GLOBAL ENTREPRENEURSHIP MONITOR
CROATIA

..................

What makes
Croatia

an entrepreneurial
country?

RESLILTS O GEM CROATIA RESEARCH 20032 - H0H%

SCEPOR & | @@ 5 | s



What makes

Croatia
an entrepreneurial
country?

Hesults of Global Entrepreneurship Monitor
for Croatia 2005

N
p



CIP - Katabogizacii u r
GRADSES § ﬁhmm CAIER
UDK 6500 I0457.5)

SIMGER, Sreca

equrry! | ity of GEM Croatia ressarch
FO0E- 2005 [ Svica Snger, Mataba

Sark, Sarga Pleller | <provaciied

[Ljuibica Flateics . « Zagreb : CEPOR « Centar
za pobiic razveys malih | redngh
poschurenca i pochunetnistem, J00&.

Prievod dieta: $6a Fri i
preahretralloen Zemims!,

SRR 5359 1 5401
1. Sark, atada 7, Pledier, Sana

IR0z

Publisher:

CEPOR - SMEs and
Entrepreneurship Policy
Center

www.cepor.hr

For publisher:
Slavica Singer

Preface:
Slavica Singer

Design:
MiT d.o.o.



Contents
TADIES OVEIVIEW .t
FIGUIES OVEIVIEW .ottt
A word from the Minister of Economy, Labour and Entrepreneurship ........cccooeviiiiieiiiiiii
P BT it
SUMIMIATY ettt ettt h ettt
I INEFOAUCHION 1.
ODbjJectives Of the MESEAICH ....iiiiii e
The model (conceptual research frameWork) .........ooiiiiiiiiii
THE INAICALONS 1 vt
International dimension of the GEM research ..o,
DIATA SOUICES ..ttt
SAMPIE N CFOALIA 1 .vvivii ittt
GEM research team in Croatia .ooviioiiieie
Financing the GEM research in Croatid .....oovioveiiiiiiie s
2 Entrepreneurial activity of Croatia in an international perspective .........cccoovviiiiiiiiiiii,
From the lower end to the middle of the scale ...,
Participants in entrepreneurial activity - without the new ones there are no "established" ones,
but without the growing ones there is NO ProSPEIILY ......c.cciviiiiiiiiiiiiii e
Entrepreneurial motivation, more for necessity than for opportunity ..........cccooeiiiiiiiiininnn
Entrepreneurial activity of Croatia in European perspective ..........ccocviiiiiiiiiiiiesiiice
3 Entrepreneurship in CrOGHA ... ..ioviioiiii i
Entrepreneurial capacity of Croatia is growing, BUt... ..o
TMOTIVAEION" INAEX 1
"EStablishment” INAEX ....viii i
There are more and more small enterprises with growth potential .........c..ccccoviiiiiiiiiiiiin,
Technologically more advanced, but product innovation is still a great challenge ....................
Most entrepreneurs have strong competition, because everybody has the same products ...
Export orientation insufficient - fear of the unknown? ...
A growing number of enterprises with the aspiration for greater employment .....................
Entrepreneurial growth potential levels - where is Croatia? ........c.ccocooieiiiiiiiniii
Regional differences are decrEasing .........ccooiiiiiiiiiiie
Who starts business ventures in Croatia? .......ocoiiiiiiiiiee e
People with higher education become entrepreneurs more often ..........cccoveviiiiiiieninnnn,
Men are more entrepreneurially active than women, and the trend increases ..............cc......
AZE AlSO PIAYS @ PAIMT vttt
Poorer people are more often entrepreneurially active ...
What motivates entrepreneurs in CrOatial .........oiiiiiiioiiiiieoiee e
Perception of entrepreneurial environment - women equal to men! ...,
Entrepreneurial culture is only being generated ..........ccocoiiiiiiiiiiii
Entrepreneurial environment in Croatia: does it help or hinder? ...,
Who evaluates the quality of entrepreneurial environment and how? ...,

Entrepreneurial environment in Croatia: better or worse than the GEM countries average?...

Il
Il
12
13
4
4
I5
I5
I5

6
|7

18
20
23

25
25
25
26
27
28
29
29
30
31
33
35
35
35
36
37
37
38
40
43
43



FINANCIAL SUPPOIT 1ottt
Government policies and ProgramiMES ......cviiiviiiiiiiiaie e
EUCALION i
Transfer of research and developmeNnt ..o
Business and professional iINfrastrUCture .........oveeiiiiiiiici
Market MECNANISMIS ...
Cultural and SOCIAI NOIMNS ...
Entrepreneurial €ffiCIENCY .. ..oviiiiiii

4 Conclusions and recommendations for increasing the entrepreneurial capacity of Croatia ..............

[t is better, DUt it can DE A LOT DOl oo
How to increase the quality of the institutional structure of entrepreneurial conditions? .............
Can government policies become CONSISTENT! ....coviiiiiiiiiii i
From divided programmes tO PrIOIMHES .....vviiiiiiiiiiie et
Transfer of research and develoOpMENT .........oiiiiiiiiii
From being doomed to bank loans to having a diversity of financial instruments ....................
Business and professional INfrastrUCture ........coviiiiiiiiiis s
How to strengthen the human dimension of entrepreneurial capacity? .........cccocovviviieiieninnnn,
Knowledge and sKills ..o
IMOTIVETION 1
WMVOMIBN e

[ 1S =1L < IO T TR

Appendix | MethodOlOgy . ..coiiiii
Appendix 2 Experts for the assesment of the quality of the entrepreneurial environment,

who participated in GEM research 2002-2005 .....ocooiiiiiiiiii

Appendix 3 List of GEM teams and sponsors 2005 ......ociiiiiiiiiiiiii



Tables overview

Table

Table 2
Table 3
Table 4

Table 5

Table 6

Table 7
Table 8

Table 9

Table

Table

Table

Table
Table
Table
Table
Table

Table
Table

10

12

13
4
I5
6
|7

I8
19

Table 20

Table 21

Table 22

Table 23

TEA indexes - Croatia and all GEM countries ..o |7
Rates of entrepreneurial activity in 2005 = 96 ....ooiiiiiiiiiiii 19
Motivation Index - TEA Opportunity to TEA Necessity ratio, 2005 .......ccccooviiiiiiiiiinnn, 21
Transition ratios:

transition from the start-up stage into established business venture, 2005 ............ccooeen, 22
Croatia in European perspective,

selected indicators of entrepreneurial activity, 2002-2005 ......cocoiiiiiiiiiii 23
Differences in entrepreneurial activity based on the economic

strength of the country, 2005 ....iiiiiii 24
Entrepreneurial capacity of Croatian economy, 2002-2005 .........cccooiiiiiiiiiiiiniiiie, 26
Newness of technologies/procedures for entrepreneurs, 2002-2005 - structure in %

(How many entrepreneurs use new technologies/procedures?) ........c.ccocveviviiiiiiiiiiinns 28
Newness of products for customers, 2002-2005 - structure in %

(For how many customers is the product NEW?) .....ooiiiiiiiiiiii s 28
Intensity of expected competition, 2002-2005 - structure in %

(How many entrepreneurs offer the same product?) .......cccooiiiiiiiiiiiii 29
Export orientation, 2002-2005 - structure in %

(How many customers do you have abroad?) ........cccoiiiiiiiiiiiiii 30
Growth expectancy through employment, 2002-2005 - structure in %

(How many newly employed do you expect in the upcoming five years?) ..........ccccoovennn. 30
Combined index of growth potential, 2002-2005, structure in %6 .......cccoooeviiiiiiiieninnn, 31
Regional dimension of Croatia's entrepreneurial capacity - TEA indexes, 2002-2005 ........ 33
Entrepreneurial activity and education of entrepreneurs, 2002-2005 (structure, %) .......... 35
Entrepreneurial activity and household income, 2002-2005 (structure, 96) ....cocovvvviieain. 37
Factors that influence perception of entrepreneurial environment,

20005 - StUCTUNE, 1N 0B e 38
System of values, 2005, StrUCEUrE, IN 96 ..oovviiiiiiiiiiiii e 40
Comparison of values related to entrepreneurial culture between Croatia and

Slovenia, YES answers, % oOf reSPONAENTS ......cviiiiiiiiiiiiiiiic e 42
Average grades of components of entrepreneurial environment in Croatia - comparison to
GEM average, 2002-2005 .. ittt 44
Components of entrepreneurial environment, 2005 -

Croatia in international PEFSPECHIVE .......iiiiiiiiiiii s 46
Ten highest graded statements about the entrepreneurial environment in

Croatia in comparison to GEM countries, 2005 .......cccoiiiiiiiiiiii e 47

Ten lowest graded statements about the entrepreneurial environment in Croatia in
comparison to GEM countries, 2005 .....ccooiiiiiiiiii 48




Figures overview

Figure |
Figure 2
Figure 3
Figure 4
Figure 5
Figure 6

Figure 7

Figure 8
Figure 9
Figure 10
Figure ||

Figure 12
Figure |3

Figure 14
Figure 15
Figure 16
Figure |7
Figure 18
Figure 19
Figure 20
Figure 21
Figure 22

Figure 23

Figure 24
Figure 25
Figure 26
Figure 27
Figure 28
Figure 29

The GEM research conceptual model ..o 12
Definitions of GEM indicators of entrepreneurial activity .........ccccooviiiiiiiiiiiiiieen, 13
Start-up entrepreneurial activity (TEA indexes) and GDP per capita .........ccccooviviiiiiiann 18
Entrepreneurial motivation - Croatia in international perspective, 2005 .........ccccocviiiein. 21
Business "maturing” ratios - Croatia in international perspective, 2005 ........c.ccocoviiiiiien, 22
Combined index of growth potential, Croatia vs. other GEM participating countries,

20005, StUCIUINE 1N B oo 32
Regional differences in entrepreneurial motivation

(TEA Opportunity and TEA Necessity), 2005 ..o 34
Entrepreneurial activity (TEA indexes) and gender, 2002-2005 .......c.cocoiiiiiiiiiiiiiiin, 35
Entrepreneurial activity (TEA indexes) and age of entrepreneurs, 2005 .........cccoccooiiiiinn, 36
Entrepreneurial activity (TEA indexes), according to gender and age, 2005 ............cocevenen. 36
Difference in perception of entrepreneurial environment, TEA active entrepreneurs,

based on gender, 2005 - StrUCTUIE, IN 96 ..oovviiiiiiiiiiiic e 39
Difference in perception of values of TEA active entrepreneurs,

based on gender, 2005 - StrUCTUIE, IN 96 ..oovviiiiiiiiiiii e 4|
Average grades of entrepreneurial environment in Croatia and the average for GEM
participating countries, 2005 ...t 45
Financial support, Croatia and GEM countries, 2005 ..o 49
Government policies - support/grants, Croatia and GEM countries, 2005 ........c.ccoceeoen. 50
Government policies - regulations, Croatia and GEM countries, 2005 .........cccoooviiiiinnnn, 50
Government programmes, Croatia and GEM countries, 2005 ........ccooviiiiiiiiiiiecin, 50
Education (primary and secondary), Croatia and GEM countries, 2005 .........cccooeviiiennnn 51
Education after secondary school, Croatia and GEM countries, 2005 .......cccocoiiiiiiiiinn 51
Transfer of research and development, Croatia and GEM countries, 2005 .......cccccovineen, 52
Business and professional infrastructure, Croatia and GEM countries, 2005 ............ccccoe... 53
Openness and competitiveness in the internal market - dynamics of change,

Croatia and GEM countries, 20005 oo 54
Openness and competitiveness in the internal market - entry barriers, Croatia and GEM
COUNTIIES, 200D e e 54
Cultural and social norms, Croatia and GEM countries, 2005 ... 55
Attitude towards women in entrepreneurship, Croatia and GEM countries, 2005 ............ 55
Recognizing business opportunities, Croatia and GEM countries, 2005 ..., 56
Entrepreneurial capacity - potential, Croatia and GEM countries, 2005 .........ccccooeiiiiein. 57
Entrepreneurial capacity - motivation, Croatia and GEM countries, 2005 ... 57
Attitude towards growing enterprises, Croatia and GEM countries, 2005 ..........cccooiein, 57



Branko Vukeli¢,
Minister of Economy, Labour and Entrepreneurship

Entrepreneurship has a crucial role in the process of adjusting Croatian economy to the standards of the
European Union, because it puts the whole range of our own resources into action, from human to finan-
cial resources. Entrepreneurial capacity of a country does not depend solely on the individual, but also on
the environment that has to support realization of individual entrepreneurial initiative. This is precisely the
area in which Ministry of Economy, Labour and Entrepreneurship continuously launches numerous pro-
grammes that are designed to eliminate "bottlenecks" in the process of building up the entrepreneurial
strength of Croatia. In 2004 and 2005 Ministry of Economy, Labour and Entrepreneurship has started
numerous programmes that enabled the entrepreneurs to have adequate access to financial resources and
education, to take advantage of different professional services, to entice innovativeness and export. Financial
means for these programmes amounted to 229,052,354 HRK. Among a large number of results achieved
through these programmes, building of institutional professional infrastructure is especially important: 16
incubators, 27 entrepreneurial centres, 6 regional development agencies and 235 entrepreneurial zones
(areas), since they are the backbone for supporting entrepreneurs throughout Croatia. Furthermore,
knowing that the programmes launched by the Ministry of Economy, Labour and Entrepreneurship in 2004
and 2005, were used by 4,293 entrepreneurs, we may understand why Croatia leaped up the scale of the
Global Entrepreneurship Monitor (GEM) research, from the last place to the middle position on the scale.

The results of the GEM research, which include Croatia since 2002, are very important for setting priorities
in interventions and policies that support the development of entrepreneurial capacity of a country and its
competitiveness. Taking into account the importance of being able to make an international comparison of
Croatia with other countries included into the GEM research and the relevance that this project has for
designing national policies, as well as possibility to use the research results in numerous international institu-
tions, Ministry of Economy, Labour and Entrepreneurship used the results of the GEM research as basis for
defining its programmes, because precisely the lack of education and professional infrastructure was crucial
for designing adequate programmes.

Recommendations given in this study will be taken into account for further designing of policies, pro-
grammes and instruments that the Ministry of Economy, Labour and Entrepreneurship uses in order to cre-
ate a supportive environment for entrepreneurship and innovativeness, and in its further efforts to eliminate
administrative obstacles in starting and developing business ventures, to introduce education about entre-
preneurial activities on all levels of formal education and to create conditions that will enable better and
easier access to financial resources.

Branko Vukeli¢,
Minister of Economy, Labour and Entrepreneurship
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Preface

In 2002 Croatia became a part of the Global Entrepreneurship Monitor (GEM) research, which gave us
the priceless opportunity to compare effectiveness of policies, programmes and activities of different institu-
tions and associations that deal with building up the entrepreneurial capacity of Croatia. Since then, Croatia
has learned a lot about entrepreneurship. The most important lesson is in understanding what entrepre-
neurship really is and what it is not.

In order to accept entrepreneurship as a way of behaviour (proactive, creative) based on empowered and
responsible individuals and competent and responsible institutions, it was necessary to detach ourselves
from the myths that surrounded the word "entrepreneur” for a long time. The key myth that had far-
reaching consequences on individuals and institutions was that an entrepreneur is born and that a person
cannot learn to be one, as well as that entrepreneurial success depends on the amount of risk that an indi-
vidual takes. However, facts tell us otherwise. Entrepreneurial success is more likely to happen if people
have adequate knowledge and skills, if entrepreneurial career is a personal choice, and if there is an envi-
ronment that stimulates and supports entrepreneurial activity (from cultural and social norms to regulatory
frameworks).

Participation in the GEM research enabled Croatia to join in with the group of countries, among which
there are also the richest countries in the world, which have recognized entrepreneurship as the main
focus of their public policies and economic development, because entrepreneurship is the axis around
which everything revolves (Schumpeter).

Croatia has made great progress since the first study "What makes Croatia a (non) entrepreneurial coun-
try?" which presented the results of the Croatian participation in the GEM research in 2002, until the cur-
rent study "What makes Croatia an entrepreneurial country?" which presents the results of Croatian partici-
pation in the GEM research from 2002 to 2005: Croatia leaped up from 32nd place (out of 37 countries)
in 2002 to 19th place (out of 35 countries) in 2005. GEM research results are publicly available at
www.gemhrvatska.org or www.cepor.hr or www.gemconsortium.org.

GEM research team from the J. J. Strossmayer University in Osijek (Slavica Singer, Natasa §arlija, Sanja
Pfeifer, Dula Borozan and Suncica Oberman Peterka) and CEPOR - SMEs and Entrepreneurship Policy
Center, would like to thank the Ministry of Economy, Labour and Entrepreneurship, Croatian Chamber of
Economy and National Competitiveness Council for constant support in dissemination of research results.
We would especially like to thank the experts who, with their evaluations, contribute greatly to better
understanding of strengths and weaknesses of the entrepreneurial environment. Printing of this publication
was financially supported by USAID through the CroNGO program of the Academy for Educational
Development, precisely because of the desire to promote the results regionally, through a series of confer-
ences and discussions about entrepreneurial capacity and the limitations of its development.

Professor Slavica Singer, Ph.D.
Head of the GEM Croatia research team
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Summary

In 2005 Croatia took part in the Global Entrepreneurship Monitor (GEM), the biggest worldwide research
of entrepreneurial activity, for the fourth time. GEM team Croatia wishes to thank the Ministry of Economy,
Labour and Entrepreneurship for continuous financial support and their growing interest for using the
research results in designing their policies and programmes.

By means of a unique conceptual frame and methodological approach, GEM analyses annual changes in
entrepreneurial activity, which enables every participating country to track changes in entrepreneurial activi-
ty in time and to decide on the relevance of these changes by comparing them with the other countries.

Methodology of the GEM research includes surveying a randomly selected group of adults aged from 18 to
64 (in order to determine the level of entrepreneurial activity), surveying and interviewing experts (in order
to evaluate the quality of entrepreneurial environment) and analysing statistical indicators on the level of
development, collected from international sources of information.

Entrepreneurial activity in Croatia in international perspective

The main result shown in the analysis of Croatia as a part of the GEM research for the period of 2002 -
2005 is an increase in entrepreneurial activity, measured by the TEA index (Total Entrepreneurial Activity)
which determines the percentage of people whose entrepreneurial activity lasted less than 42 months in
the population of adults. After having scored a TEA of 3.62% in 2002, Croatia scored a TEA of 6.1 1% in
2005. This means that in 2005 out of every |6 adults (in the working population) one person is entrepre-
neurially active, whereas in 2002 one person out of 30 adults was entrepreneurially active.

Entrepreneurial capacity of Croatia is growing, but...

Croatia has moved up the scale of GEM countries in 2005, but it is mainly because of a sharp increase of
entrepreneurial activity among those who did not have another choice. In the total TEA index it is desirable
that there should be more TEA Opportunity-driven entrepreneurs (those who have started entrepreneur-
ial activity of their own free will because they saw a business opportunity) rather than the TEA Necessity-
driven entrepreneurs (those who have started entrepreneurial activity because their situation forced them
into it), because those who have started entrepreneurial activity of their own free will have long-term plans
and more optimistic expectations. In Croatia this ratio is reversed. It is a good thing that unemployed peo-
ple decided not to wait for someone else to solve their problems, but it is still necessary to create condi-
tions for strengthening the TEA-Opportunity index.

The trend of a growing number of small businesses with growth potential is another good news, because
only growing businesses can generate a significant number of new job openings. Both in the structure of
start-up businesses (not older than 42 months) and in the structure of businesses that have been active
longer than 42 months, there is a significant decrease in number of businesses without growth potential: in
the first case it decreased from 719 to 509, and in the second from 80% to 63%. Even better, with
|.8% of businesses with strong growth potential (in the category of businesses that have more than 42
months of entrepreneurial activity) Croatia exceeds the GEM average. However, in the category of busi-
nesses that have less than 42 months of entrepreneurial activity Croatia falls greatly behind the GEM aver-
age.




Regional differences are decreasing

Regional developmental differences can be seen in the level of entrepreneurial activity. The difference
between regions with the strongest and the weakest entrepreneurial activity has decreased in the period
2002 - 2005 from | : 2.3to | : 1.91.

Who starts business ventures in Croatia?

People with higher education start their entrepreneurial activity more often than those with lower or no
education. The gap between entrepreneurial activity of men and women is increasing: in 2002 there were
2.95 times more entrepreneurially active men in Croatia, and in 2005 this ratio grew to 3.79. People with
lower income start their entrepreneurial activity more often than those with high income, which is consis-
tent with a strong TEA-Necessity index in Croatia.

Entrepreneurial environment in Croatia: does it help or hinder?

Expert evaluation of the quality of certain entrepreneurial environment components leads us to the follow-
ing conclusions about the change in the quality of entrepreneurial environment in Croatia:

* Tendency of lower quality of financial support, because of the lack of a developed financial market
(not enough venture capital, not enough informal investors) and the lack of guarantee funds

*  Government programmes are better rated than government policies

* Government policies for grants are better rated than government policies for regulations

* Growing quality of education focused on development of entrepreneurial potential in young people
(especially in primary and secondary education)

e Better availability of business and professional infrastructure, but the question of service quality remains
open

e Better access to physical infrastructure

Recommendations for increasing the entrepreneurial capacity in Croatia

Recommendations are focused on the limitations that have been perceived in the effects of certain entre-

preneurial environment components, especially in:

* Development of a financial market (informal investors, venture capital funds, guarantee funds,
microcrediting)

e Government policies for regulatory framework, education, transfer of research and knowledge

* Development of quality services for entrepreneurs, especially for those who have the potential and the
desire to grow

e Strengthening and promoting entrepreneurial culture (education, media)

e Strengthening the involvement of women in entrepreneurial activity
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Numerous theoreticians of economic growth (Schumpeter, 1943; Hayek, 1948; Kirzner, 1973; Gartner,
1989; Audreutsch and Thurik, 2000) advocate entrepreneurship as one of the basis for economic growth.
And even though researchers show great interest and that many successful countries have gained experien-
tial insight into the great importance that creating new business ventures has for national economic deve-
lopment, still, the entrepreneurial capacity of a country remained outside the main current of theoretical
discussions and of national economic policies. Global Entrepreneurship Monitor (GEM) is a unique interna-
tional research reaction to those facts.

Objectives of the research

The objective of the research is to develop common indicators for monitoring entrepreneurial activity in
time and space, and thus also building a consistent basis for policy interventions with the aim of improving
conditions on which entrepreneurial capacity of a country depends.

GEM project started in 1999 as an initiative of a group of researchers from London Business School in
Great Britain and Babson College in USA. That year, the research included ten most developed countries!
that wanted to get an answer to the question why the entrepreneurial capacity in the USA is greater than
in other developed countries. So far, 45 countries have been involved in the project. The starting research
questions - is the entrepreneurial activity different among countries and why, as well as what can help
develop the entrepreneurial capacity of a country, have been transformed into the basic objectives of the
research:

* Measuring differences in the level of entrepreneurial activity between countries
e Uncovering factors determining the levels of entrepreneurial activity
* |dentifying policies that may enhance the level of entrepreneurial activity in a country

Within these three objectives the results of the GEM research have a major influence in answering the two
very important questions, theoretical and applicable:

* o what extent are the differences in entrepreneurial activity connected to total economic growth of a
country?
* What can the governments do in order to influence the level of entrepreneurial activity in a country?

The uniqueness of the GEM research is in the fact that it gives the basis for both vertical and horizontal
comparison by using a unique conceptual framework for its research and unique indicators. Vertical com-
parison enables every participating country to track changes in its own environment, i.e., effects of the
applied policies and instruments. Horizontal comparison enables every country to make international com-
parisons, i.e., to choose an adequate benchmark.

I The project included G-7 countries (France, Italy, Japan, Canada, Germany, USA and Great Britain), and Denmark, Finland and Israel.



The model (conceptual research framework)

GEM research relies on the assumption that national economic growth depends on the developmental
capacity of the existing economy, but also on the capacity of the society as a whole to innovate, anticipate
changes and use them for creating prosperity for the individual and for the country as a whole. Therefore,
GEM uses the conceptual research framework that presupposes complementarity of two basic mecha-
nisms (framework of general macroeconomic conditions and framework of entrepreneurial conditions) on
which the capacity of a national economy to create prosperity on the level of the individual and the com-
munity, depends:
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General National Framework Conditions:
Openness of national economy

The role of government

Effectiveness of the financial market

Level of investment into research and development
Physical infrastructure

Managerial competence

Flexibility of the labour market

Rule of law

Entrepreneurial Framework Conditions:

Financial support

Government policies

Government programmes

Education

Transfer of research and development

Business and professional infrastructure

Openness of the internal (national) market and competitiveness
Access to physical infrastructure

Cultural and social norms



¥ T T L L B R ) et s T

Traditionally, analysis of economic growth is focused on "primary" economy, neglecting the role of new and
smaller enterprises. Small and new enterprises create innovations, fill market niches, increase competitive
pressure and thus promote economic efficiency.

GEM approach is focused on researching economic connections of all business forms within a national
economy, including the evaluation of the contribution of new enterprises, small enterprises as well as
already established firms in the total aggregate level of economic growth in the country, and especially the
entrepreneurial framework conditions. GEM research analyses the importance and intensity of the connec-
tions between these complementary mechanisms, viewing these connections through the role of an
empowered individual, one who acts in a proactive, entrepreneurial way.

Such conceptual research framework is based on a holistic approach in defining entrepreneurship as an
integral phenomenon of the interaction between an individual and his/her environment. That is why GEM
research defines entrepreneurship as a complex behavioural phenomenon that exists in all social organiza-
tions, not only in economy, but in education, research, culture, government institutions and local adminis-
tration.

The indicators

For the purposes of GEM project, and based on the conceptual research framework and holistic approach
to the definition of entrepreneurship, a set of indicators that measure different aspects of entrepreneurial
activity has been identified:

Indicators of total entrepreneurial activity in the life cycle of the entrepreneurial process, from start-

up to maturity of the business venture:

* Nascent entrepreneurs (who decide to start a business venture)

* New business owners (business owners whose entrepreneurial activity is measured by having paid
salaries for more than 3 months, but less than 42 months)

e Established business owners (business owners who are entrepreneurially active for more than 42
months)

Entrepreneurial activity of the nascent entrepreneurs and new business owners, measured by the ratio
of the number of such entrepreneurs (start-up) in the sample of the adult population, aged |8 to 64, is
expressed through Total Entrepreneurial Activity (TEA) Index.

Indicators of motivation for entrepreneurial activity:

* TEA Opportunity index: those who start entrepreneurial activity because they have perceived a business
opportunity

* TEA Necessity index: those who are pushed into entrepreneurship by the situation they found them-
selves in (they lost their job, could not find another job...)

Diefinicions
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Indicators of the entrepreneurial profile:
* Gender

* Age

* Education

* Financial status

e System of values

International dimension of the GEM research

Since 1999, when the research included ten countries, the GEM research grew and in 2005 it
included 35 countries that make up about 65% of world population and about 90% of world gross
domestic product:

Asia and Oceania
Australia, China, Japan, New Zealand, Singapore and Thailand

Africa and the Middle East
South Africa

Europe
Austria, Belgium, Croatia, Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland,
[taly, Latvia, Netherlands, Norway, Slovenia, Spain, Sweden, Switzerland and the United Kingdom

North America
Canada, Jamaica, Mexico and the United States

South America
Argentina, Brazil, Chile and Venezuela

Data Sources

GEM research is conducted through cooperation between GEM Coordination Team and national
teams and is based on two questionnaires specially designed for the purpose of this research and on
collected standardized indicators of economic activity of the participating countries:

* Data collected by surveying a representative sample of adult population in every GEM country by
using a common specially designed questionnaire for identifying entrepreneurial activity of the
respondents and their viewpoints on entrepreneurial activity. Surveying the representative sample
of adult population is done by a professional agency (in Croatia it was PULS). The collected data is
sent to GEM Coordination Team, which compiles a harmonized database and puts it at the dis-
posal of national teams for expert interpretation.

* Data collected by surveying and interviewing experts in each of the GEM countries, by using a
common, specially designed questionnaire about viewpoints of experts on the components of the
entrepreneurial framework. Every national team selects a sample of experts based on their repu-
tation and experience. National teams use the harmonized database, made by the GEM
Coordination Team, for producing national reports.

 Standardized internationally comparable indicators of economic activity are obtained from interna-
tional sources such as the World Bank, the International Monetary Fund, OECD and the United
Nations.

A detailed description of the research procedure can be found in Reynolds et al. (2005), whereas a
short explanation of the methodology applied in the analysis of the database collected by surveying
adult population and experts can be found in Appendix |.



Sample in Croatia

In each country a sample of adult population is randomly chosen, whereas the sample of experts is
selected based on their reputation and experience.

Usual sample amounts to 2,000 adults aged 18-64, although certain countries choose to have a larg-
er sample (such as United Kingdom, Germany, Switzerland, Spain, Canada, Belgium...), because
they wish to identify differences in the entrepreneurial activity within the country. In Croatia, the
sample for each year of research was 2,000 adults.

In each year that Croatia participated in the GEM research 36 experts were surveyed/interviewed.

Appendix 2 gives the list of all experts who have helped monitor entrepreneurial activity in Croatia

by giving us their opinion on this subject and whose viewpoints make up a constitutional part of this
study.

GEM research team in Croatia

GEM project is headed by the research Coordination Team situated in London Business School
(London) and Babson College (Boston), and is conducted by national research teams. Coordination
Team is responsible for the project as a whole, for collecting standardized data from international
sources and for making the executive report with a comparison of the level of entrepreneurial activi-
ty among the participating countries. National research teams conduct interviews with the experts,
survey the adult population and produce a national report. GEM Coordination Team and national
teams must publicly promote research results because of their importance for policy interventions in
implementing national economic policy.

In 2005, Croatia participated in the GEM research for the fourth time. During all these years that
Croatia participated in the GEM research, the head of the research was CEPOR - SMEs and
Entrepreneurship Policy Center. The research team consists of a group of researchers from the |. J.
Strossmayer University in Osijek: Slavica Singer, team leader and team members: Natasa Sarlija,
Sanja Pfeifer, Bula Borozan and Suncica Oberman Peterka. Mirna Oberman and Anita Buljan from
CEPOR participated in the process of surveying and interviewing experts.

Appendix 3 gives a list of all members of the GEM Coordination Team and all national GEM teams as
well as their sponsors who participated in the 2005 research.

Financing the GEM research in Croatia

Participation of Croatia in the GEM research is co-financed by the Ministry of Economy, Labour and
Entrepreneurship and the Open Society Institute - Croatia (through CEPOR), with a small contribu-
tion of the J. J. Strossmayer University in Osijek (through the Paradigm and Practice of
Entrepreneurship project, financed by the Ministry of Science, Education and Sport). In 2005 the
project was also financially supported by USAID, Academy for Educational Development, CroNGO
Program, precisely because of the promotion of entrepreneurship at the regional level.




2 Entrepreneurial activity of Croatia in
an international perspective

From the lower end to the middle of the scale

Participants in entrepreneurial activity - without the new ones there are no "established"
ones, but without the growing ones there is no prosperity

Entrepreneurial motivation, more for necessity than for opportunity

Entrepreneurial activity of Croatia in European perspective

Thanks to GEM research, entrepreneurship has came into the focus of world research, because the com-
plexity of the phenomenon pointed out the need for the creation of adequate indicators, which enable
adequate description of the occurrence and forecasting of changes, as well as international comparison.
The danger of using separate indicators "tailored" for the purpose of proving the correctness of a certain
policy has been recognized in time, and the importance of consistent monitoring of long-term effects of
certain policies directed towards building entrepreneurial capacity of a country has been especially empha-
sised.

International dimension of the GEM research enabled grouping of countries according to different criteria of
entrepreneurial activity, which provoked a discussion on the efficiency of government policies and learning
from other people's experience.

Although this report uses international comparisons of certain aspects of entrepreneurial capacity of
Croatia, in order to emphasise the positioning of Croatia and the step forward that occurred during
Croatia's participation in the GEM research (2002-2005) we used the following indicators:

* Total entrepreneurial activity of those who have been active for less than 42 months (TEA index)
* Motivation for entrepreneurial activity (TEA Opportunity and TEA Necessity)

e Structure of the participants in entrepreneurial activity (nascent, new business owner, "established"
entrepreneur)

Transitional rate of "maturity" of business ventures

Total entrepreneurial activity based on starting ("swarming") new business ventures (expressed through TEA
index) is an important prerequisite for building entrepreneurial capacity of a country. Every business system
has its own life cycle and so does the economy as a whole. Without new business ventures, neither the
renewal of economic structure nor the "infusion" of new products, new technologies, or moving to new
markets can occur. New enterprises help increase business efficiency and competitiveness.

An individual can decide to become entrepreneurially active because he/she perceived a business opportu-
nity (TEA Opportunity) or because he/she was pushed into it (TEA Necessity). Previous GEM research
have shown that the dominance of TEA Opportunity over TEA Necessity increases the entrepreneurial
capacity of a country, because those who decide to be entrepreneurs because of a business opportunity
they saw, are generally more oriented towards business growth than those who became entrepreneurially
active because their situation forced them into it (they lost their job, could not find a job, etc.). Being aware
of this difference in entrepreneurial motivation is of extraordinary importance for those who create govern-
ment policies and programmes, because support mechanisms that cannot recognize these differences use
public resources inefficiently and do not achieve expected goals.

Rates of entrepreneurial activity differ depending on the type of the entrepreneur (nascent, new business
owner, established entrepreneur), which is also important information for creators of government policies
and programmes that influence the creation of supportive environment, i.e., eliminate barriers to entrepre-
neurial activity.



Transitional rate of "maturity” of businesses tells us about the rate of surviving businesses, which includes a
whole range of factors (motivation, knowledge and skills, effectiveness of the environment and - of course,
luck!). Higher transitional rate means better preparation for entrepreneurial activity on individual and institu-
tional levels. The rate is calculated as ratio of "established" entrepreneurs (entrepreneurial activity longer
than 42 months) and of number of nascent and new business owners, i.e., start-up entrepreneurs (entre-
preneurial activity of up to 42 months).

From the lower end to the middle of the scale

TEA index shows entrepreneurial activity of those who have decided to start a business venture in the last
three months (nascent entrepreneurs) and those who have been entrepreneurially active for less than 42
months, but longer than 3 months (new business owners), and who can prove their entrepreneurial activi-
ty by having paid salaries during that period. TEA index is determined through surveying a randomly select-
ed sample of adults aged |18 - 64 and shows the start-up level of entrepreneurial activity in the adult popu-
lation.

2005 brought Croatia the pleasure of exchanging the position at the lower end for one in the middle of
the GEM countries scale (Table ). GEM Master Data Set and Minitti et al: Global Entrepreneurship
Monitor: 2005 Executive Report were the source of indicators for GEM countries that were used for com-
parison with Croatia throughout this study.

TE# wadensi

Crogtia and

There are several reasons to be satisfied with the results showing entrepreneurial activity achieved in 2005,
but there is also one serious reason for dissatisfaction. A cause for satisfaction is surely the fact that Croatia
moved away from the lower end of the scale, because it is a good sign of efficiency of different activities
designed for strengthening the entrepreneurial framework conditions in which individuals and institutions
are active, although there are no detailed mechanisms for monitoring the effects of certain interventions. At
the same time, the change in rank on the scale of the entrepreneurial start-up activity shows the need for
patience, because the interventions in quality of the entrepreneurial framework conditions can rarely have
short-term effects.

The fact is that the change in rank is mostly a result of radical increase in necessity-driven entrepreneurial
activity and this is both a source of satisfaction and dissatisfaction. It is a good thing that people decided not
to wait for someone to solve their employment problems, but have decided to do something about it on
their own, through self-employment, starting a business venture. However, the dissatisfaction arises from
the fact that there are many more of those necessity-driven entrepreneurs than those who are opportuni-
ty-driven, because this opens up the issue of being trained to know how to recognize a business opportu-
nity, adequate knowledge and skills, the availability of financial resources, etc.

Similar level of entrepreneurial activity can occur in countries with higher or lower GDP and in order to be
satisfied with the achieved result, it is important to know the level of economic development.
Entrepreneurial activity of 6.1 1 % is a success for Croatia, after being at the bottom of the list of GEM par-
ticipating countries for years with the following results: 3.62% (2002), 2.56% (2003) or 3.74% (2004).
But we still have a long way to go to be able to transfer this entrepreneurial activity into prosperity of
Croatia measured in GDP per capita (Figure 3).



Croatia's progress up the scale should simultaneously include the strengthening of entrepreneurial activity,
but also achieving higher economic growth rates, which will allow achieving national prosperity.
Achievement of such goals demands excellent coordination of all government policies, which is a true chal-
lenge for creators of different policies directed towards better design of the entrepreneurial framework
conditions and also towards interactions with macroeconomic conditions in Croatian economy.
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Participants in entrepreneurial activity - without the new ones there are no "established"
ones, but without the growing ones there is no prosperity

Dissecting entrepreneurial activity to all participants, from nascent, new business owners to "established"
entrepreneurs reveals another very important dimension of entrepreneurial capacity in Croatia - which is
also very important for creating policies and programmes focused on strengthening the entrepreneurial
framework conditions. Croatia especially lags behind in the rate of entrepreneurial activity of "established"
entrepreneurs (active for longer than 42 months) (3.70% as opposed to 6.60% in all GEM countries,
which makes up to only 56% of the GEM countries average). In analysing the rates of entrepreneurial
activity according to individual categories of entrepreneurs, Croatia's biggest discrepancy in reference to the
average rates of all GEM countries is precisely in the category of "established" entrepreneurs (only 56%),
whereas rate of nascent entrepreneurial activity amounts to 82% of GEM average and the rate of entre-
preneurial activity of new business owners amounts to 64% of GEM average (Table 2).
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A low rate of entrepreneurial activity in the category of "established" entrepreneurs, which puts Croatia
into 3 Ist place, warns that insufficient attention is paid to the problems of precisely those participants in the
entrepreneurial activity on which, for the most part, economy's absorptive capacity needed for new
employment depends. New employment occurs in growing small enterprises: large enterprises are not
generators of new employment, whereas starting business ventures enables self-employment, and only to
a certain extent, new employment. Coordinated activity of different government policies and programmes,
and also of universities (education, transfer of technology) should be directed towards creating a supportive
environment for growing businesses.

Entrepreneurial motivation, more for necessity than for opportunity

Taking into account the differences in motivation for entrepreneurial activity, GEM project has developed
two different TEA indexes: TEA Opportunity and TEA Necessity, from which the motivation index is
derived (ratio of TEA Opportunity to TEA Necessity). It is desirable that the motivation index is as high as
possible, and it should never be below |. Motivation index above | means that there are more of those
who started entrepreneurial activity of their own free will because they perceived a business opportunity
that they wish to take advantage of. Motivation index below | means that there are more of those who
were pushed into entrepreneurial activity by their situation, not of their own free will. Behind such an indi-
cator there is also a greater risk of business failure, because these may be the people who were pushed
into a situation where they must accept a risk that is greater than what they would normally be willing to
take, under different circumstances (possibly because of inadequate knowledge and skills, unfavourable
financial conditions under which a business venture is started, etc.).

Motivation index indicator is highly unfavourable for Croatia, because in 2005 Croatia was the only country
with a higher TEA Necessity than TEA Opportunity. That indicator requests urgent reaction through the
development of those conditions of entrepreneurial activity which can help reduce the risk of business fail-
ure for this category of entrepreneurs - in other words, to prepare them better for entrepreneurial life
(professional services, education, availability of more convenient financial resources through guarantee
schemes, instruments of business angels, etc.) (Table 4 and Figure 4).
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Low level of motivation index (i.e., more TEA Necessity than TEA Opportunity) is connected to the ability
to run a business venture from adolescence to maturity. The ratio between the percentage of "mature"
(established) enterprises and start-up enterprises can be used only as rough approximation of successful
transition from the start-up stage to maturity stage, with a whole range of prerequisites connected to the
stability of relationship between these two categories of entrepreneurial activity. Low ratio of transition
from the start-up stage to maturity stage (established enterprises, older than 42 months) positions Croatia
in the 27th place in 2005 (Table 4).
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Slovenia ranked 7th based on its motivation index (7.8 times more TEA Opportunity than TEA Necessity)
and 6th based on the established businesses to start-up businesses ratio, so it can be a good benchmark
for Croatia in looking for adequate policies and programmes to change and strengthen these two compo-
nents of entrepreneurial capacity of Croatia.

Entrepreneurial activity of Croatia in European perspective

Current initiatives in the European Union, which have been prompted by the Lisbon Declaration and fol-
lowed by a range of documents which insist on strengthening entrepreneurial capacity as an important pre-
requisite for strengthening the competitiveness of the EU (Entrepreneurship in Europe - Green Paper,
Competitivenss and Innovation Framework Programme) constitute a very clear signal for Croatia to keep
measuring the efficiency of its policies, programmes, regulations and instruments, especially in reference to
the European Union. By the means of several chosen indicators of entrepreneurial activity (TEA; percentage
of entrepreneurs who have been active longer than 42 months; motivation: TEA Opportunity and TEA
Necessity; gender-oriented TEA) Croatia has been ranked among other participating EU countries (Table 5).
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(1) EU countries participating in the GEM project in 2002: Netherlands, Belgium, France, Spain, Italy,
United Kingdom, Denmark, Sweden, Germany, Ireland and Finland

(2) EU countries participating in the GEM project in 2003: Greece, Netherlands, Belgium, France, Spain,
[taly, United Kingdom, Denmark, Sweden, Germany, Ireland and Finland

(3) EU countries participating in the GEM project in 2004: Greece, Netherlands, Belgium, France, Spain,
Hungary, ltaly, United Kingdom, Denmark, Sweden, Poland, Portugal, Ireland, Finland, Slovenia and
Germany

(4) EU countries participating in the GEM project in 2005: Greece, Netherlands, Belgium, France, Spain,
Hungary, ltaly, Austria, United Kingdom, Denmark, Sweden, Ireland, Finland, Latvia and Slovenia
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In the period between 2002 and 2005, Croatia has significantly changed its rank for the better, with respect
to the TEA index, but only thanks to the fact that it ranked Ist because of TEA Necessity. Croatia is very
slow in catching up with the participating EU countries average when it comes to entrepreneurial activity of
"established" businesses, but the gap between entrepreneurially active women and men is growing.
Comparisons with the level of entrepreneurial activity in the European Union are very useful, because they
help direct the creators of national policy towards areas that demand intensive interventions. In that sense,
Croatia has a whole range of EU programmes at its disposal, which can be used to intensify these processes.

Comparisons with the cluster of countries to which Croatia belongs based on its GDP per capita level, are
even more useful (Table 6).
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It is interesting to see that Croatia and Slovenia are on opposite sides of the East European cluster (Figure
3), in which Croatia has 6.1 1% of entrepreneurial activity and a GDP of 7,801 US dollars per capita,
whereas Slovenia has 4.40% of entrepreneurial activity and a GDP of 17,606 US dollars per capita. Latvia
with its 6.60% of entrepreneurial activity and GDP of 6,559 US dollars per capita is in a situation similar to
that of Croatia. Exchange of experiences with such countries and possible common projects for strength-
ening entrepreneurial framework conditions can be a useful additional leverage in building the entrepre-
neurial capacities of these countries and for their better positioning in using the advantages of the European
Union's common market.
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3 Entrepreneurship in Croatia

Entrepreneurial capacity of Croatia is growing, but...

There are more and more small enterprises with growth potential
Regional differences are decreasing

Who starts business ventures in Croatia?

What motivates entrepreneurs in Croatia?

Entrepreneurial environment in Croatia: does it help or hinder?

Building the entrepreneurial capacity of each country depends on the attitude of individuals towards entre-
preneurship and quality of entrepreneurial environment. Precisely because entrepreneurship is an integra-
tive phenomenon of an individual's behaviour in his/her interaction with the environment, it is necessary to
be well acquainted with the anatomy of causes that motivate people to entrepreneurial activity and the
architecture of entrepreneurial environment in order to be able to lead efficient policies for building the
entrepreneurial capacity of a country. Entrepreneurial capacity of Croatia, as seen from the definitions of
the GEM project (nascent, new business owners, "established" entrepreneurs) is analysed from the view-
point of demographic and economic characteristics of the population, system of values that forms (non)
entrepreneurial behaviour and people's perception of individual components of entrepreneurial environ-
ment (access to financial resources, education, government policies, government programmes...). Each
person can influence the development of entrepreneurial capacity of a country with two major decisions:
decision on starting entrepreneurial activity and decision on growing their business venture. Starting entre-
preneurial activity is the beginning of building entrepreneurial capacity, in the process of establishing a busi-
ness the entrepreneurial capacity is being build up, and businesses that have growth potential intensify this
process and give the entrepreneurial capacity an additional quality - competitiveness. Because of such great
importance of growing businesses for the whole entrepreneurial capacity of a country, GEM research espe-
cially analyses the growth potential from the aspect of innovativeness, orientation towards export and
capacity for new employment.

Entrepreneurial capacity of Croatia is growing, but...

“Motivation” Index
“Establishment” Index

GEM identifies entrepreneurship as total entrepreneurial activity of nascent entrepreneurs (who have just
decided to start a business), new business owners (who have been active up to 42 months, which they
can prove by having paid salaries in the period of 3 to 42 months of their activity) and "established" entre-
preneurs (entrepreneurially active for more than 42 months). Indicators that support this definition (TEA
indexes for nascent and new business owners, i.e., start-up entrepreneurs) and the percentage of "estab-
lished" entrepreneurs in the adult population enable determining important ratios that can be used to eval-
uate entrepreneurial capacity of a country:

e "Motivation" Index
e "Establishment" Index

“Motivation” Index

The decision on starting a business venture is expressed by the TEA index, i.e., number of nascent and
new business owners in the adult population, aged 18 - 64. The important quality of this indicator is differ-
entiation between those who have started a business of their own free will (TEA Opportunity), because
they have perceived a business opportunity, and those who were pushed into business by their situation
(TEA Necessity). Previous GEM research has confirmed that - on a world level - those who have become
entrepreneurially active of their own free will have more ambitious and long-term plans with their business
than those who were pushed into entrepreneurial activity due to necessity. Entrepreneurs from the TEA
Necessity category more often think of their entrepreneurial activity as a temporary solution.
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By connecting the decision to start a business venture and the reasons for it, through the ratio between
TEA Opportunity and TEA Necessity, it is possible to construct the "motivation" index. The "motivation"
index gives important information to creators of national policies and to potential investors on the quality of
entrepreneurial capacity of a country: the higher above | the values of that ratio are, the more optimism
and long-term vision the entrepreneurial capacity has. As the ratio approaches the value of |, it gives strong
signals about a worrying tendency of decrease in optimism and long-term perspective, i.e., quality of the
entrepreneurial capacity of a country. The values below | present an alarming situation and the need to
train, encourage and support those who will think of entrepreneurship as their own choice made by recog-
nizing a business opportunity, by means of different policies, programmes and instruments.

“Establishment” Index

Starting a business venture is a necessary condition for building entrepreneurial capacity of a country, but it
is not sufficient on its own. It is also necessary to make sure that the businesses survive and successfully
enter the "establishment" or "maturity" phase. The definition of entrepreneurship used in the GEM project
enables comparison of the "established" businesses (older than 42 months) and start-up businesses (up to
42 months old). Since this ratio does not track the "pure" generations of entrepreneurs, the ratio between
existing "established" and existing start-up entrepreneurs3 gives us the important "establishment" index,
which enables better understanding of entrepreneurial capacity of a country.

Using these two indexes, entrepreneurial capacity of Croatian economy shows a worrying trend: fall of the
“motivation” index and a rather stable low level of the "establishment" index (Table 7).
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Although entrepreneurial activity grows measured by all categories of the TEA index (Total TEA, TEA
Opportunity, TEA Necessity - Table I), TEA Necessity, which surpassed TEA Opportunity in 2005 is domi-
nantly responsible for total growth. Long-term unemployment in Croatia, numerous programmes for self-
employment and support programmes for start-up entrepreneurs have probably influenced the growth of
TEA Necessity entrepreneurs. TEA Necessity entrepreneurs are a better option than "waiting for a job",
but TEA Opportunity entrepreneurs are an even better option. Knowing the characteristics of the TEA
Necessity entrepreneurs (they were forced by their situation to start entrepreneurial activity, a short-term
perspective of entrepreneurial activity), it is very important to keep as many such entrepreneurs entrepre-
neurially active as possible, but this time of their own free will. Creators of different government policies
and programmes (e.g., in the area of developing training and consulting services) should especially keep this
in mind, in order to make it possible for these entrepreneurs, who make up a significant part of entrepre-
neurial population in Croatia, to change their short-term perspective into a long-term one and to train
themselves for the development of their entrepreneurial ventures. This is especially important keeping in
mind the comparison with the GEM participating countries average where this "motivation” index has a
constant value of almost 6. In 2005, of all the GEM participating countries, only Croatia had the value of
this index below |, whereas at the same time there are countries such as Denmark (27.4), Iceland (18.2),
New Zealand (12.7) and Netherlands (I |.5) with far greater index values. Slovenia with its 7.8 value can
be a very useful benchmark for us.

The "establishment" index has multiple importance for evaluation of entrepreneurial capacity of a country.
Index value above | shows dominance of "established" entrepreneurs, whereas index value below | shows
dominance of start-up entrepreneurs. Entrepreneurial capacity of a country can be developed by increasing
start-up entrepreneurial activity, but also in a much safer way - through "establishment" of those who have
become entrepreneurially active. It depends on the national economic policy of every country to what
extent and how they will create conditions for development of both categories of entrepreneurs.

3 By tracking "pure" generations of entrepreneurs, i.e., each individual entrepreneur from the start-up of his/her venture for at least 4 years of
entrepreneurial activity, we would obtain precise information on the survival rate, i.e., on maturity/establishment of a business venture.



In the period of 2002-2005 "establishment" index points to stable differences between Croatia and GEM
participating countries average (except in 2003), i.e., existence of a gap between Croatia and GEM partici-
pating countries average. This also points to the question to what extent do the existing conditions of
entrepreneurial activity in Croatia contribute to "establishment" of entrepreneurs? Keeping in mind the
information about TEA Necessity, we may say that stronger entrepreneurial activity is a result of the deci-
sion an individual made (due to the situation he/she found himself/herself in) about starting entrepreneurial
activity, supported by different government programmes for start-up entrepreneurs, but there are no
mechanisms that could help start-up entrepreneurs make their business venture sustainable.

There are more and more small enterprises with growth potential

Technologically more advanced, but product innovation is still a great challenge

Most entrepreneurs have strong competition, because everybody has the same products
Export orientation insufficient - fear of the unknown?

A growing number of enterprises with the aspiration for greater employment
Entrepreneurial growth potential levels - where is Croatia?

Growing enterprises are a minority in all economies of the world, but this champion minority is the source
of new employment and innovativeness. Also, growing enterprises are the most effective connection
between entrepreneurial capacity of a country and country's economic growth. The significance of new,
innovative, growing enterprises has been confirmed by many researches. For example, Storey (1994) con-
cluded that of all the new enterprises founded every year in United Kingdom only 4% of enterprises that
survive the establishment stage create 50% of all new job positions after |0 years. Kirchoff (1994) conclu-
ded that 10% of the fastest growing enterprises in the USA created three quarters of all new job positions
in the eight-year period, during which he observed the destiny of enterprises founded in 1978.

Connection between growing small enterprises and employment is recognized in many countries and
transferred in different policy interventions that encourage development of such enterprises. European
Union has published a whole range of papers as supplements to the Lisbon Declaration (especially
Competitiveness and Innovation Framework Programme, 2007-2013) and thus emphasised its determina-
tion for strengthening capacities of innovativeness and competitiveness of economy, strongly supporting
increase in number of enterprises with growth potential as an important mechanism for achieving these
objectives.

In the GEM research, growing enterprises are observed based on the following five criteria:

* Innovativeness in using new technologies (latest technologies - up to | year old, technologies old from |
to 5 years, no new technologies)

* Innovativeness in the development of new products (products are new to everybody, to somebody, to
nobody)

* Exposure to competition (the same product is offered by everybody, by somebody, by nobody)

* Export orientation (in the client structure, up to 25% clients outside the country, from 26 to 50%, from
51 to 75%, from 76 to 100%)

* Capacity for new employment (expected new employment in the period of 5 years: no new
employees, |-5, 6-19, more than 20 employees)

Use of these criteria provides the possibility to determine if an enterprise has growth potential, individually
by each criterion and by different combinations of these criteria.

Tables 8 to 12 describe differences in the structure of enterprises in Croatia based on their growth poten-
tial, by each criterion separately, as well as changes that occurred during the period Croatia participated in
the GEM research (2002-2005). Changes in the structure are monitored by the comparison of differences
between entrepreneurs who have been entrepreneurially active up to 42 months (start-up entrepreneurs)

and those who have been entrepreneurially active for longer than 42 months ("established" entrepreneurs).

Croatian results are compared to the cluster of GEM participating countries to which Croatia belongs
according to GDP per capita (below 20,000 US dollars)*.

4 This cluster includes the following GEM countries: Argentina, Brazil, Chile, China, Croatia, Hungary, Jamaica, Latvia, Mexico, South Africa,
Thailand and Venezuela.

27



R *f;"aa A

5':.}':'%-" s --':-g--..- i -.:':-;..-::-.. _._._.-"

e T i T A T T

Technologically more advanced, but product innovation is still a great challenge

Start-up entrepreneurs use latest technologies more often than the "established" ones (Table 8), but are not
much different from "established" entrepreneurs in innovativeness in developing new products (Table 9). In
using the latest technologies, Croatia is on the average level of its cluster of GEM participating countries:
30% of start-up entrepreneurs and |9% of "established" entrepreneurs in the cluster use latest technolo-
gies.

According to the criterion of new products that entrepreneurs market, Croatia lags behind the GEM cluster
average only in the category of start-up entrepreneurs (15% of start-up entrepreneurs in the GEM cluster
have products that are new to everybody, whereas in Croatia percentage of such entrepreneurs is 9.65%).
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Most entrepreneurs have strong competition, because everybody has the same products

Expected competition is different for start-up entrepreneurs and "established" entrepreneurs - "established"
entrepreneurs both in Croatia (Table 10) and in the GEM cluster can expect more severe competition, but
in Croatia this ratio is much different from that of the GEM cluster. In Croatia, 49% of start-up entrepre-
neurs think that they will have many others as competitors, whereas 63% of "established" entrepreneurs
expect such competition. In the comparative GEM cluster; 58% of start-up entrepreneurs and 66% of
"established" entrepreneurs expect severe competition. When it comes to Croatia, a far lower expectancy
of severe competition by start-up entrepreneurs, although they do not have grounds for it based on the
level of the innovativeness of their products, shows their ill-founded self-confidence.
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Export orientation insufficient - fear of the unknown?

For small countries such as Croatia export orientation of entrepreneurs is inevitable. The level of competi-
tiveness, which the products that they wish to market can handle determines the choice of the export
market, so the technological competence (because of more efficient usage of resources) and product com-
petitiveness are important components of the export orientation of entrepreneurs.

In both categories of entrepreneurs there is a high percentage of those who do not have any customers
outside Croatia: 74% of start-up entrepreneurs and 68% of "established" entrepreneurs (Table | I).
Number of such entrepreneurs is lower in Slovenia: only 20% of nascent entrepreneurs and 4 1% of new
business owners have no export orientation, whereas only 34% of "established entrepreneurs" have no
customers abroad. Only 8% of the start-up entrepreneurs in Croatia have more than 75% of customers
abroad (there are 1 7% of those among nascent and 5.5% among new business owners in Slovenia) and
only 7% among "established" entrepreneurs (9.7% in Slovenia).

Entering an export market is a test of many aspects of the business and therefore also an opportunity to
learn by comparison to others. Fear of export may also mean a fear of the unknown. Therefore, encour-
aging export orientation demands a much wider approach with the focus on learning and increasing capaci-
ty for change. Internalisation of economy starts with education, which includes knowledge of foreign lan-
guages and understanding the role of industrial design, so we should look for solutions in that direction and
financially encourage such initiatives.
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A growing number of enterprises with the aspiration for greater employment

It is no news that new, growing enterprises are a source of new employment, because many empirical
researches have already confirmed it. However, there are few researches about how well-founded growth
expectancy (business optimism) in different aspects of business growth is, and how great the potential of
such expectancy in generating new employment actually is. By focusing on the growth expectancy through
employment, GEM joins in with the few research efforts in the world, which try to evaluate ex ante how
exactly the entrepreneurial aspirations influence the growth of an enterprise, measured by the actual
expectancy of new employment.

2005 is a year of promising changes in Croatia, as opposed to the previous two years. In the structure of
entrepreneurs (start-up and "established"), "established" entrepreneurs are slightly more optimistic than
start-up entrepreneurs, because 18% of them expect 20 or more newly employed in the upcoming five
years, whereas |5% of start-up entrepreneurs expect the same (Table |2).
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Entrepreneurial growth potential levels - where is Croatia?

Growth potential is a synergy effect of all growth dimensions (openness to technological and production
innovations, export orientation, new employment expectations). In order to gain insight into growth poten-
tial of a country, as well as to compare it with other countries, we must determine the level of growth
potential.

GEM research defines the following levels of growth potential by using the combined index of growth
potential:

No growth potential
Products are new to some or none of the customers, the enterprise has a lot of or some competitors, and
the technology is not new

Partial growth potential (without new technologies)
Products are new to all the customers, the enterprise has no competition, and the technology is not new

Partial growth potential (based on new technologies)
Products are not new to anyone, the enterprise has a lot of competitors, but the technology is new

Strong growth potential
Products are new to everybody or somebody, the enterprise has few competitors or no competitors at all,
and the technology is new

In the period between 2002 and 2005 Croatia marks a positive trend of decrease in the number of entre-
preneurs without growth potential in both observed categories of entrepreneurs (start-up entrepreneurs
and "established" entrepreneurs) (Table |3). Increase in number of start-up entrepreneurs with growth
potential on new technologies is a good basis for further strengthening of business efficiency. This trend is
the same as in other GEM participating countries, because it is logical that younger enterprises (up to 42
months) have newer technologies than the "established" entrepreneurs.
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Satisfaction with the positive trends that occurred in the period of 2002-2005 can be especially confirmed
through comparison of Croatia with the GEM cluster to which Croatia belongs, i.e.; countries with GDP
per capita below 20,000 US dollars (Figure 6). Croatia's result is average in the cluster, except for the per-
centage of start-up entrepreneurs with strong growth potential, which is smaller than the cluster average
by half.
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Regional differences are decreasing

Zagrab and surroundings Savania and Bararga
City of Zagreb Brod-Posmana County
Lagret Lourty sk -Barargs County

Frorbega-Snsonu Cournty
Wikorear-Syrmea Courdy

Marth Croatia
Bielorar-Bilogom Cour
Krapina-Sagons County
Koprnrca-Krdima County
Medimune County
WVarakdin l:‘.'.-l,."llj
Virgralita- Podraans

Karkowac Courty Isteia County
L Sy omunty Primone-Gone County

Sl - Misliang Lourty

Drubromemil-benebva County

The differences in entrepreneurial activity within regions of a country are usually connected with the differ-

ences in the degree of development of a certain region - this applies also to Croatia. Therefore, the indica-
tors of TEA indexes for Croatian regions® are complementary with the "hard" indicators of general develop-
ment of each region, measured by GDP per capita and rate of employment.

During the period of 2002-2005, entrepreneurial activity changed for the better in all regions, mostly in
Slavonia and Baranja, Lika and Banovina and Zagreb and surroundings, which influences a decrease in dif-
ferences among regions. However, the rank of entrepreneurial capacity of Croatian regions has remained
unchanged for the most part. Zagreb and surroundings are ranked |st, Istria, Primorje and Gorski Kotar
are ranked 2nd, whereas Slavonia and Baranja and North Croatia are at the bottom of the scale (Table 14).

.-"._IE:' =0 and surroendngs

Slavania and E..'lr:..-;_l

5 For the purposes of the GEM project, Croatian counties were grouped into regions, according to the criterion of geographic-historical division of

Croatia into a regional structure.
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"Motivation" index according to regions within a country is especially important, because it provides an
evaluation of the quality of entrepreneurial capacity (Figure 7). Values above | show a better ratio between
TEA Opportunity entrepreneurs and TEA Necessity entrepreneurs, i.e., more optimism and a long-term
perspective that the TEA Opportunity entrepreneurs have. In 2005, according to the "Motivation" index,
Istria, Primorje and Gorski Kotar are ranked |st, and Lika and Banovina follow as 2nd, whereas Zagreb and
surroundings are ranked 3rd. Dalmatia is at the bottom of the scale.

The indicator of regional differences in entrepreneurial motivation within a country helps us get a better
insight into the efficiency of entrepreneurial framework conditions, because it eliminates the influence of dif-
ferences that different macroeconomic conditions and different entrepreneurial framework conditions have,
and which must be respected when comparing different countries. Therefore, the regional differences in
entrepreneurial capacity shed more light on the efficiency of certain government policies and programmes.
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Who starts business ventures in Croatia?

People with higher education become entrepreneurs more often

Men are more entrepreneurially active than women, and the trend increases
Age also plays a part

Poorer people are more often entrepreneurially active

Profile of entrepreneurs who are entrepreneurially active for less than 42 months in Croatia is different
from the profile of the same category of entrepreneurs in GEM participating countries by all criteria we
used for comparison (education, gender, age, income), especially in 2005.

People with higher education become entrepreneurs more often

Both in Croatia and in GEM participating countries business ventures are more often started by more edu-
cated people than by those with lesser education. However, in Croatia the dominant group is the one with
medium education (secondary school degree) (Table |15), whereas in the GEM participating countries peo-
ple with university education dominate (graduate and postgraduate education).

-

Men are more entrepreneurially active than women, and the trend increases

Both in Croatia and in GEM participating countries men start entrepreneurial activity more often than
women, but in Croatia that ratio is far greater (Figure 8) than the GEM countries average. Whereas in the
GEM countries this ratio decreased from 1.8 in 2002 to 1.6 in 2005, Croatia shows a different trend: in
2002 there were 2.95 more men than women who were entrepreneurially active, whereas in 2005 that
ratio grew to 3.79.
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Age also plays a part

Since 2002, the average age of those who start entrepreneurial activity has increased. While in 2002, both
in Croatia and in GEM participating countries, people aged between 25 and 34 were the most numerous
entrepreneurial group, in 2005 in Croatia the most numerous entrepreneurial group consists of people
aged between 25 and 44 (Figure 9). In the GEM participating countries this indicator has not changed in
2005: most start-up entrepreneurs (those who have been active for up to 42 months) are aged between
25 and 34.

Gender also affects the differences in age of start-up entrepreneurs: women are entrepreneurially most
active at the age between 18 and 24, when they are also closest to number of men involved in entrepre-
neurial activity. The difference between entrepreneurial activity of women and men decreases again in the
55-64 age group (Figure 10).
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Poorer people are more often entrepreneurially active

Structure of entrepreneurs who are active for less than 42 months based on the household income criteria
has significantly changed in Croatia during the period 2002-2005. In 2002, number of entrepreneurs who
had household income in the lowest third was 77.6%, whereas in 2005 it fell to 56.7%, with the increase
in number of entrepreneurs with medium household incomes (Table 16). Situation is different in GEM par-
ticipating countries: people with higher income start to be entrepreneurially active more often than those
with low income. The change in structure in Croatia also goes in that direction, but it still falls greatly
behind the GEM countries average. The fact that in Croatia poorer people start entrepreneurial activity
more often than others is consistent with the indicator which shows that in Croatia a dominant number of
people are necessity driven entrepreneurs, and not opportunity driven.
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What motivates entrepreneurs in Croatia?

Perception of entrepreneurial environment - women equal to men!
Entrepreneurial culture is only being generated

The decision on starting entrepreneurial activity is a turning point in life of many people. Such a decision is
one of the most complex ever, because it demands numerous evaluations that rely on information availabil-
ity, knowledge and skills of the person and his/her system of values that influences perception of opportuni-
ties and risks. The anatomy of cause and motives for entrepreneurial behaviour on a personal level relies in
the GEM research on the evaluation of perception of entrepreneurial environment (capacity to recognize
business opportunities), and the system of values as the source of (non) entrepreneurial behaviour.
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Perception of entrepreneurial environment - women equal to men!

Starting entrepreneurial activity is influenced by knowing someone else's experience, the feeling of self-
confidence through own knowledge and skills, the ability to perceive business opportunities and being
prepared to accept possible failure. The research hypothesis is that the perception of entrepreneurial envi-
ronment is significantly different between those who have decided to become entrepreneurially active and
those who have not, and it has been confirmed in all years of research and in Croatia as well. Since the
structure of responses is rather stable during the entire research period (2002-2005), Table |7 shows only
the results for 2005. During all the years of research, among those who have decided to become entre-
preneurs there is a larger number of those who have contacts among other entrepreneurs, who see a
business opportunity and have entrepreneurial knowledge and skills than among non-entrepreneurs. The
research period is too short in order to be able to determine statistical dependence between these results,
but some other researches (Minniti 2005) suggest that self-confidence and sensitivity to business opportuni-
ties have a positive influence on personal decisions to start a business venture.

Entrepreneurs who have been active for up to 42 months (start-up entrepreneurs) in Croatia have a simi-
lar anatomy of perception of entrepreneurial environment as the average of GEM countries.
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Although there are great differences between entrepreneurial activity of men and women in Croatia, there
are no such differences in the perception of entrepreneurial environment (Figure | I). Furthermore,
women are better in perceiving business opportunities and are less afraid of business failure. The average
of GEM participating countries is different: women have less entrepreneurial knowledge and greater fear of
failure.

A very important question for Croatia is why does the equality in perception of business environment dis-
appear in real life? There is a long list of possible answers: from traditional culture that sees women in
other roles, over lack of possibilities to ensure different social services that could help organize family life
better, to regulatory inflexibility in defining terms for different entrepreneurial ventures. The fact that
women do not participate in entrepreneurial activity is not only a political question of human rights, but
also an economic issue due to unused available human resources. Ratio of TEA index for men and TEA
index for women in GEM countries is improving (although very slowly), whereas in Croatia this ratio is
growing in favour of men. This situation calls for many institutions to act specifically with the objective to
increase the probability that the women's potential that exists through the perception of business environ-
ment be transformed into entrepreneurial activity.
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Entrepreneurial culture is only being generated

Stimuli for entrepreneurial activity, apart from the perception of business environment, also come from the
systems of values, which are the basis of entrepreneurial culture. GEM research has developed a frame-
work of four questions, which are used to evaluate the system of values in a specific country, and is based
on evaluation of values on egalitarianism, on entrepreneurial career, social status of an entrepreneur and
the role of media in creating entrepreneurial culture.

In comparison to the answers given in 2003 and 2004 (in 2002, GEM research did not include these
questions), the only significant change is the increased opinion that most people in Croatia would be
happier if everyone had similar standard of living (from 55% in 2003 to 82% in 2005). Bitterness arising
from such answers of start-up entrepreneurs is emphasised by the fact that a smaller number of start-up
entrepreneurs than non-entrepreneurs sees entrepreneurship as a desirable career option. However, both
categories of respondents (start-up entrepreneurs and non-entrepreneurs could not decide whether entre-
preneurs have a high social status or not (some 50% think that they do, and 50% that they do not).
Slightly better situation is in the viewpoint on the role of media in promoting successful business ventures
(Table 18). This leads to the conclusion that the system of values that could shape entrepreneurial culture is
only being generated, since there are no significant differences in values.
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While there are no differences in perception of entrepreneurial environment between men and women,
when it comes to values on entrepreneurial culture, in case of values about entrepreneurial culture, the dif-
ference in viewpoints of women and men are interesting: women are less egalitarian-oriented, more of
them think that entrepreneurship is a desirable career choice, more of them think that entrepreneurs have
a high social status, but are more critical towards media (Figure 12). Since women are less entrepreneurial-
ly active, maybe their belief that entrepreneurs have a high social status results more from their expecta-
tions than from experience. Still, the fact that women have a similar perception about entrepreneurial envi-
ronment and that they more often believe that entrepreneurship is a desirable career choice, is obliging to
many institutions, and especially to government policies and programmes to help create such entrepre-
neurial conditions that will enable women to realize their entrepreneurial potentials.
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Since we have shared a common political and economic history with Slovenia for 70 years, it is interesting
to compare Croatian and Slovenian values as elements of entrepreneurial culture (Table 19).
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Egalitarianism is more evident in Croatia than in Slovenia, but at the same time more respondents in
Croatia think of entrepreneurship as a desirable career choice. There is some bitterness in viewpoints of
Croatian citizens, because a significantly small number of respondents think that successful entrepreneurs
have a high social status. The only value in which viewpoints of Croatian and Slovenian respondents are
equal is the rather small number of those who think that media often present stories about successful busi-
ness ventures (from 53 to 67%). The most significant difference between Slovenian and Croatian citizens
in the GEM research in 2005, however, is the difference between viewpoints of entrepreneurs and non-
entrepreneurs. In Croatia there is no significant difference between these two categories in any of the
viewpoints, rather we see that in some situations non-entrepreneurs choose "a more entrepreneurial’
viewpoint than the entrepreneurs themselves (e.g., viewpoint on the entrepreneurial career). However, in
Slovenia the differences between viewpoints of non-entrepreneurs and entrepreneurs are very significant.
These differences point to the conclusion that the entrepreneurial culture in Slovenia is more evident and
formed, whereas entrepreneurial culture in Croatia is only just being generated.



Entrepreneurial environment in Croatia: does it help or hinder?

Who evaluates the quality of entrepreneurial environment and how?
Entrepreneurial environment in Croatia: better or worse than the GEM countries average?

In the GEM research, entrepreneurial environment has been described by entrepreneurial framework con-
ditions (see Figure | in Introduction). Its availability and quality stimulate, while its limitations and lack of
quality hinder entrepreneurial activity. In 2005, out of 35 countries participating in the research of entrepre-
neurial activity, France, Japan, Sweden and Mexico did not take part in evaluating the quality of entrepre-
neurial environment, but two additional countries - Jordan and Puerto Rico - did, so ranking of countries
according to the quality of entrepreneurial environment is done on a scale containing 33 countries.

Who evaluates the quality of entrepreneurial environment and how?

The level of availability and quality of entrepreneurial environment for the GEM research is evaluated by
experts, who are chosen based on their knowledge of a specific component of entrepreneurial environ-
ment. The sample of experts is selected from entrepreneurs - people who know the practice, scientists
who research entrepreneurship, experts in professional infrastructure, government institutions and non-
government organizations who deal with entrepreneurship, no less than 36 experts per countrys, if possi-
ble.

Experts evaluate entrepreneurial environment by means of a standardized questionnaire with some 80
statements that describe components of entrepreneurial environment (generally, one component is
described by 4 to 7 statements). They express their agreement/disagreement with these statements by
means of grades from | to 5, | being total disagreement and 5 total agreement. In that way we get an
evaluation of every individual component of entrepreneurial environment.

Statements are grouped in such a way as to form measuring instruments’, which make it possible to inter-
pret the perception of experts regarding:

* Auvailability and structure of the sources of financing for entrepreneurs,
e Government policies,

e Government programmes for encouraging entrepreneurship,

* Educational programmes,

* Transfer of knowledge and technology,

e Quality of professional and supporting institutions,

e Openness of the market,

* Availability of physical infrastructure,

* Cultural and social norms.

The questionnaire also includes statements with which the experts evaluate several important aspects of
entrepreneurial behaviour:

* Ability to perceive entrepreneurial opportunities,

* Entrepreneurial capacity (knowledge and skills),

* Entrepreneurial motivation (understanding and reputation of an entrepreneurial career), etc.

Expert evaluation of entrepreneurial environment, under the assumption of continuous participation in

GEM researches, gives us three kind of information:

* Evaluation of each segment, where the grade above 3 signalises a positive value of a certain component
(stimulating environment), and the grade below 3 gives a negative value of a certain component (non-
stimulating environment)

e Comparison of changes in the evaluation of quality of certain components of entrepreneurial environ-
ment in time (in Croatia since 2002)

e Comparison of differences between perception of quality of a certain component of entrepreneurial
environment in space (i.e., among GEM participating countries)

6 Following numbers of experts participated in Croatia: 36 in 2002, 36 in 2003, 34 in 2004 and 40 in 2005. A list of all experts that took part in
the GEM research in Croatia can be found in Appendix 2.

7 Cronbach Alpha test with values between 0.7 and 0.89 shows a high reliability of measuring instruments, which gives credibility to evaluations of
quality of entrepreneurial environment.
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Entrepreneurial environment in Croatia: better or worse than the GEM countries average?

Participation of Croatia in the GEM research since 2002 gives a great basis for evaluating how different
Croatian results are from the average quality of entrepreneurial environment in all the other GEM coun-
tries, but also for understanding the time dimension of changes in the quality of entrepreneurial environ-
ment. Entrepreneurial environment is the totality of all policies, institutions and value norms. Changes in
certain categories are interconnected: it is hard to change policies when there are no value norms to sup-
port such changes. Institutions are changing slowly and the value norms mostly only incrementally. The
comparison of changes in the perception of quality of a certain component of entrepreneurial environment
in Croatia and in all GEM countries in the period 2002-2005 confirms this (Table 20).
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Dominance of grades below 3 in Table 20 tells us that there are massive reserves in the entrepreneurial
environment that could be used to increase its quality. To get from a non-stimulating to a stimulating quality
of entrepreneurial environment in the process of building the entrepreneurial capacity of a country, we
need to make well-thought, consistent and interconnected interventions, and to understand that for real-
ization of changes in the quality of entrepreneurial environment, political will is needed as well.

A four-year period of comparison gives us information that shows stability of relationship or a tendency

towards change in the quality of entrepreneurial environment in Croatia:

* Tendency of lower quality of financial support

* Government programmes are better rated than government policies

* Government policies for grants are better rated than government policies for regulations

* Growing quality of education focused on development of entrepreneurial potential in young people, but
this component of entrepreneurial environment is still a serious obstacle for stronger entrepreneurial
capacity

* Growing quality of business and professional infrastructure

* Better access to physical infrastructure

Configuration of grades of individual components of entrepreneurial environment points to a similar pattern
of quality of entrepreneurial environment in Croatia and in GEM participating countries, but the grades in
Croatia are generally somewhat lower than the GEM countries average. Discrepancy from the GEM coun-
tries average is well illustrated by the situation we observed in 2005 (Figure 13), when entrepreneurial
environment in Croatia, as in all previous years, was evaluated as less stimulating than the GEM countries
average. Only one component (Openness of the market - speed of change) is better rated in Croatia, and
three components are rated significantly worse (Government policies - regulations; Openness of the mar-
ket - entry barriers; Protection of intellectual capital).
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Apart from comparison with the GEM countries average for individual components of entrepreneurial envi-
ronment, for leading an efficient policy of change in the entrepreneurial environment it is also important to
know the position of Croatia within the quality span of each component. In that way we obtain bench-
mark information that enables analysis of the best practice and assessment of possibility to apply such expe-
riences in Croatia (Table 21). On the other hand, information on Croatia's rank within the quality span of a
certain component of entrepreneurial environment is a good basis for assessing efficiency of applied inter-
ventions, whereby we must take into account the time dimension in which these effects can be expected.
Achievements of certain countries in the quality of individual components of entrepreneurial environment
are encouraging, because they show that long-lasting and consistent efforts can help free the entrepreneu-
rial environment of obstacles and turn it into a highly stimulating environment for entrepreneurial activity.
Out of |5 components of entrepreneurial activity, USA leads in quality with as much as 7 components.
Countries such as Singapore, Finland, Ireland, Thailand and Latvia are on the list of countries that have the
best graded individual components of entrepreneurial environment, which only confirms that mentioning
these countries in different contexts as examples of successful management of economic development is
not a coincidence.
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For a more precise diagnosis of current situation and in order to gain adequate orientation regarding the
steps that need to be taken, it is necessary to look behind the average grades of each component, i.e.,
enter their anatomy. That is why Table 22 shows ten highest graded statements about entrepreneurial
environment in Croatia, and Table 23 ten lowest graded statements.

Depending on the type of statement, deviation from the GEM average can either mean unused potential
or a serious cause for dissatisfaction. For example, telecommunication infrastructure (8/03) enables intensi-
fying of online businesses and should be recognized as a very important component of business growth
potential. However, that option is not available to everyone, because it is expensive (8/02) and therefore it
has a more restrictive influence on the possibility of doing business online than in the GEM countries aver-
age. The price of utility services can also have a restrictive influence on business, which is evident through
the lower grade of the possibility of absorption of such costs in Croatian businesses than in GEM countries
(8/04). However, the fact the statement that "In Croatia there are more favourable opportunities to open
new enterprises than people who can take advantage of these opportunities’, has been awarded higher
average (10/02) than the GEM countries average, points to the problem of having educated, trained peo-
ple who are able to take advantage of business opportunities, forces us to think about the role of education
in this sense, about the quality of business and professional infrastructure, etc.

Furthermore, if Croatian experts have awarded such grades to the statement that "In Croatia, starting new
businesses is seen as a good way to gain material wealth", (12/01) that put it among |0 best graded state-
ments (although it is the last one of these), than this must raise questions about motivation, role of educa-
tion and media in the development and promotion of entrepreneurial culture.

Ten lowest graded statements about entrepreneurial environment in Croatia, which are all lower that the
average grades for these statements in GEM countries, signal the need for urgent interventions. The start-
ing of HITRO.HR project in 2006 is a good example of how to start solving the problem of inadequate
regulatory entrepreneurial framework conditions and the obstacles that hinder the start-up of entrepre-
neurial activity (2b/04).
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Financial support

Croatia is in the 30th place of the GEM scale in quality of financial support, which clearly reflects the fact
that our financial market is not yet developed; we do not have enough venture capital available, no financial
angels (one of the lowest graded statements in general - /04, Table 23) and few small enterprises enter
the stock market (among lowest graded statements - 1/06, Table 23). Availability of credit sources is well
recognized (one of the 10 best graded statements - 1/02, Table 22), but the lack of guarantee funds makes
it difficult to take advantage of credit sources for financing a business venture.

Informal investment (business angels) is a very important category in supporting entrepreneurial activity, not
only because of the character of such financing, but also because of financial means available. In the GEM
countries average in 2005 there were 3.3% of informal investors in the adult population. Croatia with
[.6% in 2005, although still well below the GEM countries average, shows some increase with respect to
[.2% in 2002. In Croatia, business angels most often support business ventures in financial services, trade,
business services and transport. Business angels are most often family members and work colleagues.
Non-existence of adequate regulatory framework, and almost complete ignorance of the importance of
such a way of financing entrepreneurial activity, makes it difficult to increase and support informal invest-
ments.

Fingnial
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Government policies and programmes

The difference in Croatia's rank when it comes to quality of government policies for support/grants (27th
place) and quality of government policies for regulations (30th place) is based on government activities so
far (Figure |5, Figure 16). Much more has been done in the area of policies for support of starting new
business ventures and much less in the area of simplifying regulatory framework. Inconsistency of such gov-
ernment policies restricts the possibility to achieve such effects that could have been achieved if these poli-
cies were more harmonized. The fact is that in the ten best graded statements about entrepreneurial envi-
ronment there is not one connected to government policies, whereas among the ten lowest graded state-
ments there are as many as four that are connected to government policies, which also signals an urgent
need for change and requires adequate policy interventions.

Croatia is best ranked according to the criterion of government programmes (22nd place), which evaluates
the availability of support programmes in the development of an incubator network and programmes to
start entrepreneurial activity (Figure 17).
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Education

There is an important difference between Croatia's rank according to quality of primary and secondary
education (22nd place) and tertiary level of education (29th place) (Figure 18, Figure 19).

However, primary and secondary education is not contributing enough to the development of entrepre-
neurial capacity of children and young people (4a/03 from Table 23) and their understanding of the mecha-
nisms in the market economy (4a/02), which is reflected in very low grades this aspect of entrepreneurial
environment received from the experts. Educational reforms that are currently underway in Croatia (cata-
loguing of knowledge and skills, transformation of universities according to the Bologna Declaration) show
that there is a political will, but that the efficiency in application of these mechanisms depends on the con-
sistency of policies in the educational sphere, as well as on institutional capacity of the educational sector for
their implementation.
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Transfer of research and development

Quality of the transfer of research and development from universities and research centres into economic
practice is one of the worst graded components of entrepreneurial environment in GEM countries (it is
second last out of fifteen components). In Croatia, the quality of this component is better positioned for
only one place (Table 20). Croatia's rank in the 24th place on the scale of GEM countries based on quality
of the transfer of research and development only means that there are still many of those who are weaker
in this area than us, which cannot be a reason for satisfaction. Besides, protection of intellectual property is
very badly graded and being in the 29th place among GEM countries is no contribution to quality of entre-
preneurial environment (Figure 20).
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Business and professional infrastructure

Croatia is ranked 3 1st according to the criterion of quality of business and professional infrastructure, which
can sound disappointing because of our great efforts to build and strengthen this component of entrepre-
neurial environment within the framework of government programmes (Figure 21). In the GEM research
this component is described through existence of network of business and professional infrastructure, but
also through the fact whether enterprises can afford such services and whether these are high quality ser-
vices. Government programmes focused on the development of business and professional infrastructure
were oriented on establishing business centres and on the development of individual services (training,
counselling/consulting). A rise in the quality of business and professional infrastructure since 2002 (from
2.43in 2002 to 2.67 in 2005, Table 20) is a result of our efforts to build institutions and clearly shows how
the effects of such programmes cannot be measured within the period of one or two years. The issue of
building up quality of business and professional infrastructure, which means services of education, training
and counselling/consulting, has remained outside the focus of government policies and programmes, and of
educational institutions, as well.
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8 Since 2004, when two independent studies (USAID and GTZ) diagnosed the situation on the market for business services for small and medium-
sized enterprises in Croatia, Croatian Agency for Small Enterprises (HAMAG) started with different activities for education and development of a
network of consultants and their certification. Since 2000, at Graduate Program in ENTREPRENEURSHIP at the Josip Juraj Strossmayer
University of Osijek, Faculty of Economics in Osijek, there is one and only course in consulting for small and medium-sized enterprises.
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Market mechanisms

Market mechanisms are viewed through the dynamics of change and the existence of entry barriers in the
internal market. The difference between ranks of these two dimensions of one component is highly indica-
tive: Croatia is in the high 7th place according to the dynamics/speed of change in the domestic market
(Figure 22), whereas it is in the second last, 32nd place according to the existence of entry barriers (Figure
23). While dynamics of change in the domestic market is always stimulating for new entrepreneurial ven-
tures, strong entry barriers annul that. Therefore, stalling with eliminating complicated and expensive pro-
cedures of enterprise registration and ignoring corruption and inefficiency of judicial system directly blocks
possible positive effects that arise from the dynamics of change on the internal market. Being unprepared
to take advantage of such business opportunities (because of insufficient entrepreneurial knowledge and
skills) puts people, to some extent, into a passive position towards entry barriers, because they only get an
additional confirmation that business venture is a "mission impossible".
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Cultural and social norms

Cultural and social norms that support the development of entrepreneurial environment are described in
the GEM research through self-confidence and belief in one's own abilities, initiative, taking risks, creativity
and individual responsibility. Croatia is ranked last in the quality of this component of entrepreneurial envi-
ronment (Figure 24), which is extremely worrying, because the change in values lasts the longest and
demands cooperation of different policies, programmes and institutions (from education to media).
Comparison by years shows the extraordinary stability of the (lack of) quality of this component, not only in
Croatia, but also in all GEM countries, so the change in quality of this component cannot be realized
through occasional promotional campaigns:

« Croatia: from 2.2 in 2002, over 2.15 (2003), 2.17 (2004), to 2.13 in 2005
* GEM countries: from 2.79 in 2002, over 2.76 (2003), 2.81 (2004), to 2.83 in 2005

One test of cultural and social norms is the attitude toward involvement of women in entrepreneurial activ-
ity: 29th place, just a few places above Hungary (Figure 25), only confirms the need for well-thought and
connected activities in the change of value norms and in creating conditions so that some of the value
norms can actually be realized (i.e., a good service network that can help people organize their family life
better).
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Entrepreneurial efficiency

Entrepreneurial efficiency arises from the ability to recognize business opportunities, from entrepreneurial
capacity, and from attitude towards growing entrepreneurial ventures, and represents a sort of a synergy
effect of all the components of entrepreneurial environment.

The "recognizing business opportunities” component is described in the GEM research through presence
of business opportunities, availability of information about these opportunities and the capacity to turn the
recognized opportunity into a business venture.

Two dimensions describe entrepreneurial capacity:

* Potential dimension includes simple procedures of starting a business venture, existence of knowledge
and skills about how to start a venture and the speed with which one reacts to opportunities.

* Motivation dimension includes value norms towards entrepreneurship as a desirable career, high social
status of an entrepreneur and the perception that entrepreneurs are competent people.

The "attitude towards growing enterprises" component is described through the awareness of creators of
national policies about the importance of growing business ventures, through the existence of numerous
support initiatives designed to fit the needs of fast growing enterprises and through availability of adequate
competencies.

Dynamics of change in the market (which puts Croatia in the 7th place of the scale of GEM countries,
Figure 22) is a source of business opportunity that cannot be ignored - but, since "recognizing business
opportunities” also includes turning these opportunities into a business venture, quality of this component
moved Croatia far below, to the 24th place (Figure 26). This rank speaks of the fact that the capacity of
business opportunities, generated on the basis of dynamics of the market, has "melted" due to entry barri-
ers and low level of entrepreneurial capacity. In both dimensions of entrepreneurial capacity (potential,
motivation), Croatia is at the bottom of the GEM countries scale: in the 3 I'st place for potential dimension
(Figure 27) and in the 29th place for motivation dimension (Figure 28). This picture is only completed by
another such result: the 3 1st place of Croatia on the GEM countries scale according to the "attitude
towards growing enterprises" criterion (Figure 29).

Changes in values of this entrepreneurial efficiency are connected to education, media, development of
business and professional infrastructure, simplification of regulations framework ... i.e., they are connected
to changes in quality of ALL the components of the entrepreneurial environment.
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4 Conclusions and recommendations for increasing the
entrepreneurial capacity of Croatia

It is better, but it can be A LOT better
How to increase the quality of the institutional structure of entrepreneurial conditions?
How to strengthen the human dimension of entrepreneurial capacity?

Understanding the anatomy of the entrepreneurial capacity of a country and tracking its changes in time (2002-2005)
and space (through international comparisons of individual key dimensions) is a necessary prerequisite for effective
advocating of change and creating efficient and well-founded policy interventions.

It is better, but it can be A LOT better

Participation of Croatia in GEM research in the period 2002-2005 enabled tracking of changes in country's entrepre-
neurial capacity and entrepreneurial efficiency. Starting from the conceptual framework of GEM research, several key
indicators were used to evaluate changes that occurred in that period:

¢ Total entrepreneurial activity of those who have been active for less than 42 months (TEA index)

* Motivation for entrepreneurial activity (TEA Opportunity and TEA Necessity)

* Transitional rate of "establishment" of business ventures

* Share of growing enterprises

Entrepreneurial activity, measured by the TEA index has increased:

From TEA 3.62% in 2002, Croatia achieved TEA 6.11% in 2005, which means that in 2005, one out of every |6
work-capable adults was entrepreneurially active, whereas in 2002 one out of 30 adults was entrepreneurially active.
Our TEA index is even better than that of the countries of the European Union which belong to the same cluster in
the GEM research, based on the GDP per capita (up to 20,000 US dollars, according to purchasing power parity):
Slovenia (TEA 4.40); Latvia (TEA 6.60); Hungary (TEA 1.90). However, our TEA index is DIFFERENT from theirs.
The jump in entrepreneurial activity is realized through the increase in TEA Necessity, whereas research has shown
that motivation for entrepreneurial activity is an important factor for entrepreneurial success. We can and must do
better here, as well: we have too many unemployed to be satisfied with the achieved.

Motivation for entrepreneurial activity measured by TEA Opportunity and TEA Necessity ratio shows a worrying
trend:

TEA Necessity of 3.09 has surpassed TEA Opportunity of 2.92, which makes Croatia the only country with motiva-
tion index below | (0.9, whereas the GEM countries average is 5.9). It is a good thing that many of the unemployed
have decided to become entrepreneurially active, but the fact that TEA Opportunity has not increased as well is a
cause for dissatisfaction. We can do better here as well.

Transitional rate of "establishment" of business ventures:

The decision to start entrepreneurial activity is important, but it is also important to know how to lead a business suc-
cessfully and manage it toward its "establishment". In Croatia, the level of "establishment" index is about /3 lower,
which shows the ratio between start-up entrepreneurs (active for less than 42 months) and "established" entrepre-
neurs (active for more than 42 months). Here, too, we can do better.

The share of growing enterprises is growing, which is good, but this is never the end of the story. Even the most
developed countries are focused on growing enterprises and use different programmes to stimulate innovativeness in
technology application, product development, and organization. Furthermore, in the category of start-up entrepre-
neurs, i.e., those who have been entrepreneurially active for less than 42 months, Croatia lags behind the GEM
countries average in the share of growing enterprises. We can do better here, too.



How to increase the quality of the institutional structure of entrepreneurial conditions?

Can government policies become consistent?

From divided programmes to priorities

Transfer of research and development

From being doomed to bank loans to having a diversity of financial instruments
Business and professional infrastructure

Entrepreneurial environment is not a compact whole and cannot be changed by one policy, one programme or one
intervention. Changes in individual categories of entrepreneurial environment are interconnected: it is hard to change
policies, if there are no value norms that support changes; it is hard to apply policies, if there are no institutions and
regulatory framework.

Therefore, efficient creation of a stimulating entrepreneurial environment demands SIMULTANEITY in application of
certain policies, NETWORKING of policies, programmes and instruments, COORDINATION between institutions
(ministries, agencies, entrepreneurial associations, universities, trade unions...), whereby interventions must have a
real assessment of the time frame in which effects can be expected, but they need to occur faster.

Can government policies become consistent?

Successfulness of every government is based on how well it can make certain policies consistent within a short period
of time (government's mandate period). In Croatia, process of joining the European Union forces an additional obliga-
tion upon everyone participating in that process, to increase country's entrepreneurial efficiency (entrepreneurial
capacity, share of growing enterprises) as fast as possible, by efficient coordination of government policies. Only in that
way can the increased entrepreneurial activity be transformed into creating new values, i.e., into Croatia's prosperity.
It is not insignificant if Croatia has high entrepreneurial activity and low GDP per capita, because it can mean that
entrepreneurial ventures do not have growth potential and lack competitiveness.

Numerous government policies focused on entrepreneurial activity and the small and medium sized enterprises sec-
tor were often insufficiently coordinated and interconnected. For example, encouraging innovativeness and growth is
a responsibility of the Ministry of Economy, Labour and Entrepreneurship as well as of the Ministry of Science,
Education and Sport, but it can also be a responsibility of the ministry that is in charge of agriculture or tourism - if we
talk about interests of specific sectors.

Recommendation |:

We recommend to the Government that they should use the instrument of Task Force with highest authorities, on
ministry level, as an open coordination for defining common principles on which common policies should be deve-
loped, especially in the area of educational policy, tax policy, policy for knowledge and research transfer, social policy
and employment policy.

Recommendation 2:

We recommend that further activities on simplifying the regulations framework be continued urgently, and not only
for start-up entrepreneurs, but also for all who are already entrepreneurially active. In this sphere, our publicly
declared goals should be the benchmark values used by the European Union.

From divided programmes to priorities

In the analysis of entrepreneurial capacity of Croatia we used entrepreneurial environment structure containing 15
components. Out of |5 components, only 3 were graded higher than 3, which means that these components can
stimulate entrepreneurial activity (dynamics of national market, access to physical infrastructure, recognizing business
opportunities). All other components were graded lower, which in the GEM research signalises insufficient capacity of
such component (either through availability or quality). Several examples of blocking positive aspects, i.e., dynamics of
national market, due to disharmonised components of entrepreneurial environment is a warning enough that creating
government programmes must be based on the criteria of determining priorities. Priority criteria can be defined by
using the insights from the GEM research: programmes that eliminate limitations to those components of entrepre-
neurial environment that "stick out" by their possibilities have the highest priority, but their exploitability is low or
almost impossible due to dependence on other components, which have significantly lower capacity.

Recommendation 3:

We recommend using the GEM structure of entrepreneurial conditions and quality assessment for each individual
component as basis for defining government programmes for support of entrepreneurial capacity development, based
on priorities. This will help avoid dividing the programmes, so that everyone gets some and nobody gets everything,
but will help increase entrepreneurial capacity faster thanks to focusing on priorities.
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Recommendation 4:

We recommend urgent forming of a Task Force that will organize statistical monitoring of the small and medium
enterprises sector, according to Eurostat. By connecting all the places where indicators on small and medium-sized
enterprises are collected, from registration over financial reports to statistical reports, reports for the pension-fund and
tax organs, all redundancies should be eliminated. Transparency of information about business sector according to the
size of the enterprise will help those who are starting entrepreneurial activity to make better decisions and those who
are already active to manage their enterprise better.

Recommendation 5:
We recommend development of a transparent system of government programme evaluation that will enable faster
reactions to possible inefficiencies and irrationalities.

Transfer of research and development

Growing companies are the strongest generator, if not the only one, of new employment. GEM research has shown
that the number of small enterprises that expect more intensive employment is growing. However, in order to make
that happen, enterprises must base their growth potential on newness of technology and products. For such combi-
nation of growth potential an efficient transfer of research and development, i.e., intellectual property from universities
and research institutions into the world of economy is also needed. This has the highest priority for Croatia, because
Croatia’s strategic goals to minimize unemployment and increase competitiveness cannot be realized without that.

Recommendation 6:

We recommend starting a government fund for venture capital that would finance transfer of research and develop-
ment into small enterprises with growth potential as a mutual programme of the Ministry of Science, Education and
Sport and the Ministry of Economy, Labour and Entrepreneurship.

Recommendation 7:

We recommend incorporating the criteria of public-private partnerships into the evaluation of social responsibility of
universities, in solving the developmental problems of the immediate area where universities are situated, i.e., Croatia
as a whole.

From being doomed to bank loans to having a diversity of financial instruments

Although bank loans and numerous government loan programmes are available, GEM research has put Croatia in
the 30th place of the scale regarding the quality of financial support. This rank is the result of lack of other financial
instruments, i.e., the undeveloped financial market, because we do not have enough venture capital, no regulatory
framework for financial angels, micro-crediting is out of focus of government policies and programmes, and the
knowledge of small enterprises on how to use IPO (Initial Public Offering) is almost non-existent. GEM research in
Croatia continuously points to the fact that ensuring guarantee is a bigger problem for entrepreneurs than the price of
capital.

Recommendation 8:
We recommend regulatory definition of guarantee funds and redirection of government loan programmes for that
purpose.

Recommendation 9:
We recommend introducing regulatory definition of informal investors' activity (financial angels), as well as tax incen-
tives for them.

Business and professional infrastructure

GEM defines the quality of business and professional infrastructure through existence of network of such institutions,
availability of their services to entrepreneurs, i.e., whether entrepreneurs can afford such services and what quality
these services have. Croatia's low rank in the quality of this component of entrepreneurial environment warns us that
after significant investments into the development of network of supporting institutions, we need to focus on the qua-
lity of service (training, consulting) and on the fact whether or not entrepreneurs can afford such services.

Recommendation |0:
We recommend selective financial support of development of services that are not available or whose quality should
be increased up to the level of standardization.



Recommendation | |:

We recommend using financial support to help better profiling of supporting institutions specialized for certain services
(increase of competition), but also to help their virtual connecting with the aim to improve the supply of services
offered to entrepreneurs (increase of cooperation).

How to strengthen the human dimension of entrepreneurial capacity?

Knowledge and skills
Motivation
Women

Apart from the institutional structure of entrepreneurial conditions (government policies, government programmes,
financial market, business and professional infrastructure), the human dimension of entrepreneurial capacity is the real
starting point. Conducted analysis has shown that education is one of the lowest graded entrepreneurial conditions,
although some certain positive changes have been recorded in the period 2002-2005.

Knowledge and skills

Educational system always has a key role in the development of the system of values, but also in developing know-
ledge and skills that make people competent for managing their own life and business. Strengthening openness and
mobility of people makes the educational system more socially responsible than ever: educational system will either
become a generator of creative, innovative and entrepreneurial people, or young people are going to look elsewhere
for such services. Changes that have started in all three levels of education (primary, secondary, tertiary) make a good
framework and basis for inclusion of entrepreneurial knowledge and skills that are an important part of the process of
building up personal competency, i.e., without which other knowledge and skills cannot be fully exploited.

Recommendation 12:
We recommend introducing entrepreneurial topics into educational programmes on all educational levels, with previ-
ous teacher training that will enable teachers to work with such topics.

Recommendation |3:
On the tertiary educational level, all students should be given opportunity to start entrepreneurial career through
being provided with adequate knowledge and skills, especially the students of technical and natural sciences.

Motivation

Motivation for entrepreneurial activity is based on personal empowerment and challenges that come from the envi-
ronment, which can be smothered by obstacles and lack of quality of entrepreneurial conditions. Educational system is
responsible for the development of an empowered individual, but additional motivation can be enticed by certain
incentives from the outside.

Recommendation [4:

We recommend introducing a voucher system for stimulating entrepreneurs to use services, especially those that are
focused on stimulating them to start entrepreneurial activity, those that support enterprise growth (innovation in tech-
nology and in products - using industrial design, export), that enable them to enter the stock market, etc.

Women

Equality of women's and men's potential to recognize business opportunities "melts down" due to traditional values
that are dominant in Croatian society, but also because of lack of adequate services that would enable women to
organize their family life more efficiently in order to enable them to start an entrepreneurial career. The problem of
women's inequality is a difficult one and demands great and long-term investments into the change of social, cultural
and political norms, but it also demands investments into services for taking care of children.

Recommendation |5:

We recommend continuous public discussion on the problem of insufficient involvement of women in entrepreneur-
ship with a constant open invitation for participation of non-government sector, government and private sector. These
discussions will increase public awareness on this subject and give certain suggestions for solving the problem.
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Appendix |

Methodology

GEM research is based on data collected from three sources: data collected by surveying a representative
sample of adults, data collected by surveying and interviewing experts in entrepreneurship and data collect-
ed from standardized secondary international data bases.

Adult population survey

Surveying adults retrieved the most significant data collection in the GEM project. Every year we use
especially developed questionnaire on a randomly selected sample of adults in order to collect data for
measuring entrepreneurial activity on the national level. In 2002, 2003 and 2004 in Croatia we collected
data by "face to face" surveying, whereas in 2005 we collected data through a telephone survey.

Every sample is weighted according to gender and age in order to get data that represent working popula-
tion in the country. Sample prepared in such a way for every year is sent to the GEM Coordination Team
(London Business School and Babson College) who is in charge of checking data quality and harmonizing
data. In the process of harmonizing data, weights in the sample are adjusted according to the gender and
age structure in accordance with US Census International Population Data Base.
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National expert survey

As second relevant data source in researching the entrepreneurial activity we used viewpoints and opinions
of experts collected by a standardized questionnaire which consists of several groups of statements that
refer to the framework of entrepreneurial conditions. Through analysis of data collected in such a way, we
quantify the viewpoints of experts and thus measure the perception of the chosen entrepreneurial environ-
ment components in the country. The sample of experts is selected according to their reputation and
experience and as such does not constitute a representative sample of experts in entrepreneurship.
Harmonized database made by the GEM Coordination Team is used for producing the national reports.

Standardized cross-national data

In order to establish the link between national levels of entrepreneurial activity and macroeconomic condi-
tions, GEM project collects different standardized data obtained from international data sources, such as the
World Bank, the International Monetary Fund, OECD and the United Nations. The GEM Coordination
Team is in charge of collecting this data, and all the data for all countries participating in the GEM project is
available to the national teams.
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Appendix 3

List of GEM teams and sponsors 2005
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