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ABSTRACT 

This thesis makes an economic analysis of the small and medium-sized enterprise (SME) policies 

of six Western Balkan (WB) transition economies and examines the role of economic development in 

informing their SME policy approaches. Thus, by examining the cases of Albania, Bosnia, Kosovo, 

Macedonia, Montenegro, and Serbia, this thesis seeks to address the research question: What are the SME 

policy approaches adopted by the WB countries and what explains the variation in these approaches? 

The thesis has two parts to address the double research question. The first part pertains to collecting 

SME policy data for evaluating and classifying the SME policy approaches of the WB countries. The 

second parts consists of collecting WB economic development data while using descriptive statistics to 

examine the dynamics between economic development levels and SME policy approaches.  

Analytical generalisations made from the analysis reveal that a variety of SME policy approaches 

are viable options for economies in transition, as the study shows that the six WB countries choose three 

of the four possible SME policy approaches: Bosnia and Kosovo adopt a ‘limiting’ SME policy 

approach; Albania and Montenegro adopt a ‘competing’ approach; and Serbia and Macedonia adopt a 

‘nurturing’ SME policy approach.   

Moreover, the findings reveal that economic development level explains, to some extent, the 

variation in SME policy approaches in transition economies: the WB countries with higher economic 

development levels (Albania, Serbia, Macedonia, and Montenegro) adopt more demanding ‘competing’ 

and ‘nurturing’ SME policy approaches, while the less developed countries (Kosovo and Bosnia) adopt 

the least demanding ‘limiting’ approach. However, it is found that a slight improvement in a couple 

economic development indicators is sufficient to move a transition economy from a ‘limiting’ SME 

policy approach to a ‘competing’ approach.  

The research finds, however, that economic development level does not explain the variation in 

SME policy approaches among more developed transition economies, as the variables do not fully 

explain how more developed WB countries choose between ‘nurturing’ and ‘competing’ approaches.  

The findings of this paper lead to five further analytical generalisations and theoretical conclusions. 

First, the paper verifies, to an extent, literature that claims a positive relationship between economic 

development indicators and SME policy approach and, second, finds that this relationship holds in the 

case of transition economies. Third, the paper finds that the more economically developed transition 
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economies focus on reducing barriers confronting SMEs, while the less developed countries focus on 

providing support services. Fourth, the study establishes that the current perspectives on factors 

affecting SME policy are too ridged and unsuitable for the WB countries, implying that a new 

perspective for transition economies is necessary. Lastly, the paper interprets a new perspective on SME 

policy in transition economies: the SME policy development path of transition economies.  

The SME policy development path of transition economies addresses the gap in literature 

pertaining to the SME policy approaches of transition economies and the factors that explain the 

variation in these approaches. There are three phases to the SME policy development path of transition 

economies. In phase one, countries have low levels of economic development and adopt a ‘limiting’ 

SME policy approach. As economic development increases, a country enters phase two and begins 

allocating more resources to reducing barriers that hinder SME formation and growth, thereby evolving 

to a ‘competing’ SME policy approach. The third phase involves further economic development, which 

enables countries to either continue focusing on reducing barriers or increasing support services to 

SMEs. Choosing to focus on support services implies the evolution towards a ‘nurturing’ SME policy 

approach, while continuing to focus on reducing barriers implies the country retains its ‘competing’ 

SME policy approach. The thesis proposes that countries will choose the SME policy approach that 

produces a level playing field for SMEs. 

The SME policy development path of transition economies not only offers a new perspective to 

literature, but it may also lead to improvements in how the SME sector is regulated; it offers 

policymakers in transition economies with a better understanding of the evolution of their SME policies 

and indicates what SME policy decisions need to be made at certain phases of development. 

Six sub-questions guide the analysis of this thesis. A brief introduction introduces the research question 

and the motivation for the topic, while the methodology outlines the research design. The literature review 

summarises and evaluates existing literature, thereby addressing the first two sub-questions, how does 

literature classify SME approaches, and, what does literature say about factors affecting SME policy? 

The analytical framework presents the models used for informing the analysis, while the analysis 

answers sub-question three, what is the state of SME policy in WB (evaluation and classification of SME 

policy) and sub-question four, what are the economic development levels of the WB countries? Lastly, 

the discussion offers insights to the dynamics of SME policy approach and economic development 

indicators and addresses sub-question five, what are the implications of the findings for literature, and 

sub-question six, what are the policy implications of the findings? 
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1.0 INTRODUCTION 

1.1 SME POLICY IN THE WESTERN BALKAN: MOTIVATION FOR THE TOPIC 

Small and medium-sized enterprises (SMEs) are key drivers of economic development, 

restructuring and growth, elements of particular importance in transition economies (Smallbone & 

Welter, 2001). Therefore, it is important to effectively develop and regulate the SME sector, which 

requires a thorough understanding of the viable SME policy approaches and the factors affecting 

SME policy. The Organisation for Economic Cooperation and Development (OECD) has found that 

economic development influences SME policy, implying that a better understanding of the 

relationship between economic development and SME policy may have beneficial developmental 

outcomes (2004). Unfortunately, the lack of research pertaining to the relationship between 

economic development and SME policy in transition economies inhibits this particular subset of 

developing countries from reaping the wide-ranging benefits of the SME sector. Therefore, by 

making analytical generalisations from the six Western Balkan (WB) transition economies analysed 

in this study, this paper seeks to understand in its diversity the SME policy approaches of transition 

economies and the factors that affect them.  

The WB region is of particular interest as it encompasses a group of countries undergoing 

similar, yet understudied, transitional processes. Specifically, the SME policy implications of 

economies’ transition processes are unknown and the geographical, cultural, historical, and 

economic proximity of the six WB transition economies present an unprecedented opportunity to 

make analytical generalisations on how transition economies approach SME policy and how 

varying economic development levels impact these policy approaches. 

Literature offers perspectives pertaining to the dynamics between general development level 

and policy; however, the nature of these dynamics in the case of transition economies remains 

unknown. Literature fails to indicate the viable SME policy approaches for transition economies 

and does not offer a perspective for understanding the key factors that influence how transition 

economies choose their SME policy approaches. 

The lack of research in this area implies significant drawbacks for policymakers of transition 

economies. Policy implementation is resource intensive, thus it is important that policymakers are 
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fully aware of the policy options that are both available and appropriate prior to making important 

and costly policy choices. Furthermore, it is important that policymakers understand how they can 

expect their SME policy to develop as their economies evolve. Thus, this paper seeks to fill the 

voids in literature and shed light on to the generally understudied topic of SME policy in transition 

economies and the factors influencing it, which leads to the research question presented below. 

1.2 RESEARCH QUESTION AND SUB-QUESTIONS 

Research question 

What are the SME policy approaches adopted by the Western Balkan countries and what explains 

the variation in these approaches? 

Sub-questions 

1. How does literature classify SME approaches? 

2. What does literature say about factors affecting SME policy? 

3. What is the state of SME policy in Western Balkan (evaluation and classification of SME policy)? 

4. What are the economic development levels of the Western Balkan countries? 

5. What are the implications of the findings for literature? 
6. What are the policy implications of the findings?  

To address the two-part research question, the thesis consists of two parts. The first part of the 

thesis evaluates and classifies the SME policy approaches of the WB countries. Primary data on 

SME policy in the WB countries is collected from government officials and local SME policy 

experts by means of a self-completion questionnaire. After the data is collected, it is coded and 

applied to Dennis’ Typology of Public Policy toward Small Business, which is a theoretical model 

used for classifying countries’ SME policy approaches. In this way, the SME policy approaches of 

the six WB countries are evaluated and classified. 

The second part of the thesis addresses the second half of the research question and analyses 

the factors that cause the variations in SME policy approaches, focusing specifically on economic 

development indicators. Secondary data of economic development indicators for the six WB 

countries is collected from official statistics and are juxtaposed with the countries’ respective SME 

policy approaches. Using descriptive statistics, trends and interpretations pertaining to the 
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relationship between economic development indicators and SME policy approach in transition 

economies are determined.  

1.3 THESIS STRUCTURE 

This thesis consists of the following seven chapters: 

1. Introduction: An insight about the thesis and introduces the problem statement.  

2. Methodology: Outlines the research design for this thesis. 

3. Literature Review: A summary and analysis of existing research, addressing sub-question one, 

how does literature classify SME approaches, and sub-question two, what does literature say about 

factors affecting SME policy?  

4. Analytical Framework: Presents the models and frameworks informing the analysis of this study.  

5. Analysis: Addresses sub-question three, what is the state of SME policy in Western Balkan 

(evaluation and classification of SME policy) and sub-question four, what are the economic 

development levels of the WB countries? The analysis answers the first part of the research question, 

what are the SME policy approaches adopted by the WB countries? 

6. Discussion: Offers insights to the dynamics of SME policy approach and economic development 

indicators, thereby addressing the second part of the research question: what explains the variation 

in SME policy approaches of the WB countries? 

Furthermore, the discussion presents theoretical conclusions by relating the findings from the 

analysis and aforementioned sub-questions to existing literature, thereby answering the fifth sub-

question, what are the implications of the findings for literature? Lastly, the discussion highlights 

the policy implications of the findings, thereby addressing sixth and final sub-question, what are the 

policy implications of the findings?  

7. Conclusion: Summarizes the key findings and outcomes of the research.   
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2.0 METHODOLOGY  

This section looks at the underlying philosophies of science and methodological approaches of 

this thesis. The section Philosophy of science position refers to the research purpose and paradigm 

of inquiry. Further, the ontological, epistemological and methodological constructs of the research 

are discussed. The role of theory looks at how theory structures the research. Research methods give 

a detailed account of the methods used to collect and process data and the controls implemented to 

strengthen the various data-collecting methods. This section ends with an assessment of the overall 

methodology, outlining the delimitation, limitations, generalizability, and controls. 

2.1 PHILOSOPHY OF SCIENCE POSITION 

Research purpose 

The research purpose of this thesis is explanatory, because according to Hesse-Biber and Leavy 

(2010), “explanatory research seeks to explain social phenomena and the relationship between 

different components of a topic” (p.10). In this thesis I, the researcher, take on the role of an expert 

with the objective of explaining how specific economic development levels influence SME policy 

approaches in transition economies.  

Paradigm 

This thesis is rooted in the inquiry paradigm known as post-positivism. In line with post-

positivism, this thesis derived a hypothesis from deductive reasoning and tested it against empirical 

data with the objective of verifying, adjusting and improving theories to better predict reality 

(Trochim, 2000; Hesse-Biber et al., 2010). Elements of inductive reasoning are also employed and 

will be further discussed below. The following paragraphs will explain why and how the post-

positivism paradigm is adopted by presenting the ontological, epistemological and methodological 

constructs of this research paper. 

Ontology 

The ontology in the post-positivistic paradigm is critical realism, in which reality is objective 

and external to the researcher but only imperfectly and probabilistically apprehendable because of 

“basically flawed human intellectual mechanisms and the fundamentally intractable nature of 

phenomena” (Guba et al., 1994, p. 110).  
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The ontological construct of this thesis is critical realism because the underlying assumption is 

that the reality is already established and, like other inquirers, it is up to the researcher to examine 

the relationships that make up the reality. The fact that the relationships between variables analysed 

in this study are based on existing knowledge indicates that this thesis is driven by beliefs of the 

post-positivist (and the positivist) paradigm (Trochim, 2000).  

Epistemology 

In the postpositive paradigm, the epistemology is objectivist, implying that the researcher 

absorbs information without influencing it or being influenced by it. Furthermore, the researcher is 

free of a subjective lens and can, “approximate (but never fully know) reality” (Guba et al., 1994, p. 

111). In this thesis, the researcher attempts to measure and explain the phenomena of the varying 

SME policy approaches in the WB region by objectively analysing the relationships between SME 

policy approaches and economic development variables that have been found to affect SME policy.  

It is important to note that work experience at the OECD, a reputable international organisation, 

has caused the tendency for me, the researcher, to adopt a normative and positivist perspective. I am 

aware of this tendency and will closely monitor the perspective applied in this thesis. 

Methodology  

In the post-positivism paradigm, methodology is modified experimental manipulative (Ibid.) 

and usually focuses on falsifying hypotheses. Furthermore, research is conducted in more natural 

settings and involves collecting more situational information than in the positivistic paradigm 

(Guba et al., 1994, p.110). This implies that, unlike positivist methods that only use quantitative 

methods, post positivistic research involves qualitative techniques while ensuring sufficient 

research-researcher detachment so results can be confirmed in replicated studies. Guba and Lincoln 

(1994) found that the exclusive use of quantitative data may lead to “context stripping”, in which, 

“precise quantitative data approaches that focus on selected subsets of variables necessarily “strip” 

from consideration…other variables that exist in the context that might…greatly alter findings” (p. 

107). The rise of post-positivism, and its tendency to incorporate qualitative methods, is largely due 

to such criticism towards positivism.  

Rooted in the post-positivism paradigm, this thesis sets out to falsify the hypothesis that 

different levels of economic development imply different SME policy approaches and combines 

predominantly quantitative research methods with qualitative methods. The study does not achieve 
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the experimental design of positivism because the ridged and manipulative controls often associated 

with positivistic research designs are less stringent in this study. The fact that it is not possible to 

control all variables is in line with the post-positivism paradigm, which states the true reality is only 

imperfectly apprehendable. The overall analysis in this study is based on the quantitative method of 

descriptive statistics, however, as the study includes only a small number of subjects, it is 

unfavourable to employ solely a quantitative approach – the standard methodology for positivistic 

studies. A qualitative approach is applied in part one in order to achieve a deep understanding of 

SME policy approaches, whereas part two uses descriptive statistics to determine the factors that 

influence SME policy approaches and how. 

In sum, empirical data is collected and analysed from a “true” reality in order to falsify 

hypotheses. This approach asserts that the researcher remains objective and personal ideas, 

judgements, or preconceived notions do not influence how data is absorbed, processed, or analysed. 

However, the true reality is only imperfectly apprehendable, setting this thesis apart from the 

positivism paradigm. Data is analysed quantitatively via descriptive statistics; however, qualitative 

methods are included to ensure high quality data. Thus, the ontological, epistemological and 

methodological constructs of this thesis are in line with the post-positivism paradigm.  

2.2 THE ROLE OF THEORY  

Theory plays a deductive role in this thesis, as the hypothesis is theory-based and is tested with 

specific data (Trochim, 2000). In the first part of the study, theory and literature are used to 

formulate the conceptual framework for measuring SME policy scores and for classifying and 

characterising the type of SME policy approaches of the WB countries. The Triple-pronged 

approach is a model I created while working at the OECD for identifying SME policy approaches. 

Dennis’ (2005) SME policy classification matrix, the Typology of Public Policy toward Small 

Business, was applied to specific data in order to classify WB countries’ SME policy approaches 

and to determine whether the model holds up in the face of empirical testing.  

In the second part of the research paper, literature is used to create a framework for analysis 

and is tested against empirical data. According to literature, economic development impacts policy. 

This study deductively tests these claims by analysing the effect of economic development factors 

on SME policy in the WB region and inductively draws conclusions based on observations.  
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Inductive elements are apparent in the research because analytical generalisations and 

conclusions are based on the observations found in the analysis (Trochim, 2000). There is little 

research that examines the relationship between the various economic development dimensions and 

SME policy in transition economies. This study incorporates the various economic development 

dimensions and uncovers patterns and observations that inductively result in broader generalisations 

about the relationship between the variables (Ibid.). 

2.3 RESEARCH METHODS: DATA COLLECTION AND PROCESSING 

This research paper is divided into two sections. Part one pertains to evaluating and classifying 

the WB countries’ SME policy approaches, in which data is collected via qualitative (self-

completion questionnaire) and quantitative (secondary analysis of official statistics) methods and 

converted to fit a classification model. Part two of the research paper is aimed at determining how 

certain economic development variables affect the SME policy approaches chosen by WB countries. 

Secondary data on WB countries’ economic development levels is collected from official national 

statistics offices and international databases. This data is analysed quantitatively via descriptive 

statistics against the SME policy approaches derived in section one.  

Countries included in the study 

Six countries of the Western Balkan region were included in the study: Albania, Bosnia and 

Herzegovina (Bosnia), Kosovo, the Former Yugoslav Republic of Macedonia (Macedonia), 

Montenegro and Serbia. Although Croatia is typically considered part of the region, it is excluded 

from the thesis due to its recent access into the European Union. The thesis focuses on the WB 

countries currently on the European Union (EU) pre-accession path (European Commission, 2015b).  

Qualitative data  

Self-completion questionnaires (Bryman, 2012) were used to gather qualitative data, which was 

used to evaluate the WB countries’ SME policies in the first part of this thesis. This questionnaire is 

based on the Triple-pronged approach (TPA), a SME policy evaluation tool that I developed while 

interning at the OECD’s Southeast Europe Division of the Global Relations Secretariat in 2015. 

During this internship, qualitative data for this thesis was collected. More information about the 

TPA is available in section 4.1 of the Analytical Framework. 
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 The questionnaire was sent to respondents as a Word Document via email. Respondents 

completed the questionnaire and sent it back via email by a clearly stated deadline. The 

questionnaire asked respondents to describe and score the quality of twelve SME policy indicators 

in their countries by providing justifications and any relevant sources to support their claims. The 

respondents were prompted to state which institution was responsible for providing information for 

a specific indicator and were encouraged to give additional comments. Below is an example of one 

indicator response box of the self-completion questionnaire (see Figure 1). 

Figure	1:	Example	of	a	response	box	of	the	self-completion	questionnaire	

RESPONSE	BOX	

Name	of	Indicator:	Inter-ministerial	Co-operation	in	SME	Policy	Design	

Assigned	Level:	(Allocate	a	score	from	0	to	5)	

Justification	 Sources	
Assessor	
Institution	

Additional	
Comments	

     

Justification as benchmarking tool for reliability and reducing response bias 

Assigned scores are based on the information available to the respondents and are subject to 

response bias. This study reduced response bias and ensured reliability through the justification 

requirement: sores given by respondents had to be accompanied by thorough justifications in order 

to ensure fair score allocation. Respondents had to provide evidence for each indicator, listing either 

a website or official document that validates the scores. Justifications also served as benchmarks 

that I could use to compare countries with one another and thus derive fair scores.  

Validity of chosen indicators 

According to Bryman (2012), “validity relates to the question of whether a measure is 

measuring what it is supposed to measure” (p. 280). Due to time and space constraints and in 

assuring that the questionnaire is not too lengthy and complex for respondents, only twelve 

indicators were included in the questionnaire. Twelve indicators do not paint the full picture of 

SME policy. To ensure that these selected indicators sufficiently represent their respective 

dimensions, the most representative indicators were selected by a group of OECD senior policy 

consultants and experts. An extensive selection process ensured the validity of the indicators. 
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Respondents of the self-completion questionnaire 

Two questionnaires were sent to each of the six countries included in the study; one 

questionnaire was completed by officials working in government and the other was completed by a 

local SME policy expert commissioned by the OECD. The questionnaires completed by the 

governments were circulated among various ministries and government agencies so that the most 

knowledgeable individuals could address each indicator.  

Two respondents per country for triangulation to ensure validity 

Bryman (2012) states that data source triangulation implies greater validity of an investigation 

and this is achieved by using multiple questionnaires per country. As mentioned above, each 

country received two identical questionnaires that were filled out by two different respondents. At 

no point did the respondents communicate with one another. Using two respondents per country is a 

form of data source triangulation and ensures validity as it uses the same researcher and the same 

method but a different source (respondent) at the same time for collecting the data (Bryman, 2012).  

Coding 

The respondents were asked to allocate scores that best represented the state of each indicator 

in their countries. Respondents assigned a score to each indicator using the assessment rubrics (see 

section below) in conjunction with the justifications they provided. In this way, the qualitative data 

was coded into numeric data (in the form of a score from zero to five) (Hesse-Biber & Leavy, 2010). 

Controls were in place to ensure a consistent coding process across the respondents (see Assessment 

Rubric and Reconciliation Phase, below).  

Assessment rubric 

The twelve indicators in the questionnaire had unique grading scales called assessment rubrics. 

Each rubric included six descriptions (one description per score from zero to five). As the score 

increased in the rubric, the description of that indicator depicted a higher quality SME policy level. 

Thus, a score of zero represented no existing policy for that indicator whereas a score of five 

represented best policy practices for that indicator. These assessment rubrics were implemented to 

help respondents chose the score-of-best-fit for each indicator given the justification they provided. 

The assessment rubrics can be found in Appendix A. 
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Assessment rubric to ensure reliability 

The assessment rubric ensured that all respondents were assigning scores to indicators based on 

the same grading scale. Clear policy descriptions and characteristics in the rubrics reduced 

subjectivity in the scoring process, thus ensuring inter-observer consistency and thus greater 

reliability (Bryman, 2012). 

Reconciliation phase 

After the two respondents per country completed their questionnaires, I analysed the results and 

checked for discrepancies or information gaps between the two response forms. After the initial 

analysis, I initiated a reconciliation process, which included a round of questions with the 

respondents in an attempt to fill information gaps and reconcile the two scores assigned to each 

country. Subsequently, a second round of follow-up questions between me and the two respondents 

per country took place to ensure all missing information was collected, discrepancies were resolved 

and that all indicators received a well-justified final score on the zero to five scale.  

Reconciliation process for reliability, reducing response bias and validity 

Reliability is the measure of inter-observer consistency and intra-observer consistency over 

time (Bryman, 2012) and the reconciliation process ensures that this is achieved. The process 

involved ‘fine-combing’ the raw data to reduce both the likelihood of response bias and respondents’ 

varying perceptions in regards to the assessment rubrics. 

This reconciliation process is a form of ‘member checking’, an internal validity procedure in 

which interpretations are taken back to the participants to ensure the credibility of the information 

(Creswell & Miller, 2000). Having question rounds and score negotiations with the participants 

ensures that input from participants is correctly interpreted (Ibid.). Furthermore, internal validity is 

ensured in the reconciliation phase because of ‘collaboration’ with the participants. Creswell et al. 

(2000) state that including participants in the data collection process ensures internal validity. 

Quantitative data 

One dimension of the TPA required the collection of quantitative data, which was collected via 

secondary analysis of official statistics (Bryman, 2012). Specifically, quantitative data was 

collected from the World Bank Doing Business database (World Bank, 2014). This data was 

processed using a conversion method to transform raw data into scores on a scale from zero to five, 
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so that these scores would be on the same scale as those derived from the self-completion 

questionnaires and could thus be analysed and compared. The conversion process is in Appendix C. 

Quantitative data was also gathered in part two of the study, as economic development 

indicator data was collected and processed via secondary analysis of official statistics (Bryman, 

2012). Data for the institution efficiency dimension was collected from the World Bank’s 

Worldwide Governance Indicators database, which covers over 200 countries and territories (World 

Bank, 2015c). Thus the percentile ranks for the indicators control of corruption, government 

effectiveness, and rule of law indicate the countries’ performance on a global scale. Data for the 

economic conditions dimensions was gathered from the World Bank Economy and Growth dataset 

(World Bank, 2015d), while data for the knowledge enhancement indicators was collected from the 

World Bank’s World Development Indicators database (World Bank, 2015a). The World Bank 

provides reliable and updated international data on various topics.  

Data was also collected from the Small Business Act (SBA) Factsheets, which monitor nations’ 

progress in implementing the SBA, the European Commission’s overarching framework for guiding 

SME policy in the EU.  

Method of analysis  

Part one: Evaluating and classifying SME policy approaches  

In part one, after SME policy scores from the self-completion questionnaire and World Bank 

Doing Business database were collected and processed, they were analysed using the TPA. Data 

was then applied to Dennis’ (2005) Typology of Public Policy toward Small Business in order to 

classify the SME policy approaches adopted by the WB countries. 

Part two: Analysing dynamics of economic development indicators & SME policy approach 

Part two of the thesis involves comparing WB countries’ SME policy approaches, derived in 

part one, with their respective economic development indicators, data for which is derived from the 

World Bank databases. As previously stated, the data is analysed quantitatively using descriptive 

statistics. It is important to note that the economic development indicators (the independent 

variables) should not be thought of as being independent of one another as it is reasonable to 

believe that they are positively associated. For example, it is likely that the level of government 

effectiveness influences the control of corruption or economic conditions in a country. Furthermore, 



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 16	

	

the lack of sufficient subjects and data points prevent the use of statistical analysis, thus the 

relationship between independent and dependent variables derived in this study can at most be 

considered to be interpretations. Figure 2 outlines the methods and systematic procedure used in the 

two parts of this thesis.  

2.4 DELIMITATIONS, GENERALIZABILITY & ASSESSMENT OF METHODOLOGY 

The aforementioned mechanisms and controls (such as the justification requirement, data 

source triangulation, the assessment rubric, and reconciliation process) were built into the 

methodology to ensure research validity and reliability. However, some overall limitations remain. 

This section presents the delimitations, limitations and generalizability of the study. 

Delimitation 

This paper identifies which economic development factors influence the SME policy 

approaches chosen in the six WB countries; it does not seek to advise policymakers on how to make 

appropriate policies given their unique contexts. 

This thesis makes a narrow economic analysis by focusing on how economic development 

variables impact the SME policy approaches chosen by countries.  There are several factors beyond 

those included in this thesis that influence the SME policy approaches and there are significant 

Figure	2:	Outline	of	methods	for	parts	one	and	two 
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limitations associated with a narrow economic approach. However, other factors such as politics, 

culture, and history are purposefully excluded from the analysis for two reasons: firstly, to give a 

focused economic investigation rather than a broad interdisciplinary analysis and secondly, to 

adhere to the economic paradigm informing the work of economic-based institutions such as the 

OECD and the World Bank – two organisations which have greatly influenced the methodology 

and supplied data to this thesis. The study offers a new understanding of how economic 

development factors influence SME policy approaches in transition economies. 

Analysing economic development factors broken down into the categories of institution 

efficiency, economic conditions, and knowledge enhancement was driven by literature and previous 

research (see section 4.2 Analysing economic development levels & SME policy approaches). 

Future research might include using different or a greater number of economic development 

indicators as well as including variables besides economic development ones to generate more 

context-specific findings and to increase the explanatory value of the model. 

Overall limitation, controls and generalizability  

There are an infinite number of factors that may influence the SME policy approaches of 

countries and I am aware that there are limitations associated with a narrow economic approach. 

The findings could end up differing significantly had more economic development indicators been 

included or had different contextual factors been taken into account (such as political, cultural and 

historical factors). Although this may seem to have implications on the external validity of the 

research, Calder, Phillips and Tybout (1982) argue that achieving external validity by including and 

monitoring the interaction of all possible background factors is difficult and logically impossible. 

Furthermore, they argue that focusing on relevant background variables may actually dilute the 

research. Thus, although several other factors influence SME policy approaches, it is impossible 

and unfavourable to control for all of them.  

Controls have been implemented to minimize the impact of the aforementioned limitation and 

to ensure internal validity. Firstly, theory and literature were used to inform which independent 

variables to include in the study. Furthermore, three important similarities of the six countries serve 

as controls as they reduce some sources of variance and allow for a focused analysis of SME policy 

factors: all six countries are transition economies, are located in the same region and have similar 

contextual and historical backgrounds (for more information on the WB countries please see the 

literature review). These similarities reduce the likelihood that regional, contextual and historical 
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factors cause the observed differences in WB SME policy approaches. Thus, while it is impossible 

to control for all background factors, some controls have been implemented and certain limitations 

have been accepted: it is beyond the scope of this thesis to identify a comprehensive list of factors 

influencing SME policy approaches. 

Given that the WB countries are economies in transition and thus belong to a particular subset 

of developing countries with distinct characteristics, obstacles, and development patterns, the 

findings offer important analytical generalizations for economies in transition, a key contribution of 

this paper. However, findings should not be simply transposed from one country to the next as the 

study not only excludes several important variables that influence SME policy, but also lacks a deep 

contextual analysis of the six WB countries. Therefore, the relationships found in this paper are not 

considered to be causal; rather they are general interpretations between variables that serve as an 

important starting point for understanding the general dynamics between SME policy approaches 

and the factors that influence it in transition economies. So, even though findings cannot be 

generalized to all economies, the findings offer new insights to theory on SME policy in transition 

economies that may inform future research. 

Limitations 

A single time frame 

Due to time and data limitations, the data in this study covers only a single time period (2014- 

2015).  Collecting data over several years would facilitate a better understanding of the relationship 

between the dependent and independent variables. It would also reveal important trends and 

patterns and would overcome running the risk of misinterpreting a relationship. 

Only twelve SME indicators 

The twelve SME policy indicators included in the questionnaire do not paint the whole picture 

of SME policy. Although measures have been implemented to ensure that the indicators are as 

representative as possible, the SME policy scores derived from the questionnaires may not 

accurately reflect the state of SME policy in the WB countries. In turn, unrepresentative scores may 

influence how countries’ SME policy approaches are classified, which will ultimately influence the 

analysis and findings of the study. It is beyond the scope of this thesis to include and analyse every 

SME policy indicator and thus the researcher has chosen to use twelve indicators deemed 

“representative of the three SME policy dimensions” by experts at the OECD.  
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All indicators and dimensions in TPA are equally weighted 

The TPA assumes that all SME indicators are of equal importance in determining the SME 

policy approaches (classification process) of a country. Assuming that the SME indicators have 

equal weights may result in misleading SME policy classifications and skew the conclusions drawn 

from the analysis. It is beyond the scope of this study to determine the weights of the indicators and 

dimensions (that is identifying which are more important in determining SME policy approaches). 

For simplicity and due to data constraints, equal weights for indicators and dimensions are assumed. 

Few indicators allocated to economic development dimensions  

There are a great variety of possible indicators for the three economic development dimensions. 

However, due to data and space constraints, only a few indicators could be included. This may have 

implications on the internal validity of the study because the indicators included may not be fully 

representative of their dimension. Some indicators are composites and may be more representative 

than others, however, most indicators are single measures and may create an incorrect perception of 

country performance. For example, the indicator gross domestic product (GDP) per capita is the 

only indicator used to represent the dimension ‘economic conditions’. Clearly, a more accurate 

picture of a country’s economic conditions would be painted if several indicators were used 

together. Furthermore, it may be the case that a chosen indicator falsely depicts the conditions of a 

country due to, for example, extraordinary external events. Therefore, if the independent variables 

are measured inadequately the analysis may lead to inaccurate findings. I chose indicators that are 

representative of the dimensions and based on the availability of data from reliable official 

secondary sources. Due to the low level of development of the WB countries, data constraints are 

common and affected what economic development indicators included in the study.  

3.0 LITERATURE REVIEW  

The literature review is divided into four parts. Section 3.1 offers definitions for the various 

terms used in this paper, while section 3.2 explores the current discourse surrounding SMEs. This 

includes identifying why SMEs are important, why policymakers should intervene and which policy 

options are available to them. For a balanced discussion, it also explores critics’ arguments against 

SME policy. Section 3.3 identifies the different types of policies and policy approaches available to 

policymakers and presents models for evaluating and classifying SME policy approaches, thus 
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addressing sub-question one, how does literature classify SME approaches? Section 3.4 begins 

addressing sub-question two, what does the literature say about factors affecting SME policy? 

However, this sub-question is addressed in more detail in the analytical framework. Section 3.4 

identifies the different views on the factors affecting SME policy and then introduces economic 

development and its various dimensions as important variables impacting SME policy. Section 3.4 

also explains the importance of economic development in transition economies, why the specific 

variables are included in the analysis and which variables are excluded. Lastly, section 3.4 

introduces literature on how certain economic development indicators impact SME policy. 

3.1 DEFINITIONS  

SMEs 

The definition of SME used in this thesis is derived from the definition coined by the European 

Commission, which entered into force in 2005 and now constitutes the legal EU-wide definition for 

SME. An enterprise is defined by number of employees and annual turnover (European 

Commission, 2015a). Micro enterprises have less than ten employees and generate an annual 

turnover of two million euros or less. Small enterprises have less than 50 employees and generate 

an annual turnover of ten million euros or less. The upper limits for medium-sized enterprises are 

250 employees and 50 million euros annually or less (Ibid.). 

Although the legal EU-wide definition for an SME only takes number of employees and annual 

turnover into consideration, it is important to keep in mind the diversity within SMEs. SMEs can 

vary in several ways such as in terms of the type of skills and capabilities they have, which sectors 

and industries they operate in, whether they are operating in the formal or informal sectors, their 

age, the business activities they are active in, how much capital they have, etc. (OECD, 2004; 

Storey, 2008). This has important implications for policymakers as the vast diversity among SMEs 

complicates SME policy-making (Storey, 2008). How do policymakers target the SME sector as a 

whole when SMEs are all so different? 

Western Balkan 

The term Western Balkan is used in this thesis to refer to the six Southeast European 

economies included in the study, namely: Albania, Bosnia, Kosovo, Macedonia, Montenegro and 

Serbia. All of these countries, with the exception of Albania, are the outcome of the breakup of the 
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former Yugoslavia after the fall of the communist regime in the 1990s. Furthermore, they are all in 

the process of transforming from socialism to capitalism and democracy, which will be further 

discussed in the following section.  

In terms of their governments, these countries are parliamentary republics. Bosnia, however, 

has a unique tripartite presidency to represent its three ethnically divided entities: the Federation of 

Bosnia and Herzegovina, Republika Srpska, and Brčko District. 

The countries of the WB region are also similar in economic structure. The service sector is by 

far the largest contributor to GDP in all six WB countries, contributing between 57 per cent of GDP 

in Kosovo to 70 per cent in Montenegro (World Bank, 2015a). In the WB countries the industry and 

agriculture sectors are the second and third largest contributors to GDP respectively. Albania is the 

only exception as its agriculture sector is slightly larger than its industry sector (Ibid.). 

The WB countries’ largest export partner is the European Union, which absorbs between 60 

and 75 per cent of WB exports (European Commission, 2015c). While Macedonia and Serbia 

export predominantly machinery and transport equipment, Albania, Bosnia, and Macedonia focus 

on the export of minerals (Ibid.).  

The region is profoundly affected by religious divisions, which are largely to blame for the 

tensions and war that have plagued the region’s history. However, these religious divides are not 

confined to countries’ borders; each WB country is comprised of varying proportions of Muslim, 

Eastern Orthodox, and Catholic groups. While the majority of the population in Albania and 

Kosovo follow Islam, the predominant religion in Macedonia, Montenegro, and Serbia is Eastern 

Orthodox. The population in Bosnia is proportionally divided between all three religious groups. 

Developing countries and countries in transition  

The six Southeast European countries listed above are all classified as developing countries for 

both political and economic reasons.  

Economically speaking, these countries are considered to be middle-income economies, 

according to the World Bank classification system (World Bank, 2015b). However, when looking at 

their gross national income (GNI) per capita, the countries can be divided into two groups: lower 

and upper-middle income economies. Kosovo is classified as a lower-middle income economy 

because its GNI per capita in 2015 fell between USD 1,046 and USD 4,125 (Ibid). On the other 
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hand, the other five WB countries are classified as upper-middle income economies because their 

GNIs per capita in 2015 fell between USD 4,126 and USD 12,745 (Ibid). 

Since the 1990s the WB countries have been in the process of transitioning from socialism to a 

democratic and market-based system. Thus, according to Hansen’s (2013) Typology of Developing 

Counties, the six WB countries are identified as transition economies. In transition economies such 

as the WB countries, the plethora of state-owned firms are becoming privatized and the huge and 

inefficient bureaucracies undergo public sector reforms. The International Monetary Fund (IMF) 

indicates that the main ingredients of the transition process include: liberalization, macroeconomic 

stabilization, restructuring and privatization and legal and institutional reforms (IMF, 2000). 

Furthermore, the IMF categorizes transition economies into four geographical clusters: Central and 

Eastern Europe (such as Albania, Bulgaria and Macedonia), the Baltics (Estonia, Latvia, and 

Lithuania) the Commonwealth of Independent States (such as Armenia, Georgia, and Russia) and 

Asia (such as Cambodia, China, and Vietnam). Thus, the term ‘economies in transition’ is a distinct 

subset of developing countries with unique characteristics, obstacles and development patterns. 

Although the WB transition economies have made strides in terms of reducing trade barriers, 

privatizing state-owned-enterprises and deregulating, the region still lags behind the EU in terms of 

employment and income levels: In the WB region unemployment rates are 20% higher and income 

levels are 30% lower than in Europe (IMF, 2015). Furthermore, the region still suffers from high 

levels of corruption, excessive bureaucratic red tape, inefficient state-owned enterprises that drain 

public resources, and ineffective corporate governance (Ibid.).  

This paper focuses on transition economies because their relationship with SME policy is 

greatly understudied. The following sections will highlight the importance of SMEs and SME 

policy for economic and structural development; given that these are aspects of particular 

importance to transition economies, it is important that their relationship with transition economies 

is well understood.  

3.2 SMES IN LITERATURE 

The role of SMEs  

SMEs are important players of the private sector and are significant contributors to economic 

growth (Beck, Demirguc-Kunt & Levine, 2005; Van Praag & Versloot, 2007; OECD, 2010). SMEs 
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make up the largest enterprise sector in regions around the world and contribute significantly to the 

total employment and GDP of their economies (Van Praag et al., 2007; OECD, 2010). In the EU, 

for example, SMEs account for 99.8% of total enterprises, contribute to 67% of total employment 

and 58% of value added (European Commission, 2014). Similarly, in the OECD area, SMEs 

account for 99% of total firms and contribute more than two thirds of total employment and more 

than half of value added (OECD, 2010).  

The return of SMEs 

The idea that SMEs play an important role in upgrading an economy’s productivity dates back 

to the first decades of the 20th century. Schumpeter initially recognized SMEs as important catalysts 

for productivity as they increase competition, challenging less productive SMEs and pushing them 

out of the market (Schumpeter, 1934). At the same time, entrepreneurs and young SMEs pose a 

threat to large incumbent firms, incentivizing them to innovate and operate as efficiently as possible 

(Ibid.). This process of stimulating productivity through competition became known as the process 

for industrial reorganisation or “creative destruction” (OECD, 2010). 

Schumpeter’s revisited his view on “creative destruction” in the 1940s, at which point he 

placed greater emphasis on larger firms due to their greater ability to exploit higher price elasticities 

of demand and economies of scale in production, distribution and research and development (R&D) 

(Ibid.). The notion claiming that large incumbent firms have greater power and importance over 

SMEs lasted until the 1970s and became known as the “managed economy” (Ibid). 

Interestingly, Schumpeter’s original view of “creative destruction” has come back to the 

forefront in the last decades of the 20th century and remains the main focus today. SMEs have 

regained importance due to recent trends in the economy. Consumers’ new preferences for variety 

and their tendency away from mass-produced standardized goods have weakened the advantages 

that facilitated the success of large firms during the “managed economy” (OECD, 2010). New 

technologies, niche markets and shorter product life times coupled with SMEs’ greater ability to 

adapt and absorb changes in the environment made it possible for SMEs to reappear as key players 

in the economy (Biggs, 2002; OECD, 2010). 

The benefits of the SME sector 

Academics have found a strong association between SMEs and GDP per capita growth and 

have determined that a large SME sector is an attribute of a healthy and successful economy (Beck 
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et al., 2005). A study done by Van Praag et al. (2007) presents three types of economic 

contributions of SMEs, namely: job generation, innovation, and productivity. Advocates for SME 

policy generally point towards these advantages when justifying the role of the state when it comes 

to SME policy. The advantages will be further explored below. 

A common pro-SME policy belief is that SMEs are greater contributors to employment than 

larger firms (Biggs, 2002; Beck et al., 2005; Van Praag et al., 2007). As stated above, SMEs are 

responsible for a large proportion of total employment. Furthermore, advocates claim that SME 

expansion produces more jobs than larger firm expansion because SMEs are more labour intensive 

(Beck et al., 2005). In other words, as an SME grows it will hire more employees than a growing 

larger firm would, implying that SMEs are stronger vehicles for employment generation and 

poverty alleviation. 

Another commonly referred to benefit of SMEs is their contribution to innovation (Biggs, 

2002; Beck et al., 2005; Van Praag et al., 2007; OECD, 2010). SMEs are the outcome of 

entrepreneurial stimulation and the development of entrepreneurial talent (Biggs, 2002). Biggs 

(2002) found that the development of entrepreneurial talent causes increases in innovation and 

competition (Ibid.). Sequentially, innovations can spill over into the economy and lead to economy-

wide efficiency and productivity gains, which in turn lead to economic expansion and development 

(Beck et al., 2005). The role of SMEs in innovation has been amplified by findings in an OECD 

(2010) study, which concludes that SMEs are crucial in breakthrough innovations and are important 

for the flow of knowledge in innovation systems.  

SMEs are commonly accredited for having higher productivity levels than larger firms (Beck et 

al., 2005). Acs and Audretsch (1991) found that firm entry occurs on a small scale, which explains 

the vast number of SMEs and high SME creation rates in the economy (Biggs, 2002; Beck et al., 

2005). In line with the Schumpeter’s “creative destruction” view, the large number of SMEs 

stimulates high levels of competition in which the inefficient and less productive firms are 

outcompeted by the more dynamic, efficient and productive firms. Thus, less productive SMEs are 

weeded out and exit the market, leaving behind their more productive counterparts (Beck et al., 

2005). As stated in the section above, the benefits of productivity gains include economic 

development and growth, thus Beck et al. (2005) claim that SMEs (as engines of productivity) 

should be supported by the state. 



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 25	

	

The role of SMEs in transition economies 

The aforementioned advantages of SMEs are emphasised in transition economies, such as the 

Western Balkan countries analysed in this paper. Apart from the SME sector’s contribution to 

poverty reduction and growth in an economy, SMEs play a key role in helping countries transition 

from a planned to a market-based economy: SMEs help absorb excess labour force, comprise an 

important supply base to larger firms, facilitate the process of sector restructuring and act as 

catalysts in social transformation (Smallbone & Welter, 2001).  

In transition economies, SMEs play an important role in absorbing the excess labour force that 

results from extensive restructuring of large state-owned enterprises (Smallbone et al., 2001). SME 

formation and growth generate employment that will ease the privatization process.  

SMEs are also important contributors to the supply base of domestic state-owned firms and 

inward foreign investors (Ibid.). Smallbone et al. (2001) claim that this is especially important for 

countries in transition that are just beginning to open their borders to international trade as it 

facilitates inward investment. 

Countries in transition undergo substantial sector restructuring and SME development 

accelerates this process (Ibid.). Before their transition towards market-based economies, countries 

in Southeast Europe developed economic structures heavily concentrated on the manufacturing 

sector. In a market-based economy this imbalance is corrected by the development of SMEs.  

SMEs may also play a key role in social transformation, a critical phase that occurs as 

transition economies transform from a socialist to a democratic and market-based regime 

(Smallbone et al., 2001). Self-employment and small business ownership not only help to produce 

the private sector in a former socialist economy but it also helps society to conceptualize democratic 

social awareness (Piasecki, 1995). 

SMEs are disadvantaged 

Decades of communist reign in the WB region not only suppressed the private sector but also 

favoured larger firms; SMEs were practically non-existent in communist countries around the world, 

spanning from Central and Eastern Europe to China and Vietnam (Gibb, 1993; McMillan & 

Woodruff, 2003). Today, it is often the case that economies do not reap the full economic benefits 

of SMEs, not only because their SME sector is still recovering from the communist regime, but 
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because entrepreneurs and SMEs often face obstacles that prevent SME formation and growth. 

SMEs are inherently disadvantaged compared with larger firms as they have fewer financial and 

human resources, lack core capabilities, and face difficulties gaining access to global value chains 

(Storey & Westhead, 1997; OECD, 2004; Storey, 2008). Furthermore, certain market and institution 

failures are more likely to hinder SMEs than larger firms (Biggs, 2002). These disadvantages are 

further discussed below. 

Access to finance 

The problem associated with access to finance has long been a key discussion in SME literature 

and has been identified as the number one obstacle hindering SME investment and growth  (OECD, 

2004). Furthermore, it has been found that access to finance poses a greater problem for SMEs than 

for larger firms (Beck, Demirguc-Kunt, Laeven, Maksimovic, 2006). A study done by Beck et al. 

(2006) found that young and small firms face the biggest obstacles in obtaining finance. Due to 

their size, SMEs generally have lower levels of capital and often lack the collateral required for 

acquiring loans (OECD, 2004; OECD 2013). Lastly, SMEs face high costs of credit due to the high-

perceived level of risk that stems from high SME failure rates (OECD, 2004). 

Human capital 

SMEs have fewer human resources than larger firms and are less likely to invest in training and 

upgrading their human capital due to certain market failures, higher training costs and ignorance of 

potential benefits (Biggs, 2002; Beck et al., 2005). The obstacles preventing SMEs from investing 

in human capital and training – which will be further explained below – have negative implications 

on SME performance: according to the Human Capital Theory, a lack of investment in human 

capital leads to poor economic performance (Buechtemann & Soloff, 1994). 

Firstly, SMEs face the “appropriation problem”, a concept that Biggs (2002) uses to describe 

the reluctance of SMEs to invest in training because they are unlikely to absorb the full benefit of 

the training investment. More specifically, SME are reluctant to invest in training because they run 

the risk of employees leaving the SME once they have been trained in order to seek higher paying 

and more stable positions at larger firms (Biggs, 2002; Beck et al., 2005; Van Praag et al., 2007). 

SMEs also risk other firms poaching their employees after an investment in training has been made 

(Storey et al., 1997). On a similar note, SMEs are reluctant to invest in technology or knowledge 
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creation because it is impossible for the SME to be the sole beneficiary of the investment as it is 

inevitable that some of the investment will spill over to society (Biggs, 2002). 

Secondly, SME are reluctant to invest in training as they face a higher training cost per 

employee than larger firms do (Storey et al., 1997). Larger firms can benefit from economies of 

scale in training, spreading the fixed cost over several employees, as larger firms have several 

employees in each position, such as several managers (Ibid.).  

A final reason why SMEs may choose not to invest in training is because they are ignorant of 

the potential benefits that an investment in training will bring (Biggs, 2002; Storey et al., 1997). 

Such benefits include productivity and efficiency gains and product and process upgrading. 

Learning and knowledge creation from networks, linkages, GVC integration & international experience 

Firm learning is vital for SME growth, however SMEs are disadvantaged when it comes to 

learning and knowledge creation compared with larger firms. The concept of “absorptive capacity” 

suggests that a firm uses the knowledge and expertise it has in-house in order to process and absorb 

new knowledge (Buur, Therkildsen, Hansen, & Kjær, 2013). A firm’s knowledge base is 

established through its interaction with buyers, suppliers, foreign markets and other organizations 

(Biggs, 2002; Forsgren, 2008). In addition to fewer skilled employees and a lower likelihood to 

invest in training, SMEs tend to have smaller networks compared with the more extensive and 

international networks of larger firms (Calof, 1994; Huggins & Johnston, 2010), especially in 

developing and transition economies (OECD, 2004). Thus SMEs have lower absorptive capacities 

than larger firms and are confronted with greater difficulties in absorbing new knowledge for future 

learning, upgrading and growth (Ibid.).  

SMEs’ ability to learn and upgrade their capabilities is further hampered by their fewer and 

weaker linkages and less international exposure relative to larger firms (Biggs, 2002). According to 

Gibb (1993), SMEs need networks with large firms and with other SMEs in order to stay innovative, 

competitive and to grow. Furthermore, linkages and global value chain (GVC) integration can have 

positive implications for firm upgrading and growth, however, SMEs have difficulties establishing 

these linkages because they face financial, managerial, technical, and organizational constraints that 

hinder them from meeting the product quantity and quality requirements set out by the multi-

national corporation (MNC) (Biggs, 2002). Due to their greater resource constraints than larger 
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firms, SMEs face larger obstacles integrating into GVCs and are thus more likely to miss out on 

important upgrading and learning opportunities.  

The benefits arising from GVC integration may be intentional or unintentional: on the one hand, 

MNCs may choose to invest in upgrading the businesses in their value chains in order to realize 

productivity and/or quality gains (known as a direct effect); on the other hand, unintentional 

“spillovers” of certain MNC techniques or knowledge may lead to learning and the upgrading of 

firms in the value chain (Altenburg, 2000; Biggs, 2002). This is especially important for SMEs 

since MNCs often exercise international best practices in areas such as operations, management and 

innovation, which may be exposed and spill over to the SMEs working with the MNC (Ibid).  

International experience may contribute to firm learning and upgrading, which have positive 

effects on productivity and growth (Biggs, 2002). However, SMEs are less likely to be exposed to 

international experiences than larger firms because they are more susceptible to barriers to 

internationalization (Biggs, 2002; OECD, 2004). A study done by the OECD (2004) on the barriers 

to SME internationalization found that SMEs have difficulties identifying foreign business 

opportunities, lack the working capital to finance exports, lack market information, are unfamiliar 

with export procedures and foreign business practices, and are financially constrained from hiring 

the staff necessary for overcoming these obstacles. These reasons impede SME internationalization 

hindering SME learning, upgrading, and growth (Biggs, 2002). 

Administrative burdens 

Administrative burdens tend to weigh more heavily on SMEs than on larger firms due to the 

financial and human capital constraints of SMEs (Biggs, 2002). Red tape, taxes, and administrative 

requirements for firm registration or standards compliance are complicated, time consuming, and 

are constantly changing. Smaller firms are less likely to have the capable and available staff to 

comply with these requirements and are less financially prepared to hire additional staff or legal 

consultants for support (OECD, 2012a). A study done by Klapper, Laeven and Rayan (2006) found 

a positive causal relationship between entry barriers (such as the administrative requirements for 

firm creation and entry into the formal market) and the average size of the entrant firm, proving that 

larger firms are better equipped to address administrative burdens than smaller firms.  
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Institutional failures 

Lastly, SMEs are disadvantaged because institutional failures pose a greater threat on SMEs 

than on larger firms (Biggs, 2002). This paper is grounded in the institution-based view, which 

states that institutions are the “rules-of-the-game” that moderate the level of uncertainty in an 

economy and influence firm behaviour (North, 1990; Peng 2002; Peng, Sun, Pinkham, Chen, 2009). 

In line with this perspective, there is a role for the state to establish favourable conditions for 

economic activity by reducing risk and uncertainty and by implementing sound policies (Peng et al., 

2009). Uncertainty arises when institutions are too weak to establish a favourable business 

environment and fail to ensure proper contract enforcement and protect property rights (OECD, 

2004; Beck et al., 2005; OECD, 2013). The transaction cost theory of multinational enterprises 

argues that in the presence of weak institutions and uncertainty, firms have the incentive to 

internalise contracts and move certain activities in-house, rather than working with external partners 

(Hennart, 1991). It is evident that the option of internalising activities – which may imply acquiring 

an external partner or hiring capable staff to move an activity in-house – favours larger firms as 

they have greater capabilities and financial flexibility to undertake these activities and to cope in 

uncertain environments (Biggs, 2002).    

There is a role for policy intervention 

It has been widely accepted that there is a role for policymakers in helping SMEs to overcome 

the aforementioned obstacles (Smallbone et al., 2001; Biggs, 2002; OECD, 2004; Rodrik, 2004; 

Storey, 2008; Peng et al., 2009; OECD, 2013). Implementing a clear and coherent SME policy will 

not only enable SMEs to compete on a level playing field with larger firms, but it will also unlock 

the economic benefits of the SME sector, which will drive economic growth and development (Van 

Praag et al., 2007).  

Critics to SME policy 

Despite widespread support for SME policy, there are critics that argue against public support 

for SMEs. Critics argue that SMEs are not in fact the powerful engines of employment, innovation 

and, productivity as they are made out to be. Furthermore they argue that SMEs are not necessarily 

the ideal firm size and suggest that policies should focus on the private sector as a whole rather than 

on a specific sector. 
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Opponents to SME policy argue that SMEs are not in fact better vehicles for job creation than 

larger firms by highlighting the difference between gross and net job creation. Although SMEs may 

be larger contributors to gross job creation, they also face greater failure and exit rates than larger 

firms (Biggs, 2002). In other words, SMEs’ net job contribution is lower than that of larger firms 

once the high SME failure rates have been taken into consideration (Ibid.). Not only do critics claim 

that larger firms are greater contributors to employment, they also claim that larger firms offer 

higher quality jobs. Beck et al. (2005) found that larger firms offer higher wages, greater benefits, 

better working conditions, and more stable jobs, all of which have important implications on 

poverty alleviation.  

Secondly, critics argue that due to economies of scale and greater available capital, larger firms 

are more able to subsidize R&D, which implies that they are in a better position than SMEs to 

contribute to innovation (Biggs, 2002; Beck et al., 2005). This suggests that larger firms are more 

likely to benefit from productivity and efficiency gains from innovation than smaller firms. 

A third argument that opposes SME policy comes from the industrial organisation (IO) 

literature. IO theory states that the ideal firm size depends on an economy’s institutions, natural 

endowments, and policies, among other things. IO perspective does not justify implementing 

policies that favour a particular firm size because countries’ characteristics do not necessarily 

always indicate that the ideal firm size is micro, small, or medium (Beck et al., 2005).  

Lastly, the business environment (BE) view challenges SME policy. This perspective focuses 

on the business environment and its impact on the private sector as a whole (Beck et al., 2005). 

Thus, according to the BE view, policy should address the whole private sector rather than a 

specific sector such as SMEs. 

3.3 HOW LITERATURE CLASSIFIES SME POLICY APPROACHES 

This section addresses sub-question one, how does literature classify SME approaches? The 

section begins by identifying the different policy options available to policymakers for supporting 

the SME sector. Based on an evaluation of policy choices made, policy approaches can be classified 

using a classification model that is presented in the analytical framework. 
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The types of SME policies 

When it comes to supporting the SME sector, policymakers can focus attention and resources 

on different areas. They can (i) work towards creating favourable macroeconomic conditions that 

foster SME formation and growth; (ii) reduce administrative and regulatory requirements that 

burden SMEs with costly and time-consuming tasks; (iii) increase direct support services to SMEs 

to help them overcome market failures; or they can (iv) focus on establishing a robust institutional 

framework which will help facilitate the effective implementation of options (ii) and (iii). These 

policy options will be discussed below. 

Macroeconomic stability  

Governments can support SMEs by ensuring a stable macroeconomic environment conducive 

to SME development and growth (Smallbone et al., 2001; OECD, 2004). Policies implemented to 

generate macroeconomic stability, healthy interest rates, and taxation practices do not specifically 

target SMEs but rather influence the private sector as a whole.  

Policy choices: Increasing support and decreasing burdens 

Policymakers can use resources for reducing obstacles or increasing the support services 

available to SMEs (Dennis, 2005; Schmitz, 2006; Storey, 2008). Choosing between increasing 

support and reducing barriers is what Storey (2008) calls making “policy choices”.  Dennis (2005) 

developed a Typology of Public Policy toward Small Business, which indicates the four different 

possible policy approaches that can be adopted based on the aforementioned policy choices. In this 

paper, the term “policy approach” is used to refer to any combination of policy choices (such as 

high or low support services and high or low efforts in reducing obstacles).  

Several academics (Smallbone et al., 2001; Beck et al., 2005; Altenburg & von Drachenfels, 

2006; Storey, 2008) argue that state intervention is justified when it comes to reducing barriers that 

hinder SME formation, growth and development. As mentioned previously, administrative 

requirements are a greater burden on SMEs than on larger firms and may stunt SME formation 

(OECD, 2012b). In order to avoid the adverse effects of costly and time-consuming legislative and 

administrative requirements, they should be minimal, simple, cost effective, avoid frequent changes 

and should be easy to understand (Storey, 2008).  
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For Beck et al. (2005), reducing barriers implies creating a favourable business environment, 

while Altenburg et al. (2006) refer to it as creating an “enabling environment” conducive to 

business activity, SME formation and growth. A study done by Smallbone et al. (2001) revealed 

that SME managers in developing countries consider the lack of an enabling environment to be the 

most pertinent factor hindering SME development. Further, the study found that SME managers in 

developing countries believe that the primary objective of policymakers should be to achieve an 

enabling environment (Ibid.). Policies that reduce barriers to SME development and growth may 

include reducing the cost and the number of procedures required for registering a business and 

simplifying business legislation (OECD, 2012b). 

Academics, such as Meyer-Stamer (1995) and Biggs (2002), claim that state intervention is 

necessary for providing direct support to SMEs to help them overcome market failures in training, 

education and strengthening business development services. This thinking is in line with the 

institution-based view, which recognizes that it is the role of the state to correct market failures and 

to ensure that “markets work smoothly” (Peng et al., 2009, p. 66). Policies that increase support to 

SMEs may include supplying market information, providing or subsidising consulting services and 

ensuring SME access to soft loans (Smallbone et al., 2001; OECD, 2013).  

An institutional framework conducive to SME development  

According to the institution-based view, institutions are important and inform firm behaviour 

and strategy (North, 1990; Peng, 2002; Peng et al., 2009). Thus, for institutions to encourage 

favourable SME behaviour (such as enterprise formation or investment in training), it is necessary 

for capable institutions with the right institutional structure, coordination and communication 

mechanisms to be in place (Meyer-Stamer, 1995; Biggs, 2002; Storey, 2008). A proper institutional 

framework is a prerequisite for the efficient and effective implementation of SME policies. 

Models for evaluating and classifying SME policy approaches 

In order to answer the first part of the research question, what are the SME policy approaches 

of WB countries, this paper utilizes a model for evaluating and a model for classifying SME policy 

approaches. The Triple-pronged approach (TPA) to SME policy facilitates data collection, analysis 

and SME policy evaluation. After policies are evaluated, they can be classified using Dennis’ 

Typology of Public Policy toward Small Business (Dennis, 2005). I will elaborate on these models 

in the analytical framework.  
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3.4 LITERATURE ON FACTORS AFFECTING SME POLICY 

This section begins to address sub-question two, what does literature say about factors 

affecting SME policy? However, this sub-question will be more thoroughly addressed in the 

analytical framework.  

First, this section presents four views on the relationship between country context and SME 

policy. Second, the term economic development is introduced as a key factor influencing SME 

policy. The section also explains why the paper focuses on economic development and what 

variables are excluded from the analysis. Additionally, the importance of SMEs for economic 

development in transition economies is highlighted, thereby clarifying why it is interesting to 

examine the relationship between economic development and SME policy approaches. Lastly, 

literature explaining the influence of economic development indicators on SME policy is presented. 

Perspectives on varying SME policy approaches: Does country context influence SME policy approach? 

Literature presents four views that link country context with SME policy. In extreme cases, 

academics find that SME policy to be either the same across all countries or completely 

idiosyncratic, while more moderate views link SME policy approaches to countries’ development 

levels. While some academics simply differentiate between developing and developed countries, 

others look to a development trajectory in which policies improve as development levels increase.  

SME policy is the same across all countries 

Academics of the business environment and the industrial organisation perspectives argue that 

SME policy approaches are constant across all countries, as these policy approaches ideally focus 

on the private sector as a whole rather than on the SME sector specifically (Beck et al., 2005). 

These policies focus on creating a favourable business environment, which includes ensuring stable 

macroeconomic conditions, attaining good governance, building business infrastructure, funding 

education and ensuring access to finance (Biggs, 2002; OECD, 2004; Storey, 2008).   

SME policy choices are idiosyncratic 

The other extreme case argues that SME policy approaches depend on the unique 

characteristics of a country. Patterns and generalizations cannot be made because there is not one 

clear-cut policy approach to SME policy (Storey, 2008). According to Leftwich (2005) policies are 

inherently different in every country because policies are the outcome of institutional change – a 
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political process that is propelled by the interaction of a country’s resources, people and power and 

is moderated by the country’s historical and cultural context. Similarly, Fritz and Menocal (2007) 

find that there is no one-size-fits-all path to development and that policies depend on the specific 

country and environment.  

Distinction between developed and developing country as the factor informing policy choice 

Researchers such as Dennis (2005), Altenburg (2000) and Schmitz (2006) have developed 

models and typologies that attempt to organise policy approaches based on development level. 

Dennis’ (2005) matrix Typology of Public Policy toward Small Business differentiates between 

developed and developing countries, allocating a specific SME policy approach for developing 

countries and three possible policy approach options for developed countries. Similarly, Lauridsen 

(2010) and Dahlman (2009) recognise a country’s level of development and national conditions as 

predominant variables influencing SME policy. This suggests that the distinction between 

developed and developing countries can, to some degree, determine the SME policy approach of a 

country. It is, however, unclear what drives developed countries to choose one of the three possible 

policy approaches. 

Development level informing policy choices 

Unlike Dennis’ model, which bases SME policy approaches on the distinction between 

developed and developing countries, Schmitz (2006), Altenburg (2000) and Dunning (1996) 

propose models that base policy variation on general development level. However, these models are 

similar to Dennis’ matrix in that they consider development level to be the key factor responsible 

for informing a country’s policy approaches.  

Schmitz’s (2006) matrix on industrial strategies suggests that development level determines the 

industrial strategies and related policies chosen by developing countries, while Altenburg’s (2000) 

model ‘Four approaches to foreign direct investment (FDI) policy in developing countries’ suggests 

that development level informs the FDI strategies and related policies chosen by developing 

countries. According to Altenburg (2000), a country should take a more targeted and advanced 

(vertical) policy approach with selective intervention as its institutional and administrative 

capacities develop. On the other hand, (developing) countries with lower levels of institutional 

capacity should keep to the easier-to-implement, and less demanding sector-wide (horizontal) 

policy approaches (Altenburg, 2000). 
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John Dunning’s Investment Development Path (IDP) Theory is another model that implies that 

countries’ development levels will influence governments’ policy choices. Similar to Altenburg’s 

(2000) model, the IDP captures the interaction between a country’s economic development and its 

flow of FDI (Dunning and Narula, 1996). According to the IDP, the development path of countries 

consists of five stages, each of which is characterised by a unique trend in inward and outward 

flows of FDI (Ibid.). Policymakers can use the model to determine which policies are best suited to 

advance their country along the IDP after having identified their country’s stage of economic 

development and the correlated flow of FDI (Ibid.). In the IDP, a country’s development level is 

measured based on Dunning’s “eclectic paradigm”, which encompasses the unique ownership, 

locational and internalisation advantages of a country (Ibid.). This is yet another model that 

suggests the development level can inform policy approaches. 

In addition to the institution-based view, the underlying assumption of this paper is that the 

level of country development in some way influences policy approaches, drawing on the 

assumptions of the third and fourth aforementioned perspectives.  

Economic development: Analysing the relationship with SME policy approach 

As shown above, a significant portion of literature suggests that development level influences 

policy approaches. Development is a very broad term, thus this paper focuses specifically on 

economic development. This section explains what is meant by economic development and the 

dimensions this term includes, why the study adopts a focused economic approach, what variables 

have been excluded from the analysis, and how economic development indicators impact SME 

policy approaches. 

What constitutes economic development? 

In order to measure economic development, I have chosen three dimensions to make up the 

term: institution efficiency, economic conditions and knowledge enhancement. According to 

Leftwich (2005), policy evolves from the interaction of power, people, and the resources of a 

country and is moderated by historical and cultural context. Researchers have established that each 

of these elements influence SME policy, which will be further discussed below.  

In Leftwich’s (2005) model, power is understood as the degree of governmental development, 

economic stability, and technological change in a country, factors that impact the SME policy of a 

country (Altenburg, 2000). The dimensions I have chosen to comprise the term economic 
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development, and to encapsulate the independent variables of this study, are based on Leftwich’s 

definition of power.  

A focus on economic development and the variables excluded from the analysis 

The remaining factors of Leftwich’s model (people, resource and context) are purposefully 

excluded from the analysis, despite influencing SME policy. People refers to the degree of voice 

and accountability of a country’s population, which Gittell, Magnusson and Merenda (2012) 

determined to be factors that influence SME policy. Resources refers to industry structure and 

economic activity, which affect SME policy according to Altenburg (2000) and Gittell, Magnusson 

and Merenda (2012) respectively. Lastly, cultural and historical context denote political and 

economic systems and history of war and conflict. Researchers such as Fritz and Menocal (2007) 

and Cingolani (2013) have indicated that these variables also impact SME policy. As these factors 

are not included in the analysis, their influence on SME policy will not be explained.  

There are several variables that influence SME policy and I am aware that there are limitations 

associated with taking a narrow economic approach and excluding various variables from the 

analysis. However, this study focuses on economic development variables in order to achieve an 

understanding of how economic development influences SME policy approaches in transition 

economies. Furthermore, an economic-focused account is in line with the paradigm of international 

organisations such as the OECD and World Bank, two institutions that greatly influenced the 

methodology and data of this paper. Thus, the thesis only analyses the impact of economic 

development on SME policy approach. 

Why is it interesting to investigate economic development and SME policy approaches? 

As previously discussed, SMEs are important drivers of economic development, especially in 

transition economies. Thus, it is interesting to understand how countries go about regulating their 

SME sectors given their capabilities and constraints. Transition economies are in the process of 

undergoing major structural overhauls as they transition from a central-planned to a market-based 

economy. As economies in transition deregulate and privatize their markets, they tend to suffer 

from massive trade deficits, increased unemployment, major slow-down in growth rates, and 

unproductive industries (OECD, 1998). The many substantial adjustments push transition 

economies into a deep transformational recession with low levels of growth (Ibid.). As they adjust 

to the new system, transition economies can quickly regain strong growth rates (Ibid).  
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SMEs play a key role in the restructuring process in transition economies and can accelerate 

economic recovery and development levels. As SMEs are crucial players in transition economies, it 

is interesting to analyse what SME policy approaches are adopted by transition economies 

(addressing part one of the research question), and how their approaches are moderated by their 

economic development levels (addressing part two of the research question). The WB countries are 

a group of economies in transition with similar political, historical, and economic contexts, thereby 

offering a unique opportunity to examine the effects of economic development levels on SME 

policy approaches while controlling for the other various contextual factors. 

Dimensions of economic development and their influence on SME policy 

This section presents literature on how economic development variables influence SME policy. 

As previously mentioned, economic development encompasses: institution efficiency, economic 

conditions, and knowledge enhancement. These dimensions are further described below. 

Institution efficiency: Corruption, governance effectiveness and rule of law 

The degree of governmental development has important implications on development and 

affects SME policy approaches. A study done by Kaufmann, Kraay and Zoido-Lobatón (1999) 

found a strong causal relationship between good governance and better development outcomes, 

while a study done by the OECD (2004) has identified good governance as a key factor determining 

quality SME policy. Furthermore, the models by Altenburg (2000) and Schmitz (2006) suggest that 

a government’s level of development influences its policy approaches, because a higher level of 

development implies greater levels of state capacity with which it can implement more demanding 

policies – and specifically SME policy in the case of Altenburg. In this sense, state capacity is 

understood as the power and ability of the state to penetrate society and achieve its objectives 

(Mann, 1984; Cingolani, 2013). This paper breaks down institutional efficiency into three key 

indicators based on the World Bank’s (2015c) Worldwide Governance Indicators: control of 

corruption, government effectiveness and rule of law.  

Studies have revealed the detrimental effects that corruption has on business and 

entrepreneurship, especially in countries in transition (Budak & Rajh, 2011). Corruption, defined as, 

“the exercise of public power for private gain” (Kaufmann et al., 1999, p. 8), creates uncertainty 

and risk in the business environment (Budak et al., 2011.), which – in line with the institution-based 
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view – is grounds for policy intervention (Peng et al., 2009). Furthermore, corruption undermines 

good governance, which is a key factor affecting the quality of SME policy (OECD, 2004).  

Government effectiveness measures the state’s ability to produce and implement sound policies, 

a critical factor influencing the type and quality of a country’s policies (Kaufmann et al., 1999).  

Specifically, government effectiveness refers to, “the quality of public service provision, the quality 

of the bureaucracy, the competence of civil servants, the independence of the civil service from 

political pressures, and the credibility of the government’s commitment to policies into a single 

grouping” (Kaufmann et al., 1999, p. 8).  

Rule of law refers to the robustness of the rules in a society, the extent to which society abides 

by these rules and is confident that the rules will be upheld (Ibid.). The World Bank’s Worldwide 

Governance Indicators considers rule of law as a fundamental governance concept influencing 

development outcomes (World Bank, 2015c). Kaufmann et al. (1999) define rule of law as, “the 

effectiveness and predictability of the judiciary, and the enforceability of contracts [that]…measure 

the success of a society in developing an environment in which fair and predictable rules form the 

basis for economic and social interaction” (p. 8).  

Economic conditions and knowledge enhancement 

In their chapter on government, public policy and sustainable business, Gittell, Magnusson and 

Merenda (2012) state that national conditions such as economic conditions and technological 

change influence public policy; better economic conditions improve the business-operating 

environment while technological advancements increase business opportunities. In both cases, there 

is a role for public policy, whether it is to stabilise economic conditions or to encourage innovation 

to boost productivity.  

Not only are innovation and education key drivers of economic development and growth 

(OECD, 2004; Nauwelaers & Wintjes, 2000), they are also important elements of a comprehensive 

SME development strategy (OECD, 2004). The European Commission’s Regional policy for smart 

growth of SMEs guide states that innovation is both a prerequisite for SME competitiveness and a 

necessary component of a national development strategy (European Commission, 2013).  

The importance of innovation and education are emphasized in Dunning’s (1997) book 

Alliance Capitalism and Global Business; he describes the emergence of a new co-operative 

relationship between firms and governments in which governments strategically – and to the firms’ 
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advantage – invest in their domestic innovative assets (such as technology and human capabilities) 

in order to attract FDI. Lauridsen’s (2010) work on strategic industrial policy, similarly discusses 

the concept of functional industrial policy, which are public policies that target functions that span 

many industries such as education and R&D. According to Lauridsen (2010), technological 

capabilities do not develop automatically and so countries require public support in building them. 

High tertiary school enrolment enables the development of human capabilities while R&D 

expenditure aims to increase innovation and technological advancements.  

The many benefits of the SME sector and how these benefits are emphasised in transition 

economies have been presented. However, it was also established that SMEs are disadvantaged 

compared to larger firms and thus require institutions to implement effective SME policy. The 

various elements of SME policy were introduced as well as models for evaluating and classifying 

SME policy approaches.  

Furthermore, this section presented the different perspectives pertaining to the variation in 

SME policy approaches, highlighting country context as an important element for determining SME 

policy approach. The literature review then sharpened its focus on economic development as an 

important contextual element affecting SME policy and introduced the three economic development 

dimensions: institution efficiency, economic conditions, and knowledge enhancement. 

While it has been established that country context impacts SME policy, there is a gap in 

literature that clarifies how transition economies’ contexts impact SME policies. Although one 

perspective suggests that SME policy becomes more demanding as economic development level 

increases, it is unclear if and how this applies to economies in transition, such as the WB countries. 

Given the importance of SMEs in transition economies, it is important for policymakers to 

understand what their SME policy approaches are and what causes the variation in how the sector is 

regulated. In other words, this thesis seeks to uncover the SME policy approaches of the WB 

countries and the factors that explain the variation in these approaches.    

The following section presents the analytical framework applied to this thesis and demonstrates 

how the aforementioned literature guides the investigation. 



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 40	

	

4.0 ANALYTICAL FRAMEWORK 

Chapter four outlines the framework for analysis applied to the research to address the 

hypothesis and research question of the thesis. Section 4.1 elaborates on the theories used for 

evaluating and classifying SME policy approaches, thus further developing sub-question one, how 

does literature classify SME approaches? Section 4.2 introduces the hypotheses of this thesis, 

reintroduces the economic development variables impacting SME policy that are included in the 

analysis (from literature review), and explains how these variables are organised and how data for 

them is collected and analysed. Section 4.2 concludes by reinforcing why the analysis of this paper 

focuses on economic development variables.  

The theories presented in this chapter shape the analytical framework of this thesis, as shown in 

Figure 3, which outlines the approach used for addressing the remaining sub-questions.  

Figure	3:	The	overall	analytical	framework	

4.1 EVALUATING AND CLASSIFYING SME POLICY APPROACHES 

Section 4.1 further develops sub-question one, how does literature classify SME policy 

approaches? A two-step process is used to identify the SME policy approaches of the WB countries. 

First, an SME policy evaluation framework – the TPA – is used to inform the structure of the self-

completion questionnaire used to gather empirical data. Secondly, the collected data is applied to an 

SME policy classification model, Dennis’ Typology of Public Policy toward Small Business.  

Step	3:	Identify	Factors	of	Economic	
Development	that	influence	Policy	Approaches	
Tool:	Descriptive	Statistics		

Step	2:	Classify	SME	Policy	Approach	
Tool:	Dennis'	Typology	of	Public	Policy	
toward	Small	Business	

Step	1:	Evaluate	SME	Policy		
Tool:	Triple-Pronged	Approach	

 Part	1	

(Section	4.1)	

Part	2	

(Section	4.2)	
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Triple-pronged approach for evaluating SME policy approach 

The TPA is an analytical framework that colleagues and I developed for the OECD publication 

Competitiveness Outlook 2016 Southeast Europe for the purpose of evaluating and analysing 

countries’ SME policies.  

 The structure of the self-completion questionnaire presented in the methodology is based on 

the TPA, thus the TPA model facilitates the collection of primary data in this study. The TPA is 

made up of three dimensions of SME policy: institutional framework for SME policy, 

administrative burdens for business registration, and support services for SMEs and start-ups. These 

dimensions encapsulate the main areas of SME policy, which were introduced in the literature 

review. Macroeconomic stability (another main SME policy area) was excluded from this model as 

it is not SME specific and pertains to the private sector as a whole. 

Twelve representative SME policy indicators makeup the three dimensions of this model. The 

indicators included were selected by OECD experts and were chosen from the SME Policy Index, 

an OECD tool that measures dozens of SME indicators (OCED, 2012a). The three dimensions and 

their twelve indicators are presented in Table 1, and are described in the section below. 

Table	1:	List	of	TPA	indicators	included	in	the	assessment	

Dimension	 Indicator	Name	

Institutional	framework	 i. SME	Development	Strategy	
ii. Inter-ministerial	Co-operation	in	SME	Policy	Design	
iii. SME	Policy	Implementation	Agency	
iv. SME	Test		
v. Policy	Framework	for	women	entrepreneurship	

Administrative	burdens	for	
business	registration	

vi. Time	required	for	starting	a	business	(number	of	days)	
vii. Number	of	procedures	required	for	starting	a	business		
viii. Cost	required	to	start	a	business	(%	of	income/	capita)	
ix. Paid-in	minimum	capital	required	to	start	a	business	(%	of	

income/capita)	

Support	services	for	SMEs	
and	start-ups	

x. Action	plan	on	development	of	SME	support	services		
xi. Quality	of	SME	online	portal	
xii. Range	of	SME	support	services	

TPA Dimensions for evaluating SME policy 

Indicators of TPA dimension 1: Institutional framework 

SMEs are affected on the macro, meso and micro levels (OECD, 2004) and thus SME 

development requires a strategy integrated into the overarching national development strategy (Ibid). 
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Literature states that a development strategy should include clearly defined actions and tasks and 

should allocate capable government bodies to each action (OECD, 2012b). Sufficient budgets 

should be dedicated to each action and monitoring and evaluation mechanisms should be in place to 

ensure proper and effective execution (Ibid.). 

Policies made in the various ministries of government (such as tax, immigration and 

competition policy) may have adverse effects on SMEs (Storey, 2008) and thus it is important that a 

single governmental body is responsible for SME policy design (OECD, 2012b). This body should 

have a robust coordination mechanism in place with the other ministries and agencies to avoid the 

implementation of overlapping, contradicting or burdensome policies that hinder SME development, 

interfere with government SME development strategies, and waste resources (Ibid.).  

To ensure transparency and accountability, literature states that the governmental body 

responsible for SME policy implementation (usually in the form of a governmental agency) should 

be separate from the body responsible for SME policy design (OECD, 2012b). The implementation 

agency should be adequately staffed with the necessary skills and budget for performing its tasks. 

Furthermore, an independent third party (e.g. the Ministry of Economy) should be responsible for 

monitoring the agency to ensure it is effectively executing activities and allocating resources (Ibid). 

According to literature, an SME test is a crucial tool for keeping the legislative environment 

under control and for ensuring that the business environment is not inundated with regulations. An 

SME test measures the potential impact of a proposed law on the SME sector, by holding 

consultations with representatives of the SME sector (such as entrepreneurs, certain committees, 

stakeholders, etc.) and measuring the potential quantitative and qualitative impact of the law on 

SMEs (Ibid.). If it is found that the proposed legislation disproportionately burdens SMEs, 

alternative policy options should be explored and assessed. 

Women are increasingly recognized as important players in the private sector for their 

contribution to employment, innovation and poverty reduction; however, they are often 

disadvantaged compared to their male counterparts, especially in transition countries (Welter, 

Smallbone, Isakova, Aculai & Schakirova, 2004; OECD, 2004; OECD, 2012b; OECD 2013). 

Firstly, studies have found that more women than men lost their jobs during the early stages of the 

transition process in economies transiting from a planned to a market-based economy 

(Ramadani, Gërguri-Rashiti & Fayolle, 2015). Secondly, women lack the same opportunities as 



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 43	

	

men, which hinders their participation in the SME sector. Specifically, women in developing 

economies face discrimination in terms of access to education and finance, pay, work status and are 

often confronted by a cultural stigma towards females in business (OECD 2004; Ramadani et al., 

2015). Developing and implementing a policy framework dedicated to women entrepreneurship 

will help reintegrate women into the SME sector and will unlock the economic and developmental 

benefits of women entrepreneurs (OECD, 2012b). 

Indicators of TPA dimension 2: Reduce barriers 

Literature tells us that bureaucratic requirements and red tape weigh more heavily on SMEs 

than on larger firms because smaller firms tend to have fewer human and financial resources 

available to dedicate to these tasks (Smallbone et al., 2001; OECD, 2012b). This dimension 

measures the extent to which a country has minimized the legislative requirements for starting a 

business by reducing the number of procedures and days required for starting a business and by 

reducing the costs and paid-in minimum capital required for starting a business.  

Indicators of TPA dimension 3: Increase support services  

According to Rodrik (2004) and Evans (2008), governments need to identify the market 

failures in order to provide SMEs with the support that they need. Thus, an action plan on the 

development of SME support services should be based on several consultations with the private 

sector (OECD, 2012b). Action plans should include measurable implementation plans, budgets, and 

timelines for implementation and should be systematically monitored and adjusted as needed (Ibid.). 

SME support services are of little use if SMEs are not aware of them. Information on the 

support services available to SMEs can be disseminated via an SME online portal (OECD, 2012b). 

Additionally, this portal can be used to communicate information to SMEs from public authorities 

on changes and additions to regulations and legislation pertaining to SMEs. It should be regularly 

maintained and updated to ensure the timely and accurate delivery of information to SMEs (Ibid.).  

Developing countries often lack a developed market for business services, thus, a network of 

publicly funded business service providers is needed to help SMEs overcome market failures and 

improve SME competitiveness (Ibid.). According to literature, publically funded services should be 

“horizontal” and “vertical”, terms Altenburg (2000) uses to denote sector-wide policies and targeted 

policies, respectively. So, support services should both be aimed at the SME sector in general, 
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through services, such as, marketing or business plan consulting, and at specific target groups, such 

as, women, youth, and innovative SMEs (Altenburg, 2011; OECD 2004; Ramadani et al., 2015). 

Dennis’ Typology for classifying SME policy approaches 

After primary data was collected via the self-completion questionnaire, it was applied to 

Dennis’ (2005) Typology of Public Policy toward Small Business (see Figure 4). SME policy 

scores from the TPA were applied to Dennis’ matrix in order to classify the WB countries’ SME 

policy approaches. The method used for coding and placing the WB countries into the matrix can be 

found in Appendix D along with an assessment of the process. Unlike the TPA, Dennis’ typology 

allows for visual cross-country comparisons and SME policy approach classification. 

Figure	4:	Dennis'	(2005)	Typology	of	public	policy	toward	small	business	

Low	direct	
support	

II:	LIMITING	 I:	COMPETING	

High	direct	
support	

III:	COMPENSATING	 IV:	NURTURING	

 High	impediments	 Low	impediments	

Dennis’ typology creates a matrix based on Storey’s (2008) “policy choices” (introduced in the 

literature review), which results in four possible SME policy approaches. Countries can have either 

high or low levels of impediments, which are obstacles that hinder SME performance, and can 

provide either high or low levels of direct support to SMEs. According to Dennis, developing 

countries are characterised as having ‘limiting’ SME policy, as Dennis (2005) characterises 

developing countries as having low direct support and high impediments (quadrant II). On the other 

hand, developed countries such as the United States of America (USA) or the countries of the EU, 

outperform developing countries by achieving either fewer impediments (quadrant I) or greater 

direct support (quadrant III), respectively. Furthermore, Dennis (2005) suggests that developed 

countries choose to nurture certain industries that enjoy both low impediments and high direct 

support (quadrant IV).  

While Dennis’ typology includes two dimensions of SME policy, it does not take 

macroeconomic stability or institutional framework for SME policy into consideration, two 

dimensions that were highlighted in literature as major elements of SME policy. Both 

macroeconomic stability and institutional framework are considered policy requirements rather than 
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policy choices and are thus not included in the model. As was the case in the TPA, macroeconomic 

stability pertains to the private sector as a whole, rather than to the SME sector specifically, and 

therefore is excluded from the model. Further, it can be argued, that the institutional framework co-

evolves with country development and is thus implied in Dennis’ model through his distinction 

between ‘developing countries’ in quadrant II and the other three quadrants. According to Nelson 

(2011), institutions and policies co-evolve; thus as countries develop, more demanding policy 

approaches become viable options for them as their institutional frameworks evolve. By 

characterizing the countries as ‘developing’ (in quadrant II) it is implied that the countries also have 

poor institutional frameworks. Developing countries are thus constrained to one ‘limiting’ policy 

approach, whereas developed countries with higher quality institutional frameworks, such as the 

USA or EU member states, can choose from a greater variety of policy approaches.  

The study hypothesises that the level of economic development influences the SME policy 

approaches chosen by the Western Balkan countries. Thus, SME policy approaches, as identified by 

Dennis’ matrix, denote the dependent variable of the study while economic development factors, as 

will be discussed in section 4.2, denote the independent variables.  

4.2 ANALYSING ECONOMIC DEVELOPMENT LEVELS & SME POLICY APPROACHES 

Null and alternative hypotheses 

This study strives to shed light on the relationship between economic development and SME 

policy approach, by testing the perspective that posits that countries’ SME policy approaches 

become more demanding as economic development increases. In doing so, Dennis’ model is also 

put to the test, which pigeonholes developing countries into one possible policy approach. To 

subject these perspectives to empirical testing, the thesis sets null and alternative hypotheses. The 

null hypothesis states that greater levels of country economic development do not imply more 

demanding SME policy approaches, while the alternative hypothesis states that greater levels of 

country economic development imply more demanding SME policy approaches. 

Economic development indicators as the independent variables 

To determine how economic development factors explain the SME policy in the WB countries, 

the countries’ SME policy approaches (findings from section 4.1) are compared with their 

economic development indicators in the analysis.  
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Section 3.4 of the literature review set out to explain the relationship between economic 

development and policy and introduced the idea that institutional efficiency, economic conditions 

and knowledge enhancement are economic development variables that influence SME policy 

approaches. These three dimensions are based on Leftwich’s (2005) model and are used to structure 

the analysis between economic development and policy. Specific indicators, chosen based on a 

review of literature, are assigned to each dimension to facilitate the analysis between variables. The 

indicators are representative of their economic development dimensions and have been found to 

affect SME policy, see Table 2 below.  

The column titled ‘Indicator’ in Table 2 comprises the independent variables of the study, 

while SME policy approach – as classified using Dennis’ matrix – is the dependent variable. The 

direction of the relationship (independent versus dependent variable) is derived from literature and 

facilitates the analysis of economic development variables that influence SME policy. The 

‘Literature’ column indicates the source that claims a relationship between economic development 

variables and SME policy. This thesis tests the relationship between independent and dependent 

variables to see how literature holds up to empirical testing in the case of transition economies.  

Table	2:	Economic	development	indicators	to	be	analysed	against	SME	policy	approaches	

Dimension	 Description	 Variable	 Indicator	 Data	source	 Literature	

Institution	
efficiency	

Stable	&	
effective	

government	

Corruption	
Control	of	
Corruption:	

Percentile	Rank	 World	Bank	
(2015a):	

Worldwide	
Governance	
Indicators		
database	

Altenburg	(2000)	

OCED	(2004)	

Government	
Effectiveness	

Government	
Effectiveness:	
Percentile	Rank	

Altenburg	(2000)	

OCED	(2004)	

Rule	of	Law	
Rule	of	Law:	

Percentile	Rank	
Altenburg	(2000)	

OCED	(2004)	

Economic	
Conditions	

Economic	
performance	

Economic	
Conditions	

GDP	per	capita	
(current	US$)	

World	Bank	
database	
(2015d)	

Cingolani	(2013)	

Gittell,	Magnusson	
&	Merenda	(2012)	

Knowledge	
enhancement	

Advancements	
in	

technological	
innovation	
and	human	
capital	

R&D	
expenditure	

R&D	expenditure	
(%	of	GDP)	 World	Bank	

database	
(2015d)	

Gittell,	Magnusson	
&	Merenda	(2012)	

OECD	(2004)	

European	
Commission	

(2013)	

Higher	
education	

School	
enrolment,	

tertiary	(%	gross)	

Source:	Authors	own	creation.	
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Descriptive statistics: Analysing dynamics of economic development indicators & SME policy approaches 

WB countries’ scores for each economic development indicator are plotted on six graphs, one 

for each economic development indicator. The countries are also colour-coded, based on the SME 

policy approach they have adopted. Red denotes a limiting SME policy approach; yellow denotes a 

competing approach while green means that the country has adopted a nurturing SME policy 

approach. These graphs facilitate a cross-country analysis and reveal trends between countries’ 

economic development levels and their respective SME policy approaches. For a deeper analysis 

and a better contextual understanding, the averages of upper and lower middle-income countries 

and the 28 countries of the European Union (EU 28) are included in the graphs where possible. 

These graphs can be found in Appendix E. 

Why focus on economic development variables?  

As stated earlier, this study looks exclusively at the influence of economic development on 

SME policy. I am aware that other variables such as history, politics, culture and industry structure 

also undoubtedly influence SME policy, however I purposefully exclude them from this study. 

Although there are limitations associated with this narrow approach, I chose this method in order to 

allow for a focused analysis. By isolating certain economic development variables, this study offers 

a deeper understanding of the factors influencing SME policy approaches. Further, analysing the 

effect of certain economic development variables across countries similar in economic, political, 

historical, and cultural contexts facilitates a controlled investigation, allowing for analytical 

generalisations to be made. Lastly, as stated elsewhere in this paper, adopting an economic 

approach corresponds with the paradigms of the international organisations that heavily influenced 

the methodology of this thesis. 

5.0 ANALYSIS 

The analysis is divided into two parts. In section 5.1, SME policy data of the six WB countries 

is applied to two theoretical models; the first model is used to evaluate the countries’ SME policies 

while the second model is used to classify their SME policy approaches. Thus, section 5.1 addresses 

sub-question three, what is the state of SME policy in the Western Balkan (evaluation and 

classification of SME policy), and the first part of the research question, what are the SME policy 

approaches of WB countries? 
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Section 5.2 addresses sub-question four, what are the economic development levels of the WB 

countries, by presenting and analysing the WB countries’ economic development indicator scores. 

Subsequently, section 5.3 compares the economic development indicators derived in section 5.2 

with the SME policy approaches derived in section 5.1, thereby uncovering the trends between the 

independent and dependent variables. 

5.1 WHAT ARE THE SME POLICY APPROACHES IN THE WESTERN BALKAN? 

Section 5.1 presents both general economic data and SME-specific data on the six WB 

countries. The findings from the application of the TPA and Dennis’ (2005) Typology of Public 

Policy toward Small Business are also presented. These findings address sub-question three, what is 

the state of SME policy in Western Balkan (evaluation and classification of SME policy) and the 

first part of the research question, what are the SME policy approaches of WB countries? 

General information about the Western Balkan region  

Despite their many similarities, the WB countries are diverse in many ways. While a brief 

historical, economic, and political account of the WB countries is outlined in the literature review, 

this section looks more closely at the diversity among the countries, such as variation in population, 

GDP per capita, GDP growth, and inflation rates.  

The WB countries vary greatly in terms of population, ranging from a mere 622 thousand 

inhabitants in Montenegro to more than seven million inhabitants in Serbia (see Table 3, below). 

Furthermore, GDP per capita also ranges significantly from 4,052 USD in Kosovo to 7,379 USD in 

Montenegro (Table 3).  For the most part, GDP growth has stabilised in the WB since the global 

economic crisis of 2009 however, the pre-crisis levels have yet to be recovered. In  2014, GDP 

growth in the region fluctuated between -1.8 in Serbia and 3.8 in Macedonia (see Table 4).  

Inflation rates in the region have also balanced out in recent years. Inflation in Serbia, for example, 

has come down to healthy 2.08 per cent in 2014 from 71 per cent in 2000. Although some WB 

countries experienced deflation in 2014, these seem to be one-off incidences rather than on-going 

negative trends (see Table 5). 	
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Table	3:	Population	and	GDP	in	the	WB	region	and	EU	28,	2014	

		 ALB*	 BIH*	 KOS*	 MKD*	 MNE*	 SRB*	 EU	28	

Population	 2,894,475	 3,817,554	 1,823,149	 2,075,625	 621,800	 7,129,428	 508,314,883	

GDP	 per	 capita	
(current	USD)	

4,564	 4,790	 4,051	 5,456	 7,379	 6,153	 4,564	

*Albania	(ALB);	Bosnia	(BiH);	Kosovo	(KOS);	Macedonia	(MKD);	Montenegro	(MNE);	Serbia	(SRB).	
Source:		Generated	with	data	from	the	World	Bank	(2015a).	

Table	4:	GDP	growth	(annual	%)	in	the	WB	and	EU	28	

		 2000	 2006	 2007	 2008	 2009	 2010	 2011	 2012	 2013	 2014	
ALB	 6.7	 5.4	 5.9	 7.5	 3.4	 3.7	 2.6	 1.4	 1.1	 2.2	
BIH	 5.5	 6.5	 6.0	 5.6	 -2.7	 0.8	 1.0	 -1.2	 2.5	 0.8	
KSV	 n.a.	 4.5	 7.3	 2.6	 3.3	 3.3	 4.6	 2.8	 3.4	 1.2	
MKD	 4.5	 5.1	 6.5	 5.5	 -0.4	 3.4	 2.3	 -0.5	 2.7	 3.8	
MNE	 3.1	 8.6	 10.7	 6.9	 -5.7	 2.5	 3.2	 -2.7	 3.5	 1.8	
SRB	 7.8	 4.9	 5.9	 5.4	 -3.1	 0.6	 1.4	 -1.0	 2.6	 -1.8	
EU	28	 3.9	 3.3	 3.1	 0.5	 -4.4	 2.1	 1.8	 -0.4	 0.2	 1.4	

Source:	Generated	with	data	from	the	World	Bank	(2015d).	

Table	5:	Inflation,	consumer	prices	(annual	%)	in	the	WB	and	EU	28	

		 2000	 2006	 2007	 2008	 2009	 2010	 2011	 2012	 2013	 2014	
ALB	 0.05	 2.37	 2.93	 3.36	 2.28	 3.55	 3.45	 2.03	 1.94	 1.63	
BIH	 n.a.	 6.12	 1.52	 7.42	 -0.39	 2.19	 3.68	 2.05	 -0.09	 -0.93	
KSV	 n.a.	 0.62	 4.36	 9.35	 -2.41	 3.48	 7.34	 2.48	 1.76	 0.43	
MKD	 6.61	 3.21	 2.25	 8.33	 -0.74	 1.51	 3.90	 3.32	 2.78	 -0.28	
MNE	 n.a.	 2.92	 4.35	 8.76	 3.47	 0.65	 3.45	 4.15	 2.21	 -0.71	
SRB	 71.12	 11.72	 6.39	 12.41	 8.12	 6.14	 11.14	 7.33	 7.69	 2.08	
EU	28	 3.16	 2.60	 2.63	 4.20	 0.95	 1.67	 3.31	 2.72	 1.39	 0.22	

Source:		Generated	with	data	from	the	World	Bank	(2015d).	

General information on SMEs in the Western Balkan region 

SMEs are key players in the economies of the WB countries. SMEs comprise more than 99 per 

cent of enterprises in the region and are important vehicles for GDP and employment generation. In 

2014, SMEs generated on average more than 70 per cent of employment and 60 per cent of GDP in 

the WB (see Table 6).  	
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Table	6:	Share	of	SMEs,	SME	contribution	to	GDP	and	SME	contribution	to	employment	in	WB	region,	2014	

		
Share	of	SMEs	(of	total	

enterprises)	
SME	Contribution	to	

Employment	
SME	Contribution	to	GDP	

ALB	 a	99.9%	 a	81.4%	 a	69.5%	
BIH	 99.1%	 b	61.5%	 n.a.	
KOS	 b	99.9%	 **80.7%	 n.a.	
MKD	 a	99.8%	 a	76.6%	 a	65.6%	
MNE	 99.8%	 b	61.6%	 n.a.	
SRB	 a	99.8%	 a	70.8%	 a	54%	
WB	
average	

99.9%	 72.10%	 63%	
EU	28		 c	99%	 c	70%	 c	60%	
Source:	 Researcher’s	 own	 construction	 from	 Internship	 report	 (Kempe,	 2015).	 Data	 from:	 a	 SBA	 Factsheet	 (2014),	 b	

National	Statistical	Agencies	(2010),	c	Eurostat	(2012).		

A closer look at the enterprise structure in the six WB countries reveals a pyramid pattern. The 

majority of enterprises are micro enterprises – the smallest possible type of SME. Small-sized 

enterprises make up the second most common SME size, albeit significantly less common than 

micro-sized enterprises. Lastly, medium-sized enterprise – the largest type of SME – is the least 

common SME found in the WB region. Overall, large enterprises are relatively uncommon. This 

pyramid-shape enterprise structure appears both in developed and developing countries alike, which 

is made apparent by the enterprise structure of the EU 28.  The breakdown of the enterprise 

structure in the WB and EU 28 is presented in Table 7.	

Table	7:	SME	structure	in	the	WB	countries	

		
Micro	firms	
(%	of	total)	

Small	firms	
(%	of	total)	

Medium	
firms	(%	of	

total)	

SMEs	(%	of	
total)	

Large	firms	
(%	of	total)	

No.	of	total	
enterprises	

ALB a	 95.6%	 3.7%	 0.6%	 0.999	 0.1%	 77,179	

BIH b	 84.5%	 8.5%	 6.1%	 0.991	 1.0%	 31,435	

KOS b	 56.3%	 42.9%	 0.7%	 0.999	 0.1%	 46,032	

MKD a	 91.1%	 7.4%	 1.3%	 0.998	 0.2%	 53,353	

MNE b	 8.2%	 90.6%	 1.0%	 0.998	 0.2%	 23,010	

SRB a	 95.9%	 3.2%	 0.7%	 0.998	 0.2%	 283,874	

EU	28 c	 92.4%	 6.4%	 1.0%	 0.998	 0.2%	 21,614,877	
Source:	Modified	from	researcher’s	own	internship	report	(Kempe,	2015).	Data	from:	a	SBA	Factsheets	(2014),	b	National	
Statistical	Agencies	(data	from	Montenegro	is	from	2011	and	exclude	micro	enterprises);	c	Eurostat	(2013).	
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Application of theoretical models: Analysis and findings 

Triple-pronged approach: Findings 

The TPA scores (after being reconciled and coded) are displayed below in Table 8. The 

original government and local expert scores can be found in Appendix B. 

Table	8:	WB	country	TPA	scores	derived	from	reconciled	assessment	scores	

  ALB BiH KOS MKD MNE SRB WB 
Average 

Dimension 1: Institutional Framework           
1. Strategy for small 
enterprise development 3 1 2.5 3 3.5 4 2.8 

2. Strategy coordination 
among ministries and 
agencies 

4.5 1 3.5 3.5 4 4.5 3.5 

3. Agency for strategy 
implementation and small 
business support 

3.5 1 3 3.5 3.5 4.5 3.2 

4. SME Test  1 0 1 1 1 1 0.8 
5. Policy to support women 
entrepreneurship 2.5 2 1.5 2.5 2.5 3 2.3 

Average score 2.9 1 2.3 2.7 2.9 3.4 2.5 
Dimension 2 (2014 values): Reducing Barriers       
6. Procedures (number) 5 11 6 2 6 6 2.9 a 
7. Time (days) 4.5 37 30 2 10 12 3.0 a 
8. Cost (% of income per 
capita) 21.1 14.8 22.1 1.9 1.5 7.2 2.6 a 

9. Paid-in min. capital (% 
of income per capita) 0 29.1 0 0 0 0 4.2 a 

Average converted score a 3.3 0.4 2.1 5.0 4.1 3.7 3.1 
Dimension 3: Support Services             
10. Action plan for support 
services 2.5 1 2 3 2.5 4 2.5 

11. Variety of support 
services 2.5 2 2.5 3 2 3.5 2.6 

12. Online information 
portal 2.5 1 3 2 1.5 3 2.2 

Average score 2.5 1.3 2.5 2.7 2.0 3.5 2.4 
 

Overall country score 2.9 0.9 2.3 3.5 3.0 3.5 2.7 
a	 Results	 from	 dimension	 2	 were	 converted	 to	 a	 0-5	 scale,	 see	 conversion	 method	 in	 Appendix	 C.																					
Source:	Researcher’s	own	construction	from	data	and	internship	report	(Kempe,	2015).	
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Table 8 (above) reveals the diversity in scores and SME policy approaches among the WB 

countries. Serbia is the regional leader in terms of overall SME policy performance, followed by 

Macedonia, Montenegro and Albania. Kosovo and Bosnia lag behind with the lowest overall scores.  

On the dimension level, the region does not appear to perform significantly stronger in one 

dimension over the others as dimension scores are relatively stable. The weakest dimension with the 

lowest regional average score is dimension three, Support Services (score of 2.4), whereas 

dimension two, Reduce Barriers with a score of 3.1, is the strongest dimension. 

Interestingly, the four top performing countries (Serbia, Macedonia, Montenegro and Albania) 

are strongest in dimension two, Reduce Barriers, whereas the two weaker countries (Bosnia and 

Kosovo) find their lowest scores in this dimension. Instead, Bosnia and Kosovo have their highest 

scores in dimension three, Support Services.  

Although dimension one, Institutional Framework is the second strongest dimension of the 

region, it only scores marginally better than dimension three, Support Services (regional average 

scores are 2.5 and 2.4 respectively). In dimension one, the region performs the best in indicator two, 

Strategy Coordination among Ministries and Agencies (regional average score of 3.5), but has the 

most room for improvement in indicator four, SME Test (regional average score of 0.8). In fact, the 

SME test receives by far the lowest indicator score of the whole TPA. 

As previously stated, the region displays the strongest performance in dimension two, Reduce 

Barriers. Indicator nine, Paid-in minimum capital required for starting a business, is not only the 

strongest indicator of dimension two (regional average score is 4.2), however, it is also the strongest 

indicator in the TPA. On the other hand, indicator eight, Cost of starting a business, is the weakest 

indicator of dimension two with a regional average score of 2.6. 

Dimension three, Support Services, is the weakest dimension in the region, with no indicator 

receiving a regional average score above 2.6. Within this dimension, the region performs best in 

indicator eleven, Variety of support services, and performs worst in indicator twelve, Online 

information portal, receiving regional average scores of 2.6 and 2.2 respectively.  



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 53	

	

Dennis’ Typology of Public Policy toward Small Business: Findings 

The WB countries’ SME policy approaches are classified by applying the scores derived from 

the TPA (above) to Dennis’ (2005) Typology of Public Policy toward Small Business (see Figure 5 

below). The method used for allocating the countries into the matrix is outlined in Appendix D. 

Figure	5:	Classifying	WB	SME	policy	approaches	using	Dennis'	Typology	of	Public	Policy	toward	Small	Business	

Low	direct	
support	

II:	LIMITING	

[Bosnia]	
[Kosovo]	

I:	COMPETING	

[Montenegro]	
[Albania]	

High	direct	
support	

III:	COMPENSATING	
	

IV:	NURTURING	
[Serbia]	

[Macedonia]	
 High	impediments	 Low	impediments	

Source:	Based	on	Dennis’	(2005)	model.	

Figure 5 reveals that the SME policy approaches of the six WB countries are dispersed among 

three of the four possible approaches. Macedonia and Serbia tied for the highest average TPA score 

(they both scored 3.5), scoring high (above 2.5) in dimension two, Reduce Barriers, and dimension 

three, Support Services. Thus, they both adopt the most demanding ‘nurturing’ SME policy 

approach. Montenegro and Albania achieve the second and third highest TPA scores respectively 

by scoring high (above 2.5) in dimension two, Reduce Barriers, but low (2.5 or below) in dimension 

three, Support Services. Thus, Montenegro and Albania adopt a ‘competing’ SME policy approach. 

Bosnia and Kosovo have the lowest TPA scores, scoring low (2.5 or below) along both dimensions; 

therefore, they are classified as having a ‘limiting’ SME policy approach. None of the six WB 

countries are classified as having a ‘compensating’ SME policy approach. 

5.2 ECONOMIC DEVELOPMENT LEVELS IN THE WESTERN BALKAN 

Section 5.2 presents and analyses data on the economic development indicators, thereby 

addressing sub-question four, what are the economic development levels of the WB countries?  

Figure 6, below, reveals how the WB countries perform across various economic development 

indicators compared to the EU 28. 
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Figure	6:	WB	countries'	performance	across	economic	development	indicators	

Economic	
Development	
Dimension	

Indicator	 ALB	 BiH	 KOS	 MKD	 MNE	 SRB	 EU28	 Source	

Institution	
Efficiency	

Control	of	
Corruption	
(percentile	

rank)	

36	 49	 39	 59	 57	 52	 76	

Worldwide	
Governance	
Indicators	
(2014)	

Government	
Effectiveness	
(percentile	

rank)	

52	 37	 43	 61	 64	 58	 82	

Rule	of	Law	
(percentile	

rank)	
41	 49	 37	 57	 61	 50	 83	

Economic	
Conditions	

GDP	per	capita	
(current	USD)	

4,564	 4,790	 4,052	 5,456	 7,379	 6,153	 31,579a	
World	Bank	
database	
(2014)	

Knowledge	
Enhancement	
	

R&D	
expenditure	(%	

of	GDP)	
0.15b	 0.33	 n.a.	 0.44	 0.38	 0.73	 2.0	

World	Bank	
database	
(2013)		Tertiary	school	

enrolment		
(%	of	gross)	

58.5	 23.2c		 n.a.	 39.4d	 55.5	e	 56.4	 66.2	

Source:	Researcher's	construction.	a	Includes	26	EU	countries	(no	data	available	for	Malta.	Luxembourg	data	excluded	as	
outlier);	b	2008	data;	c	2002	data;	d	2013	data	from	UNESO	(2015);	e	2010	data.		

Institution efficiency dimension 

The indicators of the institution efficiency dimension (control of corruption, government 

effectiveness, and rule of law) are measured in percentile rank, which indicates how countries perform 

on a global scale. 

 Overall, compared with EU and global standards, the WB region scores low across all 

indicators of the institution efficiency dimension. However, there is great variation among the 

scores of WB countries. Relative to the region, Montenegro and Macedonia consistently perform 

very well across all three indicators, whereas Albania, Bosnia, and Kosovo are constantly among 

the weakest performers, scoring below 50 per cent in almost each indicator. Serbia has a relatively 

strong performance, scoring above 50 per cent in each of the three indicators, but does not exceed 

the scores of Macedonia and Montenegro. Considering the three institution efficiency indicators, all 

WB countries – with the exception of Bosnia – score highest in government effectiveness. The 
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indicators control of corruption and rule of law have comparable scores within the region, slightly 

below government effectiveness.  

Control of corruption 

The first indicator of the institution efficiency dimension reveals a high level of corruption in 

the WB compared to EU (and global) standards. The average percentile rank for control of 

corruption in the EU 28 was 76 in 2014, while the average percentile rank in the WB was merely 

48.7 that same year. This is the lowest WB regional score of all indicators within the institution 

efficiency dimension. There is great disparity among scores within the WB region. Albania and 

Kosovo face the highest levels of corruption as they only achieved 36 and 39 per cent control of 

corruption respectively. On the other hand, Macedonia and Montenegro achieved the region’s 

greatest control of corruption, scoring 59 and 57 per cent respectively. Serbia and Bosnia scored 

slightly above the regional average with 52 and 49 per cent respectively.  

Government effectiveness 

Similarly, the institution efficiency indicator ‘government effectiveness’ is very low in the WB 

region, especially compared to the EU 28. The average level of government effectiveness in the WB 

reached 52 per cent in 2014, which is 30 per cent lower than the average EU score for 2014. Despite 

this large gap on the regional level, government effectiveness is the institution efficiency indicator 

in which WB countries perform their strongest on an individual level. Montenegro and Macedonia 

are again the top performers in the region, scoring 64 and 61 per cent respectively. Once more, 

Serbia achieved above regional average scores with 58 per cent, while Albania performs at par with 

the regional average of 52 per cent. Bosnia and Kosovo display underwhelming performances in 

government effectiveness; Kosovo only managed to score 43 per cent in 2014 while Bosnia trailed 

behind with 37 per cent.  

Rule of law 

Of the three institution efficiency indicators, the WB region has the largest performance gap in 

the rule of law indicator, scoring 34 per cent lower than the EU 28 average of 83 per cent in 2014. 

While the WB regional average is only 49.2 per cent, countries such as Montenegro and Macedonia 

once more show strong performances in this indicator, scoring 61 and 57 per cent respectively. 

Consistent with the previous two indicators, Serbia follows suit, scoring third highest in the region 

with 50 per cent. Bosnia, Albania and Kosovo find themselves among region’s weakest performers, 

scoring 49, 41 and 37 per cent respectively.   
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Economic conditions dimension 

The economic conditions dimension includes one indicator, which is measured in GDP per 

capita in current US dollars. This indicator reveals how WB countries perform economically in 

comparison with each other and compared to the high-income EU countries. Only 26 of the 28 EU 

member states are included in the calculation for this indicator as data for Malta was not available. 

Further, data for Luxembourg was excluded as it was considered an outlier for being unusually high 

compared to other EU countries.  

GDP per capita 

 There is a large gap between GDP per capita in the WB countries and the EU, highlighting the 

great economic disparity between the regions. Furthermore, the GDP per capita for most WB 

countries is well below that of other upper middle-income economies. Although the region did 

suffer from the 2008 financial crisis, loses have been recovered as GDP per capita in nearly all WB 

countries hovers around pre-crisis levels (see Table 9 below).  

Kosovo’s GDP per capita of 4,052 dollars is the lowest in the region and is more than seven 

times smaller than that of the EU (31,579 dollars). However, Kosovo fairs well compared to its 

lower middle-income economy counterparts, in which average GDP per capita in 2014 was merely 

2,003 dollars. Montenegro is the strongest regional performer as its GDP per capita is 7,379 dollars, 

well above the other WB countries and nearly doubling Kosovo. Despite its regional dominance, 

however, Montenegro’s GDP per capita is only average for an upper middle-income economy (the 

average GDP per capita of upper middle-income economies was 8,000 dollars in 2014) and is still 

more than four times smaller than that of the EU. Montenegro’s strong performance in this indicator 

should not be attributed to its small population of 620 thousand as Kosovo has both the lowest GDP 

per capita and the second smallest population in the WB region with only 1.8 million inhabitants – 

see Table 3, above. The GDP per capita of the remaining four WB countries range from 4,564 

dollars (Albania) to 6,153 dollars (Serbia).  
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Table	9:	WB	countries'	GDP	per	capita	since	2000	

	
2000	 2006	 2007	 2008	 2009	 2010	 2011	 2012	 2013	 2014	

ALB	 1176	 3005	 3603	 4371	 4114	 4094	 4438	 4247	 4411	 4564	

BIH	 1452	 3270	 4021	 4873	 4499	 4393	 4780	 4416	 4666	 4790	

KSV	 1088	 2372	 2788	 3255	 3210	 3283	 3737	 3601	 3890	 4052	

MKD	 1875	 3351	 4064	 4822	 4566	 4561	 5080	 4710	 5195	 5456	

MNE	 1627	 4384	 5957	 7326	 6698	 6682	 7319	 6587	 7186	 7378	

SRB	 870	 4130	 5458	 6702	 5821	 5412	 6423	 5659	 6354	 6153	

Source:	Data	derived	from	World	Bank	database	(2015d).	

Knowledge enhancement dimension 

The knowledge enhancement dimension includes two indicators, R&D expenditure measured 

as a percentage of GDP, and tertiary school enrolment, measured as a percentage of gross enrolment. 

These indicators reveal how WB countries perform in terms of advancements in innovation and 

human capital in comparison with each other and compared to the high-income EU countries.  

The World Bank (2015a) database shows that in 2011 the average R&D intensity for upper 

middle-income countries was 1.38 per cent of GDP, while the average for lower middle-income 

countries reached 0.56 per cent of GDP that same year. Similarly the database reveals that in 2013 

the gross tertiary enrolment ratio in upper middle-income countries averaged 35.3 per cent while 

lower middle-income countries attained an average of 22.1 per cent. However, these figures should 

not be taken as absolute as the World Bank database is missing data for several upper and lower 

middle-income economies, especially for less developed ones. This results in skewed and higher 

than expected averages.   

Research and development expenditure 

R&D expenditure in the WB region is negligible. Unlike the EU, which as a region spent on 

average two per cent of GDP on R&D in 2013, R&D expenditure in the WB spanned from 0.33 per 

cent (Bosnia) to 0.73 per cent (Serbia) that same year. Macedonia and Montenegro spent 0.44 and 

0.38 per cent of GDP on R&D in 2013 respectively, a mediocre quantity given the low regional 

performance. Albania spent only 0.15 per cent, however data was only available from 2008 while 

data for Kosovo was not available.  
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Comparing the WB’s figures to the average R&D intensities for upper and lower middle-

income countries, which average to 1.38 per cent and 0.56 per cent of GDP respectively, it becomes 

evident that the WB significantly underperforms along this indicator. Given that the WB countries 

are upper middle-income countries (with the exception of Kosovo), it is surprising that Serbia is the 

only WB country to exceed the lower middle-income R&D average of 0.56 per cent. 

Tertiary school enrolment 

This indicator measures the total enrolment in tertiary education from the total population of 

the five-year age group following completion from secondary school. Similar to the previous 

indicators, tertiary school enrolment in the WB varies significantly from country to country, ranging 

from 23.2 per cent in Bosnia (2002 data) to 58.5 per cent in Albania (2013 data). Serbia and 

Montenegro also portrayed strong performances in this indicator, as total enrolment in tertiary 

education in 2013 was 56.4 and 55.5 per cent respectively. Figures for Albania and Serbia are 

remarkably comparable to the EU standard, in which tertiary school enrolment in 2013 was 66.2 per 

cent. However, Macedonia only achieves an enrolment ratio of 39.4 per cent, which is surprisingly 

low for a country that leads the region in most indicators. No data was available for Kosovo.  

Unlike R&D intensities, the WB has a more comparable performance to its upper middle-

income counterparts in gross tertiary enrolment ratios. The World Bank database reveals that in 

2013 tertiary enrolment in upper middle-income countries averaged 35.3 per cent, which is 

comparable to the scores of Montenegro and Macedonia; thus, despite their unusually ‘low’ 

performance compared to the region, their scores are in line with their economic counterparts. 

Albania and Serbia far exceed the upper-middle income average. In 2013, lower middle-income 

countries attained an average tertiary enrolment ratio of 22.1 per cent, which is comparable to 

Bosnia’s score of 23.3 per cent.  

This section has found that the overall economic development levels of the WB countries are 

considerably low compared to the EU 28; however there is substantial variation among countries 

and economic development indicators. Overall trends indicate that Montenegro, Macedonia, and 

Serbia are the three most economically developed countries of the region, while Kosovo and Bosnia 

are the least developed. Albania also has a low level of development compared to the three regional 

leaders, but performs well in two economic development indicators. Notably, the region suffers 

from low control of corruption and poor rule of law. Further, the region’s small GDP per capita and 

negligible R&D expenditure expose the significant development gap between the WB and the EU. 
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5.3 WHAT EXPLAINS THE VARIATION IN SME POLICY APPROACHES? 

Section 5.3 analyses descriptive statistics to uncover trends and relationships between WB 

economic development levels and SME policy approaches. These trends and relationships are 

analysed by country and by economic development dimension. Graphs used to inform the analysis 

in section 5.3 can be found in Appendix E. 

Before continuing, I would like to reiterate that data in this study is analysed using descriptive 

statistics rather than inferential statistics, implying that the relationships detected between 

independent and dependent variables are considered to be interpretations rather than causal. The 

analysis finds an overall positive association between independent and dependent variables, as the 

variables tend to move together: if x evolves, y evolves in the same direction.  

Economic development and SME policy approach: Analysis by country 

As established in sections 5.1 and 5.2, Montenegro, Macedonia, Serbia, and Albania have the 

highest average TPA scores and are the four most economically developed countries in the region. 

Furthermore, these four countries have adopted more demanding SME policy approaches, as none 

of them have chosen the ‘limiting’ approach. Rather, they adopt either ‘competing’ or ‘nurturing’ 

policy approaches. Bosnia and Kosovo – two of the countries with the lowest development levels – 

adopt ‘limiting’ SME policy approaches, the least demanding approach of Dennis’ matrix. Graphs 

presenting the relationships between economic development indicators and SME policy approaches 

in the WB are available in Appendix E and are analysed by country below. 

Montenegro 

Montenegro has the highest economic development level in the region. It is the clear regional 

leader in ‘institution efficiency’ and ‘economic conditions’, as relative to the WB region the country 

has a high control of corruption, government effectiveness, rule of law, and an impressive GDP per 

capita. In the knowledge enhancement dimension, Montenegro has a high level of tertiary school 

enrolment compared to other upper middle-income economies but a very low R&D expenditure. 

Montenegro adopts the ‘competing’ policy approach, which suggests that its high institution 

efficiency, tertiary school enrolment, and economic conditions enable the country to lower 

impediments facing SMEs, allowing it to break away from the ‘limiting’ SME policy approach in 

favour of a more demanding one. Rather than focusing on providing support services, which would 
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result in a ‘nurturing’ policy approach, Montenegro focuses on reducing impediments while 

providing relatively low levels of support services.   

Albania 

Albania suffers from poor institution efficiency, scoring well below the regional average in 

control of corruption and rule of law. It does, however, score on par with the regional average for 

government effectiveness (52 per cent), scoring well above Kosovo (43 per cent) and Bosnia (37 

per cent). Albania’s GDP per capita and R&D expenditure are among the lowest in the region.  

It is interesting that despite Albania’s relatively low economic development level, the country 

adopts the ‘competing’ policy approach, the same approach adopted by Montenegro, the region’s 

most economically developed country. Albania’s high tertiary school enrolment ratio (58.5 per 

cent) is notable for three reasons: it is the highest enrolment ratio in the region, is significantly 

higher than the upper middle-income economy average of 35.3 per cent, and is the only indicator in 

which Albania is not among the three weakest countries. It appears that Albania’s high level of 

tertiary school enrolment, coupled with its relatively strong performance in government 

effectiveness, facilitates the country’s ability to reduce barriers and move away from a ‘limiting’ 

SME policy approach. However, Albania’s very low performance across all other indicators – 

control of corruption, rule of law, GDP per capita and R&D expenditure – may be constraining the 

country to a ‘competing’ SME policy approach and hindering it from choosing a ‘nurturing’ or 

‘compensating’ approach. In other words, it is interpreted that Albania is capable of reducing 

business environment impediments but lacks the ability to offer substantial SME support services. 

Macedonia 

Similar to Montenegro, Macedonia has strong institution efficiency, boasting the greatest 

control of corruption in the region and closely tailing Montenegro’s high levels of government 

effectiveness and rule of law. However, the country’s performance in the other economic 

development dimensions is less convincing, as GDP per capita, R&D expenditure, and tertiary 

school enrolment are only slightly above the regional average.  

Despite their similar levels of institution efficiency, Macedonia and Montenegro adopt different 

policy approaches; Macedonia adopts a ‘nurturing’ SME policy approach while Montenegro adopts 

a ‘competing’ approach. Macedonia’s high institution efficiency and R&D expenditure (relative to 

the WB region), combined with an average GDP per capita and tertiary enrolment ratio, facilitate a 
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‘nurturing’ approach. It is interesting that Macedonia adopts a more demanding SME policy 

approach than Montenegro, despite its overall lower economic development level.    

Serbia 

Serbia has above average institution efficiency, as each of its institution efficiency indicators 

score slightly above the regional average. Furthermore, Serbia excels in GDP per capita (second 

largest in the region); R&D expenditure  (largest in the region); and tertiary school enrolment 

(second highest in the region), outperforming both Montenegro and Macedonia in both R&D 

expenditure and tertiary school enrolment. Thus, it is interpreted that Serbia’s high R&D 

expenditure and tertiary school enrolment, coupled with a relatively strong GDP per capita and 

above average institution efficiency, enable the country to forgo a ‘limiting’ SME policy approach 

in favour of the demanding ‘nurturing’ approach.  These findings, however, contrast with the 

findings from Macedonia, who also achieves a ‘nurturing’ SME policy but with strong institution 

efficiency (control of corruption, government effectiveness and rule of law) and only slightly above 

average GDP per capita and knowledge enhancement indicator levels.  

Bosnia and Kosovo 

Bosnia and Kosovo are the region’s least developed countries. While control of corruption and 

rule of law in Bosnia are average for the region, the country has a very low level of government 

effectiveness. Furthermore, Bosnia has by far the region’s lowest tertiary school enrolment ratio and 

a low level of R&D expenditure. Bosnia’s GDP per capita is low at 4,790 dollars, especially given 

the eight thousand dollar average of upper middle-income economies. 

Kosovo has a very low institutional efficiency as it has a low control of corruption, government 

effectiveness and rule of law. Furthermore, it has the lowest GDP per capita in the region and is the 

only WB country still considered a lower-middle income economy. No data on the knowledge 

enhancement indicators is available for Kosovo. 

Both Bosnia and Kosovo adopt the least demanding ‘limiting’ SME policy approach, which 

suggests that their overall low economic development levels inhibit them from adopting more 

demanding SME policy approaches. It is interesting that Bosnia adopts a less demanding SME 

policy approach than Albania, despite having greater GDP per capita and R&D expenditure than 

Albania. It seems that Bosnia’s low government effectiveness and tertiary school enrolment ratio 

inhibit the country from lowering impediments and providing support services to SMEs. 
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Economic development and SME policy approach: Analysis by dimension 

The graphs in Appendix E, presenting the relationships between economic development 

indicators and SME policy approaches in the WB, are analysed by economic development 

dimension below. 

Institution efficiency 

Montenegro and Macedonia have the highest institution efficiency in the region as they have 

the greatest control of corruption, government effectiveness and rule of law. However, they adopt 

different SME policy approaches, adopting ‘competing’ and ‘nurturing’ approaches respectively.  

The four countries that do not adopt a ‘limiting’ SME policy approach either have an overall 

high level of institution efficiency or at least excel in the government effectiveness indicator. Thus, 

it seems that strong institution efficiency – and especially government effectiveness – enables 

countries to adopt more demanding SME policy approaches, such as ‘nurturing’ or ‘competing’. 

GDP per capita 

Montenegro has by far the highest GDP per capita in the region, followed by Serbia and 

Macedonia. These countries adopt two of the more demanding SME policy approaches; 

Montenegro adopts a ‘competing’ approach, while Macedonia and Serbia adopt a ‘nurturing’ 

approach. Kosovo, Albania, and Bosnia have significantly lower GDPs per capita. However, while 

Kosovo and Bosnia adopt a ‘limiting’ approach, Albania adopts a ‘competing’ approach.  

Although only Montenegro’s GDP per capita compares to the upper middle-income economy 

average, the three WB countries with the highest GDPs per capita in the region adopt demanding 

SME policy approaches. However, Albania adopts a ‘competing’ policy approach despite its low 

GDP per capita. Therefore, it can be interpreted that, while a higher GDP per capita facilitates 

transition economies to adopt demanding SME policy approaches, it is not a requirement for 

adopting a ‘competing’ approach. Furthermore, while a higher GDP per capita enables countries to 

adopt more demanding SME policy approaches, it does not help to determine whether a country 

will choose a ‘competing’ or ‘nurturing’ SME policy approach: despite having the region’s highest 

GDP per capita, Montenegro and Serbia adopt two different SME policy approaches.  
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Knowledge enhancement 

Unlike the previous dimensions, Montenegro and Macedonia are not the regional leaders when 

it comes to knowledge enhancement. Serbia has the region’s highest level of R&D expenditure 

distantly followed by Macedonia and Montenegro. Once again, the WB countries with the strongest 

indicator scores adopt more demanding SME policy approaches: Serbia and Macedonia adopt a 

‘nurturing’ approach, while Montenegro adopts a ‘competing’ approach. While a larger R&D 

expenditure tends to facilitate more demanding SME policy approaches, it is not a necessary 

condition, as Bosnia, who adopts a ‘limiting’ approach, has a much higher R&D expenditure than 

Albania, who adopts the more demanding ‘competing’ approach. Furthermore, a high GDP per 

capita is not a condition for achieving a demanding SME policy approach, as all WB countries 

score significantly below the upper middle-income economy average. Lastly, a large GDP per 

capita (relative to the WB region) does not help determine whether a ‘competing’ or ‘nurturing’ 

approach will be adopted. 

The four countries that adopt more demanding SME policy approaches have strong tertiary 

school enrolment ratios (data for Kosovo was not available). Thus, it can be interpreted that a high 

tertiary school enrolment ratio facilitates WB countries to adopt more demanding SME policy 

approaches. Albania has the region’s highest tertiary school enrolment ratio; closely followed by 

Serbia. However, it is again the case that the top countries of an indicator adopt differing SME 

policy approaches; unlike Serbia’s ‘nurturing’ SME policy approach, Albania adopts a ‘competing’ 

approach. Thus, the level of tertiary school enrolment does not help to determine whether a country 

will adopt a ‘competing’ or ‘nurturing’ SME policy approach.  

Despite adopting varying approaches, the countries with the largest R&D expenditure 

intensities and tertiary school enrolment ratios all fall outside of the ‘limiting’ SME policy approach.  

WB countries do not adopt a ‘compensating’ SME policy approach 

None of the WB countries adopt a ‘compensating’ SME policy approach. The implications of 

this will be further developed in the following discussion section.  
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6.0 DISCUSSION  

This paper classifies the SME policy approaches of six WB countries and identifies how 

economic development levels influence WB countries’ SME policy approaches. From these 

findings, this thesis draws conclusions that have important implications on theory and literature 

pertaining to the current SME discourse. Section 6.1 presents the insights and key findings derived 

from the analysis and addresses the second part of the research question, what explains the 

variation in the SME policy approaches of the WB countries? Section 6.2 presents the theoretical 

conclusions and the policy implications of the findings, thereby answering the fifth and sixth sub-

questions, and lastly addresses the outcome of the hypotheses. 

6.1 INSIGHTS AND KEY FINDINGS 

This section presents the key insights from the analysis and answers the second part of the 

research question, what explains the variation in the SME policy approaches of the WB countries? 

First, the findings derived from evaluating and classifying SME policy approaches in the WB are 

discussed, followed by the findings from analysing the relationship between economic development 

indicators and SME policy approaches.  

Part one: The evaluation and classification of SME policy approaches of the WB countries 

Evaluation of SME policy  

Overall, the region performs best in dimension two of the TPA (reducing barriers confronting 

SMEs), and scores lowest in dimension three (providing support services to SMEs). This implies 

that the transition economies of the WB region tend to prioritize minimizing obstacles that hinder 

SME formation and development rather than offering SME support services. 

Interestingly, the four countries with the highest overall TPA scores (Macedonia, Serbia, 

Montenegro, and Albania) are strongest in dimension two (reducing barriers), which happens to be 

the weakest dimension for the overall low-scoring countries (Kosovo and Bosnia). Instead, the 

countries with an overall poor TPA performance display strong performance in dimension three, 

providing support services to SMEs. This implies that, as SME policy develops and improves, the 

WB economies tend to shift their focus from providing support services to reducing barriers. These 

findings will be further developed in second part of section 6.1.  
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Classification of SME policy approach 

The WB countries have various SME policy approaches, adopting three of the four possible 

approaches presented in Dennis’ matrix (see Figure 5 in the Analysis). While Montenegro and 

Albania put greater emphasis on reducing barriers that confront SMEs, and thereby adopt a 

‘competing’ SME policy approach, other countries, such as Macedonia and Serbia, focus on both 

providing support services and reducing barriers, and therefore adopt a ‘nurturing’ SME policy 

approach. The cases of Kosovo and Bosnia reveal that some WB countries adopt ‘limiting’ SME 

policy approaches, as they do not put enough emphasis on either reducing barriers or offering 

support services. In short, to answer the first part of the research question, the WB countries adopt 

limiting (Bosnia and Kosovo), competing (Montenegro and Albania), and nurturing (Macedonia 

and Serbia) SME policy approaches, as defined by Dennis’ (2005) Typology of Public Policy 

toward Small Business.  

Part two: How economic development impacts SME policy approaches 

Montenegro, Macedonia, Serbia, and Albania have the highest economic development levels in 

the WB region. Furthermore, these countries have adopted more demanding SME policy 

approaches, as none of them have chosen the ‘limiting’ approach from Dennis’ typology. Not only 

are these countries the most economically developed, but they also have the highest overall TPA 

scores and find their highest score in TPA dimension two (reducing barriers confronting SMEs). 

In contrast, the two countries with the lowest TPA scores and lowest levels of economic 

development, Bosnia and Kosovo, find their lowest TPA scores in dimension two. Instead, they 

excel in dimension three (support services), the dimension with the lowest regional average score. 

Furthermore, Bosnia and Kosovo adopt a ‘limiting’ SME policy approach, the least demanding 

SME policy approach.  

These findings imply that counties with greater levels of economic development (Montenegro, 

Macedonia, Serbia, and Albania) have higher TPA scores, more demanding SME policy approaches 

(either a ‘competing’ or ‘nurturing’ approach), and predominantly focus on reducing barriers facing 

SMEs. The less economically developed countries (Kosovo and Bosnia) have the lowest TPA 

scores and adopt the least demanding ‘limiting’ SME policy approach. Unlike their more developed 

regional counterparts, the countries with lower economic development levels put less emphasis on 

(or are less capable of) reducing barriers to SMEs but focus on providing support services.  
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Thus, to answer the second part of the research question, the level of economic development 

explains the variation in SME policy approaches of the WB countries, as countries with low levels 

of economic development adopt ‘limiting’ approaches, while countries with higher levels of 

economic development adopt either ‘competing’ or ‘nurturing’ SME policy approaches. However, 

economic development level does not explain the variation in SME policy approaches among the 

more developed transition economies, as it is unclear how these countries choose between 

‘competing’ and ‘nurturing’ approaches. 

The analysis does not result in concrete conclusions on the impact of individual economic 

development indicators on SME policy approach. In general, the stronger the economic 

development indicators (the greater the institution efficiency – especially government effectiveness, 

GDP per capita, R&D expenditure, and tertiary school enrolment) the more likely it is that a 

country will adopt either a ‘nurturing’ or ‘competing’ SME policy approach; however, exceptions 

were found in most cases. Furthermore, scoring well on the economic development indicators does 

not help to determine which of the two demanding policy approaches (nurturing or competing) a 

country will choose, a point that is further discussed in section 6.2.  

The case of Albania is interesting to consider as, despite adopting a more demanding 

‘competing’ SME policy approach, it is among the three worst performing WB countries in five of 

six economic development indicators, placing last in two of the indicators, and only demonstrates 

notable efforts in government effectiveness and tertiary school enrolment. Although Albania adopts 

the more demanding ‘competing’ SME policy approach, it has a much lower R&D expenditure and 

GDP per capita than Bosnia, who adopts a ‘limiting’ approach. The case of Albania has promising 

implications for Bosnia and Kosovo, the least developed countries of the region, as it demonstrates 

that it does not take much to break away from a ‘limiting’ SME policy approach and that slight 

improvements in a couple economic development indicators (such as government effectiveness and 

school enrolment) may lead to favourable SME policy outcomes.   

6.2 THEORETICAL CONCLUSIONS: IMPLICATIONS FOR LITERATURE 

By making analytical generalisations from the findings of this paper, this thesis helps fill gaps 

in literature, as it offers a new understanding of how economic development level impacts policy in 

transition economies, how transition economies approach SME policy, and how economic 

development factors influence SME policy approaches in transition economies. The theoretical 
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conclusions are outlined below, thereby addressing sub-question five, what are the implications of 

the findings for literature? This section concludes by briefly summarising the policy implications of 

the findings (sub-question six) and by stating the outcome of the hypotheses.  

SMEs are important, even in WB countries 

This thesis validates that SMEs are important actors in the private sector of WB countries and 

significant contributors to economic growth in the WB region. Not only do SMEs make up the 

largest enterprise sector in all six WB countries included in the study, but they also contribute 

significantly to the total employment and GDP of their economies.  

The institution-based view holds true 

The institution-based view states that institutions are important and influence business strategy, 

which can influence economic growth and development. Thus, capable institutions are important 

for facilitating economic development by appropriately regulating the system that firms operate in. 

The study supports this theory as the WB countries with the most developed institutions (those with 

the highest degree of institution efficiency) also have more demanding SME policy approaches than 

the countries with lower levels of institution efficiency. 

Interpreting a positive relationship between economic development indicators & SME policy approach  

Stronger economic development indicators imply more demanding SME policy approaches  

This study does not falsify the claims of various researchers that assert that certain economic 

development indicators have important implications for determining SME policy approaches, as 

this paper finds that, for the most part, SME policy approaches tend to become more demanding as 

economic development levels of transition economies increase. Therefore, the findings do not refute 

the notion that control of corruption, government effectiveness, rule of law, GDP per capita, R&D 

expenditure, and tertiary school enrolment are important elements that are positively related to SME 

policy approach. 

Findings hold in transition economies  

This study offers important inductive contributions to a currently understudied area of literature 

that pertains to SME policy in transition economies. By making analytical generalisations, the study 

reveals that the positive association between economic development indicators and SME policy 

approaches holds specifically in the case of transition economies. Furthermore, this paper 
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inductively establishes the detailed dynamics between economic development level and SME policy 

approach, which is presented in the section, Economic development level and SME policy: A new 

perspective and policy trajectory for transition economies. 

Addressing the four perspectives on policy approach 

As previously stated in the literature review, there are four perspectives on SME policy. In this 

section, these perspectives are compared to the findings of this thesis in order to determine whether 

they hold up in the case of the WB transition economies. 

SME policy is the same across all countries: Falsified, transition economies can adopt a 
variety of SME policy approaches  

This study disproves the perspective that states that SME policy is the same across all countries 

as the findings show that transition economies can in fact adopt three of the four possible SME 

policy approaches. Specifically, Kosovo and Bosnia adopt a ‘limiting’ SME policy approach as they 

neither provide SMEs with substantial support services nor excel in reducing barriers and 

impediments facing small firms. Albania and Montenegro adopt a ‘competing’ approach and focus 

on reducing barriers, while Macedonia and Serbia adopt a ‘nurturing’ approach to SME policy as 

they emphasize reducing barriers and providing support services to SMEs. 

SME policy is idiosyncratic: Falsified, transition economies of different economic 
development levels may adopt the same SME policy approaches 

This study disproves the perspective that states that SME policy is idiosyncratic because, as 

mentioned above, the six WB countries share important similarities in their SME policy approaches 

and can be neatly categorized into three different SME policy approaches. Furthermore, the findings 

reveal that even countries with different levels of economic development (such as Albania and 

Montenegro) may adopt the same SME policy approaches. 

Distinction between developed and developing country as the factor informing policy choice: 
Falsified, transition economies are not limited to a ‘limiting’ SME policy approach 

This study disproves the perspective on SME policy that states that all developing countries are 

categorized as having the same ‘limiting’ SME policy approach. As previously stated, this 

perspective postulates that developing countries lack the ability to both reduce barriers confronting 

SMEs and provide sufficient support services required to facilitate SME development and growth. 

However, the findings of this thesis reveal that four of the six analysed developing countries, in fact, 
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do not fall into the ‘limiting’ SME policy category. Rather, Macedonia, Montenegro, Serbia, and 

Albania achieve the more demanding ‘nurturing’ and ‘competing’ SME policy approaches.  

Dennis’ matrix is too ridged as it suggests that all developing countries are confined to a 

‘limiting’ SME policy approach. The matrix should be adjusted to reflect the findings of this paper, 

specifically that transition economies, a subset of developing countries, are capable of adopting a 

‘limiting’, ‘competing’, or ‘nurturing’ SME policy approach. Future research may develop these 

findings by examining whether it is the least developed countries that are confined to the ‘limiting’ 

SME policy approach or whether it is only transition economies that are able to adopt various SME 

policy approaches. However, this thesis clearly finds that several SME policy approaches are viable 

options for developing countries, specifically for economies in transition.  

Development level informing policy choices: Verified, to an extent 

The findings of this paper are the most accurately explained by the perspective that suggests 

that a country’s development level informs policy choices, however the findings only align with this 

perspective to a certain extent.  

As previously mentioned, Montenegro, Macedonia, Serbia, and Albania have the region’s 

highest economic development levels and adopt either ‘competing’ or ‘nurturing’ policy 

approaches; in other words, they are able to break away from the least demanding ‘limiting’ SME 

policy approach in favour of more demanding approaches. Furthermore, Bosnia and Kosovo, the 

two countries with the lowest overall economic development levels, adopt a ‘limiting’ SME policy 

approach, the least demanding of the policy approaches of Dennis’ typology. These findings are in 

line with the perspective as the countries with higher development levels adopt more demanding 

SME policy approaches.  

The findings, however, only partially align with this perspective. The perspective holds up by 

determining that the least economically developed WB countries adopt the least demanding policy 

approach, while the more economically developed countries adopt more demanding policy 

approaches. However, the perspective does not hold up when analysing the SME policy approaches 

adopted by the more economically developed countries. For instance, Montenegro and Macedonia 

have very similar levels of economic development and perform comparably across most economic 

development indicators, yet they adopt different SME policy approaches. According to the 

assumptions of this perspective, both Macedonia and Montenegro should, theoretically, adopt the 



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 70	

	

same approach. Furthermore, Montenegro is more economically developed than Albania, yet the 

two countries adopt the same ‘competing’ SME policy approach. Thus, the findings do not fully 

support the perspective that posits that SME policy approaches evolve and become more demanding 

as development levels increase.  

None of the four perspectives on country context and policy fully reflect the case of the WB 

transition economies. Therefore, based on the findings, a new perspective on SME policy in 

transition economies is developed and presented below. 

Economic development level & SME policy: Deriving a new perspective for transition economies 

A new trajectory and perspective on the dynamics of SME policy approaches in transition 

economies, which explains the variation in SME policy approaches of WB countries, is inductively 

developed from the findings of this thesis. This section presents this new perspective.  

As stated in the literature review, transition economies are confronted with major structural 

changes that pose various challenges to their industries and, in particular, the SME sector. As 

socialism traditionally favours large firms, transition economies tend to lack a culture for small 

businesses, leaving the SME sector insufficiently supported. Transition economies with low levels 

of economic development, such as Bosnia and Kosovo, lack the capability or resources to help 

SMEs overcome these obstacles and thus have no choice but to adopt a ‘limiting’ SME policy 

approach. On the other hand, transition economies with a relatively high level of economic 

development are able to adopt more demanding approaches. Macedonia and Serbia, for example, 

adopt a ‘nurturing’ SME policy approach in order to compensate for the lack of support to SMEs, to 

help the sector to overcome failures and disadvantages, and to stimulate the culture for small 

businesses. This approach is the most demanding as it entails focusing on both reducing barriers 

and increasing support services for SMEs and start-ups.  

The cases of Montenegro and Albania, however, reveal that not all WB countries regulate their 

SME sectors in the same way during their economic transitions and are not limited to either a 

‘limiting’ or ‘nurturing’ SME policy approach. Unlike Serbia and Macedonia, Montenegro and 

Albania adopt a ‘competing’ SME policy approach, in which the focus is on reducing impediments 

and barriers. The findings suggest that there are two reasons why countries choose a ‘competing’ 

approach. Firstly, it may be the case that a transition economy achieves a level of economic 

development that is high enough for the country to break away from a ‘limiting’ SME policy 
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approach but no sufficiently high to enable the country to provide SMEs with substantial support 

services. Countries in this situation focus on reducing barriers and adopt a ‘competing’ approach.  

Secondly, it may be the case that the culture and context of a transition economy is sufficiently 

conducive to SME formation and development, in which case there is no need to provide SMEs 

with additional support services. Thus, there is no need for the transition economy with a 

‘competing’ approach to adopt the more demanding ‘nurturing’ approach, even though its economic 

development level would allow for it. According to Dennis, this is the case of the United States of 

America, as the country concentrates on reducing barriers confronting SMEs and does not focus on 

providing substantial support services to the small business sector, despite its ability to do so (2005). 

Albania and Montenegro are the two cases from the present study that exemplify these two 

scenarios, in which the transition economies adopt ‘competing’ SME policy approaches for two 

different reasons. Albania has a low economic development level relative to Montenegro, which 

suggests that it is incapable of providing additional support services to SMEs and is compelled to 

adopt a ‘competing’ SME policy approach. Montenegro, on the other hand, has one of the region’s 

highest levels of economic development, yet chooses not to provide support services in order to 

avoid the risk of overcompensating the SME sector and rendering the sector inefficient and 

uncompetitive. The aforementioned findings are summarised in the section below, which presents 

the proposed SME policy approach development path of transition economies. 

The SME policy approach development path of transition economies 

The SME policy approach development path of transition economies is comprised of three 

phases. In the first phase economic development is low and the transition economy is constrained to 

a ‘limiting’ SME policy approach. In the second phase, economic development increases and the 

transition economy is able to focus on reducing barriers that hinder SMEs, thereby evolving to a 

‘competing’ approach. In the third phase, the economic development level increases further and the 

transition economy develops the ability to evolve to a ‘nurturing’ SME policy approach by 

continuing to reduce barriers while simultaneously investing substantially in support services. 

However, the country may choose not to redirect its focus to support services and remain at a 

‘competing’ policy approach. This perspective suggests that the transition economy will choose the 

approach based on its context, choosing the approach that provides the appropriate combination of 

reducing barriers and increasing support for creating a level playing field for SMEs and helping 

them to overcome the various disadvantages and market and institutional failures that they face. 
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This proposed SME policy approach development path of transition economies is presented in 

Figure 7, below. 

The implications of these findings do not only suggest that Dennis’ matrix should be adjusted 

to show that transition economies are capable of adopting three of the four possible SME policy 

approaches, but also that a dynamic element should be incorporated into the matrix. The discussion 

above indicates that countries are capable of evolving from one SME policy approach to the next as 

their economic development levels increase; therefore, Dennis’ model should incorporate the SME 

policy development path of transition economies into his matrix, to present how transition 

economies are capable of graduating from one quadrant to the next.  

By reapplying this methodology to various groups of developing countries, future research 

could analyse whether the SME policy development path of transition economies holds for all 

developing countries or whether it is unique to economies in transition.  

Figure	7:	SME	policy	approach	development	path	of	transition	economies	

Low	direct	
support	

	

II:	LIMITING	
First	 stage:	 Low	 economic	 development	
level,	 inability	 to	move	 beyond	 ‘limiting’	
approach.	

	

I:	COMPETING	
Second	 stage:	 Sufficient	 economic	
development	 level	enables	 transition	economy	
to	 focus	on	reducing	barriers	and	to	adopt	the	
more	demanding	‘competing’	policy	approach.	

	

High	direct	
support	

III:	COMPENSATING	
	

	

IV:	NURTURING	
Third	 stage:	 Further	 economic	 development,	
transition	 economy	 may	 choose	 to	 adopt	 the	
most	 demanding	 ‘nurturing’	 policy	 approach.	
However,	the	decision	to	move	to	a	‘nurturing’	
from	 a	 ‘competing’	 approach	 is	 based	 on	 the	
unique	 needs	 and	 context	 of	 the	 country.	 The	
transition	economy	chooses	 the	approach	 that	
will	best	create	a	level	playing	field	for	SMEs.	

 
High	impediments	 Low	impediments	

Source:	Based	on	Dennis’	(2005)	model.	

WB countries do not adopt a ‘compensating’ SME policy approach 

None of the WB countries adopt a ‘compensating’ SME policy approach, which implies that 

the WB countries prioritize reducing barriers facing SMEs over offering direct support services. 
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This is in line with the findings of the TPA, in which the four top performing countries (Serbia, 

Macedonia, Montenegro, and Albania) perform their best in dimension two, Reduce Barriers. This 

may be because it is less resource intensive and demanding to streamline policies, reduce red tape, 

and simplify administrative requirements than it is to implement new policies and obtain funding 

for support services.  

It may be the case that transition economies are capable of adopting a ‘compensating’ SME 

policy approach, however, this was not the case for any of the six WB countries analysed in this 

thesis. Therefore, future research could examine whether transition economies are capable of 

adopting a ‘compensating’ SME policy approach or whether these economies are restricted to the 

three approaches mentioned above.  

Summarising the policy implications 

This section addresses sub-question six and summarises the policy implications for transition 

economies as derived from the findings. 

The overall policy implication pertains to the new perspective of SME policy in transition 

economies, as it informs policymakers in transition economies on how they can expect their SME 

policy approaches and policy choices to evolve. It also highlights the decisions that will need to be 

made as their countries develop. Such valuable policy insights may enable policymakers to better 

regulate the sector, thereby unlocking the various developmental benefits of the sector. 

Furthermore, the paper demonstrates that a variety of SME policy approaches are viable 

options for economies in transition, indicating to policymakers what policy approaches are available 

to them. The paper also reveals that transition economies with higher levels of economic 

development generally focus on reducing barriers, while less developed transition economies focus 

on increasing support services.  

Lastly, the findings also highlight to policymakers that developing a strong SME sector is 

dependent on an increasing economic development level and that slight improvements in just a few 

economic development indicators may help a country to outgrow a ‘limiting’ SME policy approach 

in favour of a ‘competing’ approach.  



SME POLICY IN THE WESTERN BALKAN | MSC. BLC BADS | Copenhagen Business School | 2016 74	

	

Accepting the alternative hypothesis? 

The findings of this thesis reveal that greater levels of economic development imply, to some 

extent, a more demanding SME policy approach. Thus, the null hypothesis is rejected and the 

alternative hypothesis is partially accepted. In line with the alternative hypothesis, it was found that 

a country’s level of economic development determines whether a country will adopt a simple 

‘limiting’ SME policy approach or a more demanding approach. However, it is unclear how the 

more developed WB countries choose between the more demanding approaches, as the findings 

reveal that the most economically developed countries do not always adopt the most demanding 

SME policy approach. Therefore, the case of six WB transition economies reveals that SME policy 

approaches become more demanding as country economic development increases, up to a certain 

point, after which other contextual factors influence the choice of SME policy approach. This thesis 

proposes that a transition economy will choose the SME policy approach that facilitates a level 

playing field for all firms in the business environment, as soon as it is capable of doing so. 

7.0 CONCLUSION 

SMEs are important for development and economic growth, especially in transition economies. 

To put this into perspective, SMEs make up 99% of enterprises, contribute up to 81% of 

employment, and generate up to 70% of GDP in the six WB transition economies studied in this 

thesis. Given the various benefits of the SME sector, it is vital that it is regulated appropriately.  

According to the institution-based view, institutions are the rules of the game that moderate the 

actions of the players within, such as small firms; thus institutions play an important role in 

realising the many benefits of the SME sector. However, regulating the sector appropriately in 

transition economies can only be done once institutions have achieved a clear understanding of their 

current approaches and the dynamics of SME policy in transition economies. Thus, to achieve a 

deeper understanding of the types and dynamics of SME policy approaches of transition economies, 

this thesis investigates: which SME policy approaches do the WB countries adopt and what explains 

the variation in these approaches? 

The hypothesis of this thesis is based on the perspective that posits that countries adopt 

increasingly demanding SME policy approaches as their development levels increase. After 

addressing the following six sub-questions, this thesis partially accepts the hypothesis that states, 
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greater levels of economic development imply more demanding SME policy approaches, and 

proposes a new perspective on SME policy, and the factors affecting it, in transition economies. 

1. How does literature classify SME policy approaches? 

Dennis classifies SME policy approaches by creating the Typology of Public Policy toward 

Small Business (2005), a matrix constructed based on the “policy choices” available to 

policymakers. According to Storey (2008), policymakers have two policy choices when it comes to 

SME policy, they can either focus on reducing barriers or increasing support services. Combining 

high and low options for both policy choices results in a matrix of the four possible SME policy 

approaches: limiting, competing, compensating, and nurturing. A ‘limiting’ SME policy approach 

implies there are several impediments facing SMEs and minimal SME support services. 

‘Competing’ refers to the approach in which there are few impediments and abundant support 

services, ‘compensating’ means there are many impediments but many support services, while a 

‘nurturing’ approach refers to minimal impediments but ample SME support services. Literature 

uses this matrix to classify SME policy approaches. 

2. What does literature say about factors affecting SME policy? 

There are four perspectives on the factors affecting policy. While one perspective suggests that 

policies are fundamentally the same across all countries, another posits that policy approaches are 

inherently idiosyncratic. A third perspective divides developing from developed countries, stating 

that each group has its own type or set of SME policy approaches. The final perspective suggests 

that SME policy approaches become more demanding as country development levels increase.  

According to literature, a country’s resources, people, power, as well as historical and cultural 

contexts affect its policies (Leftwich, 2005). This study focuses on the power aspect, which this 

thesis entitles “economic development” on account of the particular dimensions that make up the 

term; economic development is understood as the degree of governmental development, economic 

stability, and technological change in a country.  

3. What is the state of SME policy in the Western Balkan (evaluation & classification of SME policy)? 

The evaluation of the six WB countries included in this study reveals that the countries with 

relatively advanced SME policies (Albania, Macedonia, Montenegro, and Serbia) tend to excel in 

reducing barriers that hinder SME formation and development. On the other hand, the WB 
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countries with weak overall SME policy (Bosnia and Kosovo) portray poor performance in this 

particular area; rather they focus on providing support services to SMEs and entrepreneurs.  

To answer the first part of the research questions pertaining to the classification of SME 

policies, this thesis finds that the six WB countries adopt three of the four possible SME policy 

approaches: Bosnia and Kosovo adopt a ‘limiting’ SME policy approach, Montenegro and Albania 

adopt a ‘competing’ approach, and Macedonia and Serbia adopt a ‘nurturing’ approach. 

4. What are the economic development levels of the WB countries? 

Compared to its European counterparts, the WB region has a notably lower level of economic 

development, especially in terms of control of corruption, rule of law, GDP per capita, and R&D 

expenditure. However, the economic development levels of the individual WB countries vary 

significantly. Furthermore, it is found that economic development indicators tend to cluster together, 

implying that a country’s indicators will all tend to be high, low, or mediocre. Based on the general 

economic development indicator trends, some broad observations are apparent: Montenegro and 

Macedonia have the highest levels of economic development, Serbia has an above average 

economic development level, Bosnia and Kosovo have low levels of economic development, and 

Albania has a low level of economic development with the exception of two notable indicators, 

government effectiveness and tertiary school enrolment.  

Key findings: How economic development indicators affect SME policy approaches 

When comparing economic development levels with SME policy approaches it becomes 

apparent that countries with lower levels of economic development (Bosnia and Kosovo) tend to 

adopt the less demanding ‘limiting’ SME policy approach, while countries with higher levels of 

economic development (Montenegro, Macedonia, Serbia, and Albania) tend to adopt the more 

demanding ‘nurturing’ and ‘competing’ SME policy approaches. Furthermore, counties with higher 

levels of economic development predominantly focus on reducing barriers confronting SMEs, 

whereas the less economically developed countries focus on providing support services.  

The analysis does not result in concrete conclusions regarding the impact of individual economic 

development indicators. Overall, the analysis interprets a positive relationship between all economic 

development indicators and SME policy approach: as control of corruption, government effectiveness, 

rule of law, GDP per capita, R&D expenditure, and tertiary school enrolment increase, SME policy 

approaches become more demanding, evolving from a ‘limiting’ to either a ‘competing’ or ‘nurturing’ 
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approach. The relationship between the economic development indicators and these demanding SME 

policy approaches is, however, less concrete; it is unclear how countries with higher levels of 

economic development choose between ‘competing’ and ‘nurturing’ SME policy approaches.  

There are important exceptions to the aforementioned findings. Albania is an interesting case, 

as it adopts the more demanding ‘competing’ SME policy approach despite having a relatively low 

level of economic development. It seems that Albania is able to adopt a more demanding SME 

policy approach because of its strong performance in the government effectiveness and tertiary 

school enrolment indicators. Therefore, the findings suggest that slight improvements in a couple 

economic development indicators can improve a country’s SME policy approach. 

5. What are the implications of the findings for literature?    

This study offers valuable theoretical conclusions for transition economies by making 

analytical generalisations from the findings derived from analysing the WB countries. 

A positive relationship between economic development indicators and SME policy approach 

can be interpreted from the analysis, as SME policy approaches tend to become more demanding as 

countries’ economic development levels increase. Therefore, this thesis verifies the literature that 

claims a positive relationship between economic development and SME policy. Furthermore, the 

findings address the gap in literature regarding the dynamics of economic development and SME 

policy in transition economies; the study suggests that the positive relationship between economic 

development level and SME policy holds in the case of transition economies. 

The findings also contribute to literature by determining the viable SME policy approaches for 

transition economies. The six WB countries analysed in this thesis adopt three of the four possible 

SME policy approaches, implying that transition economies are capable of, but not necessarily 

limited to, adopting: ‘limiting’, ‘competing’, and ‘nurturing’ SME policy approaches.  

The findings of this thesis have important implications on the four perspectives on SME policy. 

As already established, it is found that transition economies are capable of adopting various SME 

policy approaches, revealing shortcomings in the perspective that suggests that SME policies are 

the same across all countries. Furthermore, given that the six countries analysed clustered 

themselves around three different SME policy approaches, refutes the perspective claiming policy 

approaches to be idiosyncratic and unique in each country.  
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The findings also challenge the third perspective, which suggests that a country’s SME policy 

approach is determined by whether the country is characterised as developing or developed. 

According to literature, economies in transition are a subset of developing countries; thus, in line 

with the third perspective all transition economies should technically adopt the same SME policy 

approach. The fact that the transition economies analysed in this study adopt three different SME 

policy approaches refutes this third perspective and implies that Dennis’ Typology of Public Policy 

toward Small Business (2005) should be adjusted. Unlike what the typology suggests, transition 

economies are not confided to a ‘limiting’ SME policy approach, instead, it is found that some 

transition economies are capable of adopting more demanding policy approaches. Therefore, 

Dennis’ matrix should be adjusted to show that transition economies are capable of adopting three 

of the four possible SME policy approaches. Furthermore, the findings indicate that a dynamic 

element should be incorporated into the matrix to exhibit transition economies’ capability of 

evolving from one SME policy approach to the next as their economic development levels increase.  

These two proposed adjustments to Dennis’ matrix present how transition economies are 

capable of graduating from one SME policy approach to the next and infer that there is an SME 

policy development path of transition economies. Therefore, by analysing the economic 

development levels of six WB transition economies and their placement in Dennis’ matrix, this 

study offers a new perspective for understanding how transition economies choose their SME 

policy approaches and the key factors that influence their choices. This new perspective on SME 

policy in transition economies, known as the SME policy development path of transition economies, 

answers the second part of the research question: what explains the variation in SME policy 

approaches of the WB countries? 

The SME policy development path of transition economies has three steps. In the first phase of 

the new perspective, transition economies have low levels of economic development and are 

confined to a ‘limiting’ SME policy approach. In this approach, SMEs are exposed to several 

obstacles in the business environment and receive minimal support services.  

The second phase occurs when economic development levels increase and transition economies 

are capable of upgrading their SME policy approaches by focusing on reducing obstacles that 

impede SME formation and development. In doing so, their SME policy evolves from a ‘limiting’ 

to a ‘competing’ SME policy approach.  
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The third phase of the involves transition economies reaching a third level of economic 

development, at which point countries have the choice of either investing significantly more 

resources in SME support services – and thereby evolving to a ‘nurturing’ SME policy approach – 

or remaining at a ‘competing’ SME policy approach by choosing to continue focusing on reducing 

obstacles in the business environment. Countries will choose their approach by looking for the right 

balance between reducing barriers and increasing support that will create a level playing field for 

SMEs, given the countries’ specific contexts. Focusing on context will ensure that countries 

appropriately compensate SMEs for the disadvantages and market failures that they face without 

overcompensating for them: providing too much support would inadvertently lead to an inefficient 

and uncompetitive SME sector. 

This new perspective on SME policy in transition economies partially verifies the fourth 

perspective on SME policy, which was used to inform the alternative hypothesis: greater levels of 

country economic development imply more demanding SME policy approaches. The findings of this 

thesis reveal that countries’ SME policy approaches become more demanding as economic 

development levels increase; however, as countries evolve, other contextual factors become more 

important in determining SME policy approaches. Therefore, the alternative hypothesis of this 

thesis is only partially accepted. 

6. What are the policy implications of the findings? 

The aforementioned findings and implications on literature have important policy implications. 

The conception of the SME policy development path of transition economies and its various 

elements facilitate a deeper understanding of the evolution of SME policy in transition economies 

and signals to policymakers what policy decisions will need to be made at different stages of 

development. A better understanding of SME policy may lead to improvements in the regulation of 

the SME sector, which may enable policymakers in transition economies to unlock the various 

benefits of the SME sector. Given the particular importance of SMEs in transition economies, a 

comprehensive understanding of SME policy is vital.  

The paper finds that transition economies with higher levels of economic development tend to 

focus on reducing barriers, while the less developed transition economies focus on increasing 

support services. Furthermore, the findings highlight to policymakers that developing a strong SME 

sector is dependent on an increasing economic development level and that slight improvements in 
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just a few economic development indicators may help a country to outgrow a ‘limiting’ SME policy 

approach in favour of a ‘competing’ approach.  

The way forward 

This thesis offers a starting point for understanding SME policy in transition economies. It 

examines what SME policy approaches are viable options for transition economies and analyses the 

dynamics between certain economic development factors and SME policy approaches. Future 

research may further develop these preliminary findings in order to provide a more comprehensive 

understanding of SME policy in transition economies and the factors affecting it. 

To achieve a deeper understanding of SME policy in transition economies, future research may 

consider using a different, or larger, set of economic development indicators, or could even look 

beyond economic development variables in order to generate more context-specific findings and to 

increase the explanatory value of the model. Including a larger number of economic development 

indicators will also help to increase the validity of the research. Furthermore, applying the 

methodology of this thesis to a different group (or groups) of transition economies and comparing 

the results would allow for the validation, elaboration and/or modification of the findings. 

Future research may also consider exploring the contextual factors that influence a transition 

economy’s decision when choosing between a ‘nurturing’ and ‘competing’ SME policy approach, 

after evolving beyond a ‘limiting’ approach. This would shed light on the factors impacting SME 

policy approaches after transition economies achieve a certain economic development level. 

It is interesting to test the ubiquity of the SME policy development path of transition economies 

as derived in this thesis. To determine whether this trajectory holds for all developing countries or is 

unique to transition economies, future research could reapply the methodology of this study to 

various groups of developing countries.  
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APPENDIX A 

Assessment rubric for Triple-pronged approach (TPA) SME policy evaluation model 

Please note that the rubrics in the assessment were developed by the researcher in conjunction with colleagues at the OECD’s South East Europe 
Investment Compact of the Global Relations Directorate as part of their Competitiveness Outlook 2016: South East Europe publication.  

Sub-dimension	1:	Institutional	Framework 

1) SME Development Strategy 

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
SME	 policy	 is	 not	
addressed	 in	 any	
strategy,	 including	
strategic	
documents	
covering	enterprise	
policy,	 industrial	
policy,	or	any	other	
relevant	 strategic	
document.	

SME	 policy	 is	 included	
in	one	or	several	of	the	
documents	 mentioned	
under	 level	1	but	these	
are	 individual	 policies	
without	 any	 strategic	
approach.	
OR	
Evidence	 of	
government	 activity	 to	
develop	 an	 SME	
development	 strategy	
or	 review	 an	 expired	
SME	 development	
strategy	(e.g.	a	strategy	
task-force	has	been	set	
up	 and/or	 a	 strategy	
document	 has	 been	
drafted	 and/or	 there	
have	 been	 public	
private	 consultations	
on	 the	 content	 of	 the	
strategy).	

A	 national	 multi-year	 SME	
development	 strategy	 exists	
and	 it	 has	 been	 adopted	 by	
national	 parliament	 after	 a	
drafting	process	that	included	
a	consultation	process.		
The	 strategy	 states	 the	
national	priorities	 in	terms	of	
SME	development.	It	includes	
clear	 and	 measurable	
implementation	 plans	 and	
timelines	for	implementation.	
The	 budget	 has	 been	
established	 but	 the	 entirety	
of	 funds	 has	 not	 yet	 been	
received.		
There	 is	 a	 defined	 allocation	
of	 responsibilities	 for	 the	
implementation	 of	 the	
strategy	 and	 co-ordinated	 by	
a	body	responsible	for	the	co-
ordination	 of	 the	 strategy-
implementation.			

As	for	level	2,	plus	
there	 is	 solid	
evidence	 that	 key	
targets	 have	 been	
achieved	 and	
assignments	
completed.	 	 The	
entirety	 of	 funds	
has	 been	 received	
and	 is	 in	 the	
process	 of	 being	
disbursed	 for	
continuing	
implementation	of	
the	strategy.			

As	 for	 level	 3,	 plus	 most	 of	
the	 strategy	 has	 been	
implemented,	 as	
demonstrated	by	time-bound	
targets	achieved	and	number	
of	assignments	completed.	
All	 of	 the	 targeted	
beneficiaries	are	included,	all	
target	 areas	 /	 sectors	 /	
regions	 are	 covered	 and	 all	
relevant	 institutions	
participate.	
Additionally,	elements	of	 the	
strategy's	 implementation	
have	 been	 monitored	 vis-à-
vis	 the	 implementation	 plan	
and	 there	 is	 evidence	 that	
this	 has	 led	 to	 corrective	
action	 on	 the	 strategy,	 if	
appropriate.		

As	 for	 level	 4,	 plus	
implementation	 of	 the	
SME	development	strategy	
is	 systematically	
monitored	 vis-à-vis	 the	
implementation	 plan	 and	
timelines	 for	
implementation.	 There	 is	
evidence	 that	 the	
implementation	 is	
systematically	 adjusted	
based	 on	 the	 monitoring.	
Implemented	 measures	
are	 evaluated	 ex-post.	
These	 show	 that	 the	 SME	
strategy	 has	 had	 a	
demonstrated	 impact	 and	
has	 strengthened	 the	 SME	
sector.		
The	 effectiveness	 of	 the	
strategy	 is	 being	 /	 has	
been	 evaluated	 by	 an	
independent	body.	
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2) Inter-ministerial Co-operation in SME Policy Design 

3) SME Policy Implementation Agency 

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
No	
institutio
n	is	
responsi
ble	for	
SME	
policy	
design.		

Several	institutions	
are	responsible	for	
SME	policy	
elaboration	and	
they	have	
overlapping	
portfolios	and	
limited	co-
ordination.		

A	decision	has	been	
taken	to	designate	or	
establish	a	single	
institution	in	charge	of	
leading	and	
coordinating	SME	policy	
design.	The	decision	has	
been	formally	approved	
by	the	government.		

A	single	institution	in	charge	of	SME	
policy	design	is	in	place	and	fully	
operational.	Furthermore,	the	institution	
has	an	internal	planning	mechanism	that	
supports	its	operational	effectiveness.	
The	mechanism	consists	of	a	calendar	of	
events	and	deadlines,	statistical	tracking	
mechanisms,	internal	rules	and	
procedures	for	staff,	and	adequate	IT	
resources.	

As for level 3, plus 
the institution now 
has a system of 
consultation with 
the SME policy 
implementation 
agency in place.  

As	for	level	4,	plus	the	
institution	has	in	place	an	
effective	mechanism	of	
policy	coordination	
involving	key	ministries,	
agencies	and	local	
administrations,	for	
example	by	nominating	an	
SME	envoy,	when	relevant.		

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
No	SME	
policy	
implement
ation	
agency	
with	an	
executive	
role	(or	
equivalent)	
exists.		

There	is	
concrete	
evidence	of	
preparatory	
government	
activity	to	
set	up	the	
SME	policy	
implementat
ion	agency	
(e.g.	a	
budget	has	
been	
assigned	
and/or	
there	is	a	
draft	
structure	of	
the	agency).	

The	SME	policy	implementation	
agency	is	adopted	by	parliament	/	
authorized	by	government	based	
on	consultation	with	key	public	and	
private	sector	decision	makers.	The	
SME	agency	structure	has	been	
decided	and	the	staff	is	in	place.	
The	agency	has	a	formal	mandate	
to	implement	the	SME	
development	strategy.	The	range	of	
output	to	be	covered	by	the	agency	
is	being	drafted.	
	
The	budget	is	in	place,	and	covers	
inter	alia	typical	overhead	costs,	
salaries	of	all	employees,	travel	
costs,	and	IT	expenditures.	There	is	
no	evidence	of	implementation	of	
the	SME	development	strategy	to	
date.	

As	for	level	2,	plus	the	staff	is	
complete,	with	the	required	
economic	and	legal	expertise	well	
represented.		There	is	a	solid	
record	of	implementation	of	the	
SME	development	strategy	based	
on	achievements	of	time-bound	
targets	as	detailed	in	the	action	
plan.			
	
Furthermore,	the	SME	agency	has	
an	internal	planning	mechanism	
that	supports	the	agency’s	
operational	effectiveness.	The	
mechanism	consists	of	a	calendar	
of	events	and	deadlines,	statistical	
tracking	mechanisms,	internal	
rules	and	procedures	for	staff,	and	
adequate	IT	resources.		

As	 for	 level	 3,	 plus	 it	 is	
clear	 that	 the	 agency	
operates	 with	 full	
political	 support	 and	 is	
the	 main	 body	
responsible	 for	
implementation	 of	 the	
SME	 strategy.	 The	
agency	 has	 a	 clear	
reporting	 system	 in	
place	 and	 a	 recognised	
advocacy	 and	 policy	
advice	role.	
There	 is	 evidence	 that	
the	 work	 of	 the	 SME	
agency	 has	 been	
monitored	 by	 an	
independent	 body	 and	
re-adjusted	based	on	the	
monitoring.		

As	for	level	4,	plus	the	
SME	agency	produces	
annual	performance	
results	that	undergo	
public	auditing	
procedures. 	
	
The	monitoring	of	the	
agency	is	regular	and	
systematic.	The	
monitoring	has	shown	
that	its	activities	have	
been	effective	in	
supporting	SME	
development	with	
measurable	outcomes.	
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4) SME Test  

5) Policy Framework for women entrepreneurship 

Sub-dimension 2: Administrative burdens for business registration !  No qualitative indicators are included in this dimension.  

 

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
SME	
aspects	 are	
not	
considered	
under	
regulatory	
impact	
analysis	
(RIA).			

A	 pilot	 SME	 test	
project	 is	 being	
implemented	 or	
is	 under	
preparation.	 An	
implementation	
body	 has	 been	
identified	and	an	
action	 plan	
timeline	 for	
implementation	
and	 budget	 are	
being	developed.		

A	 formal	 requirement	 has	 been	 established	
requiring	SME	aspects	to	be	examined	in	business-
related	legislation.		
The	 SME	 test	 is	 developed	 and	 includes	 the	
following	elements:		
consultation	 with	 SMEs/SME	 representative	
organisations,	 preliminary	 assessment	 of	
businesses	 likely	 to	 be	 affected,	measurement	 of	
the	 impact	 on	 SMEs	 (cost/benefit	 analysis),	 and,	
use	of	mitigating	measures,	if	appropriate.	

The	 SME	 test	 is	
implemented	 on	 a	 limited	
number	 of	 pieces	 of	
legislation.	 	 Wider	
application	 to	 more	
legislation	 is	 being	
prepared.	 The	 programme	
is	 funded	 or	 co-funded	 by	
the	 government	 and	
funding	 has	 reached	 the	
pre-established	budget.		

The	 SME	 test	 is	
applied	 to	 a	 wide	
range	 of	 legislation,	
with	 all	 target	 areas	
and	 sectors	 covered.	
It	 is	 also	 being	
monitored	 vis-à-vis	
the	 implementation	
plan	 and	 there	 is	
evidence	that	this	has	
led	 to	 corrective	
action.	

The	 SME	 test	 is	
systematically	
applied	 and	 there	
is	 ample	 evidence	
that	 the	 outcomes	
of	 RIA	 have	 been	
used	 to	 change	 or	
cancel	legislation.		
The	 programme	 is	
being	 /	 has	 been	
evaluated	 by	 an	
independent	body.	

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
No	 structured	
policy	 support	
for	 women	
entrepreneurs	
exists.	
	

Ad	hoc	 initiatives	
with	no	direct	or	
limited	 policy	
impact	 exists,	
but	 no	 co-
ordination	 of	
initiatives	
beyond	that	
	

Stock	 taking	 reports	 and/or	
analysis	 for	 policy	 decision	 are	
available.	
Public	 discussions	 about	 the	
relevance	 of	 women	
entrepreneurship	 involving	 all	
key	 stakeholders	 take	 place	 on	
a	regular	basis.		
A	 working	 group	 has	 been	
established	at	the	national	level	
for	the	development	of	a	policy	
framework.		

A	 Policy	 framework	
including	 a	 minimum	
midterm	 action	 plan	
has	been	approved	and	
a	 financial	 framework	
has	been	defined.		
	

A	policy	framework	is	close	to	
full	 implementation.	 A	
monitoring	 and	 evaluation	
system	 is	 established	 and	
elements	 of	 the	 policy	
framework	are	monitored.		
Women	 entrepreneurship	
activity	 increased	 by	 at	 least	
5%	 in	 comparison	 to	 the	 last	
report.	

The	 impact	 of	 policy	
measures	 is	 regularly	
evaluated	 and	 annually		
reported	 as	 a	 basis	 for	
further	policy	development		
A	 report	 on	 women	
entrepreneurship	 is	 publicly	
available.	 The	 policy	
framework	 is	 currently	
further	 refined	 and	
adjustments	 are	made	 based	
on	a	systematic	monitoring.	
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Sub-dimension 3: Support Services for SMEs and Start-ups 

6) Action plan on development of SME support services 

7) Quality of SME online portal 

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
There	 is	
no	
governme
nt	 action	
plan	 on	
SME	
support	
services.		

Evidence	 of	
government	 activity	 to	
develop	 an	 action	 plan	
on	 identifying	 market	
failures	 in	 the	 business	
services	 market	 and	
developing	 adequate	
support	 services	 (e.g.	 a	
task-force	 has	 been	 set	
up	 and/or	 an	 action	
plan	 has	 been	 drafted	
and/or	there	have	been	
public	 private	
consultations	 on	 the	
content	 of	 the	 action	
plan).	

The	 action	 plan	 on	 SME	
support	services	 is	 in	place	
after	 a	 drafting	 process	
that	 included	 consultation	
with	 the	 private	 sector.	 It	
includes	 clear	 and	
measurable	
implementation	 plans,	
budgets	 and	 timelines	 for	
implementation.	There	is	a	
defined	 allocation	 of	
responsibilities	 for	 the	
implementation	 of	 the	
action	 plan,	 which	 is	 co-
ordinated	 by	 a	 body	 with	
clear	responsibility.		

As	 for	 level	 2,	 plus	 the	
government	 has	 identified	
the	 main	 market	 failures	
and	 is	 providing	 some	
business	 services	 that	 are	
not	 available	 on	 the	
market.		Promotion	efforts	
are	 underway	 to	 increase	
awareness	 of	 newly	
available	 services	 among	
SMEs.		
The	 action	 plan	 continues	
to	 be	 implemented	 with	
sufficient	 budget	 allocated	
to	each	measure.				

As	 for	 level	 3,	 plus	 first	
elements	of	the	action	plan	
have	been	monitored	vis-à-
vis	 the	 implementation	
plan	 and	 there	 is	 evidence	
that	 this	 has	 led	 to	
corrective	 action	 on	 the	
action	plan,	if	appropriate.	
The	 implementation	of	 the	
action	plan	has	reached	full	
scale,	 i.e.	 all	 of	 the	
targeted	 beneficiaries	 are	
included,	 all	 target	 areas	 /	
sectors	 /	 regions	 are	
covered	 and	 all	 relevant	
institutions	participate.	

As	 for	 level	 4,	 plus	 the	 action	
plan	 is	 being	 systematically	
monitored	 vis-à-vis	 the	
implementation	 plan	 and	
timelines	 for	 implementation.	
There	 is	 evidence	 that	
implementation	 is	
systematically	 adjusted	 based	
on	 the	 monitoring.	
Implemented	 measures	 are	
evaluated	 ex-post.	 These	 show	
positive	 impact.		
The	 effectiveness	 of	 the	 action	
plan	 is	 being	 /	 has	 been	
evaluated	 by	 an	 independent	
body.	

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
A	 centralised	 online	 portal	
targeting	SMEs	does	not	exist;	
information	 targeting	SMEs	 is	
spread	 across	 various	
websites.	AND/OR	
Existence	 of	 an	 online	 portal	
is	 unknown	 to	 SME	
community.	 	 Information	 is	
neither	 updated	 nor	
maintained.		

The	SME	community	
reports	 that	 the	
existing	 websites	 or	
online	 portal	 is	 not	
easily	 accessible.	
They	 are	 not	 user	
friendly.	Information	
is	updated	on	an	ad	
hoc	basis.		

A	 government	
decision	 has	
been	 taken	 to	
consolidate	
existing	 websites	
and	 develop	 one	
centralised	 SME	
portal.	 Funding	
has	 been	
allocated.	

A	 centralised	
online	 portal	
for	 SMEs	 that	
redirects	
users	 to	 key	
websites	 for	
SMEs	 has	
been	 set	 up.	
The	 portal	 is	
regularly	
updated	 and	
maintained.		

As	for	level	3,	plus	the	portal	is	
user	 friendly	 and	 gathers	 the	
information	 related	 to	 SMEs	
from	 the	 different	 public	
authorities	active	in	the	field.		
The	 portal	 has	 also	 begun	 to	
be	 monitored	 vis-à-vis	 the	
implementation	 plan	 and	
there	is	evidence	that	this	has	
led	to	corrective	action.	

As	 for	 level	 4,	 plus	 the	 portal	
enables	 companies	 to	
communicate	 on	 rules	 and	
procedures	 which	 are	 considered	
to	 be	 disproportionate	 and/or	
unnecessarily	hinder	SMEs.		
The	portal’s	effectiveness	has	been	
assessed	 through	 an	 impact	
evaluation,	and	the	results	indicate	
greater	 awareness	 and	 satisfaction	
among	the	SME	community	as	well	
as	closer	cooperation.		
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8) Range of SME support services 

 

Level	0	 Level	1	 Level	2	 Level	3	 Level	4	 Level	5	
There	 is	 a	 very	
limited	 range	 of	
basic	 business	
services,	 available	
mainly	 through	
donor-funded	
programmes.			

Business	 services	
are	 available	
through	 a	
combination	 of	
private	 and	
publicly	 funded	
business	
providers.		

A	government	decision	has	
been	 taken	 to	 increase	
public	funding	for	business	
service	 providers	 and	
ensure	that	specific	groups	
such	 as	 innovative	 SMEs,	
women	 and	 youth	 are	
covered	 by	 the	 services.	
Funding	 has	 been	
allocated.	

A	 network	 of	 publicly	
funded	 business	 services	
providers	 exists,	
complemented	 by	 a	
network	 of	 private	
business	 service	
providers	 offering	
personalised	 services	 for	
enterprises.	
	

As	 for	 level	 3,	 plus	 the	
market	 for	 business	
services	 is	 well	
developed	 and	 has	 a	
good	 level	 of	 internal	
competition.		

As	for	level	4,	plus	it	is	clear	that	
a	 wide	 range	 of	 business	
services	 are	 available	 in	 the	
economy,	 including	 widespread	
presence	 of	 international	
consultancy	firms.		
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APPENDIX B 

Country Results: Government, Expert and Average Scores 

Results from the qualitative self-assessments (dimensions one and three) completed 

by the governments and the local SME policy experts from each country – the average 

of these two scores were taken. 

ALBANIA Government Expert Average 

SME Development Strategy 2.5 2 2.25 

Inter-ministerial Co-operation in SME Policy Design 4.5 5 4.75 

SME Policy Implementation Agency 4 3 3.5 

SME Test  2 0 1 

Policy Framework for women entrepreneurship 3.5 3 3.25 
Action plan on development of SME support services  3 2 2.5 

Quality of SME online portal 1.5 3 2.25 

Range of SME support services 1 2 1.5 

Country average: 
  

2.63 

 

BOSNIA AND HERZIGOVINA Government Expert Average 

SME Development Strategy n.a. 1 1 

Inter-ministerial Co-operation in SME Policy Design  n.a. 1 1 

SME Policy Implementation Agency  n.a. 1 1 

SME Test   n.a. 1 1 

Policy Framework for women entrepreneurship  n.a. 0 0 

Action plan on development of SME support services   n.a. 1 1 

Quality of SME online portal  n.a. 1 1 
Range of SME support services  n.a. 1 1 

Country average: 
  

0.88 

 

KOSOVO Government Expert Average 
SME Development Strategy 3.5 3.5 3.5 

Inter-ministerial Co-operation in SME Policy Design 4 5 4.5 
SME Policy Implementation Agency 3.5 4 3.75 

SME Test  0 1.5 0.75 
Policy Framework for women entrepreneurship 1.5 2 1.75 

Action plan on development of SME support services  4.5 2 3.25 

Quality of SME online portal 4 2 3 

Range of SME support services 4 2 3 

Country average: 
  

2.94 
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MACEDONIA Government Expert Average 

SME Development Strategy 2 3.5 2.75 

Inter-ministerial Co-operation in SME Policy Design 1.5 3.5 2.5 

SME Policy Implementation Agency 3 3.5 3.25 

SME Test  1 1.5 1.25 

Policy Framework for women entrepreneurship 2.5 2.5 2.5 

Action plan on development of SME support services  3 2.5 2.75 
Quality of SME online portal 3 2.5 2.75 

Range of SME support services 3 3 3 

Country average: 
  

2.59 

 
MONTENEGRO Government Expert Average 

SME Development Strategy 3 4.5 3.75 

Inter-ministerial Co-operation in SME Policy Design 5 5 5 
SME Policy Implementation Agency 3 4 3.5 

SME Test  0 3 1.5 
Policy Framework for women entrepreneurship 2.5 2.5 2.5 

Action plan on development of SME support services  2 2.5 2.25 

Quality of SME online portal 0 2.5 1.25 
Range of SME support services 0 2 1 

Country average: 
  

2.59 

 

SERBIA Government Expert Average 
SME Development Strategy 5 5 5 

Inter-ministerial Co-operation in SME Policy Design 5 4 4.5 

SME Policy Implementation Agency 4.5 4.5 4.5 

SME Test  1 1 1 

Policy Framework for women entrepreneurship 3 3 3 
Action plan on development of SME support services  4 4 4 

Quality of SME online portal 4 3 3.5 

Range of SME support services 5 4 4.5 

Country average: 
  

3.75 

 
 

WESTERN BALKAN REGION Average 
SME Development Strategy 3.0 

Inter-ministerial Co-operation in SME Policy Design 3.7 
SME Policy Implementation Agency 3.3 

SME Test  1.1 
Policy Framework for women entrepreneurship 2.2 

Action plan on development of SME support services  2.6 

Quality of SME online portal 2.3 

Range of SME support services 2.3 

Regional average: 2.6 
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APPENDIX C 

TPA dimension 2 conversion method  

Results from dimension 2 were converted to a 0-5 scale using the following method: 

1. Four 2014 World Bank Starting a Business scores were taken for the indicators 
Procedures (number) required for starting a business, Time (days) required for 
starting a business, Cost required for starting a business (% of income per capita), 
Paid-in minimum capital required for starting a business (% of income per capita). 
The data is shown in the table below.  

 Procedures 
(number) Time (days) Cost 

(%income / capita) 
Paid-in min. capital 
(%income / capita) 

ALB 5 4.5 21.1 0 
BIH 11 37 14.8 29.1 
KOS 6 30 22.1 0 
MKD 2 2 1.9 0 
MNE 6 10 1.5 0 
SRB 6 12 7.2 0 

 

2. The scale for each indicator was calculated by subtracting the best value from the 
worst value for each indicator.  

 Procedures 
(number) Time (days) Cost 

(%income / capita) 
Paid-in min. capital 
(%income / capita) 

Scale 11-2 = 9 37-2 = 35 22.1-1.5 = 20.6 29.1-0 = 29.1 
 

3. Each value is subtracted from the best regional value for that indicator. For example, 
the best regional value in the indicator Time (days) is 2 days. Thus, each country’s 
score for the indicator Time (days) was subtracted from 2. The absolute value was 
then taken. Albania is used as an example in the table below. 

Absolute value derived from: Initial values subtracted from the best value in each 
indicator. ‘Distance to best value’ 

 
 

Procedures 
(number) Time (days) Cost 

(%income / capita) 
Paid-in min. capital 
(%income / capita) 

ALB |2 - 5| = 3 |2 - 4.5| = 2.5 |1.5 - 21.1| =19.6 0 – 0 = 0 
BIH 8 35 13.3 29.1 
KOS 4 28 20.6 0 
MKD 0 0 0.4 0 
MNE 4 8 0 0 
SRB 4 10 5.7 0 
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4. The formula x = 1 - (distance/scale) was used to convert values into a 0-1 scale 
(percentage). Again, Albania is taken as an example, as shown below: 

 
 

Procedures 
(number) Time (days) Cost 

(%income / capita) 
Paid-in min. capital 
(%income / capita) 

ALB 1-(3/9) = 0.666 1-(2.5/35) = 
0.928 1-(19.6/20.6) = 0.049 1-(0/29.1) = 1.0 

BIH 0.111 0.0 0.354 0.0 
KOS 0.556 0.20 0.000 1.0 
MKD 1.0 1.0 0.981 1.0 
MNE 0.556 0.771 1.0 1.0 
SRB 0.556 0.714 0.723 1.0 

 
5. These values were converted onto a 5-point scale, by multiplying each value by 5.  

 
 

Procedures 
(number) Time (days) Cost 

(%income / capita) 
Paid-in min. capital 
(%income / capita) 

ALB 0.666*5 = 
3.3 0.928*5 = 4.6 0.049*5 = 0.2 1*5 = 5.0 

BIH 0.6 0.0 1.8 0.0 
KOS 2.8 1.0 0.0 5.0 
MKD 5.0 5.0 4.9 5.0 
MNE 2.8 3.9 5.0 5.0 
SRB 2.8 3.6 3.6 5.0 

 

6. Lastly, the average value was calculated from all four indicators for all countries.  

 

 

 

 

  

 
 Country Average Score for Dimension 2 

ALB (3.3+4.6+0.2+5.0)/4 = 3.3 
BIH 0.6 
KOS 2.2 
MKD 5.0 
MNE 4.2 
SRB 3.7 
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APPENDIX D 

Method used for placing the WB countries into Dennis’ matrix  

     After SME policy indicator scores were collected and processed, they were applied to 

Dennis’ (2005) Typology of Public Policy toward Small Business in order to analyse and 

classify the WB countries’ SME policy approaches. The WB countries’ scores from the 

research questionnaire determined where they fell into the matrix: 

• A score above 2.5 in dimension two (reducing barriers) of the questionnaire 

put a country in the column to the right (low impediments) of Dennis’ matrix. 

• A score of 2.5 or below in dimension two (reducing barriers) of the 

questionnaire put a country in the left column  (high impediments) of Dennis’ 

matrix (see matrix below). 

• A score above 2.5 in dimension three (direct support) of the questionnaire 

put a country in the bottom row (high direct support) of Dennis’ matrix. 

• A score of 2.5 or below in dimension three (direct support) of the 

questionnaire put a country in the top row (low direct support) of Dennis’ matrix. 

Figure	8:	Classification	Process	using	Dennis’	(2005)	Typology	of	Public	Policy	toward	Small	Business	

Dimension	3	
from	Triple-
pronged	
approach:	
Support	Services	

Low	direct	support	
Low	D2	(≤	2.5)	

Low	D3	(≤	2.5)	

High	D2	(>	2.5)	

Low	D3	(≤	2.5)	

High	direct	support	
Low	D2	(≤	2.5)	

High	D3	(>	2.5)	

High	D2	(>	2.5)	

High	D3	(>	2.5)	

	 High	impediments	 Low	impediments	
Dimension	2	from	Triple-pronged	approach:	Reduce	Barriers	

Limitations to process 

     The system used for classifying countries’ SME policy approaches into Dennis’ 

typology was created via subjective means. Dennis did not propose a method for allocating 

countries into the different quadrants of his model, so the researcher simply divided the total 

possible indicator score (5) into two, dividing scores into ‘high’  (above 2.5) and ‘low’ (2.5 

and below) categories. Although choosing the middle point (2.5) seems logical, it is was not 

derived theoretically and thus may lead to subjective results, which is not in line with the 

post-positivism paradigm. 
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APPENDIX E 
The graphs below portray the WBs’ performance across economic development 

indicators. A thorough analysis and evaluation of these graphs is in section 5.0: Analysis. The 

data points are colour coded to indicate the SME policy approach chosen by each country.  

ECONOMIC DEVELOPMENT DIMENSION: INSTITUTION EFFICIENCY 
Indicator: Control of Corruption 

This indicator is measured in percentile rank and reveals how countries score in 

comparison with each other and compared to the 28 EU economies. This data was collected 

from the World Bank’s Worldwide Governance Indicators database, which covers over 200 

countries and territories. Thus the percentile rank acts as an indicator of country performance on 

a global scale. The WB region’s performance in this indicator is presented in Figure 9. 

The World Bank Development Research Group defines control of corruption as,  “the 

extent to which public power is exercised for private gain, including both petty and grand forms 

of corruption, as well as "capture" of the state by elites and private interests” (p. 4, 2010). 

Figure	9:	Control	of	corruption	and	SME	policy	approach	
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Indicator: Government Effectiveness 

This indicator is measured in percentile rank and reveals how countries score in comparison 

with each other and compared to the 28 EU economies. This data was collected from the World 

Bank’s Worldwide Governance Indicators database, which covers over 200 countries and 

territories. Thus the percentile rank acts as an indicator of country performance on a global scale. 

The WB region’s performance in this indicator is presented in Figure 10. 

The World Bank Development Research Group defines government effectiveness as, 

“capturing perceptions of the quality of public services, the quality of the civil service and the 

degree of its independence from political pressures, the quality of policy formulation and 

implementation, and the credibility of the government's commitment to such policies” (p. 4, 2010). 

Figure	10:	Government	effectiveness	and	SME	policy	approach 
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Indicator: Rule of Law 

This indicator is measured in percentile rank and reveals how countries score in 

comparison with each other and compared to the 28 EU economies. This data was collected 

from the World Bank’s Worldwide Governance Indicators database, which covers over 200 

countries and territories. Thus the percentile rank acts as an indicator of country 

performance on a global scale. The WB region’s performance in this indicator is presented in 

Figure 11. 

The World Bank Development Research Group defines rule of law as, “capturing 

perceptions of the extent to which agents have confidence in and abide by the rules of 

society, and in particular the quality of contract enforcement, property rights, the police, and 

the courts, as well as the likelihood of crime and violence” (p. 4, 2010). 

Figure	11:	Rule	of	law	and	SME	policy	approach 
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ECONOMIC DEVELOPMENT DIMENSION: ECONOMIC CONDITIONS 

Indicator: GDP per Capita 

The economic conditions dimension includes one indicator, which is measured in gross 

domestic product (GDP) per capita in current US dollars. This indicator reveals how WB 

countries perform economically in comparison with each other and compared to upper 

middle-income, lower-middle income and the high-income 28 EU economies. Only 26 of 

the 28 EU member states are included in the calculation for this indicator as data for Malta 

was not available. Further, data for Luxembourg was excluded as it was considered an 

outlier for being abnormally high compared to other EU countries. This data was collected 

from the World Bank National Accounts database. The WB region’s performance in this 

indicator is presented in Figure 12. 

Figure	12:	GDP	per	capita	and	SME	policy	approach	 
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ECONOMIC DEVELOPMENT DIMENSION: KNOWLEDGE ENHANCEMENT 

Indicator: R&D Expenditure 

Expenditure on research and development is measured as a percentage of GDP. This 

indicator reveals how WB countries perform in terms of advancements in human capital in 

comparison with each other and compared to upper middle-income, lower-middle income 

and the high-income 28 EU economies. Data for this indicator was collected from the 

World Bank’s World Development Indicators database. The WB region’s performance in this 

indicator is presented in Figure 13. 

Figure	13:	R&D	expenditure	and	SME	policy	approach	
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Indicator: Tertiary School Enrolment Ratio 

Tertiary school enrolment is measured as a percentage of gross enrolment. This 

indicator reveals how WB countries perform in terms of advancements in innovation in 

comparison with each other and compared to upper middle-income, lower-middle income 

and the high-income 28 EU economies. Data for this indicator was collected from the 

World Bank’s World Development Indicators database. The WB region’s performance in this 

indicator is presented in Figure 14. 

Figure	14:	Tertiary	school	enrolment	ratio	and	SME	policy	approach	
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