps of locum doctors to
NHS clients. The company has its main office inasritain and all of its opera-
tions are being done within the country. Back @fféervices are being outsourced
to Poland and conducted by its captive centre.ditigion in Poland constitutes
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a part of the company and provides support to rnecsuand administration staff,
assisting to complete the full registration procass to reach compliant status.

All of the agency’s employees (both from UK anddtal) took part in the
study. Invitations were sent to all company’s wosk&8 (the total number of peo-
ple working in the company — including the managen®ard — 20 from Poland,
48 from UK) people received the invitation in tobait 57 agreed to take part in the
research. The majority of the respondents were worfiee respondents occupy
different positions within the company, from thevkst position to the directors.
The age of the company workers differ from 20 teyé@rs old. The average age
of all the company workers is 36. The employeemfRoland are younger that all
the employees working in UK, thus the average ad#iand is 31 and the average
age in UK is 37,5. Within the company, each of wakers corresponds to each
other, each division is connected with the other, amcluding employees in Poland.
Thus, the authors decided to send questions tooatipany’s workers, to have
a wide view on how the offshore outsourcing is pered by each of the company
member. Also, the response rate was taken intadenasion, before deciding who
should answer the questions.

This research joins single case study method, hegetith personal observa-
tion and surveys. The case study method couldihegstigate “contemporary phe-
nomenon in its real-life context, especially, whie@ boundaries between phenom-
enon and context are not clearly evident” (Yin, .98 18). The method allows to
conduct an in-depth understanding of cross-cultelaions (Hurmerinta & Num-
mela, 2011). Observation of certain behaviourdiefdompany workers allows to
draw conclusions regarding their attitude towalasdo-workers from the foreign
country and allows the authors to confront the tieas with the answers. Thanks
to the authors’ close relations to the company exgkthey are able to conduct
deeper interviews if explanation of their answersgeded.

The survey data is collected via online questiomndt consisted of open-
ended and multi-choice questions and was arrangedfive-point Likert scale.
Quantitative research method is used to identiéyfthquencies of qualitative re-
sults. Some scholars claim that quantitative aradigtive approaches in combina-
tion provide better understanding of research gmokslthat either approach alone.
S. Lieberson said in his 1991 presidential addtesbie American Sociological
Association: “The qualitative/quantitative distiiwet is itself somewhat arbi-
trary....What we really need is an effort to intggrboth these methods, to take
advantage of both procedures and combine theipmaés ... Thinking this through
would be far more useful than method bashing. Ifanee truthseekers, then there
should not be a qualitative truth and a quantigatiuth” (Axinn & Pearce, 2009,
p. 15).

The general purpose of the research is to idetitéykey factors of a success-
ful captive offshore outsourcing and check if mlitnast influences the whole pro-
cess. All of the questions are provided in Englstth for British and Polish re-
spondents. Open-ended questions allow the researichéeeply analyse respond-
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ents’ attitudes. It allows the interviewers to lighlty responsive to individual dif-

ferences and situational changes. Open-ended gunestiso helped the interview-
ers to avoid accidentally imposing any of his or tin preconceptions and fur-
thermore, the validity of data was protected. Talitate the analysis of the inter-
views, the authors used standardized questiorallftre respondents.

4. RESULTSAND DISCUSSION

4.1. BRITISH AND POLISH VIEWPOINT

Individual views on communication and managingtieteship is presented below.
The study shows how UK mother company and the didvgi office in Poland
manage relationships with each other, what theiden important in managing
their outsourcing relationships, what cultural eiiinces they noticed and how they
influence their perception on the offshore outsmgcelations.

Maintaining constant communication with the worké@am Poland is fre-
guently identified in the relationship managementthe British workers. The
workers from the subsidiary have more difficulktas they are not only in different
location but also are historically and culturalliferent. They do not see what hap-
pens in the main office, thus they have to be fedu#l the time and put more effort
on caring about the good relations. The respondergwered that honesty is one
of the main assets that helps in effective comnaiign. What is more, those polled
write that understanding of the requests and inftion given is a key to work
effectively. Politeness is also acknowledged asomamt factor. Without it, em-
ployees could have misunderstood their intentions.

When it comes to the relationship management,dBraicknowledged that the
most important factor is that both sides understainat the other side means when
communicating. They answered that all of the empdsyneed to know what is the
goal of the company and they have to be informedtamtly about everything that
happens in the company in UK, thus the incessantmanication is required. Feed-
backing and mutual help occurred to be also valdr in building the relation-
ships for both countries’ participants not onlyrfrahe vendor’'s perspective but
also from the mother’'s company point of view. Poksnployees also pointed that
travels and meetings in their country are valithemwhole communication process.
They believe that management visits to their cqugive directors an opportunity
to understand resources and processes at the ismpsigite. Others pointed lan-
guage as the critical factor in managing the restestinip. Many of the British re-
spondents also underlined that the differencesdersts and use of phrasal verbs
might be a problem for Polish co-workers.

Honesty is acknowledged as most valid in maintairtiast for both, mother
and daughter company. Most of the British workersweered that being honest to
each other, solving problems, asking for help aeeping in touch can help main-
taining the trust to each other. Managing directds® reported that Polish work-
ers’ commitment helped them to keep trusting thelepees abroad. The results
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show that it is equally important both for the maffice as well as for the subsid-
iary to instil a sense of trust between each othecording to the questionnaire,
trust results from frequent and relevant informagachange and building positive
relationships between all the company workers. Mdfective communication be-
tween the members results in higher level of tamst consequently, the work be-
comes more effective.

Almost no one from the British members noticed eumyural differences. One
person mentioned that there are different waysarkimg which may indicate as it
was acknowledged as a cultural difference. Theomdent noticed difference in
the way of being polite, saying: “In Poland it istmormal to flower the conversa-
tions, i.e. “thank you”, etc., at the beginning/eridonversations”. No other com-
ment regarding cultural differences was mentiongthle British. However, there
were a few comments about economic conditions efcibuntry and local laws
which according to the English respondents miglcuo@s an obstacle in the ef-
fective relationship. The British culture is coresied less formal than the Polish
one. Study shows that there are certain differeimctse behaviour that are consti-
tuted by history, customs and the laws governimgciuntries which occur as an
obstacle. Majority of the respondents answereddhigtlanguage may be a barrier
but did not recognize any additional differencesrmzcted with the habits, behav-
iour and cultural background. Surprisingly, Pokshployees noticed many differ-
ences in culture and in the work pattern. The nadpots acknowledged British as
those who do not care so much about the PolisheverRhe subsidiary employees
believe that making an effort to trying to undenstéhe Polish employees and their
situation, would help to build better relations.eTteluctance to learn about the
foreign country and Polish mentality was recogniae@n obstacle in international
business. Also, forgetting that English is Polezad language, caused obstacles
in effective communication. Polish think of thema= to be more flexible than
their British colleagues. Many of the Polish respemts reported that British work-
ers do not go behind their responsibilities, wkiile employees from Poland try to
do as many tasks as possible. What is more, Paiskers think that all of the
employees from UK, not only the managing board ekfrem them more flexibil-
ity than from themselves.

Regular contact, constant communication and goonduage skills are the
most frequent answers in the survey for the Briésiployees. The common aim
of the company was also mentioned few times. Thpl@mees expected from its
vendor more flexibility and work to learn the large better so the communication
would be more efficient. The respondents from Peblanswered that first of all,
control from the management is crucial, especktiyne beginning of cooperation.
For those polled, it is also valid that both silage to learn from each other how
to behave, what to do and how to perform diffeasks. Observing others and
asking for help were acknowledged as key factoechieving the effective com-
munication between the countries.

There are similarities and differences in perceystiof mother-company and
its daughter-company on their considerations ofeating and maintaining trust in
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offshore outsourcing relationships. Both groupsaeemed that constant communi-
cation between the countries is a key to maintaénrelationship. Critical factors
are also trust and language experience for bo#ssifhat is more, both Polish and
British members of the company identified the imipoce of personal visits, both
in the home country as well as at the vendor cguitonesty was also mentioned
as one of the critical factors in maintaining teukir both parties. Majority of all
respondents also answered that asking for helptrbiglinelpful for the company
to manage the relationship. Both sides also coresidibat working together would
facilitate their work and tighten the relationsvee¢n them. It has been noticed that
knowledge and experience exchanges occur onlyformial basis and there are no
formal meetings between the company workers. Howelie company members
that successfully implemented the cooperation withoffshore unit, do not feel
any need of sharing their experiences. When it caiméhe cultural differences, all
of the company workers mentioned language andrdiffeaccents as an obstacle
in the effective communication.

The research showed that all of the company workerssatisfied with the
cooperation between both countries. Home countrgl@yees value the skills of
their colleagues abroad. Majority of the responslefdim that the quality of work
is maintained on the higher level and reduces céstghermore, the research
shows that almost all of the respondents are gtisfith the communication be-
tween two countries and that their trust their cakers. This leads to the conclu-
sion that mutual trust influences firm's offshamehiouse sourcing strategy.

4.2. EFFECTIVE COMMUNICATION

Most of the Holt Doctors respondents pointed tioatimunication is the main issue
in the offshore outsourcing process. One of thadleg suggested: “Whenever you
come across a problem or you don’t understand songet speak up. The key is
to clarify any misunderstanding as soon as possiblee process of communica-
tion is a complex process.

The process works not only from the side of the legg®s but also down-
wards. When an employee receives appropriate dovdha@mmunication from
management, he/she can better understand the raeisas) his/her work is more
efficient and the person is better motivated. Tée point is not to send only orders
and requests but also facts about organizationalsg@rocedures, viewpoints,
management decisions, so the employees are invidved of the company’s un-
dertakings and have a feeling that they constéugart of the company. One of
those polled in the survey writes: “the most impottfactor in managing relation-
ships is keeping in touch, keeping all parties avedireverything that's happening”.
Furthermore, team members have to be able to fggmtiblems together, analyse
alternatives and recommend solutions for the compBach of the company’s
members, no matter if a managing director or a wiook the lowest position have
to be able to communicate his/her ideas persugsivehe others.
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The environment in which we live or spend a lotiwfe, constitutes our way
of thinking and imposes specific meanings on thedaave communicate with.
One of the Holt Doctors respondents wrote thatdiffeculties in communication
is: “not being in the same office, it would be & éasier to work together if we
were, it would be better if we could see how eatkeioworks and what we do day
to day”. It happens that one side does not understandthieg, thus meaning of
symbols articulated by sender have different megimirthe mind of encoder. What
is more, all of the respondents noticed that lagguand use of different accents
and phrases might be an obstacle in effective camuation. One of the employees
noticed that: “as all others clear communicatiod baing as polite as possible es-
pecially via e-mail to avoid any misinterpretatiointone”. Again, the symbols are
used differently and the meaning of words is coutsd by the culture. Work-
ers communicating to each other from two differemintries have to pay special
attention to what they say and how they expressisbé/es as even single word
used inappropriately can be misunderstood.

Communication is not only verbal. When it come#hi® business, half of the
communication process occurs through emails ostédd there is no other form
of day-to-day communication than phone calls andilsmemployees have to also
pay special attention to what they write. This fasneven harder as the sender and
a receiver cannot hear the tone of the addresskit @1more difficult to express
feeling through writing. One of the respondentsteréclear communication and
being as polite as possible especially via e-noadvoid any misinterpretation of
tone” are the most important factors in the commatin. Business messages,
both formal and informal are an integral part étla@ communication process. All
of the ideas in written communication have to braraged logically and diplomat-
ically, in order to satisfy the encoder motivatihraractical and informational
needs.

Next to the many positive aspects of the studied dhe research also showed
dissatisfaction with certain issues. First of glpgraphical distance was viewed as
a boundary in the effective communication. Morejfrent visits would facilitate
the relations between the offices. The ineffecteenmunication due to the long
distance and very rare face-to-face meetings résulissatisfaction of work and
generates time waste. Additionally, implementatibthe offshoring process might
have been done without planning and deep invesgiigatto the country.

Differences in worldview, different cultures andvennments impose the
meaning on different words. Thus the viewpointaf €mployees from the mother-
company is slightly different from those of thedmn office subsidiary. Almost
everything that is done during the offshore outsmg process is prepared to
achieve the best value. That is why paying attertticthe relationship and culture
is such important factor. Cultural differences pagvent both parties from achiev-
ing the full value of their deal. Holt Doctors resplents noticed this relation. Some
of the views are very similar, however, there dighs differences in the under-
standing of the whole process of communication antbe respondents.
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The qualitative part of the survey indicates thexjfrencies of the presented
guantitative data. The questionnaire answers girel view on other offshore
outsourcing factors that constitute the effectiwsnef the company cooperation.
The results indicate the similarities between o#thods, since again, majority of
the respondents claim that the offshore outsourpmogess works and it is effec-
tive, basing on their experience. The researchaksdaif the offshore outsourcing
process is cost effective and half of the respotsdamswered that they agree with
the statement. 9% wrote that they totally agree38atof those polled disagreed
with it. What is interesting, the majority of thespondents from the group that
totally agreed that the process is cost effectiwgre Polish and those who did not
express their opinion on the statement were Bréisiployees. All of the respond-
ents agreed that qualified employees perform thlkestahus the quality of the busi-
ness process increases, and only 4% did not exihreisopinion. There were cer-
tain differences when it comes to the time, effentess and flexibility of the work-
ers from the offshoring country. 9% of the Britigspondents answered that they
strongly disagree that the offshored work is cdraat more effectively and 8% of
them claimed that it does not save time, when thislPdid not answer the question
negatively. What is more, over 30% of British rasgents wrote that their neither
agree not disagree with the statement that workkeosoutsource services are more
flexible so the quality of work improves when alrhaB of the Polish respondents
agreed with it.

Except from the slight differences between the amswf Polish and British
employees, all agree that the offshore outsoursreifective. Both countries are
culturally similar, thus the management board dusave any bigger issues con-
nected with the effective management. The resntiate that a combination of
low cost and good quality is critical to motivatents to outsource. However, the
managers have to remember that cost saving caenotrie the main motivator for
outsourcing.

5. CONCLUSIONS

Offshore SMEs outsourcing is relatively new, aneltiimber of studies looking at
the outcome is very limited (Mohiuddin & Su, 2018)nce the business services
are being developed, technology and globalisatimyness, companies can take
advantage of the offshoring processes, by focusingore competencies and rely-
ing on its subsidiaries or external service prorgdelowever, thorough market re-
search of the targeted country is required. Firatlpa comprehensive assessments
of the offshore subordinates have to be preparepigmantee fulfilment of com-
pany’s assumptions. Each stage of company’s opesatsuch as expertise, geo-
graphical location, local laws, financial stabiligtc. have to be considered. Edu-
cated workforce, strategic location, and a stroogestic market are also reasons
for choosing the service provider and the papewshbat these have positioned
Polish economy as one of the best investment dégtirs in Europe. The studied
case is a good example which confirms the recesgarehes regarding Poland
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which show the country as a leader in back-officivdies such as shared-service
and contact centres that provided 9% of FDI prsjectd almost a quarter of jobs
created (EY, 2015, p. 18).

According to Khan and Azeem (2014), “national crdfy “communication
style” and “difference in mutual understandingteircultural challenges have sta-
tistically significant differences. With regardshofstede dimensions, Great Brit-
ain and Poland are culturally similar. Except forer distance, other dimensions
between UK and Poland remain approximate whichsygportunities for suc-
cessful business between Poland and UK. The stunlyssthat slight differences
in behaviour are driven by historical past, howettee differences remain at very
low level and can be explained by constant and s$tormmmmunication.
Communication is a valid issue in the process fdhairing services. According to
Rai and Rai (2008), communication involves ensutitad a message has received
the target audience and that the receiver undeistand responds as the sender
expects. It also involves ensuring that the regdadees care to receive, understand,
interpret and respond to messages that are seimhtber. Regular communication
and maintaining trust between the countries isuaiat factor in the process. The
study proves that building common goals and pasitdlations helps to understand
the other side and facilitates working relationgdeient visits and listening to both
sides of the process help building trust and pasitelations and this in a conse-
guence influences the quality of services provitetthe company’s clients.

The studied example shows that captive offshormgributes to enhancing
firms’ effectiveness, however, the research revidas there are some obstacles
and they should be taken into consideration inhoffing processes. The Holt Doc-
tors agency started their services in 2010. Duguite short time of conducting
offshore operations and managing the office in ibkhe proper evaluation of the
operations is not entirely measurable. Offshorsg iong term strategy, thus the
results are measured and assessed only in a shorpériod. As this research does
not take into account personal observation fromUKeside, an extension to this
study is proposed. Finally, similar studies in ¢ketor would be useful, to compare
the significant determinants. Further research intissue of mutual trust in the
context of offshoring processes is recommended.
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Abstract:

The activities of transnational corporations bring many benéfitsalso threats in the host coun-
tries and the world. The phenomenon of CSR, SRI and FT has bmemgmrapidly in recent
years. The objectives of the article are: a descriptidheoparticipation of transnational corpora-
tions in raising the level of stratification of society in tiedh North and the poor South as well as
an analysis of processes related to liability and justiCerporate Social responsibility (CSR) and
Socially responsible investing (SRI), including the concept of Faide (FT) 3.0. Descriptive
method was applied in respect to the first goal, in the casscohd objective, the phenomena of
CSR, responsible investing and Fair Trade 3.0. were examined amide@sThis study confirms
prior voices that it is necessary to develop a new economy €dheray of social development —
oriented to increase the standards of living and prosperitytoasténulate economic growth and
social development influencing positively the reduction of sooidjualities. The originality of
this work lays in proposal a new concept of Fair Trade 3.0 anchitediits theoretical assumptions.
This is new concept of foreign trade is based on responsitiitityetds others” and “for others”.

Keywords: transnational companies; CSR; Fair Trade; responsible inegastm
JEL codes: F23, M14, F14

“There is one and only one social responsibilitybosiness — to use its
resources and engage in activities designed toeim®e its profits so long
as it stays within the rules of the game, whictoisay, engages in open
and free competition without deception or fraud”.

— Milton Friedman
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1. INTRODUCTION

In the era of globalisation and internationalizatad enterprises, the liberalization
of international trade and the removal of barrterinternational flows of goods,
services, capital and people growing division efworld into countries of the rich
North and the poor South (Mbaruku, & Mutalemwa, 201lman, & Soltés, 2015).
North are economically developed countries with deratic traditions, character-
ized by a high standard of living, but with the dmraphic challenges of an aging
population. South are economically undeveloped t@ms) often affected by pov-
erty, low and often decreasing standard of livihgeatened anarchy, wars or con-
flicts. The observed disparities in economic pagat technological and civiliza-
tion of these two parts of the world are the cafdebalance and a huge dispro-
portion relationship. Also growing criticism of theternational financial institu-
tions and transnational corporations (TNCs), whiaspecially since the outbreak
of the financial crisis of 2008 — are regarded @mpizations maintaining the cur-
rent world order. In the face of these developmertssions and threats in the ac-
tivities of those entities are becoming more frequdeas of responsibility and jus-
tice in business operations. The components ofiéseribed processes include,
among others, corporate social responsibility (C3&jponsible investment (So-
cially Responsible Investment — SRI) and the moveroéFair Trade (FT).

The objectives of the article are: a descriptiothef participation of transna-
tional corporations in raising the level of stratition of society in the rich North
and the poor South and an analysis of processat®delo liability and justice —
CSR and SR, including the concept of Fair Trade Bescriptive method was
applied in the first goal, in the case of secongadive. Article provides an over-
view of selected literature, a description of thdvaties of TNCs and their impact
on the processes of stratification of the popufatiad the ideas of justice and ac-
countability in the activities of those companies.

2. LITERATURE REVIEW

World literature presents numerous studies on efeionship between the trans-
national corporation’s activities and an issue eoning CSR, SRI and FT. Table
1 shows examples of a synthetic summary of thewalestudies results focused on
this subject.



Responsibility in the activities of transnationahtpanies

Table 1. Summary of research results focused on the relationship FGM8K, SRI and FT

Reference |

Garriga & Melé
(2004)

Subject

Classifications the main
CSR theories.

235

Conclusions

The findings suggest the necessity to develop atheary on thé
business and society relationship, which shoulegrate 4 di-
mensions: instrumental, political, integrative athical theories

Brammer, Jack
son & Matten
(2012)

Study the potential contri-
butions of institutional the|
ory to understanding CSH
as a mode of governance)

Corporations may support a business case foraf ktivities re
lsulting in what is commonly referred to as CSR.iBess re-
sponds by reflecting and shaping institutions wigjokiern the
broader economic, social and political systems.

Presentation the scheme
the formation of corpora-

(Gthe role of CSR in the processes of competitiveaathges for-
mation on the academic ground, the following tiad#l models

‘éﬁégi:‘(zoos) tions’ competitive ad- of competitive abilities analysis can be used:rtiuelel of five
vantages connected with |forces, the model of resource based approach anahddel of
CSR. network approach.
Connections between trapBringing TNC into the Fair Trade system is a comgrsial issue
Jastrzbska ional . | ved itively. C ¢ Fainde is aimed
(2012) national corporations not always perceived positively. Concept of Fa@de is aime

(TNC) and Fair Trade.

against the policies of giant TNC.

Forno & Grazi-
ano (2014)

Social movements in the
current economic crisis.

Description of analytical framework which will coinle social
movements and political consumerism theories bydog on
two basic dimensions: consumer culture and ideatity organi-
sational resources.

Dziawgo
& Dziawgo
(2015)

Selected aspects of CSR
the financial market.

iAfter many years of CSR promotion on Polish finaheervices
market — the level of knowledge and range expextatis low.

Capelle-Blan-
card & Monjon
(2012)

Popularity of SRI in news
papers and academic jou
nals.

The papers on SRI focus on financial performanagemesearc
is needed on a conceptual and theoretical groarghticular the
aspirations of SRI investors and the relationslefvieen regula-|
tions and SRI.

Child (2015)

Comparison of FT and S

Three hypotheses: the relation motivations hypashése mate-
Rial interests hypothesis, and the organizatioaredibility hy-
pothesis.

Zagpa (2013)

Effectiveness of investme)
in an index of socially re-
sponsible companies on
example of Polish Respe
Index.

The analysis of rates of return and risk Respetgtrcompared
%8 other Warsaw Stock Exchange main indexes inefictite

chievement by companies applying CSR higher retwith
ower risk.

Berry & Junkus
(2013)

Study of importance of Sd
cially Responsible Invest-
ing (SRI) for an investor.

Environmental and sustainability issues dominatigeasnajor
category associated with SR investing. Investoe$eptto con-
sider the SRI question in more holistic terms rathan using th
exclusionary format favoured by most SRI funds.

Zysk (2015)

CSR, SRI and responsibl
tourism in Visegrad Grou
(V4).

fe

eveloping CSR, SRI and responsible tourism in ilghe
zech Republic, Hungary and Slovakia can startaeara in
fairer trade on the international level.

Rogowski Analysis of the effective- |Observed differences between the effectiveneskssic invest-
& Ulianiuk ness of socially responsilfiment funds and SRI funds are small and / or sitit insignifi-
(2012) investment. cant.
In the long-term the way production itself is orgaal, needs to
Bieler (2013) The role of TNC in Free |be transformed. This will require completely difat trade ar-
Trade and Fair Trade. rangements, challenging more fundamentally thetabti social
relations of production.
Rodriguez, . . -, . .
Siegel, Hill- Complgx relatl_onshlp b_e- An _qgenda for gddmonal theoretical gnd empl_r_re:sbarch on
tween international busi- |politics, corruption and corporate social respoitigib- three
man & Eden }
(2006) ness (MNEs) and society}lenses on the MNEs.
Lund-Thomsen The drivers, main features, and conceptual undeimpgs of CSR
& Lindgreen |CSR in global value chairj8/easures proposed in the new cooperation paradigrardikely
(2013) to alter power relationships in global value chains

Source: own study.
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3. MATERIAL AND METHODS

In the face of — mentioned in the introduction eqasses, tensions and threats in
the global economy they are increasingly presemtideas of accountability and
justice, also undertaken by transnational corpanati The objectives of the article
are:

1. a description of the participation of transnatiooatporations in raising the
level of stratification of society in the rich Nbrand the poor South;

2. an analysis of processes related to liability arstige (CSR, SRI) — including
the new concept of Fair Trade 3.0.

The author makes the following hypotheses: tram@nait corporates activity
is an important factor affecting the deepeninggion of the world into rich and
poor, companies will develop activities in the acd&SR (especially in Version
3.0) and SRI with a growing number of investorsling to trust companies that
pursue a strategy based on a system of ESG fg&nvwironmental, Social, Gov-
ernance) and indices that facilitate this typehadices. But in the area of FT (with
growing turnover year after year) should be progos®v idea: foreign trade based
on responsibility “towards others” and “for othersFair Trade 3.0.

In the article has been used statistical data a@ailfrom annual reports of
organizations dealing with the problems describede h(EUROSIF, USSIF,
Fairtrade International), data from UNCTAD and taport of The Fortune Global
500 Companies List in 2015.

4. RESULTSAND DISCUSSION

4.1. TRANSNATIONAL CORPORATIONS, GLOBAL VALUE CHAINS
AND SOCIAL INEQUALITIES

The today’s world economy is the interdependencamulfiple systems and com-
ponents. Globalisation in the economic sense Isltzatjsystem of flows of goods,
services, capital and people (Wach, 2014). We obgbe growth of the phenom-
enon of internationalization processes of markesates, production, logistics and
distribution. Companies operating in this environtriatroduce and implement ho-
listic strategies for global action on an interoaél scale. Global value chains al-
low companies to specialize in the implementatibthese processes where they
are most competitive, which often means separatfdhe different stages of the
production process geographically distant countiaggions. One of the elements
described according to the relocation of actiokenaby the company to produce
and sell certain product or service (Porter & Kran2906, pp. 78-92). Is distin-
guished by the following set of forms of relocatimndules value chain enterprises
(Oshriet al.,2009, p. 15):
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1. in-house sourcing — delocalisation of module vathain through internal
ownership structure the company and the countwhiich it is located; it ap-
plies to greenfield investments, brownfield invesits, joint ventures, strate-
gic alliances, cooperation agreements;

2. outsourcing — delocalisation of the company's vahan module to an exter-
nal provider located in the same country as ansitorethe scope of analogous
asin “1”;

3. offshoring — the delegation of the module valueirtheithin the ownership
structure of the company, but outside the coumtnyhich it is located; it ap-
plies to contracts for suppliers and cooperation;

4. offshore outsourcing — the transfer process arfdfation of the value chain
to an external provider located abroad, the scépmalogous as in “3".

The activities of major market participants (treetsmnal corporations and
their foreign affiliates, banks, financial institbts and investment funds) brings
many positive effects, such as reducing the distaricivilization, the impact on
economic development, creating and liberalize irdgonal trade, increase com-
petitiveness, the development of techniques arthtdogies, the creation of jobs,
introduction of modern management methods and iwipgathe quality of goods
and services. On the other hand, the above-metigreeips of companies are in
a very special way responsible for your interactiafith the countries of operation
and for local communities, because they have dfiignt impact on the shape of
the reality in which we live. Famous internatiosehndals such as tax avoidance
evasions, creative accounting practices (due twiplie “greed is good” — guided
by short-term benefits), overstating profits, maégions of emissions in diesel
engines (the latest Volkswagen’s scandal), gidhobs in violation of tax laws in
Luxembourg, environmental devastation and destrnaif livelihoods of the pop-
ulation (last deforestation in Indonesia; it had hassive environmental and social
impacts), human rights violations, deliberate hskl assessment or creating fraud-
ulent financial instruments. Often companies irimyally causing local conflicts
(especially in the fight for access to natural teses), deprive wages, acquire land
and crops (coffee, cocoa, bananas), they did nasubits activities with local
communities, and in the case of litigation do nay gourt-awarded damages —
which in turn leads to a deepening social inegieali&nd deterioration in the stand-
ard of living societies. Transnational corporatiamsl their affiliates generate ap-
prox. 70% of the turnover of world exports and impdUNCTAD, 2015), often
their revenues exceeds the average GDP of countrieis impossible not to notice
the correlation between the activity and the realit the entities described eco-
nomic, political, social and ecological modern wiorl

! Corporations avoiding paying corporate incomeitaRoland might deprive even 46 billion PLN annyatic-
cording to a report for the European Commissiorrgeean Union, 2015).

2 For example GDP in 2014 (billions USD): Norway 994 Austria — 437, Iran — 416, Thailand — 405; reies
in 2014 (billions USD): Walmart — 485, Sinopec Gueud47, Royal Dutch Shell — 431, China Nationatéteum
— 428 (Fortune, 2015; UNCTAD, 2015).
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As already mentioned the activities of these powerfas demonstrated above
— companies leads to social inequalities in thddvand worsens the living stand-
ards of populations and living conditions. Richpmmations changing their busi-
ness strategies, cost, wage (and pricing modetswatih effective use in practice
the idea of accountability and justice could affeetn a small increase in real in-
comes the poorest sections of societies.

4.2. JUSTICE AND ACCOUNTABILITY INTHE ACTIVITIES
OF TRANSNATIONAL CORPORATIONS

Because of the actions of corporations in the nagggmarket, speculations finan-
cial institutions and excessive creation of mongyhe banks appeared the global
financial crisis of 2008-2010. It changed the syst# economic forces in many
economies and infringed the balance of global egoneelations. This situation
calls to ask questions about the goals of furtleeetbpment of the economies and
the roads leading to the realization of these taSkaes of crisis and recession,
most often tend to in-depth analyses about theofalempanies operating globally.
Part of transnational corporations realizes thatilgher position in the global mar-
ket also increases their responsibility for theimmment and relations with stake-
holders. In order to improve these relations angrave its image of a company
involved in the promotion of such forms of actiancarporate social responsibility
(CSR), investment socially responsible (SRI) andtsrdoings take into account
created by the International Community Fair Tradesement (Fair Trade). What
is important — consumers (and stakeholders) hagerbbe more aware of the pos-
sibility of corporations and their impact on theseanment. Consciously they be-
gan to require economic operators a fair, transypaned ethical code of conduct —
instead prefer to purchasing goods, using the ses\and investing in the assets of
those companies that take into account the propalistussed in their business
strategies. Hereby the customers have an impattieodevelopment of the econ-
omy.
The latest form of corporate social responsibititthe idea of CSR 3.0, which
further broadens the activities of companies. \6erd.0 has evolved from classic
CSR activities (CSR 1.0) with idea “good behavlmcause it is good” and from
CSR 2.0 with the concept of responsibility for paimg joint relations with cus-
tomers and suppliers (Garriga & Melé, 2004, p. Bdgmmeret al., 2012, p. 4;
Jugius & Snieska, 2008, p. 36). In the concept of G3Rhere are no longer local
initiatives undertaken within the framework of googbperation with local gov-
ernments, but global cooperation corporations, gowents and international or-
ganizations to create new commercial connecticBnancial and social. Partner-
ship "state — corporation — NGO" as a determing®R@G.0 gives synergies and
aims solution described in this paper problemsefjuality on a global scale. In
case of a financial crisis in 2008-2010, the efeaxt which are felt to this day,
governments reduced their involved in activitiegnprove the quality and stand-
ard of living in the poor countries of the Soutldahocated funds to stabilize their
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economies. Corporations have decided to fill the igathe activities of govern-
ments and non-governmental organizations, howéserpt just a philanthropic
activity, as part of the CSR strategy 3.0. Takimg iaccount the rapidly changing
market, corporations want to create links withgngficant today, customers who
in the future may become an important businessiearfn example of partnership
between the state — corporates action in the U8revhe project is implemented
in the field of energy under the name "Power Affi@dSAID, 2015). Project in-
cludes the collective resources of the US Govermymidnican governments, the
World Bank, the African Development Bank, the Goveent of Sweden, the Eu-
ropean Union, the African Union, the United Nat®Sustainable Energy for All,
and more than 100 private companies, e.g. Citi,e@arklectric, Goldman Sachs,
JCM Capital, Nedbank, Shell, Standard Bank, Symisiower. Another example
of cooperation between corporations, governmerddN{BOs is the activity of The
Climate Group. The Climate Group (2015) is an awairthing, international non-
profit with offices in Greater China, North Amerjdadia and Europe. This organ-
isation helps leaders to pass to a prosperous #ton economy, driven by the
rapid scale-up of clean and renewable energy. pieSeber 2015 CDPand The
Climate Group released a report showing that owdr hajor companies (e.qg.
Bloomberg, Dell, HP, IKEA, HSBC, Nike, Phillips, ¢uter & Gamble, CECEP),
states, regions and cities around the world hawenutied to reducing their green-
house gas (GHG) emissions by 80-100%, or procurii$o of their power from
renewable sources.

Since the nineties the twentieth century socialponsible investing is gain-
ing popularity both in Europe and in the Unitedi&aand other countries. Accord-
ing to data from European SRI Study 2014 (Eur@€if,4), European Responsible
Investing Fund Survey 2015 (KPMG, 2015) and ReparUS Sustainable, Re-
sponsible and Impact Investing Trends 2014 (US30ED) in the years 2002-2014
SRI market size in Europe grew from 0.3 to 13.Midri EUR, and in the USA in
the period 1995-2014 grew from 0.6 to 6.5 trillild8D (Zysk, 2015, p. 171). Itis
worth noting that investors who take into accotnet ¢riteria of ESG factors (En-
vironmental, Social, and Governance) in the stmecti the investment portfolio,
they need quality information about CSR strategysped by the company. An
increasing number of socially responsible indeses iesult of growing interest in
the topic of SRI (Capelle-Blancard & Monjon, 20p2242; Berry & Junkus, 2013,
p. 709). The purpose of such indices is to progidéal standards for identifying
the socially responsible, invest in them, and meaguheir results in the area of
economic, social and environmental. In additiospahey serve as part of facili-
tating investment decisions, and also allow miningzthe costs of acquiring in-
formation.

3 CDP (formerly the Carbon Disclosure Project) gi@bal not-for-profit organization, founded in 2080d head-
guartered in London. It pioneered and provide tbddis only global natural capital disclosure systehere over
4,500 companies, representing over 50% of the rhaggtalization of the world’s largest 30 stoclckanges,
and 110 cities from 80 countries (CDP, 2015).
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Companies aspire to qualify for social indices.sTitgiquires on their part un-
dergo voluntary social audit, and what that entaiéking available a range of in-
formation, the involvement of significant resourcpsoperly prepared staff and
time. The company’s membership to socially resgdasndex confirms its social
orientation and the desire to build long-term vdhreshareholders, taking into ac-
count the social aspects. There is an increasimgoeu of indexes in the world,
which role is to promote and disseminate the egsehcorporate social responsi-
bility. Among socially responsible indexes we slibmiention the Dow Jones Sus-
tainability Indexes (the world’s first stock indhsting of socially responsible com-
panies, specifies 10% leading companies in thd GiEkustainable development of
the 2500 world's largest corporations belongingh® Dow Jones Global Total
Stock Market Index), The MSCI KLD 400 Social Indgxe world's first American
index based on ESG criteria, includes 400 comp4nike FTSE4Good Index (de-
signed to measure the performance of companiesmgmting strong ESG prac-
tices), and The Ethibel Sustainability Index (camtaa variable number of shares
from companies that are included in the Russelb&llédndex and display the best
performances in terms of CSR, the index collectapanies from Europe, North
America and Asia Pacific.). These indices are aittitove and consequently are
the most commonly used in making an investmentitati{Rogowski & Ulianiuk,
2012, pp. 64-81) and they are becoming more ane mopular, as evidenced by
the above-cited data.

264 29
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Figure 1. Fair Trade turnover worldwide in 2004-2014 (inibfl EUR)
Source: author’s calculations based on Fairtrade International ARepalts, years 2003/2004-
2014/2015 (WFTO, 2016).

The Fair Trade movement promotes the idea of td@srof the game in the
area of international trade (Mohan, 2010, p. 1% phenomenon of Fair Trade
becomes the impetus to liberalization of accessdikets in rich countries of North
and covers more and more countries around the vibttbre, 2004, pp. 73-84;
Dragusantet al, 2014, p. 220). The international Fairtrade sysitectudes three
producer networks, 25 Fairtrade organizations,tiéale International, and FLO-
CERT, the independent certification body of thebgld-airtrade system (Fairtrade,

4 Founded as Domini 400 Social Index in 1990.
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2015). According to a recent report “Global charigeal leadership, Annual Re-
port 2014-2015" prepared by the organization Feid€ International in 2014 cus-
tomers in more than 125 countries developed ecaraiyispent on Fair Trade
products (32,000 types of goods) for 5.9 billionEELThis is an increase compared
to 2013 by 10%. Figure 1 shows the change in s#lge®ods FT in the world in
2004-2014.

Turnover of Fair Trade goods in the world from 2@04he end of 2014 was
almost seven times larger (from 0.83 billion to bildlon EUR).

FT creates opportunities for economically disadagat producers, ensures
no child labour, forced labour and good workingditions. One of the basic prin-
ciples is respect for the environment (WFTO, 20I%)e Fair Trade market has
many documented benefits for a farmer, includiggaranteed floor price and ac-
cess to credit. In the initial phase of developnwdrihe Fair Trade movement one
could reach conclusions that besides the fightregainfair practices by corpora-
tions selling fair products was not associated waithivities of these companies.
However, it turned out that corporations have ogtegbin this rapidly growing
movement instead of an active struggle against Rieferred care about their pos-
itive image than entering into conflict. There aiteations when companies use the
Fair Trade mark only for marketing purposes, irndto market several products
with the symbol of FT, thereby building their owthieal face of the brand, but the
rest of the production run in a manner that comttadhe principles. Sometimes
there is also the use of double standards — @atiibin includes manufacturers, but
does not include employees' rights in supermarketscoffee networks that sell
a product Fair Trade

FT growth shows the commercial viability of an aggarh to business based
on transparency and respect. Purchasing Fair Deods gives consumers a direct
way to help reduce poverty around the world. Iterenthan just trade. It's about
relationships between buyers and sellers — lelf$tia model Fair Trade 1.0. How-
ever, the branding and mass production of the B&léshas made it difficult for the
market to retain the solidarity connection betwprrducers and consumers. It has
been unable to create the kind of economic indegrereinecessary for farmers to
escape from periodical debt. Nowadays, fair trathels are often employed simply
to target ethical consumerism, and they seldonecefh sincere relationship be-
tween producers and consumers. So — at West Vardginiversity (WVU) in the
USA — appeared the idea to use the coffee indastey/tool for promoting interna-
tional solidarity and cooperative development. disvdecided to call this initiative
WVU Fair Trade 2.0 (WVU Fair Trade, 2015). The paijconcept involves direct
cooperation between with cooperatives from Cemrakrican countries that pro-
duce coffee, co called “First Hand Coffee”. Theugras now selling the coffees
under the label First Hand Coffee at multiple ldtaiations on the WVU campus,
through a partnership with the university’s dingegvices department. The concept

5 The outstanding challenge for Fair Trade is tobss the corporate conscientisation evident inatiies like
the Starbucks-backed Fairtrade Access Fund (BoR@8).
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of “First Hand Coffee” shows that producers notyordceive a base price above
that offered by fair trade labelling, but that taege percentage of profits normally
allocated for marketing and branding (around 80%4hstead absorbed by volun-
teer labour and reinvested into coffee producingroinities.

This is definitely a small — although lofty — lodaltiative, but has affected
the author's idea for a new concept: Fair TradeAs8umption idea is to exclude
intermediaries (which are often transnational coapons) and use in the develop-
ment of responsible international trade in so-cdipwer of big cities”. According
to the AT Kearney report “Global cities. The raceealerates” more than half of
world’s population lives in cities, and by 2025tthamber is projected to reach 60
% (ATKearney, 2015). According to the McKinsey Giébnstitute “Urban world:
Mapping the economic power of cities” from 2011yo800 urban centres generate
about 60 % of global GDP (McKinsey & Company, 20Mile 600 cities will
continue to account for the same share of globaP @D2025, this group of 600
will have a very different membership. Over thetriExyears, the centre of gravity
of the urban world will move south and, even maeeisively, east.

Theoretical assumptions of the project Fair TrafeaBe as follows:

1. the greatest cities in the world use their strerfgtbwer of big cities”) and
begin to cooperate with manufacturers of the prtglbair Trade;

2. there are created urban companies (for example aoiep dealing with en-
ergy, water, litter) and they trade FT goods deiige them directly to end
users in schools, universities, local institutiansl offices or ordinary custom-
ers (e.g. vending machines for coffee, cocoa, basdlowers, tea or juice);

3. it is used volunteer and student placement asra @drpublic education, as
well as prison labor as a kind of re-education;

4. producers receive a good base price above thaedffgy fair trade labelling
and transnational corporations;

5. in the further municipal companies would form joweintures with producers
in poor countries of the South, would be organiaezystem of certification
and own logistics (TSL industry).

So organized process would exclude many traderslésélers, retailers) and
as a result would be profitable for all partieshaf transaction. This is new concept
of foreign trade based on responsibility “towartisens” and “for others”. Author
of the concept realizes that the idea requiresitation of accurate pricing models
and calculations; they will be the subject of ferthesearch.

5. CONCLUSIONS

The world economy at the present time is a systecomnected vessels. The pro-
cesses of globalization and internationalizatiorbo$iness activities resulted in
rapid growth of transnational companies. Methodplofplanning and organiza-
tion of production, management methods and creatiagegies has been changed,
which gave effect to increase productivity and maze profits. In addition to the
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many positive effects of the phenomena there aeradgative effects of these pro-
cesses: opening of the income shears, impoverighoherlarge part of the world's

population, expansion of the disparities betweercthuntries of the rich North and
the poor South and the degradation and over-egpilmit of the environment.

One of the many proposed solutions — which cardbatified as a result of
this article — aimed at eliminating these dispesitare: the development of corpo-
rate social responsibility, responsible investmmmd promote Fair Trade move-
ment (maybe the concept of FT 3.0) — especialtynies of economic crisis. The
crisis has deepened the unethical behaviour o$ii@ional corporations, no sense
of responsibility for their decisions, excessivsiteto get rich at any cost, ordinary
theft and fraud. It is worth to remember requiretaesf the new economy — the
economy of social development — oriented in busin@actice on increasing the
standard of living and prosperity, and which stiates economic growth and social
development influences the reduction of social iraditjes. The author is fully
aware that concept of Fait Trade 3.0 is not sdiealtly justified - this issue will be
the subject of further research.
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Abstract:

The objective of this article is to identify the barriergégulatory frameworks that affect SMEs
and entrepreneurs’ participation in the international markéisidea was tanalyse how regula-
tory framework affects an internationalization of Small retlium Enterprises (SMEs). Member
states differ significantly in the way in which they regeltite establishment of new businesses.
The reduction of legal burden in European Union is a top-prioatyonly for the European Com-
mission but also for national legislators. A competitive and mlymaconomy requires an adequate
regulatory framework so a business friendly environment for existingatedtial small and me-
dium-sized entrepreneurs must stay one of the European Unian'shijectives. The contribution
of this article is to analyse how regulatory frameworks affezinternationalization of Small and
Medium Enterprises (SMEs) and suggest ways to overcome therbaoriSMEs and entrepre-
neurs’ participation in the international markets.

Keywords: small and medium-sized enterprises (SMESs); regulatomewaork; internationaliza-
tion; legal form; freedom of establishment
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1. INTRODUCTION

European internal market and globalization prodesge erased the barriers of
trade, developed competitive environment and magheficant changes on entre-
preneurial enterprises. Theory defines businesrgniges in terms of small and
medium enterprises (SMEs) on the one hand and kmggrprises on the other.
With their specifics, SMEs differ significantly inolarge enterprises.

According to the latest Annual report on EuropeMES of European Com-
mission, small and medium-sized enterprises (SM&mesent more than 90% of
all businesses in the EU, and form the backborseHiropean Union's econorhy.

! Same Annual Report shows that in 2014 SMEs acedufior 99.8% of all enterprises in the non-finahbizsi-
ness sector in the EU28. For every?ahland surface, the EU has an average of five SNoreover, in 2014
SMEs employed almost 90 million people — 67% oéltemployment, and generated 58% of the sectotigeva
added.



248 Sanja Gongeta

The market for small and medium-sized enterpriS&Es) worldwide plays a key
role in shaping and developing the economy (Roz&@k5). Support for SMEs is
one of the European Commission’s priorities formrexnuic growth, job creation and
economic and social cohesion (McLaughlin, 201329). On average about 13%
of all SMEs in the European Union invest abroaddust to their size, SMEs realize
additional challenges when doing business abroekiafld & Kerber, 2013, p. 3).

Considering Internationalization as an importanangof enhancing SMEs’
long-term growth and survival, the objective ofsthiticle is to identify the legal
and administrative barriers in regulatory framevgotikat affect SMEs and entre-
preneurs’ participation in the international maskdthe reason for studying regu-
latory frameworks impact on the internationalizat®MEs is the fact that the reg-
ulation of entry, as one part of the Economic ratjahs, is in the TOP 10 burden-
some EU laws identified by SMEs (European Commiss2913).

The structure of the article is as follows. Aftefiding small and medium
enterprises (SMESs), in section three, the artid@yses the role of SMEs in na-
tional and international economy and detects adimative and legal burdens for
internationalization process of SMEs. As earlied &uropean Union's regulatory
framework for small and medium enterprises showeelket one of the burdens for
internationalization of SMEs and many Member Statesady adapted their legis-
lative frameworks to the requirements of entrepuesie

For the purpose of this article, author compareastiey empirical studies on
how the regulation of entry affects doing interaatilly business of SMEs and in
addition, author does a descriptive overview of SNExporting Landscape in se-
lected countries.

The contribution of this article is to analyse heavious European regulatory
frameworks affect the internationalization of Smald Medium Enterprises
(SMEs) and to suggest ways to overcome the batoeBdMEs and entrepreneurs’
participation in the international markets. Coniuasbrings analysis of the latest
European Commission’s regulation proposal for bessnfriendly regulatory
framework.

2. MATERIAL AND METHODS

For the purpose of this article, it is made a dptige overview of small and me-
dium sized enterprises role in national and intéonal economy through the num-
ber of employees in SMEs and their contributionational and European Union’s
GDP. The EU Commission, Eurostat and data availabiecent literature are used
in the article. For the definition of small and med sized enterprises qualitative
and quantitative methods are used. Then, the aattadyses and compares the the-
oretical literature to identify regulatory burdeons small and medium sized enter-
prises internationalization but also to answerdhestion does the legal form ef-
fects the internationalization of SMEs.

At the end, the article analyses the latest Eunog@nmission’s regulation
proposal for business friendly regulatory framework
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3.LITERATURE REVIEW AND THEORY DEVELOPMENT

There are two main strands of literature dealinidpwhie problem addressed in this
article: the literature on SME internationalizatiand the literature on corporate
law. The literature on SME internationalization ripsleals with defining SMEs
and reasons pro and contra internationalizatiocBMES (Singer & Alpeza, 2015;
McLaughlin, 2013, Calabro et al., 2009; Mohanty &ndi, 2010; Molyneux, 2015)
The literature on corporate law deals with legairfe of SME$ and legal burdens
for internationalization of SMEs (Becht et al., 800jankov et al., 2002; Djankov,
2009; Eckardt, 2014, Purnhagen & Rott, 2014). Tiiela is in the spirit by Becht
et al. and Djankov et al. (2008) as well as by Etké2014). Becht et al. (2008)
studied how the decisions of entrepreneurs of wteenecorporate affects deregu-
lation of corporate law, while Djankov (2009) pretedata on simplifying entry
regulation of entry in 116 countries.

The main hypothesis thus states that friendly e#guy frameworks have
a positive impact on internationalization of SMsl dhat countries with low cost
of business entry are more attractive for entregues (H1) First, to define small
and medium sized enterprises, it is necessary t@marvey of the literature on
SME internationalization and then the literaturecormporate law.

Table 1. Classification criteria of micro, small and medisimed enterprises

Number

Annual turnover

Annual balance

Enterprise category of employees (EUR million) sheet total
EU/Croatia EU/Croatia EU/Croatia
Micro <10 <2 <2
Small <50 <10 <10
Medium-sized < 250 <50 <43

Source: adapted from: Singer & Alpeza (2015); McLaughlin (2013); OER0D5( p. 17).

There are similar definitions of the term SME. THigropean Union defines
SMEs as micro, small and medium sized enterprigeaking it an odd abbrevia-
tion since the introduction of the ‘micro’ categp(European Union, 2003, p. 36).
The three criteria used by the EU to assess whathenterprise is micro, small or
medium-sized are the number of employees (or hesdjathe annual turnover
(the sum received for goods and services in a yaat)the annual balance sheet
total (the total value of the assets or propertyhefenterprise, less the amount it
owes), (McLaughlin, 2013, p. 29; Singer & Alpez&13, p. 11). Table 1 shows
classification criteria of small enterprises in &ean Union and Croafias the
small and open economy and the youngest Europasmraember.

2 with special accent on Limited liability legal for

3 Criteria for classification of entities in the dinand medium enterprise sector in Croatia arengefiby the
Accounting Ac{Official Gazette, NN 109/07, 54/13) and timall Business Development Promotion(&dficial
Gazette, NN 29/02, 63/07, 53/12, 56/13).
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According to above-mentioned criteria, a micro gumise is defined as an en-
terprise that employs fewer than ten persons aras/hnnual turnover and/or an-
nual balance sheet total, does not exceed twoomiliUR.

A small enterprise is defined as an enterprisedhgiloys fewer than 50 per-
sons and whose annual turnover and/or annual lakrert total, does not exceed
ten million EUR. A medium-sized enterprise is definas an enterprise that em-
ploys fewer than 250 persons and whose annualvarmones not exceed 50 mil-
lion EUR or whose annual balance-sheet total doeexceed 43 million EUR.

3.1. THE ROLE OF SMESIN NATIONAL
AND INTERNATIONAL ECONOMY

Small and medium sized enterprises play significal# in national and interna-
tional economy. Despite last financial crises, emplent in the SME sector re-
mains positive and it can be said that in the tyinst century to date, in the EU,
new jobs have been created primarily by SMEs, gdailge companies.

In the European Union, SMEs account about 99%ldfuasliness enterprises
and 67% of all employment. McLaughlin (2013, p. 28)presents data that this
figures in the UK are 99.9% and 59%, although, fiednout that we must take care
in interpreting the figures, as they are not diyecomparable due to different un-
derlying methodologies used to compile them. Sirdlata brings Buliga (2014,
p. 5) saying that 99% of all German enterprisessanall and medium-sized and
they employ about 60.7% of the working populatidecording to the German
Federal Ministry for Economic Affairs and EnergydafAG Mittelstand”, SME
sector in Germany created a total of 250 000 né8 jo 2014 (Federal Ministry
for Economic Affairs and Energy, 2016).

Table 2 is overview of SMEs in the private busingsstor, number of their
employees and value added in selected Europearrigsiin context of SMESs role
in national economies.

As seen from the statistics, Small and medium sergdrprises create most
of all new jobs in Europe, and they contribute gigantly to economic growth.

The good condition of SMEs affects the state ofdkerall economy both
locally and globally (Rozstek, 2015) Globalizatioas faded the barriers of trade
and development and made a competitive environnf@ntSMEs (Mohanty
& Nandi, 2010). Many SMEs have discovered thatr@nBales present opportuni-
ties for exporting and are finding innovative Idgial solutions to reach global
customers (UPS, 2014, p. 7). Table 3 brings outveanview of SMEs Exporting
Landscape in selected countries.

4 According to the Annual Report of European SME&4R015, the tentative green shoots of growth df320
gained in strength in 2014. Namely, in 2014 EU28ESilue added grew by 3.3% and employment by 1.2%,
while in 2013 value added grew by 1.6% and employndeclined by 0.5%. However, not all Member States
shared the positive 2014 experience — SMEs in Gy@Bweden, Croatia, Greece, Italy and the Czeclulftiep
showed a decline in value added, which in the c€<gyprus and Italy was also accompanied by a rémlun
employment.
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As it can be seen, small and medium sized entepisBelgium, the United
Kingdom, and the Germany send the highest numbsghipfments outside the Eu-
ropean Union. The United States is the most likxgort country destination for

Table 2. SMEs and national economy in 2015

Country

SMEs

(in all businesses)

National
employment

Austria 99.7 67.7 61.2
Belgium 99.8 69.3 61.4
Germany 99.5 62.7 54.4
Croatia 99.7 67.9 54.1
Italy 99.9 79.6 69.5
Poland 99.8 50.0 68.8
Slovenia 99.8 72.7 63.0
United Kingdom 97.7 51.0 53.0

Source: own study based on: Singer & Alpeza (2015); European Gsiom{2015).

SMEs shipping outside Europe. Among those expoudimgide Europe, 53% are
exporting to the United States, 49% to countrieSunope outside the EU and 47%
to Asia. The United States is the top-ranking ekpountry for SMEs in the UK
(54%), Belgium (40%), and Italy (40%). (UPS, 204411)

Table 3. The number of SMEs shipping

Country | InsideEU / % | OutsideEU /% | Total / %
Belgium 96 75 171
Germany 81 14 95
Italy 16 4 20
Poland 18 1 19
United Kingdom 90 43 133

Source: adapted from: UPS (2014, p. 10).

3.2.INTERNATIONALIZATION OF SMES

Internationalization has been defined as “the @®dy which firms both increase
their awareness of the direct and indirect infleatinternational transactions on
their future, and establish and conduct transastigith firms in other countries”
(Bearmish, 1990, p. 77, in: Calabro et al., 20089%). Traditionally, way of mak-
ing individual companies present worldwide was ekpad import. Another ways
of internationalization SMEs are alliance or sulasids and branches and joint
ventures abroad (Mohanty & Nandi, 2010; Europearsifdzss Development
Group, 2016).

Thinking about the internationalization of SMEs tjuestion is what are the
motives for internationalization of SMEs? Many SM#sw Europe as the new
domestic market and are now looking for marketthfurafield. Therefore, we can
say that access to new and larger markets is tiveregson for internationalization
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by SMEs that export or have establishments abfeadSMEs that have only im-
ports, this access is not a more frequent motiaa ticcess to know — how and
technology, or high production costs on the dorestrket. Still, not of all SMEs
tend to be international and there are two maisaes for that. One of the reasons
for no internationalization of SMEs is the factttkaternal barriers are two high.

Currently, there are 21 million SMEs in Europe, awdn though 25% of Eu-
ropean SMEs export to countries within the Europdaion, only 13% does busi-
ness outside the European border. Speaking aboders) they can be divided in
interrslal and external. For the purpose of thicketihe focus is on external burdens
only.

The regulation of entry, as one part of the Ecomamgulations, is in the top
ten burdensome EU laws identified by SMHsast global financial crisis has
brought changes in Europe’s financial regulatoayrfework that also led to financ-
ing problems for SMEs. Their situation further cdicgites the European economic
crisis, which led to a fragmentation of financiadmkets in the euro area. Belke and
Verheyen (in: Calciano et al., 2015) deal with tlesv tools for the financing of
SMEs, which face problems such as information asgtries, when trying to ac-
cess funding.

3.3. REGULATORY FRAMEWORK ASBURDEN
FOR INTERNATIONALIZATION OF SMES

Countries differ significantly in the way in whithey regulate the entry of new
businességDjankov et al., 2002). Size, to some extent, meitrees the legal rules
applicable to a company registered under the Coiapahcts and to an LLP.
(McLaughlin, 2013)

As earlier said, registration (or cost of entryg,ane part of the Economic
regulations, is in the top ten burdensome EU lalestified by SMEs. When sur-
veying the regulation of entry Djankov et al. (2D@2me to the following conclu-
sions: The number of procedures required to stag firm varies from the low of
two in Canada to the high of 21 in the Dominicapi#ic, with the world average

5 Available results show that more than 30% of titernationalized SMEs perceive no internal barrershe
internationalization process at all.

& The following EU laws have been identified by SMé&sthe TOP 10 most burdensome EU laws: REACH (Reg-
istration, Evaluation, Authorisation and Restrintiof Chemicals); VAT — Value added tax legislati@eneral
Product Safety and market surveillance packagepgretion of professional qualifications; Shipmenfavaste

— Waste framework legislation — List of waste aaddrdous waste; Labour market-related legislafaia pro-
tection; Working time; Recording equipment in rdeghsport (for driving and rest periods); Procedu the
award of public contracts (public works, supply @edvice contracts); Modernised customs code.

" To meet government requirements for starting ®raie a business (in 2002.) in Mozambique, an jreneur
had to complete 19 procedures taking at least 14hbss days; an entrepreneur in Italy neededlimvfd 6
different procedures, and wait at least 62 busidags to acquire the necessary permits. In con@astntrepre-
neur in Canada could finish the process in two @agscompleting only two procedures.

8 The Companies Act 2006, for example, applies figgsous public disclosure and audit requiremeatsrhall
and medium-sized companies, as those terms aneedeifi the Companies Act 2006 (as amended andesuppl
mented by the Companies Act 2006 (Amendment) (Astand Reports) Regulations 2008 (SI 2008/393).



Regulatory framework as the primary reason fori(iejnationalization ... 253

of around terl. The minimum official time for such a start-up \&tifrom the low
of two business days in Australia and Canada tchige of 152 in Madagascar,
assuming that there are no delays by either thiécappor the regulators, with the
world average of 47 business days. A large acadkimiature has followed: 201
academic articles have used the data compiled agkoy et al. (2002) and subse-
guently by the World Bank.

Simplifying entry regulation has been a populaonet since the publication
of Djankov et al. (2002). In the context of burdeaghe internationalization of
SMEs, it should be noted that 193 reforms took giacl16 countries (Djankov,
2009, p. 183).

Limited liability legal form plays an important mlin supporting entrepre-
neurial activities. Private limited enterprises@aat for nearly 60% of all SMESs in
the EU-28. SMEs react to incentives resulting fdifferences in minimum capital
requirements in different member states (Eckafit4?. Some of significant regu-
latory reforms of corporate law, made for that ceasvhere those in United King-
dom’s Company Act 2006, Germans “Gesetz betreffdiedGesellschaften mit
beschréankter Haftung (GmbHG)” in 2008, but also dkiger European countries
such as Spain, Austria, France and Croatia. Tloemafwere in field of company
law and regulation of the most used legal form SMBrivate limited company
(Ltd.).° Becht et al. (2008) as well as Eckardt and Ke(@@i3) found empirical
evidence that companies migrate to member statbdavier costs of establishing
a limited liability enterprise.

To this end, through the Small Business'AdEuropean Commission pro-
posed a number of measures to support SMEs in gleagrwell as concerning
internationalization (Eckardt, 2014). Knowing ti8Es can thrive best in a busi-
ness environment in which regulation respects peeific needs of SME, the Eu-
ropean Commission has put the interests of SMestlve core of its smart regula-
tion agenda. The Commission follows the “Think Sriaist” principle, which re-
guires that impacts on SMEs be taken into accotetrvdesigning legislation and
that the existing regulatory environment be sinmgadifso that SMEs find it easier
and cheaper to comply with regulatory requiremé¢hEMO/13/68). One of the
latest documents for business friendly environnieRegulatory Fitness and Per-
formance Programme (REFIT), which implement 164atives for simplification
and regulatory burden reduction identified by thedpean Commission.

9 The survey contained data on the regulation afesftstart-up firms in 75 countries including nuenb of pro-
cedures, official time and official cost that arsigp must bear before it can operate legally.

10 German: Gesellschaft mit beschrankter Haftung (BniCroatian: drustvo s ograminom odgovornasi
(d.o.0.).

11 The Small Business Act (SBA) is an overarchingieavork for the EU policy on Small and Medium Entésgs
(SMEs). It aims to improve the approach to entnepueship in Europe, simplify the regulatory andigokenvi-
ronment for SMEs, and remove the remaining bartietheir development.
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4. DISCUSSION

SMEs with international business show a signifityabetter performance in job
creation, turnover growth and to innovation relaaetivities. Statistics show that
on average 44% of SMEs in the 28 European Union lmeeistates are engaged in
international business activities in some form mother. Descriptive overview of
SMEs exporting Landscape in selected countries stdiat exports outside the
European Union lead Belgium, the United Kingdom #mel Germany. In all of
these international SMEs, 90% are micro enterprB¥sare small enterprises and
2% are medium-sized enterprises (Eckardt, 2014).

In doing business, entrepreneurs select countiidsbusiness friendly legal
framework. The regulation of entry, as one parthef Economic regulations, is in
the top ten burdensome EU laws identified by SMEeiucing the regulatory bur-
den on smaller firms is the first step in makingibess friendly environment for
SMEs. As Eckardt (2014) points out, SMEs reachtitives resulting from dif-
ferences in minimum capital requirements in différmember states. Becht et al.
(2008) and Eckardt and Kerber (2013) found emdirsédence that companies
migrate to member states with lower costs of eisfainlg a limited liability enter-
prise.

Although many Member States already adapted thgislative frameworks
to the requirements of entrepreneurs, simplifyimg legislation and reducing the
regulatory costs on the European level is necessamder to achieve a clear, sta-
ble and predictable regulatory framework that wilpport economic growth and
job creation.

In accordance with the REFIT, and to implement3ME initiatives and re-
forms, countries are reducing paperwork and buraaycminimising administra-
tive burdens and reducing compliance costs for SNBEH, all reforms should be
made with great caution. Researches show thatabkedronomies are not those
with little regulation but those with good rulesathallow efficient and transparent
functioning of businesses and markets while pratgdhe public interest.

5. CONCLUSIONS

Small and medium sized enterprises form the baaklmdmational and European
economy. European internal market and globalizgtimeess have erased the bar-
riers of trade, developed competitive environmeat made significant changes on
entrepreneurial enterprises. Due to their size, Sk#alize additional challenges
when doing business abroad. Although they represent than 90% of all busi-
nesses in the EU, only 2% of all SMEs in the Euampdnion invest abroad.
Member states differ significantly in the way inialinthey regulate the estab-
lishment of new businesses so the reduction of lagralens in European Union is
a top-priority not only for the European Commisshart also for national legisla-
tors. The regulation of entry is one of the bigdegtl burdens for internationali-
zation of SMEs. Available statistics show thatridly regulatory frameworks have
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a positive impact on internationalization of SMEsiropean Commission but the
national legislators also, are very active in reisg legal burdens for internation-
alization of SMEs.

The latest document for making business friendfjulatory environment is
Regulatory Fitness and Performance Programme (RE®Hich implement initi-
atives for simplification and regulatory burdenuetion identified by the European
Commission. A competitive and dynamic economy nexpuan adequate regulatory
framework so a business friendly environment fastiaxg and potential small and
medium-sized entrepreneurs must stay one of thepgean Union's main objec-
tives.

If we really want to take advantages of all theeptials of SMESs in the inter-
national market, we must create legal framework wli¢éar aim of supporting SME,
creating jobs and facilitating investment. Thedateforms in the field of company
law in many European countries made significang &ieward. Also, it is necessary
to consider that the implemented reforms shouldestite improvement of the reg-
ulatory framework and not only its simplification.
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Abstract:

The objective of this research is to determine and draw thiattef venture capitals toward the
most important factors that they should consider for making a pextedecision. A list of sug-
gested influential factors in venture capitals’ exit decisios esracted from the literature. The
list is refined and developed by the Delphi method through three ro@iiddphi with a Delphi
group composed of 15 Spanish venture capitalists. A list of the 14imflosintial factors in an
exit decision is developed and is divided into four categoriesufeenapitals, investees, entrepre-
neurs and external environment). Some of the factors have beentadgh previous studies and
some seldom have been studied. It is recommended that ventuedscagitsider a combination
of the suggested factors to make an exit decision. Also wh&mgnthe exit decision, venture
capitals should not only pay attention to the factors regardingstiees and the investee, but also
they should consider the factors regarding the entrepreneurs amnda&xénvironment. The re-
search brings together different factors in venture capitaitstiecision from different categories,
refines and develops them, and produces a precise and actiosiadfi¢hie most important ones.

Keywords: venture capital; divestment; exit decision; Delphi meth@dirs
JEL codes G24, G32, G33

1. INTRODUCTION

The investment process of venture capitals is divimto three general steps, pre-
investment, post-investment and exit (De Clercalgt2006). Getting out of an
investment is the natural end to any venture chgéal and finally a day would
come that the venture capital would decide to disad exit the deal (Zider, 1998)
by selling its shares in it, partially or fully (Buning & Maclintosh, 2003a).

According to Wall and Smith (1997) more than 70%efture capitals have
difficulty in determining the proper time of thaikit from a deal; and this problem
still keeps on straining venture capitals (Hega.e2009; Oehler et al., 2007; Cum-
ming & Macintosh, 2003b).
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The main question of this research is: ‘What aeertiost important factors
which influence a venture capital’'s exit decisiof®e main objective of this re-
search is to determine and draw the attention pfure capitals toward the most
important factors that they should consider for m@ka proper exit decision.

This research is a qualitative and applied on& ttone based on literature
review and by using the Delphi method with a pawegisisting of 15 Spanish ven-
ture capitalists.

In this article, first, the literature on ventuagpdtals’ exit decision is reviewed.
During the review the factors which are considendidential in venture capitals’
exit decision are highlighted. After that, the msh method (the Delphi method)
is first introduced briefly and then how it is usked conducting this research is
described. Later on, the results are reported aminented on and finally conclu-
sions are drawn and future research opportuniteesweggested.

2. LITERATURE REVIEW

First of all, there are two jargons which theirfeiience needs to be clarified to
prevent any misunderstanding and mix-up before ngtorward. It is important
to have in mind that an entrepreneur is a persam eames with a business idea.
An ‘investee’ is a legal entity (usually in form@atompany) which has been started
by one or more entrepreneurs to convert a busidessinto a business, and has
been invested in by others such as venture capitals

Venture capitals are one of the most importantrfia sources for micro-
enterprises and SMEs. Venture capitals investasdhtypes of companies not in
the hope of an instantaneous gain, but hopinghlose companies would grow and
consequently their investment value would grow. this reason, venture capitals
prefer to invest in companies with fast growth ptitd (Kaliski, 2006).

A venture capital enters a deal in hope of gretairineon its investment, usu-
ally 10 to 20 times of its investment; but the weatcapital would be still satisfied
with 3 to 5 times of it. Anything under that woubg considered as a ‘sideways
deal’ which means a low quality and an inferiorld8&rkery, 2007, p. 70). But in
any case, whether the investee succeeds to adtsgu®mise or fails to do so; at
some point, the venture capital have to divestcatidct its profit or accept its loss.
This process of divestment is called ‘exit’ (Féditxal., 2014; Nadeau, 2011; Bienz
& Walz, 2010; Gladstone & Gladstone, 2004, p. @tezj 1998).

Cumming (2008) says a venture capital faces maajlestges while going
through the exit step. For example, there usuadiuld/be disputes and confronta-
tions between the entrepreneurs and the ventui@kipevaluating the investee’s
value when the time of exit comes. Also, severerimfaition asymmetry against the
venture capital, would negatively affect its alilib exit a deal; it especially makes
it hard to exit the deal by an IPO (Amit et al. 989 — which is the preferred type
of exit for a venture capital in terms of returniomestment (Gompers, 1995).



The most influential factors in venture capitalsit@lecision: A qualitative ... 259

Scholars have identified and studied differentdexctwhich affect venture
capitals’ exit decision. Berkery (2007, pp. 178-Rfrfentions five major factors
which influence the exit decision of a venture tapi

— possibilities of different exit options such as |Pfock buyback, merger and
acquisition;

— the investee’s life cycle stage such as seed stagly, stage, formative stage,
later stage, balanced stage;

— other investment opportunities that the venturdtahis facing, such as access
to better deals or lack of that;

— dividends of the venture capital’s current shanethé investee;

— the venture capital’s strategic decision to redtgcehares in the investee.

Puri and Zarutskie (2012) show that an ‘investéfssycle stage’ is a signif-
icant factor in the investee’s value; hence, iypla major role in a venture capital’s
exit decision. Also, when an innovative compangrisll and near its beginning; it
is less valuable than when it matures and comnigesits innovative ideas
(Chemmanur et al., 2014). As the investee grovikpagh it gets more valuable
but also its capital needs grows too; hence, theuve capital faces several options;
it could continue and invest more or invites othenture capitals for a syndicated
investment or exits.

Hawkey (2002, pp. 3-52) provides eight factors Whiave an impact on
a venture capital’s exit decision, which are:

— The ‘why’: the reason that the venture capitakisking to exit the deal. This
factor in Hawkey's opinion is also the most impattéactor and would con-
sequently determine when and how to exit the demlexample, the venture
capital could be facing another more lucrative deal be in need of cash to
invest in that, or the investee is not growing adtw to the expectations and
the venture capital prefers to cash in on its imest as soon as possible or
the venture capital could be in conflict with threrepreneurs.

— Value: does the chosen exit option maximise theurencapital’s return on
investment?

—  Control: how much control does the venture capite over the chosen exit's
transaction? And furthermore, does the venturealagtill want to keep some
degree of control over the investee after the exit?

— Risk: how risky is the chosen exit’s transaction?

—  Financial expectations: how much does the chosgroption fulfil the ven-
ture capital’'s expected financial gain?

—  Gratification and satisfaction: how much does thesen exit option satisfy
the venture capital’s non-financial expectationshsas reputational incen-
tives?

— Payment certainty: The probability that the ventapital be fully paid based
on what is agreed upon with the buyer(s).
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—  Deal flexibility: How much flexibility the chosernx& would provide for the
venture capital such as suitable payment termspasdibility of future in-
volvement in the investee.

Kuratko and Hornsby (2009, p. 220) consider ‘camins assessment of an
investee’s performance and financial status’ ta key factor in a venture capital’s
exit decision. They also suggest that venture alEp#hould prevent reaching an
emergency situation by periodically calculatingtiAan Z-Score’ (Altman, 1968)
to monitor possibility of bankruptcy in near futune order to take the proper exit
measures before an exigency happens.

Fried and Ganor (2006) examine the relationshiwéenh use of ‘venture cap-
itals’ preferred stock and control rights’ and theiit decision. They found out that
venture capitals are practical and opt toward ad@nogtion which maximises their
financial gains; and that is not necessarily théoopwhich has the best conse-
guences for the entrepreneurs. On the other hhadexit process and its conse-
guences have more importance for entrepreneurss, Thicase venture capitals
have preferred stock and control rights, they tendse them for taking an exit
decision which leans toward their preferred extimp

Also, the role of ‘contractual control rights’ important in venture capitals’
decision to exit. Those rights come from the caritbetween a venture capital and
entrepreneurs which is the legal basis of the ddead.amount of control that a deal
bestows to a venture capital over entrepreneunsteally affects the venture cap-
ital's exit decision (Cumming, 2008; Smith, 2005d8ha & Walz, 2001; Hell-
mann, 1998).

Existence of a ‘call or put agreement’ in a dealeen a venture capital and
entrepreneurs is another factor in the venturetalapiexit decision (Gladstone
& Gladstone, 2004, pp. 286—-289; Black & Gilson, 8P ‘call agreement’ is an
agreement which obliges the venture capital torafpre-determined quantity of
its shares to the entrepreneurs based on a preebtmeetable and pricing formula.
However, the entrepreneurs are not obligated towggeheir option, which in this
case, the venture capital could keep the share8esrthem to other parties.

On the other hand, a ‘put agreement’ is an agreewmigich obliges the entre-
preneurs to buy a pre-determined quantity of thewe capital’'s shares based on
a pre-agreed timetable and pricing formula. Howgther venture capital is not ob-
ligated to execute its option, which means thewentapital could keep the shares.

Wang and Zhou (2004) show an in increase in thenber of stages that
a venture capital invested in an investee’ redulcesisk of a bad exit. Besides,
another factor in a venture capital’s exit decisaod choosing a proper exit option
is the ‘investee’s age’ (Giot & Schwienbacher, 2007

"Entrepreneur’s satisfaction” is another factor clhinfluences the perfor-
mance of an investee and consequently affectsehture capital’s exit decision
(Wijbenga et al., 2007; Zahra, 1996).



The most influential factors in venture capitalsit@lecision: A qualitative ... 261

Other factors which affect a venture capital’s estision are:

— NPV (Net Present Value) of the investee and itat®n from the venture
capital's previous projections and current expémaf(Neus & Walz, 2005;
Cumming & Maclntosh, 2001; Gompers & Lerner, 200McGrath, 1999;
Gompers, 1995);

— the ability of the buyer(s) to help the investegfewth and development in
the future and by that maintaining a positive imafjthe venture capital and
adding to its credibility (Bayar & Chemmanur, 2012)

— the venture capital’s social capital, network esl especially its relationship
with financial markets’ players (Lungeanu & Zaja615; Ozmel, Robinson,
& Stuart, 2013; Hallen & Eisenhardt, 2012; Hochbetgl., 2007);

— the buyback ability of the entrepreneurs (Cummingofan, 2008; Cumming
et al., 2005);

— the venture capital's experience (Giot & Schwiertgac2007; Cumming et
al., 2006).

As it is obvious different authors have focusedidferent factors that affect
a venture capitals’ exit decision. What is missimghe literature is a study which
first of all gathers all those factors in one plaaed secondly, specifies the most
influential one so it could be of practical usettoe industry. This study aims to fill
this gap.

The influential factors on venture capitals’ exécgsion which are scattered
through the literature and are identified aboveuse to form a raw list which this
research aims to refine and develops it into airditiensional and clear-cut list
of the most influential factors on venture capitaldt decision.

3. MATERIAL AND METHODS

To answer the main question of this research —lwlEcWhat are the most im-
portant factors which influence a venture capiteki decision? — and also to probe
how theoretical and practical influential factorsaventure capital’s exit decision
relate to each other, a qualitative method thatliked “The Delphi Method” was
employed.

The Delphi method is based on collecting and cagingrthe views of a group
of experts in the study’s subject (The Delphi Ghowpich is led and handled by
a coordinator. The aim is to reach a consensus guti@nexperts over the subject.

Consensus is achieved by going through a systemaditess. The process
starts with defining the problem by the coordinatod guiding the Delphi group’s
discussion, and continues by receiving the comnamds/iews of the Delphi group
members. The discussion is summarized by the queta@ti.

Afterwards, the synopsis of the discussion andctiraments is fed back to
the Delphi group by the coordinator. This procedofreliscussion, summarizing
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and feeding back is called a “Round of Delphi”. Thends of Delphi usually con-
tinue until there is a consensus among at leasthivds of the Delphi group mem-
bers on the subject at hand.

It should be mentioned that the quality of the Delpethod directly depends
on the quality of the assembled Delphi group. Als@s recommended to have at
least 15 members in the Delphi group and with laggeups it gives better results
(Hsu & Sandford, 2007; Linstone & Turoff, 1975; Rey, 1969). There are several
weaknesses associated with the Delphi method subkiag time consuming and
possibility of getting more general answers thaec#jt ones (Hsu & Sandford,
2007).

For this study, primarily a group consisting ofgthigh-ranking Spanish ven-
ture capitalists were formed (High-ranking meara they were head of a venture
capital firm or a senior manager in one). Theny thach were asked to introduce
four more expert venture capitalists; and by addinge experts, the Delphi group
with 15 members was formed. The researcher tookollkeeof the coordinator.

First, the coordinator — based on the literatuneade a list of influential fac-
tors in a venture capital’'s exit decision. The cwoator then briefed the Delphi
group on the research’s objective and main quessiod then, they were asked to
comment on the factors list. By applying the comte@md suggestions, a primary
list of factors were formed to start the round®efphi with.

During each round of Delphi, first, the expertscdissed the factors list and
then graded them by assigning a mark (0 to 10@pntt one of the factors. Also,
they could suggest corrections or new factors. &sggestions would be put to
vote and the chosen ones would be applied to shéoli the next round.

4. RESULTS AND DISCUSSION

The finishing criterion of the rounds of Delphi weet to reach to a minimum of
two-third consensus among the Delphi group memdnaisabsence of new sugges-
tions; which by the end of the third round both ditions were achieved. A final
list of 14 factors was agreed upon with a 73.1%aye mark and also valuable
commentary on them was accumulated during the moh®elphi. Table 1 sum-
marizes those three rounds of Delphi.

Table 1. Statistics of the rounds of Delphi on influenfiattors in a venture capital’s exit
decision

Indicator First Round |Second Roun4 Third Round

Number of suggested addition / correction tg

5 2 0
apply for the next round
Final number of factors 7 12 14
Average mark 41.3 62.6 73.1
Changes in the average mark - +21.3 +10.5

Source: own study.
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The final list of the 14 most influential factorsa venture capital’s exit deci-
sion has been furthered distributed in four keygaties which demonstrate dif-
ferent dimensions of the exit decision (Table 2).

The first noticeable point in the results is thahture capitals have detailed
factors when it comes to making an exit decisiois In the contrast with major
part of the factors that are mentioned in thedit@re which are mostly pointing
toward general factors. The results are not coitt@y with the factors offered by
the literature, but they are finer, more detailad practical while the factors men-
tioned in the literature are general, conceptudlinrsome cases vague.

Table 2.Final list of the 14 most influential factors irvanture capital’s exit decision

Factors Factors List
Category
- NPV (Net Present Value) of the investee and its deviation fhewenture cag-
ital’s previous projections and current expectation (mark: 87),
- the investee’s life cycle stage and if it is passefh@isgrowth stage (mark: 84),
Factors - comparison of the investee’s performance with its updated bugiaes@nark:
regarding 72),
investees - comparison of the investee’s performance with the venture c¢ajjtaintita-
tive and qualitative performance criteria (mark: 69),
- assessment of the investee’s financial status andlftisaA Z-Score (mark:
68).
- attractiveness of the venture capital’s alternativestment opportunities in
comparison with keeping the current investment (mark: 79),
Factors L : . . .
: - the venture capital’s access to financial resources sweddhe requirements
regarding (mark: 74)
venture -l . . .
. - the venture capital’s contractual control rights and existehaeut agreement
capitals }
(mark: 70),
- availability of buyers who are interested in the invegtesrk: 68).
- the buyback ability of the entrepreneurs and existence of agrekment
Factors (mark: 75)
regarding - the entrepreneurs’ potential in attracting more funds andpheiious records
entrepreneurs )
(mark: 71).
- priorities and preferences of the venture capital’s fund proviged the capita|
Factors regard s
ing external ’T‘a”‘e.ts (mark: 72),
environment |~ financial legal system (mark: 68),
- changes in the market of the investee’s products/servita¥:(67).

Source: own study.

As it is shown in table 2, there are five factargarding investees. It is im-
portant to consider that those do not solely demenithe entrepreneurs or the ven-
ture capitals, but they are the result of the coajmn between the entrepreneurs
and all the venture capitals and other stakeholdemved with the investee.

An interesting result — which is not discussedrig previous study — is that
a venture capital updates the initial investee'sitess plan based on the current
realities of the investee and external environmeamd, takes this updated version of
the business plan into consideration for makingxhdecision.
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Also, it should be taken into account that a vemttapital’'s quantitative and
gualitative performance criteria depends on maagnehts especially the source of
its funds. Venture capitals that have more acaeg®vernmental funds have dif-
ferent criteria than the ones who have limited @ancess to such funds.

Venture capitals which have access to governmémals consider the gov-
ernment’s strategic plans and non-profit objectimés their decision making pro-
cess. For example, if the government is fundingspecial industry, then the profit
is less important as a criterion to the governntieawh knowledge creation.

A venture capital considers if an investee is passe fast-growth stage in its
life-cycle. In this situation if there is nhot mupbssibility of a lucrative exit in the
future (such as an IPO) then the venture capitfkeps to exit and invests the earn-
ing into another deal with fast-growth possibility.

In the factors regarding venture capitals, ‘ativartess of the venture capi-
tal's alternative investment opportunities in comgan with keeping the current
investment’ means that in the same situation dapgrah what alternatives a ven-
ture capital has, it may or may not keep its shigras investee. So, if there are not
any better alternatives, a venture capital prafekeep its shares in a weak inves-
tee.

Also, in case there is not any suitable buyer, ritwre capital may prefer to
hold on to its shares in a weak investee. In th#ofa regarding entrepreneurs, an
entrepreneur’s potential in attracting new funds jarevious record is important to
a venture capital. For example, venture capitastaore tolerant and patient with
serial entrepreneurs than new entrepreneurs. Als@nother example, they are
more tolerant with famous entrepreneurs who cottld@ new funds from other
sources.

In the factors regarding external environment, gesnin the market of an
investee’s products/services is influential in atuee capitals exit decision, which
has been neglected in the previous studies. SontleedDelphi group members
mentioned that they had had experiences of invgdtinnvestees with attractive
products which later on, foreign cheaper produmté their market and they had
been forced to exit the deals.

5. CONCLUSIONS

Choosing the timing of an exit is one of the maoncerns of venture capitals
(Hegeet al., 2009; Oehleret al., 2007; Cumming & Maclntosh, 2003b; Wall
& Smith, 1997). They are hopeful to do it on thghtitime in the right manner to
maximize their profit or minimize their loss. A liew of literature shows that many
factors could influence a venture capital’s exitiden. Additionally, most of the
literature has its focus on successful exits amsliacessful exits and early exits
have been studies less.

This research composed a comprehensive list obrfaextracted from the
literature and discussed them with a Delphi grotigmanish venture capitalists
and finally arrived to a list of the 14 most infhti&l factors, which some of them
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were neglected by the literature or have beeneatudirely. The factors regarding
external environment which could affect a ventuspital's exit decision seldom
have been studied. And the same goes for studieallodr put agreements. Also,
the results show that Altman Z-Score is an imparactor that could help a ven-
ture capital to make an early exit decision. Basethe results, venture capitals are
advised to consider a mixture of important factexgarding four different dimen-
sions — themselves, the investees, the entrepreaeadrexternal environment — to
make a proper exit decision. Also, they are strpmaglvised to pay more attention
to external environment factors.

It should be considered that although the resués dchot seem to be location
bound and country specific but, anyhow, the Detpbup was consisted of homo-
geneous members in the sense that all were Spaaighre capitalists, and that
may have influenced the results although thereislear indication of that. Also,
it should be taken into account that the resultsoméy are based on the thoughts
and ideas of a group of Spanish venture capitdlistshey are also affected by the
reality of current economic situation of the coyrand the continent. Thus, further
researches are required to show the degree ofdiility of the results to different
places, times and situations. Moreover, based snréisearch and for the future
studies, it is suggested that scholars considerifizing and weighing up those 14
factors. Additionally, designing a general modetdzhon them could be helpful
and valuable.
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Abstract:

Modern economic development is highly dependent on sustainable commievippment. In
Ukraine, the tourism sector is one of the driving forces of ecandevelopment. The main aim
of the paper is to study health recovery tourism in Ukrainth@nase of creating social enterprises
in a health resort network. The paper is oriented on the maalagyed value creation issues. The
aim is to describe the business idea of a health resost (egion of Ukraine) as an innovative
economic agent with social goals and value added to the local comritugineral and on the
example of three existing spas. Taking into consideration the amitaotrists in Lviv region and
the key indicators of small businesses in the sector, the sotéprise is an alternative to the for-
profit entities. The study findings suggest that starting thialsexaterprise in health resort services
may become a good practice for the local development strat&giesiealth resort social enter-
prise may add value to the Lviv region by supporting the eynpdat of local population and
social value provision to groups of the society. The main contributitimegbaper is in applying
the social entrepreneurship model in the sector of health =wites. As the current political
and social issues and problems in Ukraine are concerned, the nomriptitfiproject has potential
for implementation.

Keywords: tourism sector; social enterprise; local development; hesdtirtrservices; non-profit
entities; value creation; modelling
JEL codes 732, 119, 018

1. INTRODUCTION

Economic development in Ukraine is currently degrdn the regional policy.
The national state authorities consider effectisgianal and local development
policies as an instrument for the short and thgdam welfare promotion. The
regional differences among the administrative mstitalled oblast in Ukraine have
proven to affect the economic and social well-belgw development strategies
need to be integrated with local assets, competéilvantages and opportunities.
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Regional investment promotion and entrepreneurdévelopment efforts must re-
sult from and help achieve national and regionahemic and social development
goals.

Strong regional disparities and resulting econamit social implications can
hamper or delay the implementation of reforms st policies. Rapid restruc-
turing can exacerbate traditional regional gapg. (eetween urban and rural re-
gions) and create new disparities. A design ofeoreal development policy should
even out the regional unbalances in the transiti@fine policies and tools that
tackle the different structural problems. Therkigh probability that interventions
at a city or regional level can enhance the beiafimpacts of the macro changes
and the higher tier policies. The capacity of sitéd regions to develop and im-
plement effective development strategies beconad tat harnessing indigenous
strengths, contributing to national growth and liéwvg regional disparities.

The tourism sector in Ukraine can become one ofsipeificant drivers of
regional development and social value creationntgfustrial and post-industrial
countries in the 21st century. The potential clmgjées of this sector is the negative
impact on the local environment of local identithus, the tourism sector policy
in terms of regional development has to be cootdahavith the long-run regional
development strategies. Pursuing sustainable rabd@velopment in the tourism
sector will mean the search of an effective conipetadvantages of the location
and appropriate quality of the applied solutions.

Nowadays there is a high demand on the social $sefithe communities.
Often the members of society are expressing tlegidrio balance commercial and
social values. Private sector agents are expeotedttmore socially responsible
towards society and the environment. Communitieshoav develop business ideas
that answer local needs, help provide vital ses/axed support vulnerable groups.
This is a new way for communities themselves tovigl® goods and services in
response to people’s needs and to improve thetguxliife for others (Angove,
2007). Innovative entities such as social enteggrisot only provide employment,
but also engage motivated workforce invaluable workackle real needs in the
community. A Survey of Social Enterprises undentalg the Small Business Ser-
vice in 2005 reported that in 17 % of social entiegs’ primary aim was to help
the environment; 34% aimed to help both the enwirent and people by providing
employment, goods or services and 49% aimed tafsgadly help people (Survey
of Social Enterprise across the UK, 2005).

The main aim of the paper is to study health resactivities in Ukraine and
their role in the tourism sector. Three existingspre described along with iden-
tification of existing opportunities for furtherawth. It positions social enterprises
in the health resort network as a tool of the smarproduct provision and as means
of additional value creation for the local communit aims to promote the busi-
ness idea of a health resort in Lviv region of Uikeaas an innovative economic
agent with social goals and value added to thd tmramunity.
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2. SOCIAL ENTERPRISE AS AN INNOVATIVE BUSINESS MODE L

There are several models describing the socialgnige from different points of

view. Current paper aim was to study the managaridlvalue creation issues. In
the paper, the idea was to develop more the ptisibbf the social entrepreneur-
ship on the regional level. The model PCDO is are¢mo describe the model of
the health resort social enterprise.

The PCDO (people, context, deal and opportunity) isanagement-focused
model of the entrepreneurship presented by Sah(fr@m& Tan, 2013). The model
developed in 1996 explains the four interdependentponents and their role for
the management according to different situatiomnguie 1).

CONTEXT

PEOPLE DEALS

Figure 1. People, context, deal and opportunity (PCDO) fraoréw
Source:Austin et al. (2006).

A group of authors (Austiet al., 2006) has elaborated the application of
PCDO framework for the social enterprises. The afalion of the Sahlman’s
PCDO model was for the purpose to study the infmddency of the people, con-
text, deal, and opportunity, which the entrepremaust recognize and manage ac-
cordingly in different situations. In the PCDO mbdke managerial ability of the
entrepreneur is critical and is the key determirawdor of success and progress of
the entrepreneurial venture.

The opportunity and the context (Figure 1) togefbemn the scope of the op-
portunities for the social entrepreneur. Opporiuista desired future state that is
different from the present and the belief thatabkievement of that state is possi-
ble. Opportunities in the social sectors requieeitivestment of scarce resources
with the hope of future returns (Austt al.,2006).

The authors of the PCDO model consider as welkttiernal context. They
define it as factors affecting the nature and autemf the opportunity, but are
outside the control of management. There are sewenaponents of the external
context which are the macroeconomic, the tax agdlatory, and the socio-politi-
cal environment(Austiet al.,2006).
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One should understand the role and goal of the huesources in the social
enterprise building. The key suppliers, customeosypetitors, and talent are re-
quired to create the organization. Others showd edcognise the social entrepre-
neur for the reputation and capabilities to gamm ttust from others who will be
willing to work with and invest in them. Social espreneurs are seeking to attract
resources for the social good, rather than fomione returns. Thus, they rely on
a robust network of contacts that will provide thesith access to funding, board
members, and management and staff, among otheroeso A social entrepreneur
must be skilled at managing a wider diversity datienships with funders, man-
agers, and staff from a range of backgrounds, ¥e&rs, board members, and other
partners.

Deals are mutually beneficial contractual relatfops between the entrepre-
neurial venture and all resource providers (Austial.,2006). Social entrepreneurs
are seeking investors to provide financial resagjres well as skills and talent to
help them generate a return on their investmertigsthver financial or social. The
sources of talent, contacts, capital, and amowsgd are of primary concern for
both types of entrepreneurs.

Other models attempt to explain more in detailssibeal enterprise and its
features. Among such models, authors name the noddiclu, Dees, and Ander-
son from the Centre for the Advancement of Sodmidpreneurship and the Social
Entrepreneurship Framework of the three authorsid\uStevenson and Wei-Skil-
lern of Harvard University (the modification of thitscussed model) (Kickull
& Lyons, 2012).

Value chain creation is a model that helps to esea$pecific activities through
the firm’s activities in creating value and the gmatitive advantages. The model
may be a tool to identify or distinguish the tréatital businesses and social enter-
prises, and with the framework, it can help in trepthe value of social enterprise.
It enables the identification of different valueslected with the value chain crea-
tion model in contrasting these two business models

The term ‘social enterprise’ came into use in tB80k, as an attempt to dif-
ferentiate traditional, purely non-profit, charilalorganizations from socially-ori-
ented organizations that venture into revenue-ggingr activities (Defourny
& Nyssens, 2010). While scholars have advanced rdefigitions of social enter-
prise, social enterprises essentially refer torimge of organizations that operate
for a social purpose. The difference between aaseciterprise and a purely for-
profit business enterprise, and in some cases, &r@marity is often not obvious.
There are social enterprises that behave like rfofitdousiness enterprises, while
others enclose qualities more of charities tharinegs enterprises. Although the
agreeable and widely accepted view that, therecsnaeptual gap in establishing
clear distinctions among the three organizatiooaht (Teo & Tan, 2013).Social
entrepreneurs may share similar characteristitsedor-profit ones such as effi-
ciency, dynamism, innovativeness, high performaartd economic sustainability
(Austinet al.,2006).
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Social entrepreneurs are innovators who use tthe@tsi and different resources
for troubleshooting in the social sector. The défices between the social enter-
prises charity organizations and traditional bussnare in the table 1.

Table 1. The key features differentiating social enterpfisen charity organisations and

traditional business

Social enterprises

Charity organisation

Traditional business

Social oriented structure

Social oriented structure

Comaledented structure

No dependence on the exterr
financing; initial capital is
needed only

EBependence on the external f
nancing, donors, grants

No dependence on the extern
financing; initial capital is
needed only

Revenue is gained from its aq
tivities, which are aimed at
troubleshooting of some spe-
cific social problems

-Receives grants, donations,
which are aimed at trouble-
shooting of some specific so-
cial problems

Revenue is gained from its ag
tivities, which are aimed at
maximising the profit

Profit is reinvested

No profit

Profit is distributed among thg
shareholders

Source: own elaboration.

Social enterprises are entities that solve soc@lpms based on self-finance,
innovations and sustainability. There are some rohaaracteristics of this type of
firms. They are the following:

1.
or need;
2.
things;
3.
nancing or grants;
4,

ent location and in other social environment.

The main principles of a social enterprise are:
Mutual ownership of the members and distributiothefshares with the

Membership is according to the charter;

1.
enterprise;
2.
3. Democratic decision-making;
4
projects;
5.
6.
cial and social audit;
7.

The entity is receiving both the revenues and thetg;
The commercial, social and ecological outcomessasskby the finan-

The goal is the social welfare, not the private.one

Social influence as means solving or softening sepeeific social problem
Innovation as new ways of solving old problems ewrones, new views on
Self-financing as a financial sustainability andependence from external fi-

Replicability as the ability to apply the same micated approaches in differ-

Revenues invested within the entity or in exteswdial or ecological

According to the surveys, the share of the soamérprises in Europe is
around 10%, representing nine million full-time $ol he European policy towards
this type of economic agents is loyal and the EeappCommission has established
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a Social Economy Unit in the Directorate General lfudustry (IFF Research,
2005).

3. POTENTIAL OF LVIV REGION

The tourism sector of Ukraine is one of the sedtuas possess potential for further
economic development, employment and regional dewveént (Figure 2). The
number of foreign tourists in Lviv region was fluating considerably from 34591
in year 2003 to 19033 in year 2012 and to 201%#r Y014. Thus, the region has
prospects for becoming a tourist destination. Hu# bf appropriate promotion of
tourism services results both in the low trendsrmipulast 10 years (Figure 2) and
negative impact on local areas and communitie$vidies.

40 000
35 000
30 000
25 000 34591
20 000 32020
31767 19033
15 000 14062 12955 -
10 000 27690 11233 [ oa78 5694 16162
[ |
23759
5000 8427 I 9306 I I 2015

0
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Figure 2. Number of Foreign Tourists in Lviv Region duringtid4 years
Source:adapted from Regional Statistics Lviv.

There is a small amount of businesses in tourisitosé Lviv region (Table
2). During the last 4 years the number of busigesseases from 1038 in 2010 to
794 in 2014. The share of the payroll expensesisnal one third to the total sales.

Table 2. The key information about the small enterprisessictor of tourism in Lviv region

vear Numbe_r Number of em- _Number of | Payroll expenseqy Total sales

of enterprises | ployed persons | hired persons (min UAH) (mIn UAH)
2010 1038 [ 6574 | 6325 | 82.6 2433
2011 854 6501 6267 102.3 268.1
2012 789 5390 5213 107.3 322.3
2013 825 4878 4577 99.5 288.2
2014 794 4500 4161 95.2 315.6

Source: adapted from Regional Statistics Lviv

Recently, development of small scale entreprenguishthe regions of
Ukraine helps to revive business. It is an oppaétyuo encourage people to work
and implement changes, to increase social resoofdbg region with the help of
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development of a small scale entrepreneurship,ife@rncooperatives and different
forms of self-organization.

According to data, there were 96 enterprises ingouof Lviv region as self-
employed forms (Table 3). There was a substamt@kase in the number of the
provided service to foreigners from 73 in 2011 258 in 2013 and that is around
17 times more. The private businesses that maw fgrn of social enterprises are
the entities that possess the opportunities foethployment in the region and the
attraction of foreigners. For instance, the toursarvices provided for the foreign-
ersin 2013 is 10% or 7 million UAH.

Table 3. The key features of individual enterprises in Ulkign tourism sector

Indicators 2011 2012 2013 2014
Total number 96 131 129 92
Average amount of employed persons 46 64 8 g3
Revenue (min UAH) 4.41 17.57 9.7 7.84
Number of provided tourism services: 5067 705]L 120B2 7980
including foreigners 73 537 1256 307
including foreigners (%) 1.44 7.62 10.44 3.8p
Amount of provided tourism services (min UAH): 29.39 42.99 79.711 75.96
including foreigners 0.69 2.84 7.44 1.1
including foreigners (%) 2.35 6.61 9.33 1.49

Source: adapted from State Statistics.

The total number of legal entities in Lviv touris®ctor is higher respectively
to the self-employed (Table 4). Such tourism esgifprovide the majority of the
services and raise higher revenues. During the-201% years, the tourism busi-
ness has faced a trend of decline. The numbereigio customers decreased sig-
nificantly from 6500 persons in 2012 to 864 in 2@t4y 87%. Taking into con-
sideration the previous years, there are availapportunities for the tourism ser-
vices delivery including those aimed at foreigntousers.

Table 4. The key features of legal entities (enterprised)krainian tourism sector

Indicators | 2011 | 2012 | 2013
Total number 134 148 143 143
Average amount of employed persons 627 679 757 654
Revenue (min UAH) 109.65 159.15 219.000 166.91
Number of provided tourism services: 49170 58889 75060 52947
including foreigners 633 6500 4334 864
including foreigners (%) 12.98 11.04 5.77 1.63
Amount of provided tourism services (min UAH): 128{89 162.77] 227.46] 330.73
including foreigners 16.598 18.76 25.82 4.73
including foreigners (%) 12.86 11.53 11.35 1.43

Source: adapted from State Statistics.
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The involvement of the tourism industry such asshatcommodations, lei-
sure services and health resorts, can also bget far entrepreneur to create social
enterprise cooperation while establishing and gngwieir businesses. Such inno-
vative model in Lviv region of Ukraine may generateew level of social economy
adapting to the consumers’ expectations and gaisdiipl benefits for the local
society.

The potential for tourism services is based oridbation and efficient brand-
ing of Lviv as a cultural and European centre imditke. Thus, health care services
such as health resorts that provide rehabilitagiod spa, in combination with the
social goals may be a profitable business modetofting to the current infor-
mation, the available resources in the health testities are applied only per 50%
(Table 5).

Table 5. The key information about the health resorts iivlregion and Ukraine

Indicators ]
Ukraine

Applied health resorts potential (%) 0J53 0.25 0.46
Employed persons (thousands) 9.06 94.62 7.37 51.12
Employed doctors (thousands) 0|52 4.82 0.33 2.05
Customers (thousands) 231)03 2639.11 170.83 1463.84
Foreign customers (thousands) 37.77 355.90 9.00 22.77
Revenue from provided services (min UAH) 749.04 6869.94 690.91 3084.87
Revenue from rooms (min UAH) 1542 981.70 15.57| 168.48
Revenue from total tour (min UAH) 697.87 5547.93 648.300 2739.84
Revenue from additional services (min UAH) 36.25 340.30 27.05 176.55
Operational costs (min UAH) 632.46 9298.04 541.36 2868.98
Costs of materials (min UAH) 278.03 3469.18 240.200 1303.64
Payroll costs (min UAH) 159.44 3145.8]] 151.77] 742.81]
Depreciation (mln UAH) 59.0p 603.25 32.10 161.89
Total costs (min UAH) 1128.98 16516.29 965.43 5077.32

Source: adapted from State Statistics.

4. HEALTH RESORTS AS SOCIAL ENTERPRISE:
STUDY OF THREE SPAS

There is a growing demand for medical servicesisaurThe experts are assuming
that around 50-70% of the health services are @i/ to the foreign patients.
There are a few Ukrainian health spas worth comnisigdor tourists. The two most
popular Ukraine health spas are Morshyn and TrustkaBhidnytsia health resort
is more local customers oriented. The infrastrucisinot sufficient for the foreign-
ers to arrive to Shidnytsia. Truskavets is thedat@nd the most international one.
The three Ukrainian spas offer mud baths, natymahgs, specialized diets, phys-
ical exercise, massages, Jacuzzis, etc. The wsiwurally find that Ukraine's spas
are high quality and affordable.
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Health resort may become the entities that ruspamesible business. Creating
the social enterprise in sector of health resantsafsocial purpose will generate
social value while operating with the financiala@ine, innovation and determi-
nation of a private sector business in the regidve motivation for health resort
social entrepreneurs is the high demand in th@sethealth tourism nowadays in
Europe due to the ageing population and the naemédical treatment. There are
several health resort areas in Western Ukraine;iwiniay provide good price/qual-
ity recovery medical services.

The model of creation social enterprises in hea@#orts sector may be a part
of the cooperation programs within the CarpathiaroEegion. The approach was
to model three different health resort social aises in main recovery health ser-
vices regions- Truskavets, Morshyn and Shidny&igure 3).
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Figure 3. The location of the three towns Truskavets, Morshyd Shidnytsia
Source: Google maps.

Truskavets is among the most advanced health sasattie country. Most of
the services provided by the commercial hotelpagds, saunas, steam baths, mas-
sages and salt caves. The main advantage of trasaae large reserves of under-
ground mineral waters that are rich in hydrocarbomsgnesium, and calcium and
petroleum carbons. Such a combination of the lonadind natural resources holds
potential to attract a major hotel and medical ttgsment to the region where busi-
nesses enjoy special tax breaks. The region and edvruskavets have been de-
veloping considerably during the Euro 2012 chamgigm preparation period. The
resort is located 100 km south from Lviv and 90fkom the western border.

Another popular spa resort, Morshyn is famous fohealing waters, which
contain such minerals as iron, iodine, dissolveghex, bromine, and magnesium.
However, Morshyn offers many of other treatmentwal, including simple mas-
sages and mud baths to exercise routines and kpedidiets.
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Following the PODO model, the market failures ia thkrainian regions are
the external context of the social enterprisestimedn Ukraine. There are several
prerequisites for a social entrepreneurship asallmving: 1) the state authorities
are unable to solve all the social problems; Afiti@nal business entities are not
receiving good spurs to join the social programgr&ditional business and state
representatives are searching for commercial ahiicpbbenefits respectively. As
the grant programs are decreasing, social entreprship is a good option for the
third sector of the economy. The social entrepremeay be as a person able to
compete with traditional businesses. Thus, theaesignificant room for the social
enterprises development in Ukraine.

Nowadays there is a tendency of the charitableduodppear in many loca-
tions in Ukraine as reaction to the military cotifineeds. There were 10 thousand
of charitable funds in the end of October 2014 a46dhousand in the February
2015.

The problem of creating social enterprises in LH&as that the founders over-
estimate the role of grants as a form of fundinggared to other resources. The
fact of raising financing in other forms requirassimess profit-oriented approach
that consequently will lead to efficient activitiessocial entrepreneur. The grant
technique of investments results in a low levehwdtivation among the staff to
implement the goals and social ideas of the entity.

The social entrepreneurship in tourism industnaisew phenomenon in
Ukraine. The perception of tourism as a sectordoeiving profit poses obstacles
for the probability of creation of non-profit efgis. In case of Ukraine, the innova-
tive approach that is guaranteed by the socialrgmse creates both monetary,
well-being and social value. The latter one is uésed often in the context of re-
gional policy.

Applying the PODO model for the case of health ressm Lviv region re-
guires understanding the market forces. The oppities and the context elements
of the model in case of Ukraine and Lviv region nbaya good source of financing
for the social enterprise and the demand for ticeabwalue from the society. Such
source is the sector of the IT services. Therdresady voluntary project that is
designed to provide free courses for the ex-myli@rsons who are not able to find
employment. The project is not jet formed as aaaaiterprise.

The social enterprises in Truskavets and in Morsdmgnmodelled as health
resorts, rehabilitation and training centres far plarticipants of ATO (antiterrorist
operation). The health services are designed fgsipal rehabilitation. The training
services are the additional and voluntary actisite the new competencies of the
soldiers for their future employment. The ideahaf project is to run already proved
type of business with some extra options like trajrcourses.

The social enterprise in Shidnytsia is a modehefdntities that makes profit
for the infrastructure objects building in the aoéahe small town. The idea of the
project is to run already proved type of busineith @xtra option in terms of the
profit allocation. The social enterprise uses tinategy of buying only local food
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for consumption in the health resorts, e.g. théadie has to be not more than 35
kilometres.

The data of the clients of the modelled social gmiges is taken based on the
previous information about the amount of the pessewho have travelled to the
three locations in the years. Such informationrisvigled in the table 3.

Table 6. The amount of customers at the spa resorts TreskaMorshyn and Shidnytsia
Amount of clients of the spa resorts (in thousand)

1.8 2.0 2.2 2.3 2.2 2.2 2.4

Boryslav (Shidnytsia area| 3.2

Morshyn 39.9] 44.5] 47.9| 505 49.9] 425| 46.3] 68.9 91.9
Truskavets 159.2| 164.7| 158.6] 171.1f 159.8] 150.0] 135.1f 235.4] 313.8
Total market force 2205.9| 2217.2| 2215.7| 2231.8] 2220.9| 2204.7| 2194.8] 3319.5| 4426.0]

Source: adapted from Regional Statistics Lviv; * - estimatedublyor.

The findings show that the trend in the servicescomption is relatively low.
The stable small amount of tourists in the are&hitinytsia health resorts is the
result of the lower standards of both accommodadiueh staff. But the region has
an attractive location near the mountains.

Following the PODO model the people is the maireag§ the social enter-
prise. Any business is divided into three differspheres. It firstly exists for the
product/service that it offers, then for the peogl® use the product/service, and
finally for the employees. For the business tovérihe three spheres must be co-
herent. Those three spheres then make a concéytthat helps the product/ser-
vice differentiate from other products. The comhira of the coherence and the
differentiation are the foundations of the busimaessiel (Lafeuille, 2009).

The motives in the case of health resorts mustikednit must appeal to both
goodwill (preservation of the land) and self-insgreempowerment of the commu-
nity). As for the key stakeholders, the enterpwfiehave to benefit the community
as well as the visitors. The members of the comtyumill represent 100% of the
workforce, who will get a market-rate salary.

The common issues in the business model of soedaltthresorts in the three
towns is the marketing program which aims to pramntbe understanding among
the customers the social idea and the benefitef gersonal consumption of the
services for the local community.

The application of the value creation approachuitt bn the customer side.
There are benefits for the consumer while the prbduservice is delivered. The
additional bonus is the awareness of the consumagiatshare of the revenue sup-
ports social needs or ecological issues. The sentdl is planned to be a profitable
project and ecologically friendly with the aim bt social welfare. The effective-
ness of the social enterprise is considered obdhkis of the three results. The three
results are the financial viability, the creatidnpoablic wealth and environmental
responsibility. The details of the triple approaate the following (Spreckley,
2014):
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1. Financial viability is the commercial success amdependence in the deci-
sion-making and in control. Attaining it means thhganization and manage-
ment are efficient.

2. Creation of public wealth is the ability of the gpof people mutually to reach
their goals.

3. Environmental responsibility is the responsibifity the green gas emissions,
the biodiversity, the balance between the commidreizefits and the ecology.

The analysis was conducted to show the new valiehwdan be created in
social enterprise, namely social benefit. The $daefits of the new tourism en-
tities in towns of Truskavets, Morshyn and Shidiayege the following: (i) clients
— IT employees and the persons participating in ahsterrorist operation in
Ukraine, internally moved persons within Ukrain@eTclients are both sharehold-
ers and main clients; (ii) products or servicesalth services, spa services, reha-
bilitation services, spa services for IT employees.

The interested parties in the social enterprisda@ government (authori-
ties), local citizens, local other business (tramtgiion, restaurants, shops, malls,
theatres, etc). The approach is to divide theésted sides in three categories: main
ones, the secondary ones and the third ones. Threim@rested side is the target
group of people or main clients. They are employ#esconsumers, business part-
ners, volunteers. The secondary interested siggbeausuppliers, banks, other part-
ners, private and non-governmental organisatitrescompetitors. The third inter-
ested side is the amount of people who communieaidy with social entrepre-
neur, e.g. financial institutions, consultants, etc

5. CONCLUSIONS

Ukraine’s social problems are very crucial nowad&gacial benefits were in de-
mand during the independence period of UkrainiatestThe modelling a social
enterprise now in Ukraine means benefiting fronalaesources.

The tourism sector in Ukraine can become one ofsipeificant drivers of
regional development and social value creation. djmgosite side of this sector
functioning is the negative impact on the localismvment and objects of local
identity. Thus, the tourism sector policy in terafisegional development has to be
coordinated with the long-run regional developrstrdategies. Pursuing a sustain-
able regional development in the tourism sector méan the search for an effec-
tive competitive advantages of the location studied appropriate quality of the
applied measures.

The steps for the establishment of a social erig&pn health resort regions
are the following. The first step is the educatissue. There should be a special
program for the local owners and managers of tousacial enterprises. That pro-
gram would include the tourism management trainihg,apprenticeships for the
business skills. The regional tourism associatiesan efficient tool for better
understanding the industry (Fruchteman, 2013)p&ysonal communications, the
market information sharing, the problems discussiand decision-making. Such
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associations must develop and implement a marleetareh program for social
tourism entities, so that potential entrepreneans loase themselves on reliable
sources. A regional association, with a Board oéEtors formed with experienced
social tourism operators, could then provide aadourism voice in the tourism
industry strategic planning and policy development.

The realization of the modelled social enterprisesucial for the Lviv region
and the three towns analysed in the paper. Therseareral prerequisites which
should be mentioned as follows: building a stronggdge between business and
research by modifying the academic curriculum atghpropriate universities and
institutes according to the changing needs ofdbhggm sector of economy; further
development of tourism cluster functioning in Lvagion such as active member-
ship of all institutions involved in the sectortofirism services.

Preliminary conclusions of the study show the etgxbpositive effects on the
employment of the regional citizen labour markéte Employments possibilities
may lead to improved living standards, as they hagelted in each of the three
studied cases. Thus, the innovative model of rupbumsiness improved the mana-
gerial skills, decreased the level of governmeintatruments of financing, in-
creased the responsibility for the environmentlés of the region’s community.
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