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Objectives: This work aims to provide a more in-depth study of important factors explaining small firm growth contextualized in a very unique transition economy - Kosova. It complements the existing body of literature by offering econometric evidence on expansion of new and established firms. 

Prior Work: Small business literature followed by recent empirical research suggests that there are many important and complex factors explaining small business growth. However, there is still scarce evidence on testing theories of small business in transition economies which integrates more set of factors: firm, entrepreneur and environment. 

Approach: The paper is based on deterministic approach aimed at explaining small business growth. Three set of factors include: the firm, entrepreneur and business environment. We investigate the factors influencing the small business employment growth since start-up. For this purpose we use OLS econometric model in order to compare the impact on three set of factors on new versus more established small firms. The present study is based on a randomly selected sample of 350 firms which contains information about their performance during the years since establishment. The sample is representative of the population of the SME sector in Kosova stratified by size and sector allowing us for statistical inference for entire SME sector in Kosova. 

Results: Econometric evidence shows that three group of factors (entrepreneur, firm, business environment) are important in explaining small business growth. Our findings reject Gibrat’s Law while support ‘learning theory’, suggesting that start-up size and age are negatively correlated with firm growth. Multiplant firms and separation of ownership from management exerts positive effect on firm growth. From entrepreneur-related characteristics we find a nonlinear U-shaped effect of age of the entrepreneur at the start-up and positive effect of entrepreneurial teams on subsequent firm growth. Somewhat surprisingly we find no impact of university education on firm growth. Finally, we find that firms belonging to trade and services exhibit slower growth rates compared to manufacturing, while the effect of the growth of sector as perceived by entrepreneurs is positive and significant only when interacted with size. The main difference between new and established firms is noted in the size-age-growth effect possible driven from the division of sample in young and older firms. Unemployment status generally is negatively correlated with growth of the firm in whole sample, but is not significant for sample of new firms.  

Implications:  The study draws some important policy conclusions regarding SME policies as well as some implications for entrepreneurs. The policymakers should target small firms sector as those firms grow faster and are capable of employment generation in a country. Results suggest that firm growth is related to the firm, entrepreneur and business environment.
Value:  This study contributes to the literature by offering comprehensive empirical evidence on the impact various factors on small business growth confirming that growth is multidimensional phenomenon and the characteristics related to the entrepreneur before and after the start-up, firm characteristics, and sector of activity are crucial in explaining growth phenomenon. Moreover, the study highlights important insights on determinants of small firm growth in a very unique country which embarked latter in transition process towards market oriented economy which can serve as a good testing ground of firm growth theories. 
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1.
INTRODUCTION 

It is widely recognized that Small and Medium-Sized Enterprises (SMEs)
 are important for economic growth through generation of employment, income and innovations. Therefore, it is understandable that is has become fashionable amongst academic and policy circles to discuss the factors responsible for small business growth. In particular, this interest was encouraged by recent empirical evidence that small firms grow faster than larger ones. If small firms grow faster than larger firms then it can be reflected in the policy making level in addressing the issue of unemployment.  

In this context we will review theories of small firm growth using Gibrat’s Law as a departure point to develop our discussion about the determinants of SME growth and to explore whether the growth pattern of firms differ relative to their size by complementing Gibrat’s Law with other theories of firm growth such as ‘learning theory’. Learning theory put forward by Jovanovic (size-age–growth) will be compared and contrasted with Gibrat’s Law. Jovanovic’s model of firm growth (based on the concept that small firms grow faster than larger firms because small firms have increasing rate of learning from experience) overcomes shortcomings of the Gibrat’s law and develops further the framework for small firm growth pattern. However, it is still not sufficient to explore in depth the determinants of SME growth. The discussion of determinants of SME growth cannot be considered complete without a discussion of the impact of business environment and firm/entrepreneur level attributes on the growth of SMEs. Thus, in this paper we bring together different set of factors in investigating SME growth trying to develop a more general framework for analysing determinants of SME growth contextualized in a very unique transition country such as Kosova which has been associated with occupation, War and administered by UN administration in aftermath.
 

The contribution of the paper to the literature is as follows. First, the paper is based on the deterministic approach which is being widely used in empirical analysis but in addition it extends our understanding of firm growth in general and in context of transition economies in particular by controlling for some of shortcomings of the previous empirical studies. It is almost entirely based on the information of entrepreneur and the firm in pre start-up period or at the start-up, respectively. In contrast to majority of other studies of this kind this enables us to have more insights of cause and effect of firm growth rather than association of factors with firm growth as usually reported in this type of analysis.
 To our knowledge, there are few studies that address the impact of pre-start-up factors on subsequent small firm growth in transition economies. Second, it uses the data set from a very unique transition economy – Kosova. As, Davis and Henrekson (2000) suggest that a testing hypothesis is greatly improved if there is institutional variation which in our case can be achieved by studying differences in entrepreneurial behaviour in Kosova which makes a good story for comparison across countries with different institutions settings. By testing the theories of the firm growth in an “extreme environment for entrepreneurship such as Kosova has some important contextual theoretical and empirical implications providing good comparisons with evidence from other countries. As suggested by Solymossy (2005) developing a model with data from a Kosova which experienced extreme political and economic conditions under transition is relevant for socio-economic and competitive environment issues. 
The structure of this paper is as follows. In the next section we review the literature on determinants of small business growth. We argue that neither Gibrat’s Law of Proportionate Effect nor Jovanovic’s model are sufficient to explain determinates of SME growth. Thus, alternative approaches should be adopted. Recent studies are limited in the sense of identifying factors contributing to SME growth so for the purpose of this paper we classify the determinants of SME growth into three categories: firm level attributes, owner/manger characteristics, and business environment. Section 3 discusses the data used in the paper and discusses some statistical properties of the data. Section 4 presents the methodology used in the paper. Section 5 discusses research findings. Finally, section 6 concludes.  

2.
THEORETICAL APPROACH  

Although it is one of the most studied subjects in different fields of business and economics, SME growth is not based on any general theory since there are many approaches, measurement parameters and determining factors (Rodríguez, 2003). This might be due to difficulties to simultaneously analyse the impact of the complex factors on SME growth. The numerous models has been developed for studying the small business growth identified as stochastic, descriptive, evolutionary, resource-based, learning and deterministic (see, Dobbs and Hamilton, 2007). Extensive review of literature provides by Dobbs and Hamilton suggests that the deterministic models are more dominant in explaining small business growth. Earlier work of Storey (1994) provides a comprehensive framework for analysing small business growth which integrates many factors considered by previous research such as entrepreneur, firm and strategy. Similarly, Dobbs and Hamilton (2007) in their survey of the literature also show that thirty independent variables determining small business growth and they tend to fall into four broad categories: management strategies, characteristics of the entrepreneur, environmental/industry specific factors, and finally characteristics of the firm. 
These set of components are not mutually exclusive, but moreover frequently have to be combined in the different ways in order to achieve the high growth. Similar to Dobbs and Hamilton (2007) we use a deterministic approach and include in our empirical analysis three group of factors considered to have an impact on firm growth: (1) the characteristics of the entrepreneur, such as age, gender, education, experience, entrepreneurial team and motives for start-up a business; (2) the characteristics of the firm, such as size, age,  legal form, multi plant and separation of ownership from control (3) the environment, such as factors related to different industrial sector and the growth of the sector in which business operates. 

The firm

Size-age-growth relationship has become a starting point for investigation of small firm growth. So called Gibrat’s Law or “Law of Proportionate Effect” (put forward in 1931 by Robert Gibrat) linking growth of the firm with its size has become a important issue in the theoretical and empirical  literature which has lasted until today (Heshemati, 2001). The Gibrat Law posits that growth of firm is in depended of its size suggesting that growth is a random phenomenon. Small firms grow faster than large firms because initially they are not certain about their real cost efficiency. Usually, firms enter the market under the minimum efficient scale and over time grow to reach it. This explanation is linked to the common economic knowledge of the U-shaped cost curve in the short run as most of new entrants are small firms which operate below minimum efficient scale those have incentives to expand production while larger firms which are above the efficient size will not. Jovanovic (1981) introduced the time (age) component into discussion of the firm growth theory because of the assumed learning process of entrepreneur over time. In addition, he explains how firms reach the point where there is diminishing return to experience, which consequently results in a decreasing probability that an aging firm achieve additional gains from learning and experience and vice-versa. Recent empirical evidence shows that the hypothesis of the independence of growth of the firm and size is still inconclusive. A line of studies has refuted the Gibrat’s Law (see Evans, 1987a, 1987b; Sutton, 1997; Hart, 2000; Farinas and Moreno, 2000; Almus and Nerlinger, 2000; Audretsch, 2004; Yasuda, 2005; Calvo, 2006; Cefis, et al., 2007) while other studies either fully or partially support the Law of Proportionate Effect (Hall, 1987; Das, 1995; Lotti et al., 1999; Piergiovanni et al., 2002; Hermelo and Vassolo, 2004). 
Another important factor that might affect growth is the willingness of the owner to keep control over the firm. It is argued that owners of most businesses deal with day-to-day management as well. As firms start to grow the willingness of the owner to keep control of the firm and not to delegate decision-making to employed mangers might inhibit the growth of the firm. On the other hand as firm gets larger it faces managerial challenge as those owners who wish to keep control of the firm will not be able to mange a larger firm than one they initially established. The literature suggests that small business owners sometimes are reluctant to grow even though they may have found opportunities to expand. In this case the desire of the owner to keep decision-making power and control act as barrier to growth. 

The work of Hay and Kamshad (1994) suggests that growth of small firms depends on the firm’s objective. They argue that when growth is not an important objective of the firm, the firm will not develop and grow beyond the start-up phase or will grow to very limited extent. In this context they found that when management was separated from ownership the non-owners’ (i.e. mangers’) objectives were more likely be growth-oriented. In addition, Morrison et al. (2003) and Peck et al. (2006) argue that small business growth does not represent a self-evident phenomenon, but it is driven by the intention of the owner/manger to growth. Glancey (1998) referring to the inter-disciplinary literature points out that not all entrepreneurs will choose to expand their business beyond some particular size. To do so it would require the delegation of key functions and decision making responsibility, which in most cases, would contradict the desire of small business owners to retain the control over the firm. So, as alluded to the above the investigation of determinants of small firm growth one should control for ownership and growth orientation of the firm. 

The entrepreneur 

The characteristics of entrepreneur are seen as the most important factors affecting growth of small firms. Extant studies have shown that human capital affects the firm’s likelihood to start-up, survive, grow and successfully perform in developed (Haber and Reichel, 2007; Chandler and Hanks, 1998; Barkham, 1994; Cooper et al., 1994; Bates, 1990), developing (McPherson, 1996) and transition economies (Brown et al., 2005; Bartlett and Bukvič, 2001). Bates’s (1990) study of a sample of people who entered self-employment in the period of 1976-1982 shows that educated entrepreneurs are more likely to establish a firm and more likely to remain in business and experience higher rates of growth. The study also indicates that the owner’s education level is a significant factor contributing in loan inputs for small business. Reid and Smith (2000) provide evidence which suggest that if the founder is employed is much likely to grow a business more rapidly compared to unemployed. In the context of a transition economy, Bartlett, et al. (2001) in the study of Slovenian SMEs found a significant relationship between owners’ education background and firm growth. More recently, Haber and Reichel (2007) find that in the sample of 305 small ventures in tourism the human capital of the entrepreneur especially in the form of managerial skills, were the greatest contributing factor to performance.

In addition, the motives for start-up are important factors for subsequent firm growth. In the former socialist system, private ownership was restricted, so the private initiatives and motivation to enterprise was discouraged or suppressed totally. Therefore, the enterprising culture was very limited or absent. For example Earle and Sakova (2000) found that in transition countries some of the self-employed would prefer to be employees rather than entrepreneurs because in transition economies there are limited job opportunities so they were constrained or they are “forced” involuntarily to undertake entrepreneurial activity. After the fall of socialist system the initial phase of transition the small business formation was dominated by “push” factors, as the employment was the main propose for majority of people to become entrepreneurs. Thus, the survival motives induced people to undertake entrepreneurial activity in order to earn income for living and social welfare.  But, thereafter incentives for becoming an entrepreneur might have changed towards those dominated by “pull” factors where an individual starts-up a business because of an identified market opportunity (i. e. opportunity-driven entrepreneurship) such as an increase of demand for certain goods or services. The distinction between the two types of entrepreneurs is particularly important in the context of transition because the rapid change in the institutions and business environment resulted in the appearance of many kinds of new businesses and activities. In the immediate period following the collapse of communism and the lifting of entry barriers to private enterprise, ‘Kirznerian’ entrepreneurs dominated the scene. In this period, transition economies were characterised by the problem of adjustment of supply and demand coupled with uncertainty, a combination which opened-up new opportunities for Kirznerian-type entrepreneurs. The later phase of transition, characterized by macroeconomic stability, lower inflation and reduced uncertainty, created opportunities for the Schumpeterian-type innovative entrepreneurs (Estrin et al., 2006) with growth aspirations. The issue of two types of entrepreneurs is linked with the attitudes to growth of small business owners. Some recent studies suggest that some entrepreneurs are content to achieve limited growth objective which in small firm parlance are called ‘life style’   entrepreneurs trying to balance the work-life time (Harris et al., 2005; Mochrie et. al., 2006). In transition economies, this type of entrepreneur might be satisfied by creating self employment while not aiming at growth objectives.

Previous experience of entrepreneur is another important factor affecting growth of the firm. If entrepreneur or a small firm owner has previously owned a business or have held managerial position, the likelihood of the growth of the current firm increases even if the previous experience is not related to his current business. This is because of “learning by doing” effect which increases the gain of general business skills applicable in all areas and sectors. By doing so, entrepreneurs improve their skills and potentially increase their chances of business success (Aidis and Mickiewicz, 2004). However, the likelihood of increasing the growth of the firm is higher if the entrepreneurs’ previous experience was in the same sector as current business, since one individual is expected to have more understanding of the practices of the sector than someone totally new.  Even the experience in large public companies seems to influence the growth of current business positively. In the study of the performance of 160 small firms, Dodd, et al. (2004) found that the pervious experience in public sector strongly is correlated with financial performance. Other evidence (Clement et al., 2004) exploring resource-based approach and its impact on firm performance found a positive relationship between resource-based capabilities (mainly human capital of a firm) and firm performance. Similarly, Dahl and Reichstein (2007) in their study of the survival of spin-offs argue claims that experience in related industry as measured by the accumulated employment experience of owners has positive impact on new firm performance. Other authors stress the role of training as an alternative mechanism to enhancing employees’ and mangers’ skills (Kirby, 1990; Cosh et al., 2004). Cosh et al. (2000) observed a positive relationship between training and employment growth especially if it is embodied in the wider range of management training and human relations practices in the firm. However, in summarizing the literature, Macpherson and Holt (2007) argue that although empirical studies report that experience by entrepreneurs is crucial for growth, how that experience develops and is influenced by context or interactions remains scarce. In context of transition economies, pre-existing knowledge in the form of experience might not have expected positive effect because as experience develops it interacts with the rapidly changing environment, therefore past experience might not be very useful guide for future entrepreneur’s actions.
Amongst the human personal attributes of the entrepreneur which can influence the survival and growth of the firms is the individual’s age and gender. According to Storey (1994) the relationship between age and the SME’s survival and growth is often U-shaped. This means that young individuals with lack of experience and capital are less likely to survive and growth. In addition to that, the old individuals beyond 55 or older are less likely to grow as they lack motivation and energy. If a founder gets closed to retirement then they may have much more modest growth objectives than their younger counterparts. An older individual who is the owner of a firm is more likely to have reached his aspirations as those individuals are more likely to have accumulated wealth during their live, thus, the need for radical changes and dynamism required for firm growth diminishes. Several empirical studies support the idea of a U-shaped relationship between age of the owner and growth. For example Bates (1990) shows that the variable indicating individuals 55 and older is strongly correlated with a lessening the owner’s efforts to growth which is in line with old age phenomenon. Similar results are found by Kangasharju and Pekkala (2001) who suggest that the probability of exit for middle age self-employed up to 54 years old decreases. Thus, from the studies above it is shown that the middle age owner/mangers seems to experience higher rate of growth as those have sufficient amount of experience. 

In the literature of small business growth there is an increasing interest in identifying the role of gender. However, until recently, most of the studies  were concerned with the investigation of the gender differences in the pre-start up stage influenced by the fact that start-up rates for females are considerably less than for their male counterparts (e.g., Buttner and Rosen, 1988; Ridings and Swift, 1990). Recent studies begun to address the issue of the gender impact on firm performance and growth in post formation period (e.g., Dodd et al., 2004; Watson, 2002; Chell and Bains 1998; Chagnati and Parasuraman, 1996). Chell and Bains (1998) showed that there was no significant difference between the performance of female and male owned small businesses. However one might argue that this study is sample biased as it does not take into account all sectors, but only services where females are more representative
 so the generalisation of results to whole economy suffers from sample selection bias. Other studies have shown a difference between male and female owned businesses. For example, in the study which is based on a representative sample of 6000 SMEs, Mukhtar (1998) found significant differences between female and male owned businesses in the post-formation period and suggests that females exhibits different form of entrepreneurialism than males. This means that female entrepreneurs chose to manage differently the business from their male counterparts and this is reflected since motivation to start-up the business and continues in post-formation period. Another study based on the UK small firms conducted by Rosa et al. (1996) shows that female under performing their male counterparts. Similar findings are reported by Du Reitz and Henrekson (2000) recommending that female owned businesses are under performed by males which mean that male businesses experience higher growth rate than female owned businesses. There are several reasons why women are clamed to be under performing males. The banks might impose stringent requirements on women owned businesses in regard to collateral for loans, and therefore limit their ability to grow (Ridings and Swift, 1990). Some others argue that women may also be more family-oriented and less keen in perusing expansion related goals (Brush, 1992). 

Ownership structure might influence small firm growth because the number of owners increases synergy effect in managing a business and raising capital. Ownership structure varies across small businesses as those have been founded by a single founder or a group of individuals. According to Storey (1994), it can be hypothesised that businesses owned by more than a single individual are more likely to grow since management of a business requires a range of skills. Evidence suggests that firms founded by more than a single owner are more likely to grow faster than those founded by an individual (Barkahm et al., 1992; Almus & Nerlinger, 1999; Schutjens & Wever, 2000). This is because of the synergy effect due to expanded knowledge of founders (Pasanen, 2003) or increased credibility (Pasanen and Laukkanen, 2006) as compared to the single owner alone. In addition to the knowledge synergy the partners may act as a signalling for potential creditors and lenders of the seriousness and economic strength of the business. Particularly, when building their teams, entrepreneurs should focus on surrounding themselves with team members with complementary skills (Corbett, 2007).

Business environment

One important factor in determining the growth of small business is the business environment which may act as a barrier to growth of the firm despite the fact that proportion of small businesses wish to growth. The evidence supports the view that business environment is one of the key factors impacting growth of firm especially small firms. Business environment affects firm performance and growth regardless of its strategic orientation or firm resources (Lumpkin and Dess, 1996). Business environment is a multidimensional concept embodying the dynamism, technological opportunities, industry growth, and the demand for new products (Zahra, 1993) as a dimension of generosity such as dynamism and complexity (Janssen, 2002) or as either dimension of munificence or hostility environment (Tsai et al., 1991; Clement et al., 2004; Iakovleva, 2005) depending on whether it has positive or negative impact on small firm growth. 

The dynamism might have diverse effects on firm growth. In a growing industry the existing firms are not very much affected by new comers taking a share of the industry market as this effect is compensated by the growth of the sector or industry itself. On the other hand according to the same author dynamism and complexity of the environment are related to the degree of instability and uncertainty in the market. In this context some unforeseen factors such as changes in the demand and rapidly changing technology are difficult to predict by small firm owner. However it is argued that dynamism and complexity might be attractive for new comers who might develop their ideas to the detriment of existing firms. Also dynamism through competition can encourage the existing firms to innovate toward growth opportunities in rapidly changing technology. Clement et al. (2004) also point to the dynamic environment as munificence which results from the continuing change in the environment which arises from the technological progress, competitive rivalry, and regulatory developments. In such a highly dynamic environment opportunities emerge and small firms can take advantage of these opportunities and hence grow (Chandler and Hanks, 1994). 

Business environment, whether the dynamic or complex it will not affect the small firms uniformly in different sectors of business activity. Some sectors are more competitive than others while some may face high increase in demand other may face opposite. For example, Wagner’s (1995) study based on a longitudinal database covering period of 1979-1989 for manufacturing firms form Lower Saxony finds that the start-up of new firms tends to be greater in those industries experiencing high growth rates and which are highly concentrated. In addition, Hoogstra and van Dijk (2004) find that location is important facto in explaining growth but varies across sector. Davidsson, et al. (2002) concludes that two problems arise when investigating the effect of sector on firm growth. Firstly, because larger firms are represented inadequately by a single industry. Second, a firm can have main activity in one industry but have subsidiary in the services, thus grouping all these in one sector might have gives us biased results. Business environment is of particular importance for transition countries where is believed that small businesses face several obstacles shaped by changing business (see, Hallberg 2000; Bartlett and Bukvič, 2001; Chilosi, 2001; Harabi, 2003; Hoshi et al., 2003; Aidis and Praag, 2007). 

In majority of the cross-sectional studies reviewed above which is difficult to control for issue of causality. Our data allow us for controlling for such drawbacks. This suggest that in this field of research “it is not clear as to what extent the joint associations to third unidentified variable are rather truly explanatory” (see, Freel and Robson, 2004).

3. 
THE DATA

The sample 

The data used in this paper is based on the SME survey conducted by the lead author designed for author’s PhD research purposes aimed to study the determinants of SME growth. The sample is representative of overall population of the SME sector. The sample was randomly selected from the business register kept at the Ministry of Trade and Industry of Kosova (MTI) and consists of 350 enterprises. The sample covers all regions of Kosova. In addition, all sectors of business activities are covered. The sample is stratified by three main sectors in order to reflect the differences between trade (54%), manufacturing (20%), and services (54%) because their respective share in the total number of SMEs was biased towards micro firms.
 The sample was stratified also in terms of size which includes micro enterprises (55%), small enterprises (32%) and medium enterprises (12%). All small and medium-sized firms included in the sample are defined as following: micro firms up to 9 employees; small firms 10-49 employees; medium firm’s 5-250 employees. 


The survey team was composed of students of Faculty of Economics trained also by the researcher for the purposes of this survey. The interviews were conducted through the face-to-face method with the usually owner/manger or alternatively with key people in each enterprise. The survey provides data about the number of employees in current and previous year. In addition to employment data, information on firm, entrepreneur and business environment was provided. The survey also contains information about the perception of entrepreneurs regarding business environment such as growth of sector in which business operates. 


In order to ensure the quality of data collection each student had to complete one interview and attach a short report on company performance and challenges they face enabling us to cross-check for any inconsistency in the data. In addition to that, if any inconsistence still existed we phoned entrepreneurs for further clarification, otherwise if not clarified these responses were treated as non-responses therefore excluded from the sample (few of them).

Statistical properties of the data

Survey results show that majority of companies experienced the growth since start-up. There were only few cases with negative employment growth. This is because of long term period since the firms were established, hence firms that did not operated profitably probably were forced to exit the market. This suggests that our study suffers usually from survival bias covering the firms which were enough successful to remain in the market since they were established. Because our dependent variable measures the growth of the firm since first year of operation the mean growth of the overall sample is very small 2.4 per cent. Average age of the firms in overall sample is 10.3 indicating an infant phase of SME development in Kosova. Similarly, entrepreneurs do start-up firms with very small size and thereafter as our survey results suggest they potentially make them grow. In our sample average size of the firm at the first year of operation is 6.5 employees. If compare to the size of the firm in 2005 (14 employees) it seems that for almost of decade the small firms on average doubled the number of employees. About 1/3 of the companies in the sample do have branches or operate in more than on location in Kosova. In addition, in small firm owners reported that only 14.5 percent the firms the separation of ownership from management and control has taken place. 

Turning to the discussion of the entrepreneurs’ characteristics we can notice that entrepreneurs are usually middle aged (average age of 40.2 years). However, average age of the entrepreneur in first year of operation is around 30 year. Majority of them were unemployed when they started-up a business (around 72 percent) while remaining where employed in pre start-up period. This may suggests that the employment was the main motivating factor for starting-up a business in Kosova. Vast majority of entrepreneurs do not have university degree (37.5 percent). Only about 28.5 percent of firms are owned by entrepreneurial teams (more than two). Finally, we included some sector dummies and perception of the entrepreneurs about the growth of the sector in which they operate to check whether the growing sectors have an impact on firm growth. About 70 percent of entrepreneurs reported that sector in which they operate are growing compared to their counterparts who reported no growth or declining sectors. 

Measures of variables

In the analysis which follows our dependent variable Growth of the firm is defined as the annual change in employment between the time the enterprise started and the time of the survey. In order to take into the account unstable variation in firm employment growth we used annualized employment growth rate. According to McPherson (1996) calculating average annual growth rates i.e. growth of number of employees since start-up normalized by the number of years since established produces more reliable results because otherwise it may hide fluctuations in employment levels over smaller spans of time. For example, a firm may have begun as a sole proprietor, and after some years experienced the growth or shrunk. As advocated by Dobbs and Hamilton (2007) alternative research approaches should be considered in treating “small business growth as a process rather than an episode”. Due to the lack of panel data, using annualized growth rate over the longer o time such as period since start-up partially overcomes the problem of treating the small business growth as an episode.  
Explanatory variables are measured as following. Age and size are measured as number of years since its establishment and number of employees at start-up. Variable multiplant is qualitative variable taking value of 1 if firm has two or more plants and 0 otherwise. Separation of ownership from management/control is dummy variable taking value of 1 if firm has divorced the ownership from day-to-day management and control. Education of entrepreneur is dummy variable taking value of 1 if entrepreneur has university degree and 0 otherwise. Age of the entrepreneur is continuous variable indication the entrepreneur’s age at the start-up.  Entrepreneurial team is dummy variable indication that firm is owned by two or more partners and 0 otherwise. Unemployed prior to start-up is a dummy variable taking the value of 1 if entrepreneur was unemployed before he/she started-up a business. Other business environmental variables are sector dummies (trade and services) and dummy variable indicating sectors that experience fast growth according to the perception of entrepreneurs. 

4. Empirical Model

We apply a cross-sectional OLS regression in order to investigate the important determinants of new and established firm expansion. Econometric model including three set of factors discussed in section 2 has following form:
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Where, dependent variable is employment growth since start-up normalized by age of the firm; 
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 is the set of explanatory variables related to firm such as age, size, and multiplant firm indicating firms that have their parts or stores in more than one location, and separation of the ownership from management/control of the firm. 
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, represents variables related to the entrepreneur such as age in the start-up phase, education of the entrepreneur, whether the entrepreneur has been employed prior to the business start-up and entrepreneurial team.  
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, represents business environmental variables such as sector dummies and whether the firm operates in sectors experiencing fast growth.  Finally, 
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 represents the error term, factors not captured by our empirical model.

5. Discussion of results

We use the robust ordinary least squares regression technique available in Stata, as our diagnostic show some problem of heteroscedascity and normality. This is because OLS usually “tends to track outliers, fitting them at the expense of the rest of the sample” (Hamilton, 2006, p. 239) especially in the cross-section data. Accordingly, this might lead to inefficiency of estimators and biased results, thus the robust regression techniques deals with the problematic data of heteroscedascity and normality. Therefore we use the robust standard errors technique based on Huber-White sandwich estimates option which does not assume identically distributed errors. In addition, to further safeguard for potential data problem we checked for multicollinearity using the Variance Inflated Factor (VIF). If VIF factor is less the 10 as in our study it does not indicate any problem of multicollinearity in our data. This is also supported by generally low correlation coefficient, except the interaction terms for age and age squared (see Table 2 in appendix). In addition, the value of the R-square statistics ranges from a low of 0.16 up to 0.38 respectively, suggesting high goodness of fit. For each regression the F-statistic implies that the hypothesis that jointly the coefficients are equals to zero can be rejected. 

Table 1 presents the OLS regression results with the coefficient and standard errors listed for each variable. First set of the regression results are related to firm characteristics (Table 1). They show that from the firm related characteristics, age and size has a priory expected negative sign suggesting that Gibrat’s Law is refuted while ‘learning theory’ holds in overall sample of small firms after controlling for nonlinear form of variable age (Specification 2 in Table 1).
 The empirical findings suggest a statistically significant and negative linear relationship of size of the firm at start-up and nonlinear relationship of age. As we discussed small firm which usually enters the market small in size are young and hence have an increasing rate of return from exploiting economies of scale and learning form experience.
 The effect of learning seems to be diminishing after some time. We also find that in firms in which the ownership is divorced from management and control on average report higher employment growth in overall sample. Firm that operates in more than on location or have multiplants experience higher growth rates, too. Entrepreneurs who choose to delegate managing activities to subordinates seem to increase efficiency of problem solving in their firms compared to their counterparts. Operating in more than two locations indicates the presence of opportunity seeking entrepreneurs such as new markets in this particular case or better supply of resources. 

Table 1: OLS regression results on growth of employment since start-up

	Variable
	All firms


	New firms

(<=5 years)
	Established firms

(>5 years)

	Firm
	(1)
	(2)
	(3)
	(4)
	(5)

	Age of the firm
	- 0.106**

(0.05)
	
	-0.108**

(0.05)
	
	

	Age of the firm (Logarithm)
	
	-0.945*

(0.51)
	
	0.220

(2.00)
	-1.510**

(0.74)

	Size of the firm at start-up
	0.074 ***

(0.02)
	-0.022

(0.00)***


	
	0.064

(0.03)*
	-0.033

(0.00)***

	Separation of ownership from management/control
	2.633***

(0.97)
	2.883

(0.99)***
	2.563***

(0.95)
	4.443*

(2.50)
	1.518*

(0.95)

	Multiplant
	2.365***

(0.75)
	2.407

(0.77)***
	2.334***

(0.74)
	4.794**

(2.17)
	2.088***

(0.71)

	Entrepreneur 
	
	
	
	
	

	Age of entrepreneur
	- 1.065***      (0.27)
	-1.081***

(0.27)
	-1.052***

(0.26)
	-1.616**

(0.71)
	-0.489

(0.28)

	Age of the entrepreneur
	0.017***

(0.00)
	0.017***

(0.00)
	0.016***

(0.00)
	0.025**

(0.01)
	0.007

(0.00)

	Education of entrepreneur
	- 0.927

(0.71)
	-0.953

(0.736)
	-0.944

(0.70)
	-0.512

(1.78)
	-0.340

(0.72)

	Unemployed prior to 

start-up
	- 2.104***

(0.79)
	-2.018**

(0.81)
	-2.102***

(0.78)
	-2.153

(2.25)
	-1.726**

(0.75)

	Entrepreneurial team
	2.210**

(1.02)
	2.664**

(1.046)
	2.301**

(1.00)
	3.056

(2.670)
	1.231

(1.01)

	Industry/Business environment 
	
	
	
	
	

	Services
	- 3.277***

(1.00)
	-3.884***

(1.03)
	-3.273***

(0.99)
	-5.974**

(2.56)
	-2.073**

(1.00)

	Trade
	- 2.843***

(0.88)
	-3.575***

(0.89)
	-2.871***

(0.86)
	-5.155**

(2.46)
	-1.952**

(0.84)

	Sector growth 
	- 0.174

(0.76)
	-0.064

(0.77)
	
	-2.388

(2.01)
	0.957

(0.74)

	Size*Sector growth
	
	
	0.023***

(0.00)
	
	

	Constant
	20.741

(4.34)
	22.371

(4.50)
	20.502

(4.30)
	31.014

(11.91)
	13.785

(4.87)

	Regression statistics
	
	
	
	
	

	Sample size 
	323
	324
	323
	93
	230

	R-squared
	0.24
	0.24
	0.25
	0.38
	0.22

	F-statistic
	8.51
	7.85
	9.65
	4.07
	5.25


* **Indicates coefficient is significant at the 0.01 level of significance.

**Indicates coefficient is significant at the 0.05 level of significance.

*Indicates coefficient is significant at the 0.10 level of significance.

Turning to the discussion of entrepreneur-related characteristics our findings are in line with theorise reviewed in section 2. The statistically significant effect of age of entrepreneur and its squared term at the start-up is significant and nonlinear (U-shaped). At the beginning the effect of age on growth is negative because the entrepreneurs are young and do not have sufficient experience despite greater dynamism they posses. Thereafter, entrepreneurs learn in the real world of business and consequently adjust their behaviour leading to higher growth rates as suggested by ‘learning theory’. If we compare the both coefficients (age and age squared) we can see that it needs long time for an age to have positive effect, probably because of rapid changing environment in Kosova. However, some time after age of entrepreneur has positive impact on firm growth; entrepreneurs get older, lacks dynamism to make further efforts for growth having negative effects for growth of the firm. In contrast to the Parker’s (2006) proposition that entrepreneurs adjust their beliefs or expectations about future more based on experience seem not to work in context of transition country as Kosova which is associated with rapidly changing environment. 

While experience and dynamism matter for firm growth the education seem not to have an impact on growth in all specifications. As argued by Lazear (2004) in his recent theoretical contribution entrepreneurs are “jacks of all trades” rather than specialized experts as are generally found in wage and salary work. In addition, if we take into consideration the quality of education system in Kosova and moreover the fact that large proportion of entrepreneurs were educated under the former socialist system which was completely different form market economy this finding becomes more obvious. 
Employment status prior to start-up seems to have a statistically significant and negative effect on subsequent firm growth. A suggested by literature the entrepreneurs who start-up a business because were unemployed prior to start-up experience lower growth rates especially in start-up period up to five years as we will show in the next section. Also firms that have two or more owners show a significantly higher growth rates compared to their counterparts. Firms seem to benefit from entrepreneurial teams suggesting the positive effect of synergy and other benefits of entrepreneurial team.  

Finally, we find that the sectors in which firms operate have a significant impact on firm growth. Both, firms belonging to trade and those to services exhibit lower growth rates compared to manufacturing firm. Manufacturing firms seems to grow faster due to their advantages in exploiting scale and scope economies. Moreover, in Kosova the competition in manufacturing is not as strong as in other sectors because of lack of finance to fund huge capital investments needed (high start-up cost) in these sectors and probably because of high sunk costs. However, the growth of sector as perceived by entrepreneurs does not have an effect on growth when controlled for overall sample. However, when we interacted sector growth with size of the firm the coefficient entered significantly to the growth equation suggesting that growth of sector are more important for growth of the relatively larger firms in the sample (The only difference between specifications 2 and 3).

Differences among new and established small firms 

In addition to the results for overall sample discussed in the previous section, we noticed several differences in determinants of small firm growth when comparing new (defined as 5 year or younger) with more established firms (older than 5 years): those related to effect of age and size as well as related to unemployment prior to start-up (specifications, 4 and 5 in the Table 1). In the sample of newly established firms age has no statistical significant effect on growth while in sample of established firms this variable enters statistically significant and with expected negative sign. On the other hand, the effect of size on firm growth is statistically significant and positive for new and negative for established firms. There possible explanations of this finding. This finding partially is explained learning effect as explained by Jovanovic (1981). In the beginning phase firms face increasing returns form learning for new markets, suppliers and other information. However the time lag which splits sample into 5 year firms or younger seems to suggest that small firms need more time until the effect of age via learning and experience is significant for their growth. Somewhat surprisingly, regarding the size effect, it seems that splitting the sample into firms that are 5 years or younger suggest that it cannot discriminate between firm that grow and those who do not. Another explanation is linked to the performance of start-ups as majority of them at the beginning phase those experience ups and downs in their performance after they become more established. In the case of new start-ups it may take 3 or more years in order to produce results in terms of growth.  

Another, important difference acknowledged in our empirical analysis is the effect of unemployment status of entrepreneur prior to start-up, having negative and significant effect on firm growth for the sample of more established firms compared to younger firms. This may suggest that motives for start-up which are related to “push” factors seems to effect firm growth on latter phase of their operations. It seems that at the beginning of their operation, especially in a transition economy such as Kosova majority of start-ups were driven by necessity which cannot be captured in our empirical analysis. After some more years it seems that those pre start-up motives are more important for growth of the firm. Finally, another difference between two groups was noted in terms of experience of the owner manger proxied by age. In the sample of new firm it seems that experience does matter and having a U-shaped relationship while weak significant relationship in the established firm (significant at 11 and 12 % level of significance). 
Limitations

The main limitations of the study arise from qualitative nature of the data which are reported by entrepreneurs rather taken from company accounts (e.g. the perception about the sector growth). Also we do not control for other measures of growth based only in employment growth. However in this type of studies is not easy to use such measures. For example use of variable sales growth since start-up is constrained because the entrepreneurs simply have difficulty to remember the sales figures and in the case of country under consideration it is even more difficult as the official currency has changed three times within the decade and the employment growth is less underreported as it happen to sales in transition economies. In addition, our dependent variable covers the large span of time since firm started-up until the time of the survey, therefore would be interesting if possible to analyse the panel data rather cross section technique which will take into account some of this drawbacks. Firstly, the firms in the sample are prone to survivorship bias which is usual problem in this type of studies although important for investigating the determinants of their growth. In addition, we do not track the firm that operate in informal economy, and hence investigate their growth behaviour. Third, we lack more information about the education of entrepreneurs and such as the quality of education in order to have more insights about the impact on firm growth. Overall, future quantitative based studies should be complemented by qualitative studies in order to have deeper insights of the way how these determinants affect small firm growth.

Conclusion and implications 

The particular interest in transition economies has been devoted SME sector because of its vital role in the process of transition to a market oriented economy. Their role has been reflected in reallocation of labour among industries and sectors which was crucial in reallocation process. Creation of new firms has provided additional benefits in generating employment and contributed to income generation as well. For this the focus of this paper is on the determinants of employment growth since start-up of SMEs in Kosova. We have used the survey data from 350 firms, conducted by lead author designed specifically for investigation of determinants in new and established firms. We grouped the determinants of firm growth into three categories: the firm, the entrepreneur and business environment.

The results generally reject the Gibrat’s Law while support the ‘learning theory’ suggesting that age and size of the firm is negatively linked to the growth of the firm. This finding suggests the young small firms exhibit higher growth rates. From other firm-related characteristics we found that separation of ownership from management of the firm exerts positive effect on firm. Firm that perform their business activities in multiplants or in tow or more locations have higher growth rates compared to their counterparts. Turning to the characteristics of the entrepreneur we find that age of and age square are significant variables explaining the firm growth. At the beginning age has negative impact and after some time having positive effect due to increasing return from experience. In addition, our education variable is not significant suggesting no significant impact on firm growth. Prior unemployment status has negative impact on subsequent growth   while firms that are fund by more than one owner experience higher growth rates. Finally, from variables related too external business environment we find that firm operating in trade and manufacturing experience slower growth rates compared to manufacturing while we find no evidence of impact of growth of the sector in firm growth. However, when interacted with size the sector growth seem to exert positive effect.   The main differences underlined when controlled for the sub-sample of new and established firms is the effect of age which is significant negative effect on growth on sample of established firms and insignificant effect in sample of new firms while we reject the Gibrat’s Law for established firms and support for the new firm.  In addition, the prior unemployment status of entrepreneur is negative for more established firms while no significant for new firms firm. Finally, U-shaped effect of age of entrepreneur is found only in sample of new firms while not in the sample of established firms.

The results of this study provide important insights about the growth of new and established firm in the late transition in Kosova. They highlight how new and small firms benefit from economies of scale and from learning by doing. When enter the market firm are usually small and young. However, with time they learn form experience as well as exploit economies of scale by increasing the output, resulting in high employment growth. Findings, strongly suggest that firms can benefit from working as a team. Entrepreneurial teams create a synergy effect and moreover can increase the capital available for start-up. The last one was/is particularly important for Kosova where the development of capital markets in its infancy and the access to capital provided by banks is difficult and costly or not at all for start-ups. Although, we did not find evidence for positive effect of education this should not be taken as evidence against. This finding might be affected by the former education system as many of entrepreneurs were educated under the socialist system and our study do not differentiate between two types of education system. In addition the entrepreneurs seem to learn a lot from experience which is due to a changing environment in transition process of Kosova. The opportunity-driven entrepreneurs are those who run high growth firm compared to necessity-driven. 

The results have several major policy implications too. Generally, the government policy should be oriented towards the promoting of small firms epically start-ups as those are important in generating income and employment; the last one being particular problem for Kosova. In addition the intervention in education system in introducing the new course on entrepreneurship in various levels and improving curricula in general is expected to accelerate the small firm sector. This is in line with European Charter of SMEs which Kosova is making effort to harmonize. Additionally, the government can support human capital formation by providing technical assistance and trainings. Although, fundamental policy reforms are needed government should take into consideration that rapidly changing environment can prevent firm form learning form experience in the real world business making them difficult to adjust and hence inhibit firms from fulfilling their growth potential. The small business policy is particularly important for specific context of Kosova because its entire private sector consists on SMEs (Krasniqi, 2007).
Future research should concentrate on more cross-country data and moreover control for other measure of growth such as sales and profitability. In addition, the more qualitative research would shed more light and provide deeper understanding on the way how particular factors affect the growth of new firms.  
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6. Appendixes

Table 1: Descriptive statistics of variables

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	The firm
	
	
	
	
	

	Growth
	326
	2.4
	7.0
	-2
	77

	Age of the firm 
	330
	10.3
	6.8
	1
	39

	Size of the firm at start-up
	330
	6.5
	15.7
	0
	200

	Separation of ownership from management/control
	330
	0.2
	0.4
	0
	1

	Multiplant
	330
	0.3
	0.5
	0
	1

	
	
	
	
	
	

	The entrepreneur
	
	
	
	
	

	Unemployed
	330
	0.3
	0.4
	0
	1

	Age of Entrepreneur at start up
	327
	30.0
	8.4
	18
	61

	Age of entrepreneur at start-up (Squared)
	327
	970.2
	560.0
	324
	3721

	Entrepreneurial team
	330
	0.1
	0.3
	0
	1

	Education
	330
	0.4
	0.5
	0
	1

	Business environment
	
	
	
	
	

	Growth of sector
	330
	0.7
	0.5
	0
	1

	Service sector
	330
	0.3
	0.4
	0
	1

	Trade sector
	330
	0.5
	0.5
	0
	1



Table 2: Correlation matrix of explanatory variables

	 
	Variables
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	1
	Age of the firm 
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2
	Size of the firm at start-up
	-0.01
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	3
	Separation of ownership from management
	-0.05
	-0.05
	1.00
	 
	 
	 
	 
	 
	 
	 
	 
	 

	4
	Multiplant
	0.21
	0.04
	0.02
	1.00
	 
	 
	 
	 
	 
	 
	 
	 

	5
	Unemployed
	0.17
	0.01
	-0.05
	-0.12
	1.00
	 
	 
	 
	 
	 
	 
	 

	6
	Age of Entrepreneur at start up
	-0.23
	0.15
	-0.03
	-0.07
	-0.17
	1.00
	 
	 
	 
	 
	 
	 

	7
	Age of entrepreneur at start-up (Squared)
	-0.23
	0.15
	-0.03
	-0.06
	-0.16
	0.99
	1.00
	 
	 
	 
	 
	 

	8
	Entrepreneurial team
	0.00
	0.18
	-0.02
	0.07
	-0.05
	0.02
	0.03
	1.00
	 
	 
	 
	 

	9
	Education
	-0.09
	0.07
	0.07
	0.05
	-0.07
	0.10
	0.09
	0.01
	1.00
	 
	 
	 

	10
	Growth of sector
	0.02
	0.09
	0.13
	0.11
	-0.11
	0.01
	0.00
	0.07
	-0.01
	1.00
	 
	 

	11
	Service sector
	-0.12
	-0.02
	0.01
	0.04
	-0.05
	-0.04
	-0.04
	-0.01
	-0.03
	0.00
	1.00
	 

	12
	Trade sector
	0.09
	-0.15
	-0.01
	0.00
	0.02
	-0.05
	-0.05
	-0.05
	-0.04
	-0.05
	-0.62
	1.00
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� The term small firm and SME is interchangeable used in our analysis 


� Kosova was part of the former Yugoslavia. During ‘90s it was occupied by Serbia until the NATO intervention in 1999. Currently it is being administered by United Nations Mission. 


� See, Dobbs and Hamilton (2007) for an overview of the studies and their drawbacks.


� Beaver (2002) argues that female entrepreneurship is biased toward services. 


� According to MTI statistics the share of micro enterprises in the population of SMEs is 98.5%, small firms 1.3%, and medium firms 0.2% (MTI, 2006).


� We included various forms of the variable age and size; however we reported only those that yielded significant results.


� Krasniqi (2007) reports similar findings the sample of growing firms for SME sector in Kosova.
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