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ABSTRACT 

 
MSME development has emerged at the forefront of economic policy, with the majority of 
policy mechanisms aimed at creating the regulatory and institutional environments, which have 
historically proven to augment entrepreneurial activity. In the case of Europe a large portion of 
entrepreneurial policy resides within the European Community framework, however the 
effectiveness of such centralized structuring remains in question, particularly in regard to 
inspiring European Union (EU) economies of South Eastern Europe (SEE), which have differing 
economic and cultural foundations. This study aims to identify the regional role of economics, 
regulation and culture in motivating entrepreneurship in an effort to better guide economic policy 
decisions. Using SEE as a regional case study against the backdrop of the larger EU population 
and policy framework, the analysis concentrates on cultural indicators of corruption, perceived 
‘needs’, collectivist mindset, risk adverseness, and institutional weariness influences on 
entrepreneurialism. Through the analysis regional variance among entrepreneurial drivers was 
discovered, however direct influences, with consideration for all factors of regulation, economics 
and culture, remained inconclusive. In response to such results, the study paid particular attention 
to the change in cultural influence with the inclusion of specific economic and regulatory 
variables, finding that such inclusion reduces the importance of culture on entrepreneurship, thus 
lending to a conclusion that identifies regulation and economic variables as direct influences to 
entrepreneurship, with culture as a potential indirect factor that is both affected by other 
independent variables and indirectly affects entrepreneurship. The conclusions of the study do 
not dismiss the relevance of regulatory and institutional directed policy, but rather reconfirm the 
ongoing need to integrate regional factors related to culture into centralized entrepreneurial 
policy in order to ensure that a robust policy model is examined and effectively deployed within 
SEE. 
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INTRODUCTION 

Entrepreneurship development has emerged as a dominant strategy for augmenting 

growth among societies of varying economic status, as the flexibility in entrepreneurial activities 

provide an array of options on to which individuals may capitalize economic opportunities. 

Throughout the past decade an entrepreneurial initiative has taken root within Europe, 

particularly in recognizing how the activities of Micro, Small and Medium Enterprises (MSME) 

compliment the ability to identify efficient and innovative situations. Although no single agreed 

upon definition for entrepreneurship currently exists, an overlying consensus has evolved in 

regard to the desirable economic outcomes that may be generated from entrepreneurial activities. 

These outcomes pay particular attention to opportunities for growth, innovation and productivity 

within the economic, social, and institutional sectors, an ideology that has led the way for the 

emergence of entrepreneurship as a key focus within European economic policy (Tiessen, 1997).  

Vast literature has been dedicated to examining the relationship between entrepreneurship 

and economic growth, as well as entrepreneurship and culture. Nonetheless, the lack of a holistic 

analysis, integrating all of these factors, continues to obstruct the ability to fully understand the 

entrepreneurial system. This absence of conceptualization for factors of both an economic and 

cultural perspective is particularly notable within the policy context, which is often hindered in 

the ability to examine how a society’s economic, regulatory, and cultural environment 

intermingle to influence the propensity of the entrepreneurial culture.  Thus, in order to optimize 

entrepreneurial opportunities via policy mechanisms, recognition for the specific characteristics 

of a country’s political support for entrepreneurship growth, the existing institutional 

infrastructure, current economic status, and the social propensity of individuals’ willingness to 

accept such entrepreneurial endeavors, is required.  

The economic policies of the grander European Union (EU) institutions, and the 

decentralized state and local entities, have identified entrepreneurship as a key driver for regional 

economic growth within South Eastern Europe (SEE). Given this, the EU has assumed a primary 

role as advisor and funder, working to establish the institutional and regulatory structures that are 

presupposed to drive entrepreneurship. However, apart from the institutional and regulatory 

incentives much research has stressed the importance of entrepreneurial factors that are 
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regionally inherent and create a regional variation in responses and perceptions towards 

entrepreneurship. Given that EU macroeconomic policy may not properly weigh such cultural 

factors the threat that current policy strategies do not fully optimize entrepreneurship exists. This 

argument is particularly applicable within the discussion of entrepreneurship motivation in 

former socialist states of SEE, under the notion that culturally imbedded perceptions and 

responses to incentives may alter the entrepreneurial motivations relative to other European 

regions.   

 The intentions of this study are to build from the existing aggregate entrepreneurial 

research in order to conduct a more absolute examination of the regional role of economic, 

social, and cultural entrepreneurial factors, with an aim to better understand the variations 

among, and the degrees of influence from, such factors on entrepreneurial propensity. Particular 

attention will be paid to how such factors in SEE deviate from the grander European population, 

and if such findings provide sufficient evidence for a modification in cultural awareness within 

the existing institutional and regulatory reliant EU policy model.  The study will specifically 

examine the regional variation, and the degree in to which, factors of Corruption, Individualism, 

Postmaterialism, Trust and Risk Uncertainty influence entrepreneurial activity, while controlling 

for the economic and regulatory environments. Ultimately, this examination hopes to provide 

better insight for creating a robust entrepreneurial policy model, to the extent of identifying in 

which ways EC policy can best optimize the resources invested into entrepreneurial and 

economic development in SEE (Beugelsdijk, 2007).  
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STUDY INTENT 

In light of the many theoretical and empirical factors that are assumed to influence 

entrepreneurial activity, this study aims to better understand the role of cultural factors on an 

individual’s, and society’s, entrepreneurial motivation. The study works under the belief that 

culture, in addition to policy induced regulatory incentives, indeed influences individuals’ 

willingness to participate in entrepreneurial activities, despite the continued ambiguity and 

debate in proving such a notion. Thus, the question that the study intends to answer is, what, if 

any, is the influence of cultural ideologies on entrepreneurship, with the hopes that in better 

conceptualizing culture’s role, better guidance can be provided onto how policy resources can be 

utilized to best augment entrepreneurial activity.  

 In this case the study uses South Eastern Europe (SEE) as the cultural subject, 

investigating the degree to which ideologies, particular to the SEE region and assumed to 

influence entrepreneurship, actually impact the entrepreneurial activity level relative to other 

economic and regulatory factors. Through the course of identifying culture, economical and 

regulatory factors, and testing their correlation and efficacy on MSME (Micro, Small, and 

Medium Enterprises) development at a country level, the study hypothesizes that a certain degree 

of cultural importance will prevail, illustrating the necessity to consider imbedded cultural 

ideologies within the strategies of centralized EU economic policies.  

 Such an analysis is essential, as policy in general, and particularly centralized policy 

entities of the EU, have difficulty accounting for the more ambiguous cultural factors within the 

policy decision models. Thus, the historical issues for incorporating cultural ideologies lends the 

way for blanket economic strategies that do not necessarily optimize the opportunities being 

sought, as is largely believed the case in entrepreneurship resources invested into South Eastern 

Europe. Therefore, as this study supports the emerging research that focuses on the need to 

effectively incorporate culture into EU entrepreneurial policy models, the study’s ability to 

illustrate the pertinent role of culture ideologies in influencing entrepreneurial willingness, as 

well as support the rigorous continuation of constructing tangible cultural indicators to improve 

policy monitoring of culture, assists in demonstrating the relevancy of culture. Study results hope 

to add argument, through providing explicit evidence, as to why policy need target cultural 
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ideologies, in addition to economic and regulatory incentives, in order to optimize 

entrepreneurial motivation in South Eastern Europe. 

LITERATURE REVIEW 

I. ENTREPRENEURSHIP 

 In colloquial speech the terms entrepreneur, self employed, and businessmen are often 

used as synonyms, in the management and economic literature however, entrepreneurship is a 

behavioral characteristic related to perceiving and creating new economic opportunities 

(Noorderhaven, Thurik, Uhlaner, & Wennekers, 2004). Although ambiguity remains in the 

definition, a consensus has emerged on entrepreneurships’ ability to generate desirable economic 

outcomes of growth, innovation, and flexibility (Tiessen, 1997). With the intentions of economic 

development this study does not view entrepreneurship as simple business ownership, but rather 

through definitions of the corporate world, as a founder of a new business, as a creative activity 

as an innovator, or in the development of a niche market to satisfy a need (Cunningham & 

Lischeron, 1991). In this sense, entrepreneurship encompasses any form of innovative and 

productivity leveraging movement, be it instigated from a newly formed Micro, Small and 

Medium Enterprises (MSMEs) or existing corporation. Because it is generally assumed that large 

corporations possess the tools for generating entrepreneurial productivity the majority of existing 

policy dialogue revolves around the development of MSME entrepreneurship under the notion 

that smaller firms within the industrializing societies have potentially equal contribution to 

economic growth, yet endure disproportional market burdens. Therefore, this study’s 

investigation into the entrepreneurial role in relationship to economic policy naturally lends its 

focus on the MSME entrepreneurial sector.  

 In understanding the origins and motivations to which drive entrepreneurship 

Cunningham and Lishcheron (1991) synthesize the entrepreneurial  origin into six schools of 

thought, each of which possess a set of underlying beliefs categorized through personal 

characteristics, opportunities, management and venture attitude. See Appendix A for a 

description of Cunningham and Lishcheron’s six entrepreneurial schools. These fundamental 

schools of entrepreneurship address a range of perspective on entrepreneurial drivers, with 
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noteable division between internally driven influences (i.e psychological and leadership schools 

of thought) and external influencing motivations (i.e. classical, managerial and entrepreneurial 

schools of thought). The debate over entrepreneurship origin remains unsettled, and in turn 

convolutes the understanding of the entrepreneurial role for differing stages and cases of 

economic development, business cycle development, cultural responsiveness, and institutional 

and policy frameworks. For this reason entrepreneurship continues to have a vague definition, 

lending it to be simply identified with the role of an innovator who realizes opportunities for 

productivity enhancement.  

Beyond definitional challenges, such ambiguity in entrepreneurship also constructs 

barriers for identifying and addressing how independent drivers of entrepreneurship should be 

manipulated within policy in order to augment entrepreneurial activity. However, the lack of 

understanding in origin illustrates a need to not dismiss the various disciplines of economic, 

cultural and psychological perspectives theorized to influence entrepreneurial motivation. For 

such an analysis permits a potentially better rounded policy model which reflects an economy’s, 

and individuals’, capacity and willingness to engage in entrepreneurial opportunities. 

 

II. ENTREPRENUERSHIP AND ECONOMIC DEVELOPMENT 

 An attempt to conceptualize the entrepreneurial role within economic development 

requires a firm understanding of how the economic, regulatory and cultural environments 

participate in the entrepreneurial decision process.  Classical economic theories have assumed a 

general course of economic growth which transforms from an accumulation reliant economy, to 

an industrialization focused economy. Following industrialization an investment era emerges 

which instigates a technology diffusion characterized by a critical mass of knowledge, 

technology and skills which theoretically self perpetuates the innovation process. This growth 

often requires, is accompanied, or supports a socio-economic change in factors characteristic of 

the regulatory and cultural environments, be it either through the development of financial and 

trade markets, or shifts in education and perceived ‘needs’(Wennekers, Van Wennekers, Thurik, 

& Reynolds, 2005). These interconnected relationships between economic, regulatory, and 
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cultural environments highlight the necessity in understanding the independent drivers of each 

environment as a means for fully conceptualizing the system as a whole, and how this system 

interacts with entrepreneurship. 

External Environments 

Neoclassical Growth Model 

A general comprehension of economic growth models and production factors assist in 

improving the understanding of the underlying economic drivers. The neoclassical theory is one 

of the first growth models to highlight ways in which policy can manipulate economic growth, 

placing emphasis on exogenous outcomes of the economic system. From this position of 

neoclassical theory the focus of production is placed on the behavior of the economy as a whole, 

relying heavily on the conventional theory of the production function with specified inputs in 

relation with fixed outputs (Beugelsdijk, 2007). Therefore, under neoclassical theory external 

manipulation of inputs can generate the desired outputs. Such a framework works under two 

primary assumptions that technology change is exogenous and that the same technology 

opportunities are available across all geographies.  

Convergence Theory 

 With founded criticism in the assumption of ubiquitous technology capacity the 

convergence theory acts as a technology gap filling mechanism, proposing that an inverse 

exponential relationship exists between the level and rate of productivity growth. In this state, 

follower economies benefit from a ‘catch up’ opportunity in rapid advancement by mimicking 

the economic strategies of already industrialized countries. The underlying premise of 

convergence suggests that countries actually benefit when not in the leader position of 

innovation and technology, for as a leader economy replaces old technology, “catch up” 

countries have the opportunity to adopt this technology and make exponential leaps forward 

(Abramowitz, 1998).  

 Within this theory resides the conditional convergence theory which assumes a 

convergence among economies with similar structural characteristics regardless of initial 
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conditions. The conditional convergence theory relies on similar structures for catalyzing 

convergence, prompting development initiatives to introduce institutional and regulatory 

structures that have historically proven successful in leader countries. This form of convergence 

is predominate in economies of close geographic proximity, as witnessed in the EU accession 

policies.  

Angus Maddison critiques the conditional convergence theory, examining if convergence 

can be ubiquitous across economies of differing political regimes (Baumol, 1998). In his analysis 

Maddison proposes that there actually exists three separate convergence clubs that represent the 

centrally planned, intermediate groups, and free market economies (Baumol, 1998). Although 

SEE economies no longer falls into the centrally planned bracket, the  independent factors 

enabling ‘social capability’ may potentially have imbedded traits originating from the centrally 

planned era, and thus the response of how these economies adopt technology may differ from 

other ‘catch up’ countries that have historically worked within the free market club (Baumol, 

1998).   

In addition, Simon Kuznets cautions against the use of historical trends to predict future 

patterns. Rather, he suggests that countries currently in early stages of economic development 

possess unique characteristics to that of the qualities that present industrialized countries faced 

(Kuznets, 1998). Kuznets (1998) proposes that modern, underdeveloped or transitioning 

economies have distinct experiences that will result in distinct development paths, limiting the 

opportunity for large scale population inference. Dana (2005) reconfirms this idea, arguing that 

in today’s society, particularly in previously planned economies, it is not necessarily the case that 

economies are emerging from a phase of underdevelopment but rather a unique circumstance of 

misdevelopment. In this context one must not underestimate Kuznets (1998) warning to ‘the 

dangers of taking an extreme position…favoring reputation of past patterns of the now 

developed countries, patterns that, under the markedly different conditions of the presently 

underdeveloped countries are almost bound to put strain on the existing social and economic 

institutions....there is a danger in simple analogies”. This argument suggests that simply because 

economic strategies have proven favorable in the past it is dangerous to assume that such tactics 

will be indispensable for triggering economic growth in today’s industrializing economies. Such 

recognition for the limitations of historical economic models is necessary in order to avoid the 
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inference that economic trends will be replicable in the present so long as the same institutional 

and political environments establish similar favorable climates.  

Endogenous Growth Model 

The convergence theory’s dependency on only one growth factor has inspired 

modifications in growth models, as vast literature stresses that the pace at which the potential for 

economic growth actually occurs is dependent on additional factors beyond structural and 

technical borrowing. More current growth models highlight exogenous factors, but also include 

the diffusion of knowledge, structural changes in the composition of output, occupational and 

industrial diffusion of workforce and geographic location of industry, and cultural attitudes 

(Abramowitz, 1998). 

The endogenous growth model that emerged in the 1980’s distinguishes itself from the 

neoclassical growth model by emphasizing that economic growth is an endogenous outcome of 

an economic system. Overcoming the limitations of the convergence theories inability to explain 

the exponents of capital and labor, the endogenous growth emphasizes the importance of 

production of new technology and human capital. Thus, the study’s interpretation among 

competing growth models emerges in an accommodation of endogenous growth theory coupled 

with the preservation of neoclassical and conditional growth theories.  

Through the examination of growth theory it is apparent that both exogenous and 

endogenous production functions have the capacity to influence economic positioning. From this 

a focus is placed on how policy influences both exogenous and endogenous factors through 

mechanisms of convergence strategy or technology spillover in order to create the economic 

environments that are conducive to generating opportunities that entrepreneurs can capitalize 

upon.   

Regulatory Environment 

The regulatory environment is closely connected, and highly reflective of the transitions 

undertaken within the economic environment, as strategies for conditional or endogenous 

support are often coupled with regulatory incentives. As highlighted in Rostow’s five stages of 
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economic development, the second Precondition takeoff phase brings upon the first encounters 

of quick growth via a process of continual rapid replacement and reorganization of human 

activities. The regulatory characteristics in this stage highlight a change towards private 

economy, government, and social structure, primarily through a window of education that 

encourages mobile savings and reinvestment. In addition, an institutional banking sector, and 

like structures emerge as a means for mobilizing capital. The Take Off stage that follows 

overcomes the handicaps and resistances to steady economic growth, where more exogenous 

factors of technology become essential in fending off diminishing returns in capital resources 

(Easterly, 2001). Characteristics of this phase include high rates of investment and savings, and 

rapid industrial expansion which require increasing flexibility in investment, monetary and fiscal 

regulations. The Maturity stage is demonstrated by an economy’s capacity to move beyond 

efficiency in the original industries that catalyzed the Take Off, and focus on efficiency 

throughout all sectors. This stage is heavily dependent on innovation and technology in order to 

enhance economic growth. The Maturity stage is also closely connected with the High Mass 

Consumption (HMC) mentality which extends beyond the economics of productivity and is 

characterized by how societies' basic needs are fulfilled and new desires are sought. As Western 

Europe solidifies this position the proper regulatory structure remains in question, however as the 

SEE resides somewhere in the middle of these two later economic stages regulatory matters of 

economic and business freedom remain pertinent issues for augmenting economic growth.  

Internal Motivations 

Psychological Motivation Theory 

 Examining economic growth from a different school of thought, Weber, Schumpeter, and 

McClelland discuss the more psychological aspects that induce economic activity, in particular 

the type of human motives that lead to the social phenomenon of economic growth. Weber’s 

original theory of the Protestant work ethic, and how ones’ motivation for personal responsibility 

generates economic growth, introduced the concept of the individuals' role in economic growth. 

Schumpeter’s research builds from this, stressing that individuals’ competitive tendencies, and 

motivation to prove one’s self, nurtures economic growth. It is here that the work of Schumpeter 

begins to integrate the importance of the individuals’ entrepreneurial presence within the 
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industrialization process, proposing that an economic drive lies in the role of the initial 

entrepreneur who collects resources and organizes a production unit to combine resources into a 

new product (McClelland, 1998). McClelland’s theories lie more directly in individual 

motivation for achievement, proposing that strength in achievement motivation throughout a 

population is a major factor responsible for economic growth (Noorderhaven, Thurik, Uhlaner, 

& Wennekers, 2004). Ultimately, Weber, Schumpeter and McClelland lay the groundwork for 

the examination of psychological features in explaining economic growth, arguing that 

individuals have a certain psychological needs that drives them into activities that aid economic 

development. The way in which individuals perceive such needs shed light on the entrepreneurial 

motivations, illustrating how individuals are motivated to respond to opportunities for enhancing 

productivity within an economy, and thus be entrepreneurial. 

Perception of ‘Need’ 

 In compliment to psychological drivers a large amount of literature has examined 

explanations linked to aggregate social factors for prompting economic growth. Under the same 

premise as Maslow’s ‘hierarchy of needs’, Ronald Inglehart's theory of postmaterialism theorizes 

that through a process of economic growth societies naturally advance from situations of 

insecurity towards more stable circumstances. This allows individuals within a particular society 

to feel a heightened sense of security, leading to a transformation in social and cultural values 

(Inglehart, 1997).  A large following of theorists state that this shift in values is a response to 

economic progression, however Inglehart maintains that the direction of the relationship between 

economic development and cultural values remains ambiguous and to a large extent is very much 

interdependent (Uhlaner & Thurik, 2007).  

 The research dedicated to examining cultural values within the economic growth 

discussion focus largely on how economic, technological, and sociopolitical changes augment 

individuals’ values for individualism and self expression. This change in turn is assumed to 

influence the social, political, and cultural perceptions held within a society. In essence, 

postmaterialism claims that the industrialization of societies towards more advanced phases of 

economic growth and development support a transition of values that deemphasizes the secular-

rational values associated to fulfilling basic human need and places greater emphasis on values 
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of self expression and freedom. It is presumed that this transformation in needs creates a 

feedback loop, where such value shifts heighten individuals’ capacity to identify and act upon 

innovation and productivity opportunities, and in addition affect the personal motivations which 

influence perceptions of occupational choice and economic risk adversity.  

In examining the drivers of economic growth from a production, regulatory and cultural 

perspective it becomes evident that a number of avenues exist for manipulating development, as 

the entrepreneurial role of identifying such opportunities derive from both within the indiviaul 

and morph in response to the changes in external environment. Thus, the internal and external 

motivations for entrepreneurs are essential in the discussion of economic policy. However, to 

improve the understanding of entrepreneurial motivation, and guide such policy dialogue, 

entrepreneurial roles must first be better defined. 

 

III. ENTREPRENEURIAL TRENDS AND INDEPENDENT FACTORS 

The role of the entrepreneur is highly transient, and reflective of the changes in 

economic, regulatory and cultural environments. Schumpeter, one of the founding 

entrepreneurial theorists, highlights the role of the entrepreneur into two main categories. In the 

industrialization stage of economic growth Schumpeter describes the entrepreneur as an 

innovator that challenges incumbent firms to seek more productive means of operations. This 

role illustrates the beginning of modern entrepreneurship which ventures beyond subsistence 

entrepreneurial roles to identify opportunities for aggregate forces of productivity (Audretsch & 

Thurik, 2004). This stage, defined as the ‘Schumpeter Mark Regime II’ or ‘managed economy’, 

is characterized by a process of creative accumulation where the innovative activities by large 

and established firms outperform their smaller counterparts within the innovation process via a 

strong feedback loop from innovation to increased research and development. The underlying 

premise within this neoclassical economic model relies heavily on exogenous production 

functions and a  large firm share exploiting opportunities for  economies of scope and scale 

(Beugelsdijk 2007). Thus, this ‘managed economy’ emphasizes the role of the entrepreneur as 
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lying within competition motivation via efficient management and identifying opportunities to 

enhance resource use (Audretsch & Thurik, 2004).  

 Evolving from this ‘managed’ stage, Wennekers, Stel and Thurik (2005) discuss the 

change in economic production factors towards technology generating, or innovation-driven, 

capacity. This transition towards a critical mass of knowledge, technology, skills and purchasing 

power accumulates throughout the investment driven era and lends the way for innovation to 

become a self perpetuating process that increases returns to scale. This movement into the 

‘Schumpeter Mark Regime I’, or ‘entrepreneurial economy’, brings a new innovator 

entrepreneurial role which holds the capacity to challenge incumbent firms by introducing new 

inventions that make current technologies and products obsolete. This stage is highly illustrative 

of the current environment throughout the post-industrializing and industrialized economies, 

where social, economic and technology changes have catalyzed a new form of small business 

environment that can compete and succeed based upon innovation productivity rather than 

accumulation productivity thus, providing grounds for the concentration of MSME development 

within the economic agenda.  

Entrepreneurial Trends 

 The movement from a subsistence economy, to a managed economy, on to an 

entrepreneurial economy creates a distinct U-shaped relationship between the rate of 

entrepreneurialism and the level of economic development, where labor force participating in 

entrepreneurship roles have historically decreased throughout the ‘Schumpeter Mark Regime II’ 

regimes, or ‘managed economy’ era, and re-emerged in later stages of economic growth (Carree, 

Stel, Thurik, & Wennekers, 2002). From this point it is necessary to examine more thoroughly 

the independent factors which influence the trends in entrepreneurship, as such an examination 

will assist in clarifying the drivers which are pertinent in enterprising entrepreneurial activities.  

 There are a number of economic and individual based theories as to why entrepreneurial 

activity declines throughout the managed era, none of which are mutually exclusive in explaining 

the trend and include;  
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• A rise in real wage increases the opportunity cost of self employment relative to return. 

This claim is based upon the notion that managerial talent distribution induces marginal 

entrepreneurships to become managers rather than self employed (Gelderen & Frese, 

2000).  

• Within the industrial focused economy the diversified advantages that large firms have, 

versus that of the self employed opportunities for diversification, are relatively easier as a 

result of the costliness of circumventing information problems (Carree, Van Stel, Thurk, 

& Wennekers, 2002).  

• Iyigun and Owen’s model argue that fewer individuals are willing to run the risk 

associated with becoming an entrepreneur as the ‘safe’ professional earnings rise in 

reflection of the growing economic prosperity (Carree, Van Stel, Thurk, & Wennekers, 

2002).  

All of these theories, be it either a response to the advantages of large corporation, or social 

security in being risk adverse,  provide a wealth of explanation on to the historically negative 

trend in entrepreneurial activity throughout the ‘Schumpeter Mark Regime II’ phase of the 

‘managed economy’. 

 In attempting to understand the re-emerging role of entrepreneurship in the later stages of 

economic development six strong theories have evolved. Audretsch and Thurik (2004) 

synthesize Brock and Evans earlier hypotheses for increased role in small firms, highlighting 

factors such as;  

• Technological change reducing the importance of scale of economies in manufacturing 

• Increased globalization and the accompanying competition from a greater number of 

foreign rivals render markets more volatile 

• Changing composition of the labor force towards a greater participation of women, 

immigrants young and old workers is more conducive to smaller enterprises due to the  

greater premium placed on work flexibility 

• A proliferation of consumer demand away from standardized and mass produced goods 

towards tailor-made and personalized products facilitates small producers serving niche 

markets 
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• Deregulation and privatization of new and small firm entry into markets previously 

protected and inaccessible 

• The increased importance of innovation in high-wage countries reduces the relative 

importance of large scale production, in substitute fostering entrepreneurial activity.  

• Major critics of Inglehart’s position on Postmaterilism’s relationship to entrepreneurship 

suggest that entrepreneurship at high levels of postmaterial stages offers the ability for 

individual’s to fulfill higher needs of self satisfaction which would assume that a positive 

relationship between entrepreneurship and postmaterialism exists. 

All of these points help to add a degree of explanation for why the U-shaped 

entrepreneurial/economic relationship has been historically successful in characterizing the 

economic growth trends across societies. In examining the theories for the U-shaped trend in 

relationship to the economic development, it becomes apparent that individuals’ perceptions of 

the environments, in addition to the environment itself, remains a key factor in influencing 

entrepreneurship.  

Independent factors pertaining more to the perceptions not directly tied to a particular 

stage of the U-shaped entrepreneurial curve also have the ability to augment or hinder 

entrepreneurship. Inglehart’s position of postmaterialist theory presumes that material gains are 

central to entrepreneurship and thus, as those gains are of less value to postmaterialist individuals 

a postmaterial society is likely to be less entrepreneurial (Uhlaner & Thurik, 2007). However, 

theories critical to Inglehart’s position suggest that under  the  pull perspective of ‘aggregate 

psychological traits’ supporting McClelland’s assumption that a society with more 

entrepreneurial views will induce more people to become entrepreneurs, and the push 

perspective, founded on the  dissatisfaction approach that the variation in entrepreneurship 

derives from a clash between the population and potential entrepreneurs, support that individuals 

possessing Postmaterialist perceptions will be more entrepreneurial motivated (Noorderhaven, 

Thurik, Uhlaner, & Wennekers, 2004).  

In addition the psychological characteristics within national culture discussed by 

Hofstede, stresses that cultural traits are strongly associated and deeply embedded in individual 

attitudes, and ultimately have a large effect on an individual’s occupational choice decision. 
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Hofstede’s cultural theory of individualism has historically been correlated to entrepreneurship, 

as many researchers have devoted time to understanding the dynamics of individualism versus 

collectivism in entrepreneurship. Hofstede presumes cultures who perceive themselves as more 

individualist, relative to collectivist, will become more entrepreneurial.   

 Uncertainty Avoidance is the second cultural trait of Hofstede’s that has been 

hypothesized to correlate strongly with entrepreneurship. The negative correlation between risk 

adverse populations and entrepreneurial activity has been a long standing theory among both 

academic and professionals in disciplines of economics and social psychology (Praag & Cramer, 

2001). Hofstede proposes that ‘uncertainty avoidance’ is the cultural trait that is strongly 

associated with individual attitudes towards risk and uncertainty, ultimately reflecting the extent 

to which societies tolerate ambiguity and willingness to engage in activities of undefined 

outcomes (Wennekers, Thurik, Stel, & Noorderhaven, 2007). The majority of literature assumes 

that more risk adverse individuals or cultures become workers, preferring ‘safe’ alternatives such 

as professional activities, while the less risk adverse become entrepreneurs (Wennekers, Thurik, 

Stel, & Noorderhaven, 2007).  

In examining the economic, as well as the cultural and psychological, literature 

associated to entrepreneurship it becomes clear that entrepreneurial motivations reside in a 

number or interconnected factors of the economic, regulatory and cultural environments. Despite 

continued ambiguity in entrepreneurial definition, understanding the independent factors to 

which can influence entrepreneurial decisions highlights ways in which such environments can 

be manipulated in becoming more entrepreneurial conducive.  

The regulatory and economic environments are highly correlated, and provide a relatively 

easy access point for which policy can influence entrepreneurship  however, the potential lack of 

integration of the more qualitative culture perceptions in current entrepreneurial policy models 

hinders the ability to optimize policy resources dedicated to supporting entrepreneurship. 

Although policy responses may be limited by the ambiguous nature of cultural indicators an 

effort to recognize such factors, in compliment to economic and regulatory incentives, may help 

to better guide customized policies that are more equipped to cater to regional perceptions, and 

identify the best means for augmenting entrepreneurship within a particular region.  
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IV. ENTREPRENEURSHIP AND POLICY  

EU Framework 

 In the discussion of entrepreneurial policy it is necessary to clarify that the intentions of 

this research are specifically focused upon examining the public policy role of the EU within the 

larger economic development scheme of SEE. Given this circumstance the research recognizes 

that there are numerous stakeholders and strategies contributing to the entrepreneurial process 

that are not mentioned within this dialogue. In addition, as a result of research parameters 

general statements regarding the EU policy tactics may overlook some of the more unique 

characteristics of entrepreneurship strategies being undertaken within the broader EU context. 

However, given the resources and research objective of the study, general assumptions regarding 

policy remain the most pragmatic approach. 

 The EU framework is a three pillar system with the majority of economic, social and 

environmental policy discussion residing within the first ‘Community’ pillar, or “European 

Community’. The policy authority of the EU is structured in a multidimensional, cabinet method 

which is composed of a number of governing institutions to which have influence over the policy 

process. Although agenda items are often recommended from outside committees and national 

entities the primary sources of policy decision making reside within the institutions of the 

European Commission, the Council to the EU and the European Parliament.  
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(UNESCO, 2008) 

 With both the Council and Commission playing a large part in the legislative process of policy, 

the Council serves as the highest political body of central decision making authority and is 

responsible for certifying policies, proposed by the Commission, with the additional involvement 

of the European Parliament.  

 

(UNESCO, 2008) 
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In contrast to the role of Council representatives, who negotiate for the respective states, the 

Commission’s role in the policy process is seen as one that represents the best interests of the 

European Community as a whole. The Commission’s duties reside in four fundamental 

categories of developing proposals for Union policies and include; implementation of 

Community policies; monitoring and external representation. 

 

(UNESCO, 2008) 

 Given this legislative framework the study has chosen to address EU policy through the context 

of the European Community (EC) pillar which encompasses both the Council and Committee 

institutions to which the majority of European policy agenda setting, planning, implementation, 

and monitoring exists.   

EC Entrepreneurship Policy 

 In the late twentieth century, entrepreneurship has emerged as a key agenda item in 

economic policy throughout Europe, where moderate economic growth, accompanied by 

persistently high levels of unemployment, has fueled high expectations of entrepreneurship’s 

potential to create jobs and trigger economic growth (Noorderhaven, Thurik, Uhlaner, & 

Wennekers, 2004). Under the inference of an existing ‘entrepreneurial economy’ the majority of 

entrepreneurship policies have focused on new firm formation and the activities of MSMEs. This 
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strategy works under the assumption that the enhancement of local competitiveness is the best 

tactic for motivating entrepreneurship (Potter, 2005). In extension to this economic objective, the 

opportunities that arise from economic growth are often assumed as a precursor for further social 

and institutional development within a society.  

 One of the most influential arguments for the justification of such policy intervention 

resides in the discussion of market failures, where welfare theories assume that the entrepreneur 

faces a number of disadvantages in the imperfect market (Potter, 2005). In response to these 

market inefficiencies, policy is viewed as a tool that can alter the environment in order to 

alleviate the disproportioned constraints that small firms face. Although a ‘best policy’ in applied 

context is indefinable by nature, the underlying premise of policy’s duty is to act as a support 

mechanism for constructing the second best option to a free market environment.  

 To more intuitively examine entrepreneurship policy Verheul, Wennekers, Audretsch, 

and Thurik (2001) present the Eclectic Framework which synthesizes the determinants of 

entrepreneurship, as defined from economic opportunities, innovation and the managerial 

perception (Verheul, Wennekers, Audretsch, & Thurik, 2001). The Eclectic Framework 

highlights entrepreneurial policy determinants between the various disciplines, levels of analysis 

(micro, meso, and macro), and categories of supply and demand relevant to the entrepreneurial 

role (Verheul, Wennekers, Audretsch, & Thurik, 2001). The model attempts to incorporate an 

illustration of the transforming entrepreneurial roles, while also providing guidance for various 

policy approaches. Verheul, Wennekers, Audretsch, and Thurik utilize the framework by 

distinguishing between actual (E) and natural rates of entrepreneurship (E*), where the natural 

rate incorporates government opportunities for, and modalities of, intervention (Verheul, 

Wennekers, Audretsch, & Thurik, 2001). The deviation between E and E* is an optimal 

opportunity gap for government to act, breaking down opportunities into five types of 

intervention options.  
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G1
Intervention on the (macro) demand side to 

entrepreneurial opportunities. 

Examples of this type of intervention are policies stimulating 

technological developments, competition policy and 

establishment legislation. By fostering technological 

development, and improving accessibility of markets, 

governments create opportunities for entrepreneurial ventures 

and the creation of enterprises. 

G2
Intervention on the supply side of 

entrepreneurial energy. 

These policies aim at influencing the characteristics or number 

of people in the population such as immigration policy. 

G3

Influencing the availability of resources, 

skills and knowledge of potential 

entrepreneurs. 

These are input-related policies that aim at increasing the 

availability of inputs (i.e. financial and knowledge) into 

entrepreneurial process. 

G4 Influencing preferences. 

Although the preferences of individuals, reflected in values and 

attitudes, are strongly determined but culture, governments 

can play a role through the education systems in order to 

influence people’s values and attitudes. 

G5
Influencing the risk-reward profile of 

entrepreneurship. 

Policies in the field of taxation, social security, market 

regulation, and bankruptcy law can directly influence the 

decision making process of individuals.  

(Grillo & Thurik, 2005). 

 These five intervention tactics take into account a relatively holistic assessment of the 

needs and factors necessary in a full entrepreneurial dissemination plan which address the 

economic, regulatory and cultural environments. It is through such a framework that a chain of 

command and responsibilities is distributed to stakeholders and governmental parties. Therefore, 

under the framework’s optimal notion, if entrepreneurship activity induces economic 

development, and the natural market failures that handicap entrepreneurial activity can be 

alleviated via policy intervention, a clear justification can be provided for policy involvement.  

EC and South Eastern Europe Relations 

 Growing attention to entrepreneurship in Europe, in compliment to the EU’s push for 

regional governance, has positioned the EC into a role of establishing entrepreneurship strategies 

within regionally focused economic plans. Given this, the EC entrepreneurial plan views the 

centralized entities as those who inaugurate benchmarks and financial support, with the majority 

of implementation and maintenance duties administered to decentralized levels of national or 

regional authority.  
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 Under the prospect of future EU integration the countries of SEE have all adopted 

Stabilization and Association Agreements (SAAs), which is often perceived as the first step 

towards the articulation of an EU Membership request. This agreement of policy adaptation 

begins with initial investment in issues such as trade liberalization, the development of free trade 

movement, policy co-operation, regional co-operation and a framework for political change.  

The Commission acts as the primary institute for coordinating accession related policies, with a 

large part of entrepreneurial policies falling into the hands of the Directorate-General for 

Enterprise and Industry which is responsible for implementing the European Charter for Small 

Enterprises in all seven SEE countries. However, regardless of the specific duties of the 

Directorate-General for Enterprise and Industry the interdependent nature of the Commission 

structure, and the diverse range of MSME special needs, finds almost every Community policy 

and program having some dimension of MSME support. Thus, it is nearly impossible to identify 

a sole entity responsible for the diffusion of entrepreneurship development within the EC 

structure, as EC activities and sub committees in energy, competition, transport, environment, etc 

all have some element of influence on MSMEs. 

Entrepreneurship Policy Timeline 

In an acknowledgment for the need of a formal entrepreneurial action plan the European 

Council introduced the Charter for Small Enterprises in 2000. This initiative set out by the EC 

acted with the intentions of assisting small enterprises in taking full advantage of the knowledge 

economy at hand. As the Charter for Small Enterprises was mandated at the national level the EC 

role has focused on developing initiatives for which the charters need focus in order to reach the 

intended EC objectives. Primary EC duties include the annual implementation reports on 

Member states, the report to activities of the SME Envoy and coordinating additional policies 

within other sectors in order to best create synergy in reaching the overall entrepreneurial 

development goals. In 2003, the countries of the western Balkans also endorsed the European 

charter for small enterprises as an illustration to their preparation for EU entrance.   

 Supporting the entrepreneurial initiative the EC published a Green Paper for 

Entrepreneurship in 2002. Although vague in actual strategies this green paper served as one of 
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the first recognized initiatives for a true entrepreneurial interest within the EC. The green paper 

addresses the term of entrepreneurs in the ‘business context’, applying to any sector and type of 

business and to firms of any size throughout various stages of the business life cycle. The three 

pillars of concentration introduced a comprehensive approach aimed at providing the right skills 

to individuals, developing supportive frameworks for healthy firms, and creating a positive 

appreciation and value of entrepreneurship within society. To support this green paper proposal 

in 2002 the EC introduced within its annual ‘broad economic policy guidelines’ 

recommendations for how national policies should foster entrepreneurship. The EC policy 

recommendations have covered a range of options for augmenting enterprise development 

including;  minimizing business barriers within the regulatory environment; access to skilled 

labor (identifying bottleneck problems), access to finance, exploitation of knowledge and 

international opportunities; business support services, intrapreneurship and corporate venturing; 

and addressing issues of attitude and perception towards entrepreneurship.   

 In 2004, as a follow up on its entrepreneurial agenda, the EC published an 

Entrepreneurship Action Plan addressing two fundamental issues of how Europe can produce 

more entrepreneurs and how Europe can get existing firms to grow the Action Plan focuses on 

broad strategic areas centered on changing social perceptions of entrepreneurship in order to 

aggrandize individual participation. As Herrero-Rada (2005) explains the primary points of the 

plan aim to;   

• Create environmental conditions to encourage more people to become entrepreneurs;  

• Allow MSMEs and entrepreneurs to play a full role in driving growth and remain 

competitive; 

• Improve the flow of available finance;  

• Create a more MSME friendly regulatory and administrative framework.  

Although relatively abstract, the initiatives attempt to alter the political, institutional and social 

foundations that are assumed to induce entrepreneurial growth. As a compliment, nine key action 

plans were set forth in order to better specify how these strategic plans can manifest into sound 

results.  
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 The Action Plans set out by the EC in 2004 provide detailed information on to what the 

initiatives mean in practice, describing the objectives and the activities that are expected within 

each.  

ACTION PLAN 1 Fostering entrepreneurial mindsets through school education 

ACTION PLAN 2 

Reducing the stigma of failure, intends to promote a better understanding of 

failure by dissociating the automatic link of the concept 'bankruptcy' to 'bad 

behavior'  

ACTION PLAN 3 

Facilitating the transfer of business, strives to foster the development of 

marketplaces that match the supply and demand by assisting potential 

entrepreneurs by providing support services 

ACTION PLAN 4 

Improving social security of small business owners, focusing on reviewing 

the current state of social security coverage for small business owners. 

Trying to limit the losses of acquired rights when switching between the 

status of employee to self employed 

ACTION PLAN 5 
Tailor made support for women and ethnic minority groups via facilitation of 

networking, and ease access to finance, particularly in the start-up phase 

ACTION PLAN 6 

Facilitating SMEs business cooperation in the internal market, providing a 

company-driven programme of matchmaking, as well as delivering support 

services. Fostering innovative clusters to contribute to transnational 

cooperation and networking  

ACTION PLAN 7 
Strengthen the balance of SMEs through increasing equity, improving access 

to risk capital financing, and simplifying state aid rules 

ACTION PLAN 8 

Enhancing dialogue between policymakers ad stakeholders at the EU level, 

with intentions to improve consultation mechanisms at national and regional 

level and to launch more SME friendly policies 

ACTION PLAN 9 

Simplification of tax compliance for SMEs by applying tax rules of the 

resident country and by fulfilling EU-wide VAT obligations only in the 

country of registration 

(Herrero-Rada, 2005) 
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The EC’s Action Plans illustrate the entrepreneurial strategy dedicated towards operating in the 

context of a decentralized regional and local jurisdiction.  The intentional role of the centralized 

entity, as laid out by the EC, assumes to prepare the environment and offer general support for 

ensuring adequate dissemination of knowledge and resources.  

 This entrepreneurial manifestation supports a policy framework that relies heavily on the 

EC for establishing general entrepreneurial goals and guidelines, as well as a majority of the 

financial power that is distributed primarily on a thematic or structural baseline as decided per 

EC division or national agency. The European Charter for Small Enterprises acts as the middle 

entity for overseeing that the grander framework objectives laid out by the EC are communicated 

to particular member states or regions in more explicit forms. This open method of coordination 

is designed to assist member states and potential member states in developing national and 

regional specific policies adapted to local conditions, while remaining consistent with the larger 

European goals. Thus, the Commission Entrepreneurial Action Plan compliments the European 

Charter for Small Enterprises, bringing together top down and bottom up approach and 

recommendations for best strategies to support entrepreneurship development. 

 Given this optimal framework perfect coordination between bottom up and top down 

authority could be assumed to maximize entrepreneurial capacity. However, one of the primary 

gaps of the framework falls within the pragmatic functioning of each level. The assumption that 

institutional frameworks suffice regional entrepreneurial development needs lacks recognition of 

cultural and social roles within a particular entrepreneurial culture. This potentially hinders a 

multidisciplinary policy model at the centralized level, dismissing the influence of cultural and 

psychological explanatory factors as determinates to entrepreneurial activity. By focusing on 

economic and institutional definitions of entrepreneurship at the centralized level the 

entrepreneurial pursuit may be deterred, for although history has confirmed the success of 

strategies of regulatory and institutional modeling, a lack of understanding for a culture’s 

propensity to respond to such incentives diminishes the ability to identify an optimal policy 

model that can effectively account for all explanatory factors.  

Entrepreneurship in South Eastern Europe 
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 The entrepreneurial-economic relationship thrives on the assumption that individuals 

identify opportunities that can enhance production at any stage of economic growth if proper 

incentives are in place. However, the consensus of entrepreneurship’s ability to recognize these 

opportunities in efficiency and innovation lies primarily in the empirical evidence of market 

economies, as little research has been extended to the examination of how previously planned 

economies, in particular the countries of SEE, will respond to such environmental incentives. 

The possibility that this region will diverge from the historical growth and entrepreneurial trends 

that market economies have experienced is highly probable. This premise lies to some extent on 

the role expectations of institutional frameworks within the region, and in larger part on the 

entrepreneurial cultural ideologies imbedded within the historical values and systems of SEE. 

 With the dismantling of the existing economic, social, and political culture in 1989 SEE 

underwent a ‘big bang’ course of market reform (White, Batt, & Lewis, 2003). The transition era 

of the 1990’s was highlighted by expedient liberalization of prices and privatization efforts in the 

expectation that this would lead to the rapid emergence of a healthy market economy in which 

capitalist defined entrepreneurs would flourish. This institutional restructuring method has 

remained, continuing to be a strategic tactic in economic policy regardless of the dubious 

understandings for the extent to which values and norms have shifted. External influences on 

institutional and regulatory indicators have provided evidence of the changes in the formal 

arenas. Regardless, the functioning capacity of the new structures, in addition to the ambiguous 

social transitions, have made it difficult to assess the breadth to which SEE society is motivated 

by the same incentives as the long running market economies.   

 In an effort to better understand the true positioning of SEE in regard to perceptions and 

motivation, cultural reflective indicators may need to play a larger role within the policy process. 

The overall premise of such cultural indicators lies in their ability to provide explanations as to 

why and how individuals are motivated and responds to incentives. Although the ambiguity of 

such qualitative discussion makes it difficult to select appropriate indicators, throughout 

entrepreneurial literature cultural factors have largely focused upon how levels of regional 

corruption, postmaterial positioning, extent of individualism, risk behaviors and institutional 

trust influence an individuals’ entrepreneurial perceptions. Given the historical and current 

context of SEE the study assumes that a relatively high degree of corruption, collective mindset, 
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risk adverseness and institutional weariness will influence the regional response to 

entrepreneurship in different fashions relative to how the grander European states have 

responded to similar regulatory and economic incentives.  

 The importance of recognizing the potentially lagging cultural shift relative to the formal 

institutional changes is essential in understanding how the present economic indicators are not 

necessarily indicative of the cultural status and positioning of a society. Consideration for the 

influence of these engrained pre-transformation value,s and the extent to which cultural shifts 

have occurred, remain difficult to measure based solely upon economic and institutional 

benchmarks. Dana (2005) reaffirms this notion in stating that although the transformation period 

is characterized by economic and regulatory reform the change in mind set does not necessarily 

take the same historical course. Thus, a state of cultural inertia may remain, potentially within 

the perceptions that are assumed to be independent factors of entrepreneurship (Dana, 2005).  

 As history plays an important role in influencing how individuals and organizations make 

current decisions, and how the push to change introduces a drive to combine old elements with 

new elements, there is evidence that the motivations and incentives of historical market 

economies may differ relative to the formerly planned economies (Delano, 2005).  In reference 

to entrepreneurship, assigning entrepreneurial action plans based upon a historical model that is 

institutionally and regulatory intensive holds the threat of misguiding action plans and initiatives 

in the current policy agenda. The linkages between culture and entrepreneurship are by no means 

simple and straight forward however, given the possibility for regional variation among 

independent variables of entrepreneurship the potential for regional discrepancies is highly 

probable and a noteworthy issue in policy analysis.  

 The EC’s vertical framework of political roles and implementation in theory provides 

multidisciplinary policy cooperation between the centralized and the bottom up structures, 

enabling each level to maximize their core competencies in relationship to entrepreneurial 

pursuits. Albeit, the lack of understanding for culture variation among primary entrepreneurial 

drivers, in addition to the acknowledged discrepancies in dialogue mechanisms between the 

various business and government entities, tendencies for short run sided support, and a high 
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degree of institutional turbulence and turnover, may threaten the ability to properly identify and 

execute the optimal incentives to augment entrepreneurship in the region of SEE.   

The EC has recognized many of the regulatory and institutional constraints facing the 

development of entrepreneurship in SEE, illustrating that the current initiatives are not 

necessarily ill directed. Rather, the point of this study is to examine the constraints beyond the 

already recognized regulatory and economic environments that may hinder the propensity for a 

growing entrepreneurial culture in SEE. As the study hypothesizes a certain degree of regional 

variation in cultural entrepreneurial drivers an opportunity may arise to identify ways in which a 

more robust policy model can be formed in order to address perceived regionally specific 

barriers within the entrepreneurial framework. 
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DATA AND METHODOLOGY 

 In support of the theoretical analysis the study has developed an empirical model to 

examine variation among the independent factors, which throughout the literature are assumed to 

influence a society’s entrepreneurial propensity. The method employed to accomplish such a task 

begins with a primary analysis of the difference in means in independent variables between the 

two dummy populations of Balkans and non Balkan regions in order to establish the extent of 

regional variation. Following the determination of variation between the controlled SEE region, 

to that of the larger European population, the second phase of the study investigates the direct 

influences that each independent variable has on the dependent MSME growth variable. Direct 

influences of economic, regulatory and cultural factors are examined via correlation tests of 

MSME growth and controlled positive MSME growth. In a pursuit of best understanding the role 

of culture the analysis expands its investigation, replicating Wennekers, Thurik, Stel and 

Noorderhaven (2007) methods, which explore the possible indirect influences of culture on the 

rate of business ownership. In respect to Wennekers, Thurik, Stel and Noorderhaven (2007) 

relatively successful attempts at determining the influence of the cultural variable of uncertainty 

avoidance on the rate of business ownership, this study establishes a similar framework that adds 

in a regulation or economic term between MSME growth and the cultural proxy of risk in order 

to better understand the changes of cultural importance on MSME growth with the inclusion of 

additional factors. Under this methodological framework the study aims to identify the role of 

culture on entrepreneurial growth, lending insight onto the extent, and in which ways, each of the 

identified entrepreneurial variables interacts with the dependent entrepreneurial variable. 

 

COUNTRIES  

 The countries included within the parameters of SEE include Bulgaria, Romania, 

Macedonia, Albania, Croatia, Bosnia and Herzegovina, and Serbia and Montenegro. Throughout 

literature this region of countries is typically referred to as South Eastern Europe, and will be the 

regional focus under investigation. With intentions of examining variation in independent factors 

the study also includes European nations that could provide adequate data for the given model 
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variables. Countries included within the study in order to provide the opportunity for cross 

cultural comparison include Austria, Belgium, Czech Republic, Denmark, Finland, France, 

Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Netherlands, Poland, Portugal, 

Slovakia, Slovenia, Sweden, and United Kingdom. Under the purpose of regional investigation a 

country dummy variable of ‘Balkan’ or ‘non-Balkan” has been introduced to differentiate the 

seven SEE countries relative to the other European countries.   

Country exclusions arise from lacking availability of data in a number of the study’s data 

sources. Using a two phase time comparison of 2000 and 2005 the study has chosen to recognize 

the current separation of Montenegro and Serbia, however in situations where these two entities 

are represented by the same data, the data is used for both countries. The same strategy is used in 

various 2000 data, where in particular cases the broad definition of Yugoslavia is used rather 

than country specific measurements. In addition, particular European countries have not been 

included into the study analysis as a result of major constraints in data availability. It is necessary 

to note that the study data derived from numerous sources, particularly within the SEE data. As a 

result of this lack of systemized data sources a certain degree of caution should be used when 

drawing conclusions from the analysis.  

 

DEPENDENT VARIABLE  

 The World Banks Micro, Small, and Medium Enterprise database provides MSME data 

for all countries at a 2000 and 2005 level, with a change in MSME calculated from the figures. In 

providing this data a forewarning is offered by The World Bank regarding the precision of the 

data, as the majority of records come from secondary national sources who may have differing 

definitions of  Micro, Small, and Medium Enterprises (MSMEs). Despite these potential 

discrepancies, the World Banks database offers the best known data of this sort to date. In 

defining MSME the study uses the general reference of the EC and the majority of international 

organizations, categorizing  companies with fewer than 10 as “micro”, with fewer than 50 

employees as "small", those with fewer than 250 as "medium". 
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 In theorizing the trends among the dependent variable of MSME change between 2000 

and 2005 there may be an initial assumption for regional similarities among Western European 

countries, 2004 EU entrants, and the SEE, as economic and regulatory environments are 

presumed to be at relatively similar stages of development. However, in examining the data it is 

difficult to identify any specific trend. Assuming that the outlying MSME figures are associated 

in some fashion to data error, the majority of SEE countries have a generally similar MSME 

growth, averaging about 1.6 percent growth, or 2.38 with the exclusion of Bosnia and 

Herzegovina’s negative figure. In comparison the 2004 EU entrant countries have no identifiable 

trend, ranging from -43.3 to 21.0, and lending to the assumption that critical data error in how 

MSMEs are perceived and recorded exists. Despite this large range, European trends illustrate a 

large bracket of countries with 1 to 2 percent growth and 7 to 8 percent growth, with a minimal 

number of extreme outliers.  Given these findings the study intentions are supported, as 

explanations for MSME variation are sought.  

 

EMPIRICAL INDICATORS 

 A consensus throughout entrepreneurial literature has assigned a number of indicators 

that have empirically illustrated a relationship with entrepreneurship. Such indicators include;   

 

Gini Coefficient- The Gini Coefficient is representative of inequality of income distribution or 

inequality of wealth distribution within a particular economy. A positive correlation between 

greater income disparity and entrepreneurial activity is often assumed under the notion that equal 

income distribution may limit the required accumulation of assets demanded to facilitate 

enterprise formation. This positive correlation is supported both from a push and pull 

perspective, where at points of inequality individuals at the low end of the spectrum may be 

more inclined to seek self employment, and large variations in income create more differentiated 

demand opportunities. Data for this indicator is provided by the 2000 and 2005 World Bank 

World Development Reports.  
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Female Economic Participation- Although varying across nations, a general negative 

correlation between female economic participation and entrepreneurship exists, as vast 

employment studies have identified a propensity for women to be less involved in either self 

employment or early stage entrepreneurial activity relative to men. In this regard a higher female 

economic participation level is presumed to lower overall business ownership in the aggregate 

labor force. In this study female economic participation is measured as a percent of female 

participation within the labor force. Data for this indicator is provided by the 2000 and 2005 

World Bank World Development Reports.  

 

Purchasing Price Parity- The per capita Purchasing Power Parity is a tool used to equalize 

purchasing power differences among countries for a given basket of goods. This indicator 

illustrates a per capita purchasing power and standard of living in to which countries can be 

compared and contrasted systematically. A positive relationship between PPP and 

entrepreneurship is assumed, where low PPP represents constraints for a viable market to 

emerge. Under the same notion increases in PPP are assumed to be a reflection of the 

manifestation of economic development. Data for this indicator is provided by the 2000 and 

2005 World Bank World Development Reports. Data for this indicator is provided by the 2000 

and 2005 World Bank World Development Reports. In cases of Bosnia and Herzegovina, 

Bulgaria, Croatia, Czech Republic, Serbia, and Slovenia the 2000 CIA World Factbook is used to 

provide PPP information in supplement to lacking 2000 World Development Reports data.  

 

GDP - The general consensus throughout literature assumes a U-shaped relationship between 

GDP and entrepreneurship. On the demand side a rising per captia income is reflective of a 

differentiation of consumer demand that generates entrepreneurial opportunities in new markets. 

On the supply side a positive correlation is expected, as the attainment of higher levels of 

security and human motivations offers a window for entrepreneurship as an occupational choice. 

The 2000 GDP snapshot is used as the primary GDP indicator within the model order to avoid 
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conflicting variable results due to growth measurements of both independent and dependent 

variables. The 2000 Penn World Table database is used to accumulate GDP positioning for each 

country in 2000. 

 

Population Density- There is no consensus on a positive or negative correlation between 

population density and entrepreneurship, where as higher population density is conducive to new 

entrepreneurship in many service industries, a low population density requires entrepreneurship 

in the minimum supply factors of retail trade repair and personal service in each thinly populated 

region. Population density is measured by the midyear population divided by land area in square 

kilometers. Data for this indicator is provided by the 2000 and 2005 World Bank World 

Development Reports. In cases of Bosnia and Herzegovina, Montenegro, and Serbia 2000 UNDP 

Population data is used to provide population density information in supplement to lacking 2000 

WDR data.  

 

REGULATORY AND BUSINESS ENVIRONMENT INDICATORS  

 The indicators used to measure the regulatory and business environment are derived from 

The Heritage Foundation’s 2000 and 2007 Index of Economic Freedom database. An exception 

for 2000 data is made for Serbia, Montenegro and Macedonia, where the study has substituted 

2000, for 2002 indicators, the first year that the Index of Economic Freedom recorded data for 

these three countries. The study assumes that this group of regulatory indicators represents the 

institutional, structuring strategy that a large proportion of existing macroeconomic policy focus 

upon. A positive relationship is hypothesized between higher levels of freedom index ratings and 

entrepreneurship under the notion that such freedoms support the ability to capitalize on free, 

open market opportunities.  
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The Economic Freedom Indicator- is a reflection of “all liberties and rights of production, 

distribution, or consumption of goods and services. The highest form of economic freedom 

provides an absolute right of property ownership, fully realized freedoms of movement for labor, 

capital, and goods, and an absolute absence of coercion or constraint of economic liberty beyond 

the extent necessary for citizens to protect and maintain liberty itself. In other words, individuals 

are free to work, produce, consume, and invest in any way they please, and that freedom is both 

protected by the state and unconstrained by the state”.  

 

Regulatory Business Freedom- is an indicator representing the ability to create, operate, and 

close an enterprise quickly and easily. Burdensome, redundant regulatory rules are the most 

harmful barriers to business freedom. 

 

Trade Freedom- is a composite measure of the absence of tariff and non-tariff barriers that 

affect imports and exports of goods and services. 

 

Fiscal Freedom- is a measure of the burden of government from the revenue side. It includes 

both the tax burden in terms of the top tax rate on income (individual and corporate separately) 

and the overall amount of tax revenue as portion of GDP. 

 

The Freedom from Government indicator is defined to include all government expenditures—

including consumption and transfers—and state-owned enterprises. Ideally, the state will provide 

only true public goods, with an absolute minimum of expenditure. 
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Monetary Freedom is an indicator that combines a measure of price stability with an 

assessment of price controls. Both inflation and price controls distort market activity. Price 

stability without microeconomic intervention is the ideal state for the free market. 

 

Investment Freedom- is an assessment of the free flow of capital, especially foreign capital. 

 

Financial Freedom- is a measure of banking security as well as independence from government 

control. State ownership of banks and other financial institutions such as insurer and capital 

markets is an inefficient burden, and political favoritism has no place in a free capital market. 

 

Property Rights- is an assessment of the ability of individuals to accumulate private property, 

secured by clear laws that are fully enforced by the state. 

 

CULTURAL INDICATORS  

Corruption- The study uses Transparency Internationals Corruption Perceptions Index as a 

measurement for corruption. The CPI ranks each country’s perceived level of corruption relative 

to the international policy agenda. The same index rating was used in 2000 for Albania, Bosnia 

and Herzegovina, Macedonia, Montenegro, and Serbia as a result of the CPI’s general 

Yugoslavia rating. No formal consensus in regard to the relationship between corruption and 

entrepreneurship exists, however the study assumes that in the policy context corruption hinders 

formal initiatives in augmenting entrepreneurial activity.  
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Postmaterialism- The study uses the 2004 World Values Survey Postmaterial indicator as 

designed by Ronald Inglehart. The measurement of postmaterialism is assigned via the survey 

question: 

 “If you had to choose, which one of the things on this card would you say is most important? 

And which would be the next important?  

a) Maintaining the order of the nation 

b) Giving people more say in government decisions 

c) Fighting rising prices 

d) Protecting freedom of speech 

The World Values Survey, in suit with postmaterial theory, assumes that options A and C reflect 

a materialist value, where as options b and d reflect a postmaterial value. To avoid the case of 

mixed options from the two part question template the study has chosen to analyze only 

participants’ first answer, as this may best reflect their primary position. This first question has 

been transformed into a percent and ratio indicator to reflect the percent of postmaterialist 

attitude or ratio of postmaterial attitude relative to Material attitude in a given country.  

Individualism- The study uses the 2004 World Values Survey to measure the level of 

individualism within a country. The study has chosen the following question to represent an 

individuals’ perception of individualism. 

“Please use the scale where I means “not at all” and 10 means “ a great deal” to indicate how 

much freedom of choice and control you feel you have over the way your life turns out.” 

a) 1 Not at all 

b) 2 

c) 3 

d) 4 

e) 5 

f) 6 

g) 7 
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h) 8 

i) 9 

j) 10 A great deal  

The study assumes that responses indicating more emphasis towards “a great deal” reflect 

individualist tendencies.  A positive correlation is expected between individualism and 

entrepreneurship. 

 

Risk Uncertainty- The study uses the 2004 World Values Survey to measure the level of risk 

uncertainty within a country. The measurement of risk uncertainty is assigned via the survey 

question: 

“People should take more responsibility to provide for themselves vs The government should 

take more responsibility to ensure that everyone is provided for” 

a) 1 People should take more responsibility  

b) 2   

c) 3   

d) 4   

e) 5   

f) 6   

g) 7   

h) 8   

i) 9   

j) 10 The government should take more responsibility 

The study assumes that responses indicating more importance on government responsibility 

reflect risk adverse tendencies. A negative correlation is expected between risk adverse and 

entrepreneurship.  
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Trust- The study uses the 2004 World Values Survey to measure the level of trust within a 

country. The measurement of trust is assigned via the survey question:  

‘Using the responses on this card, could you tell me how much you trust (Nationality) people in 

general?  

a) Trust completely 

b) Trust a little 

c) Neither trust not distrust 

d) Not trust very much 

e) Not trust at all 

The study works under the assumption that there a historical propensity for formerly planned 

economies to be less trustful of relying on institutions exists, where a general mentality for 

people to enter into a situation expecting chance outcome rather than logical outcome may exist. 

This belief in fate beyond ones control acts as an indicator to the degree in which a society is 

willing to participate in entrepreneurial activity as a result of the institutional structures that have 

been put in place to support such pursuits.  
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DATA ANALYSIS 

 The intentions of the empirical analysis are to better understand the regional variation 

among, and the extent to which, independent variables influence entrepreneurship in an effort to 

identify best strategies for augmenting entrepreneurial activity in a given society. However, the 

study must acknowledge the limitations of inference due to unavoidable constraints within the 

nature of available data.  In this regard results may be used only to reflect general hypotheses in 

entrepreneurship relationships, encouraging further research in order to draw more explicit 

conclusions on entrepreneurial trends.  

 Given the theoretical assumptions the original systems model is assumed to have three 

categories of independent variables that directly influence the dependent variable MSME growth. 

The initial study model presumes that these three categories of indicators are relatively 

independent of each other in influencing MSME growth.  

Initial Model Hypothesis  

 

 

T-Test of Difference Between Population Means 

 An initial T-test is used to identify statistical significance in the differences in means 

between the regions of SEE relative to the larger European population. The findings provide 

sufficient evidence that economic variables of GDP and Purchasing Power Parity (PPP), as well 

as all regulatory related variables (Economic Freedom, Regulatory Business Freedom, Trade 
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Freedom, Fiscal Freedom, Freedom for the Government, Monetary Freedom, Investment 

Freedom, Financial Freedom and Property Freedom) are significantly different between the two 

regions at a .05 confidence. In addition, the T-test results demonstrate statistical significance in 

difference (.05) between group means for Corruption, Trust, Individualism, Risk Uncertainty and 

Postmaterialism variables. See Appendix B for the T-test results of the difference between group 

means of independent variables. 

 Given the differences in means between the two population groups the study can 

conclude with a reasonable amount of confidence that regional variation among a number of the 

economic, regulatory and cultural factors that have, throughout literature been theorized to 

influence the propensity of the entrepreneurial culture, exists. 

 

Correlation Test 

 To test the extent to which each independent variable directly influences 

entrepreneurialism in the definition of MSMEs a correlation test is run on the dependent variable 

of MSME to each independent variable. The study has distinguished significant correlation being 

that of .15 or greater. The results illustrate significant correlation to MSME in the economic 

variables of the Income Distribution, PPP, and GDP, as well as in the majority of regulatory 

indicators (Economic Freedom, Business Regulatory Freedom, Trade Freedom, Fiscal Freedom, 

Investment Freedom, Financial Freedom, and Property Freedom). Significant correlation is also 

identified in cultural variables of Corruption and Risk Uncertainty. All of the variables that have 

shown significant correlation to MSME also have significant differences in means between SEE 

and the larger EU state, with the exception of the Income Distribution.  See Appendix C for the 

correlation test results between independent variables and MSME.  

 Such results indicate that although significant differences in economic, regulatory and 

cultural variables may exist, indicators within the economic and regulatory categories have the 

most number of significant correlations to MSME. In this regard, the study can hypothesize that 

although cultural attitudes may matter in augmenting entrepreneurial activity, they may in fact be 
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shadowed by either the regulatory environment or the general economic security that is being 

had within a specific region at a period in time.  

 

MSME Positive Growth Control 

 In response to the inconclusiveness of cultural roles within the correlation test, the study 

redefines its dependent variable to better meet the intentions of understanding what factors 

augment positive MSME growth, investigating the direct correlations for only those countries 

that have experienced positive MSME growth over the course of 2000 to 2005.  The economies 

that were eliminated from this analysis as a result of negative MSME growth between 2000 and 

2005 included Belgium, Czech Republic, Denmark, Greece, Hungary, and Bosnia and 

Herzegovina.  

 Rerunning the T-test, controlling for positive MSME growth economies, the difference in 

means between SEE and the larger European population is significant (.05) with the same group 

of independent variables as the original T-Test with the exception of losing statistical 

significance in Investment Freedom and Trust.  

 Identifying significant correlations (>.15) between independent variables and MSME in 

controlled positive MSME growth economies vastly improves the correlation significance for 

culturally specific variables. Significant correlation remains in economic variables of Income 

Disparity, PPP and GDP, and all regulatory variables with the exception of Freedom from 

Government, as well as cultural variables of Trust, Risk Uncertainty, Individualism, 

Postmaterialism, and Corruption. See Appendix D for correlation test results when controlling 

for positive MSME growth.  

 The results suggest that in economies experiencing positive growth economic, regulatory, 

and cultural factors all have a significant role on entrepreneurialism, relative to economies with 

static or declining entrepreneurialism. However, both of these hypotheses remain constrained in 

causality claims as the possibility that an increasing correlation of cultural significance may be 

more a result influenced from changes within the other independent economic, political and 
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environmental factors. This probability arises as entrepreneurial growth may act as a proxy or 

indicator for social changes, the same changes that may induce change within the independent 

cultural values of this study.  

  Given this, the conclusion that can be made, when controlling for positive MSME 

growth economies, is limited to the acknowledgment that multidisciplinary factors, interrelated 

with the MSME growth process, exist. Thus, such ambiguity of direct correlation results 

instigates the need to examine how the independent variables interact together, both directly and 

indirectly, with the dependent variable. 

 

Direct Entrepreneurial Influences- Base Model 

In an attempt to examine how the independent indicators combined directly influence the 

dependent variable a base model is constructed that uses a full regression of all independent 

factors.  However, in running this analysis the significance of all factors dramatically drops, 

insinuating that all independent variables may not directly influence the dependent variable the 

same. See Appendix E for regression results of the base model. Given this inability of the full 

regression to provide any conclusive findings under statistically significant analysis, the study 

reassesses the roles of regulation, economics and culture with the presumption that culture may 

hold more indirect influences that need be further examined. 

 

The Changing Influence of Culture 

As the study has relied heavily upon theoretical literature to construct the current 

framework the strategy imposed by Wennekers, Thurik, Stel and Noorderhaven (2007), to test 

the indirect and direct influences of culture on business ownership in 21 OECD countries, has 

been replicated. Similar to their study, that examines the indirect influence of risk uncertainty by 

introducing an interaction variable between risk uncertainty and business ownership, the current 

study investigates how the addition of regulation and economic variables affects culture’s 
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influence on entrepreneurship. Risk is used as a proxy for the general cultural indicator under the 

assumption that how an individual feels towards the government’s role provides an overall 

representation of the extent that they are willing to be risk adverse, experience trust, are 

postmaterialist oriented and possess individualist traits. The original correlation between the risk 

variable and MSME growth is significant at p<.05. See Appendix F for the results of additional 

regulation and economic variables on culture influence. These results illustrate that culture alone, 

with no additional factors included, significantly influences entrepreneurship. However, with 

inclusion of the variables Female Labor Participation, GDP, Economic Freedom, Business 

Regulation Freedom, Trade Freedom and Fiscal Freedom the significance of culture is lost. 

Culture only remains significant in cases when the interaction variable included Income 

Disparity, PPP, Population Density, Government Freedom and Monetary Freedom. In addition, 

interaction variables of Income Disparity, Economic Freedom, Regulation Freedom, and Trade 

Freedom all illustrated significance at .05%.  From these findings it can be assumed that 

although culture has a direct influence on entrepreneurialism when all other regulation and 

economic variables are controlled for, in a more pragmatic setting, which includes a 

multidisciplinary analysis, culture’s significance is decreased with the addition of regulatory and 

economic explanatory factors.  

In light of this analysis, in compliment to the existing theoretical data that holds an 

overall consensus towards regulation and economic as more proximate causes for 

entrepreneurship, the study creates a new hypothesis that suggests that in economies 

experiencing positive MSME growth, economic, regulatory, and cultural factors all play a role in 

influencing entrepreneurialism. Given such circumstances, in addition to the difficulty in 

determining order and causality, the study reexamines its initial model and hypothesizes that 

cultural factors may not be entirely independent, but rather a variable that is also influenced by 

economic and regulatory variables. The new order model illustrates the interrelated relationships, 

assuming;   
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In this scenario the independent variables are codependent, with culture both affecting and 

affected by the other independent variables of economics and regulation. In working from the 

existing theoretical literature and the results of this data, the study concludes that regulation and 

economics remain a primary, more direct influence on entrepreneurship, opposed to the more 

indirect culture variable that detracts in significance the addition of economic and regulatory 

variables to the equation. The study creates a concluding hypothesis that a two way relationship 

between entrepreneurship and economic development exists, where entrepreneurship augments 

economic development, but based upon the U-shaped trend of entrepreneurship, the level of 

economic development can also induce or deduce entrepreneurial activity. Thus, this broad 

modeling, which is mandatory in a case of inconclusive causation, illustrates an extremely 

multidisciplinary model where independent and dependent variables remain highly codependent 

upon each other throughout the economic, regulatory and cultural transitions that occur within a 

society over time.  
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KEY FINDINGS AND CONCLUSION 

 The fundamental role of public administration resides in the organization of government, 

policy agenda setting, budgeting, implementation, management and intergovernal relations, with 

public policy simply defining what government does or does not do (Dye, 2004). Given this role 

public policy can be viewed as a set of interrelated decisions taken by the actor as a means to 

achieving a specified situation (Jenkins, 1978). Within the context of EC entrepreneurial policy, 

for the industrializing to post industrializing economies of SEE, central issues in public policy 

focus on assisting in the capital, technology and knowledge intensive sectors via formalized 

institutional support.  

When devising the policies to which are best suited for optimizing entrepreneurship the 

EC relies heavily on distributive, redistributive, material, and procedural policy mechanisms that 

encompass organization based, treasure based and information based instruments to induce 

entrepreneurial activity. Although the formal EC entrepreneurial plan idealizes a mixture of top 

down and bottom up approach to implementation, in reality a large proportion of power remains 

at the centralized level, where such positions pay particular focus on creating the proper 

institutions to encourage compliance with accession targets. This approach, although a key factor 

in the conditional convergence plan to develop a support environment, holds an overt fault in 

potentially disregarding culturally imbedded regional incentives.  

 Although the importance of the formal regulatory and economic structures cannot be 

dismissed, the optimal systems theories of policy credit an interdisciplinary examination of the 

complex interactions between nature, society and science (Dye, 2004). More specifically, 

prototypical interdisciplinary policy frameworks allow for an analysis that describe all objects 

and factors of a situation that work in concert to produce some end result. Thus, in the context of 

a well thought out model for entrepreneurship the original study hypothesis assumed that all 

factors related to entrepreneurship need be considered within the EC policy model in order to 

optimize entrepreneurial development. This theory falls under the premise that in order to 

optimize policy inputs the purpose of the actors, in addition to the institutional structures, must 

be acknowledged, where in understanding the activities and motivations of actors the process 

itself is better understood. Thus, throughout this discussion the study has attempted to identify 
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the degree to which economic, regulatory and cultural factors influence entrepreneurship, 

particularly in how these factors vary across regions and call a need for regionally adapted policy 

procedures. 

 In the process of this research, given the available data, it has become evident that no 

definitive conclusion on the extent to which culture influences the entrepreneurial propensity of 

SEE can be made, where despite the original hypothesis that culture indeed plays a significant 

role in motivating entrepreneurial activity, the findings do not support such a claim. Rather, the 

conclusions are more supportive of the existing policy strategies for regulation and economic 

incentives, where regardless of the existing cultural diversification there is no sufficient evidence 

that cultural has a large enough role in augmenting entrepreneurship. Given such results, the 

study concludes that although culture is distinct, it is not necessarily influential enough to 

disclaim the existing conditional convergence development strategies.  

Albeit, culture remains an important support element that cannot be fully dismissed 

within the policy dialogue, where although culture’s direct and indirect relationship to 

entrepreneurship may not be a sufficient enough factor to instigate policy modification at a 

macro level, it does remain interconnected to the economic and political trajectories that need my 

managed in order to optimize entrepreneurial activity. Thus, the significance of the study’s work 

is not lost despite the fact that the primary question of cultural influence is unfounded, as 

throughout the process of examining the EC entrepreneurial framework and entrepreneurship, in 

the context of SEE, a number of issues have manifested.  

 To one regard the research has provided the basis for ongoing dialogue that supports 

culture credibility within policy, as the study has illustrated that entrepreneurial ideologies are 

distinct across regions. Furthermore, the creation of indicators for the more qualitative cultural 

factors assist in the development of cultural research, supporting the rigorous process of 

identifying means to integrate tangible cultural factors into policy models.  In addition, as a side 

observation of the research, the incompleteness of a sound policy model for entrepreneurship has 

become evident. This incompleteness lies particularly in the lack for any long run form of 

systematic monitoring and evaluation plan, as even current data lacks standardized indicators, 

clear outcome targets, and established analysis and modification criteria. These points, although 
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not in stride to the original study intentions, shed a new element of light onto the complex 

economic policy process that SEE and the EC are currently engaged in.  

Given such findings, the study can conclude that its original assumption of culture’s 

essential role in driving entrepreneurship is relatively unfounded, and rather culture acts as a 

supplemental element to creating changes within the social, economic and political arenas, to 

which are more influential on entrepreneurial motivation. Regardless of this inability to support 

the original cultural assumptions the study is able to achieve its ultimate goal of identifying the 

factors to which are most pertinent to entrepreneurial activity, where the negative culture results 

provide additional support to the existing macro strategies. In this sense, the study has 

acknowledged the entrepreneurial potential and examined the factors that influence this 

potential; it has provided a thorough examination of the primary roles of the EU in the SEE 

entrepreneurial process, as well as in the accession process in general; and in turn it has brought 

up key points of culture that must always, regardless of ambiguous nature, be considered in the 

process of external driven change.  

There is no golden rule for policy procedure however, throughout the policy process there 

must always be an attempt to consider the larger picture and all the factors involved, regardless 

of policies direct interaction with all factors. In this sense, policy must always challenge the 

ubiquitous faults that reside in the simplicity of relying on historical or blanket policy 

approaches, continually questioning its own tactics and approaches. The study has done just that; 

it has proposed alternative factors, and found that such alternative factors are not as important as 

the existing focused upon factors. In this sense, the ultimate objective is not to uphold a historical 

theory but rather identify the efficiency of the inputs of policy, the effectiveness of the chosen 

policy mechanisms, and the extent to which the given output is meeting initial expectations and 

purpose, where in consideration for all of these elements and phases of the policy process, a 

more holistic approach may evolve that optimizes policy resources in a way that can best 

augment the entrepreneurial, economic and social development of SEE.  

 

   



47 

  



48 

  

WORKS CITIED 

Abramowitz, M. (1998). Catching Up, Forging Ahead, and Falling Behind. In M. Seligson & J. 
Passe-Smith (Eds.), Development and Undevelopment: The Political Economy of Global 
Inequality. Boulder: Lynne Rienner. 

Audretsch, D., & Thurik, R. (2004). A Model of the Entrepreneurial Economy. Jena: Max Planck 
Institute of Economics, Group for Entrepreneurship, Growth and Public Policy. 

Baumol, W. (1998). Productivity Growth, Convergence, Welfare. In M. Seligson & J. Passe-
Smith (Eds.), Development and Undevelopment: The Political Economy of Global 
Inequality. Boulder: Lynne Rienner. 

Beugelsdijk, S. (2007). Entrepreneurial Culture, Regional Innovativeness and Economic Growth. 
Journal of Evolutionary Economics, 17(2), 187-210. 

Carree, M., Stel, A., Thurik, R., & Wennekers, S. (2002). Economic Development and Business 
Ownership: An Analysis Using Data of 23 OECD Countries in the Period of 1976-1996. 
Small Business Economics, 19(3), 271. 

Cunningham, J. B., & Lischeron, J. (1991). Defining Entrepreneurship. Journal of Small 
Business Management, 29(1), 45-61. 

Delano, B. (2005). Institutions and Entrepreneurship: A Comparative Evalution of South-
Eastern Europe. Trento: University of Trento School of International Studies. 

Dana, L. (2005). When Economies Change Hands : A Survey of Entrepreneurship in the 
Emerging Markets of Europe from the Balkans to the Baltic states. New York: 
International Business Press. 

Dye, T. (2004). Understanding Public Policy. Upper Saddle River: Prentice Hall. 

Easterly, William. (2001) The Elusive Quest for Growth; Economists’ Adventures and 
Misadventures in the Tropics. Cambridge: MIT Press. 

Gelderen, M. v., & Frese, M. (2000). Strategies, Uncertainty and Performance of Small Business 
Startups. Small Business Economics, 15(3), 165. 

Grillo, I., & Thurik, R. (2005). Entrepreneurial engagement levels in the European Union Jena: 
Max Planck Institute for Research into Economic Systems, Group for Entrepreneurship, 
Growth and Public Policy. 

Herrero-Rada, S. (2005). The Green Paper on Entrepreneurship: Entrepreneurship Action Plan. 
Local Economy, 20(1), 98-103. 



49 

  

Inglehart, Ronald. (1997). Modernization and Postmodernization: Cultural, Economic and 
Political Change in 43 Societies. New Jersey: Princeton University Press.  

Jenkins, W. I. (1978). Policy Analysis. A Political and Organisational Perspective. London: 
Martin Robertson. 

Kuznets, S. (1998). Economic Growth And Income Inequality. In M. Seligson & J. Passe-Smith 
(Eds.), Development and Undevelopment: The Political Economy of Global Inequality. 
Boulder: Lynne Rienner. 

McClelland, D. (1998). Development and Undevelopment: The Political Economy of Global 
Inequality. In M. Seligson & J. Passe-Smith (Eds.), Development and Undevelopment: 
The Political Economy of Global Inequality. Boulder: Lynne Rienner. 

Noorderhaven, N., Thurik, R., Uhlaner, L., & Wennekers, A. (2004). Culture's Role in 
Entrepreneurship: Self-Employment Out of Dissatisfaction. Tilburg: Institute for 
Research on Intercultural Cooperation. 

Potter, J. (2005). Entrepreneurship Policy at Local Level: Rationale, Design and Delivery. Local 
Economy, 20(1), 104-110. 

Praag, C. M., & Cramer, J. S. (2001). The Roots of Entrepreneurship and Labour Demand: 
Individual Ability and Low Risk Aversion Economica, 68(269), 45-62. 

Tiessen, J. H. (1997). Individualism, Collectivism, and Entrepreneurship: A Framework for 
International Comparative Research. Journal of Business Venturing, 12(5), 357. 

Uhlaner, L., & Thurik, R. (2007). Postmaterialism Influencing Total Entrepreneurial Activity 
Across Nations. Journal of Evolutionary Economics, 17(2), 161-185. 

UNESCO. (2008). UNESCO education server: UNESCO. 

Verheul, I., Wennekers, S., Audretsch, D., & Thurik, R. (2001). An Eclectic Theory of 
Entrepreneurship: Policies, Institutions, and Culture. On Tinbergen Institute Discussion 
Paper Rotterdam. 

Wennekers, S., Thurik, R., Stel, A. v., & Noorderhaven, N. (2007). Uncertainty Avoidance and 
the Rate of Business Ownership Across 21 OECD Countries, 1976-2004. Journal of 
Evolutionary Economics, 17 (2), 133-160. 

Wennekers, S., Van Wennekers, A., Thurik, R., & Reynolds, P. (2005). Nascent 
Entrepreneurship and the Level of Economic Development. Small Business Economics, 
24(3), 293-309. 



50 

  

White, S., Batt, J., & Lewis, P. (2003). Development in Central and Eastern European Politics. 
Durham: Duke University Press. 



51 

  

 

 

 

 

 

 

APPENDICES 

 



52 

  

APPENDIX A: Entrepreneurial Schools of Thought  

Entrepreneurial 

Model Central Focus Assumption 

Behaviors and 

Skills Situation 

Great Person 

School

Entrepreneur has an 

intuitive ability--and 

traits and instincts 

he/she is born with

Without the 'inborn' 

intuition the individual 

would be like the rest 

of us mortals who 

'lacks what it takes'

Intuition, vigor, 

energy, 

persistence, and 

self-esteem

Start-up

Psychological 

Characteristics 

School 

Entrepreneurs have 

unique values, 

attitudes, and needs 

which drive them 

People behave in 

accordance with  

their values; behavior 

results from attempts 

to satisfy needs

Personal values, 

risk taking, need 

for achievement, 

and others

Start-up

Classical School Central 

characteristic of 

entrepreneurial 

behavior is innovation

The critical aspect of 

entrepreneurship is 

in the process of 

doing rather than 

owning

Innovation, 

creativity, and 

discovery, 

Start-up and 

early growth 

Management 

School

Entrepreneurs are 

organizers of an 

economic venture; 

they are people who 

organize, own, 

manage, and 

assume the risk

Entrepreneurs can 

be developed or 

trained in the 

technical functions of 

management

Production 

planning, people 

organizing, 

capitalization, 

and budgeting

Early growth and 

maturity

Leadership 

School

Entrepreneurs are 

leaders of people; 

they have the ability 

to adopt their style 

to the needs of 

people

An entrepreneur 

cannot accomplish 

his/her goals alone, 

but depends on 

others

Motivating, 

directing and 

leading

Early growth and 

maturity

Entrepreneurship 

School

Entrepreneurial skills 

can be useful in 

complex 

organizations; 

entrepreneurship is 

the development of 

independent units to 

create market and 

expand services

Organizations need 

to adapt to survive; 

entrepreneurial 

activity leads to 

organizational 

building and 

entrepreneurs 

becoming managers

Alertness to 

opportunities, 

maximizing 

decisions

Maturity and 

change 

SUMMARY OF APPROACHES FOR DESCRIBING ENTREPRENEURSHIP 
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APPENDIX B: Differences in Means  

Indicator Pr>t 

Statistically 
Significant 

(<.05) 
Gini Coefficient 0.0653 N 
Female Economic Participation 0.9715 N 
Purchasing Price Parity  0.0001 Y 
GDP Change 0.0001 Y 
Population Density  0.0663 N 
Economic Freedom  0.0001 Y 
Regulatory Business Freedom  0.0001 Y 
Trade Freedom  0.0312 Y 
Fiscal Freedom  0.0001 Y 
Freedom from Government  0.0064 Y 
Monetary Freedom  0.0001 Y 
Investment Freedom  0.045 Y 
Financial Freedom  0.0035 Y 
Property Rights  0.0001 Y 
Corruption  0.0001 Y 
Trust 0.0152 Y 
Risk Uncertainty 0.0045 Y 
Individualism  0.0132 Y 
Postmaterialism % 0.001 Y 
Postmaterialism Ratio 0.011 Y 
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APPENDIX C: Correlation Test  

Indicator 
MSME 

Correlation* 
Gini Coefficient -0.342 
Female Economic Participation 0.046 
Purchasing Price Parity  -0.158 
GDP Change -0.158 
Population Density  -0.065 
Economic Freedom  -0.364 
Regulatory Business Freedom  -0.255 
Trade Freedom  -0.413 
Fiscal Freedom  0.209 
Freedom from Government  0.087 
Monetary Freedom  -0.280 
Investment Freedom  -0.409 
Financial Freedom  -0.289 
Property Rights  -0.167 
Corruption  -0.167 
Trust 0.043 
Risk Uncertainty 0.209 
Individualism  -0.039 
Postmaterialism % -0.074 
Postmaterialism Ratio -0.058 

 

* Significant correlation = < -.15 and >.15 
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APPENDIX D: Positive MSME Growth  

Indicator 

Statistically 
Significant 

(<.05) 
MSME 

Correlation* 
Gini Coefficient N -0.6018 
Female Economic Participation N 0.1063 
Purchasing Price Parity  Y -0.3566 
GDP Change Y -0.3642 
Population Density  N 0.0133 
Economic Freedom  Y -0.6374 
Regulatory Business Freedom  Y -0.5865 
Trade Freedom  Y -0.5439 
Fiscal Freedom  Y 0.3272 
Freedom from Government  Y -0.0846 
Monetary Freedom  Y -0.2934 
Investment Freedom  N -0.7102 
Financial Freedom  Y -0.4811 
Property Rights  Y -0.3393 
Corruption  Y -0.3864 
Trust N 0.174 
Risk Uncertainty Y 0.444 
Individualism  Y -0.1983 
Postmaterialism % Y -0.3497 
Postmaterialism Ratio Y -0.3219 

 

* Significant correlation = < -.15 and >.15 
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APPENDIX E: Direct Entrepreneurial Influences  

Indicator Pr>(.05) Significance

 Intercept 0.259

 Gini Coefficient 0.863 N

 Female Economic Particpation 0.330 N

 Purchasing Price Parity 0.390 N

 GDP Change 0.905 N

 Population Density 0.207 N

 Economic Freedom* 0.544 N

Corruption 0.352 N

Trust 0.998 N

 Risk Uncertainty 0.729 N

 Individualism 0.187 N

 Postmaterialism % 0.811 N

 Postmaterialism Ratio 0.909 N

 R-Square 0.649  

*Economic Freedom is the Regulatory proxy  
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APPENDIX F: Indirect Cultural Influence  

MSME* Significant Add Variable* Significant

Risk Uncertianty ** 0.0387 Y

Gini Coefficient 0.26 Y 0.019 Y

Female Economic Participation 0.743 N 0.707 N

Purchasing Price Parity 0.029 Y 0.624 N

GDP Change 0.217 N 0.859 N

Population Density 0.038 Y 0.629 N

Economic Freedom 0.88 N 0.018 Y

Regulatory Business Freedom 0.274 N 0.027 Y

Trade Freedom 0.731 N 0.011 Y

Fiscal Freedom 0.152 N 0.973 N

Freedom form Government 0.023 Y 0.261 N

Monetary Freedom 0.087 Y 0.495 N  

* Significant correlation = < -.15 and >.15 
** Risk Uncertainty is the Cultural proxy  
 

 

 

 


