
DEVELOPMENT OF ENTREPRENEURSHIP AND GOING OUT FROM A VICIOUS CIRCLE OF POVERTY


Vukmirović, N. Faculty of Economics,Banja Luka, Republika Srpska; Vukmirović, E. Public enterprise,Banja Luka, Republika Srpska


Abstract
The way of going out from a vicious circle of poverty in Bosnia and Herzegovina, should be introducing innovation and development of entrepreneurship in all fields of economy and society. The emphasis should be put on stimulation and development of small enterprises as promoters of new entrepreneurial ideas. They should be given the opportunity to grow and reach a higher level and expand through convenient working conditions. They should also become cooperation carriers for some new small enterprises.
New and more complexes forms of organizing, doing business and synergetic development of small and medium enterprises is the best answer to the powerful foreign competitors in Bosnia and Herzegovina.
The correctness of this kind of approach towards making the role of small and medium enterprises stronger, is confirmed by the success of developed countries and regions. They achieved fast economic growth during the process of globalization, computerization and technologization of the world`s economy.
These countries, also, showed that they are the most competent in finding the solution for newly appeared developmental issues, imposed by the latest global economic crisis. These solutions (which are very important) are not the old, restrictive clichés but, new, innovative-developing approaches.    

Keywords: innovation, entrepreneurship, SME, poverty, development



 

Introduction
The economy of Bosnia and Herzegovina in the postwar period is constantly falling behind the economies of most countries in it`s surrounding.This can be especially seen through high unemployment, foreign trade deficit, export of cheap raw materials and import of expensive industrial products, technical/technological inferiority, low national GDP, worrying "brain drain" and other negative indicators.
Even though, this country possesses significant natural resources and very well educated labour force, the economy of Bosnia and Herzegovina is still stagnating and with the appearance of the world economic crisis, lately, it even declines.The situation in Republic of Srpska is better than in Federation of Bosnia and Herzegovina, but this fact does not change significantly the general image of the state of poverty and undevelopment.
Most of home and foreign economic analysts explain this state with the problem of inadequate business terms that block the efficient usage of available resources and decreases the influx of direct foreign investments and slows the involvement of knowledge in resolving problems of development.
The aim of this science project is not a detailed analysis of the problem of captivated resources, such as human, natural, economic, cultural and other, but to try to show the right way of going out from crisis and poverty, while relying on scientific knowledge and patterns of development given by world-famous economists (especially Nobel prize winner P.Samuelson).Those patterns were implemented by many countries which, lately, managed to achieve fast growth and development of the national economy.Therefore, we will make a short review on the essence of the problem called "vicious circle of poverty" that most of the undeveloped countries, such as Bosnia and Herzegovina, are facing.We will make this review especially from the aspect of opportunities and needs for founding new small enterprises.Bosnia and Herzegovina, falls behind on this aspect too, especially if we compare it with other countries that ended the process of trasition successfully (Czech Republic, Slovakia, Poland, Slovenia,…) and became members of the EU.Falling behind these countries, when it comes to the number of small and medium enterprises, is 10 times per 1000 citizens.




1.Vicious circle of poverty
Poor countries, such as Bosnia and Herzegovina, are facing big obstacles and problems in the combination of four key factors of progress: work, capital, natural resources and entrepreneurship.Beside that, these countries note that these difficulties, in fact, are reinforcing each other in the "vicious circle of poverty".Attached graphical display shows how one obstacle activates the other, according to Nobel prize winner P.Samuelson6.Low income, leads to low savings, low savings slow the growth of capital, inadequate capital prevents introducing new technical/technological solutions and faster growth of productivity, low productivity leads to low income for laborers.Poverty is followed by low levels of literacy and education, and these factors are preventing the implementation of  new and improved technologies.
Simplified graphical display of "vicious circle of poverty" according to Samuelson looks like this:
Going out from"vicious circle of poverty" in the largest number of cases requires harmonized effort in many fields and economists who are dealing with the problem of development are recommending "the big step forward" to break the vicious circle.When it comes to developed countries it is not such a big problem.Those countries, thanks to bigger investments, better education of their population, "brain import" and other labor forces of high quality, can relatively easy break the "vicious circle of poverty" and encourage the "good circle" of economic development.
Scientists who are studing social disciplines, are dealing with differences in the velocity of economic growth between different countries.Some early theories were putting the emphasis on the climate as the cause of progress, highlighting the fact that the position of all developed countries is in the area of moderate climate.Others were putting emphasis on the importance of culture, religion and customs as the key factors.Max Weber was highlighting the "protestant ethics" as the leading force that initiates capitalism1.On the other hand, others distinguish the fact that the country starts to regress once when it`s structure of bringing decisions becomes fragile and when interest groups or oligarchies start to prevent social and economic changes.
Every theory mentioned above has it`s value for certain time and place, but they are not the universal solutions for the economic development for different countries which are placed on different level of development, have different industrial tradition, business culture and other.




2.New and/or renewed approaches to development
During the long period of time, scientists and researchers of economic development were intensively working on new models of economic development for developed and for undeveloped countries.In addition, we will try to give the review of the most important models based on groups of similar approaches and experiences in economic development.Every single approach mentioned will try to describe how different countries break the "vicious circle of poverty"  and try to mobilize the key factors of development.
The take-off-History of economic development of today`s developed countries is full of standstills, declines and take-offs.Often, big inequalities in incomes enabled the minority to direct the savings to form capital and investments in big entrepreneurial ventures wich leaded to unexpectedly fast economic development.For example, inequality between former periods and industrial revolution was so dramatic that scientists, such as W.W. Rostow, developed the theory that divides and puts the emphasis on the periods of economic growth6.One of Rostow`s periods is called The take-off, and the analogy is made with the plane which is capable to fly only after achieving the critical speed.
Different countries had their take-offs during different periods.For example, England had it`s ascent at the begginig of the eighteenth century, USA around 1850., Japan in 1910., and in the last 15 years four big countries (China, India, Brasil and Russia) and a big number of smaller countries (South Korea, Finland, Ireland, Taiwan, Czech Republic, Slovakia and others).
The take-off is encouraged by the leading sectors from fast growing export markets or some industry that has large economy.Once when those sectors experience the expansion, the process of self-sustaining growth happens.Growth leads to profit, profit can be invested again, capital, productivity and GDP are advancing.The "good circle" of economic development replaces the "vicious circle of poverty". 
Hypothesis about relative backwardness-The other point of view emphasizes the international context of development of the undeveloped countries which provides the overcoming of their backwardness in much shorter period.Nowadays, countries in transition can progress on the basis of capital, skills, and technology of developed countries, which, before, was not an option for developed countries of today.This hypothesis, made by A.Gerschenkron from Harward, states that relative backwardness itself can even have it`s contribution in the process of development.Countries in transition can purchase modern textile machines, efficient pumps, surprisingly well seeds, new chemicals and medical remedies and other goods produced with the help of high tech.Considering the fact that these countries can rely on technologies of developed countries, today they can develop and grow much faster than developed countries could in the past.

Balanced growth- Hypothesis about the take-off and relative backwardness have attracted the attention of scientists and experts.But, some authors point out that the growth is a balanced process in which developed countries are constantly moving forward.According to them, economic growth is similar to the tailor that progresses constantly and not to a rabbit that runs intermittently and rests when it is tired.In one exceptional study, Simon Kuznets examined the history of thirteen developed countries, going even 1800 years back in history.He came to the conclusion that the model of the balanced growth is the most consistent, at least when it comes to the countries that he studied.
In the end, the logical question is asked: Which of the three models of rapid leaving the "vicious circle of poverty" is the most suitable for Bosnia and Herzegovina, if we consider the countrie`s needs and possibilities?
Of course, reliable answer to this complex question would require an extensive study that goes beyond this article.But, the experiences of developed countries showed that the periods of crisis are the ideal time for big reforms and "destruction" of old economic structures and building absolutely new structures, based on new technologies4.
3.The ambient necessary for the rapid development
Modern development implies, at first place, introducing innovations and entrepreneurship in all segments of economy and society5.This kind of development requires changes in basic political and economic values such as: democracy, competition, ownership, legal security, market freedom, education and others.These factors represent the frame of developing new entrepreneurial and economic values, opening new working places, the increase of export, better standards for the society, etc.
The latest world experiences indicate that the behavior of the country and it`s specific regulations in the area of economy is very important for the development of entrepreneurship.Of course, this does not mean that it`s action should be the substitution for objective economic legitimacy, but just correction and supplement for trade actions.
Exaggerated state regulation of economic processs can be very harmful and it can create such business ambient that prevents and slows down the initiatives and the entrepreneurial spirit, increases uncertainty and risk, limits the ability of making business predictions and the success rate of initiation and realization of entrepreneurial undertakings.
Creating favorable business ambient has a special significance for stimulating small and medium entrepreneurship through reasonable tax rates, appropriate monetary and credit politics, supporting science and research and education, etc.
Therefore, the state should create an ambient which will help in forming as bigger number of entrepreneurial companies as possible, which will create a competition and contribute to development of economic structure and strengthening the economic power of the state.
The state should contribute to removing the old ideological prejudices about marginal significance of small enterprises in comparison with big enterprises which were the carriers of the economic development through history.The old ideological prejudices about entrepreneurship should give place to the economic reason about rational organization of economical structure in which different forms of owning, organization and size of the business have their place.
4.Innovation and entrepreneurship-successful examples in our practice    
Innovations are the generator for the development of the modern entrepreneurship and (self)employment.Along with innovations in technology, non-technological innovations, that refer to introducing the new way of doing business, became very important: organization, financing, selling, managing human resources, etc.Both forms are especially important in the period of economic crisis because they can help the most in fighting against it.Therefore, genuine entrepreneurs see the chance for new ideas and new business right in crisis.People who have ideas, innovations and entrepreneurial spirit do not pay attention on crisis because they have their own vision how to use the resources that are blocked by the crisis and how to turn the trouble into a chance for business1.
The example of one economist who did not wait at the employment bureau to be offered a job, is very instructive.He decided to become an entrepreneur and with the help of innovation he managed to turn a relatively small business, in the field of special dishes, into a multinational company.The rise and expansion of his company, founded in Vienna, were happening very fast through producing new, patented sort of dishes, medical devices, new sorts of cosmetics and other products and services that were innovative in some way.Today, his group of companies is present in 40 countries and with 150 000 employees, experts and researchers.Bussines philosophy of his company is: innovation, quality, style and endurance8.
Another entrepreneur started small home business in producing underwear, while working in a public company.But, when his business started bringing him more money than his salary, he left the old job and dedicated his time to the new business and constant improvement of the quality and design.Today, his company, only in the section based in Teslic, has several hundred employees.The company exports more than 90% of their products to the demanding and choosy European market, thanks to the innovations in producing program and cutting the costs.


Two big companies in Loznica had unused halls and equipment which helped the third entrepreneur (young technologist) to swich the production of metal equipment with the producing of-pellet.It is a cheap ecological fuel for heating, made from waste wood.He came to this  idea when he noticed that the market of pallet was very disturbed.Because of the problems with the raw material, Austrian manufacturer reduced the production to one fifth and made a large shortage in the market.That increased the prize of the product for 60%.  
Young veterinarian who, temporarily woked at the big pharmaceutical company "Krka" in Slovenia, came to the idea of breeding horses, but not for recreation.He realized that, with a special procedure, their blood can be turned into a serum for snake venom.This innovation increases the income from breeding horses 10 times.
Two graduated engineers of agriculture are preparing the production of fruit seedlings on  spacious, neglected garden of his parents on the periphery of Banja Luka.Their business plan shows that the annual average profit will be 37.000 KM .That will only be the first phase of their project which they intend to expand quickly.
In one street in Banja Luka, on the same side of the street, there are five cafes.Four of them are periodically closed and not well visited.The fifth one, located in the end of the street is always offering new drinks and new services and constantly innovates the ambient and the way of serving the customers.
It is a pity that there are still not any sponsors or investors interested in the innovations of a very young group of innovators from the elementary school Stanko Rakita in Banja Luka.Three students from this school invented a new stick for blind people and new foil for the helmets of Formula 1 drivers and achieved a success on a global level.At the fair of innovations in Zagreb and Skoplje they won third place and a bronze medal and silver medal in Warsaw.Their biggest success was when their innovation was proclaimed the best in the competition of 220 innovations from seven countries by the First institute of innovators and researchers of Iran at the Eight exhibition of innovations in Zagreb "Arka 2010".This is a great chance of turning innovations into business which would make great profit and which would be a big stimulus for other young, talented people to,  just like their peers in Finland, during their lifetime wish to register at least one patent.That would be a big economical benefit and it would help Republic of Srpska and Bosnia and Herzegovina to leave, as soon as possible, the circle of the undeveloped countries (that survive thanks to exploitation of the natural resources) and become the members of the group of countries that base their development on innovations and knowledge.
Global Entrepreneurship Monitor-GEM, divided the countries in three groups on the basis of their level of development and the competition ability of their economies in 2009.The first group of countries are those that base their economic development on the natural resources (those are the least developed countries, one of them is Bosnia and Herzegovina).The second group of countries base their economic development on the efficiency of the industrial production (from ex Yugoslavia:Serbia and Croatia).The third group are the countries whose economic development  is based on innovations (from ex Yugoslavia only Slovenia).
Innovations are not the monopoly of big and rich countries that invest significant amounts of money in research and science.Among 15 countries that, according to the research of the magazine "The Economist" in 2008., realized  the most innovations per capita are also small developed countries:Switzerland, Israel, Finland, Austria and Slovenia.The example of Finland, that created great logistic support and social climate for innovations in numerous innovation centers, called "technopolis", is especially interesting.The life ambition for young people there is to register at least one patent during their lifetime.A similar program is initiated in Bosnia and Herzegovina through innovation centers in Tuzla and Banja Luka.This fact is encouraging but too modest because of the fact that innovations and their turning into business ideas, development and (self)employing are the best option for young people who have entrepreneurial preferences and skills.
5.Small companies must grow into big ones
Creating new entrepreneurial ambient, at all levels (from the state level to the local communities), in Bosnia and Herzegovina must be systematic and with clear aim of unblocking existing resources and creating new ones.Economic and law system must stimulate irrational usage of resources and bad entrepreneurial ideas.That means that the most important task of the economic and law system is to provide such business ambient in which the irrational usage of resources will be replaced with the new, more rational, and the unsatisfactory entrepreneurial ideas will be replaced with new,  more progressive and more creative ones.
Removing the obstacles for realization of new entrepreneurial ideas, a new entrepreneurial social class that efficiently uses the existing resources and thinks about the opportunities of creating new resources, will be constituted.G.Gilder (former adviser of the president of the USA R.Reagan) said it wisely that the true entrepreneur is the one who, not only optimally combines the available resources, but also creates them.According to G.Gilder the entrepreneur is the "creator of the market and business opportunities, the one who encourages the resources and creates new technology".Such individuals do not pay attention to crisis but create and realize the vision of development of their business 30 of 50 years in advance.Their entrepreneurial projects are based on the principle of "turning the trouble into advantage" and they are recognized by the exponential growth of their business.Such entrepreneurial projects are at the same time crucial "drivers" in leaving the crisis and "vicious circle of poverty".
This approach in Bosnia and Herzegovina should also remove the obsolete point of view when it comes to small enterprises, which are the strategic component of economic development, increasing the employment, export and the social standard.It should not be forgotten that small enterprises have their spot in the market, but their prerogative task is to grow rapidly and develop into small and big enterprises.Small enterprise is the beginning of the big business (big enterprise), not the final goal and the final form of business.Small enterprises can manifest their importance only if they are connected into chains of value, clusters, cooperative processes etc.They have to be linked  in clusters and similar business forms which represent "flexible business networks" as new forms of economic subjects that are quickly adjusting to the changes in the global market.In particular that refers to the improvement of design, quality, service and prizes of products.They are becoming the key factors of the competition position of every economy in the global market and therefore all rules of management and development are changing.
THE CONCLUSION  
Everything mentioned above indicates that leaving the "vicious circle of poverty" in Bosnia and Herzegovina should be accomplished through innovations and developing entrepreneurship in all areas of economy and society.Stimulating the development of small enterprises as promoters of new entrepreneurial ideas and enabling them to grow into larger forms is very important.The new advanced form of organization will be the best answer to the strong foreign competition in Bosnia and Herzegovina.
Correctness of this approach to the development of entrepreneurship based on knowledge and strengthening the role of small and medium enterprises is confirmed by the successes of the above mentioned countries and regions, that recorded fast economic growth in the process of globalization, computerization and technologization of the global economy.
These countries proved to be the readiest in finding the solution for newest developmental problems imposed by the latest global economic crisis.Those solutions (which is very important) are not the old, restrictive clishes, but new innovative-developmental approaches.
In Republic of Srpska and Bosnia and Herzegovina these processes are at the beginning and it takes a lot of time, knowledge, resources and experiences of other countries in creating favorable ambient for the development of entrepreneurship and self-employment based on innovations, new technologies and new ideas.Without that it is hard to expect that we will leave the "vicious circle of poverty" and deep economic crisis in which we are.
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