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Abstract:

SMEs have irreplaceable task not only in macro-economic - in area of working posts creation,
contribution to the flexibility of market mechanism or its contribution to the value added creation,
but they are profitable also at the micro-economic level. The goal of the contribution is to search
position and development of such enterprises in the frame of chosen European countries and how
they contribute to economic growth and competitive environment. During the analysis we considered
SME Policy Index. Overall position and development had been analyzed by chosen indexes, mainly
index of economic freedom, global competition index, doing business index and corruption
perception index. The results speak about increasing trend of SMEs in EU, creating employment
possibilities, with limitation of barriers to make business in individual countries.
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1 Introduction

Small and medium enterprises (SMESs) are inseparable part of business environment in
developed economies whole world. While in countries of Western Europe SMEs started
to be important in 70-ties in 20th Century, in post-communist countries of middle and
Eastern Europe the different was different. SMEs in this region had been rising in large
numbers as a consequence of privatization and disintegration of big state companies, or
through market liberalization with resulting to big number of new, mostly very small
enterprises.

Dynamic growth of new risen companies depends not only on the volume and demand on
the market, but also on the creation of positive conditions for the business, given by
legislative frame. It means not only SMEs favoritism, but also creation of business
environment that enables rapidly business subjects to develop and operate effectively.

SMEs have irreplaceable task not only in macro-economic — in area of working posts
creation, contribution to the flexibility of market mechanism or its contribution to the value
added creation, but they are profitable also at the micro-economic level. SMEs contribute
to the flexible installment of new products at the market, to the production of specialized
products or innovation growth, and by this way they make competition environment more
strictly (Belanova, 2012).

The contribution follows up position and development of SMEs by monitoring of business
environment through index of economic freedom, global competition index, doing
business index, and corruption perception index. We resulted from hypothesis that SMEs
in EU present the most abundant category of companies, therefore there is necessity to
analyze SMEs area.

2 Present state of problem solving

Small and medium sized enterprises (SMEs) have a very important role as suppliers,
distributors, customers, innovators or as a target of the corporate social responsibility for
large enterprises (Van Tulder & Da Rosa, 2014). Especially European firms are clearly
amongst the leaders in experimenting with inclusive business strategies that include
SMEs. However, their number still remains limited. Small and medium-sized enterprises
(SMEs) play an important role as key engines for further economic growth and
employment in the countries (SME policy index, 2012). But in many countries for many
years SMEs played only a marginal role in the economy given the dominant position of
large state-owned enterprises (Palas€akova, 2016). New business opportunities for
SMEs are likely to arise with further progress being achieved in privatization and the
establishment of functioning market economies and development of the SME sector has
only recently become a priority for government policy as part of the country's efforts to
diversify the economy and reduce dependence on the oil sector. Also OECD research
shows that SMEs are an important driver of a country's competitiveness as they
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constitute a major source of knowledge, skills and innovation and contribute to
employment generation and economic growth.

Position and functions of small and medium-size enterprises had been studied also by
Kominkova (1989), stemmed from new conditions of international division of labor and
necessity of assertion of innovation strategy as a condition of increasing competitiveness.
The study outlines new views of traditional functions of these enterprises (in connection
with specialization of production, employment and regional development policies, special
attention to the role of a small innovating firm in scientific-technological development).
Global opportunities for small and medium enterprises are given also by their position in
the individual economic sector, which had been studied by some authors (Alonso et.al,
2016). This is important due to the emerging global markets and market requirements.
On the other hand, it also provides the business opportunities in more mature markets,
with a known or renewed interest.

Development of SMEs development in different countries and cultures studied Gibb
(2000), considered the area is neglected in the researches. Since small and medium-
sized enterprises (SMES) react more quickly to various changes in the situation as well as
being more resistant to sanctions and other external economic threats, focusing on their
development is the most rational approach to the integrated socio-economic development
of the concrete region (Krasulina, 2018).

There is therefore a strong case for greater academic interest. In the most advanced
post-Communist countries of Europe, the dynamic growth of the small business sector
has been the chief factor driving economic growth and has been accompanied by a
number of public programs supporting Small and Medium-sized Enterprise (SME)
development. Woodward (2001) argues that while the Visegrad countries are doing well
on numbers of SMEs, they are lagging behind in the development of those firms. Also
Sarovic et al. (2017) confirmed by the research there was an increase of the small and
medium entrepreneurs' economic opportunities in post-communist countries and their
material position and growth. Comparison with business experiences in countries joining
the EU parallel with any country may provide lessons for managers of the companies to
improve their competitive position. Such comparing made Balaton (2008), describing the
strategies of SMEs located in Hungary parallel with joining the European Union and to
evaluate the preparation of firms for the competitive conditions within the EU. Klochko
and Issakova (1996) in comparison with other transition economies found that small
business in Ukraine is rather poor and the small business sector does not fulfil the tasks
that it should in the regeneration of a depressed economy.

3 Methodology

According European Commission recommendation we used classification, according
which small enterprise is any company with less than 50 employees, with annual turnover
to 7 mil. EUR or economic result the best 8 mil. EUR and at the same time it must be
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economically independent (Fetisova et al.,, 2014). Medium enterprise must be also
economically independent, having less than 250 employees, with annual turnover the
best 40 mil. EUR and economic results to 27 mil. EUR. In 2004 European Commission
published recommendation No (2003/361/EC), with quantitative SMEs limitation
according three criteria — turnover, balance sheet total and number of employees. This
recommendation must be considered also in post-communist countries (Culkova et al.,
2015) according following Table 1.

Tab. 1 SMEs limitation according EC recommendation No 2003/361/EC

Category Number of Annual turnover Balance sheet
employees total
Micro enterprise <10 <2 mil. EUR <2 mil. EUR
Small enterprise <50 <10 mil. EUR <10 mil. EUR
Medium enterprise < 250 <50 mil. EUR <43 mil. EUR

Source: EC recommendation No 2003/361/EC

EU member states do not have obligation to apply this definition, but European
Commission encourages member states together with European investment bank and
European investment fund to it application as much as possible with aim to simplify
classification at various types of grants. Majority of government institutions in EU
countries is therefore applying the definition. The data had been used also from Tan and
Haji (2017), providing big data of SMEs, referring to the massive amount of data
generated from IT systems.

During the analysis we considered also the SME Policy Index. Due to its calculation
Eastern Partner Countries 2012 (Enterprise Policy Performance Assessment) has been
jointly developed by OECD, the European Commission, the European Training
Foundation (ETF) and the European Bank for Reconstruction and Development (EBRD)
in collaboration with representatives from the Eastern Partner countries. It builds on the
experience of the Western Balkans and the Euro-Med region, it also serves as a tool for
policy makers to design and implement comprehensive tools and mechanisms to support
SME growth and employment generation (SME policy index, 2012).

3.1 Evaluation of SMEs business environment

Creation of proper business environment is one of the basic assumptions for growth of
the economy, employment and competition not only at the national, but also at the
regional level. By this way business environment influences immediately standard of
living and quality of life in the region. State of business environment in the individual
countries is regularly monitored. Monitoring of business environment is presently done by
number of organizations. Through indexes constructed according various quantitative and
qualitative criteria they make ranking of the countries with the best business environment.
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From the most important world indexes, orientated to the evaluation of business
environment we considered during the analysis following indexes:

Index of economic freedom (IEF) — orientated to the economic openness of the country,
effectiveness of regulation, applying of legislation and competitiveness. Heritage
Foundation constructs the index annually in cooperation with Wall Street Journal.
Resulting score of the index is 0-100. In 2017 180 countries had been ranked to the IEF
index. The higher value the country achieves, the more economically free the country is.

Global competition index (GCI) — orientated to the evaluation of economic growth
sustainability in middle term horizon. GCI index evaluates business environment
according components, grouped to 12 pillars of competitiveness — infrastructure, public
finances, macro-economic stability, basic education and health of inhabitants, higher
education and training, job market and good market effectiveness, technological
preparation, financial market maturity, volume of the market, business processes maturity
and level of innovation. Resulting value of the index presents weighted arithmetic mean
from 12 mentioned pillars. Value of the index is 1-7 (the best evaluation), constructed by
World Economic Forum and in 2017 - 137 countries had been considered during the
index calculation.

Doing Business index (DB) — complex index, regarding 10 criteria — beginning of the
business, acquisition of access to energy and building permission, property evidence,
acquiring of credits, way of taxes collection, investors protection, cross-border trade,
observance of agreements among business partners and insolvency solving. Index is
evaluated and published annually by World Bank. In 2017 - 190 countries had been
included to the index.

Corruption perception index (CPl) — summary index, combined various sources,
connected the corruption in the individual countries. But because of the corruption is
heavily quantified, CPI results during the evaluation from the researches of public
opinion, made by independent reputable institutions. Index value is 0-10. The higher is
index value; the lower is level of corruption. Transparency International evaluates and
published the index since 1995.

4 Results

According Muller et al. (2017) SMEs in EU present the most abundant category of
companies. Micro enterprises present yet 93.0%, small enterprises 5.8% and medium
enterprises 0.9%. Structure of SMEs in the frame of EU 28 according volume criteria in
2016 is illustrated by following Figure 1.
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Figure 1: SMEs structure according volume criteriain 2016 in EU 28
Source: own processing according European Commission

SMEs development in EU has increasing trend from 2012. During 2012-2016 there is
recorded increasing number of SMEs, from the view of micro enterprises, as well as small
and medium enterprises. But at the SMEs development evaluation there is necessary to
mention that increase in 2013 had been partially caused by Croatia acceptance to EU
member state. According the study of European Commission 24 million SMEs operated
in 2016 in EU 28 non-financial sector, which presents 99.8% from total number of
business subjects.

SMEs employed more than 93 million people (66.6%) and created more than 4 trillion
EUR of value added (56.8%). Mostly micro enterprises contributed to the employment in
EU 28 in 2016 — employed 29.8% working power. Small enterprises employed 20% and
medium enterprises employed 16.7% from total number of employees in non-financial
sector. Rate of micro enterprises on value added presented 20.9%, small enterprises
17.8% and medium enterprises 18.2%. Rate of individual SMEs categories on
employment and value added in EU 28 in non-financial sectors is given by Figure 2.
(Lukac et al., 2017).
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Figure 2: Rate of individual SMEs categories on employment and value added in EU 28

in 2016 in non-financial sector

Source: own processing according European Commission

In EU28 SMEs created the most working posts in Greece (86.9%), Cyprus (83.0%) and
Malta (79.3%). On the other hand, the least employees had been employed in United
Kingdom (53.5%), France (63.2%) and Germany (63.4%). Among V4 countries the most
working posts presented SMEs in Slovakia (72.1%) and the least in Czech Republic
(66.8%). Review of SMEs rate on employment in individual EU countries is given by

Figure 3.
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Figure 3: SMEs rate on employment according EC in 2016 in EU countries

Source: own processing according EC data
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According European Commission on the value added creation participated mostly SMEs,
operating at Malta (82.0 %), Estonia (75.7 %) and Greece (73.2 %). The least
contribution of SMEs on value added was recorded in Ireland (36.6 %), Great Britain
(51.8 %) and Poland (52.5 %). In the midst of V4 countries the highest contribution of
SMEs on value added was in Czech Republic (54.5 %), followed up by Slovakia (54.4 %).
Figure 4 illustrates review of SMEs rate on value added in individual EU countries.
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Figure 4: SMEs rate on value added according EC in 2016 in EU countries
Source: own processing according EC data

European Commission in cooperation with European Central Bank makes from 2013
annual research of business environment, orientated to the analysis of most often
problems in SMEs development. According limitation of most often problems respondents
select barriers according the weights. Barriers with the highest weight of the influence are
then indicated as most problematic.

According the newest research, realized in 2016 small and medium businessmen from
EU28 consider the biggest problem as purchasing demand. Yet 25% respondents have a
problem to find consumers — mostly enterprises, acting in Austria, indicated this
possibility. According 20% of respondents, second biggest barrier means lack of qualified
workers. Number of SMEs meets this problem — mostly in Belgium, Croatia, Finland,
France, Latvia, Luxemburg, Netherland, Poland, Slovakia and Great Britain. Third barrier
that SMEs encounter mostly is competition, which is negatively perceived mainly in Latvia
and Malta. Only 9% SMEs indicated as most serious problem for their development as
access to financial sources (see Figure 5). Not sufficient access to finances is perceived
mostly by businessmen from Cyprus and Greece.
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Figure 5: Main barriers for SMEs business in EU28 in 2016
Source: own processing according EC data

Following Table 2 mention 10 countries with the best business environment according
guantitative and qualitative criteria of individual world indexes — GClI, IEF, DB a CPI. In
the frame of EU countries, we regarded during the evaluation also values of indexes
especially in V4 countries.

Table 2: Countries with the best business environment according IEF, GCI, DB and CPI in
2016/ 2017

IEF GClI DB CPI
Country Country Country Country
1. | Hong Kong 1. | Switzerland 1. | New Zeeland 1. | Denmark
2. | Singapore 2. | USA 2. | Singapore 1. | New Zeeland
3. | New Zeeland 3. | Singapore 3. | Denmark 3. | Finland
4. | Switzerland 4. | Netherland 4. | Korea 4. | Sweden
5. | Austria 5. | Germany 5. | Hong Kong 5. | Switzerland
6. | Estonia 6. | Hong Kong 6. | USA 6. | Norway
7. | Canada 7. | Sweden 7. | Great Britain 7. | Singapore
8. | SAE 8. | Great Britain 8. | Norway 8. | Netherland
9. | Ireland 9. [Japan 9. | Georgian 9. | Canada
10. | Chile 10. | Finland 10. | Sweden 10. | Germany
28. | Czech 31. | Czech 27. | Poland 29. | Poland
Republic Republic
45. | Poland 39. | Poland 30. | Czech Republic | 47. | Czech Republic
56. | Hungary 59. | Slovakia 39. | Slovakia 54. | Slovakia
57. | Slovakia 60. | Hungary 48. | Hungary 57. | Hungary

Source: own processing according data Heritage Foundation, World Economic Forum, World Bank and

Transparency International
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In conditions of Slovakia there is used also index of Business Alliance of Slovakia, with
title “Superindex PAS®, which evaluates and compares business environment of Slovakia
with other world countries. The index combines results of 4 world indexes, to which the
weights are given. It evaluates data from GCI (weight 30%), IEF (weight 30%), Doing
Business (weight 30%) and ICP (weight 10%). Reference value of Superindex PAS is
100 points — expressing average score of five countries with the best business
environment. Presently it is considered as most complex index, evaluating development
of business environment in Slovakia. Table 3 expresses ranking of countries with the best
business environment according Superindex PAS in 2017, including V4 countries.

Table 3: Superindex PAS 2017

Change

Country Score Position Score
1. Singapore 103.1 = - 0.65
2. Hong Kong 101.1 = +0.94
3. New Zeeland 100.1 = +1.29
4. Switzerland 98.2 = + 0.27
5. Sweden 96.3 15 +1.43
6. Denmark 96.3 11 - 0.30
7. Great Britain 96.2 = +0.41
8. USA 96.1 12 +0.17
9. Norway 95.2 14 +1.22
10. Finland 95.0 12 - 010
30. Czech Republic 81.1 11 +0.84
33. Poland 80.7 13 +0.74
38. Slovakia 76.6 13 +0.12
51. Hungary 76.5 7 - 0.66

Source: own processing according Business Alliance Slovakia

According Superindex PAS 2017 Singapore is country with the most positive business
environment. Second and third place belong to Hong Kong and New Zeeland. In Europe
the best place belongs to Switzerland — 4™ positions, followed by Sweden and Denmark.
Comparing with previous year Sweden improved the position, moving by 5 ranks and
Norway, which occupied 9™ place. Great Britain maintained the 7" position. On the other
hand, USA and Finland worsened the position by two positions. In comparing with
previous year Slovakia worsened by 3™ positions and in 2017 stayed at 38" position.
Index value in Slovakia increased only slightly — by 0.12% to 76.6%. From V4 countries
according the index Czech Republic has the best business environment, occupying 30"
position with value 81.1%. The worst position in EU belongs to Hungary, Croatia and
Greece.
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5 Discussion

Government support in promoting SME development is necessary to find an appropriate
response to address these challenges. This area has been studied by some research, for
example Smallbone et al. (2001) studied role of the government in the process of SMEs
development, especially in transition economies. Effective institutional structures and
consultation mechanisms can help to overcome these constraints as small enterprises
otherwise do not have the ability to influence nation-wide policies. By this way SMEs
would benefit from improved policy frameworks based on a coherent set of SME policies
that foster entrepreneurship and competitiveness (SME policy index, 2012). Some SMEs
have developed despite the actions of governments, although the number of private
enterprises per capita remains small and their qualitative characteristics often reflect the
difficult operating conditions. But something crucial is generally missing from these
programs; namely, an attempt to go beyond the problems of individual businesses to
approaches based on forms of association and cooperation which preserve, and even
enhance, the overall competitiveness of the economy (Woodward, 2001).

As a result, their contribution to economic and social change is less than it could be,
mainly due to an unstable environment and an institutional context that has yet to
establish the framework conditions for sustainable private sector development. It means
that reform of the distorted legal and financial infrastructures that exist in these countries
is the highest priority need (Smallbone et al., 2001). Moreover, the difference in the
degree of small business development in different regions of the country gives rise to the
idea that emphasis on small business support at the local level would significantly
improve the situation (Kloschko & Issakova, 1996).

6 Conclusion

Creation of proper business environment is one of the basic assumptions for growth of
the economy, employment and competition not only at the national, but also at the
regional level. SMEs are attempting to overcome their problems of individual businesses,
and their success can contribute to competitiveness of the economy. Presented paper
shows that SMEs have their contribution to economic and social area, but the situation of
SMEs business can be still improved, since it is less than it could be. Also results show
that their contribution to economic and social change is less than it could be, mainly due
to an unstable environment and an institutional context that has yet to establish the
framework conditions for sustainable development. Therefore, state of business
environment in the individual countries must be regularly monitored. Presented analysis
has some limitations, mainly index of economic freedom is very complex and therefore
there are some problems with its calculation. Further research could be orientated to
volume of demand on market and legislative frame of business, since dynamic growth of
new risen companies depends on positive conditions for the business, given by legislative
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frame. Government support in promoting SME development is necessary to find an
appropriate response to address these challenges.
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