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Basic aims of FIRES wRES

* To analyze the broader contexts of smart, inclusive and
sustainable growth in Europe to support implementation of the
Commission’s 'Europe 2020’ growth strategy and to restore
Europe’s ability to innovate, grow and create jobs over the
coming decades

* to examine the role of entrepreneurship in creating an inclusive
and sustainable growth.

* WP 4: to develop the tools to assess the quality of the

ntrepreneurial ecosystems in the EU
l :
WWW.projec eu




Entrepreneurship ecosystem and ,traditiona

I”

entrepreneurship approaches

Entrepreneurship Ecosystem (EE)

approach

e Multi-contextual perspective —system
elements are closely connect to each

other

Changing one element has an effect on other
elements

* Unit of analysis: smaller regions, cities
* Focus on high impact entrepreneurial
activities
Tailor-made policy suggestions

' m

Traditional approaches"l:JRES

Contextual perspective — focusing on
the environmental components
individually

* Examining the effect of the element
independently - one by one

Unit of analysis: mostly countries
Focus on startups in general

Policy suggestions are mostly uniform
(one size fits to all)




Entrepreneurship ecosystem measure The Regional
Entrepreneurship and Development Index (REDI)

According to Acs et al. (2014), ‘A System of Entrepreneurship (SE) is the dynamic, institutionally embe
interaction between entrepreneurial attitudes, abilities, and aspirations, by individuals, which drives the
allocation of resources through the creation and operation of new ventures’ (p. 119).

REDI as EE measurement

*  The REDI index incorporates three sub-indices, 14 different pillars, 28 variables — half institutional and
half individual — 44 indicators and 60 sub-indicators.

. Sub-indicator selection was based on

* (1) the theoretical and empirical literature search to be able to connect the sub-indicator to an
entrepreneurial phenomenon,

e  (2) their potential to assign clear benchmarks and evaluate performance in relation to this
benchmark

*  (3) their capabilities to connect to economic development and
*  (4) the availability of data over the examined time period, 2007-2014.
*  Some important aspects — university, mentoring, support, and leadership are missing
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REDI - the system perspective — the connection of the
components

FIRES

* Indicators within one variables are substitutes reflecting To
the same phenomenon — we calculate the average values

e Variables within one pillar have a (multiplicative) effect
together - we calculate pillars as multiplying the individual
and the institutional variables

» System performance is ‘co-produced’ by its constituent
elements: The 14 pillars are inter-related and all support the
functioning of the EE together.
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Entrepreneurship ecosystem: The Regional
Entrepreneurship and Development Index (REDI) mBﬁg

* InEE, itis the combination of the pillar components that ultimately determines the func
system.
* The value of each pillarin a region is penalized by linking it to the score of the “bottleneck” pillar
that has the weakest performance in that region.
* The penalty is higher if differences are higher. It also implies that the pillar components are only
partially substitutable with one another.
* Entrepreneurship policy should be tailor-made by identifying local bottlenecks and narrow or eliminate
gaps that prevent a given region from fully exploiting its entrepreneurial potential.
*  REDI complements to other case-preferred EE approaches by taking a wider, bird-eye and not a
microscopic view about the EE and its components.
* This entrepreneurship policy to alleviate system failures reflects well to the traditional economic
policy to relax market failures and to the innovation system approach to improve the weak part
of the innovation systems components
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REDI penalty - Nordrhein-Westfalen |

Pillar Name Pillar Scores Penalized Scores Penalty Scores Penalty %

Opportunity perception 0,705 0,631 0,074 10,56%
Start-up skills 0,662 0,602 0,061 9,15%
Risk acceptance _ 0,349 _ 0,47%
Networking 0,574 0,538 0,036 6,27%
Cultural support 0,632 0,581 0,052 8,16%
Opportunity startup 0,549 0,519 0,030 5,51%
Technology absorption 0,569 0,534 0,035 6,15%
Human capital 0,420 0,412 1,85%
Competition _ 0,715 15,00%
Product innovation 0,603 0,559 0,043 7,21%
Process innovation _ 0,293 _ 0,00%
High growth 0,749 0,659 0,090 11,99%
Internationalization 0,740 0,653 0,086 11,69%
Risk capital 0,713 0,636 0,077 10,82%
Average | 0,600 0,549 0,073 7,49%

www.projectfires.eu



REDI penalty - Nordrhein-Westfalen
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REDI 10% increase- Nordrhein-
Westfalen FIRES

Pillar Name Pillar Scores Penalized Scores |Improvement New Pillar score New penalized Pillar score
Opportunity perception 0,705 0,631 0,705 0,704
Start-up skills 0,662 0,602 0,662 0,662
Risk acceptance 031 0349 0,109 0,460 0,438
Networking 0,574 0,538 0,574 0,569
Cultural support 0,632 0,581 0,632 0,632
Opportunity startup 0,549 0,519 0,549 0,543
Technology absorption 0,569 0,534 0,569 0,565
Human capital 0,420 0,412 0,040 0,460 0,438
Competition . o8t | o715 0,841 0,826
Product innovation 0,603 0,559 0,603 0,601
Process innovation 028 0293 0,460 0,438
High growth 0,749 0,659 0,749 0,745
Internationalization 0,740 0,653 0,740 0,737
Risk capital 0,713 0,636 0,713 0,712
Average | 0,600 0,549 0,023 0,623 0,615

www.projectfires.eu




GeiRes

The economic effects of
entrepreneurship policy

e, A4




Economic models in policy impact assessment «/_EJRES

* Economic impact assessment of policies:
* ex-ante (policy design phase)
* likely economic effects (e.g., on employment, GDP) of interventions

» comparative analysis of the effects of different interventions requiring the
same policy budget

* ex-post (monitoring, evaluation)

* Evaluation is beyond the immediate project-level: consideration of
input-output linkages, income multipliers, technological spillovers

www.projectfires.eu



Economic models in policy impact assessment «/_EJRES

* Impact assessment with economic models:
* Baseline (no intervention)
* Policy scenario (intervention)

 Comparison of the baseline and the scenario (in
relative terms)

www.projectfires.eu ‘



Economic models for entrepreneurship U
policy impact assessment FIRES

* A suitable economic impact model should incorporate:
e avariable representing entrepreneurship policy: it is the REDI index in our case

* the regional dimension (entrepreneurship policy interventions are regionally
targeted)

* interregional interactions (trade, migration, technology spillovers)

* the aggregate national and supra national (EU) levels (it is important to know how
much a country or the European Union gains from policies supporting
entrepreneurship)

e With multi-regional models the economic impacts of different development
scenarios become comparable at regional and supra-regional levels both ex
ante and ex post




GMR economic impact models /@]RES

« GMR: Geographic Macro and Regional model

« GMR-models: ECORET model (Varga, Schalk 2004), GMR-Hungary (Varga 2007,
Varga, Jarosi, Sebestyén 2013), GMR-Europe (Varga 2017, Varga, Sebestyén,
Szabd, Szeb 2018), GMR-Turkey (Varga, Baypinar 2016)

« Selected applications:
« Cohesion Policy impact assessment for the Hungarian government (since 2004
continuously)
« Cohesion Policy impact assessment for the European Commission (DG Regio,
2011)
* FP6 impact assessment (2010)
* policy impact assessments for Turkish regions (2014)

www.projectfires.eu



Policy instruments in the GMR-Europe
policy impact assessment model FIRES

» Traditional policy instruments in GMR-EU:
* private investment subsidies
 R&D and human capital support

» novel instruments in GMR-EU:
* entrepreneurship development
* global knowledge networks development

' m




The structure of GMR models  §FIReS

 the regional Total Factor Productivity (TFP) block —
policy impact on productivity

* the regional Spatial Computable General
Equilibrium (SCGE) block — policy impact on
regional economic variables (GDP, employment,

etc.)

« the macroeconomic (MACRO) block — policy
Impacts at the macro level




Regional and macroeconomic impact ‘/ﬂ
mechanisms in the GMR-Europe model RES

Spatial-temporal
dynamics

Interventions Impacts

www.projectfires.eu



The schematic structure of the

/
TFP block QEIRES




Modeling the impact of the éﬁl
entrepreneurial ecosystem on TFP RES




Modeling the impact of the
: &FIRES
entrepreneurial ecosystem on TFP

- Entrepreneurship is measured by the REDI index
- Our formulation follows the knowledge spillover
theory of entrepreneurship (Acs at al. 2009):

- entrepreneurs transfer knowledge to economic
applications therefore a better entrepreneurial climate
intensifies firm formation and TFP growth

' m




ores

Growth or convergence? Simulations of the
effects of alternative regional
entrepreneurship policies




The target of the simulations «/ijEs

- We explore the growth and convergence effects
of entrepreneurship development policies

- Three countries in focus:
- Germany (Western Europe)
- Italy (Southern Europe)

- Hungary (Central Europe)




Growth or convergence? Simulations of the
effects of alternative regional entrepreneurship ‘EJRES
policies
1. The uniform solution: REDI increases uniformly (10%)
in each region of each country

2. Country optimization: resources of the “uniform”
solution reallocated average REDI at the country level

3. Poorest regions scenario: resources of the “uniform”
solution reallocated to the least entrepreneurial

regions in each country
l :
WWW.projec eu




Growth or convergence? Simulations of the

effects of alternative regional entrepreneurship URES
policies

Economic impacts depend on:
the size of the REDI shock
the size of REDI in the region

human capital development in the region

trends in human capital change

the implied employment, migration, investment and

. 'lnt' rizlﬁaltrade effeci i : ‘ '




1. The uniform solution bRES

www.projectfires.eu



The uniform solution: Country level

distributions of additional efforts among the

REDI pillars

ITA
HUN

GER

0% 10%  20%

30%

40%

50%

60%

70%

80%

50%

100%

LEIRES

B Opportunity Perception

B Startup Skills

B Risk Perception
Metworking

B Cultural Support

B Opportunity Startup

B Technology Absorption

B Human Capital

B Competition

B Product Innovation

B Process Innovation

W High Growth

B Globalization

B Financing

www.projectfires.eu



The uniform solution: impacts on REDI (left- b
hand panel) and GVA (right-hand panel) RES

Legend

EDI change (2018)
/ Scenario: REDI +10%
o Ewom

www.projectfires.eu



The uniform solution: national impacts on REDI
(left-hand panel) and GVA (right-hand panel) ‘BRES
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2. Country optimization bRES




Country optimization: Country level distributions /
of additional efforts among the REDI pillars ‘B‘RES
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Country optimization: impacts on REDI (left-
hand panel) and GVA (right-hand panel)
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Country optimization: national impacts on REDI b
(left-hand panel) and GVA (right-hand panel) RES
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Country optimization: the convergence
impacts (GINI coefficients)
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3. Poorest regions bRES
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Poorest regions: Country level distributions of /
additional efforts among the REDI pillars ‘B‘RES
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Poorest regions: impacts on REDI (left-hand /
panel) and GVA (right-hand panel) bRES

www.projectfires.eu



Poorest regions: national impacts on REDI (left- b
hand panel) and GVA (right-hand panel) RES
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Poorest regions: the convergence impacts b
(GINI coefficients) RES
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Policy learning &FIRES

1. A successful high-growth entrepreneurship
development requires the allocation of additional
support to regions characterized by both high initial
level of entrepreneurship (REDI) and skilled human
capital.




Policy learning «/EIRES

2. Promoting entrepreneurship in underdeveloped
regions can successfully decrease regional
inequalities, and increase convergence at the cost
of lower national economic growth.

www.projectfires.eu



Policy learning &FIRES

3. There is no clear ‘best practice’ recipe of
entrepreneurship development. Countries/regions
with different levels of economic and entrepreneurial
performance can be developed by focusing additional
support on different sources (pillars) of
entrepreneurship, as indicated by the REDI index.




Policy learning &FIRES

4 Areas with high potential for entrepreneurship

deve
with
shou
deve

opment do not necessarily coincide with areas
nigh potential for economic growth. Policy makers
d treat economic and entrepreneurial

opment together to find an optimal balance

between the two targets to come up with the best
solution.
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