
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

  

The Green Paper 'Entrepreneurship in 

Europe' 

 
Reaction from EIM Business & Policy Research 
 
 

 

Zoetermeer, July 2, 2003 

 



2  

 

 
 
 
 
 
 
 
 

 
 
 

 

 

 

The responsibility for the contents of this report lies with EIM. Quoting numbers or text in papers, essays and books is 
permitted only when the source is clearly mentioned. No part of this publication may be copied and/or published in any form 
or by any means, or stored in a retrieval system, without the prior written permission of EIM. 
EIM does not accept responsibility for printing errors and/or other imperfections. 

 



 3 

Contents  

 

I n t roduc t ion  5 

1 Ques t ion  1  7 

2 Q u es t i on  2  9 

3 Ques t ion  3  13 

4 Ques t ion  4  15 

5 Ques t ion  5  17 

6 Ques t ion  6  21 

7 Ques t ion  7  25 

8 Ques t ion  8  27 

9 Ques t ion  9  29 

10  Q u e s t i o n  1 0  31 
 

 
 
 
  
 





 5 

 Introduction 

In January 2003 the European Commission presented the Green Paper ‘Entrepreneurship in Europe’. 
This document presents the European entrepreneurial challenge, i.e. it identifies the key factors for 
building a climate in which entrepreneurial initiative and business activities can thrive. Policy measures 
should seek to boost the Union’s levels of entrepreneurship, adopting the most appropriate approach 
for producing more entrepreneurs and for getting more firms to grow.  
 
In order to meet this challenge, the Commission has formulated three pillars for action towards an en-
trepreneurial society: 
1 Bringing down barriers to business development and growth 
2 Balancing the risks and rewards of entrepreneurship 
3 A society that values entrepreneurship 
 
Based on these three pillars, ten questions were raised what could be done to move Europe towards 
an entrepreneurial society.  
 
EIM Business & Policy Research is pleased to formulate a reaction on the questions raised in the 
Green Paper. We have assembled our main comments and policy suggestions in the present report. 
Our reaction is strongly based on the findings from research in this area, both the many investigations 
carried out by EIM Business & Policy Research itself and several other studies and reports that are 
publicly available. Sometimes, research leaves several options open to policy makers or cannot give 
due attention to all relevant aspects. In all cases, of course, policy makers in the Member States and at 
the level of the European Union will have to make their own (political) choices. 
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1 Question 1  

 

What should be the key objectives for an agenda for entrepreneurship in the European Union and how 
should these relate to other political ambitions? How can be build a model for entrepreneurship in an 
enlarged Europe? 

 
In recent years, economic research has provided the following two insights: 
− Entrepreneurship matters. 

Entrepreneurship affects the economy both directly and indirectly, and at various levels, through 
innovation, competition and restructuring (Wennekers and Thurik, 1999). Empirical research has 
shown that both a higher rate of new business start-ups and a higher rate of turbulence (the sum 
of start-ups and closures) enhance, after a certain time lag, economic growth and job creation 
(Carree and Thurik, 2003). More specifically, an increasing ‘small firm presence’ in sectors of 
manufacturing s timulates ec onomic growth in those sectors (Carree, 2002). These findings from 
recent research bear out the economic importance of entrepreneurship within a wider perspective 
of growth theory at large, encompassing the role of education, scientific progress and scale ec o-
nomies.  

− Europe lags behind in entrepreneurship.  
Entrepreneurship in almost all member states of the European Union, as measured by harmo-
nized rates of ‘nascent entrepreneurship’, is structurally lower than in a group of ‘Anglo-Saxon’ 
countries, including Canada, the USA, Australia and New Zealand (Global Entrepreneurship 
Monitor, 2002). The main reasons for Europe’s arrears in entrepreneurship seem to be rooted in 
its culture and institutions (Audretsch et al., 2002; Bosma et al., 2002; Davidsson and Henrekson, 
2002; Van Stel et al., 2003). Specifically, incentive structures in Europe are not conducive to en-
trepreneurship. Also, many European countries have relatively high legal and administrative bar-
riers for business start-ups. Finally, cul tural and regulatory impediments to labour mobility and to 
knowledge transfer from universities to new businesses hamper entrepreneurship and innovation.  

 
If, as stated in the Green Paper ‘Entrepreneurship in Europe’, the European Union seriously and effec-
tively wants to foster its entrepreneurial drive, it must face the challenges that are inherent to the 
abovementioned facts. Key objectives will have to be:  
− Better incentives for entrepreneurship, including higher labour market flexibility and lower ‘oppor-

tunity costs’ of self-employment versus wage-employment;  
− Lower legal and administrative barriers for new business start-ups and incumbent enterprises; 
− Improved conditions for technology based enterprises, including easier knowledge transfer from 

universities and sufficient availability of venture capital. 
 
The cultural and institutional impediments to entrepreneurship in Europe are deeply rooted and by no 
means negligible. The attainment of these key objectives therefore asks for a long-term policy of struc-
tural reform, a road some Member States have already begun to follow. Additionally, policies stimula t-
ing and promoting entrepreneurship through support schemes, publicity campaigns, entrepreneurship 
awards, and by appoin ting former business leaders as Industry Minister or as a European Commis-
sioner, will help to enhance the structural level of entrepreneurship in Europe. The road to an entre-
preneurial society, however, is a long one. The realisation of this goal will demand perseverance from 
policymakers and will involve political choices. However, once reform is underway, the process will 
tend to become self-reinforcing as learning processes and role models will create positive feedback 
effects (Wennekers and Thurik, 1999). Furthermore, the key objectives relate positively to other politi-
cal ambitions such as enhanced competitiveness, the abatement of unemployment and higher rates of 
labour participation.  
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In stimulating entrepreneurship there are important tasks to be carried out both at the level of the 
European Union and that of the Member States. In many policy areas the Member States will have the 
prime responsibility to promote entrepreneurship in their own country (principle of subsidiarity), while in 
some specific areas such as improving labour mobility, the European Union might take the lead. Fur-
thermore, the European Commission might concentrate on promoting the evaluation of support 
schemes, the dissemination of relevant research findings, the exchange of good practices and the co-
ordination and harmonisation of national regulations. 
 

REFERENCES:  
Audretsch, D.B., A.R. Thurik, I. Verheul and A.R.M. Wennekers (eds), (2002), Entrepreneurship: De-
terminants and Policy in a European-US Comparison, Boston/Dordrecht: Kluwer Academic Publishers. 

Bosma, Niels, Heleen Stigter and Sander Wennekers, (2002), The Long Road to the Entrepreneurial 
Society; Global Entrepreneurship Monitor 2001 The Netherlands , EIM, Zoetermeer.  

Carree, M.A., (2002), Industrial Restructuring and Economic Growth, Small Business Economics 18, 
243-255. 

Carree, M.A. and A.R. Thurik, (2003), The impact of entrepreneurship on economic growth. In: Z.J. 
Acs and D.B. Audretsch (eds.), Handbook of Entrepreneurship Research, Kluwer, 437-471. 

Davidsson, P. and M. Henrekson, (2002), Determinants of the prevalence of start-ups and high-growth 
firms, Small Business Economics 19, 81-104. 

Reynolds, P.D., W.D. Bygrave, E. Autio, L. Cox and M. Hay, (2002), Global Entrepreneurship Monitor 
2002 Executive Report, Babson College, London Business School and Ewig Marion Kauffman Founda-
tion. 

Stel, André van, Sander Wennekers, Roy Thurik, Paul Reynolds and Gerrit de Wit, (2003), Explaining 
nascent entrepreneurship across countries, Paper presented at the BKERC Conference, Babson Col-
lege, 4-7 June 2003. 

Wennekers, Sander and Roy Thurik, (1999), Linking entrepreneurship and economic growth, Small 
Business Economics 13, 27-55. 
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2 Question 2  

 

How can we improve the availability of finance (tax measures, public -private partnerships, stronger 
balance sheets, guarantees) and what alternatives to bank loans should be promoted (business angel 
finance, leasing, factoring and micro-loans from non-bank lenders)? How can entrepreneurs be sup-
ported in obtaining external finance? 

 

Const ra in ts  
Stability is important to receive financial assets. Especially young SMEs (including seeders and start-
ups) find themselves in a kind of growth process, which enlarges the risks for financiers. This holds 
even more specific for technological innovative firms. There is no track record and the agency costs for 
financiers such as banks are high. The demanded capital is relatively small, while transaction costs are 
high. There is also the problem of information-asymmetry, as financiers have difficulties in assessing 
the return of the investment or the innovation. Therefore this group is less interesting for financ iers and 
for venture capitalists. Besides, the entrepreneur is reluctant to give away control of the business. This 
is known as the restricted pecking order (Holmes and Kent, 1991). The entrepreneur mostly receives 
the funds needed from his own family and by keeping profits in the business. Deduction of profits is a 
signal to financiers (Leland and Pyle, 1977).  
 
Differences in fiscal treatment of equity and debts make financing with debts attractive for SMEs (Ang, 
1992). As collateral is needed for long term debts, SMEs finance growth often with short debts (Van 
der Wijst, 1989; Verhoeven and Van Noort, 1999; Myers, 1977). The success of getting funds for in-
vestment projects depends on the question whether the interest payment is no problem rather than 
receiving the return on investments requested (Martin et al).  
 
EIM investigated whether young SMEs and elder SMEs received the bank loans they asked for. About 
two third of the start-ups were successful in getting the amount asked for, while almost 90% of existing 
SMEs received the amount asked for.  
Leasing and factoring are hardly used by SMEs (Van der Wijst and Verhoeven, 1996). Factoring com-
panies have conditions for acceptance, by which entrepreneurs might be curtailed in their actions. 
Leasing is often only possible for object finance. The rate of interest is often higher and the right to 
receive tax deduction for the investments could disappear.  
In practice it is hard to find informal investors for SMEs. Business angels are important for SMEs and 
these informal investors should be promoted. In the Netherlands there are about 500 bus iness angels. 
They invest on average about € 70.000 - € 700.000. They are important because they not only invest 
capital, but also offer knowledge and networks (NEBIB, 2000) and have no need to ‘sit on the chair of 
the entrepreneur’.  
Trade credit is in a way a substitute for financing by financial intermediaries and is expected to be 
used more in countries with underdeveloped financial systems, but on the other hand it is complemen-
tary to short-term bank loans. The supply of trade credits may be greater if supplying firms have 
broader access to bank loans (Demirgüç -Kunt, Maksimovic, 2001). In the framework of the project The 
Observatory of European SMEs a survey was held in 2002 amongst almost 8,000 SMEs in 19 coun-
tries. One of the issues in that survey was the relation of SMEs with their banks. Of those SMEs that 
needed a loan in the last three years 84% obtained the loan. Almost 40% of SMEs did not have a need 
for a loan in the last three years. Around 12% of the SMEs reported that they did not get the loans 
needed; the banks refused to give loans to SMEs for the following reasons: 
− The enterprise could not provide enough collateral; this holds in particular for the micro and small 

enterprises (23%);  
− The bank was not satisfied with the performance of the business (7%);  
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− The bank was not satisfied with the information provided (5%).  
 
In countries whose legal systems score high on an efficiency index, a greater proportion of firms use 
long-term external financing. Government subsidies to industry do not increase the proportion of firms 
relying on external financing (Demirgüç-Kunt, Maks imovic, 2001).  
Young knowledge-intensive firms have difficulties in finding external financiers, because of the lack of 
collateral. If ‘knowledge capital’ (intangible assets) can be stated at a realistic value on the balance 
sheet this problem could be solved (EZ, 1999).  
 

So lu t i ons  
From an EIM study in 1997 (Jonkheer et al, 1997) the following conclusions were drawn concerning 
the effectiveness of policy measures that still seem relevant today. A coherent and integrated policy 
offers best opportunities for an effective capital market for SMEs.  
 
Information asymmetry appears to be the largest problem. When the capital market for SMEs is well 
developed guarantee loans are less effective while banks act more risk averse. Evaluation studies re-
veal that countries that have a well -developed capital market, like the UK (Small Business Guarantee 
Scheme) and the US (SBA-7), guarantee schemes are mainly used by traditional businesses. In gen-
eral it holds that in developed financial markets for all policy measures the aim, the content, the selec-
tion criteria and financing conditions are described accurately and are executed strictly. Credit ar-
rangements offer few opportunities to circumvent the information-asymmetry. The character of credit 
arrangement is often unique and probably offers no easier entry for capital in the private market. 
 
Fiscal arrangements and subsidies do not reduce the information-asymmetry and are just meant to 
lower the financial costs. Policy measures in the field of risk bearing financing are most effective, as 
they actually subsidize the additional costs of selection and support of technological innovative firms. 
Mediation bureaus offer good opportunities to exchange information between business angels and 
firms. Measures in the field of advice might offer a contribution to diminishing the information problem. 
To solve the problems for technological innovative firms technology rating may be a solution (see also 
EZ, 2000). Practiced in the UK and the Netherlands. 
 

REFERENCES:  
Ang, J.S., (1992), On the theory of finance for privately held firms, The Journal of Small Business Fi-
nance, vol. 1, nr. 3. 

Bruins, A., (2000), De rol van banken bij de financiering van het MKB, Kort bericht, EIM, Zoetermeer.  

Demirgüç-Kunt, Asli and Vojislav Maksimovic, (1998), Law, finance and firm growth. 

Demirgüç-Kunt, Asli and Vojislav Maksimovic, (2001), Firms as Financial Intermediaries; Evidence 
from Trade Credit Data. 

Drop, M. and J.W.R. Schuit, (1992), De financieringsstruc tuur van het midden- en kleinbedrijf, The 
Hague. 

Ministry of Economic Affairs, (1999), Intangible assets; balancing accounts with knowledge, The 
Hague. 

Ministry of Economic Affairs, (2000), Toets op het concurrentievermogen 2000, The Hague.  

European Commission, Observatory of European SMEs 2002, SMEs in focus; Main results from the 
2002 Observatory of European SMEs, Report submitted to the Enterprise Directorate General by 
KPMG Special Services, EIM Bus iness & Policy Research, and ENSR; Luxembourg, Office for Official 
Publications of the European Communities, 2002. 

Jonkheer, K.R., E.A. van Noort, G.A. Pfann and W.H.J. Verhoeven, (1997), Internationale vergelijking 
van externe financieringsmogelijkheden voor het MKB en beleidsmaatregelen, EIM/BIRC. 
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NEBIB, (2000), De kapitaalmarkt voor innovatieve bedrijven en projecten, Breukelen.  

Myers, S.C., (1977), Determinants of corporate borrowing, Journal of Finance, vol. 5 nr. 11. 

Šovrovà, Andrea, (1996), Venture capital for SMEs, EIM, Zoetermeer.  

Verhoeven, W.H.J., (2001), Financiering in het MKB, Een literatuuronderzoek naar kenmerken, struc-
turen, knelpunten en internationale vergelijking, EIM, Zoetermeer.  

Verhoeven, W.H.J. and E.A. van Noort, (1999), FAMOS, A size-class based analysis model, EIM, 
Zoetermeer.  

Vermeulen, Eric, (1995), Over de toepassing van de financieringstheorie in het midden- en kleinbedrijf, 
EIM, Zoetermeer.  

Wijst, D. van der, and W.H.J. Verhoeven, (1996), Financial aspects of firm growth, EIM, Zoetermeer.  
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3 Question 3  

 

Which factors most hinder growth ((lack of) mutual recognition and EU-rules or their (non-
)implementation at national level, national tax provisions or the situation on the labour markets)? What 
actions are best suited to supporting growth and international isation (trade missions, market analyses, 
clustering and networking, information and consultancy services)? 

 
There are three ways to explain differences in the growth pace of growing enterprises. (The Econo-
mist, 1999):  
1 Each firm should go through different growth phases. The transition of one phase to another is 

accompanied by a crisis, like the problem of the span of control or the dec ision to hire an em-
ployee or not.  

2 All enterprises have an ideal size. Growth is a temporal phenomenon to make it possible to reach 
that size.  

3 Growth is dependent of the competencies in the field of organization.  
Each of these explanations is plausible but the points 1 and 3 create problems in real life of busi-
nesses. There are obstacles that hinder the development of the enterprise such as the increase of the 
complexity of the firm, the decision to go abroad (export), the expression of an innovation strategy, 
personnel management etc. Firms that do not succeed in solving these problems get stuck in a low 
growth pace or even exit (Kemp, Verhoeven and Kreijnen, 2002).  
 
Some characteristics of fast growing firms are: innovative, niche-players, much attention for product 
development, a modern structure of their organization with attention for human resources, the level of 
productivity is relatively high. Exports and an offensive strategy are not necessarily conditions for 
growing fast (EZ, 1998; Van der Hoeven and Verhoeven, 1994).  
 
In general firms are helped when policy promotes a healthy competition, lays down adequate rules and 
restricts administrative burdens and finally creates a productive cl imate in the field of taxation, financ-
ing, etc., by attuning (supra)national, regional and local policy and by supporting enterprises to de-
velop new markets.  
In the Netherlands policy helps fast growing firms in three ways: 
1 by improving the reach of networks and education,  
2 by improving the quality of education,  
3 by improving the information facilities and learning from best practices (website and stimulating a 

platform for fast growing firms (Growth Plus).  
 

RE FERENCES:  
Baljé, S.H., G. Ybema, (2000), Snel groeien in de informatie-economie, Economische Statistische 
Berichten. 

Bangma, K.L. and W.H.J. Verhoeven, (2000), Groeipatronen van bedrijven, EIM, Zoetermeer.  

Braaksma, R., (1999), Snelle groeiers in Nederland en de VS, EIM, Zoetermeer.  

Crijns, H. and H. Ooghe, (1997), Groeimanagement: Lessen van dynamische ondernemers, Tielt, Lan-
noo. 

Eggers, J.H., K.T. Leahy, and N.C. Churcill, (1994), Stages of small business growth revisited: Insights 
into growth path and needed leadership/management skills in low and high growth companies , article 
presented during the Babson Entrepreneurship Research Conference. 
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Hoeven, W.H.M. van der, and W.H.J. Verhoeven, (1994), Creatie en teloorgang van arbeidsplaatsen, 
OSA-werkdocument,  Den Haag.  

Jong, J.P.J. de, R.G.M. Kemp, M. Folkeringa and E.F.M. Wubben, (2003), Innovation and perform-
ance, EIM, Zoetermeer.  

Kemp Ron, Wim Verhoeven and Marcel Kreijen, (2002), La croissance et la décroissance des entre-
prises aux Pays Bas, Revue Internat ionale P.M.E., vol. 14, no. 3-4, Sainte-Foy. 

Kemp, R.G.M. and P. Gibcus, (2003), Strategy and small firm performance, EIM, Zoetermeer.  
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4 Question 4  

 

To ensure high quality businesses, what training and support should be offered for a business start -up 
(basic training – compulsory or voluntary; incubators, mentoring) and business development (networks, 
courses, mentoring, distance learning, e.g. e-learning)? Should there be services tailored to the needs 
of specific groups (women, ethnic minorities, unemployed or socially disadvantaged people) or bus i-
nesses (knowledge-based activities)? Should the quality of delivery of support services be improved 
(using ICT, professional standards)? 

 
A vast majority of start-ups in the Netherlands make use of some kind of support service during the 
start-up phase. Starting entrepreneurs particularly apply to the Chambers of Commerce, the tax au-
thority or their accountant to gather information concerning fiscal matters, setting up an administration, 
regulation and market information (Bais, 1998). Many start-ups indicate that they need a ‘guide’ that 
will show them what steps are necessary to take in order to start the business (Stigter and De Vree, 
2002). A relatively high share of Dutch micro, small and sole proprietor’s businesses indicate to be 
‘rather well’ informed on the exis tence and availability of support services, but none of the enterprises 
feel ‘very well’ informed (Austrian Institute for Small Business Research, 2001). Entrepreneurs often 
complain that the information they receive is too general and not completely ta ilored to their own situa-
tion. Businesses that do not make use of support services either are not aware of the exis tence of ex-
ternal information and advice or are of the opinion that they do not need external help. A recent study 
from EIM reveals that growing firms are more likely to call for external help than firms that are not wil l-
ing or not able to grow (Muizer and Stigter, 2003).  
 
Based on research (Bruins et al., 2000) we can indicate at least tw o elements that are crucial for start-
ups to survive during the first years of their existence, in which support organisations might have a role 
to play. In the first place the importance of writing a business plan can hardly be denied. Nowadays 
only 12% of all nascent entrepreneurs (i.e. people that are preparing to start a business) in the Nether-
lands write a business plan before the start (Bruins, 2001). A business plan is nonetheless a very us e-
ful instrument to check what is needed to start a business and to become aware of the obstacles they 
might be confronted with in the future. As a lot of nascent entrepreneurs do not write a business plan, 
some might be not well enough prepared for running their business. Support organisations can raise 
the awareness among nascents about the importance of writing a business plan and if necessary as-
sist them in this process.  
Another element that needs special attention is the importance of networking. Research has revealed 
that exchanging information and keeping up to date about trends and developments is a crucial ele-
ment in the first years of the existence of the business (Bruins et al., 2000). Here support organisa-
tions, like the Chambers of Commerce, can set up and facil i tate these networks of (starting) entrepre-
neurs. Although many entrepreneurs are already willing to learn from each other’s successes and fail-
ures, maybe others should be made aware of the advantages of sharing experiences and exchanging 
information.  
 
Entrepreneurial policy can be a stimulating factor in this respect. During the first half of the nineties the 
main focus of Dutch entrepreneurial policy was to stimulate people to become self-employed. This lead 
to more public attention for entrepreneurship in general, the promotion of role models and the introduc-
tion of several training courses for nascent entrepreneurs. In these years particular attention has been 
paid to the possibili ties for women and ethnic minorities to become self-employed (Bruins, 2001). Al-
though it is rather difficult to judge to what extent this entrepreneurial policy has been effective, data 
reveal that entrepreneurial activity has increased during these years. The total amount of annual start-
ups increased from 30.000 in 1990 to more than 41.000 in 1995 (EIM, 2003); relatively more women 



16  

started a business (from 25% to 33% nowadays) (Stigter, 1999) and more nascents wrote a bus iness 
plan at that time (20%). 
 
In the second half of the nineties, entrepreneurial policy has changed towards creating opportunities 
for entrepreneurship and removing all kinds of impediments for entrepreneurs. Attention has shifted to 
economically relevant entrepreneurs like technology based firms1 and high growth companies. Proba-
bly due to the economic situation at the moment (2003), there are nowaday s discussions whether to 
introduce special arrangements for disabled people or for older people that become unemployed in 
order to help them start their own business.  
 
Several studies reveal that starting entrepreneurs often lack full insight in the availability of information 
offered by public support organisations (Stigter and De Vree, 2002; Muizer and Stigter, 2003). As a 
consequence entrepreneurs spend extra time in finding the information they need. Bringing the infor-
mation together by introducing a one stop shop for (starting) entrepreneurs is in progress, but needs to 
be further stimulated. The use of information technology is undoubtedly very useful in this respect, al-
though one should not consider this the cure for all problems; the intentions and willingness to cooper-
ate among public (and maybe also private) support organisations is even more important to assist en-
trepreneurs and create a stimulating entrepreneurial climate.  
 

REFERENCES:  
Austrian Institute for Small Business Research, (2001), Support Services for micro, small and sole 
proprietor’s businesses; country fiche – The Netherlands , Vienna.  

Bais, J., (1998), Startende ondernemers in 1998, EIM, Zoetermeer.  

Bruins, A., et. al., (2000), Wat bepaalt het success van een starter?, EIM, Zoetermeer.  

Bruins, A., (2001), Starters en de voorlichtings- en adviesstructuur, kort bericht, EIM, Zoetermeer.  

EIM, (2003), Bedrijvendynamiek en werkgelegenheidsontwikkeling, Zoetermeer.  

Ministry of Economic Affairs and EIM, (2000), Entrepreneurship in the Netherlands: Opportunities and 
threats to nascent entrepreneurship, The Hague.  

Ministry of Economic Affairs, (1999), The entrepreneurial society; More opportunities and fewer obsta-
cles for entrepreneurship, policy document, The Hague.  

Ministry of Economic Affairs, (2001), De succesvolle ondernemer, The Hague.  

Muizer, A.P., and H.W. Stigter, (2003), Hoe slim zijn jonge ondernemingen?, EIM, Zoetermeer.  

Stigter, H.W., and R. de Vree, (2002), Knelpunten voor ondernemerschap in Nederland, EIM, Zoeter-
meer.  
Sti gter, H.W., (1999), Vrouwelijk ondernemerschap in Nederland 1994-1997, EIM, Zoetermeer.  
 
 

 

1 Syntens e.g. is a public support organisation in the Netherlands that assist small innovative firms to overcome the 
obstacles in bringing their new product or service to the market. 
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5 Question 5  

Are the obstacles and incentives for business development and growth in the European Union similar 
for entrepreneurs in the Candidate Countries, and does the forthcoming enlargement call for specific 
measures in the Candidate Countries? 

 
In May 2004 the EU will – formally - be enlarged by 10 new member states and the accession of addi-
tional countries is foreseen a few years later. However, the forthcoming enlargement cannot be under-
stood as a single event happening at a particular moment in time. What is more, enlargement (and the 
accession of future member states respectively) is a long-lasting process of (economic) integration, 
comprising a multitude of different integration steps and stages in various fields. This process of ec o-
nomic integration has changed and will further change the economic framework conditions under which 
(small and medium-sized) enterprises in current as well as future member states are operating, e.g. by 
altering the governance and rules of economic interaction. Surveys have shown that there is still con-
siderable scepticism regarding enlargement among parts of the population and also among entrepre-
neurs in current and future member s tates. 
 
Within the context of the 8th Observatory of European SMEs a report will be published about SMEs and 
the Enlargement of the EU1. This report will provide an overview of the diverse effects, including op-
portunities and threats, of the accession of new member states on SMEs in particular2.  
The basic research question and starting point of the report is: What is the economic impact of EU 
enlargement on European SMEs? Economic impact mainly refers to ec onomic performance and any 
kind of economic opportunity and risk (threat):  
− Impact on sales, turnover, exports, or market shares 
− Impact on the cost situation for and access to inputs (material, services, labour, and transport 

costs) 
− Impact on the competitive position (opportunities, risks) 
− Impact on survival, enterprise formation 
− At aggregate level: Impact on the structure - size, regional, sectoral - of the business sector (e.g. 

concentration effects, specialisation effects) 
 
However, actions on the side of businesses are required for some potential effects to materialise. In 
this sense, some characteristics regarding the behaviour of enterprises will be taken into account as 
well. Behavioural characteristics may pertain to: 

- Business interactions/contacts (e.g. co-operation) 
- Business strategies pursued 
 
An important basic distinction that will be made is between businesses in current and future member 
states. 
 
Apart from the basic research question related to the impact of enlargement the report will also discuss 
the question, which relevant policy strategies and measures are applied at European (e.g. transition 
periods, pre-accession strategy), national or regional level, including candidate countries: Is there a 

 

1 The publication of this report is scheduled for December 2003.  

2 Only few studies concentrated on this issue before, for example: RWI Essen, Impact of the Enlargement of the 
European Union on Small and Medium-sized Enterprises in the Union, Report to European Commission, DG Ente r -
prise, Essen and Glasgow, 2000. 
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general policy strategy existing? If yes, what are the aims and approaches? What are the mos t impor-
tant specific measures? Can different policy patterns be identified? The policies applied shall then be 
put into perspective with reference to the results of the impact analysis. 
 
As in Western Europe, most of the enterprises in Candidate Countries are micro-sized. The size-class 
structure of employment is on average slightly more geared towards small enterprises: SMEs make up 
72 % of total employment in the Candidate Countries, while the corresponding figure is 66 % for the 
EU. This difference is concentrated in micro enterprises, as they provide 40 % of total employment in 
the Candidate Countries, and only 34 % in the EU. 
 
Also general indicators (e.g. the average number of occupied persons per enterprise) point at an en-
terprise sector that is on av erage smaller scaled in the Candidate Countries compared with Western 
Europe. 
 
Large differences between the average sizes of enterprises in the Candidate Countries exist. In the 
Central and Eastern Economic Countries (CEEC’s) - especially the Baltic countries (Latvia: 15!) - aver-
age enterprise size tends to be well above the average for the Candidate Countries (5) and the Euro-
pean Union (6). The group of Candidate Countries consisting of three Mediterranean countries: Cyprus 
(4), Malta (4) and Turkey (4), which are not former plan economies, show great resemblance to south-
ern European countries in the EU (Greece (2), Italy (3), Spain (5) and Portugal (5)), as both groups of 
countries are characterised by a large presence of micro enterprises. 
On the other hand, enterprises in Candidate Countries seem to catch up with western enterprises. 
 
table 1  Average annual employment growth in the period 1995-1999 by size class of enterprises was 

as follows: 
 Europe-19* Candidate countries 

Micro 1.3 2.8 

Small 1.0 3.6 

Medium 0.7 7.8 

SMEs 1.1 4.0 

Large 0.7 -12.5 

* EEA plus Switzerland 

So, for the time being most Candidate Countries will suffer from the small -scale size class structure of 
their economies. This could be a hindrance to innovation and internationalisati on, as well as a bottle-
neck to international co-operation (e.g. as subcontractors of larger Western European businesses). 
Short-term support measures should therefore be concentrated on eliminating the disadvantages of 
very small enterprises (weak management, poor access to finance, difficulties to get the right informa-
tion, etc.) and/or helping them to grow. Structural improvements could include: 
− Creating a healthy business environment: legislation, taxation, etc. 
− Simple regulations and administrative proc edures (in fact Candidate Countries are in an advanta-

geous position: not many rules and regulations for the private sector have been implemented yet. 
It is easier to implement simple regulations (taking into account lessons learned in western coun-
tries) than changing already existing regulations).  

− Creating a flexible labour market.  
− Creating a supporting financial environment.  
 
Additionally, and particularly in the former plan economies, there should be attention for creating a 
more entrepreneurial culture.  
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6 Question 6  

 

What can EU Member States do to make the balance between risk and reward more favourable to 
promoting entrepreneurship (reducing the negative effects of bankruptcy, making more social benefits 
available for entrepreneurs, reducing the tax burden either in term of administration or rates)? 

 

Part  I  -  reducing the negat ive ef fects of  bankruptcy  

Ent rep reneursh ip  i nvo lves  success  a n d f a i l u r e 
“The fastest way to succeed is to double your failure rate” (Thomas Watson, IBM). 1 Making mistakes 
is inherent to entrepreneurship. Stimulating entrepreneurship therefore implies accepting that business 
founders make such mistakes and could end up filing for bankruptcy . Research results however indi-
cate that business founders – despite these failures – overall contribute to economic well-being (see 
answer to Q.1).  
 

Nega t i ve  a t t i t ude  t owards  f a i l u re  i n  EU 
Figure 1 demonstrates a negative attitude towards failure in many Member States. Anglo-Saxon coun-
tries appear to be more positive towards failure. For the EU, therefore, establishing a more positive 
attitude in this respect will be fruitful as it would lead to more people considering entrepreneurship as a 
career option (see also our answer to Q.1).  
 

What  can be done? 
Acknowledging that negative effects of bankruptcy will always remain, possible actions reducing the 
effects pertain to relaxing existing barriers to entrepreneurship via  
1 Modifications in juridical systems (Bankruptcy Acts);   
2 Changing the attitudes towards failed entrepreneurs. 

 
1. Bankruptcy Acts 
Important features already present (or currently in study) in many European countries’ juridical sys-
tems is enabling an early debt-settlement in order to circumvent bankruptcy and minimize losses. An-
other key issue is the balance between debtor and creditor rights in case of bankruptcy. From the work 
of Laporta et al. (1997, 1998) it can be derived that creditor rights are somewhat higher in most Euro-
pean countries, as compared to the U.S.A., for example. Development towards less secured creditors 
will, due to decreasing (perceived) financial risks involved with setting up a venture, lead to more en-
trepreneurship. On the other hand, it might also hinder entrepreneurship as financial institutions could 
become less inclined to provide capital for start -ups. 
 
2. Bending the attitude towards failed entrepreneurs 
Negative attitudes towards failed entrepreneurs are deeply rooted in the Member States. Bending 
these attitudes is therefore a matter of structural, consistent promotion of entrepreneurship in this par-
ticular respect, e.g. by highlighting best practices of successful restarts. It also appears that a consid-
erable share of firms apply additional conditions towards entrepreneurs who experienced bankruptcy 
earlier. Examples of additional conditions relate to loans and supply conditions etc. Such practices 
should, wherever possible, be discouraged.  

 

1 See for example The Innovative Enterprise, Harvard Business Review , August 2002.  
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figure 1 attitude towards failure in the EU 

"One should not start a business if there is a risk it might fail"(1)
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Part  I I  – reducing the gap in social  benef i ts avai lable for  entrepreneurs and em-
ployees 

Being an entrepreneur involves taking risks and dealing with uncertainty. Typically the income of self-
employed persons is more irregular than that of employees. Furthermore, both employees and entre-
preneurs are liable to risks causing a reduction or loss of income. Common risks, causing loss of in-
come are:  
− Sickness 
− Disability  
− Unemployment 
 
Social security systems provide benefits in order to compensate the loss of income in those cases. 
Generally, the social security systems make a distinction between entrepreneurs and employees 1. Di f-
ferences between entrepreneurs and employees concern the entitlement to social benefits in itself, as 
well as the level of contr ibutions and benefits that apply.  
 
In order to assess the impact of social security on entrepreneurship it is important to understand the 
role of social security in the decision-making process of a person deciding to earn an income as an 
employee or as an entrepreneur. According to Verheul et al. (2001), individuals assess and compare 
the risks and rewards in the process of deciding between different types of employment. This involves 
a weighing of alternatives, based on opportunities, resources, ability, personality traits and prefer-
ences.  
 

 

1 A notable exception is Finland, where one can change status from employee to self-employed (and back), while 
keeping all entitlements to social benefits. 
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In most countries the social security system is built and developed around businesses and their em-
ployees. This has resulted in a host of general schemes for employees, for which their employers us u-
ally contribute significantly to premiums. For self-employed persons comparable schemes often don’t 
exist, or are much more expensive, since the entrepreneur has to bear 100% of the premiums. In other 
words the level of social security for entrepreneurs is lower than for employees. Another way of looking 
at it is that the costs for entrepreneurs to reach the same level of social security (e.g. through private 
insurance) is (much) higher than for employees. For entrepreneurs this implies a higher risk of losing 
income (or higher costs to be entitled to social benefits). At the level of society these higher ‘opportu-
nity costs’ of entrepreneurship may hamper new business start-ups. 
 
Research has focussed mainly on the role of social benefits in the decision-making process at the mi-
cro-level. See for example Bosch and Westhof (1997) or Visee and Zwinkels (1999). In studies at mac-
roeconomic level indicators on social security are rarely considered. A recent study using the Global 
Entrepreneurship Monitor database, including nascent entrepreneurship rates for 36 countries, ind i-
cates a negative effect of social sec urity expenditures (as % of GDP) on nascent entrepreneurship1. 
Currently a study is being carried out, specifically aimed at analysing the influences of differences in 
social security between employees and entrepreneurs on the level of entrepreneurship within coun-
tries2. 
 
Hence, available research at both micro- and macro-level indicates that higher levels of social security 
have a negative influence on the level of entrepreneurship. These findings are mainly due to the fact 
the social security systems are primarily focussed on employees. Entrepreneurship can thus be pro-
moted by decreasing the differences in social security between entrepreneurs and employees. A social 
security system that provides entrepreneurs with more entitlements to social benefits could help stimu-
late entrepreneurship. However, introducing mandatory social security schemes for entrepreneurs 
might not be an appropriate policy measure for promoting entrepreneurship, since most entrepreneurs 
prefer freedom of choice. A policy measure, already established in several EU countries, concerns a 
trial period for employee-starters, during which a certain sec urity is provided in case of business fai l-
ure. Alternatively, countries may reconsider the generosity of the social security systems in place with 
respect to employees.  
 
Ultimately, it remains of course a political choice, which way is chosen to decrease the differences in 
social security between employees and entrepreneurs, in order to stimulate entrepreneurship.  
 

REFERENCES:  
Bosch, L.H.M., F.M.J. Westhof, (1997), Sociale zekerheid en ondernemerschap, EIM, Zoetermeer.  

Boston Consultancy Group in cooperation with the Dutch Ministry of Economic Affairs, (2002), The 
hidden growth engine; unleashing the potential of entrepreneurial restarters, Den Haag.  

Brouwer, et al., Social security and entrepreneurship, forthcoming.  

La Porta, Rafael, Florencio Lopez -de-Silanes, Andre Schleifer and Robert W. Vishny , (1997), Legal 
Determinants of External Finance, Journal of Finance, 52, pp. 1131–50. 

Laporta, Rafael, Florencio Lopez -de-Silanes, Andre Schleifer, and Robert W. Vishny, (1998), Law and 
Finance, Journal of Political Economy, 106, pp. 1133–1155. 

Muijnck, J. de, and P.J.M. Vroonhof, (2003), Self-employment as a second career for dependant em-
ployees , interim report, ongoing project for the European Commission, Enterprise Directorate General. 

 

1 Van Stel  et al. (2003). 
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7 Question 7  

 

How might more prospective entrepreneurs be encouraged to consider taking over rather than starting 
a new firm (buyers and sellers databases or market places, special training for family-owned busi-
nesses, management or employee buy -outs)? 

 
The market for buying and selling small businesses is imperfect, to say the least.  
  
On the supply side (business transfer), many small business owners do not think about selling their 
business, not even when they are aging. And if they do, they typically seek succession within their 
family and they may only (reluctantly) sell their business (when they can’t find such a family succes-
sor). The most frequent non-family transfer occurs through mergers and acquisitions to other firms 
(Diephuis et al., 2003). Finding a new independent entrepreneur is often considered to be a long shot, 
unless an employee steps up to take the baton.  
 
On the demand side, most entry into small business ownership occurs through new business startups. 
Prospective entrepreneurs typically do not even consider the option to take over an existing firm (in-
cluding its employees). Most entrepreneurs simply think about starting a new firm, realizing in part that 
taking over an existing firm is a complex and time-consuming affair, not to mention costly. Usually ex-
isting businesses are larger than startups, therefore taking over may be more expensive than starting a 
new firm. In many cases, though, it may well be worthwhile. New customer and supplier relations are 
hard to build. If succession can take place smoothly, the entrepreneur can have a flying start (Morris et 
al., 1997). The problems are how to find an appropriate business to have such a start, and, how to 
overcome the barr iers to a smooth transfer? 
 
Additionally, the market for business ownership is characterized by incomplete and asymmetric infor-
mation, with the typical problems of adverse selection (demand) and moral hazard (supply). Only em-
ployees and nascent entrepreneurs in the direct prox imity of the existing firm may be able to reliably 
determine the value of a business. We may assume that in business succession typically ‘satisficing’ 
instead of ‘best solutions’ occur. The best-suited successor typically does not beat a path to the door 
of the predecessor, and does not take ample time to take over business relationships smoothly. 
 
In order to improve the market mechanism for business ownership many measures are worthwhile. We 
would like to highlight three major areas. 
 

Fac i l i t a t i ng  p lann ing  /  t r a in ing  /  smoo th  t rans fe r 
1 Stimulating transfer planning in general. 
2 Building awareness and actual support to allow prospective successors to gradually grow into 

businesses. 
3 Particularly for the larger SMEs: facilitating the transfer of businesses to employees or second 

parties by encouraging the internal training and development of successors. 
4 Providing special training for family-owned businesses, management or employee buy -outs 

(European Commission, 2002).  
 

Mak ing  the  marke t  /  b roke r i ng 
1 Setting-up a system of databases and marketplaces for buyers and sellers of small businesses. 

Improvements at the national level have priority (coupling various databases).  
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2 Creating national and European standards for the information provided in such databases, includ-
ing financial performance and network ratings. 

3 Offering due diligence by neutral/central party.  
4 Building awareness regarding the costs and benefits of business transfer (Dyck et al., 2002), for 

instance compared to startups, and the need to post interest in transferring the business. 
 

Improv ing  cap i ta l  cond i t i ons  
1 Stimulating banks to provide new entrepreneurs with the capital needed for bus iness transfers. 
2 Alleviating emotional barriers to seek venture capital. 
3 Enabling shared risk bearing.  
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8 Question 8  

 

How can spin-offs be made more attractive (management buy-outs, showcasing, specialised advice, 
tax or other provisions for employees and their employers whilst starting a business)? 

 
A spin-off is an individual or a group of individuals leaving a ‘parent’ firm to start up a new, independ-
ent business. The start-up occurs on the basis of specific knowledge and competences built up within 
the parent firm. In many cases, the spin-off process can be a mutually beneficial and socially desirable 
process. On average, both spin-offs and parents perform relatively well (Meijaard, 2003), particularly if 
the spin-off operates its business in the technological proximity, but not in direct competition with the 
parent firm.  
 
Organizations that have abundant, under exploited knowledge are fertile grounds for spin-off formation 
(Agarwal et al., 2003). Particularly organizations that have an imbalance in their value creation and 
value appropriation create unused opportunities, which in turn are incentives for employees to venture 
into entrepreneurial activity themselves.  
 
In general, spin-offs see knowledge transfer as the most critical support received from the parent (Ber-
nardt et al., 2002). A frequent motive to spin-off is to utilize opportunities that would otherwise remain 
unused (within the parent firm). Furthermore, crea ting new and improved opportunities for products 
and people is a critical motive, next to the ‘regular’ independence motive.  
 
Established, publicly listed technology -based firms are an important source of start-up activity (Gomp-
ers et al., 2002). In addition to being a valuable new partner in the network of the parent as a spin-off 
(Bernardt et al., 2002), ex -employees may have many other advantages to their ex -employer as well 
(Sertoglu and Berkowitch, 2002). Many large firms have made the spin-off ‘career path’ an explicit part 
of their HRM strategies to promote corporate entrepreneurship.  
 
In order to reap the benefits of spin-off venture creation, measures are worthwhile to trigger the spin-
off process and to improve the related capital conditions. 
 

Tr igge r ing  the  en t rep reneur ia l  p rocess 
1 Employees often feel a considerable barrier to exit the firm and to start a business of their own. 

Inducing knowledge intensive firms to foster an entrepreneurial spirit and to introduce an enlight-
ened exit process (long term benefits) is worthwhile.  

2 Showcasing of success stories, e.g. through competitions for new business development and/or 
spin-off initiatives. This provides examples for both the parent firms and the spin-off start-ups.  

3 Tax or other provisions for employees and their employers whilst employees are starting a busi-
ness may help both the employees and employers ‘venture’ into the uncertainty. 

4 The public availability of standard contracts to secure trust between spin-off and parent can help 
wavering SMEs to actually allow employees to spin-off whilst taking along some of the knowledge 
and/or other assets at the parent firm. 
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Improv ing  cap i ta l  cond i t i ons  
1 Access to capital can be much easier for spin-offs if the parent firm explicitly supports the initia-

tive. In this case as well, tax incentives could provide the much-needed leg up for the spin-off and 
the parent.  

2 Banks and venture capitalists are to be encouraged to explicitly take the experience of the ex -
employee and the support by the ex -employer into account. The parent firm may be held ac-
countable, although prolonged influence by the parent does not help spin-off success (Bernardt et 
al., 2002). 
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9 Question 9  

 

How can education support the development of the awareness and skills necessary for developing an 
entrepreneurial mindset and skills (entrepreneurship training as part of a school’s curriculum, getting 
entrepreneurs into the classroom, apprenticeships for students to work with experienced entrepre-
neurs, more entrepreneurial training in universities, more MBA programmes, matching entrepreneurial 
training with public research programmes)? 

 
Most authors share the contention that enterprise can be taught, and that it should be taught early. In 
Europe, few enterprise programmes exist in initial education. A review of literature regarding enterprise 
qualities results in the following list (Van der Kuip, 1998):  
− Need for achievement 
− Need for autonomy 
− Creativity  
− Initiative 
− Risk taking 
− Opportunity seeking 
− Goal setting 
− Self confidence 
− Internal locus of control 
− Persistence 
 
Apart from these rather personal characteristics, entrepreneurial qualities also include having the right 
skills to run the business. The extent to which education has contributed to the current success of in-
cumbent entrepreneurs is very limited. In the Netherlands two entrepreneurs out of three are of the 
opinion that their education did not in any respect prepare them for becoming an entrepreneur (Ministry 
of Economic Affairs, 2002). Several entrepreneurs state that their education has not paid any attention 
to entrepreneurship as a choice of career. The current educational system is too much focussed on 
theoretical concepts and transferring knowledge, instead of giving more practical relevance to the the-
ory and training communicational and business skills.  
 
In the Netherlands policy makers have picked up this notion and are dedicating time and money to 
promoting an independent attitude and facilitating schools to spend more time on educating entrepre-
neurial skills. In different levels of the educational system (from primary schools up to universities) we 
can find good practices of projects and initiatives to pay more attention to entrepreneurship in general 
or to educate entrepreneurial skills.  
 
There are, however, some important obstacles, that need to be removed, in order to really incorporate 
an entrepreneurial attitude and entrepreneurial activity within the educational system (Bosma, et al., 
2002). At first schools and universities should be stimulated to invest in entrepreneurial elements 
within the curriculum. This should not be hindered by all kinds of bureaucratic procedures and the 
management of schools and universities need to be open minded for change and innovation.  
 
Secondly, the mismatch between traditional teacher training and the use of an entrepreneurial learning 
method needs to be removed. In many cases teachers are not equipped to teach entrepreneurial skills, 
as they have learnt to be the expert, instead of being a facilitator in the learning process of pupils and 
students. Moreover, teachers often lack an entrepreneurial attitude themselves.  
It is obvious that the introduction of new programs for teacher training will take many years. In be-
tween, however, a lot can be done; e.g. organising regional meetings where teachers, management 
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and students come together to exchange information about entrepreneurial programmes. This is a 
means of creating awareness and stimulating each other. At the same time (starting) entrepreneurs 
could be invited to schools more often to share the ir experiences with running a business, and pupils 
and students could be stimulated to train in a small company for a few months.  
 
Thirdly, both at the country and the European level, good practices related to raising entrepreneurial 
awareness or educating entrepreneurial skills should be exchanged and should become part of the 
educational system itself. This means quite often a structural reform of the educational system. The 
public initiative in the Netherlands to set up a commission to gather good practices, to stimulate 
schools to apply for a subsidy, and promote cooperation between schools and business, has been a 
valuable first step in this process. However, it is essential that this initiative will be taken further. As 
many countries experience the same problems in this respect, it is important to exchange information 
and learn from good practices across Europe.  
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10 Question 10 

 

What could business organisations, the media and public authorities do to promote entrepreneurship 
(role models, media campaigns, open door days of firms, award schemes for entrepreneurs) and at 
what level (European, national, regional or local)? 

 
There are several stages in promoting entrepreneurship. We identify three steps: 
1 Raising awareness 
2 Stimulating and training entrepreneurial qualities and skills 
3 Creating an entrepreneurial society  
 
Promoting entrepreneurship first of all means enhancing general awareness about the importance of 
and the contribution by entrepreneurship to society and economic welfare. Raising awareness can be 
done in several ways. An important instrument is to create awareness among children and students in 
schools and universities and stimulate their entrepreneurial qualities. Not only the school system has a 
role to play here, parents can also encourage their children to consider the opportunities for becoming 
self-employed. Media attention is another instrument to raise awareness. Advertising campaigns both 
of government agencies and of private organisations, like banks, to financially support (starting) bus i-
nesses, can be helpful to draw attention to self-employment as a career option. At the same time these 
campaigns contribute to the general notion that being an entrepreneur is an everyday profession.  
 
Secondly, it is important to stimulate an entrepreneurial attitude through the educational system (see 
question 9) and through several support organisations (see question 4). Role models and media atten-
tion (TV programs, commercials, etc) are important instruments in this respect. Award schemes can 
also contribute to enhancing the attitude towards entrepreneurship. One must be aware that the atti-
tude towards entrepreneurship is very much culturally determined. It is related to e.g. the percepti on of 
opportunities, social values assigned to independence, the social security system, risk taking etc. As 
long as people are sceptical about failing entrepreneurs (and Bankruptcy laws reflect the same atti-
tude), changing the attitude to an entrepreneurial society will be a long road.  
 
Finally, promoting entrepreneurship means creating an entrepreneurial society. This can be realised at 
different levels. At local level cities can play an important role in facilitating entrepreneurship by offe r-
ing enough business locations and creating a favourable local tax system for businesses. Regionally 
issues like the physical infrastructure can be an important element for people to set up or move their 
business. At the (inter)national level, entrepreneurship can be stimulated by removing barriers. Entre-
preneurs do not have to be pampered, but should be given enough room to make optimal use of their 
creativity, commercial attitude and their drive for success.  
 

REFERENCES:  
Bosma, Niels, Heleen Stigter and Sander Wennekers, (2002), The Long Road to the Entrepreneurial 
Society; Global Entrepreneurship Monitor 2001 The Netherlands , EIM, Zoetermeer.  

Rijt-Veltman, W.V.M., van, A.H.H.M. Mensen and C.M. Wiggers -Ruigrok, (2002), Een warmer ves-
tigingsklimaat voor het MKB?, EIM, Zoetermeer.  
 
 
 
 
 


