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Entrepreneurship: An important issue for the global policy agenda); Kerstin Réhling and
Thomas Multhaup, Germany (Innovative SMEs in Germany); Jonathan Potter, Local Economic and
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PREFACE

Preface

Small and medium-sized enterprises (SMEs) are predominant in our economies,
including in terms of employment, but their full potential remains remarkably
untapped. The OECD has played a leading role in remedying this situation, helping to
put issues related to SMEs and entrepreneurship into the international public policy
spotlight. Reflecting the high priority given by policy-makers worldwide to fostering
entrepreneurship and SME development, the OECD established in July 2004, a dedicated
centre of expertise on these issues: the Centre for Entrepreneurship, SMEs and Local
Development.

A first OECD Ministerial conference on SMEs was held in Bologna, Italy in 2000. At that
meeting, the Bologna Charter on SME Policies, the first major international SME policy
document, was adopted by almost fifty OECD member and non-member economies. The
Charter recognised that SMEs are a driving force for job and wealth creation and that a
better international dialogue on small business development was needed. The Charter
defined the OECD’s role in fostering SME competitiveness and growth, including through
the conduct of analytical studies and projects, as well as by assisting governments to help
the SME sector through appropriate policy initiatives and by fostering international policy
dialogue. Together, these activities are known as the OECD Bologna Process on SME and
Entrepreneurship policies.

In 2004, a second OECD SME Ministerial Conference was held in Istanbul, Turkey.
Centred on the theme “Promoting Innovative SMEs in a Global Economy”, this
2nd Ministerial provided an opportunity to assess the impact on SMEs of new
developments relating to globalisation. Representatives of 30 OECD countries and over
40 non-member economies exchanged views and assessed policy priorities for realising
the potential contribution that SMEs, especially innovative ones, can make to better
economic performance, notably in terms of increased employment and productivity. The
Istanbul Ministerial Declaration on Fostering the Growth of Innovative and Internationally
Competitive SMEs spells out the policies that governments should pursue in order to ensure
a business environment conducive to entrepreneurship and enterprise creation and one in
which innovative young firms have scope to expand rapidly. Ministers in Istanbul stressed
the importance of an evaluation culture, i.e. the need to systematically review and evaluate
programmes and support policies, to make them cost effective and well-targeted. To
achieve this however, a better factual and analytical base for SME and entrepreneurship-
related policy making needs to be developed.

The 2005 edition of the OECD SME and Entrepreneurship Outlook provides a
comprehensive overview of recent trends in OECD economies and beyond, as well as recent
policy initiatives taken to promote entrepreneurship and SME competitiveness. Based on
the Istanbul Declaration, the 2005 Outlook makes policy recommendations in several
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domains. This includes the need to ease regulatory and administrative burdens affecting
entrepreneurial activity; the importance of facilitating SME access to financing, technology,
innovation and international markets; and the need to promote women'’s
entrepreneurship. These issues will remain at the heart of OECD work in the next few
years, as evidenced by the two thematic global conferences planned to take place in 2006:
the first, to be hosted by Brazil, will address SME financing issues; the second, to take place
in Greece, will deal with the issue of facilitating SME access to international markets.

Thus, through the OECD Bologna Process on SME and Entrepreneurship policies, and
carrying out the mandate given by the Istanbul Declaration, the OECD Working Party on
SMEs and Entrepreneurship will continue to play an active role in tackling these issues.

4. Cor

Herwig Schlogl
Deputy Secretary-General, OECD
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Executive Summary

Since the last edition of the OECD SME Outlook (2002), SMEs and entrepreneurship have
continued to be a key source of dynamism, innovation and flexibility.

Itis worth recalling that SMEs account for over 95% of manufacturing enterprises and an
even higher share in many service industries in OECD countries. Also, in most economies
SMEs generate two-thirds of private sector employment and are the principal creator of jobs.
In recent years, SME numbers appear to have grown at a faster rate than the overall
enterprise population boosting the SME employment share. Although women represent a
minority of those who are self-employed, women-owned SMEs have shown vibrant growth
in a number of countries, notably in the United States and Canada. New firms, by their
nature being innovative, SMEs have lent a special impetus to overall innovation. This wave of
innovation has benefited from rising internationalisation. In addition to exporting and
importing activity, SMEs have opted more and more for cross-border strategic alliances,
mergers and acquisitions and inter firm networking and collaboration.

High firm entry rates have been recorded in dynamic services sectors, such as
business services or ICT-related industries, health and age-related services, in OECD
countries. However, many new enterprises do not survive for long, approximately 20% of
them exiting in the first year of existence and almost as many more leaving the market
during the second year. Mature new entrepreneurs are found to be better endowed in terms
of skills, experience and capital to meet the challenges presented by entrepreneurial
activity. In European countries, entrepreneurial dynamism is less pronounced than that of
the United States where successful entrant firms appear to enjoy much stronger
employment expansion in the initial years than in Europe. In Japan, firm exits exceed firm
entries, continuing their recent trend. In Latin America, entrepreneurial activity is largely
associated with family business, limiting firm expansion and internationalisation. In
contrast, East Asian entrepreneurs have greater access to external finance networks and
more extensive role models, allowing new firms to expand more rapidly.

Given rising internationalisation, continued innovation is critical for sustaining
competitiveness. Among SMEs, new technology-based firms have shown their capability to
renew technology, to make technological breakthroughs, thereby putting competitive
pressure on large firms. Indeed, between 30 and 60% of SMEs in manufacturing are found to
be innovative. SMEs conduct a growing share of R&D albeit still lagging behind large firms.
The share of R&D performed by SMEs is generally greater in small economies than in large
ones. Small firms tend to be more innovative in knowledge-intensive services such as
business services and financial intermediation. In their efforts to innovate, SMEs have
increasingly relied on networks, clusters and partnerships which provide access to
information, know-how and new technologies. In this regard, ICTs and e-business
applications can offer SMEs a wide range of benefits in terms of efficiency and market access,
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reducing the costs and increasing the speed and reliability of transactions. Nevertheless,
while ICT connectivity (PCs and Internet) is widespread in businesses of all sizes, small
businesses are slower than large ones to adopt new ICTs and e-business applications, the
principal reasons being their perceived lack of applicability and uncertain profitability.
Reaping the full fruits of innovative activity however, requires adequate protection of
intellectual property (IP). In this domain, SMEs lack a good working understanding of the
IP rights system and consequently under exploit current forms of IP protection.

During the period under review, a range of new policy initiatives have been taken, their
principal objective being to enhance the dynamism and competitiveness of the SME sector.
It is noteworthy that a number of these measures have been in line with the
recommendations of the Bologna Charter on SME Policies, adopted by almost 50 countries at
the 1st OECD SME Ministerial Conference in Bologna in 2000. Prominent among these
measures has been the easing of product market regulations across the OECD, as well as
progress in removing administrative barriers to entrepreneurship. Reform of employment
protection legislation has been less pronounced. At the same time, certain practices have
spread across OECD countries: regulatory impact analysis, including small impact
statements; consultation mechanisms; plain language drafting, etc. Administrative
simplification is increasingly facilitated by ICTs, Web portals and online one-stop-shops.
Remarkable results have been achieved in some countries, e.g., in Australia, over 70% of all
business registrations are now undertaken online. France and the Slovak Republic figure
prominently among the countries taking measures to reduce procedures, time and cost
involved in starting a business. Hungary and New Zealand are counted among countries
which implement programmes to ease tax compliance burdens on enterprises. Business
transfer and succession is another area attracting increased policy attention from, among
others, the European Union. Overall, the least restrictive OECD countries in 2003 were found
to be the United Kingdom, Canada, Ireland and Norway.

Governments have given increasing attention to education and training for
entrepreneurship. There is no single model for teaching entrepreneurship in education
and training: Should young people learn how to start their own business? Or should they
be taught willingness to change behaviour and take risks? The United States tends to
favour the former approach while Sweden prefers the second one. The United Kingdom
uses both approaches. Entrepreneurship education at university level is particularly
advanced in the United States where it has now spread to non-business disciplines. The
entrepreneurial model of Stanford University, for example, is viewed by many as the
main driver of Silicon Valley. One of the goals of the European Charter for Small
Enterprises, adopted in 2000, is to teach business and entrepreneurship at all school
levels and to develop training schemes for managers. Some major initiatives have also
been taken for fostering women’s entrepreneurship, such as Germany’s creation of a
dedicated agency in 2003; the United Kingdom’s 2004 Strategic Framework for Women'’s
Enterprise, and New Zealand’s 2004 Action Plan for New Zealand Women.

To reduce the high risk profile of SMEs, policies have also been directed at easing SME
access to financing. Prominent among recent policy measures have been: the
establishment of second tier markets; the relaxation of restrictions governing the
investment of pension funds in venture capital funds; increased support for Business
Angel Networks; and continued strong support for SME debt financing through loans and
loan guarantees. In France, the Prét a la création d’emploi was launched in 2000, a loan
instrument aiming at facilitating small scale business creation projects. Germany recently
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brought all such loan products together into a uniform “entrepreneur loan”. A number of
countries including Canada, Germany, United Kingdom, and Israel are using the tax system
as an instrument to improve SME financing.

In parallel, the past few years have seen stepped up efforts to strengthen the
knowledge and innovation base of SMEs, partly through support of SMEs’ research and
development activity. A number of countries including Australia, Hungary, Italy, Portugal
and Switzerland award two thirds or more of their total R&D support to SMEs. At least half
of OECD governments apply tax subsidies for R&D in small firms. In support of SME
innovation and technology acquisition, governments have also been encouraging SME
participation in networks, public-private partnerships, and clusters, contributing to,
inter alia, growing SME internationalisation. SMEs are increasingly encouraged to take part
in global value chains (e.g. France and Japan). Japan’s SME Agency operates a corporate
matchmaking service, registering in a common Internet database candidate Japanese and
overseas SMEs. Most OECD governments have programmes that offer market research
services, as well as assistance with standards and quality issues. Spain’s External Promotion
Initiative Plan, based on a rigorous analysis of export potential, has enabled a growing
number of SMEs to internationalise their operations.

The importance of entrepreneurship and SME innovation for fostering growth in a
globalised, knowledge-based economy was stressed by the 2nd OECD Ministerial Conference
on SMEs which took place in Istanbul in June 2004 and its outcome, the Istanbul Ministerial
Declaration on Fostering the Growth of Innovative and Internationally Competitive SMEs. Also, on this
occasion and for the first time, Ministers and representatives of OECD and non member
economies recognised the need for more evidence-based policy making in this area. Ministers
made a strong plea for the creation of a robust and internationally comparable statistical base
on SMEs and Entrepreneurship and mandated the OECD to implement an Action Plan to this
end. Better statistics and indicators will improve policy design and effectiveness, underpin
policy assessment and contribute to the spread of an evaluation culture.

While re-affirming the need for pursuing policy dialogue and cooperation among
OECD countries and with non member economies, Ministers drew attention to a number of
issues and invited the OECD to undertake activities to advance progress in the following
areas, inter alia:

e Improving SME access to financing, so that SMEs can have access to appropriately
structured risk capital at all stages of their development. In response, the OECD will prepare
a major international conference on this topic, to be hosted by Brazil in 2006.

e Identifying ways to remove barriers to SME access to global markets. The OECD will
undertake, jointly with APEC (Asia Pacific Economic Cooperation), a study to identify ways of
removing these barriers, the results of which will be presented at an international conference
hosted by Greece in 2006.

e Enabling a better understanding of global value chains and the way in which SMEs can
benefit from them. To this end, the OECD is undertaking a study jointly with UNCTAD and
other partners.

e Disseminating work carried out on best practices for the evaluation of SME policies and
programmes by working with member and interested non member economies and
international organisations. To this end the OECD is developing and will test a handbook of
best practices for the evaluation of SME policies and programmes.

OECD SME AND ENTREPRENEURSHIP OUTLOOK 2005 - ISBN 92-64-00924-8 - © OECD 2005 11



EXECUTIVE SUMMARY

e Disseminating work carried out on best practices with regard to the development of
Women'’s Entrepreneurship and sharing the leading edge experience acquired by the
Organisation in this domain.
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PART I

Chapter 1

The Role of SMEs and Entrepreneurship
in OECD Economies

SMEs and entrepreneurship continue to be a key source of dynamism, innovation
and flexibility. They account for over 95% of enterprises, generate two-thirds of
employment and are the main source of new jobs. Entrepreneurial activity is
especially dynamic in knowledge-based services. Women'’s entrepreneurship has
recently shown vibrant growth. SMEs increasingly engage in cross-border alliances
and inter-firm collaboration. SMEs are particularly innovative in knowledge-
intensive services, new technology-based firms, showing their capability to renew
technology. SMEs increasingly rely on networks, clusters and partnerships for
accessing information and new technologies. ICTs and e-business applications
present a growing range of benefits to SMEs. To reap the full fruits of innovative
activity, SMEs need to use effectively the intellectual property rights system.
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I.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

1. Introduction

The OECD SME Outlook, a biennial publication, was first published in June 2000 on the
occasion of the 1st OECD Conference of Ministers responsible for SMEs, held in Bologna,
Italy. The second edition was published in 2002. The preparation of this third edition,
renamed to become “The OECD SME and Entrepreneurship Outlook”, to take account of the
increased attention being paid by policymakers to the crucial role of entrepreneurship for
OECD economies, was postponed by one year due to preparations for the 2nd OECD
Conference of Ministers responsible for SMEs held in Istanbul, Turkey 3-5 June 2004.

The raison d’étre of the OECD SME and Entrepreneurship Outlook is to monitor policies
and programmes affecting and targeting SMEs and entrepreneurship and to provide a
broad overview of trends and policy developments for policymakers. The publication is
also intended to be a showcase and instrument for the diffusion of the work and activities
of the OECD’s Working Party on SMEs and Entrepreneurship, served by the SME and
Entrepreneurship Division of the newly created OECD Centre for Entrepreneurship, SMEs
and Local Development.! The present edition benefits in particular from the set of reports
and inputs prepared for the 2nd OECD SME Ministerial Conference.

OECD member countries provided individual country reports on recent trends and
policy developments, for inclusion in PartII of the publication. This third edition while
focusing on developments in the period 2002-2004, also reports, as relevant, earlier policy
initiatives, findings of relevant recent OECD and non-OECD studies, and reflects the
outcomes of the Istanbul Ministerial Conference, in particular the adoption by Ministers
and representatives of governments of 72 economies of the Istanbul Ministerial Declaration on
Fostering the Growth of Innovative and Internationally Competitive SMEs.

2. SMEs and entrepreneurship in the economy

SMEs and entrepreneurship are now recognised world-wide to be a key source of
dynamism, innovation and flexibility in advanced industrialised countries, as well as
in emerging and developing economies. They are responsible for most net job creation
in OECD countries and make important contributions to innovation, productivity and
economic growth.

SMEs constitute the dominant form of business organisation in all countries world-wide,
accounting for over 95% and up to 99% of the business population depending on the country.
In 2003, 99.8% of enterprises in the enlarged EU were SMEs (< 250 employees). Small
enterprises (< 50 employees) make up at least 95% of manufacturing enterprises in most
economies. Small firms constitute 99% of manufacturing enterprises in Italy at the higher
end of the scale and close to 80% at the lower end for the United States, Ireland and the
Slovak Republic. Manufacturing enterprises that employ 100 or more employees make up
only between 1% and 4% of all manufacturing enterprises in OECD countries with the
exception of Slovak Republic, Ireland and the United States, where their shares are
respectively, 10%, 9% and 7%.
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1.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

Box 1.1. Defining SMEs

There is no single agreed definition of an SME. A variety of definitions are applied among
OECD countries, and employee numbers are not the sole defining criterion. SMEs are
generally considered to be non-subsidiary, independent firms which employ fewer than a
given number of employees. This number varies across countries. The most frequent upper
limit designating an SME is 250 employees, as in the European Union. However, some
countries set the limit at 200, while the United States considers SMEs to include firms with
fewer than 500 employees. Small firms are mostly considered to be firms with fewer than
50 employees while micro-enterprises have at most ten, or in some cases, five employees.

Financial assets are also used to define SMEs. In the European Union, a new definition
came into force on 1January 2005 applying to all Community acts and funding
programmes as well as in the field of State aid where SMEs can be granted higher intensity
of national and regional aid than large companies. The new definition provides for
an increase in the financial ceilings: the turnover of medium-sized enterprises
(50-249 employees) should not exceed EUR 50 million; that of small enterprises
(10-49 employees) should not exceed EUR 10 million while that of micro firms (less than
10 employees) should not exceed EUR 2 million. Alternatively, balance sheets for medium,
small and micro enterprises should not exceed EUR 43 million, EUR 10 million and
EUR 2 million, respectively. In addition to satisfying the criteria for the number of staff and
one of the two financial thresholds, an SME must be independent; to this end, the new
definition distinguishes between autonomous enterprises, partner enterprises and linked
enterprises. Finally, the new definition, introducing precise financial thresholds for micro-
enterprises, thus recognises the essential role of the latter in the economy.

The approach taken by the OECD, and in particular by the Centre for Entrepreneurship, SMEs
and Local Development, and its two pillars - the Local Economic and Employment
Development (LEED) Programme and the Secretariat of the Working Party on SMEs and
Entrepreneurship - is to work with both the national, regional and Community definitions and
to attempt to achieve some degree of international comparability. In particular, for the
purposes of this publication and for reasons of comparability and data availability, figures and
tables, including those in the Statistical Annex are presented using two size classification
systems: i) fewer than 9, 10-49, 50-99, 100-499, 500+; and ii) fewer than 9, 10-49, 50-249, 250+.
Exceptions to these two classifications are detailed in the Statistical Annex.

SMEs represent an even higher share of the total in some service industries. Although
major gaps exist in relation to services data by size class, it is, nevertheless, possible to
quantify the role of SMEs in a number of service industries. For example, micro-enterprises
(< 10 employees) represent, for many OECD countries, more than 90% of enterprises in the
activities of computer services and related activities and renting of machinery and equipment.
Likewise, micro-firms account for a large share of enterprises in the activity hotels and
restaurants and in research and development. Indeed, small enterprises (< 50 employees) make up
99% of enterprises in many of these activities while the share of medium-sized enterprises
accounts for only a fraction of a percentage point in many cases (See Statistical Annex).

Overall, SME numbers appear to be growing more significantly in some countries.
Sweden, Austria, New Zealand and Spain are among countries displaying strong growth
rates in SME numbers in recent years.

OECD SME AND ENTREPRENEURSHIP OUTLOOK 2005 - ISBN 92-64-00924-8 - © OECD 2005

17



I.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

Figure 1.1. Distribution of employment in the manufacturing sector,
by firm size, 2001
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Note: 2001 or nearest year available; Australia: 0-9, 10-49, 50-200, 200+; Japan: 4-9; Poland: salaried employees only;
Korea: (salaried employees only) 1-19; 20-49; 50-299; 300+; Greece: 1-9 not available.

Source: OECD, Statistics on Enterprises by Size Class (SEC) database, 2005. For Korea, the source used is: Korea
National Statistical Office (data refer to end-2002).

StatLink: http://dx.doi.org/10.1787/065146473166

Figure 1.2. Distribution of employment in the manufacturing sector,
by firm size, 2002
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Note: 2002 or nearest year available; Australia: 0-9, 10-49, 50-200, 200+; Poland: salaried employees only; Japan: 4-9;
United States: 10-99 (employment includes all sectors of activity); Greece: 1-9 not available.
Source: OECD, Statistics on Enterprises by Size Class (SEC) database, 2005.

StatLink: http://dx.doi.org/10.1787/675373810306
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1.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

Figure 1.3. Distribution of employment by firm size in computer services
and related activities, 2001

% . -9 11019 [ 20-99 [ 100-499 [ 500+

100
90
80
70
60
50
40
30
20
10 |

0

United States France Germany Denmark Norway Belgium Austria Unlted Kingdom

Note: 2001 or nearest year available; Norway: 2000 data; United-States: 0-9.

Source: OECD, Statistics on Enterprises by Size Class (SEC) database, 2005.
StatLink: http://dx.doi.org/10.1787/071436113280

Figure 1.4. Distribution of employment by firm size in real estate activities, 2001
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Source: OECD, Statistics on Enterprises by Size Class (SEC) database, 2005
StatLink: http://dx.doi.org/10.1787/806246484674

SMEs account for a large (Figures 1.1 to 1.5) and growing share of employment in many
OECD countries, and SMEs are recognised to be a principal creator of jobs: In the Europe-
25 economies, 23 million SMEs (< 250 employees) provide employment for 66% of the
private sector. Evidence of their growing share in employment is well illustrated in the case
of Austria, where SME employment grew by 8.1% between 1995 and 2003. The share of SME
employment in Australia’s business sector has been rising since the early 1980s, and
evidence suggests that SMEs contributed between 63% and 78% of net employment growth
during the 1990s there (Hall, 2002). SMEs (< 250) account for a large share of manufacturing
employment in many OECD countries, e.g. 75% and more in Italy, Portugal and Spain. Small
enterprises (< 50 employees) too account for a substantial share of manufacturing
employment; over 50% in Italy and Spain although significantly less in some countries,
e.g. 15% in the Slovak Republic, and 22% in Germany and in Ireland.
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I.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

Figure 1.5. Distribution of employment by firm size in restaurants,
bars and canteens, 2001
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Source: OECD, Statistics on Enterprises by Size Class (SEC) database, 2005.
StatLink: http://dx.doi.org/10.1787/724360530280

Box 1.2. SME trends in the tourism industry

SMEs(< 250 employees), notably micro and small enterprises, constitute the bulk of the
tourism industry (here tourism includes only hotels, travel agencies and tour operators).
Since 1998, on average, the number of SMEs in tourism is continuing to increase in the
OECD area, reflecting the dynamics of the tourism economy. Micro-enterprises are largely
predominant. For hotels, micro-enterprises represent between 65 and 98% of the total,
except for Switzerland (39%) and for Greece (18%). For travel agencies (including tour
operators), the figures are even more remarkable: micro-enterprises represent between
83% and 97% of the total. In France, one of the major worldwide tourism destinations,
SMEs represent 99.9% of tourism enterprises, of which 92.1% are micro-enterprises
(< 9 employees). Research on the competitiveness of tourism SMEs in France indicates a
relative fragility of these enterprises for operating on a global tourism market. They have,
for example, difficulties in being referenced (included in the offer) of the large distributors.
As a result, they tend to operate mainly in niche markets. In employment terms, the
situation is more balanced as larger enterprises play a more important role (see Statistical
Annex).

The role of SMEs in employment terms is also significant with shares varying from 47 to
97% for hotels and from 54 to 89% for travel agencies (including tour operators). There is
rather little information available about the profitability of tourism enterprises. However,
initial research conducted by the OECD shows that there is no clear evidence that smaller
tourism enterprises are less profitable; in fact some anecdotal information indicates that
the participation of tourism SMEs in total profit has tended to increase in recent years. For
example, in Denmark, hotels and restaurants organised as single proprietorships manage
better and maintain higher profit margins. In Poland, small tourism enterprises
(< 50 employees) have recorded the highest increase in their share of the total profit
(+15.1% for the period 2000-2002) in comparison to medium tourism enterprises (+8.6%)
while larger enterprises (> 250 employees) have registered a significant decrease (-9.3%)
during the same period.
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SMEs generate a substantial share of manufacturing output and generate over 50% of
value added for a number of OECD countries, notably in Italy, Portugal, Spain, Japan, New
Zealand and Norway. SMEs contribute 57% of valued added in the Europe-25 economies on
average. Although data are scarce, it is to be expected that the SME share in investment is also
substantial, such as in Sweden where SMEs accounted for 66% of net investments in 2001.

In service activities, SMEs account for a very large share of employment in many
activities. There are some exceptions, however, such as in the hotels and restaurant
activity: for example, in the United States enterprises with 100 or more employees account
for 56% of the total in this category, and in the United Kingdom, firms with more than
250 employees account for 40% of employment. In the research and development activity,
large firms also make up a sizeable share of employment, and firms employing more than
500 account for fifty per cent and more of employment for a number of countries, including
Germany, Netherlands, United Kingdom, and United States (Figures 1.3 to 1.5).

Entrepreneurial activity: a vital economic force in all economies
Entry, exit and survival of firms

New enterprises emerge and disappear in substantial numbers on a continuous basis
in all economies. Data for nine European countries show that between 12% and 19% of all
non-agricultural firms enter or exit the market every year. Enterprise entry rates are closely
correlated with exit rates, and approximately equal numbers of firms exit the market as
those that enter. This general pattern combining high rates of entry and exit occurring
simultaneously is found across all economic sectors. Overall, the cross-country variation of
entry and exit rates, (i.e. the number of new or exiting enterprises in relation to all active
firms) is rather modest and a similar degree of firm churning is found in Europe and in the
United States.

The European Union is characterised by a certain entrepreneurial gap. The latest
edition of the Flash Eurobarometer survey on entrepreneurship finds that only 4% of
Europeans were involved in setting up a business in the past three years, yet almost half of
Europeans say that they would prefer to be self-employed. Differences between European
countries do exist, however. For example, some countries such as the Netherlands and
Austria experience relatively low entry and low exit rates. Concerning the net growth in the
stock of enterprise numbers the rate has tended to be positive for many countries, and was
4.3% in the Netherlands, 3.3% in Germany, and 3.1% in United Kingdom in 1999 (the latest
year for which data are available). In contrast, Japan experienced a drop of 2.1% and
Belgium a decline of 0.6% in that year.? Figure 1.11 shows the reversal in trends for start-
ups and closures in Japan during the period 1975-2001. Overall, entry rates in OECD
countries are higher in dynamic services sectors, such as business services, or ICT-related
industries, health and age-related services, than in more mature industries, in
manufacturing for example (Figures 1.6 and 1.10). One country example showing different
entry and exit rates by industry in Germany is illustrated in Figure 1.12.

Once firms survive the initial years, prospects improve, and many surviving firms are
found to generally grow in size over time in all countries for which data are available
(Figure 1.9). However, only a small share go on to become fast-growth firms. Furthermore,
it should be borne in mind that the average SME workforce size is quite small - estimated
to be 6 for European Union economies. In Spain, employment in new firms that had started
up in 1998 increased from an initial average of 2.1 persons in 1998 to 3.2 persons in 2000.
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Box 1.3. Defining entrepreneurship

Entrepreneurship has typically been referred to as an action, process, or activity, in
which creativity, risk-taking and innovation play a significant role. Substantial
entrepreneurial behaviour can occur among existing entrepreneurs and existing firms,
including longer established firms, and the systematisation of innovation and
commercialisation within existing firms. The recent Green Paper on Entrepreneurship in
Europe by the European Commission defines it as follows: “Entrepreneurship is the
mindset and process to create and develop economic activity by building risk-taking,
creativity and/or innovation with sound management, within a new or an existing
organisation”. Despite the definitional differences, it is commonly agreed that
entrepreneurship is a driving force behind SMEs.

The OECD too has addressed the issue of entrepreneurship from a number of angles,
including from the local economic development perspective, emphasising the role of
entrepreneurship and self-employment for local economic development (OECD, 1998a,
2003a) and in the context of the Growth Study and its follow-up, and on the occasion of the
2nd OECD SME Ministerial Conference held in 2004.

The accumulated body of work on entrepreneurship and SMEs to date indicates the
existence of a rationale for both entrepreneurship policy and for an SME policy. The OECD
takes the approach that entrepreneurship policy cannot substitute for SME policy but
needs to be seen in the wider context of SME policy, as without sound entrepreneurship
policies, there cannot be strong SMEs. Neither can SME policy substitute for
entrepreneurship policy. The two policies are complementary and should be carried out
together, as part of the same continuum - from the would-be or aspiring entrepreneurs to
the large firms. Therefore, entrepreneurship policy and SME policies need to be viewed as
a continuum, encompassing the pre-start-up, start-up, growth and expansion stages of the
enterprise (OECD, 2004a). Furthermore, the approach taken considers entrepreneurship
policy as directed more towards individuals (isolated or in teams) and considers SME policy
as concerning firms per se, and geared to creating and growing these businesses.

Various research projects underway or recently undertaken in relation to the topic of
entrepreneurship, adopt differing definitions for entrepreneurship policy: For example, the
research project Entrepreneurship Policy for the Future, led by Lundstréom and Stevenson
(2001, 2002) defines entrepreneurship policy as “aimed at the pre-start, the start-up and
post start-up phases of the entrepreneurial process; designed and delivered to address the
areas of motivation, opportunity and skill; and with the primary objective of encouraging
more people in the population to consider entrepreneurship as an option, to move into the
nascent stage of taking the steps to get started and then to proceed into the infancy and
early stages of a business.”

Source: OECD (2004a): Fostering Entrepreneurship and Firm Creation as a Driver of Growth in a Global
Economy, www.oecd.org/cfe/sme.

However, many new enterprises do not survive for long, approximately 20% of new
entrants exiting during their first year of existence and nearly as many more not surviving
beyond the second year. It should be borne in mind that firm exit is not necessarily
synonymous with failure as exits can occur for other reasons, such as when the firm
founder closes the business for personal reasons, or when the firm is merged with or
becomes part of another firm. Country differences exist concerning firm survival. Two
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Figure 1.6. Entry and exit rates in the manufacturing and business services sectors
Average rate over 1997 and 2000
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Source: Eurostat, June 2003.
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EU countries can be cited in this respect: Austria has a relatively low self-employment rate
but a relatively high survival rate of its newly established businesses (83% of start-ups
survive after three years, and 72% after five years®); and the Netherlands, with lower entry
and exit rates relative to the European average, but having high survival rates attributed to
better preparation before the start-up phase (Ministry of Economic Affairs, 2002): four years
after their start-up, 60% of Dutch firms are still in operation, compared to 44% in Denmark
and 50% in the United States.

The entrepreneur’s age can be a determinant of enterprise survival. Entrepreneurship
is particularly challenging for many young persons starting up, because of their lack of
human capital and relevant experience. Persons over thirty-five years of age entering self
employment are likely to have greater survival chances (Scott, 1995), while a new
entrepreneur, if aged fifty or older in France, INSEE has found, stands a two-thirds chance
of surviving for three years and just 50% if aged less than twenty-five. In view of the
increasing “greying” of OECD populations, attention is being given to entrepreneurship of
economically active older people, which appears to be on the increase in some countries.
For example, persons over 50 years of age represented 8% of new entrepreneurs in the
Netherlands in the nineties, and ten years later, their share had increased to 16%. Table 1.1
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Figure 1.7. Firm entry rates, job creation and average size of new firms
in total non-farm industry
Average rate over 1997 and 2000
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Source: OECD Science, Technology and Industry Scoreboard based on Eurostat statistics, 2003.
StatLink: http://dx.doi.org/10.1787/536454780234

Figure 1.8. Enterprise survival rates
Percentage of 1998 entries
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Source: OECD Science, Technology and Industry Scoreboard (2003).
StatLink: http://dx.doi.org/10.1787/636034158052

compares for the Netherlands, the characteristics of new entrepreneurs over 50 years of
age with those of the average new entrepreneur, showing that the older new entrepreneur
is better endowed in terms of skills, experience, capital and other sources of income.
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Figure 1.9. Average size of firms born in 1998
Average number of employees
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Source: OECD Science, Technology and Industry Scoreboard (2003).
StatLink: http://dx.doi.org/10.1787/552744430346

Figure 1.10. Net entry in ICT industries
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Source: OECD Science, Technology and Industry Scoreboard (2003).
StatLink: http://dx.doi.org/10.1787/643410541078

The source and strength of job creation varies depending on the business
environment. Successful entrant firms in the United States appear to enjoy much stronger
employment expansion than European entrants in the initial years allowing them to reach
a higher average size. In Europe, from about 1990 to 2001, micro enterprises
(< 10 employees) were the only significant contributors to net job creation, and made a
net positive contribution only from about 1997 onwards.* Entrepreneurial activity by
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Figure 1.11. Japan: start-up and closure rates since the mid-seventies
Non-primary industries, annual average
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Table 1.1. Characteristics of older new entrepreneurs (persons aged 50 or over)
in the Netherlands (in per cent)

New enterprises started

by people over 50 years of age New enterprises, overall

Gender: male 86 68
High skills: university/higher vocational qualification 55 45
Less likely to have been an employee in the past 61 72
Likely to work full time in the company 48 43
Dependent on earnings from company, either entirely or partially 33 42
Put their own money into working capital 83 70

Source: Action for Entrepreneurs, Entrepreneurship Policy in the Netherlands, Ministry for Economic Affairs, 2004.

population strata or groups shows significant country and regional variations. A recent IDB
study finds that people from lower and middle classes in East Asia were twice as heavily
involved in entrepreneurial activity as their counterparts in Latin America (IDB, 2002).

Firm entry rates are found to be significantly correlated with output and employment
growth across services sectors, while the relationship is much less clear-cut in
manufacturing according to an OECD study (Brandt, 2004b). Output and employment
growth can be expected to be higher in younger industries as new firms enter and
incumbents expand in an attempt to seize unexploited business and technological
opportunities.

A positive relationship between the level of entrepreneurial activity (proxied by
start-up rates) and overall firm productivity for seven of ten OECD countries analysed
(OECD, 2001d), has been observed notably in high tech industries where new firms tend to
play an important role. Scarpetta et al., (2002) show that firm entry and exit help increase
aggregate productivity growth by shifting resources from old and less productive firms to
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Figure 1.12. Germany: start up and closure rates in different industries, 1998-2003
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Source: IFM Bonn. StatLink: http://dx.doi.org/10.1787/824764121438
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new and more productive ones. Similarly, a Canadian study shows that because new firms
tend to be much more productive than existing firms, net entry contributes significantly to
aggregate productivity growth (Baldwin and Gu, 2003). An OECD study (Brandt, 2004b) finds,
using data for nine European countries, that firm entry has a positive effect on labour and
total factor productivity growth, particularly so for service industries.

The capacity of entrepreneurship to alleviate poverty and offer social opportunities
has been brought to the fore, in particular the potential of “social entrepreneurship” to
increase employment opportunities and empower disadvantaged and under-represented
groups. Local factors are crucial and recent growth in entrepreneurial activity in some
target population groups (e.g. youth, ethnic minorities) is often closely linked to local
communities. The share of certain minority populations engaging in entrepreneurship is
often relatively high with respect to the national average, pointing to possible sets of
positive influences (such as supportive business networks).

Women’s entrepreneurship: an important untapped reservoir for employment

Women represent a minority of those who are self-employed, start new firms, or are
small business owner-managers. During the last decade, women’s entrepreneurship has
gained growing attention as an important untapped source of economic growth. The
number of small firms women are able to create (including firms with growth prospects)
and their capacity to create new jobs for themselves and others is increasingly
acknowledged, as is their potential to provide society with different perspectives and
approaches to management, organisation and business issues (OECD, 2004b). While their
economic contribution is widely acknowledged to be substantial and growing, it has not yet
been quantified, partly because of the scarcity of the relevant statistics and indicators, but
also because women'’s entrepreneurship has historically received little attention from
society and from the social sciences. The issue of women'’s entrepreneurship is necessarily
about women’s position in society as well as the role of entrepreneurship in the same
society, as women also need to clear traditional hurdles (such as gendering of
entrepreneurship, lack of role models, weak social status, access to finance). In some
countries, women may also experience cultural and legal obstacles in regard to holding
property and entering into contracts.

Women tend to start and manage firms in industries different to those chosen by men.
Activities chosen by women include retail, education and other service industries while they
are less present in industries where a formal education in science and technology is required.

Substantial variation is found between economies with regard to the percentage share
of women among the self-employed. The lowest shares of self-employed women are
observed in Turkey (12%) followed by Ireland (16%), and the highest in (Portugal 41%)
in 2003 (Figure 1.13). Canada, France, Switzerland and the United States have high rates,
their respective shares ranging between 37.6% and 39.2%. In total, there were
approximately 20 million self-employed women in OECD countries in 2003.> Women-
owned businesses represent an important part of the business population, for example,
accounting for 36% of all firms in Korea in 2001, 28.5% of businesses in Germany, 12% of
SMEs in the UK, and 20% of French firms with 10 or more employees.
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Figure 1.13. Share of women self-employed in total self-employment in 2003
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Few studies have attempted to quantify the economic impact of women’s
entrepreneurship

With the exception of Germany and the United States, the economic impact of
women'’s entrepreneurship for most OECD member countries has not been estimated. In
the United States recent analyses from the Census Bureau estimate that women-owned
and managed firms represent 28% of the 23 million firms (amounting to 6.4 million) and
provide employment for 9.2 million people, corresponding to 9% of all employed in the
private sector. These firms are growing in number at twice the rate of all businesses (23%
versus 9% between 1997 and 2004). Further, employment in these women-owned
businesses increased by 39% compared to 12% nationally, and revenues rose by 46%,
compared to 34% among all privately-held firms between 1997 and 2004. There are a total
of 1.066 million women-owned businesses in Germany. Both the rate of women
entrepreneurs and their economic impact is quite similar in both the United States and
Germany. According to an OECD study (OECD, 2004b), using United States employment
ratios relating to women’s entrepreneurship, European self-employed women would have
been generating employment for around 20 million people in 2000.

In Canada, the Prime Minister’s Task Force on Women Entrepreneurs (2003) found that
between 1981 and 2001 the number of women entrepreneurs in Canada increased by 208%,
compared with a 38% increase for their male counterparts. However, average annual sales
for women-owned firms were found to be significantly lower, averaging in 2000 slightly
less than half of the sales of firms owned by men. In Sweden, differences are observed
between men and women in relation to the entry size of their firms: women have on
average 0.6 full time employees and men have on average 1.7 full time employees,
although the difference observed between women-owned businesses and men-owned
businesses appears to be diminishing.
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3. The regulatory framework and SMEs

Regulatory and administrative burdens can dampen entrepreneurial activity
and SME development

Excessively stringent regulations affecting product and labour markets have a
negative impact on both firm entry and productivity as they hinder firms from shifting
resources to new and productive uses, innovate and adopt new technologies (Scarpetta
et al., 2002). Recent World Bank studies also report that cumbersome entry regulation is
associated with less private investment, higher consumer prices, greater administrative
corruption, and a larger informal economy (World Bank, 2003, 2004).

A recent OECD study (2005a) which examines trends in product market regulation in
OECD countries, suggests that regulatory impediments to competition have been declining
in all OECD countries in recent years (Box 1.4). Overall, across OECD countries, product
market regulation has tended to become more conducive to competition since 1998.
Moreover, the findings suggest that regulation has tended to become more homogeneous
across the OECD as countries with relatively restrictive policies have tended to move
toward the regulatory environment of the liberalised economies. In particular, in 2003 the
group of EU countries displayed stronger convergence towards lower barriers to product
market competition than did other OECD member countries, thought to reflect efforts to
implement the single market programme.

The OECD study also found that those countries which in 1998 had restrictive
economic regulations also tended to impose burdensome administrative procedures on
business enterprises (Figure 1.14).

Box 1.4. The OECD regulation database and PMR indicator

Most of the regulatory information summarised in the OECD Economics Department’s
Product Market regulation (PMR) indicators was collected via a questionnaire sent to OECD
countries. The questionnaire was last issued in 2003 and enjoyed a very high response rate
(92%), collecting 805 data points for each country on general and sectoral regulatory
policies as well as some aspects of industry structure. The data collected reflect
regulations in place of the end of 2003. With the PMR system, economic and administrative
regulations are classified into two main areas —inward and outward oriented policies —
depending on whether regulations are directed at domestic or foreign operators. In turn
inward-oriented policies are subdivided into measures aimed at establishing various
forms of state control on economic activities and provisions resulting in impediments to
entrepreneurial activity, while outward oriented policies distinguish explicit barriers to
trade and investment (tariffs or foreign ownership restrictions) from other barriers to
international exchanges (regulatory hindrances). Of particular interest to the SME and
entrepreneurship-related issues, the “Barriers to entrepreneurship” indicator includes
obstacles to competition (e.g.legal limitations on the number of competitors),
administrative burdens (e.g. burdens on start-ups) and administrative opacities (e.g. the
complexity of the licences and permits system).

Source: OECD, 2005a.
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Figure 1.14. Administrative and economic regulations, 2003
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restrictive.

Source: Economics Department, OECD, 2005.
StatLink: http://dx.doi.org/10.1787/578522402845

Administrative compliance costs, firm size and sectoral dimensions

Administrative compliance costs can be an important barrier to entrepreneurship and
business development and thus constitute a burden for enterprises, particularly SMEs. A
recent OECD survey-based study estimated administrative compliance costs to represent
around 4% of Business Sector GDP for the countries surveyed, and showed that regulatory
costs have an increasingly disproportionate impact on smaller companies. Evidence
suggests that a threshold exists at around 20 employees after which costs per employee
stabilised. This is further illustrated by the number of requests made to government
authorities. While SME businesses asked for an average of eight authorisations or decisions
per year, micro or small businesses were found to make approximately four times the
number of requests per employee that medium-sized SMEs make and eight times the
number made by large SMEs. The Australian Small Business Deregulation Taskforce
commissioned a national survey which estimated the time spent on average by small
businesses on administration and compliance activities (estimated at 16 hours per week).

Administrative compliance costs can vary by sector. Professional services (business
services) and services with environmental impact (such as transport and public
infrastructure companies) were found to incur higher annual costs per employee than the
manufacturing sector. A large share of administrative compliance costs is spent on
complying with tax and employment regulations, while the amount spent complying with
environmental regulations, although growing rapidly, tends to be lower (OECD, 2001b, 2003c).

SMEs appear to be more critical of their contacts with government offices to obtain
decisions than they are of their contacts to obtain information, and complain of both the
lack of consistency and lack of predictability of decisions, and the accountability of the
administrative agency. When surveyed, SMEs are, in particular, more critical of the quality
of tax and employment regulations than of the quality of environmental regulations and
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consider tax and employment regulations to be insufficiently flexible, making it difficulty
to achieve their objectives (OECD, 2003c).

Regulatory and administrative barriers to entrepreneurship

Progress made in removing administrative barriers to entrepreneurship’
during 1998-2003 was found to be less than progress made in other areas (OECD, 2005a) and
was not so significant in areas such as: removing legal barriers to new entry in product
markets sheltered from competition (e.g. several non-manufacturing industries); and the
simplification of administrative procedures and reductions of burdens on business start-
ups. The exception was a significant improvement in licence and permit systems due to
more widespread use of one-stop shops and to a lesser extent because of the application of
the “silence is consent’ rule” (OECD, 2005a).

This recent OECD research classifies countries into three groups: relatively “restrictive”
countries; relatively “liberal” countries; and “middle of the road” countries with regard to product
market regulation. Concerning the elimination of institutional barriers to
entrepreneurship, the study finds the following: significant reforms were made by the first
group especially with regard to reductions in administrative burdens on start-up firms and
removal of legal barriers to entry in some sectors; small incremental improvements in
administrative burdens on business start-ups and concerning simplification of rules and
procedures were made by the second group; and rather disparate results among the third
group, some countries making significant progress to the licence and permit systems and
improved government communication and some others making progress through lowering
administrative burdens.

The World Bank finds that entry regulations were the business regulations most
frequently reformed in 2003. Relatively few procedures are required nowadays for starting
a business in a number of countries (e.g. Australia, Canada and New Zealand). No costs are
associated with start-up in many countries such as Denmark, New Zealand, United States
and Sweden. No capital requirement at start-up is required in a number of countries,
including Australia, Canada, France and the United States. The World Bank adjudged
France to have been the top reformer in 2003 for having enacted legislation for encouraging
entrepreneurship through, inter alia, online business registration, abolition of minimum
capital requirements and reductions in the procedures, time and cost involved in starting
a business. The Slovak Republic, Belgium, Finland, Norway, Poland, Portugal and Spain also
figured among the top reformers in 2003 (World Bank, 2004). The following average
reductions were made by the top ten reforming countries: 26% in start-up procedures, 41%
in the time required; 56% in costs involved; and 8% in the minimum capital requirement
(details of recent policy developments are included in the next chapter).

Figure 1.15 shows, for OECD countries, an indicator for barriers to entrepreneurship,
on a scale (0-6) from least to most restrictive for the years 1998 and 2003. In 1998, the least
restrictive OECD economies were found to be Canada, United Kingdom, Ireland and New
Zealand and the four most restrictive Turkey, France, Poland and Italy. By 2003, the four
least restrictive were United Kingdom, Canada, Ireland and Norway, while the four most
restrictive were Turkey, Poland, Mexico and the Czech Republic.

In its Doing Business in 2005: Removing Obstacles to Growth, the World Bank classifies the
top twenty economies for ease of doing business. The indicator is based on an average of
seven indicators in order to benchmark the regulatory cost of doing business in
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Figure 1.15. Regulation in 1998 and 2003: Barriers to Entrepreneurship
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Source: Economics Department, OECD, 2005.
StatLink: http://dx.doi.org/10.1787/463501814271

Table 1.2. Top 20 economies ranked for ease of doing business

Rank Country Rank Country

1 New Zealand 1 Switzerland
2 United States 12 Denmark

3] Singapore 13 Netherlands
4 Hong Kong, China 14 Finland

5 Australia 15 Ireland

6 Norway 16 Belgium

7 United Kingdom 17 Lithuania

8 Canada 18 Slovak Republic
9 Sweden 19 Botswana
10 Japan 20 Thailand

Note: The ease of doing business is a simple average of the country’s ranking in each of the seven areas of business
regulation and property rights protection measured in Doing Business in 2005.

Source: World Bank, 2004.

145 economies (World Bank, 2005). Table 1.2 presents the top 20 economies ranked for ease
of doing business. Overall, English speaking countries are highly ranked, consistent with
OECD findings. Less advanced economies regulate business more than developed
economies do and although some countries are making efforts to catch up, the gap
between the two groups remains wide (World Bank (2003, 2004). It takes, on average,
6 procedures, 27 days and 8% of annual income per capita to start a business in OECD
countries —and 11 procedures, 59 days and 122% of income per capita to do so in less
developed countries.

Figure 1.16 plots for OECD countries on a scale 0-6, for 1998 and 2003, an indicator of
the complexity of administrative procedures which summarises the complexity of
government communication of rules and procedures as well as licences and permit
systems (OECD, 2005a).
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Figure 1.16. Complexity of administrative procedures’: 2
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Employment Regulations

Employment regulations governing the individual employment contract have
implications for firm entry and exit and for firm expansion. Overly rigid employment
regulations can limit job creation, reduce workforce flexibility, constrain R&D investment
and investment in technology, and lead to smaller firm size, leaving economies of scale
unexploited. All of these effects can dampen productivity growth. OECD studies (2005a,
2004q) find that, in OECD countries, employment protection legislation (EPL) has changed
relatively little, compared with product market regulations, in recent years, and this is
particularly the case for workers with permanent contracts. However, a positive
relationship is found between product and labour market reforms in OECD countries with
the former often preceding the latter (Brandt et al.,, 2004) and a positive relationship
between EPL and product market regulation across OECD countries.

As with start-up regulations, employment regulations tend to be more flexible in
developed countries. Countries with the least rigid labour regulation include the United
States, Canada, New Zealand and Slovak Republic. With regard to hiring regulations, Israel,
Slovak Republic, Australia, Denmark and the United States are among those with least rigid
regulations; countries with least rigid firing regulations include Canada and Japan; and
countries with the least rigid regulations concerning working hours include Canada, New
Zealand and the United States. Countries with relatively rigid regulations concerning
working hours include Greece, Spain and Portugal (World Bank, 2004).

4. Innovation and technology

Innovation is recognised as an essential component of the economic growth process.
It is typically broadly defined as the development, deployment and economic utilisation of
new products, processes and services (OECD, 2001a). Innovation can take many forms, it
can be technological or non-technological in nature and can concern inputs, process or
outputs of business operations and relations. As world economies become more integrated
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Figure 1.17. Share of new firms in the population of innovative firms
in manufacturing and services, 1998-2000
Newly established firms as % of innovative firms
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Source: OECD based on Eurostat, CIS3 survey, 2004.
StatLink: http://dx.doi.org/10.1787/158383214567

and interdependent, the ability of entrepreneurs and firms to seize upon global business
opportunities by commercialising new products and processes faster than their
competitors is critical in raising the economic wealth of a nation. Both SMEs and large
firms play an important role in countries’ innovative performance.

Business innovation depends above all on the firm’s ability to create, acquire and
manage knowledge. As firm renewal is generally more intense in services than in
manufacturing, it is not surprising that innovation surveys find that new firms account for
a larger share of innovative firms (in particular, business services and ICT-related
industries) in the service sector compared to manufacturing (Figure 1.17).

The diverse population of SMEs includes a subgroup comprising a number of dynamic,
innovative, and growth-oriented SMEs, in particular new technology-based firms (NTBFs)
having the capability to renew technology, to make technological breakthroughs and to put
competitive pressure on large firms, forcing them in turn to innovate to maintain their
competitiveness. On the basis of firms having introduced at least one new or improved
product or process on the market, about 30-60% of SMEs in the manufacturing sector in the
OECD can be characterised as innovative (OECD, 2001a). In some OECD countries such as in
Belgium, Ireland, Italy, Portugal and the United Kingdom, small manufacturing firms are
almost as innovative as large firms. Similarly in services, small firms in some OECD
countries, for example in Portugal, Switzerland and the United Kingdom, are equally
innovative as large firms (OECD, 2004m).

Business R&D by size class of firms

SMEs conduct a growing share of R&D, although they still lag behind large firms in
most OECD countries (Figure 1.18). SMEs account for the bulk of business R&D in Italy
(65%), Greece and Ireland (50%) and Norway (48%). Japan has the lowest share among OECD
countries, with only 7% compared to the OECD average of 17% (OECD, 2004m). Firms with
fewer than 50 employees account for a significant share of business R&D (around one-fifth)
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Figure 1.18. Share of business R&D by size classes of firms, 2001
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StatLink: http://dx.doi.org/10.1787/131144612576

in New Zealand, Norway, Greece, Australia and Ireland. In OECD countries the share of R&D
performed by SMEs is generally greater in smaller economies than in larger ones (Sweden
is an exception).

Significant differences exist among OECD countries in terms of government financing
of business R&D by size class (Figure 1.19). In Australia, Portugal, Switzerland, Hungary and
Italy, SMEs receive two-thirds or more of government-financed R&D. In Australia, more
than half of government-financed R&D goes to firms with fewer than 50 employees. In
France, the United States, Germany and the United Kingdom, and in some smaller
countries as well as Turkey, government-financed business R&D is mainly directed to large
firms. SMEs also act as an interface between university research and industrial innovation
and NTBFs play a crucial role in radical innovation and the commercialisation of R&D done
in research laboratories (OECD, 2004m).

SMEs that are disposed to innovate and adopt new technologies face a range of
challenges and problems. SMEs need access to external sources of information, knowledge,
know-how and technologies, in order to build their own innovative capacity. SMEs need to
access the needed knowledge and expertise either directly or through multi-layered
innovation networks that link the most research-intensive and/or innovative firms to
others at regional, national and global levels. Public/private partnerships (PP/Ps) for
research have an important role to play in support of SME success in many technological
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Figure 1.19. Share of government-financed R&D by size classes of firms, 2001
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fields. Table 1.3 shows the absolute and percentage share of French SME participation in
the financing of 13 public/private research networks in 2001, by sector, and relative to other
participants (OECD, 2004d). Geographically-concentrated clusters of innovative firms
constitute another critical node in innovation networks. Private and social returns on
private and public investments associated with clusters can be high, reflecting the
possibilities offered by clusters for information flow, for provision of tangible and
intangible infrastructures for innovation, and for coping with market failures.

SMEs tend to be more innovative in knowledge-intensive services

Services are increasingly knowledge-based and innovative. Although, overall, services
are less likely to be innovative than manufacturing firms,® some services sector firms,
especially those in financial intermediation and business services, are displaying above-
average levels of innovation (OECD 2004m). Between 1998 and 2000, the share of service-
sector firms reporting that they were innovative (i.e. that they had introduced an innovation
during the period) ranged from more than 55% in Germany to about 25% in Spain.

In the Third Community Innovation Survey (CIS3), in 2004, some 75% of large firms
reported that they were innovative, compared to less than 40% of small firms, the widest
gaps in innovative density between large and small firms recorded for larger European
economies - Germany, France, Italy and Spain - where the gaps tended to exceed
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Table 1.3. Share of SMEs in the financing of 13 French public/private
research networks, 2001
Millions of EUR, %

Energy, transport, Information and
Life sciences’ environment, natural communication Space . Total

Type of recipient resources? technologies® and aeronautics

EUR % EUR % EUR % EUR % EUR %
SMEs* 11.39 43 4.34 25 7.34 19 1.78 35 24.84 29
Large firms® 0.37 1 1.71 10 6.76 18 0.11 2 8.95 10
Public research labs 11.15 42 6.60 38 12.55 33 1.38 27 31.67 36
Higher education 1.43 5 2.62 15 7.08 19 0.75 15 11.88 14
Engineering schools 0.93 3 0.83 5 2.88 8 0.60 12 5.25 6
Others 1.39 5 1.32 8 1.09 3 0.46 9 427 5
Total 26.65 100 17.43 100 37.69 100 5.09 100 86.86 100

RNTS, GenHomme, Génoplante, RARE.

PREDIT, Pile a combustible, Matériaux, Génie civil, Eau et environnement, Pollution accidentelle.
RNRT, RNTL, RMNT.

Enterprises with fewer than 500 employees.

Enterprises with more than 500 employees.

Uik W e

Source: French Ministry of Research.

30 percentage points. In smaller, Nordic countries the gaps were 20 percentage points or
less. Large service-sector firms appear to be considerably more innovative than small firms
(< 50 employees) and medium-sized firms (50-249). Other studies find the relationship
between firm size and innovation to be weaker in services than in manufacturing,
suggesting that economies of scale may be less important in the service sector. Small firms
tend to be more innovative in knowledge-intensive services such as business services and
financial intermediation and less innovative in the relatively large wholesale and retail
trade and transport and communications sectors (Figure 1.20). There is evidence that small
firms in the computer services sector (a sub-element of business services) are as likely to
innovate as large firms in that sector (European Commission, 2004).

The general economic environment in which they operate also influences the
innovativeness of new firms. Results of the CIS3 show that countries with higher overall
levels of innovation tended to have higher levels of innovation among new firms that need
to be even more innovative to compete and to be able to integrate into the supply chains of
established and often larger firms.

SMEs and the intellectual property system

The protection of intellectual property (IP) is a serious issue for SMEs, as it is for large
firms, as within the SME population enormous potential exists, in particular in new
technology-based firms, for developing new and innovative products and services. To
manage their intellectual assets effectively, entrepreneurs, SMEs, inventors, researchers,
and business consultants need to have a good working understanding of the intellectual
property system. Clearly, SMEs are at a disadvantage vis-a-vis larger firms when it comes to
commanding or accessing resources in addressing such issues. The 2004 CIS3 survey
reveals considerable differences in the use of IP protection by firms of different sizes. SMEs
(< 250 employees) are considerably less likely to employ each of the various forms of
IP protection than are larger services firms (Figure 1.21). Unsurprisingly, small firms
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Figure 1.20. Breakdown of small firms® by sector, innovative versus
non-innovative firms, 1998-2000
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Figure 1.21. Use of IP protection by firm size
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(10-49 employees) are even less inclined to have recourse to IP protection forms. While
recognising the need for further analysis to confirm these results, the study’s findings do
suggest that small, innovative service firms (including start-ups) do make efforts to
actively protect their competitive advantage, where possible, through IP protection.

5. SME access to international markets

SMEs are, in general, under-represented in world trade, although there is increasing
evidence of their internationalisation. For many SMEs, especially those with high growth
potential, gaining access to international markets is a strategic instrument for sustaining
their competitiveness and growing their enterprises. According to Austrade Research, most
of the expansion in the Australian exporter community derives from SMEs in emerging
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industries. Besides exports and imports, other instruments for SME internationalisation
are cross-border strategic alliances, mergers and acquisitions and inter-firm networking,
all of which have seen a rapid development in recent years. The ENSR Enterprise Survey® of
SMEs in 19 European countries in 2003 confirms that SMEs have nowadays a differentiated
approach to internationalisation where some SMEs try to optimise their competitiveness
by exploiting new business opportunities in the value chain, encompassing trade, cross-
border clustering, cross-border collaboration, alliances or subsidiaries, branches and joint
ventures abroad. During the past decade or so, technological advances in ICTs, and in
particular, the Internet, have facilitated information flows and made it easier for SMEs to
participate in the international economy. Another form of SME internationalisation is
indirect exporting, e.g. when the enterprise supplies a market abroad via an intermediary
domestic company, such as through a wholesale company.

A number of factors can positively influence SME internationalisation efforts. These
factors include: ICTs and increased managerial awareness and education; greater
internationalisation of large firms and service providers; participation in clusters and
networks; and reduced language barriers. A small domestic market can also be a driver for
SME internationalisation.

Motives for SMEs to internationalise

Participating in international markets can offer a range of opportunities to firms
e.g., new niche markets; possibilities to exploit economies of scale, scope, volume and
technological advantages; and possibilities to lower costs and access finance. The
internationalised SME has the possibility to meet partners for technological cooperation
and enter new value chains via partners and acting as suppliers. Several different motives
can be identified for the internationalisation on SMEs indicating a diversified approach to
internationalisation (European Commission, 2004):

Access to know-how and technology.
High production costs on the domestic market.

Access to new and larger markets for products/services.

Additional production capacity.

°
°
°
e Strict laws and regulations on the domestic market.
°
® Access to capital.

°

Access to labour.

Barriers to internationalisation

SMEs face barriers to their internationalisation giving rise to policy issues which are
discussed in the next chapter. The most frequently cited barrier is the high cost of the
internationalisation process (ENSR). Such costs include those associated with doing
market analysis abroad, purchasing legal consulting services, translation of documents,
adaptation of products to foreign markets, travel expenses, in addition to the higher
business and financial risk incurred. External barriers include: existing laws and
regulations; product standards; intellectual property rights protection; lack of capital or
finance; lack of support and/or advice; cultural and language differences; and lack of
information.

40 OECD SME AND ENTREPRENEURSHIP OUTLOOK 2005 - ISBN 92-64-00924-8 - © OECD 2005



1.1. THE ROLE OF SMES AND ENTREPRENEURSHIP IN OECD ECONOMIES

Recent trends in SME internationalisation

Overall, SMEs are estimated to contribute between 25% and 35% of world
manufactured exports. Approximately one-fifth of manufacturing SMEs in OECD countries
draw between 10% and 40% of their turnover from cross-border activities. The SME share in
total US exports averaged about 30% in recent years. In Japan, the SME share
(< 300 employees) in total manufacturing exports was close to 50% throughout the
nineties, while in Korea, SME (< 300 employees) exports varied between one third and two
fifths of total exports during that time.

With regard to European Union country trade, the ENSR survey results confirm that
neighbouring countries still constitute the easiest and most frequent business partners. For
Europe-19'C countries, importing is the most frequent form of SME internationalisation
followed by exporting. Figure 1.22 shows for European countries the total share of SMEs that
have a foreign supplier and the total share of SMEs that have exports (categories in this figure
are not mutually exclusive, since they cover all SMEs with either exports or a foreign
supplier). As mentioned, a small domestic market can incite SMEs to internationalise earlier
than its counterparts with larger domestic markets. It is clear that SMEs in small countries
tend to have more foreign suppliers than SMEs in large countries. SMEs in Central European
countries with many directly neighbouring countries were also found to import more.
Among large European countries, Germany has the strongest export-orientation of SMEs.

Figure 1.22. Percentage share of European SMEs with a foreign supplier (imports)
or exports, 2003

% I Imports [ Exports

L & D & & & F & N & &S
S & S S ESEE
§0 Q)‘%Q" Q>® \\@‘,\\% %0\ X S “1)$ S S *;\Q% <<<b ‘{\Q
S ® &

Source: Internationalisation of SMEs, Observatory of European SMEs, 2003, No. 4, European Network for SME Research
(ENSR), carried out on behalf of the Enterprise Directorate-General of the European Commission, 2004.

StatLink: http://dx.doi.org/10.1787/187358330008

Around 12% of exporting European SMEs export more than three quarters of their
output, while almost half of them export 10% or less. Only 3% of SMEs engage in cooperation
or collaboration with a foreign firm as their most important partner, while a further 6% of
SMEs have important partners both domestically and abroad. More European SME
exporters were engaged in industry (22%) than in services (14%) in 2002 (Figure 1.23). In the
United States, 70% of exporting SMEs were outside the manufacturing sector.
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Figure 1.23. Percentage share of European SMEs that export by industry,
Europe-19, 2002
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Research suggests that SMEs contribute less than 30% of exports, on average, in APEC
economies (Hall, 2002). A recent UNCTAD report'! indicates that SME exporters in certain
Asian countries (e.g. China, Chinese Taipei) account for significant shares in total exports
and for lower shares in Latin American economies (e.g. Brazil, Costa Rica, Peru).

Size class effects within SMEs

Enterprise size appears to influence the possibilities and/or choice to internationalise.
Internationally active SMEs tend to be larger than the average-sized SME. Up to two-thirds
of micro-enterprises (< 10 employees) are not internationalised, compared to one third of
medium-sized enterprises. Most European SME exports and international investment
originate with firms having more than 50 or 100 employees (ENSR). However, in the United
States, while exports by SMEs (< 500 employees) have been growing, two-thirds of
exporting firms in 1998 had fewer than 20 employees. Differences are found to be even
larger between enterprise size classes when more complex forms of internationalisation
are involved, such as establishing subsidiaries or branches abroad, undertaking joint
ventures or combining more than one type of internationalisation activity (ENSR). A
notable finding is that once exporting gets underway, the smaller enterprise will on
average export with almost the same intensity as the larger enterprise.

Foreign direct investment and collaborative approaches

Foreign direct investment (FDI) is a vehicle for SME internationalisation, although for
most countries, only a fraction (1-4% of European-19 SMEs) have established subsidiaries
abroad. In Denmark, Iceland and Switzerland, all of which are small, open economies,
SMEs having subsidiaries abroad exceed 6% of the total SME population. The SME share in
FDI has been evolving rapidly in some countries. For example, the share of Korean SMEs’
foreign investment abroad rose from 16.0% in 2000 to 20.6% in 2001 and 37.6% in 2002
(Small and Medium Business Administration, Korea, 2004). Findings of a recent survey of
Japanese SMEs show that when faced with business challenges, approximately two-thirds
of SMEs that wished to expand or develop new markets and about two-thirds of companies
that seek to reduce the costs of materials, were taking action both domestically and with
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regard to FDI or were intending to take FDI only. Among European SMEs with subsidiaries
or branches abroad or involved in more than one form of internationalisation, 32% of them
engage in formal and 51% in non-formal cooperation, formal cooperation taking the form
of alliances and networks - frequently with larger enterprises or multinational enterprises.
Alliances are becoming increasingly important as international competition drives
specialisation, and the trend for larger companies to increasingly outsource activities.

Internationalisation is found to have significantly greater effect on the
competitiveness of medium-sized enterprises than either micro or small enterprises
(ENSR). The competitive effect varies with the form of internationalisation, international
collaboration (alliances, networks and informal cooperation) having a greater estimated
impact than international sales on SME competitiveness.

Evidence concerning FDI by Japanese SMEs finds that the actual outcomes in terms of
their two principal objectives for undertaking foreign investment (cost reductions, and
expansion and development of new overseas markets) fell short of expectations, as only
about one-third of the firms succeeded in expanding and developing new markets. On the
other hand, expectations concerning other goals, such as sourcing manpower and new
materials, were exceeded. Decisions to withdraw from the market by Japanese firms were
taken largely because of falling sales, problems experienced with host country partners, or
changes in the local business environment. Inward FDI can also offers possibilities of
internationalisation to SMEs, in particular through opportunities to engage in (indirect)
exporting activity. Global corporations which account for most of world FDI and world
merchandise trade, according to recent research estimates (Dembinski, 2003a, 2003b) are in
reality quite complex structures whose value chains may involve a large number of SMEs.
Significant advantages conferred on local SMEs in their role as subcontractors and
suppliers to global firms established locally, can be observed on several fronts: in terms of
upgrading of business and organisation models; managerial and technological upgrading;
skill acquisitions; and innovative capacity.

6. ICTs, E-business and SMEs

Information and communication technology (ICT) connectivity (PCs and Internet) is
widespread in businesses of all sizes, although small businesses are slower than large ones
to adopt new ICTs (Figure 1.24). Expectations of higher profits and turnover drive SME
adoption and use of ICTs. ICTs and e-business applications can confer a range of benefits
spanning intra- and inter-firm business processes and transactions. These applications
can improve information and knowledge management inside the firm, reduce transaction
costs and increase the speed and reliability of transactions for both business-to-business
(B2B) and business-to-consumer (B2C) transactions. They are also effective tools for
improving external communications and quality of services for established and new
customers (OECD, 2004e).

The principal reasons for SMEs not adopting ICTs are reported to be their lack of
applicability and the lack of incentive to change business models in a situation of
uncertain profitability. Other generic barriers curtailing ICT adoption by SMEs relate to
trust and transaction security, intellectual property rights (IPR) concerns, human and
technological resources and capability, productivity and competitiveness. Beyond a certain
level of connectivity (PC, Internet access, on-line information or marketing), not all SMEs
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Figure 1.24. Internet penetration by size class, 2001 or latest available year’
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1. In European countries, only enterprises in the business sector, but excluding NACE activity E, F and J are included
(see Annex A for NACE classification details). The data source is Eurostat’s Community Survey on enterprise use
of ICT. In Australia: all employing businesses included, excepting businesses in general government, agriculture,
forestry and fishing, government administration and defence, education, private households employing staff and
religious organisations. Canada: includes industrial sector. Japan: excludes agriculture, forestry, fisheries and
mining. New Zealand: excludes electricity, gas and water supply, and includes only enterprises with turnover
> NZD 30 000. Switzerland: includes industry, construction and service sectors.

2. Canada, 50-299 and 300+ employees; Japan, 100+; Netherlands, 50-199. Switzerland, < 5; 5-49 employees, Mexico,
< 20; 21-100; 101-250; 251-1000.

3. Internet and other computer-mediated networks.

Source: OECD, (2004e).
StatLink: http://dx.doi.org/10.1787/674463515416

will necessarily “catch up” with large firms, simply because e-commerce may not yield
adequate profits and SMEs will prefer to stay with traditional business processes.

Rapid growth in businesses’ purchases and sales over the Internet has yet to happen.
E-commerce transactions, while increasing, still account for a relatively small share of total
commerce. On-line transactions by SMEs are mainly Business to Business (B2B) and
domestic, rather than Business to Consumer (B2C) or cross-border. A number of countries
have started to measure the value of Internet and electronic sales and estimates for total
Internet sales are found to amount to between 0.3% and 3.8% of total sales. Electronic sales,
i.e. sales over any kind of computer-mediated network, reach 10% or more of sales in
Austria, Sweden, Finland and Ireland. In the US retail sector, the share of electronic sales in
total sales grew by 70% between the fourth quarter of 2000 and the fourth quarter of 2002.
Large firms use the Internet more than small firms to sell goods and services. As many
as two-thirds or more of large enterprises in Australia, Canada, Denmark, Sweden
and Finland buy goods or services via the Internet. In Denmark, where e-commerce is
widespread, one-fifth of enterprises with 10-49 employees made sales over the Internet as
did more than one-third of enterprises with 250 or more employees.
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Notes

e

. www.oecd.org/cfe.

2. Source: Ministries van Economische Zaken (2001), Ondernemerschapsmonitor, summer 2001
(Entrepreneurship Monitor, Den Haag).

3. Source: OECD Economic Surveys, Austria, 1999.

4. Europe-19 economies: European Economic Area and Switzerland; European Commission/
Observatory of European SMEs (2002a).

5. Enterprises belonging to the social entrepreneurship sector - generally called social enterprises
(OECD, 1999; OECD, 2003f) — come in a variety of forms including employee owned business, credit
unions, co-operatives, social cooperatives development trusts, social firms, intermediate labour
market organisations, community business. One of the main features of social entrepreneurship is
the creation of social value and expectation in terms of social return on investments.

6. Source: OECD Labour Force Statistics (2004).

7. Other non-institutional barriers to entrepreneurship, such as lack of financing, insurance, etc., are
not addressed in this section.

8. Innovative firms are a sub-population of firms that have generated and/or implemented new
products/processes. Innovative density refers to the share of innovative firms in the total
population of firms (OECD, 2004m).

9. Internationalisation of SMEs, Observatory of European SMEs, 2003, No. 4, European Network for SME
Research (ENSR), carried out on behalf of the Enterprise Directorate-General of the European
Commission.

10. Europe-19 comprises EU15, Norway, Iceland, Liechtenstein and Switzerland.

11. UNCTAD paper “Improving the competitiveness of SMEs through enhancing productive capacity”,
report by the UNCTAD Secretariat, Addendum (TB/B/COM3/51/Add.1).
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PART I

Chapter 2

Policy Issues and Recent Policy
Developments Concerning SMEs
and Entrepreneurship

A range of new policy initiatives have been implemented in recent years to enhance
SME dynamism and competitiveness. Prominent among these were measures to
ease product market requlations and administrative barriers to entrepreneurship.
ICTs, Web portals and online one-stop-shops are facilitating administrative
simplification. Increasing attention is given to education and training for
entrepreneurship, and a number of major initiatives in favour of women’s
entrepreneurship have been taken. High priority is attached to easing SME access to
financing, and to strengthening the knowledge and innovation base of SMEs. SMEs
are increasingly encouraged to internationalise their operations. The importance of
entrepreneurship and innovation for SMEs for fostering growth in a globalised,
knowledge-based economy was highlighted by the 2nd OECD Ministerial
Conference on SMEs in Istanbul in June 2004 and in its outcome the Istanbul
Ministerial Declaration on Fostering the Growth of Innovative and Internationally
Competitive SMEs.
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1. Introduction

The 2nd OECD SME Ministerial Conference held in Istanbul on 3-5 June 2004 offered an
opportunity to deepen analysis of the main themes of the Bologna Charter for SME Policies
(adopted in 2000 by almost fifty governments): e.g. globalisation, innovation, financing,
clusters and partnerships, e-business, regulatory framework and administrative
simplification, partnerships for development, entrepreneurship, women'’s
entrepreneurship, etc. and to consider policy options and priorities in greater depth. In
particular, the 2nd SME Conference provided Ministers with the opportunity to:

e Assess the impact on SMEs of new developments relating to globalisation, four years
after the Bologna conference.

e Further increase the understanding of issues and policies related to entrepreneurship,
SME competitiveness and growth in the global economy.

e Identify best practices and develop policy recommendations.

e Strengthen the SME-related policy dialogue and co-operation among OECD and non-
OECD economies and among international organisations and institutions working in
this field.

e Agree on policy initiatives through which entrepreneurial activity can be enhanced and
SME competitiveness and globalisation be facilitated.

Moreover, Ministers received the policy recommendations emerging from a Business
Symposium, held 3 June, and debated these recommendations in a joint session with
senior business representatives and experts. The Conference conclusions arising from the
Ministerial Workshop deliberations, the plenary sessions as well as discussions during the
high-level SME Statistics Workshop, were presented in the policy document adopted by
Ministers and representatives of 72 economies, the Istanbul Ministerial Declaration on
Fostering the Growth of Innovative and Internationally Competitive SMEs.

OECD governments share a common goal to promote long-term sustainable growth
and improve the living standards of the population. Essential to attaining this goal is a
stable macroeconomic framework based on sound fiscal and monetary policies, and
complemented by structural policies that determine the overall economic framework in
which the business sector operates. Governments need to provide a business environment
which is conducive for firm creation and SME development, and that includes the
implementation of policies that impact on labour markets, tax design, competition,
financial markets and bankruptcy laws. This also includes Corporate Social Responsibility
(CRS) recognised by OECD to be a core business value and strategy, integrated into all
aspects of the company’s operations from research and development to purchasing,
production and supply. EU enterprise policy, aiming to improve the business environment
and the development and growth of SMEs, has in the European Charter for Small
Enterprises, a key instrument of political encouragement and follow-up for the
implementation of the strategy to strengthen European competitiveness which was
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initiated in Lisbon in 2000. In 2002, OECD and the EBRD launched the Enterprise Policy
Performance Assessments (EPPAs) directed at improving the investment climate in South
East Europe, building extensive synergies with the European Charter for Small Enterprises.
In 2003, the OECD’s Trento Centre was established by the Local Economic and Employment
Development Programme, to strengthen local development capacities in the Central, East
and South East European region (see Box 2.1).

2. Easing regulatory and administrative burdens

OECD Governments are seeking to create business-friendly regulatory environments

Significant progress has been made in most OECD countries in recent years to create a
more business friendly regulatory environment. OECD governments are working on
improving legal, financial and regulatory frameworks, cutting through red tape and reporting
requirements, improving flexibility, including in labour markets, and applying ICT-driven
instruments such as e-government and web portals. Simultaneously, the European Union
plays a significant role in the coordination of the EU member States’ policies towards SMEs,
although much of the policy environment is determined under the sole competence of the
EU member States. The intervention of the European Union helps its member States to
improve their performance, promotes good practices, and to a certain extent, provides direct
support, e.g. through the intervention of the structural funds or the financial instruments.
During 2002-03 in the United States, Presidential Executive Orders gave a renewed impetus
to agencies to give proper consideration and comply with the 1996 Regulatory Flexibility Act
which established and enforced written procedures and policies with regard to regulation
effects on small businesses. In fiscal year 2003 alone, the US Small Business Administration’s
Office of Advocacy recorded more than USD 6.3 billion in regulatory costs savings and more
than USD 5.7 billion in recurring annual savings to small business as a result of these
regulatory flexibility efforts of federal agencies.

Certain tools and practices have become widely adopted across OECD countries:
regulatory impact analysis, including small business impact statements, consultation
mechanisms, sunset clauses, plain-language drafting, compliance assistance, “tiering” of
regulations, targeted compliance cost surveys, one-stop shops, and special guidance
material for SMEs. Specialised agencies and organisational units have been created
in some countries to oversee such programmes. As highlighted in Chapter 1, entry
regulations were the business regulations mostly frequently reformed in 2003 and a
number of OECD countries (including Slovak Republic, Belgium, Finland, Norway, Poland,
Portugal and Spain) were found by the World Bank to be among the best reformers, with
France considered to have been the top reformer for legislation enacted in 2003 aiming to
facilitate entrepreneurial activity (World Bank, 2004).

Government efforts at administrative simplification can be classified into four
organisational approaches: i) Single Purpose Entities — agencies or units with a specific
administrative simplification task as its sole objective; ii) Administrative Simplification
Agencies; iii) Regulatory Reform Agencies which have administrative simplification policies
included in their broader mandate; and iv) External Committees comprising mostly
non-governmental representatives (academia, business organisations, etc.) designed to
co-ordinate and implement administrative simplification.

Examples of recent initiatives taken by OECD governments include the creation of the
United Kingdom’s Small Business Service (SBS) as an example of a permanent government
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Box 2.1. OECD in Central, East and South East Europe
Building capacity for local development in Central, East and South East Europe

The efforts being made by the Central, East and South East European countries to
encourage endogenous entrepreneurship and SME development, tackle unemployment,
retain talents, foster participative and representative democracy and reduce the scope of the
informal economy, place increased responsibility on local governments. The OECD Centre
for Local Development based in Trento, Italy is addressing this need to strengthen local
development capacities in the region (www.trento.oecd.org). The Trento Centre, created
in 2003 by the OECD in co-operation with the Italian Government and the Autonomous
Province of Trentino, draws on the longstanding commitment of the OECD Local Economic
and Employment Development Programme (LEED) to provide assistance in the design,
implementation and assessment of local development strategies and on its expertise in
three fields of work: decentralisation, partnerships and local governance; entrepreneurship
and the social economy.

The activities of the Trento Centre are structured around three inter-related axes of work:
@ research and analysis;
® capacity building for local development;
e networking and information dissemination.

The Trento Centre expands the scope of the LEED Programme’s cross-country
comparative studies to the countries of Central, East and South East Europe assessing the
quality of their policies and programmes in light of international experiences and
providing a set of policy recommendations to strengthen an integrated approach to local
development. The following studies are being carried out by the Centre in 2004-2005:

@ local integration of migrants into the labour market;

e foreign direct investment and local development;

e integrating employment skills and economic development;
e evaluating local development programme and policies.

In order to strengthen the capacities of local institutions in designing and implementing
local development strategies, the Trento Centre also conducts a series of capacity building
seminars for local development practitioners and policy makers in three main fields:
entrepreneurship and SME development, local governance and social inclusion.

A Local Development Network of experts, researchers and policy makers jointly
managed by the Trento Centre and the Central European Initiative serves as a vehicle to
disseminate the lessons learnt from activities of the Centre and to monitor and identify
the capacity building priorities in the target region.

Supporting enterprise policy performance in South East Europe

SMEs need an environment that facilitates and enables business start-up, does not
hamper them with excessive and costly regulations, and facilitates access to finance and
business services. In this respect there is an urgent need in South East Europe (SEE) to
design and implement an effective enterprise policy, as the level of private investment still
lags behind that of advanced countries.

In 2002 the OECD and the EBRD launched the Enterprise Policy Performance
Assessments (EPPAs) in the framework of the OECD Investment Compact, a programme
directed at improving the investment climate in South East Europe. The EPPAs cover all the
countries of South East Europe (Albania, Bosnia-Herzegovina, Bulgaria, Croatia, FYR
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Box 2.1. OECD in Central, East and South East Europe (cont.)

Macedonia, Moldova, Romania, Serbia and Montenegro), assessing the quality of the
government policy for the SME sector and providing recommendations for action. Nine
EPPA reports, one for each of the SEE countries, with Serbia and Montenegro being
assessed separately, and a Regional SEE Assessment Report were published by the OECD
Investment Compact in 2003 and disseminated throughout the SEE Region.

In 2004 the OECD Investment Compact and the EBRD, in co-operation with the European
Commission, conducted a new series of policy performance assessments, applying the
same methodology as the 2003 reports. All nine country reports have been updated and
completed and are in the process of being published, while a series of EPPA presentations
is being conducted throughout the Region. The published EPPA reports are available from
the OECD Investment Compact’s Web site: www.investmentcompact.org.

The EPPAs are based on insights from entrepreneurs and SME owners, collected through
focus group discussions and interviews, contributions from SME experts, policy makers,
representatives of the associations of private enterprises, international and bilateral
organisations dealing with SME issues, combined with the experience and judgement of
OECD and EBRD experts. Over 450 entrepreneurs and 250 experts and policy makers from
the SEE Region contributed to the 2004 EPPAs.

The EPPAs cover seven policy dimensions, at the core of enterprise policy:
institutional framework for SMEs policy;

rule of law and regulatory framework;

tax policy for small business;

financial instruments for new and small companies;

business consulting services for new and small enterprises;

business incubators;

entrepreneurship, vocational education and access to technologies

Extensive synergies have been developed between the EPPA and the European Charter
for Small Enterprises. The EPPAs provide regular and “reality check’ monitoring of the
implementation of the best practices contained in the European Charter for Small
Enterprises, complementing the government report on the European Charter
implementation. In addition the EPPAs provide a set of policy recommendations and
priority actions to the government and small business community in those policy
dimensions covered by the European Charter, so helping governments to adjust their
policies, in line with the practical experience expressed by the small business sector, and
to identify relevant policy targets for the European Charter process.

unit safeguarding SME concerns in the regulatory process. Examples of ad hoc committees
as a vehicle for once-off reform are: Australia’s Small Business Deregulation Taskforce; the
Inter-Ministerial Taskforce in the Netherlands, created to address administrative burdens
and improve efficiency through ICT tools; Norway’s Simplification Forum; and Switzerland’s
SME Forum which brings together business representatives and government in efforts to
reduce administrative burdens. In 2004, the Government of the Czech Republic established
the Business Development Environment Council. It is clear, nevertheless, that
administrative simplification efforts by governments can be accomplished without the
need to have dedicated bodies dealing with the issue.
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Through ex ante and ex post approaches

Both ex ante approaches and ex post approaches are widely used by most governments.
Ex ante approaches aim to improve the quality of new regulations and legislative proposals,
ensuring that the burden on enterprises, especially SMEs, will not be disproportionate.
Ex post approaches involve simplifying and communicating existing regulations, assisting
SMEs in meeting their compliance requirements, and amending and simplifying those
requirements. The use of Regulatory Impact Analyses (RIAs) as an ex ante tool (although
they can also be used in ex post approaches) is now widespread among OECD countries.
Conducting impact assessments of legislative proposals is also one of the key priorities of
the European Commission and is being done more and more systematically. In the United
States, there is a growing practice by States to adopt “regulatory flexibility” laws for small
businesses. The Australian State governments have their own regulatory impact
assessment processes. Other ex ante tools include sunsetting of regulation, setting time-
limits and plain-language drafting. Korea is one of the few countries using sunsetting
systematically. Setting time limits on governments’ case-handling time can lead to
reduced administrative costs and puts a strong onus on authorities to deliver; also the use
of “silence is consent” or “silence is denial” rules can be effective for ensuring timely
resolutions to requests.

Consultation mechanisms are a widely used feature of government initiatives, usually
combined with impact statements and the institutional approach, so as to ensure
adequate representation of the views of small business (e.g. Finland, Ireland, Norway, and
United Kingdom are among countries using such consultation mechanisms). Special
regulatory provisions for SMEs: scaling and calibrating administrative regulations is another
approach to alleviate disproportionate compliance burdens through “tiering” of
regulations. For example, in Australia all new employees under the federal system have an
initial three month qualifying period during which an unfair dismissal claim cannot be
made. Additionally, a greater scope of the measures should imply diminished abuse of the
unfair dismissal system, such as large settlement payments being extracted from small
businesses in spurious applications. The United Kingdom’s “Think Small First” initiative
provides some flexible exemptions to certain legislative provisions for small businesses;
and in the United States, the Environment Protection Agency has tiered 50 different
regulations based either on firm size or the amount of pollution released. Positive
discrimination of SMEs is also used but, like tiering, can provide SMEs with disincentives to
grow beyond a certain size.

The review of existing regulations is an area which is probably the least developed of
the regulatory policy agenda in OECD countries. OECD finds that review activity remains
too infrequent, too limited and with substantial discretion being left with the regulatory
agency conducting the review.

And facilitated by information technology mechanisms

Administrative simplification is increasingly facilitated by information technology
mechanisms, such as Web-portals and on-line one-stop shops, delivering substantial savings
in time and costs for users by providing seamless, integrated and easily accessible points
of contact. In the United States, the Department of Labor (DOL) has developed 18 “E-law
Advisors”, Web-based expert systems that enterprises and the public can consult in order
to better understand and comply with DOL regulations. In the United Kingdom, the SBS is
developing an Electronic Regulation Service as part of its National Information and Advice
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Centre. An online business start-up is available in Switzerland since 2004. In Turkey,
KOSGEB (the Small and Medium Industry Organisation) has been active in improving
information networks such as the Small and Medium Enterprises Common Information
Network Project (KOBINET), Internet Contact Points, and a single data base with
information on SMEs, shared between all public entities.

Several countries actively provide compliance assistance to SMEs in the form of
guidelines and other materials. This is the case in the United States, where agencies are
legally bound to assist small businesses in this way for meeting their compliance
obligations. The United Kingdom’s SBS provides best practice advice to regulators for
producing guidance, such as the pamphlet How to Get the Message across — Guidance on
Legislation that Affects Small Businesses. Ensuring that there is an adequate notice period
before new legal and regulatory measures come into effect is also practised. In 2000, the
United Kingdom’s SBS published the Guidelines on Implementation Periods — Timing of the Issue
of Guidance to Business on Compliance with New Legislation which recommended a minimum
12-week preparation period before a regulation comes into force.

Governments are setting ambitious targets and some efforts are showing impressive
results

Through accelerated company registration

Many countries have set ambitious targets and some have already achieved
remarkable results. Among those, following the European Commission’s initiative on
benchmarking the administration of business start-ups,® many of the EU member States
have undertaken new measures. For example, accelerating and simplifying company
registration is one area where important advances have been made. In Australia over 70%
of all Australian Business Number (ABN) registrations are now undertaken online. Austria
laid the foundations for electronic company registration in 2002 and in 2004 Norwegian
enterprises have been enabled to do all of their reporting electronically. France, in 2003,
launched the implementation of a set of regulatory measures applying to entrepreneurs and
firm creation, acquisition and transfer, and the first results attest to the success of such
measures and their contribution to increased numbers of starts-ups. Japan’s 2002 Law to
Facilitate the Creation of New Businesses has the aim to double the rate of start-ups by 2007. In
Spain the Nueva Empresa (New Enterprise) project in application since 2003 with greatly
streamlined procedures makes it possible to set up a company in 48 hours. The Slovak
Republic has implemented important reforms, making it possible to register a company within
5 working days. Through Germany’s “Pro Mittelstand” and since December 2004, business
registration in Germany takes no longer than one month. By 2007, Germany will have reduced
the time needed for registration to a few working days. In New Zealand, significant progress
has been made for reducing compliance costs, as more than 80% of the 131 proposals agreed
by government in December 2001 had already been implemented in the following eighteen
months. The Dutch government set a target in 2004 to reduce administrative burdens by 25%
by 2007, and current proposals underway already account for an 18% reduction.

And improved labour market flexibility and taxation measures

Several countries are taking measures to improve labour market flexibility. The Slovak
Republic adopted a flexible labour code in 2003. In Australia, all new employees under the
federal system have an initial three month qualifying period during which an unfair
dismissal claim cannot be made. France simplified employment regimes for small
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businesses within the framework of its initiative to reduce bureaucracy launched in 2003.
Germany modernised the workplace ordinance. Italy recently introduced provisions into its
regulatory framework for intermittent labour (upon call), job-sharing, and accessory labour.

Taxation measures have also been applied and the tax compliance burden eased by a
number of countries. In some cases, special provisions were introduced for SMEs. For
example, Italy has taken steps to simplify and reduce the tax burden through a
comprehensive tax reform package. France has introduced exemptions and more
favourable tax arrangements applying to small businesses and start-ups. Hungary
introduced a simplified tax registration system (EVA) and New Zealand has an ongoing tax
simplification programme the first results of which show the programme to be clearly
having real impact.

Smoother business transfer and bankruptcy processes

Business transfer and succession is given particular attention by some countries, as
well as by the European Union.? Austria has taken measures to facilitate business transfer
and succession. The French government too accords high priority to this issue and is
planning to propose draft legislation in 2005 to address these issues. Insolvency and
bankruptcy issues have been getting considerable attention in some countries, such as
Italy and Portugal. Portugal introduced a new Insolvency Code in 2004 aimed at reducing
time and legal complexities relating to insolvency processes, while incorporating the
principle of “a fresh start” for the insolvent entrepreneur, once certain conditions have
been met. Italian proposals for simplifying the examination procedures are currently
under discussion in Parliament, and propose giving higher guarantees to creditors and
safeguarding employment.

However, governments need to better understand the size of administrative burdens

Governments rarely have a detailed understanding either of the total administrative
burdens or of the cost-efficiency of the administrative simplification tools applied. Some
OECD countries have employed survey-based methods to this end. In Belgium, a
2000 survey of enterprises’ views of administrative regulations and administrative burdens
showed entrepreneurs’ preferences as follows in order of priority: i) improve the quality of
regulations; ii) make public services more user-friendly; iii) develop IT mechanisms; and
iv) introduce one-stop shops. In the Netherlands, the MISTRAL methodology has been
replaced by the Standard Cost Model (SCM) to measure administrative burdens. A project
to measure the administrative burdens of VAT regulations, involving also the participation
of Denmark, Norway and Sweden has been completed. A number of other OECD countries
are now planning to use the SCM to measure administrative burdens. OECD is currently
developing a project to develop a consistent methodology based on the SCM to undertake
inter country comparisons of administrative burdens.

Lessons emerging from OECD countries’ experience

Experiences from OECD countries suggest that strategies to reduce administrative
burdens - with a particular focus on SMEs - could include the following ten possible
initiatives: i) institutionalise SME concerns by establishing permanent or ad hoc
government units mandated to represent SME views in the regulatory process; ii) require
regulatory agencies to prepare Small Business Impact Statements; iii) consult small
business on regulation proposals; iv) scale and calibrate administrative regulations;
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v) consider setting specific time-limits for administrative decision-making; vi) ensure
plain-language drafting and specific compliance guidance for SMEs; vii) establish a central
registry of administrative procedures and licences and initiate a comprehensive review
(using RIAs) to determine how to reduce burdens; viii) build a system for measuring
administrative burdens; ix) establish one-stop shops for regulatory information and
transactions; and x) ensure that IT is widely available for SMEs to take advantage of
e-government tools. Needless to say, special initiatives to reduce burdens and support
regulatory compliance of SMEs should be balanced against other concerns (2003c).

Box 2.2. The Istanbul Ministerial Declaration on the need for appropriate
regulatory frameworks

Ministers in Istanbul reaffirmed the need to support the development of the best set of
policies that will foster the creation and rapid growth of innovative SMEs. This requires:
“enabling regulatory frameworks, which are developed taking into account the needs of
SMEs and facilitating their integration into the formal sector; tax systems that entail low
compliance costs; the transparent and equitable application of rules and legislation;
simple and transparent licence and permit systems; efficient bankruptcy laws and
procedures; understandable and coherent product standards in world markets; clearly
defined property rights; fair and reasonably priced dispute settlement procedures, and
light, predictable administrative procedures.”

3. Fostering an entrepreneurial culture and firm creation

Education and training are governments’ preferred instruments for the promotion
of entrepreneurship

Recent OECD and non-OECD studies conclude that education and training including
life-long learning are key to increasing entrepreneurship. In spite of numerous initiatives
undertaken by governments in recent years, studies point to a number of shortcomings
and problems that call for increased government attention (OECD, 2004a, European
Commission, 2002b). In particular it is suggested that there is a need to: i) integrate
entrepreneurial subjects throughout the entire formal education systems, in a coherent
and systematic way, promoting public and private partnerships between public
educational and research institutions and the private sector, especially SMEs; ii) increase
public funding devoted to education and research in entrepreneurship, especially for
improving capacity in teacher training, and for developing curricula and programmes in
entrepreneurship; iii) improve co-ordination between different government bodies
involved in promoting entrepreneurship through education and training; and iv) develop
indicators, compiling quantitative data and evaluate the measures undertaken. In addition
there appears to be a low degree of acceptance (among all stakeholders) of the broader
concept of education for entrepreneurial attitude and spirit compared with education and
training for entrepreneurial (business) skills.
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National and regional experiences can differ and gaps exist

One of the main goals of the European Charter for Small Enterprises, adopted in 2000, is
to teach business and entrepreneurship at all school levels and to develop training
schemes for managers. Since its adoption a number of initiatives have been taken, and
three strategic goals were adopted for organising education and training systems around
quality, access, and openness to the world. However, indications exist that the extent and
pace of reforms will fall short of the goals. In particular, the level of take-up by Europeans
of lifelong learning is low and the levels of failure at school and of social exclusion remain
too high. Furthermore, the existing gap between Europe on the one hand and US and Japan
on the other, in terms of investment in human resources and in relation to the level of
private sector investment in higher education and continued training, risks widening
further if the necessary steps are not taken now.

Box 2.3. The Istanbul Ministerial Declaration on the need to foster
entrepreneurship, including women’s entrepreneurship

Ministers, during the Istanbul SME Conference, debated how best entrepreneurship,
including women'’s entrepreneurship, might be promoted through public policies and
reaffirmed the need to support the best set of public policies that will foster the creation
and rapid growth of innovative SMEs, in particular:

“Policies that contribute to mobilising human resources in order to promote
entrepreneurship. This involves:

@ Developing a culture that encourages entrepreneurship and recognises entrepreneurial
success. The integration of entrepreneurship at all levels of the formal education system
can facilitate this. Formal education should be complemented by learning-by-doing
activities and other practical workshops. This objective requires paying particular
attention to teacher training programmes.

® Promoting the diffusion of training programmes and lifelong learning opportunities by
stimulating market provision of such services, and where the need exists, providing
hands-on focused courses funded by the public sector.

e Promoting women’s entrepreneurship through the elimination of barriers to enterprise
creation and growth, such as impediments to the right to hold property or to sign
contracts, where such impediments exist, and by taking into account at the design stage
the impact of SME-related policies on women'’s entrepreneurship.

e Mobilising disadvantaged groups. One way to pursue this objective is to develop policies
and programmes which provide business support services targeted to these groups and
disseminate information to those wanting to start and grow a business.”

There is no single model for teaching entrepreneurship in education and training

There is no single model identified as a benchmark for entrepreneurship education
and training, and it is still not clear how entrepreneurship should best be introduced.
Should young people learn how to start their own business or should they be taught
willingness to change and take risks or other such personal characteristics associated with
entrepreneurship? The United States which has a relatively long history in this field has
tended to favour the first approach. Children are taught self-employment as an alternative
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career as well as the positive effects of entrepreneurship. Other countries may tend to
prefer the second approach, e.g. Sweden which launched a 3-year national programme for
entrepreneurship in 2002 with the aim to improve the entrepreneurial climate, stimulate
positive attitudes towards entrepreneurs and lead to an increase in enterprise start-ups.
Finland too, has adopted this type of approach, aiming at developing an attitude of
“intrapreneurship” involving flexibility, creativity, capability of taking risks and initiative.
Finland’s Entrepreneurship Project gave rise to a new far-reaching curriculum, starting
in 2004, requiring primary schools to incorporate entrepreneurship and including a
thematic entity “Participating Citizenship and Entrepreneurship” for upper secondary schools.
However, most OECD countries try a combination of both approaches. In the case of the
United Kingdom, while there has been somewhat more focus in the past on how to start
and “run” a company (e.g. through the Young Enterprise project) there is a growing
realisation of the merits of the second model, and Enterprise Education pilots explore both
approaches (see Box 2.4).

Box 2.4. UK Enterprise Education Programmes

In the UK a Five Year Strategy for Children and Learners is committed to establishing
enterprise activity in the school curriculum in secondary schools and to forge closer links
between schools and businesses. It also places work-related learning at the heart of
education and a key element of the Government’s 14-19 Strategy. In responding to the
2002 Howard Davies Review of the Economy and Enterprise Education, Government
funding of £60m per annum from September 2005 will support new focus on enterprise
education. An Enterprise Education “entitlement” will provide all Key Stage 4 pupils (14-16)
with the equivalent of five days’ enterprise activity (such as running a real, or realistic,
business) which builds on existing work-related activities like work experience and
business mentoring, and develops knowledge, skills and attitudes for enterprise capability
and economic and business understanding.

In preparation for this programme the Department for Education and Skills has already
established nearly 200 Enterprise Education Pathfinders comprising individual and
clusters of secondary schools to test, through curriculum development projects and to
generate national guidance for schools on effective methodologies.

Recently the Dutch government decided that henceforth, certain national targets,
ambitions and indicators will be formulated with regard to entrepreneurship and that
schools will be free to indicate via performance contracts their target, chosen together with
their regional network, and how the target will be met. Starting in 2006, the Dutch
Government will finance the establishment of incubators for schools in the vocational
education sector in close cooperation with chambers of commerce. In higher education,
incubators will be focused on high tech start-ups. Regional road shows geared to present
good practices to schools are also being used. Austria has provided teaching materials for
entrepreneurship education to all second level schools in 2004, and launched the Initiative
for teaching entrepreneurship together with the National Foundation for Teaching
Entrepreneurship in New York, to develop an entirely new programme for Austrian schools.
Spin-off centres (AplusBCentre) are set up at almost all university locations and bundle
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university facilities relevant for entrepreneurship, networking them with other players.
Norway, in 2004, launched the Strategy for entrepreneurship in education, putting forward
concrete measures which apply to all school levels. Recent educational reforms in Spain
have sought to convey skills and capacities required for entrepreneurial activity to all
school going children, so that all school-leavers will have benefited from a package of
training. Since 2003, Hungary has incorporated economic and entrepreneurship skills into
the curriculum in primary schools. Italy has recently introduced a regulation for a flexible
school-work alternative schedule applying to some secondary level pupils and which can
include the use of simulated enterprises.

Entrepreneurship education at the university level is particularly advanced in the
United States where more than 1500 colleges and universities offer some form of
entrepreneurship training and where entrepreneurship education has spread to
non-business disciplines. Training of the entrepreneurial spirit as well as initiatives to
encourage young people to start entrepreneurial projects while in college and at university
are undertaken. Two types of education in entrepreneurship are provided: i) an
introduction to principles of entrepreneurship or small business; and ii) a focus on creating
a business plan, often with advice from practitioners from outside the business school.
Courses cover subjects such as: entrepreneurial finance, family business, high-technology
business, franchising, mature business, and corporate entrepreneurship
(i.e. intrapreneurship). Several studies show large positive effects of entrepreneurship
programmes carried out in the United States. The entrepreneurial model of Stanford is
viewed by many as the main driver of Silicon Valley, as firms with Stanford alumni or
faculty founders for example generate more than 60% of Silicon Valley revenues.

With regard to “extra-mural” training and in support of skill development and
management training, many countries have programmes for their support and provision.
Japan attaches a high priority to supporting the development of business management
skills for would-be entrepreneurs. In order to raise awareness in the general population of
entrepreneurship, start-ups and business ventures, Japan has organised a national start-up
and venture forum involving entrepreneurs and experts for a nationwide awareness
raising campaign. Greatly expanded numbers (including at prefecture level) of start-up
courses and seminars, together with chambers of commerce are envisaged. For the
2002 budget of Australia’s Small Business Assistance Program, AUD 36 million was
allocated for a four year period to support skill development projects such as the Small
Business Enterprise Culture Program, which provides funding to organisations that offer
skills development and mentoring services for small business owners and managers. In
Hungary, Local Business Centres provide access to essential information required for the
establishment, operation, management and development of businesses, as well as
personal consulting and advisory services.

The United Kingdom’s Department for Education and Skills and the Department
for Trade and Industry are also supporting the National Council for Graduate
Entrepreneurship. Building on existing good practice, the aims of the Council will be to
raise the profile of entrepreneurship and starting a business as a career option within
Higher Education Institutions (HEIs), including both universities and other higher
education establishments, with the objective of increasing the number of students and
graduates who give serious thought to this. It will therefore work with all interested parties
to encourage and create an entrepreneurial culture amongst students and graduates.
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Box 2.5. The Stanford model for entrepreneurship

Stanford University has a very close relationship with businesses. The engineering
school is, for example, endowed with a Yahoo! Professor and a William Gates Computer
Science Building. These formal relationships are important, but the informal relationships
might be even more important. People go back and forth from academia to industry. Many
faculty members have part-time jobs in industry and many industry people have part-time
faculty appointments. Stanford also emphasises entrepreneurship skills in their courses.
For example, in the High-Tech Entrepreneurship course, students discuss case studies of
high-tech start-ups often with the founder/manager of the firm present in the class. In the
industrial engineering class, students take three months of classes, three months of
internship, and then three more months of classes.

However, the main force driving Stanford’s unending production of start-ups is that so
many people have started companies in the past that it seems normal for students to take
what they have learned and make a company out of it.

Source: http://corporate.standford.edu/innovations/index.html

Campaigns, prizes and special events can be effective for promoting entrepreneurship

Campaigns for the promotion of entrepreneurship are another instrument for
stimulating entrepreneurial behaviour by OECD governments. The following three
conditions are recommended. Campaigns should be: i) visible: changing attitudes and
behaviour requires that campaigns be visible and involve, for example, high profile
personalities, extensive media coverage, awards and events — examples include the United
States President’s Small Business Person of the Year Award, Canada’s public-sponsored
television shows on entrepreneurs aiming to influence attitudes; dedicated magazines to
entrepreneur issues, etc.; ii) empowered: those behind the campaign need to be empowered
by government to make the necessary changes - a conclusion of the Finnish
Entrepreneurship Project, although involving many ministries, lacked a central authority,
thereby mitigating its success; in contrast, the United Kingdom’s Small Business Service
having direct access to the Prime Minister may be cited; and iii) regional: since business
start-up rates vary substantially across regions within a country, successful campaigns
should also focus on regional aspects of entrepreneurship, and campaign designs need to
be tailored to address regional-specific issues - e.g., the United Kingdom Road Shows,
Finland’s practice of bringing together on a monthly basis, policymakers and
entrepreneurs and would-be entrepreneurs in connection with regional Entrepreneurship
Fora. The United Kingdom’s Make Your Mark Start Talking Ideas campaign is aimed
at inspiring and encouraging 14 to 25-year-olds to be more enterprising. Run by
Enterprise Insight, a coalition of business representative organisations and enterprise
education/capacity-building bodies, with public support, its focal point is the UK’s first
Enterprise Week which took place in November 2004.

The need to promote entrepreneurship for social inclusion is moving up government
agendas

The need to encourage more enterprise in minority, disadvantaged communities and
under-represented groups is moving up government agendas due to evidence that new and
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small firms are a major source of new job creation and income generation in national
economies as a whole. The benefits of entrepreneurship may be particularly important in
disadvantaged neighbourhoods because compared to large companies small businesses
have fewer problems finding suitable premises and they provide more accessible
employment to residents. In addition there appear to be unrecognised market
opportunities and favourable factor conditions in these areas. Moreover, surveys indicate a
strong motivation amongst people from minority and disadvantaged communities to start
and run their own businesses in the social enterprise as well as the commercial enterprise
sector. However, the full potential of entrepreneurship for social inclusion is far from being
exploited because of a range of barriers in minority communities, distressed areas and
other under-represented groups. These barriers include lack of finance, weak
entrepreneurship attitudes and skills, obstacles to the growth of the social enterprise
sector and interplay among a range of social and economic problems. OECD (2004p)
examines a wide range of policy initiatives that aim to help tackle these barriers. The
United Kingdom Government, for example, implements a number of programmes and
schemes targeting such population groups. These initiatives include Enterprise Areas and
City Growth Strategies and pilot initiatives such as Business Brokers and the Phoenix Fund. The
United States is also active in this area with programmes to support specialist finance
through Community Development Financial Institutions, to promote entrepreneurial role
models through the Inner City 100 initiative, and special zone programmes to promote both
entrepreneurial growth and wider regeneration in distressed neighbourhoods including
Enterprise Zones, Empowerment Zones and Tax Increment Financing Zones.

Governments should undertake a number of initiatives in support of women’s
entrepreneurship

As noted in Chapter 1, women’s entrepreneurship is recognised to be a largely
untapped reservoir for potential employment and economic growth and affected by
market failures and impediments. Obstacles faced by women relate to opportunity
identification and exploitation, and to resource acquisition. The scope for women to realise
their potential as entrepreneurs depends also on both the status and role of women in
society. For policymakers, the issue is compounded by the scarcity of data and indicators,
as gender disaggregated statistics are extremely scarce.

A recent OECD report (OECD, 2004b) made a number of recommendations which were
submitted for ministerial discussion during the Istanbul SME Conference. These
recommendations suggested that governments should: i) increase the ability of women to
participate in the labour force by ensuring the availability of affordable child care and equal
treatment in the workplace; ii) listen to the voice of women entrepreneurs - the creation of
government offices of women’s business ownership being one way to facilitate this;
ili) incorporate a women’s entrepreneurial dimension in the elaboration of all SME-related
policies - starting at the design stage; iv) promote the development of women
entrepreneur networks; v) periodically evaluate the impact of SME-related policies; and
vi) improve the factual and analytical underpinnings of the understanding of the role of
women entrepreneurs in the economy. Beyond these recommendations for public sector
initiatives, there is widespread recognition of the important role than can be played by
women entrepreneur associations and networks.

Government initiatives during the recent 2-3 year period have used a variety of
instruments and approaches. Some governments took major initiatives, for example: i) the
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establishment in 2003 by Germany of a dedicated agency with Internet-based services for
women’s entrepreneurship; ii) the UK’s 2004 Strategic Framework for Women’s Enterprise,
developed in partnership with public, private and third sector organisations, takes a
collaborative long term approach and identifies key action priorities such as business
support provision, access to finance, childcare and caring responsibilities, and transition
from welfare to self-employment; iii) New Zealand published an Action Plan for New Zealand
Women in 2004, putting a special focus on fostering entrepreneurship among Maori
women; iv) the Swedish Government has been putting strong emphasis on the role of
women entrepreneur networks and on consultation services as effective tools; and v) Spain
and New Zealand, among other countries, provide special loan schemes targeted to
women. Spain, through its Institute for Women’s Issues (Instiuto de la Mujer) implements
management and training programmes, one of which offers 300 hours of general training
of which 200 hours of individualised tutorials. Hungary will shortly launch special
consulting and training programmes in support of women entrepreneurs, to be developed
on the basis of successful initiatives tried in other countries.

4. Promoting access to financing

Financing SMEs (including innovative SMEs) and the role of venture capital

Access to financing is recognised to be a persistent obstacle to the survival and growth of
SMEs including innovative SMEs (EC, 2002a). A recent OECD study (OECD, 2004c) showed that
the high risk profile of innovative SMEs (limited market power, lack of management skills,
high share of intangible assets, absence of adequate accounting track records, insufficient
assets) results in the reluctance of traditional commercial banks and investors to provide
them with financing services. Financial institutions and investors find it difficult to assess
risk characteristics and default probabilities of such firms and because innovative activities
are usually intangible, the assessment of their monetary values is particularly difficult.
Innovation activity has therefore limited collateral value for obtaining a loan or equity.

Governments need to ensure that financial systems can operate efficiently

A favourable business climate conducive for people to engage in entrepreneurial
activities is the most basic requirement for facilitating funding for SMEs. Governments
need to ensure that financial systems can operate efficiently so that deserving firms can
gain access to financing and that high quality investment opportunities are available to
encourage active venture capital and private equity markets. A recent OECD study, the
recommendations of which were debated by SME Ministers in Istanbul in June 2004,
considers that policies to reduce financing gaps faced by innovative SMEs can be broadly
framed into three areas: i) provide for the operation of efficient financial markets so that
deserving innovative SMEs have access to reasonably priced credit; ii) reduce uncertainty and
risks associated with financing innovative SMEs; and iii) reduce information asymmetries
between innovative SMEs and potential investors, through mainly the development of an
expert intermediary sector.

For efficient financial markets, the following is understood: i) the conditions for a viable
equity market are in place; ii) investors are able to evaluate the assets that innovative SMEs
create and develop; iii) the desirability of a common stock market in partnership with other
countries; iv) a stable competitive banking industry exists; and v) there is a capacity to
evaluate innovative SME credit worthiness. Reducing uncertainty and risks associated with
financing innovative SMEs requires that public sector loan guarantee or equity guarantee

OECD SME AND ENTREPRENEURSHIP OUTLOOK 2005 - ISBN 92-64-00924-8 - © OECD 2005 63



1.2. POLICY ISSUES AND RECENT POLICY DEVELOPMENTS CONCERNING SMES AND ENTREPRENEURSHIP

64

Box 2.6. The financing life cycle of the innovative SME

Each growth phase of the innovative firm is associated with financing requirements to
be met by various sources (see Figure 2.1) showing the various stages of the financing
lifecycle). These stages range from the initial start-up stage when seed-financing is required
and when innovative firms rely more heavily on insider finance and start-up funds
provided by relatives, friends and private investors. At the next stage, external funding
sources are important and business angels may have a role to play to fill the financing gap.
The following stage calls for institutional venture capital funds which is an important
source of funding for new technology-based firms. Venture capital, an important link
between innovation and finance, was estimated to account for about 8 per cent of
US industrial innovations. One dollar of venture capital was found to be about three times
as likely to lead to a patent than a dollar of R&D (Kortum and Lerner, 2000, in OECD, 2004c).
Despite the cautionary steps taken by venture capitalists, the most likely outcome of a
venture capital backed firm is still a failure, with only the best surviving, reflecting high
risk, high return activities of small innovative firms (Lerner, 2002, in OECD, 2004c).

Approximately one-third of venture capital goes to firms in their early stages and two-
thirds go to those in the expansion stage. In Finland, Ireland and Switzerland, about half is
attributed to firms in early stages. High technology firms attract half of OECD venture
capital investment, but disparities among countries are large. In Canada and Ireland, they
receive more than 80% of total venture capital, but in Australia and Japan they account for
less than a quarter. In the United States, they attract over half of venture capital, of which
about half goes to the communications industry. In Canada and Ireland, investment has
tended to focus on information technology firms, while in C