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FOREWORD

At the first OECD Conference of Ministers responsible for SMEs, hosted by the Italian
government in Bologna, Italy, in June 2000, Ministers from nearly 50 member and non-member economies
adopted the “Bologna Charter for SME Policies’. They envisaged the Bologna Conference as the start of a
policy dialogue among OECD member countries and non-member economies and that it would be
followed up by continuous monitoring of progress with the implementation of the Bologna Charter. This
dialogue and monitoring have become known as the “OECD Bologna Process’. The second OECD
Conference of Ministers responsible for SMEs, hosted by the Turkish Ministry for Industry and Trade
(Istanbul, 3-5 June 2004) provides an occasion to assess the impact on SMEs of new developments relating
to globalisation.

Thisreport is one of ten background reports prepared for the Istanbul Ministerial Conference, the
theme of each report being linked to a specific Workshop of the Ministerial Conference. Several earlier
versions of the report were reviewed by the OECD Working Party on SMEs and Entrepreneurship whose
comments have been incorporated into the final version. Non-member economies participating in the
OECD Bologna Process have also had an opportunity to provide comments. The final report sets out some
policy messages and recommendations that have emerged from the preparatory work undertaken in the
Working Party on SMEs and Entrepreneurship. The wide variation in stages of economic development,
ingtitutional arrangements and political context across the economies participating in the Bologna Process,
now more than 80, means that not all parts of specific policies and programmes are appropriate for all
participants. The messages and recommendations outlined below provide material from which
governments may choose to draw for in promoting innovative SMEs in the global economy. In broad
terms, these policy messages and recommendations elaborate on the themes developed in the Bologna
Charter. Ministers will consider these and other recommendations in their deliberations at the Istanbul
Conference.

This report and its annex were prepared by the SME Unit of the OECD Secretariat
(Marie-Florence Estimé and Marian Murphy) with contributions by Peter Ladegaard (Directorate for
Public Governance and Territorial Development) (Annex A) and Zhang Gang (Science and Technology
Policy Division) (Annex B). Dr. Chris Hall, Macquarie University, Sydney, Australia, served as external
consultant and also contributed Annex C.

This report is issued on the responsibility of the Secretary-General of the OECD. Views
expressed are those of the authors and do not necessarily reflect those of the Organisation or its member
governments.

This and other background documents prepared for the 2" OECD Conference of Ministers
Responsible for SMEs may be downloaded free of charge from the following websites:

SME Unit website: http://www.oecd.org/sti/smes
Conference website: http://www.oecd-istanbul .sme2004.org



http://www.oecd.org/sti/smes
http://www.oecd-istanbul.sme2004.org/
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Fostering Entrepreneurship and Firm Creation asa Driver of Growth
in a Global Economy*

EXECUTIVE SUMMARY

Entrepreneurship is considered key to economic performance, in particular with respect to
innovative change, playing an important structural and dynamic role in all economies. Encouraging
entrepreneurship is increasingly recognised by governments as an effective means of: i) creating jobs;
ii) increasing productivity and competitiveness; and iii) alleviating poverty and achieving societal goals, in
particular by helping specific population groups to help themselves.

There is no universaly accepted definition of entrepreneurship, and the concept of
“entrepreneurship” may be applied broadly or in a narrow sense. The vocation of this report is neither to
address the definitional issues nor to cover the broad span of entrepreneurial activity in the economy.
Rather the report focuses on a segment of the entrepreneurship spectrum — the pre-start-up, start-up, and to
an extent, the early-post start-up phases of entrepreneurial activity. The report also emphasises the need
to take account of the various types of entrepreneurs, having regard to their propensity for risk and
uncertainty, and with regard to entrepreneurial behaviour motivated by necessity or opportunity. In
addition the report argues for the need for policymakers to take into account the ‘package’ of business
environment factors, and the need for policy to be adapted to specific contexts, trade-offs being inevitable
and there being no ‘ one-size-fits-all’ formula.

Facilitating the building of a more entrepreneurial society is a priority shared by most
governments. The emergence of a larger pool of entrepreneurs in national economies presupposes the
existence of a conducive entrepreneurial business environment, dependent on the provision of a stable
macroeconomic environment and appropriate general framework conditions. These framework conditions
affect the business climate in a variety of ways, including through regulatory and administrative burdens;
labour market legidation; the legal framework; competition policy etc. While regulatory and legal
frameworks can carry intrinsic benefits for enterprises they may also act as barriers to firm entry. Recent
OECD research has shown that excessively stringent product and labour market legislation can have a
negative impact on both firm entry and productivity. Measures such as Regulatory Impact Assessments and
administrative simplification procedures are being developed to address these issues. Likewise,
employment protection legidation, if unduly restrictive, can discourage the hiring of personnel and
jeopardise enterprise expansion when growth opportunities arise. Similarly, excessively stringent
bankruptcy legislation can deter firm entry, make exit from the market very costly for unprofitable firms,
and deprive “unsuccessful” entrepreneurs of a second chance.

Culture is increasingly acknowledged as a factor for contributing to building an entrepreneurial
society in so far as it is an important determinant of career preferences and helps shape attitudes to risk-
taking and reward. Cultivating an entrepreneurial culture and creativity and fostering entrepreneurial
attitudes and values has moved high on government agendas. Education and training (including lifelong
training) in entrepreneurship is the preferred instrument for fostering entrepreneurial behaviour in societies,

! Separate reports have been prepared on related topics: “Women's Entrepreneurship: 1ssues and Policies’;

“Facilitating Access to International Markets for SMES’; and “Financing Innovative SMEs in a Global
Economy”



and evidence suggests that such programmes can have an impact on entrepreneurial activity and enterprise
performance and profitability. However, in spite of the numerous initiatives launched and implemented in
recent years, a number of shortcomings and problems characterise this domain: entrepreneurship is not
sufficiently integrated into educational curricula nor integrated into national long term economic strategy
and planning; a lack of public resources has resulted in limited teaching and research capability in this
field; there is a need to improve coordination among government agencies for the design and
implementation of initiatives; there is a need for a broader acceptance of the concept of education and
training for entrepreneurship; and a need for more data and evaluation and assessment of initiatives taken.

Entrepreneurship and SME policies have also an important local dimension, and indeed,
facilitating increasing rates of enterprise creation is an amost universal concern for local authorities for
accelerating development or reversing decline in localities, applying to both disadvantaged and prosperous
localities. Numerous programmes with the aims of reducing unemployment, including chronic
unemployment, and social distress have been implemented in many countries. New enterprises can procure
arange of benefits that contribute to local development, among which: employment and incomes growth;
enhanced provision of services for consumers and businesses, and possibly, demonstration and
motivational effects. Determinants of rates of enterprise creation at the local level include demographics,
unemployment, wealth, the educational and occupational profile of the workforce, the prevalence of other
small firms, infrastructure endowment etc. However, recent OECD research finds a set of related
constraints that can impede entrepreneurship, especially in deprived localities (OECD, 2003a).

Key policy recommendations

e Ensure stable macroeconomic and framework conditions to underpin the entrepreneurial business
environment. Policy design in areas such as competition, the regulatory framework, the tax system, labour markets,
financial markets and bankruptcy laws should take account of the way these areas impinge on SMEs and innovation
in knowledge-based economies.

e Ensure the reduction and simplification of administrative regulations and costs which fall disproportionately
on SMEs. Take account of SME views during the regulatory process; require regulatory agencies to prepare Small
Business Impact Statements; establish one-stop shops for regulatory information and transactions; and promote the
use of e-government tools.

e Promote an entrepreneurial society and entrepreneurial culture, in particular through education and training.
Integrate entrepreneurship at all levels of the formal education system and ensure access to information, skills and
expertise relating to entrepreneurship via “lifelong learning” programmes for the adult population. Promote the
diffusion of training programmes by stimulating the private market's supply of such services and providing hands-on
focused courses.

e Integrate the local development dimension into the promotion of entrepreneurship. The roles of sub-national
authorities in the promotion of entrepreneurship are of paramount importance and should be defined and co-
ordinated with central governments, as appropriate for each country.

e Ensure that programmes in support of SMEs and entrepreneurship are realistic in terms of cost and are
designed to deliver measurable results. An evaluation culture should be developed to ensure that programmes
are systematically monitored and assessed for their performance in achieving objectives and for their cost-
effectiveness.

e Strengthen the factual and analytical basis for policymaking so that policy makers can take decisions in an
informed manner based on empirical evidence. A strengthened statistical basis will permit cross-country
comparative analysis and policy-relevant longitudinal studies. An internationally comparable set of indicators should
be developed for monitoring the level of entrepreneurial activity and the entrepreneurial environment in each country.




In order to facilitate greater dynamism in the creation and expansion of businesses, governments need to go
beyond these efforts by designing programmes and support policies in order to increase the likelihood of a
high degree of entrepreneuria activity. Clearly specifying objectives and targets of policy is essential for
conducting programme evaluation?. Given the complexity of designing programmes and support policies
well, and the need to ensure that scarce resources are used cost-effectively, it is important to ensure that
they are systematicaly reviewed, assessed and evaluated. It is essential to incorporate the evaluation
dimension into the design stage of support policies and programmes.

But, to design programmes and support policies in a cost-effective way, governments need a
good empirical understanding of the linkages between, inter alia, entrepreneurial environment factors,
entrepreneurial activity, social factors and the entrepreneurial contribution to outcomes. Currently, many
major gaps exist in the current empirical knowledge and there is a need to strengthen the factual and
analytical basis for policymaking so that policy makers, having a better understanding of the processes and
the trade offs, can make decisions in an informed manner based on empirical evidence. At minimum, this
will require strengthening the present empirical base in terms of data and statistics’.

The evaluation of policies and programmes was designated as a cross-cutting theme of the Istanbul Ministerial
Conference and a separate background report was prepared on this theme. The report strongly emphasises
the need to clearly specify policy and programme objectives and targets in order to undertake meaningful
evaluations.

A separate background report “Towards a More Systematic Statistical Measurement of SME Behaviour”
addresses these issues.






Fostering Entrepreneurship and Firm Creation asa Driver of Growth
in a Global Economy

INTRODUCTION

Entrepreneurship is increasingly considered key to economic performance, not just in the OECD
area, but also world-wide, playing an important structural and dynamic role in all economies. Governments
are therefore seeking to maximise the contribution of entrepreneurship to achieving key policy outcomes.
Indeed, Ministers participating in the Bologna Conference on SMEs in June 2000 recognised in the
Bologna Charter on SME Policies that entrepreneurship and a dynamic SME sector are important for net
jaob creation, for increased competitiveness, for restructuring and revitalising economies, and for combating
poverty. It isin this context then that one of the themes of the 2004 Istanbul SME Ministerial Meeting
Programme has been designated to be “ Fostering entrepreneurship and firm creation as a driver of growth
in a global economy” .

Defining entrepreneurship: facing the challenges

There is no universally accepted definition of entrepreneurship. The concept of
“entrepreneurship” is elusive, difficult to define, measure and therefore, promote. The concept of
“entrepreneurship” may be applied broadly or in a narrow, focused way depending on the context.
“Enterprise” and “entrepreneurship” can have a range of meanings in different contexts (Bridge, et al.,
2003), denoting a mindset or type of behaviour (entrepreneurial behaviour) in the broadest sense or
equated with a small business undertaking in the narrow sense. Entrepreneurship has typicaly been
referred to as an action, process, or activity, in which innovation plays a significant role. Substantial
entrepreneurial behaviour can occur among existing entrepreneurs and existing firms, including longer
established firms, and the systematisation of innovation and commercialisation within existing firms. The
recent Green Paper on Entrepreneurship in Europe by the European Commission (2003b, p.6) defines it as
follows:. “Entrepreneurship is the mindset and process to create and develop economic activity by building
risk-taking, creativity and/or innovation with sound management, within a new or an existing
organisation”. Despite the definitional differences, it is commonly agreed that entrepreneurship is adriving
force behind SMEs.

A number of major research projects are underway or have been undertaken recently on the topic
of entrepreneurship, al of them appearing to adopt a different definition or approach. The
Entrepreneurship Policy for the Future research project led by Lundstrém and Stevenson (2001, 2002)
defines entrepreneurship policy as “aimed at the pre-start, the start-up and post start-up phases of the
entrepreneurial process; designed and delivered to address the areas of motivation, opportunity and skill;
and with the primary objective of encouraging more people in the population to consider entrepreneurship
as an option, to move into the nascent stage of taking the steps to get started and then to proceed into the
infancy and early stages of a business’. The Finnish Government’ s recent “ Entrepreneurship Project” used
measures corresponding to the different stages of the enterprise lifecycle and concluded a need for
governments to move away from traditional SME policy towards a more comprehensive
enterprise/entrepreneurship policy. The Danish Government recently launched the “Entrepreneurship Index
Survey”, involving a number of other countries, and designed to develop tools for monitoring the
entrepreneurial business environment.

The OECD too has addressed the issue of entrepreneurship from a number of angles: e.g. from
the local economic development perspective, emphasising the role of entrepreneurship and self-



employment for local economic development (OECD, 1998a, 2003a); and in the context of the Growth
Study and its follow-up, the role of entrepreneurship in the present time of innovative change is
highlighted, in this particular case, the focus of entrepreneurship being on the creation and expansion of
firms.

The present report does not pretend to solve definitional problems or to embark on an exhaustive
examination of what would constitute entrepreneurship policy. Rather, it aims at identifying ways that
governments (of OECD member and non member economies) may, in the context of globalisation,
advance the growth agenda through policies that foster firm creation and the rapid growth of start-ups and
existing SMEs.

The approach taken in this report considers entrepreneurship policy as directed more towards
individuals (isolated or in teams) and considers SME policy as concerning firms per se, and geared to
creating and growing these businesses. The scope of the report is on entrepreneurship policy and its
articulation with SME policy, and how policy objectives and intended policy outcomes can be achieved.

The accumulated body of work on entrepreneurship and SMEs to date indicates the existence of a
rationale for both entrepreneurship policy and for an SME policy. Entrepreneurship policy cannot
substitute for SME policy and needs to be seen in the wider context of SME policy, as without sound
entrepreneurship policies, there cannot be strong SMEs. Neither can SME policy substitute for
entrepreneurship policy. The two policies are complementary and should be carried out together, as part of
the same continuum — from the woul d-be or aspiring entrepreneursto the large firms.

In this context, women's entrepreneurship is also attracting increased attention from policy
makers and researchers and is recognised as an important untapped source of economic growth, although a
reliable and detailed picture of the economic impact of women's entrepreneurship is still lacking. Recent
efforts initiated by the OECD in 1997 and 2000 were preliminary responses to this lack of knowledge
(OECD 1998b, 2001c). A separate background report on the topic of women’s entrepreneurship is being
prepared for the Istanbul Ministerial Conference.

Against this backdrop, this background report is structured as follows:

— Under the heading “ Entrepreneurship Matters: the contribution of entrepreneursto achieving
policy outcomes’, evidence is presented on the structural and dynamic economic role that
entrepreneurship plays, showing how entrepreneurial activity contributes to achieving policy
objectives, in terms of its contribution to economic growth.

— The next section proposes an anaytica framework to assist policymakers to shape a
conducive Entrepreneurial Business Environment (EBE), through an appropriate
Entrepreneurial Policy Environment (EPE). The framework uses these two pillars, the EBE
and EPE, and distinguishes between entrepreneur types (aspiring, lifestyle, growth-oriented
and heroes) based on risk/uncertainty criteria and the necessity versus opportunity factor.
This framework has policy implications depending on the prevailing entrepreneur types and
the actual policy context. The role of regulatory and administrative burdens, the role of
education and training, as well as local factors, for fostering the creation and development of
enterprises are reviewed.

— The final section presents some concluding remarks, addressing the implications for
entrepreneurship policy.

The intention being to produce a concise report, more detailed empirical evidence, and
supporting material and documentation are treated in a number of Annexes to the report.
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ENTREPRENEURSHIP MATTERS: THE CONTRIBUTION OF ENTREPRENEURS
TO ACHIEVING POLICY OUTCOMES

The creation of new businesses and the decline or market exit of less productive firms are
regarded key to business dynamism and economic growth. Y oung firms are thought to help shift resources
to new markets, to be especialy innovative and to play an important role as job creators. Available
evidence suggests that entrepreneurship can contribute significantly to achieving key policy objectives.
Entrepreneurship is an effective means of achieving certain policy objectives, but not all, and at least in the
short term, there are trade offs which have to be recognised. Entrepreneurs are the driving force behind
SMEs, and SMEs play an important structural and dynamic role in all economies. The main areas where
increased levels of entrepreneurial activity can contribute significantly to specific policy outcomes are:

i) Job creation.
ii) Economic growth, productivity improvement, and innovation.

iii) Poverty alleviation and social opportunities.
Job creation, and unemployment reduction

Entrepreneurial activity can create jobs as entrepreneurs pursue opportunities, profits, and
personal ambition and self fulfilment. It should also be stressed that entrepreneurial activity contributes to
maintaining and securing jobs in addition to the generation of new jobs. Because job creation is a policy
priority for amost all OECD member and non member economies, the ability of entrepreneurial activity to
create jobs is thus of mgjor interest to most governments. Jobs are created when firms start up or grow
while the net balance of creation and destruction leads to net job creation. There are two main avenues by
which this occurs:

+» An excess of jobs created by firm start ups over jobs lost by firm exits. In any given period, a
proportion of firms exits and a proportion enters the economy. On balance, if the number of
jobs created by entry exceeds the number of jobs created by exit, then it is likely that there
will be net job creation occurring. This process is affected by cyclical patterns in the
economy. In addition, when unemployment increases, some people start up ventures as an
aternative to unemployment.

%+ The growth of existing firms. Growth of existing firms seems to be a major source of net job
creation, but it istypically concentrated in arelatively small group of firms, characterised by
rapid growth. OECD research (OECD, 2002a) shows that the growth trajectories of these
high growth firms are often unpredictable, so at an individua firm level "picking winners' is
never likely to be an effective policy. However, many SME managers do not wish to expand,
or lack resources and capability to do so, or are deterred by government policies which create
artificial barriers to expansion. There are opportunities for governments to facilitate job
growth by encouraging or making it easier for growth oriented entrepreneurs to expand.

Overall there isfairly clear evidence from many economies that SMEs are a major contributor to
job creation, but that this differs by size and type of SME, and by economy (Schreyer (1996), OECD,
1997, 2000, 200238). Whether this net job creation comes from a small proportion of high-growth firms or
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from the more general process of start up is an empirical question and depends on the business
environment and the time period. In Europe, for example, from about 1990 to 2001 micro enterprises were
the only significant contributors to net job creation, and made a positive contribution only from about 1997
onwards’. Evidence from Australiain the 1990s suggests that SMEs contributed between 63% and 78% of
net employment growth®.

OECD studies of business demographics (Bartelsman et al 2002.; Brandt, 2004a, 2004b) have
shown that significant numbers of firms enter the market every year. At the same time, an approximately
equal number of firm exits, as entrants drive incumbents firms out of the market. In many cases, the
newcomers do not survive for long themselves. This general pattern combining high rates of entry and exit
occurring simultaneously can be found across all economic sectors, including narrowly defined sectors.
Overdl, the cross-country variation of entry and exit rates, i.e. the number of new or exiting enterprisesin
relation to all active firms, is rather modest and Scarpetta et al (2002). find a similar degree of firm
churning in Europe and in the United States. However the latter study does find distinguishing features of
firms behaviour in the United States market compared with the EU situation to be: i) the smaller
(relatively to industry average) size of entering firms in the US; ii) the lower labour productivity level of
entrants relative to the industry incumbent; and iii) the much stronger (employment) expansion of
successful US entrants in the initial years which enable them to reach a higher average size. Overall, the
studies find considerable cross-industry variation, entry and exit rates having been exceptionally high in
recent yearsin young ICT related services sectors, but much lower in more mature industries.

Exploring the industry dimension of the data reveals that firm entry rates are significantly
correlated with output and employment growth across services sectors, while this relationship is much less
clear-cut in manufacturing. Brandt (2004b), in order to gain further insights into this issue, explores how
EUROSTAT firm entry data along with OECD economic performance indicators are related to economic
performance. A central finding is that firm entry rates tend to be higher in industries with higher output and
employment growth. The relationship between entry rates and performance measures is much stronger in
services industries than in manufacturing and there are indications that it takes time for firm creation to
unfold its impact on economic performance. Indeed, Van Steel and Storey (2002) find that firm entry has
its strongest impact on employment creation after four to seven years.

New firms may have a positive impact on output and employment growth via productivity in the
younger services sectors, while their role for productivity and thus output and employment would be less
important in more mature sectors (it should be noted that productivity effects are addressed in the next
section). At the same time, output and employment growth can be expected to be higher in younger
industries because both new firms enter and incumbents expand in an attempt to seize unexploited business
and technological opportunities. Moreover, the competitive pressure due to firm turnover should be
expected to be stronger in younger industries, ssmply because firm churning is higher.

Growth, productivity and innovation

The recent emphasis on entrepreneurship also reflects new key insights into the relationship
between entrepreneurship and productivity, innovation and growth. An OECD study (OECD 2001d) finds
a positive relationship between the level of entrepreneurship (as measured by start-up rates) and economic
growth for OECD economies, as shown in Figure 1. A recent report by the Inter-American Development
Bank (2002)° confirmed the capacity of entrepreneurs to create employment in the regions subject of the

European Commission/Observatory of European SMEs (20023).
> Hall (2002).
6 IADB (2002).
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study, Latin America and East Asia, the expansion being particularly robust in East Asia. As part of the
OECD Growth Project, the micro-economic linkages to productivity growth between 1989 and 1994 were
examined, finding for seven of the ten OECD countries analysed that the start up of new firms has a
positive and significant impact on the overal productivity of firms. The contribution from firm dynamic
processes was most notable in high tech industries where new firms tend to play an important role.

Using more recent data for nine European countries and examining more closely the relationship
between firm entry and economic performance, Brandt (2004b) found that firm entry has a significantly
positive impact on labour and total factor productivity growth, although the impact is generaly higher and
more robust when the analysis is confined to services industries. The finding that the positive relationship
between firm entry and productivity is stronger and more robust in services is an indication that in these
industries the innovative activity performed in new firms and the competitive pressure exercised through
this has a particularly pervasive effect, while large-scale research and development based on specialised
personnel and |aboratories dominate as drivers of productivity in the generally more mature manufacturing
industries. The findings suggest that countries’ policies and institutions might be particularly important for
the youngest and most dynamic industries (Brandt, 2004b). In addition, a study by the Local Economic and
Employment Development (LEED) Programme of the OECD (2003a) points to a link between
entrepreneurship and growth existing at the local and regional levels. In general, findings also suggest that
the effect of new firms on productivity takes time to unfold.

Figure 1. GDP Growth and Start-up Rates

GDP Growth, 1989-99
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Note: GDP growth rates: 1995-99 for Austria, 1990-99 for Germany.
Source: OECD and the European Observatory for SMEs, Fifth Annual Report.

Improvements in productivity are often considered to "destroy" jobs, in that they reduce costs,
improve efficiency, and increase competitiveness, thus enabling firms to compete and grow. However,
improvements in productivity also release workers for other, often more productive and valuable uses. In
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the longer term, the bulk of economic growth comes from doing things more efficiently rather than from
increasing inputs per se. A part of this productivity improvement is "unexplained" and Baumol
(2002, pp. 58-59) has argued that entrepreneurship capital may account for a significant amount of the
growth left unexplained in traditional production function models. A recent literature has emerged
suggesting that such entrepreneurship capital may be a missing link in explaining variations in economic
performance (Acs and Audretsch, 2003).

Further to this theoretical proposition, an OECD study (Scarpetta et al., 2002) has shown that
firm entry and exit help increase aggregate productivity growth by shifting resources from old and less
productive firms to new and more productive ones. Likewise, a Canadian study shows that because new
firms tend to be much more productive than exiting firms, net entry contributes significantly to aggregate
productivity growth. Entering cohorts become more productive on average over time both as a result of
selection and of learning, as competition forces the less productive firms to leave the market, while
surviving young firms improve their productivity (Baldwin and Gu, 2003).

Poverty alleviation and social opportunities

Over the last two decades, there has been a shift toward encouraging greater "social
entrepreneurship” as a means of poverty aleviation, increasing employment opportunities and
empowerment of disadvantaged or under-represented groups. Awareness of the potential which
entrepreneurship may offer for promoting social inclusion is growing worldwide. The European EQUAL
Community initiative on “Making Entrepreneurship Accessible to All” has, inter alia, recently sought to
mobilise stakeholder opinion and collect comments, in the wake of the European Commission's Green
Paper on Entrepreneurship, and in preparation for the Spring 2004 Action Plan, so as to ensure effective
integration and coordination between start-up policies and employment and socia inclusion policies. This
is being done so as to more effectively address the needs of the concerned disadvantaged groups
experiencing obstacles to entrepreneurship. The Equal Initiative finds that the tools on which service or
finance providers rely to assess business start-ups and their needs do not reflect the present diversity of
potential entrepreneurs as they are based on traditional profiles and criteria prevalent in the past. The
comments collected call for “valuing diversity” and argue that beyond the regular statistical collection, data
should be systematically collected on start-ups taking into account gender, ethnic origin, age, the existence
of disabilities etc. It is considered to be a priority to promote positive role models of entrepreneurship
among disadvantaged social groups, “shifting away from a sense of powerlessness experienced by many
disadvantaged groups’.

Much of this emphasis placed by governments is focused on assisting target groups to start up
micro enterprises, usually by means of the provision of low cost micro finance. These policies
implemented in many non-member economies have been shown to be remarkably effective by some
criteria, and are well illustrated by the success of the Grameen Bank’. Micro enterprises are important in
their own right, for two closely interrelated reasons:

— In the longer term, they can provide a seed bed for entrepreneurship, and for the corporate
growth and economic renewal needed to maintain international competitiveness. Almost all

7. The Grameen Bank Project originated in 1976 in Bangladesh, to examine the possibility of designing a credit delivery
system to provide banking services targeted at the rural poor, to eliminate exploitation of the poor by money lenders,
and create opportunities for self-employment for the unemployed. In 1993, by which time the Grameen Bank Project
had extended its operations to several districts, became an independent bank. The Grameen Bank is now owned by the
rural population which it serves.
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SMEs start as a micro enterprise, in that they start as a concept developed by a single person
or afew peoplée®.

— In the immediate term, they can provide an alternative to unemployment, and they can
provide a means of alleviating poverty and socia disparities. Most micro enterprises are non-
employing, but they create ajob (evenif it is only part time) for the entrepreneur.

Entrepreneurship can offer greater social mobility to disadvantaged population groups in al
economies. Significant country and regional variations in entrepreneurial activity by population groups are
found. A recent Inter-American Development Bank report which examined entrepreneurship in emerging
economies in Latin America and East Asia found that nearly half of the dynamic ventures’ in East Asia
were founded by people from the lower and middle classes, while in Latin America only about one-quarter
came from these population strata, suggesting that the contribution of entrepreneurship to social mobility,
and to the creation of wealth, islower in Latin America than in East Asia. One of the report’s conclusions
recommends that a policy aimed at promoting entrepreneurial capacity should focus on increasing the
number of entrepreneurs and broadening the range of social origins of entrepreneurs who can access the
means necessary to create new businesses. It is this latter aspect of poverty aleviation and providing a
social and economic alternative to chronic unemployment that is of importance to entrepreneurship policy
objectives, in OECD economies and especially in non-OECD developing economies.

Recent OECD (2003a) research finds that most countries operate specialised entrepreneurship
schemes to assist target firms and population groups. These include programmes designed for ethnic
minorities, youth, women and social enterprises. Thereisclearly also alocal dimension with regard to this
issue and recent growth in entrepreneurial activity in some of these target population groups is often
closely linked to local communities.

With regard to ethnic minorities, many of these populations reside in geographically concentrated
communities. Difficulties encountered by members of ethnic minorities to access employment on the one
hand, and to access financing in support of their self-employment, are recognised. Nevertheless, the share
of certain minority populations that engage in entrepreneurship is often relatively high with respect to the
national average. Various competing theories have sought to explain this. On the one hand, it is held that
minorities can face obstacles in abtaining waged and salaried employment (including for reasons of skills).
On the other hand, a set of broadly positive influences might “pull” ethnic minorities into entrepreneurship.
These could include supportive ethnic business networks etc. A recent OECD study (2003a) suggests that
programmes could be selectively adapted when targeting ethnic minority groups, while policy should
tackle discrimination and other barriers. The study points out potential drawbacks to developing separate
programmes for ethnic minority entrepreneurs, and instead recommends appropriate adaptation and
specialisation within mainstream support programmes for these target populations. Policymakers,
including at the level of local authorities, need to pay attention to the lack of knowledge among immigrants
concerning the practical stepsto starting a business, and in this regard, afrequently encountered problem is
the low usage of mainstream advisory and support services among minority groups.

High rates of unemployment prevail among young people especially in deprived communities.
This phenomenon combined with the associated social problems, have spurred action for encouraging

8. This seems not only true for developing non-member economies, but also true for the OECD economies, as Brandt
(2004a) finds that start upsin six OECD countries are normally smaller in size than existing firms.

° Dynamic ventures are defined, in the IADB report, to be ventures able to expand their workforce between

15 and 300 employees within the first ten years of business. It was decided to focus the analysis of the
survey results primarily on dynamic or successful ventures because they appear to offer the most relevant
lessons for fostering entrepreneurship.
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youth entrepreneurship. Large numbers of young people aspire to self employment, but their lack of
human capital and relevant experience makes entrepreneurship a viable option for very few among them.
Indeed, young aspiring entrepreneurs generally face a number of obstacles that are more severe than for
other groups. In addition, the age of the entrepreneur is found to be an important determinant of enterprise
survival. For instance, Scott (1995) found that persons over thirty-five years of age entering self
employment usualy have greater survival chances. And in France, an INSEE study conducted in 2000
found that a new entrepreneur, if aged fifty or older, stood a 66% chance that the new enterprise would
survive for three years. By contrast, this probability fals to 50% if the entrepreneur is younger than
twenty-five. More particularly, as a remedy for unemployment amongst disadvantaged youth the
promotion of entrepreneurship on its own is not expected to be very effective, and a coherent programme
package needs to take account of the particular set of difficulties confronted by the specific target
population group. As in the case of programmes for ethnic minorities, the OECD study considers that
establishing separate schemes for youth could be inefficient and existing programmes should rather be
adapted and advertised in a variety of specific ways (OECD, 2003a). In particular, training and mentoring
networks could play acritical role to help compensate for the lack of prior business experience.

Many OECD governments are aiming to support enterprise in disadvantaged areas and amongst
disadvantaged and underrepresented groups through various programmes and support projects and
schemes. An example is the United Kingdom's Phoenix Fund which provides support for projects
involving specialist business support organisations in disadvantaged communities.
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CREATING AN ENTREPRENEURIAL BUSINESSENVIRONMENT
CONDUCIVE TO ENTERPRISE CREATION

“The key to successful enterprise policy is true horizontal cooperation within which various ministers and
ministries work together. It means appointed officials of various ministries are responsible for ensuring
that legidation is drafted to promote entrepreneurship and that the impact of various policy measures on

entrepreneurship is taken into account” *°.

Palicies affecting the overall business environment

Because of the importance of entrepreneurship to economic growth and competitiveness,
governments of OECD countries, and non-OECD economies aike, pay increasing attention to how to
design policies to promote entrepreneurship. However, this remains a challenge for most national
governments since creating an entrepreneurial business environment conducive to enterprise creation and
rapid growth of innovative firms comprises a number of building blocks covering a wide range of policy
domains. First and foremost, start-ups will best be encouraged and able to prosper in a stable
macroeconomic environment based on sound fiscal and monetary policies. In addition, the range of
structural policies that define the broad framework conditions governing business activity generally, should
be designed to impinge at least neutrally, if not favourably, on SMEs and entrepreneurial behaviour. This
involves, among other things, ensuring appropriate competition policies, open capital markets, a
competitive taxation regime, flexible labour markets, access to global markets, and access to government
procurement opportunities.

An important element of the general policy framework is its implications for risk, and in
particular, the risk-reward trade-offs facing potential entrepreneurs. The propensity to bear risk is relative,
and relative to aspects such as the level of education and training. This has important implications, because
the relativities can be atered by policy, for example, by creating more flexible labour markets and
discouraging the certainty that goes with lifetime tenure and corporate support. For example, throughout
much of Europe, there is an observed tendency to try to limit the expansion of the welfare state, and in
China the "iron rice bowl!" (which guaranteed workers state services, such as housing and health, from
cradle to grave) has been broken. Similarly, reducing the penalties associated with bankruptcy, or changing
the tax treatment of capital gains, changes the risk borne by entrepreneurs relative to that faced by those on
fixed wages and salaries.

Programmes and Support Policies

However, governments need to go beyond the provision of the necessary framework conditions
with respect to the goal of achieving the highest likelihood of entrepreneurial activity. In particular

10 Message delivered to the Budapest Workshop on Entrepreneurship in September 2003, by the Finnish

Delegation, reporting on the lessons learned from the Finnish Entrepreneurship Project.
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governments need to address policy and market failures which can serve to dampen entrepreneurial
activity. In practice, this requires programmes and other policies of assistance or support for SMEs and
entrepreneurial behaviour. To design such programmes and support policies in a cost-effective way,
governments need a good empirical understanding of the linkages between:

— Entrepreneurial  Environmental Factors (i.e. Rule of Law, education — especidly
entrepreneurship education, culture, property rights, finance availability etc.).

— Entrepreneurial Environment Package (i.e. the package of factors at a given time and place,
which is partly a result of history, but which can be significantly impacted by policy
initiatives, and isincreasingly affected by the pressures of globalisation).

— Entrepreneurial Types present in a particular location (i.e. lifestyle entrepreneurs, growth-
oriented, heroes, €etc).

— Entrepreneurial Activity (as reflected in “interested would-be” entrepreneurial intentions,
start-up rates, exit rates, €tc.).

— Entrepreneurial contribution to outcomes (e.g. to net job creation, innovation, GDP growth,
etc.).

— Theimpact of policy, especially entrepreneurship policy and SME policy on all of the above.

At present the basis for such understanding is weak in nearly all countries. To develop it will
reguire strengthening the existing empirical information base, in terms of data and statistics, so as to permit
policy-relevant longitudinal studies and cross country comparative analysis with the aim of developing an
internationally comparable set of indicators for monitoring the level of entrepreneuria activity and the
entrepreneurial environment in each country™.

Designing such programmes and support policies in a cost-effective way also requires clarity in
terms of their objectives and target beneficiaries. In this regard, it is important to recognise that not all
entrepreneurs are the same, and are thus unlikely to respond to policy initiatives in the same way. For this
reason it is useful to suppose a few broad categories of entrepreneurs (and would-be or aspiring
entrepreneurs) on the broad basis of their propensity to bear risk and uncertainty. While any classification
is of course artificial and does not meet the complexity of redlity, it may nevertheless be helpful to
distinguish four main types of entrepreneur who may respond differently to any particular programme or

policy:
1. Aspiring or would-be entrepreneurs

Considered to be the largest group, they would have a higher propensity for risk and
uncertainty than the general public, athough only a small proportion would actually take
steps to start a business. However, the group would represent a large latent pool of potential
entrepreneurs even if most of them do not have sufficient risk and uncertainty propensity to
set up a business, except when environmental factors force them to (such as losing their job
in adownturn).

n A separate background report “Towards a More Systematic Statistical Measurement of SME Behaviour”

has been prepared which addresses these i ssues.
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2. Lifestyle entrepreneurs

Lifestyle entrepreneurs would have a relatively low propensity for risk and uncertainty, and
would generaly not be interested in growing their business beyond a relatively small
manageable size. Most reproduce someone else's ideas and apply them in a different place
with small "entrepreneurial" modifications (e.g. restaurants, boutiques, small hotels etc.).
These lifestyle businesses could constitute the vast bulk of all enterprises, women
entrepreneurs probably having a higher proportionate representation in this group.

3. Growth oriented entrepreneurs

This group would have a higher propensity to take risk, its members seeking to grow their
venture. Their share in the entrepreneur population would differ across economies, and vary
with structural and cyclical conditions. Many of them would be professional managers, often
working for, or seeking to sell out (i.e. capitalise out) to, a larger firm. They mostly operate
on the basis of fairly well known risks, even if those risks are quite high. They tread new
paths, but have good navigation equipment to help them.

4. “Heroes’

Heroes would be a small subset of the growth oriented entrepreneurs. They step into the
unknown, where they don’t know what the risks are, because no one has really tried it before.
They are usually strongly growth oriented, having a high propensity to bear risk and
uncertainty.

Given the complexity of designing programmes and support policies well, and the need to ensure
that scarce resources are used cost-effectively, it is important to ensure that they are systematically
reviewed, assessed and evaluated. The separate background report on evaluation sets out the main issues
that must be addressed to achieve this, arguing that evaluation should be incorporated into programmes and
support policies at the design stage™.

Reducing regulatory and administrative barriers

Regulatory and administrative burdens have been identified as barriers to entrepreneurial activity
in recent studies by the OECD (Scarpetta (2002), Brandt (2004b,) and the World Bank (2003). Likewise, a
joint report by the OECD and the EBRD concerning the South East Europe Region®® states that barriers to
business entry, in terms of procedures, delays, costs and capital requirements remain unnecessarily high in
this region. Similarly, a report on entrepreneurship in East Asia and Latin America by the Inter-American
Development Bank (2002) finds that red tape and compliance costs hinder the creation of new ventures.

However, policymakers have been tackling this issue in recent times and continue to seek more
effective and more coordinated ways to address this issue. In a recent joint initiative', the Irish, Dutch,
Luxembourg and UK presidencies of the European Union decided to jointly prioritise regulatory reform
over the course of 2004 and 2005, and have called for an increasing awareness of the importance of awell-
designed regulatory framework for strong economic performance. Included in this joint initiative is a

12 “Evaluation of SME Policies and Programmes’, a background report prepared for the 2™ OECD
Conference of Ministers responsible for SMEs.

13 OECD-EBRD (2003).

14 Joint Initiative on Regulatory Reform: An initiative of the Irish, Dutch, Luxembourg and UK Presidencies

of the European Union, 26 January 2004.
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proposal that the Commission be asked to consider the possibility of developing a common method to
measure the administrative burden on companies, due to European legislation.

There is abundant evidence that regulatory and administrative burdens can negatively affect
entrepreneurial activity. Scarpetta et al., (2002) show that excessively stringent product and labour market
regulations have a negative impact on both firm entry and productivity and conclude that legal barriers to
entry should be avoided unless their benefits are certain to outweigh the cost that consists in hindering the
potential of young firms to help shift resources to new and productive uses, innovate and adopt new
technologies. A recent World Bank study (2003) finds that cumbersome entry regulation is associated with
less private investment, higher consumer prices, greater administrative corruption, and a larger informal
economy. The Inter-American Development Bank (2002) found that in some Latin American countries, red
tape and compliance costs were identified by entrepreneurs as a hindrance to the creation of new ventures.
These studies and the findings of another major OECD survey-based study (discussed below) recommend
that regulatory and administrative procedures should be simplified, transparent, faster to carry out, and
should cost less so as to avoid impinging on firm entry.

Barriers to exit may also discourage firms from entering the market much in the way as entry
barriers would. Business demography studies invariably find that firm entry is highly experimental
involving a lot of exit at the same time, as new enterprises drive a large number of incumbents out of the
market and often do not survive for long themselves. To exploit the potentia of those young firms that will
turn out to be successful and innovative, the experimentation process associated with firm entry should be
hindered as little as possible. Since entering firms know little about their survival chances, institutions that
make firm exit excessively costly, risk discouraging firms from entering the market in the first place.
Brandt (2004b) finds that entry rates tend to be lower the longer creditors have claims on bankrupts’ assets.

Likewise, employment regulation (employment protection legislation) governing the individual
employment contract has implications for firm entry and exit. Employment regulation is found to be
generaly more flexible in developed countries (World Bank, 2003). Nordic-origin countries regulate
employment relations the least in conditions of employment but tend to regulate more in relation to
dismissals. The so-called “English-origin countries’ have the lightest regulation. Across regions, East
Asian economies regulate the least and Latin American countries the most. For example, in 1999 the cost
of firing afull time worker was equivalent to 93 days of wagesin Latin America, twice the OECD average
of 45 days.

Strict employment regulation has many undesirable side effects. According to the World Bank
study, strict employment regulation limits job creation reduces the flexibility of the workforce, constrains
R&D investment and investment in technology, and leads to smaller firm size, leaving economies of scale
unexploited in manufacturing and in some services. All of these effects contrive to dampen productivity
growth. A reduction in productivity is also concluded by Scarpetta (2002) who finds that employment
protection legislation seems to hinder productivity, especially when these costs are not offset by lower
wages and/or internal training thereby inducing sub-optimal adjustments of the workforce to technology
changes and less incentive to innovate. In addition, the World Bank study finds that employment
regulation is especially a burden on businesses in many developing countries, limiting the opportunities for
disadvantaged groups to come out of poverty, and excessive regulation being associated with higher
unemployment, especially so for youth and women.

Strict regulation also affects innovation and technology adoption according to the Scarpetta study
which finds that a firm's likelihood to innovate and adopt new technologies seems to depend on the joint
configurations of: i) product market regulations that influence competition amongst incumbents and the
entry of new firms; and ii) labour market arrangements affecting the extent to which firms use either the
external or internal labour market to adapt the production process to evolving technologies.
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The World Bank study also addresses another issue which is not addressed in this paper - the
need for entrepreneurs to be able to enforce contracts, and reviews the types of reform of contract
enforcement which have proven to be successful.

Table 1: Frequency of entry procedures across countries

Purpose of procedure Per cent of countries
Tax registration 93
Labour registration 87
Admi nis_trative 76
registration

Bank deposit 68
Notarisation 63
Health benefits 62
Notice in newspaper 36
Company sed 38
Court registration 32
Chamber of commerce 27
Statistical Office 17
Environment 12

Source: World Bank (2003)

Further, recent empirica findings of OECD research (OECD, 2003b, 2003c and Annex A)
covering almost 8 000 businesses showed that administrative compliance costs represent around 4% of
Business Sector GDP in the countries surveyed, and the survey confirmed the well-known inverse
relationship between the compliance cost per employee and the size of the company indicating that
regulatory costs have an increasingly disproportionate impact on smaller companies. This is due to
numerous interrelated factors and particularly, economies of scale and scope when managing a firm. The
data suggest that a threshold exists at around 20 employees after which the cost per employee stabilises.
The findings also draw attention to the role of exit barriers.

As mentioned above, recent work by OECD’s Working Party for Regulatory Management and
Reform highlights the administrative compliance costs imposed on businesses. Such burdens fall
disproportionately on SMEs. In response, governments have launched a variety of programmes to simplify
administrative regulations in general, often to reduce burdens for SME’s in particular. Examples of these
tools and practices include small business impact statements, consultation mechanisms, sunset clauses,
time-limits, plain-language drafting, compliance assistance, “tiering” of regulations, targeted compliance
cost surveys, one-stop shops, and special guidance material to SMEs. Specia agencies and organisational
units have also been created to oversee and advocate such programmes.

Experiences from OECD countries and the findings of the World Bank study suggest that
strategies to reduce administrative burdens — with a particular focus on SMEs — could include
considerations of the initiatives listed below:

— Ingtitutionalise SME concerns by establishing permanent or ad hoc governments units
mandated to represent SME views in the regulatory process.
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— Employ requirements for regulatory agencies to prepare Small Business Impact Statements
during the regulatory process.

— Consult small business on proposals with an effect on small businesses prior to formulating
policy and producing Regulatory Impact Assessments (RIAS).

— Scale and calibrate administrative regulations when deemed necessary.
— Consider setting specific time-limits for administrative decision-making.
— Ensure plain-language drafting and specific compliance guidance for SMEs.

— Establish a centra registry of administrative procedures and licences and initiate a
comprehensive review (using RIAS) to determine how to reduce burdens.

— Build asystem for measuring administrative burdens.
— Establish one-stop shops for regulatory information and transactions.

— Ensurethat IT iswidely available for SMEs to take advantage of e-government tools.

Box 1. Which countries regulate business entry the most?
Extract from “Doing Business in 2004”, a publication of the World Bank (2003)

“When the countries are divided into groups according to their income per capita, the high income countries have the
smallest number of procedures, with a median of 7. They are followed by the upper-middle income group with a
median of 10 procedures. Lower-middle income countries have the highest number of procedures, around 12 while the
poorest countries have a median of 11. The time required to register a company is the shortest in the richest countries,
at less than one month. Although the registration process takes around the same amount of time — 50 days — in upper
middle and lower middle income countries, it is significantly higher in poorer countries, where the median number of
days is 63. In contrast, the cost of starting a business accounts for less than 10% of income per capita in the high
income group, and 120 % in low-income countries.

Regional differences are also significant. Latin American governments regulate business entry the most in terms of
procedures and time; they are followed by African and Middle Eastern governments. OECD governments regulate the
least. The cost of registration is extremely high in African countries — at around 190% of per capita income. Similarly,
the minimum capital requirements — with a median of more than 700% of per capita income — are much higher in the
Middle East and North Africa than in any other region.

Strong patterns emerge by legal origin. Nordic countries have the smallest number of procedures- a median of 5, the
shortest time, at 21 days, and the lowest cost, at less than 1% of per capita income. Countries in the French civil laws
tradition take the longest time and have the most procedures and highest cost*. Countries in the German tradition
have the largest capital requirement, more than 100% of income per capita, whereas the median capital requirement
for English-origin countries is zero.”

* |t is noteworthy that legislation was passed in France in 2004 involving simplification of the regulatory and
administrative burden affecting firm creation.

Needless to say, specia initiatives to reduce burdens and support regulatory compliance of SMEs
should be balanced against other concerns. When establishing tools and institutional arrangements
dedicated to support SME interests, risks of capture by special interests increase. “ Positive discrimination”
of SMEs may aso have dynamic drawbacks by providing SMEs with incentives not to grow beyond
thresholds qualifying for special support or to break up strategically as soon as the threshold is passed.

Experience shows that administrative simplification and SME-facilitating initiatives can help
mobilise support for reform by promising and achieving highly visible results within a short period of time.
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However, administrative simplification policies might divert attention away from deeper and more
fundamental regulatory quality programmes. The best basis for developing and prioritising administrative
simplification is most likely to occur where these efforts are integrated into a broader regulatory quality
agenda. Administrative simplification policies should be an on-going process in which both old and new
regulations are continuously revised and simplified.

Building an entrepreneurial society: therole of education and training

Culture is an important determinant of career preferences and helps shape attitudes to risk-taking
and reward. Significant differences in entrepreneurial attitudes can exist among countries, and there is
evidence that cultural characteristics have an impact on entrepreneuria activity, as recent research by the
European Commission has found. A whole range of cultural factors can affect an individual’s willingness
to start or grow a business. Some of these factors, such as “fear of failure’” may be deep-rooted, and others
such as the attitude to enterprise, can be instilled in people from an early age. There is awareness that the
image of entrepreneurs as positive role models has never been as strong in Europe as in the United States.
In arecent study highlighting the particular case of Spain, it was pointed out that a lack of a supportive
attitude on the part of Spanish society had been one of the obstacles for starting up a business in Spain
athough a gradual welcome change in attitudes was underway towards a greater acceptance of
entrepreneurs™. In Japan, it may frequently be claimed that starting up in business goes against the grain of
the Japanese character’®. However, this is shown to be far from the redlity (see Annex B) where many
Japanese are shown to be interested in starting a business. Governments have a role to play, via the
educational system, in fostering entrepreneurial attitudes and behaviour. Appropriate training policies
(providing business management skills) are also necessary to help entrepreneurs and would-be
entrepreneurs, including the unemployed, to adapt to the changing business environment, enable them to
adopt new technologies, seize business opportunities, and meet the challenges of the global economy. The
key role of lifelong learning in meeting these challenges is gaining recognition.

In acknowledgement of the economic and socia contribution of entrepreneurship, cultivating an
entrepreneurial culture and fostering entrepreneurship values and spirit for building an entrepreneurial
society have moved high on government agendas. However, because fostering entrepreneurship, as a
social-economic institution, is very different from what is required in designing and implementing other
economic policies, governments are faced with a new challenge here. A feature of the Finnish
Government’s Entrepreneurship Project was their involvement and cooperation in this project of a large
number of concerned ministries — 9 ministries, as well as the Association of Finnish Local and Regional
Authorities.

For encouraging the enterprise spirit it is acknowledged that a cultural aspect needs to be taken
into account, and for which education and training in entrepreneurship can make a significant contribution.
In European countries, entrepreneurship is gaining wide recognition as a basic skill to be encouraged and
developed throughout the educational and training systems, and through lifelong learning. The European
Commission’s Best Project, as an effort to identify the best initiatives across Europe that aim to promote
the teaching of entrepreneurship in the education systems at all levels, illustrates this interest. One task of
the Best Project expert group was to agree on a common definition of “entrepreneurship teaching”. There
was a general recognition that the concept would embody two distinct elements:. i) a broader concept of
education for entrepreneurial attitudes and skills which involves developing certain persona qualities and
isnot directly focused on the creation of new businesses; and ii) a more specific concept of training on how

15 Unpublished paper presented by the Spanish Delegation to the OECD Budapest “Workshop on
Entrepreneurship: Strategic Issues and Policies’, 8-10 September 2003.
1o Japan Small Business Research Institute & Ministry of Economy, Trade and Industry (2003).
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to create a business. Likewise, the Japanese Government is actively promoting the goal of a more
entrepreneurial society viavarious educational and training initiatives.

Box 2. Examples of Education and Training Policies in support of Entrepreneurship in European Countries

In Spain, educational authorities, in a reform of the educational system, are seeking to imbue pupils of all ages with
the skills and capacities that go with fostering of the entrepreneurial spirit. The 2002-3 reform aims to integrate, as a
spinal column, throughout all stages of education, the qualities inherent to the entrepreneurial spirit, as appropriate to
the different age groups. This reform applies to the entire national territory. In addition, certain of the autonomous
communities are preparing additional optional subjects. For example, the Asturias have introduced the “Young
European Company” and the region Castilla y Leon is also planning to introduce this option into the curriculum for the
school year 2005-6. With regard to vocational training, co-operation agreements have been established with the
business community in order to guarantee better training and provide greater possibilities of employment. Beyond the
formal education dimension, the objective is that the working population will continue to receive training in the
enterprises in which they work and the recent legislation favours continuous training in SMEs and for the self-
employed.

In the Netherlands, the creation of a special Commission on “Entrepreneurship and education” (from primary to
university level) aims to promote pilot projects and to collect good examples that can easily be copied by other
educational institutions. Financial support is provided by the Ministry of Economic Affairs for the development of
learning methods and materials, and for other activities (such as seminars, teachers training etc.) The idea is that
central government should not impose, but facilitate).

Although the United States has a longer history in, and more widely diffused education in
entrepreneurship, than European or Asian countries, it took 30 years for the field of entrepreneurship to
gain legitimacy in the academic community. Fifteen years ago, entrepreneurship courses could only be
found in a handful of schools in the United States, whereas currently, more than 1500 colleges and
universities offer some form of entrepreneurship training — a trend that started in the early 1990s and
continues to flourish. Interest in entrepreneurship education has now spread to non-business disciplines,
applying to students in engineering, life sciences and the libera arts.

Education and training in entrepreneurship can have two types of effects. Firstly, they can have
considerable impact on the performance of entrepreneurs, helping them to augment their firm's survival
chances, and to a lesser extent, increase profitability. A Kauffman Center study (Charney and Libecap,
2000) finds that education in entrepreneurship increases the likelihood of start-ups, and self-employment,
and enhances the economic reward and self-satisfaction of entrepreneurial individuals. The second effect,
although difficult to measure, concerns the longer term impacts that education in entrepreneurship may
have on the entrepreneurial spirit and on entrepreneurial attitudes. In particular, compared to other business
school alumni, entrepreneurship graduates:

Are three times more likely to start new businesses.

— Arethreetimes more likely to be self-employed.

Have annual incomes that are 27% higher and own 62% more assets.
Are more satisfied with their jobs.

The Kauffman study also found that on average, small firms employing entrepreneurship
graduates had greater sales and employment growth than those that employ non-entrepreneurship
graduates. In addition, entrepreneurship graduates also seem to gravitate toward high technology
companies. The study found that entrepreneurship graduates either founded or worked for high-technol ogy
firms in greater numbers than other business school alumni. Additionally, they are more involved in new
product development and research and development activities, and work with products having shorter life
spans.

In spite of the recent growth in attention given by national governments and by international fora,
to the key role of education and training in entrepreneurship, and the numerous initiatives and programmes
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that have been launched in almost every country (see Annex B for more detail), entrepreneurship education
and training are nevertheless characterised by a number of problems and shortcomings, which
policymakers might address. These shortcomings include:

— Fostering entrepreneurship through training and education is not sufficiently integrated into
long term economic strategy and planning;

— Entrepreneurship is neither integrated into the curriculum nor part of a coherent framework,
resulting in anarrow impact on limited numbers of students;

— Lack of public funding for entrepreneurship as an academic discipline has resulted in a
limited teaching and research capability, and consequently, limitations for expanding
entrepreneurship education;

— There is a need to improve co-ordination among government agencies in designing and
implementing policies for promoting entrepreneurship through co-coordinated actions;

— There is still a low degree of acceptance (by policymakers, practitioners, and academics,
aike) of the broader concept of education for entrepreneurial attitude and spirit as opposed to
education and training for entrepreneurial skills (business skills for SMES);

— Indicators and quantitative measures, and programme evaluations are still very limited.

In light of the above, government attention to issues of education and training for
entrepreneurship could focus on:

i) the integration of entrepreneurial subjects throughout formal educational systems, in a coherent
and systematic way, for teaching entrepreneurial skills, and for fostering an entrepreneurial
society;

ii) the promotion of various forms of public and private partnership, from internship arrangements
to private financing, between public educational and research institutions and the private sector,
especialy SMEs;

iii) increases in public funding for teacher training, and for the development of curricula and
programmes for entrepreneurship;

iv) improved co-ordination between different government bodies involved in promoting
entrepreneurship;

v) the development of indicators, and programme evaluation.
Fostering the creation and development of enterprises: thelocal dimension

Entrepreneurship and SME policies have an important local dimension. Indeed, facilitating
increasing rates of enterprise creation is now an amost universal concern for local authorities for
accelerating development in disadvantaged localities. Countless programmes have been implemented with
the aim of reducing joblessness, providing a social and economic alternative to chronic unemployment, and
raising standards of living in distressed localities (OECD, 2003a). Fostering entrepreneurship is also of
course considered to be a valuable economic development instrument for more prosperous localities. The
creation of new firms can procure a range of benefits affecting local economic development, including:
employment and incomes growth, with indirect employment effects operating over time; increases in tax
revenue, although of uncertain and possibly small magnitude; enhanced provision of services for local
consumers and businesses, with consequent increases in local income retention; and difficult-to-quantify
but possibly important demonstration and motivational effects.
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Rates of enterprise creation can differ markedly across regions within OECD countries
(OECD, 20034). Rapidly growing regions usually have high rates of enterprise start-up. At the local level
there appears to be a broad association between incomes and entrepreneurship, although thisrelationship is
not straightforward. Areas of significant deprivation can also experience high rates of firm creation.
Determinants of rates of enterprise creation across regions include demographics, unemployment, wealth,
the educational and occupational profile of the workforce, the prevalence of small firms, the extent of
owner-occupied housing, infrastructure endowment, and aregion’s history. A set of related constraints can
impede entrepreneurship in deprived localities. These obstacles may influence both the extent and form of
entrepreneurial activity and also affect their chances of survival.

Among the impediments to entrepreneurship to be found in differing combinations in deprived
communities are the following: limited social and business networks; low levels of effective demand in
the local economy; constraints in access to finance; alack of work experience and skills and a lack of role
models; cultural obstacles, including linguistic barriers and a lack of affinity with mainstream institutions;
the phenomenon of sectoral clustering; problems of transition from reliance on benefits; and inappropriate
government regulation. While these obstacles are not exclusive to deprived localities, their prevalence, the
likelihood that they will occur simultaneously, and their severity, are often greater in poorer communities.

In the context of the local dimension, mention should be made of the role that enterprise clusters
can play for the promotion of entrepreneurship. Clustering is a reality in most countries and cluster
development initiatives have been adopted by developed and developing economies alike, and applied to
wealthy and lagging regions. According to one estimate for the United States, there were some 380 clusters
(in the mid-nineties) operating across a broad spectrum in service and manufacturing and together they
accounted for 57% of the nation’s workforce and produced 61% of the country’s output (see Rosenfeld,
1996). Aside from the recognised benefits in terms of productivity, innovativeness and competitive
performance of firms, clustering can also lead to high rates of enterprise start-up®’. There is often a high
degree of vertical mobility in the local labour market, with workers frequently aspiring to become owners
of SMEs themselves. The inter-firm specialisation that clusters can permit may lead to a low degree of
vertical integration among firms, lowering barriersto entry and creating a fertile environment for enterprise
creation.

There are a number of key policy considerations for local and regional governments for the
promotion of entrepreneurship and business development. Among the initiatives finding favour with local
and regiona policy makers are: business advisory schemes, business incubation facilities and services,
training, education and awareness programmes, angel networks, micro-finance programmes, and fiscal
incentives, some of which may be considered in a context of clustering. The available research findings
with respect to entrepreneurship promotion at the local and regiona levels provide a number of
conclusions, among which the following figure prominently:

i) Support for the unemployed to enter self-employment can be cost-effective if targeted to the
appropriate section of unemployed.

i) The promotion of entrepreneurship cannot be considered to be a solution to socia exclusion
for large numbers of individuals, affected by multiple forms of distress.

iii) Pro-entrepreneurship policies require extended time horizons, and are unlikely to yield major
benefits in the short run.

v Note that a separate background report “Networks, Partnerships and Clusters. Opportunities and

Challenges for Innovative SMEs in a Global Economy” has been prepared.
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iv) Competition generated by start-up firms can result in displacement effects (loss of output
and/or employment among existing enterprises), in those types of businesses prevalent in
poor localities.

v) Mainstream support services should be adapted to the requirements of target groups.
vi) Accessto training services and new communications technologies is important.

vii) Thereisaneed for proper evaluation and monitoring of programmes.
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CONCLUDING REMARKS

The empirical evidence outlined above and in Annex A and the framework discussed in the last
section and also in Annex C can be brought together to examine the implications for entrepreneurship
policy. Governments can use entrepreneurship policy to achieve any one of three main policy objectives:
job creation; poverty alleviation; and competitiveness.

To achieve these objectives, governments have three basic strategies:

— Increase the size and/or quality of the pool of nascent or aspiring entrepreneurs as a means of
increasing net start ups.

— Encourage the entrepreneurial expansion of existing SMEs or the spinning off of new
ventures.

— Smoothen the exit of entrepreneurs and SMESs that are really not sustainable or competitive.

There are many different ways in which these three basic strategies can be implemented. For
example, the pool of potential and aspiring entrepreneurs can be increased via immigration,
entrepreneurship courses in schools, tax and regulatory changes and simplification etc. Similarly,
smoothing the exit of unsustainable uncompetitive SMEs may be addressed by local readjustment
assistance packages, retraining, changing attitudes to failure, reforming bankruptcy laws, and so on.

However, underlying the way that all policy options can be implemented is to change the
business environment to be more conducive to entrepreneuria activity. Different policy outcomes may
require different entrepreneurial business environments (EBE), recognising the existence of different types
of entrepreneurs in terms of their experience and propensity to deal with risk and uncertainty. An EBE
suited idedlly to "heroes" is not likely to be the same as an EBE ideally suited to micro lifestyle businesses.

Thus there are some potentia trade offs between the main policy outcomes where
entrepreneurship policy can have an effect. For example, job creation and poverty aleviation may require a
trade off with improved competitiveness and productivity, and the trade-off decision (which types of EBEs
should be given priority) is essentially one of political compromise. To make that decision in an informed
manner, various stakeholders to the decision need a framework and empirical evidence of what the
implications are.

For example, the EBE which best facilitates job creation may be one which best facilitates high
growth start up and expansion from small, to medium or large, or which best facilitates lifestyle start up
and expansion, or which best facilitates micro start up and expansion. Any one of these three business
environments will help to create jobs, and a government seeking to use the entrepreneurial engine to create
jobs can approach the problem in different ways — there is no one ideal way to do this, because it will
depend on circumstances and government priorities. All of this comes down to compromises, and to make
the appropriate decisions, political leaders and government officials need a clearer idea of the trade offs
and circumstances in which they operate vis a vis the entrepreneurial engine.
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A number of implications that can be drawn are that:

— Governments seeking to pursue job creation, improved growth and competitiveness,
and poverty alleviation as part of broader social and economic objectives need to give
entrepreneurship policy a high priority. Entrepreneurs have the potential to make a
significant contribution directly to these three main policy outcomes. Entrepreneurial activity
strongly correlates with these target outcomes, but there are trade offs between them that
need to be taken into account.

— Thereisno ideal "Entrepreneurial Business Environment" applicable at all times and
in all places which is optimal for all types of entrepreneurs. Thereis no "one size fits all”
in entrepreneurship policy. Different countries will have different priorities. To develop
appropriate policy strategies and initiatives policy makers need to make decisions which are
essentially political compromises. Trade-offs will be based on a range of considerations,
which includes their objectives, the profile of existing (and desired) entrepreneurs in their
economy, and the business environment. To make that decision in an informed manner,
various stakeholders to the decision need a framework and empirical evidence of what the
implications are.

— Themost effective Entrepreneurial Policy seeksto create a conducive " Entrepreneurial
Business Environment” or EBE. The entrepreneurial business environment (EBE) most
suited to one policy outcome will not necessarily be that most suited to other policy
outcomes, as explained above. This is primarily because there are different types of
entrepreneurs, in terms of their experience and propensity to deal with risk and uncertainty.
An EBE suited ideally to "heroes' is not likely to be the same as an EBE ideally suited to
micro lifestyle businesses. A government’s entrepreneurial policy needs to not only reflect
and be adapted to its desired policy objectives and the trade offs between them, but aso to the
profile of prevailing entrepreneurs.

— There is no necessary direct relationship between individual factors in the business
environment, and the level of entrepreneurial activity. Policy which seeks to address the
factor “finance” in isolation may not lead to any discernible increase or improvement in
entrepreneurial activity. It is not so much the individual environmental factors that affect the
entrepreneur, but the package or profile of factors. A package of factors, shaped by policy, is
only as strong as its weakest link. Increasing an individual factor, such as the level and
availability of finance, will not necessarily lead to any increase in entrepreneurial activity if
other factors (such as education, regulation or corruption) are constraints. Neither will
increasing the amount of entrepreneurship education, or reducing regulations, per se, increase
the level of entrepreneuria activity, if finance is a constraint. Some factors are thus step
functions rather than just correlates. It is the whole package, or portfolio, or profile of
environmental factors that is important to the level of entrepreneurial activity. These
packages tend to be time and place specific, and specific to specific types of entrepreneur
(lifestyle, growth oriented etc.). The implication is that governments will get a higher return
from limited resources by taking steps to identify the "weakest links" in the packages of EBE
factors.

— Governments need to have much better capability for monitoring their Entrepreneur
Profile, Entrepreneur Activity, and Entrepreneurial Business Environment. This is
because these weak links are relative to various types of entrepreneurs, relative to policy
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priorities and relative to competing EBES provided by other governments in the global
economy. Using the COTE framework for policy formulation (a framework covering a
number of policy aspects and dimensions, notably clarity and coherence, objectives, targets
etc.) as proposed in the companion background report on evaluation, can assist government
effortsin this respect.

Much of theinfrastructure which underliesthe EBE is provided by the private sector. It
includes financial markets and services, telecommunications, educational and advisory
services, incubators and hatcheries, technology research, dispute resolution means, markets
for tangible and intangible property rights etc. Thereis a need for public-private collaboration
to ensure that firms in the private sector are not unnecessarily impeded, and where
appropriate, are encouraged to develop suitable products and services geared to the needs of
entrepreneurial start up and growth. This suggests that governments develop models of
private sector collaboration and consortia appropriate to their country.

At a national and local level there is an increasing need for all governments to review
their own strategiesfor encouraging entrepreneurship, relative to the strategies adopted
in other locations. At an international strategic level, there is a need to adopt a strategic
approach to coordinating entrepreneurship policy so as to provide a better international
entrepreneurial business environment. This could, for example, require the identification of a
list of indicators of a conducive EBE in the most advanced “ entrepreneurial” economies. That
isthe definition of a“holy grail” profile for al developed economies may be sought. In doing
this maximum targets are set, even though they may be very difficult or impossible for some
governments to achieve in apolitically realistic timeframe. In aglobal economy this approach
has some merit, because it sets atarget or a “lighthouse” to guide policy in the strategic sense
over the longer term.
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ANNEX A

REDUCING REGULATORY AND ADMINISTRATIVE BURDENS

Introduction

This annex presents an overview of recent, SME-relevant findings of work carried out under the
auspices of OECD’s Working Party for Regulatory Management and Reform. It focuses on administrative
compliance costs incurred by companies when complying with regulations, and the strategies employed by
governments to reduce these costs.*®

Administrative regulations are important tools to support public policies in many areas such as
taxation, safety and environmental protection. Administrative regul ations can create benefits for enterprises
by setting market frameworks in which commercial transactions can take place in a pro-competitive and
low cost environment. There is a risk, however, that administrative regulations can impede innovation or
create unnecessary barriers to trade, investment and economic efficiency, and even threaten the legitimacy
of the regulation. The cumulative effect of many regulations and formalities from multiple institutions and
layers of government slows down business responsiveness, diverts resources away from productive
investments, hampers entry into markets, reduces innovation and job creation, and generally discourages
entrepreneurship.

These problems are particularly severe for SMEs. They have less managerial depth, lower
turnover to absorb increases in fixed costs and fewer financia resources. In a competitive environment,
SMEs rely more on developing the key capabilities that drive long-term success — the ability to innovate, to
maximise operating efficiency and to adapt to change over time.

Section 2 introduces a set of empirical findings illustrating SMES views on administrative
burdens and regulations. Section 3 reviews organisational approaches and simplification tools used in
OECD countries to reduce administrative burdens for business in general and SMEs in particular. South
East Europe being the case in point, Section 4 explores how non-OECD countries can benefit from these
experiences. Section 5 introduces a set of tentative policy implications, which may feed into the ongoing
considerations of a set of principles for SME policiesin preparation of the 2004 Istanbul Ministerial SME
Conference.

SMES viewson administrative regulations and costs

An OECD survey published in 2001 covering ailmost 8 000 businesses provides insight into
SMES' views on administrative regulations and costs. *® The survey showed that administrative compliance

18 Administrative compliance costs include all the time and resources spent by owners, managers, staff or
hired experts to understand regulations, collect, plan, process, report and retain data, and fill in forms
required by governments. They include the administration of taxes, but not the actual amount of money
paid as tax. It does not include the non-administrative compliance costs, for instance capital costs incurred
by business such as the investment and equipment needed to comply. It focuses on existing companies and
it therefore does not capture the administrative compliance costs associated with starting a business, which
involves ahost of additional requirements.

19 OECD (2001b) The publication Businesses' Views on Red Tape builds on a multi-country business survey
implemented between April 1998 and March 1999 covering almost 8 000 SMEsin 11 countries: Australia,
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costs represent around 4% of Business Sector GDP in the countries surveyed. Box A.1 below illustrates
how some of these costs are distributed among companies and policy areas. The survey confirmed the
inverse relationship between the compliance cost per employee and the size of the company indicating that
regulatory costs have an increasingly disproportionate impact on smaller companies (Figure A.1). Thisisa
well-described phenomenon due to numerous interrelated factors and particularly due to economies of
scale and scope when managing a firm. The data suggest that a threshold exists at around 20 employees
after which the cost per employee stabilised. This is further illustrated by the number of requests made to
government authorities. Businesses participating in the survey informed that they asked for an average of
eight authorisations or decisions per year. However, when adjusted for the number of employees, small
SMEs make approximately four times the number of requests per employee than medium-sized SMEs and
eight times more than large SMES, cf. Figure A.2).

The survey showed some differences in administrative compliance costs between sectors,
cf Figure A.3. Professional services (business service companies) and services with environmental impact
(such as transport and public infrastructure companies) have higher annual costs per employee than the
manufacturing sector. The mgjority of the administrative compliance costs is spent on complying with tax
and employment regulations, while the amount spent complying with environmental regulations was lower
(though these costs are growing rapidly, cf. Figure A.4).

The survey aso examined SMEs views on their contact with government agencies (Box A.2).
Overal, SMEs are more critical of the quality of tax and employment regulations than of the quality of
environmental regulations (Figure A.5). SMEs criticise tax and employment regulations because they are
not flexible enough to be implemented efficiently by companies, do not achieve their objectives as simply
as possible, are not easy to understand, and because changes are not predictable. In addition, SMEs were
asked to assess the quality of administration when seeking information (Figure A.6), and when seeking
decisions or permissions from government officials (Figure A.7). Although not evaluated on the same
criteria, the genera picture is that SMEs are more critical of their contacts with government offices to
obtain decisions than they are of their contacts to obtain information. Specifically, they are critical of the
lack of consistency and predictability of decisions (over time and among similar companies), and of the
accountability of the administrator in charge. Surprisingly, the slowness of government decision-making
and the lack of definitive answers from officials are not considered so unfavourably.

Austria, Belgium, Finland, Iceland, Mexico, New Zealand, Norway, Portugal, Spain and Sweden. Three
standardised questionnaires were prepared by the OECD on tax, employment and environmental protection
regulations. Each survey measured enterprises perceptions of the quality of the regulations and formalities,
perceptions of the quality of the regulatory administration, and estimates of the administrative costs of
complying with the regulations and formalities.
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Box A.1: SMESs administrative compliance costs

Figure A.1. Annual administrative costs per
employee
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The majority of companies (around 60%) reported that administrative compliance costs increased
over the period 1998-1999. The main reason identified by companies for increases in tax and employment
administrative compliance costs is the increase in the complexity of existing regulations. For
environmental regulations, the introduction of new regulations and an increase in regulatory compliance, as
well as increasing complexity, are seen as important drivers of increased compliance costs. It is interesting
to note that the externa provision of regulatory compliance services to businesses (e.g. accountants,
lawyers, etc.) has become an economic activity in its own right. Whilst such activity may stimulate growth
and create jobs, there may be more productive ways in which companies’ resources could be invested.
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Box A.2: SMEsviewson their contact with government agencies
(% of respondents disagreeing or strongly disagreeing)
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Government responses: Tools and strategiesto reduce administrative burdens

Governments are increasingly aware of the risk that administrative regulations may slow down
business responsiveness and discourage entrepreneurship. In response to these challenges, steps are being
taken to improve the quality of regulations and reduce compliance costs — sometimes including particular
strategies targeting the regulatory environment facing SMEs (OECD, 2003c).

Organisational approaches: I nstitutionalising concerns for regulatory effectson SME
There is considerable variety in the organisational models countries use to pursue administrative

simplification policies. This variety reflects the different political and administrative structures — and the
underlying political cultures — as well as different conceptions of the nature of the administrative
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simplification task. In general, organisational approaches used to advance administrative ssimplification
policies can be classified in four different categories:

“Single Purpose Entities” where the promotion of specific sub-elements of administrative
simplification policies — i.e. plain language or burden reduction for special groups
(e.g. SMESs) — are designated to an agency or unit with thistask asits sole objective.

— “Administrative Simplification Agencies’ where a special government agency has the
promotion of administrative simplification policies asits sole or primary objective.

— “Regulatory Reform Agencies’ where the promotion of administrative simplification policies
is designated to agencies responsible for broader regulatory quality management issues.

— “Externa Committees’ refers to committees established by the government and composes a
majority of non-governmental representatives such as academia and business organisation
with the purpose of co-ordinating, promoting, proposing or implementing administrative
simplifications.

In many OECD countries, “Single Purpose Entities’ have been established to assist SMES in
complying with administrative regulations. Examples of such entities are discussed next, in particular
permanent government units and ad-hoc committees.

Permanent government units safeguarding SME concerns in the regulatory process

In the United Kingdom, the Small Business Service (SBS) was established in 2000 to provide a
voice for small firms within the government, and to simplify and improve the quality and coherence of
support to small firms. SBS has a strong institutionalised position in the regulatory process, for example
the right to have its views recorded in Regulatory Impact Analysis (RIA) in a wording of its own choice.
As another example, the US Small Business Administration (SBA) was established in 1953 to provide
specia assistance to small businesses in receiving government grants and loans. Since then, the SBA has
engaged in numerous activities intended to simplify small business compliance with regulatory
requirements.

Ad-hoc Committees

The key advantage of the use of a short-term taskforce is that it can provide a high profile and
focused response to a political priority. A standing taskforce model highlights the government’s
commitment to administrative simplification and it provides afocus for attracting reform ideas. It may also
act to educate the bureaucracy on private sector concerns and alternative approaches to regulation and on
methods of implementing reform initiatives in complex or politically difficult areas. Findly, it assists in
educating private sector bodies on the difficulties and issues involved in implementing administrative
simplification measures. This can create a broader understanding of the nature and dynamics of
government reform processes. However, the ad hoc nature of a body can pose difficulties in ensuring
implementation and follow-up.

In 1996, Australia established a Small Business Deregulation Taskforce as a vehicle for a one-off
reform. Its six members were drawn from the business sector, supported by a senior officer, and were
mainly from small business background. The Taskforce was given specific terms of reference on its
establishment, with its task being to design a programme to substantially reduce the regulatory and
administrative burdens on business.
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Ex-ante approaches: | mproving the quality of new regulations

In addition to the above mentioned institutional approaches, some countries have taken a more
procedurally oriented path to ensure that new and amended regulatory requirements are, from the outset,
sensitive to small business compliance issues.

Regulatory Impact Analysis with special obligationsto consider effects on SMEs

Use of Regulatory Impact Analyses (RIAS) is now widespread among OECD countries. RIA isa
decision tool to systematically and consistently examine selected potential effects of government’s
regulatory activities, and a way of communicating the information to decision-makers. In this way, RIA
can aso congtitute a systematic mean of ensuring that consideration is given to administrative burden
issues during the regulatory development process. RIAs can also be targeted towards specific subgroups,
for example, to require agencies to prepare special impact statements for proposed regulations that affect
small businesses. “ Small Business Impact Statements” are often required to contain, among other things, a
description of regulatory alternatives that can accomplish the stated objectives while minimising any
significant economic impacts of the proposed rule on small businesses.

In the United Kingdom, new regulations are subject to a RIA, which includes a Small Business
Litmus Test to ensure that the burden on smaller enterprises will not be disproportionate. In the United
States, many States are adopting “regulatory flexibility” laws for small businesses. State laws similar to the
federal Regulatory Flexibility Act require regulators to determine the impact of proposed rules on small
business or periodically consider the impact of existing rules.

Australian Government agencies are required to prepare Regulation Impact Statements, which
include an assessment of the impact of each option on small business compliance costs and the paper work
burden. This requirement applies to all reviews of existing legisation, proposed new or amended
legislation as well as treaties involving regulation that will impact directly or indirectly on business. Where
new policy proposals will have an impact on small business, Australian government agencies are also
required to consult with the Office of Small Business. State and local governments have their own
regulatory impact assessment processes.

Consultation mechanisms

Another approach, which can be adopted in conjunction with the impact statements and the
institutional approach mentioned above, is to require specific consultative approaches to be undertaken in
order to ensure adequate representation of the views of small business. Consultations have the benefit of
verifying government estimates of the size of the burdens involved, as well as providing a forum for
aternative proposals to be discussed, thus helping to ensure that regulatory costs are the minimum
necessary to achieve regulatory objectives.

The United Kingdom Regulation and Small Business Policy Directorate has established customer
consultation mechanisms that seek evidence for regulatory burdens and priorities for their reform, in
partnership with small businesses and their representatives, the Better Regulation Task Force, the
