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Abstract 

The unexpected and rapid growth of entrepreneurial activity and business formation has played a crucial role in the transformation of centrally planned economies (Jackson et al., 2005). However, the increasing importance of entrepreneurship has not been accompanied by comparable improvements in the institutional environment (Johnson et al., 2000) and availability of venture capital (Klonowski, 2006). Consequently, the role of endogenous venture capital and equity market provision and the potential for Business Angels involvement is growing (Danson et al., 2006). 

In the process of creating a more entrepreneurial culture and encouraging individuals to establish new businesses, start-up companies in Poland and Slovenia are facing the immediate issue of raising capital. This paper undertakes a comparative analysis of the entrepreneurial culture and Business Angel market in Poland and Slovenia as part of the response and solution to this problem.

The primary motivation for Business Angels in Poland and Slovenia (as elsewhere) is capital growth, and they seek to fill a financial gap and compensate for failures in the venture capital market wherever they appear (Vadnjal, 2003). The study documents the current state of Business Angel activity and networking within the private equity market in Poland and Slovenia and is based on interviews and case studies. 

Therefore, it informs the analysis of key functions that Business Angels can play in addressing problems faced by new small businesses in an emergent economic and investment environment. 
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Introduction

Recently, the supply of start-up and early stage equity finance has become more acute due to changes in the banking sector which have made lending to small enterprises unattractive for banks. The primary factors underpinning the banking sector’s position on SMEs are the low margins, high overhead costs and risk involved; additionally, venture capital funds are often not able to accommodate the large number of small deals with heavy due diligence requirements. A potential solution to these problems is informal investment markets, where finance is provided by investors known as ‘Business Angels’. From previous work (Danson et al., 2006), it is apparent that business angels and their networks are in different states of development within the economies of the EU, and recently observed in the A10 accession economies. In attempting to create a more entrepreneurial culture and encourage individuals to establish new businesses, start-up companies in these economies are faced with the immediate issue of raising capital.

Business Angels are private individuals (or syndicates) who supply venture capital to businesses, mainly small start-up firms, in an informal investment market setting. This paper presents a preliminary analysis from research projects that explore the emergence of Business Angels in the new EU member states of Central and Eastern Europe. It focuses on case studies conducted in Poland and Slovenia and examines the role and function of Business Angels in the context of a transition economy. The paper undertakes a comparative analysis of these two markets identifying policy issues related to the development of a Business Angel market. Thus, the research informs the analysis of key functions that Business Angels can play in addressing problems faced by new small businesses in an emergent economic and investment environment.

The remainder of the paper organised as follows: first, an introduction to the concept of entrepreneurship in Poland is explored; second,  a short  overview of the venture capital market is undertaken; third,  there is an examination of business angels highlighting the activities of business angels and their networks in Poland; next, the development of business angles in Slovenia is considered; and finally, the paper finishes with a comparison of Poland and Slovenia from which conclusions are drawn from the analysis. 

Poland-entrepreneurship

The central role of entrepreneurship and dynamics of the new firm.

The unforeseen and rapid growth of entrepreneurial activity and business formation has played a crucial role in the transformation of centrally planned economies (Jackson et al. 2005). However, the contribution of entrepreneurship to economic transition in Poland has been under-researched. Since 1989, much of the academic attention in respect to economic transition seems to have focused on macroeconomic stabilisation, privatization and institutional reforms. As observed by McMillan and Woodruff (2002:153) “It is not surprising that those who had spent their lives under central planning did not foresee the impact of entrepreneurship, but few analysts from the West predicted it either”. 

The academic focus certainly changed in early 1990’s, with a gradual and comprehensive analyses of entrepreneurship in Central Eastern European transition economies. This drew attention to the significance of entrepreneurship as a key element in long term and successful economic development. Recent literature offers a more precise insight into the exact impact of entrepreneurship on the economic transition process in Poland and other Central Eastern European countries. The major research findings in this respect comprise four primary elements . First, the profound significance of de novo entrant contribution to the private sector share of GDP (e.g. Johnson and Loveman, 1995; Klich and Lipiec, 2000; PAED, 2004; EBRD Transition Report, 1999 and 2003). Second, the capacity to absorb labour surpluses resulting from economic restructuring and the creation of new work places, leading to an extensive growth in private sector employment share (EBRD Transition Report, 1999 and 2003; Jackson et al.2005; PEAD, 2004). Third, due to the failure of privatization, new firm growth substituted it as the most effective way of relocating labour and capital (EBRD 1994; Johnson and Loveman, 1995; World Bank, 1996). Finally, the wider distribution of prosperity through entrepreneurial activity (Wellford and Prescott 1996), and its contribution to the change of political preferences and voting patterns to support pro-reform political parties, thus constraining parties that were less sympathetic to reform (Jackson et al. 2001; Jackson et al. 2005). Indeed, it can be argued that entrepreneurs became the main reformers of Polish socialist economy (McMillan and Woodruff, 2002).

In terms of the dynamics of new enterprise creation throughout the period of post-communist transition, several issues should be considered. The statistical data concerning overall growth in number of private enterprises in the early years of transition might be deceptive and subject to under-and overestimation in consecutive years (see Jackson et al., 2005: 57-59). Consequently, the impact of newly established companies is better illustrated by the share of employment and GDP creation. In this respect, the employment trends in the private sector, especially in SMEs, since 1990 have been mostly favourable (Danson et al., 2006). Jackson et al. (2005) estimated that between 1991 and 1997, newly established enterprises created more than 4,5 million work places. Although towards the end of 1990s the SME sector grew at a slower rate (PAED, 2001) the positive trend has been sustained. Similarly, the importance of newly established firms can be observed in SMEs’ GDP share, such that by 2004, the SME sector was contributing  47.9% of GDP (PAED, 2005).     

Institutional constrains / Changing need for the provision of capital 

The increasing importance of entrepreneurship did not however parallel major improvements in the institutional environment and financial support for newly established businesses. As summarised by (Estrin et al., 2006:694) “To the contrary, the institutional environment has created numerous new barriers to entry, some conventional and others unique to transition”. Indeed, the institutionally based argument concerning barriers to entrepreneurship development in Central–Eastern Europe has been adopted by a number of scholars (e.g. Johnson et al. 1999; McMillan and Woodruff 2002). Although, as recently noted by (Danson et al., 2006), the institutional and financial support for small to medium size enterprises in Poland gradually improved, Poland still lags behind in some of the aspects of institutional environment for entrepreneurship development when compared to Western Europe (Estrin et al., 2006). A good indicator of this persistent problem is the 1000 day contractual enforcement  period in Poland compared to just 184 days in Germany (World Bank, 2004), Poland’s 75th place in 2006 ‘Doing Business’ ranking (World Bank, 2007).

In terms of access to finance for newly established firms, the case of Poland throughout the period of post-communist transition displayed difficulties typical of capitalist systems, as well as uniquely Polish constrains. In general, entrepreneurs require financial resources to set up a business and follow through by exploiting profitable opportunities. In the case where there are insufficient or no funds, either from internal or external sources, a finance gap emerges (Carter and Jones-Evans, 2006). As pointed out by Estrin et al. (2006), neither internal nor the external financial sources were widely available especially at the beginning of transition. The legacy of communism resulted in low capital accumulation among the population, and the underdeveloped banking sector lacked the experience and capability to finance entrepreneurial businesses. A Polish study conducted by Grabowski et al. (1992) confirms the difficulties in access to external finance for private enterprises; though not all researchers agree on the exact consequences of this finance gap existence in transition economies. Johnson et al. (2000) argue that the lack of bank finance does not to seem to be a binding constrain on private sector growth. The study also indicates that the main source of finance for Polish companies was reinvestment of their profits, and that Polish private enterprises reinvest substantially more of their profits than enterprises in the Slovak Republic, Ukraine, and Russia. Presumably, the ability to set up and grow new firms with limited access to finance was related to the type of opportunities emerging in early years of transition. 

It can be argued that the legacy of communism resulting in the scarcity of goods and services, combined with an unstable institutional environment resulted in the emergence of ‘Kirznerian Opportunities’. Shane (2003) defines this type of opportunity as one in which exploration does not require innovative and rare action, and contrasts it with ‘Schumpeterian Opportunities’ which exploration requires new and innovative actions. In this respect, the literature points out that the while the early stage of transition is characterized by ‘low-level’ Kirznerian entrepreneurship, the macroeconomic and institutional stabilization in later stages increases the incentives for Schumpeterian entrepreneurship (Estrin et al., 2006). This process certainly has its consequences for the importance of the provision of capital in Poland. As the economic transition progressed and the nature of opportunities changed, the ‘high-level entrepreneurship’ exploring ‘Schumpeterian Opportunities’ required increasingly more financial resources than in the early years characterized by the ‘low-level entrepreneurship’ exploring ‘Kirznerian opportunities’. Consequently, despite the growing number of institutions supporting and encouraging entrepreneurial activity, the financial gap in Poland has been growing (Danson et al., 2006).                   

Venture Capital and Business Angels in Poland
This section of the paper looks at the development of Business Angel networks in Poland both at national and regional levels. The analysis begins with general comments about the development of the contemporary equity and venture capital markets in Poland followed by a discussion of Business Angel networks and a preseantation of the main characteristics of Business Angels. 

The phenomenon of Business Angel investment is relatively unknown in Poland (Nasz Rynek Kapitalowy, 2004). However, the potential for the Business Angels market in Poland is quite considerable, although it will take time before it is fully functional.  Polish Business Angels operate in a similar way to their counterparts in the West and have similar aims and objectives. However, due to venture capital and equity markets in Poland remaining relatively underdeveloped, Polish private entrepreneurs are often either inexperienced or unfamiliar with the way venture capital functions. Therefore, Polish Business Angels are faced with much greater challenges than their western counterparts. The provision of funds is only one of the aspects of BAs activity since they also provide advice, help formulate business strategies; and provide access to contacts and networks.

Therefore, they fill an important investment gap for new ventures that still exist in Poland. 

Venture Capital Development in Poland

There are several studies examining venture capital activities in Central and Eastern Europe (Poland in particular), however, the coverage and understanding of how they operate is inadequate (Klonowski, 2006). Although Poland represents a relatively new market for venture capital and private equity institutions, it has established itself as a market leader in CEE.  Slovenia with a modest number of funds represents a different model of venture capital development. Therefore, both Poland and Slovenia provide interesting examples which may have wider application for other transition economies.

Polish venture capital firms have a very small share of the market (3 per cent), and are still reluctant to invest in small start-up companies due to a continued perceived high risk in the SME sector according to the Polish Private Equity Association (Zwierzchowski, 2004). More importantly, venture capital firms that operate in Poland set minimal investment levels of millions of Polish Zloty which are difficult to match by start-up firms.  Under these circumstances, small and micro-firms in Poland have to rely mainly upon self-financing sources with access to credit and capital for growth restricted (PAED, 2004). Not surprisingly, almost 92 per cent of SMEs at the beginning of 2000 were established from an owner’s or family funds, with the term ‘venture capital’ remaining relatively unknown among Polish entrepreneurs (Bobińska, 2002). Moreover, the financial gap observed at the beginning of transition was still in evidence in the early 2000s as indicated in an earlier section.

Thus, endogenous venture capital provision needs to be developed further as it is crucial for the SME sector in Poland, with a growing potential for Business Angel involvement.
Business Angels Networks

At the national level there are three Business Angel networks in Poland: PolBAN,   Lewiatan (operating within the Polish Confederation of Private Employers), and Seedfund Business Angels. PolBAN and Lewiatan have the same aims and objectives as other members of the European Business Angel Network (EBAN): acting as honest brokers and a ‘marriage bureau’ for private investors and entrepreneurs who are seeking funds for their new ventures. The third national level network, Business Angels Seedfund, was very recently set up by leading Polish entrepreneurs. While at a regional level there is a newly established network of Business Angels in Silesia called SilBAN.  The major features and activities of these organisations at national and regional levels are presented below.

PolBAN was established in December 2003 by Wojciech Dołkowski and three friends, and  is a member of EBAN, making full use of its range of contacts and networks (interview with Wojciech Dołkowski, 13th July 2007, Warsaw). The organisation is based in Bydgoszcz but also operates through a network of representatives across Poland. PolBAN is associated with more than 20 Business Angels and by 2007 it had successfully completed 5 projects (see Table 1).

Lewiatan Business Angels (LBA) was established in April 2005 as a constituent part of the Polish Confederation of Private Employers, with 85 per cent of its funding coming from EU sources. At the beginning of 2006 LBA has succeeded in facilitating start-up funds for a network of coffee bars, an indemnity company and a software firm (Michał Olszewski, interview, January, 2006). Since the beginning of 2007, Lewiatan Business Angels started charging for its services (interview with its new manager Jacek Błoński, 13th July 2007, Warsaw). At present it has 54 BAs on its data base and was instrumental in negotiating further investment deals involving Business Angels (Table 1).

Business Angel Seedfund (BAS) is going to focus on start-up businesses in information technology and biotechnology. BAS is currently seeking support from the Polish Agency for Enterprise Development (PAED) from the Sectoral Operational  Programme for Entrepreneurship.

SilLBAN, a regional BA network, was established in April 2006 in Katowice by three government sponsored organisations (Fundusz Górnośląski SA; Górnośląskie Towarzystwo Gospodarcze, and Górnośląska Agencja Przekształceń Przedsiębiorstw SA). Its aim is to link angels with investment projects in Silesia

Most of the Business Angel networks in Poland are relatively young (Business Angels Seedfund is only a few months old), and so it is too early to assess their effectiveness given a small although steadily growing number of completed investment projects (Rzeczpospolita, 2007)

Polish Business Angels
Until recently, the term Business Angels was relatively unknown in Poland and the networks that support their activities have secured the first investment only in 2005.  Although they avoid  publicity and are often difficult to locate, there are a thousand or more potential Business Angels in Poland who are ready to invest between 50,000 PLZ to several million PLZ in each project which is between 12 000 and a quarter of a million Euro (Puls Biznesu, 2004). 

The following section of the paper draws upon a series of interviews conducted in Poland in 2006 and 2007 with Business Angel networks’ representatives and with BAs themselves.

Table1 : Polish Business Angel’s Case Studies

	Case 
	Story
	Comments

	Investment 1

January 2005

ICT
	Investment in insurance and IT. Made by BA in his thirties with banking experience. He is ready to withdraw/sell and has since made further investments. 
	PolBan acted as facilitator between Polish entrepreneur and an American citizen living in Poland. The process took 2 months to complete.

	Investment 2

October 2005

ICT
	Investment in IT consulting. BA called Robert chose this investment out of 50 projects. He provided money and expertise and suggested hiring expensive equipment rather than buying it and introduced a sales team making company very profitable..
	PolBan was instrumental in putting in touch an entrepreneur with IT experience and Robert (BA). PolBAN’s involvement was smaller than in Investment 1. 

	Investment 3

March 2006

ICT
	Investment in Internet based company delivering greeting cards and flowers www1.100lat.pl So far the company registered 250 000 users.
	BA with a considerable experience (aged 60) invested in an idea developed by 28 years old entrepreneur. In this case, the    whole PolBAN’s team was involved in negotiations. 

	Investment 4

April 2007 

ICT
	This company manufactures b2b equipment. At the beginning production was located in a private garage but has now moved to new premises.  
	In this case BA was a 60 years old inventor with vast experience in IT and management who invested 1 million PLZ. PolBAN’s involvement was quite extensive.

	Investment 5

May  2007

ICT
	This is a start-up company in IT area. It has developed and also produces software used in   financial and other aspects of company management.
	Investment was made by a 50 year old BA with a considerable experience gained while working in a state owned IT company. PolBAN acted as facilitator.

	Investment 6

Retail
	Investment in a company called Legic (import of Western produced branded luxury goods).
	Lewiatan Business Angels acted as a facilitator between an entrepreneur and a BA registered on their data base.

	Investment 7

ICT
	Investment in a company ANT Insight based in Kraków. Thie company uses SCADA system for monitoring and controlling water and sewage systems as well as power stations.
	Investment brokered by Lewiatan Business Angels which acted as facilitator between an entrepreneur and a BA.

	Investment 8

Services
	Investment in two coffee bars (‘w biegu café’). First coffee bar was opened in the center of Warsaw and the second one in a large shopping centre.
	Based on its knowledge and understanding of how those types of bars work in the West Lewiatan Business Angels acted as a facilitator and secured investment.

	Investment 9

Financial services
	Investment in a company called Likwidator (enforcing indemnities, insurance claims handling etc ).
	One of the first deals completed by Lewiatan Business Angels.

	Investment 10

Retail
	Investment in a company producing guide books  (Flashbook). 
	One of more recent deals completed by Lewiatan Business Angels.

	Investment 11

ICT
	Investment in a world wide  company involved with Madical Algorytmics.
	Polish Business Angel invested in an idea developed by an American based company. One of recent deals completed by Lewiatan Business Angels. 

	Investment 12

Financial services
	Investment in a company of independent financial advisers (Golden egg) which operates in Poland without license (as the market is as yet unregulated).
	Most recent deal completed by Lewiatan Business Angels.

	Investment 13

ICT

Real Estate
	Two BAs invested in data retrieval company based in Katowice 
	These Bas operate in Katowice. Theis first investment was in an IT company but they later diversified into real estate.


Source: Interviews with Business Angles and representatives of PolBAN and Lewiatan Business Angels.

The characteristics of Polish Angels and their investment practice (based on interviews with business angels in Silesia and in Warsaw) are similar to those in the West. Various accounts quoted by Osborn and Slomczynski, 2005, also confirm the view that many conventional features of entrepreneurial activity dominant in capitalist systems were also important in the formation of the ‘new’ Polish entrepreneurial class, and in the emergence of a growing number of Business Angels. Therefore, not surprisingly Polish Business Angels share many of the same characteristics as entrepreneurs (mentioned earlier). They are also better educated than the national average and better off with respect to ownership or access to economic assets.

Typically, they are male (we could find no female business angels in Poland), between 40 and 60 years of age and in most cases have had experience of running a firm. They prefer to invest in a business that is known to them personally or in an industry or sector in which they have prior knowledge and experience (nine out of 13 investments described in Table 1 are in ICT sector). At the same time, although angels have some spare cash they are cautious when in comes to investment (in a number of cases they invested gradually making sure that their investment was proving successful).

The following quote (interview with BA in Katowice, 2006) illustrates how one of the interviewed angels described the relationship with projects in which they become involved: 

We give advice on organisation or other business and support the universities as well so we could probably be recognised as facilitators and business advisors. We sit the three of us over here and talk to these people and agree on a business plan for next year or next month and this person performs together with us, with our involvement from time to time. 

Geographical distance is also important for Polish angels who prefer to invest in close proximity to the place where they live and work. As one of the interviewed Silesian Angels put it:

Let’s say a distance of 50km or 50 miles, not far so we can go and visit the guy, visit the business. Easy. That’s our experience.

Distance matters even more in the case of BAs in Warsaw as they tend to invest mainly in the capital city as it offers better business opportunities. 

It became apparent that Polish Angels are wary of banks and various public bodies as they are still reluctant to lend to small businesses. However, Silesian angels who were interviewed for this project have developed a unique relationship with local authorities in a town adjacent to where they live, due to networking and prior involvement in other projects. Networking and personal contacts seem to be a key factor in the success of many business angels. 

We now turn to examine the role of venture capital and business angels in the Slovenian economy and consider their specific role in providing finance to new start businesses and SMEs.

Entrepreneurship in Slovenia: pre- and post-transition period

Slovenia has emerged as the most developed country from the former socialist block. This was partially due to the more liberal self-management economy with a sizable private sector in agriculture and crafts. Although the early period of the reestablishment of a market economy has brought some quick results in the number of new ventures and their entry in new market niches, it is true that dynamic entrepreneurship has never been a strong movement and the level of technology has been far from competitive within Europe. Historically, Slovenians have developed a tough culture of survival with their historic roots in farming, crafts and road haulage. However, this tradition could hardly produce a strong high-tech sector in modern manufacturing and services. The positive features of entrepreneurship such as innovation, creativity and risk-taking were rather forgotten so that many economic, social and psychological barriers to entrepreneurial creativity developed (Glas and Vadnjal, 2005) during the pst-WW2 communist period.

Still, Slovenia has entered the transition period as a highly industrialized country, with some renowned “socialist entrepreneurs” who created companies around their vision of a market economy and enterprise growth. The heritage of the self-management period comprised a number of important features (Glas, 2003): first, a strong history of private venturing in the crafts; second, businesses open to global markets; third, a fairly good level of workforce education but with the skills and experience not meeting the needs of new entrepreneurial ventures; and finally, a culture of ‘self-starters’ much more stronger here than elsewhere in Eastern Europe.

Slovenia experienced a period of strong growth in new ventures during the early 1990s. Slovenian entrepreneurs displayed a strong commitment to start their own businesses, and their number “exploded” between 1990-94. However, a slowdown in the growth of company formation was first recorded in 1995, with this continuing until 1999 when it reached its lowest point. This was partly explained by the decrease in the number of transition-type entrepreneurial opportunities, exhaustion of entrepreneurial talent, and the withdrawal of several tax and other incentives by government.

Since 2000, strategically focused support programmes began to place more emphasis upon opportunity and knowledge based form of entrepreneurship rather than a necessity-driven one which had been predominant in 1990s. Several incentives, both private and public were launched to support more ambitious forms of entrepreneurship. From 2001, Slovenia has participated in the GEM study which enabled better benchmarking with entrepreneurial activities worldwide. However, the data for 2006 are not very encouraging. Slovenia has been ranked number 32 (among 42 participating countries) in overall entrepreneurial activity including several areas of concern including Slovenia’s ranking as the most male-dominating in the world; and only achieved an average rank for its institutional environment.  Slovenia has also been lagging behind in the rate of informal investors among population, and worrying that number of informal investors has actually been decreasing over the last years (Rebernik et al., 2007).

Venture Capital Development in Slovenia 

Slovenia has a brief history of venture capital financing, with early trials by commercial banks to establish venture capital funds in the early 1990’s. However, since the concept was not well understood, many investments ended in bankruptcy or were swapped for debt. In 1994, Horizonte Venture Managament was established in Slovenia as a branch of an Austrian firm, and is still amongst the most active players on the supply side of the market. There were some other domestic entrants into the market during this period but they were mainly financial companies that had evolved from the privatisation process with ambitions to diversify into the venture capital industry. However, in most cases, the investments made by those companies were regarded as private equity investments that aimed to restructure the target companies and realize high returns through asset stripping, mostly in real-estate. The current supply of venture capital in Slovenia is rather modest but developing. In 2007, four funds are active and their activities are discussed below. There are also some foreign investment funds that have invested around 9 million Euro in four different projects (not included in table 2, and based upon current available data).

Slovene Enterprise Fund, managed by Horizonte Ventures raised 8,4 million Eur. Despite the bankruptcy of one of their companies, they managed to recover the initial investment. With their regional fund, they raised 20 million Eur and searched for investment opportunities mostly in the Balkan countries. Poteza Venture Fund targets new fast-growing technology based companies. They raised 10 million Eur and managed to invest 2,5 million in three projects. They plan to invest in ICT, life science, bio-tech, automobile and aviation industries. Venture capital fund at NLB was established with the largest bank as an experimental project. Among approximately 10 investment projects over the last five years, only one can be counted as a typical venture capital investment, while others where more private equity investments. Sivent Venture Capital was established as both a venture capital and private equity fund. It targets the areas of Southern and Eastern Europe, and so far they have invested in five private equity and venture capital-type projects. 

There are several Foreign investment funds in Slovenia including KBC Private Equity, Isis Capital, NEA, CMEA, Intel Capital. There are almost no limitations regarding the sectors where funds plan to invest with investments placed in Slovenia, South-eastern Europe, and the EU. 

Table 2: Raised and invested funds in Slovenia 2001-2005(in million Eur)

	
	2001


	2002
	2003
	2004
	2005

	Raised funds
	50
	30
	38.2
	58.2
	58.2

	Invested funds
	9
	1.2 
	3.15
	3.5
	5

	Number of investment
	5
	1
	6
	5
	6


Source: Vadnjal et al., 2006
As noted in table 8, there is a substantial gap between raised funds (committed capital) and invested funds. The data suggests that there are far too few projects that would meet the investors’ criteria since the majority of Slovenian entrepreneurs lack high-growth ambitions; as do some potentially innovative start-ups nurtured in university incubators. Some evidence from this target group (Vadnjal, 2007) shows that entrepreneurs prefer moderate growth rates, minimal risk and are only interested in smaller amounts of investment that are generally too small for venture capital. This seems to fit more comfortably into the business angels’ investment framework.

Business Angels in Slovenia 
The possibility for the extensive development of equity financing in the near future may be limited due to the nature and type of Slovenian SMEs and prevailing culture in that sector. Bearing in mind that the vast majority of small businesses in Slovenia are family businesses, it is interesting that over 80 % of family businesses declared that they are under no circumstances willing to accept non-family member investment  (Vadnjal and Glas, 2003). 

Based on more anecdotic research among entrepreneurs, some angel financing may have already been undertaken in Slovenia in the 1990’s. This was very often the case in real estate development projects where an entrepreneur developing a piece of real estate property finds investors for the project (for instance: building and selling a block of flats). When the project was complete, the investors share the profits in accordance with their input. This type of project finance is not real equity financing for two reasons: first, the company itself is often liquidated after the project is finished; and second, in that type of project there can be a certain degree of guarantee (collateral on land) secured, so that this type of financing may be better seen as quasi- equity rather than angel type risk sharing.

However, there have been two initiatives to organize and coordinate business angels’ activities. The first one, based on an enthusiastic approach from some people from the media and SME support system, was initiated in 2000 but closed after several months of stagnation in 2005. The second initiative was triggered by publicizing the list of the 100 wealthiest individuals in Slovenia and linked to speculation of them as potential members of the new business angels’ network that was officially launched in the middle of 2007.

First Period: 2000 - 2005

The first Slovenian business angels’ network was a joint project between the Podjetnik (entrepreneur) magazine that had the highest number of readers from the SME sector; and the Small Business Development Centre (SBDC) which was the government’s agency for SME support and development. Formally, it was a part of SBDC, thus securing a certain amount of funding from Slovenian government’s budget. In its first year of activity the network focused mainly on business angel network promotion. This was done mainly through the media and presentations at a number of events across the country. An internet portal was designed to start collecting initial data about supply (business angels) and demand (entrepreneurial projects) for capital. This was backed up by an executive who was in charge of making matches between entrepreneurs and investors. The network’s staff has organized meetings for the angel – entrepreneur combinations which had been evaluated as potentially successful projects. These were all introductory meetings since the policy of the network was not to get involved in the detailed commercial negotiations between the two parties. 

Until the end of the 2004, there were more than 20 business angels on the list; and about three quarters of the angels were or used to be entrepreneurs themselves. Despite some serious efforts, the network was unable to attract any business “stars”  to join. On the other hand, the demand for the capital was quite high (more than 140 projects by the end of 2004), making the average ratio between the supply and demand more than 1:10. The prevailing share (around 25%) belonged to ICT projects; followed by real-estate; and, surprisingly, tourism and catering projects. The deals closed as the result of the business angel network activities are explained in table 3.

Table 3: Business angel’s Case Studies
	Case 
	Story

	Coffee distribution
	A sales man who was selling and distributing a rather new brand of Italian coffee had an offer from the owner of the company for a spin-off. He needed Euro 15.000 cash to buy the initial inventory of coffee and accessories (cups, napkins etc.). A business angel who had experience in running his own chain of restaurants invested. The two agreed for 50 % of the ownership in the newly established company each.

	Real estate
	This was a typical real estate project. A couple of investors put together funds to buy some land to build a block of flats. They planned to finance the construction works with pre-payments from the customers. After completing the project the partners would split the profit and leave the company, established for the project.

	Black box
	A student of electronics invented a “black box”. Its function is difficult to explain but it has something to do with personal computer. He negotiated a deal with a business angel, but in the end the angel offered him a job in one of the angel’s companies and the student took it.

	Vitrage glas
	The two partners in a young company making vitrage glass needed Eur 20.000 to pay-off the third partner; but the two have not agreed the future strategy of the company. A business angel, who is a senior manager at a large construction company and will be able to introduce the company to new markets, did not invest but he lent the amount to the company.


Source: Penca et al., 2003

After the changes in management at SBDC and the parliamentary elections in 2004, the key people working on the business angels’ network were assigned to some other duties which caused a rapid decrease in the level of activity across the network. Furthermore, due to some strategic repositioning of the SBDC and merger with other government agencies, the activities of the network were officially omitted from SBDC’s operational plan for the next period.

Although the concrete results of five years’ activities (closed deals) are modest, it is still believed that this first attempt at organizing and coordinating business angels in Slovenia was important for several reasons:

· The business angels’ concept was for the first time introduced into the public domain and it raised awareness.

· A certain degree of knowledge about running that sort of activity was accomplished.

· Some international connections with similar organizations were established.

· It showed that securing adequate resources (both financial and human capital) was crucial for the success and further development of activities

· There were several implications for consulting, training and education – the “investment-ready” concept had been understood in Slovenia for the first time.

Second Period: from 2007

In the spring of 2007, a major business daily paper published a list of one hundred of the wealthiest individuals in Slovenia. The list provoked an intense public debate about the individual names, and their methods of acquiring such wealth. A prevailing opinion was that several number’s wealth was underestimated, and that this was in a way final proof that Slovenia had reverted to a capitalistic system. Among those listed, there were many ‘transition and privatization’ winners, but also quite a few people who gained their fortune as classical entrepreneurs – innovators and opportunity seekers.

Shortly after publication of the list, the second ranked person launched an initiative. Mr Branko Drobnak who was also amongst those who have established one of the currently active venture capital funds, invited all the people from the list to join him in establishing the Business Angles’ Club. The Club was officially established in June 2007. All the data for this paper on Business Angels Club was provided through the interview with Blaž Kos (a Club executive manager).

Up until the August 2007, 20 people from the list have joined (but among them, there is only one woman). They committed themselves to invest a minimum of 50.000 Euros a year each. However, as classical business angels they would also provide companies with their knowledge, experience and social capital. A formal system of evaluating proposal has been established. The four levels of the evaluating process starts with management board, followed by a professional evaluation, interviews and presentation of the project in front of investors at  investor’s ‘dinners’.

The planned investments in high-growth potential companies (mostly start-up and spin-off) in Slovenia will be between 50.000 and 300.000 Euros, and expect that the majority of investment projects will be syndicated. There are no limitations on the type of industry, however all the proposed projects should be ethically and morally approved. The expected investment cycle is between three and five years with an anticipated 30 % yearly rate of return.

For 2007, they expect between 60 and 80 proposals out of which 20 to 30 will be evaluated by professionals; of those, 10 to 20 will be invited to interviews; and 5 to 10 invited to present at the investor’s dinner. Between 3 and 6 deals are planned to be closed until 2007. At the time of preparing the paper, they had around 30 projects in the pipe-line, seeking investment between 100.000 and 500.000 Euros. The majority of the projects were in the ICT sector.

Although there is some interest from the potential angels to join the Club, the expansion of membership is not expected to go beyond 40 members. The application for new membership has to be addressed to the managerial board which appoints new members; and before that stage the integrity and financial strength of any potential new member is checked.

It is probably too early to draw any firm conclusions from these recent activities. However, it is a promising sign regarding future Angels that the current members of the Club do know very well what entrepreneurship and investing is all about. The other opportunity may be seen in the fact that the Club is an entirely private initiative, and therefore independent from politics. The potential weakness of the initiative is that all the business angels are involved in other financial operations. As such, they may have many rewarding and less risky opportunities in the Slovenian capital market which is still far from being developed. Such opportunities may come from variety of sources such as: first, current real-estate price rises; second, the privatization process that includes blue-chip companies, the insurance and banking sectors,  utility sectors; and third,  take-over opportunities of the best Slovenian companies. The future will show if there will also be enough resources available to provide angel backed investment in young companies.

Conclusion 

Business angels and their networks are emerging as strategic players in the venture capital investment markets in CEE Europe. Research on angels in Poland and Slovenia lead us to conclude that their characteristics and modus operandi exhibit several similarities and some interesting differences. This is not surprising given that the primary motivation for business angels is capital growth, and that they seek to fill financial gaps and compensate for access problems to the capital market; and this is unlikely to be identical given the entrepreneurial basis of the whole exercise. In terms of the broad picture of business angels and networks, we can observe that despite some differences there are areas of convergence: the development of an organisational imperative to bring angels together in a more systematic manner and an institutionalisation of the process of angel and entrepreneurial interaction. An important and evolving mode of angel and entrepreneur engagement is the use of internet portals. Though with mixed success in Poland initially, based on recent research it does appear to be the favoured path for the more systematic approach to angel networking and vetting of investment projects. There are also areas of divergence in angel engagement with entrepreneurs: first, the degree to which the State supports angel and entrepreneur activity through policy and direct fiscal instruments. The Slovenian angels’ network was a joint state-private initiative, whereas in Poland it was entirely private. Second, the emergence of types of angel operation that includes a trend towards more co-ordinated angel activity in both Poland and Slovenia with external sponsors such as State agencies in Slovenia and more recently the EU in Poland. This is characterised by a move towards a generic supra-national matching process using sophisticated software and standardised vetting and decision processes. An alternative mode operates along side this, using a more fluid, personalised facilitating process based upon trust; and thus it is a more loosely-coupled and less formalised style for angel involvement that is best typified in Poland by PolBAN. 

Both Poland and Slovenia also display a similar and interesting range of angel preferences for investment projects in certain sectors. In transition economies this is probably not unexpected since the there was an enormous vacuum in the consumer driven SME sector and the capital requirements are within the angel spectrum; but we would expect this sector focus to broaden in time. At present, the ‘boom’ areas that attract angel involvement are concentrated in real estate development, ICT, ‘boutique’ retail outlets such as coffee bars and catering, tourism, and dot.com based services.

Notwithstanding the BAN organisational profiles, angels themselves are usually former entrepreneurs and can provide expertise as well as capital in order to support the new venture. Given this background, we were not surprised to discover that recent initiatives in both Poland and Slovenia have been characterised by angels intervening more directly in network operations by forming tight-coupled links between themselves in both Poland and Slovenia.

Business Angel activities are important for the development of an entrepreneurial culture since small companies cite problems with access to capital, credit and bank loans as major obstacles to formation and growth of their business. This is particularly acute in Central and Eastern Europe. Whilst this paper has offered some critical insights into the Angel market in Poland and Slovenia, the analysis is limited due to the relatively recent emergence of BAs in the venture capital market. However, this study highlights the involvement and importance of Business Angels more recently, and that this activity and involvement in the SME sector is becoming more prominent. Further research will focus on the developments within the Angel market by examining the ability of their networks to match potential investors with business opportunities. Thus, the aim of this discussion paper was to present some recent research findings and extend our understanding of the concept and phenomenon of Business Angels and their networks in transition economies, using Poland and Slovenia as prime examples. It is also intended to open new areas for research at several levels of analysis comprising angel ‘organising’ trends, sectoral project location, engagement processes with entrepreneurs, and angel behaviour.
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