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ABSTRACT
Innovation  and  Entrepreneurship  are considered as the most significant processes for economic growth, productivity and employment. While knowledge becomes an increasingly important part of innovation, the accumulation of knowledge through learning t constitutes a driving force in the development and growth (Penrose, 1959; Spender and Grant, 1996). In this view regions and countries function as collectors and repositories of knowledge and ideas and provide an underlying environment or infrastructure which facilitates the flow of knowledge, ideas and learning. Therefore in understanding the dynamics and the potentialities of regions and countries to promote innovative entrepreneurship, it is essential to envisage the  knowledge based assets of countries that represent the source of competencies and capabilities that are deemed essential for economic growth and competitive advantage (Malhotra, 2001). The purpose of paper is to assess those knowledge assets that could contribute in the creation of innovative entrepreneurship in Balkan countries. The assessment is based on a conceptual framework in which the intangible knowledge assets comprise three main sub-components that include human capital, social /market capital, structural and renewal capital. 
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INTRODUCTION
Innovation and Entrepreneurship are considered as the most significant processes for economic growth, productivity and employment. They are currently the most discussed  areas  by researchers, academics and politicians for the regional development policies. Most policymakers and academics agree that entrepreneurship and innovation are critical to the development and well-being of society thanks to their contribution related to jobs creation, to speeding up structural changes in the economy as well as to contribute indirectly to productivity through the introduction of new competition (GEM 2010). Entrepreneurship is thus a catalyst for economic growth and national competitiveness (GEM, 2010) and it represents also the main development priority fixed by the EU agendas, such as Lisbon agenda which aims to redouble innovative entrepreneurship in Europe. Also other international organizations and associations, such as World Economic Forum, the Babson College with global entrepreneurship monitor, highlight the role of entrepreneurship for economic growth and competitiveness of regions. 

The Balkan countries recognize the important role of entrepreneurship and innovation for competitiveness and development but the kind of polices required to encourage innovation and its integration in a wider policy setting have not yet been adequately implemented or understood in the region. The entrepreneurship activity in these countries is mainly efficiency driven, while there is low rate of innovative driven entrepreneurship (GEM, 2010). This could be justified with the fact that most approaches and policies do not fully integrate in a unique policy approach growth, entrepreneurship and innovation. 

Integration of innovation policy and entrepreneurship policy is indispensable for realizing high value added growth. The combination of entrepreneurship and innovation results in an holistic framework (Lundström and Stevenson, 2005) that combines entrepreneurship, innovation, science and technology, education/university and regional policies which addresses a range of issues’, such as societal support for an entrepreneurship culture; promotion of entrepreneurship; entrepreneurship education in the schools; general administrative, regulatory and legislative barriers to business entry; flexible labour markets; seed and start-up financing; and business support measures for the development of nascent entrepreneurs in their pursuit of any manner of business idea.

Therefore, promoting innovative entrepreneurship is a central concern for government and industry and especially in the Balkan area that is called to reinforce the social and financial structures of its countries and by this to reach the goal of whole integration with the EU and to be able to answer at the challenges of the dynamic and complex environment. This is a priority for the governments that currently have to look for remedies of the economic crisis and methods to safeguard the long-run viability national economies. Most researchers and practitioners converge on the fact that the central set of resources that appear to be key to the success is the ability to turn knowledge, skills and competencies into sustainable advantage. Therefore in understanding the dynamics and the potentialities of regions and countries to promote innovative entrepreneurship, it is essential to envisage the  knowledge based assets of countries that represent the fount of competencies and capabilities that are deemed essential for economic growth and competitive advantage (Malhotra, 2001). In the subsequent section we provide an overview of the framework and metrics that we adopted in this study for analyzing the dynamics of knowledge assets in the Balkan countries.
THEORETICAL BACKGROUND
Creating the appropriate environment in which innovative entrepreneurship can occur requires a complex mix of policies and the consideration of a myriad of interlinking of economic, social and legal issues.  Isenberg (2011) proposes 6 main components of such an  entrepreneurship ecosystem that range from a conducive culture, enabling policies and leadership, availability of appropriate finance, quality human capital, venture-friendly markets for products, and a range of institutional and infrastructural supports. This accounts for the growing need to consider innovative entrepreneurship as a complex process that needs to consider the interaction among social, cultural, economic and technological factors that take place at the local, national levels as well as transnational level. However, as Venkataraman (2004)  argues, most researchers have focused on the tangible  elements such as legal systems, telecommunications, transportation etc. While favorable legal systems, capital markets and other infrastructure facilities are necessary ingredients of transformative entrepreneurship, more important is a change in the set of interrelated intangibles  (Venkataraman, 2004). He, also, argues that while governments, in different regions and countries, try to change tangible things such as legal framework, capital markets, seed capital,  in order to promote entrepreneurship and development just some flourish and prosper. Large number of studies and research had focalized on understanding the failure of different regions around the world to replicate the Silicon Valley experience, even after ensuring free flows of capital skilled labor and technology (Saxenian, 1990).  Most researchers and practitioners converge on the fact that the central set of resources that appears to be key to the success is the ability to turn knowledge, skills and competencies into sustainable advantage. Knowledge becomes an increasingly important part of innovation and the accumulation of knowledge through learning constitutes a driving force in the development and growth (Penrose, 1959; Spender and Grant, 1996). Therefore, in understanding the dynamics and the potentialities of regions and countries to promote innovative entrepreneurship, it is essential to envisage the  knowledge based assets of countries that represent the fount of competencies and capabilities that are deemed essential for economic growth and competitive advantage (Malhotra, 2001).  Boisot (1998) notes that knowledge assets are manifested in terms of technologies, competencies and capabilities. Furthermore,  social networks  and strong patterns of collaboration among industry consortia, university linkages and government agencies emerge to be as key factors to improving the conditions for innovation, productivity, and wealth in a Knowledge-based society (Campbell, 2005; Campbell, Koski, & Blumenthal., 2004, Etzkowitz, 2003).  Saxenian (1990) demonstrate the importance of social networks and relationships for fostering the recombination of skills, competencies and technologies in new enterprises (e.g Silicon Valley case). The collaboration with universities and R&D laboratories is essential as they are incubators of  knowledgeable individuals which could bring novel ideas for development (Venkataraman, 2004). The importance of these patterns of collaboration is highly demonstrated with the high level of innovation and entrepreneurship that had flourished around Silicon Valley and some regions in the USA and other parts of the world with extraordinary universities at their core (Venkataraman, 2004).
Following this, we aim to provide a set of data that sketches out the main dynamics of these issues for Balkan countries in order to grasp out the progress done toward the creation of favorable environment for innovative entrepreneurship. 

FRAMEWORK OF RESEARCH
Using the dataset of World Economic Forum, we focalize on those indicators that represent the knowledge assets of countries. Since 2005, the World Economic Forum has based its competitiveness analysis on the Global Competitiveness Index (GCI) which has as the primary objective to provide insight and stimulate discussion among all stakeholders on the best strategies and policies to overcome the obstacles to improved competitiveness. The GCI is a comprehensive tool that measures the microeconomic and macroeconomic foundations of national competitiveness by measuring 12 pillars of competitiveness: Institutions; Infrastructure; Macroeconomic environment;  Health and primary education; Higher education and training; Goods market efficiency; Labor market efficiency; Financial market development; Technological readiness;  Market size; Business sophistication; Innovation.
We aim to provide a snapshot of the state of the art of knowledge assets of Balkan countries and their dynamics in time (2008-2011),  by focalizing on three main elements: human capital, social capital and structural capital in a time horizon of 4 years from 2008 to 2011.  

Human capital is defined as the knowledge, education  and competencies of individuals in realizing national tasks and goals (Bontis, 2004). It  includes knowledge, wisdom, expertise, intuition and the ability of individuals to realize national tasks and goals. Human capital is the property of individuals, it cannot be owned by the [organization or] nation (Malhotra, 2001). It comprises the educational system, the quantity and quality of a nation’s educated people. The measurement of this factor is essential as the innovation and competitiveness of countries requires  a strong contingent of highly  educated people as well as qualified research scientists and engineers, recruited primarily from universities, to maintain an internal ability to assess and absorb scientific knowledge. These highly trained scientists and engineers bring not only a strong knowledge base and research skills, but also a network of formal and informal academic contacts acquired during their training. Therefore educational system and quality of research and training in universities are essential for creating the required human capital. Educational systems do not only produce codified knowledge and human capital, but also participate actively as important institutional actors in building and sustaining local networks and flows of knowledge, and in linking them with global ones. While the presence of a leading research university in a community is a critical asset for regional economic development, its precise contribution is a function of the way in which it interacts with and responds to the needs and interests of local industry (Doutriaux, 2003). However, formal education is not sufficient, instead ongoing training and lifelong learning are essential for coping with a rapidly changing environment (Bontis, 2004).  A number of recent studies have begun to identify the finding and retaining of existing talents as a critical factor influencing the growth of dynamic regional economies, and universities are emerging not only as key generators, but also as attractors of talent (Florida, 1999; Betts and Lee, 2005). Florida (2002) found that experienced Executives will locate where other highly skilled people are. Therefore, the brain drain measure is important for understanding the retention rate of skilled people in the country, as a necessary condition for new ventures. 

Based on these the measurement of the human capital in our study consist in the following measures, extracted from the WEF  dataset: 
Quality of the educational system; Quality of math and science education; Quality of management schools; Local availability of specialized research and training services;  Quality of scientific research institutions; Extent of staff training; Brain drain, university industry collaboration.
Social capital  is broadly defined as an asset that inheres in relations and networks (Leana and Van Buren, 1999). Because the acquisition and exploitation of knowledge are predominantly social processes (Kogut and Zander, 1992), social capital is a critical element in creating difficult to imitate capacities embedded in dyadic and network relationships (Dyer and Singh, 1998).  At national level this is named the market capital and is similar to external relational  networking and social capital in a micro setting in that it represents a country’s National intellectual capital.  Social capital encompasses many aspects of a social context, such as social ties, trusting relations, and value systems that facilitate actions of individuals located within that context (Tsai and Ghoshal, 1998) .  The locus of innovation is found in a network of interorganizational relationships (Zajac & Olsen, 1993; Powell, Kogut & Smith-Doerr, 1996) allowing firms to access other’s resources, increase the possibility of firms to acquire new knowledge and as result to develop new products, services, new distribution and production methods etc. Larson (1992) and Ring and Van de Ven (1994) note that social interactions develop over time in dyadic relationships as exchange partners become comfortable with each other’s competence and reliability in economic exchange. In turn, the more these social interactions build, the greater the intensity, frequency and breadth of information exchanged. 

McEvily and Zaheer (1999) argue that network ties aid in the development of competitive capabilities by broadening and deepening market knowledge. They also point out that a greater number of such links means exposure to a broad set of opportunities for further learning. Besides enhancing technological learning (Zahra et al., 2000), developing a broad set of customer network ties should also enhance the young firm’s ability to manage its external relations. 

Therefore, the relationships within and across industries enhance the ability to create knowledge and also provide a greater ability to extract value from the knowledge (Sullivan, 2000). 
One major factor that ascertains for technology transfer and human capital development is the collaboration with universities and research institutes. Academia is increasingly involved with industry, and becomes a key element of the innovation system both as human capital provider and seed-bed of new firms and creation/diffusion of an enterprising culture (Etzkowitz et al. 2000, OECD, 2009, Leydesdorff & Etzkowitz, 2001). 
Therefore, an alternative channel for technology transfer and human capital development are represented by international trade and collaboration. In particular, FDI are regarded as one of the most practical and efficient means by which industrial development and upgrading can be promoted (Narula and Dunning 2000). Indeed, through their linkages with domestic institutions foreign firms may transfer knowledge and know-how to workers in domestic institutions, as well as influence on local suppliers and technology sales (World Bank, 1999).  International market linkages foster the development of technological capabilities in developing and least-developed countries because they integrate global value chains through exports, the import of machinery and equipment, transfers of technology, the spill-over effects of foreign direct investment and licensing GCI; (2011). 

The variables used in this study  to report the social or market capital of countries, include:  

University-industry collaboration in R&D; FDI and technology transfer; State of cluster development; Value chain breadth. 

Structural capital is the non-human storehouses of knowledge which is embedded in its  technological, information and communication systems and which sustain and externalize the output of human capital (Bontis, 2004).  It comprises the related infrastructure for creation, sharing, transmission and dissemination of knowledge for contributing to individual knowledge workers productivity (Malhotra, 2001). Undoubtedly Internet access, telecommunications and progress in ICT contribute to advance of the knowledge and information systems of societies, allowing the creation, accessibility and dissemination of current data, information and knowledge (Bontis, 2004). 
This variable is measured through corporate competitiveness, government efficiency, intellectual property rights protection, the availability of capital, the number of computers per capita, the ease with which new firms can be established, and the number of mobile phone subscribers (Lin, Edvinson, 2011).
As our interest is to capture the dynamic variables that could contribute in creating high innovative entrepreneurship basis, we include in our evaluation the following indicators: 

Internet access in schools; Availability of latest technologies; government procurement of advanced technology products.
Despite the availability of latest and advanced technologies it is also important to evaluate the absorptive and renewal capability of firms and individuals  in the country.  The renewal capital, is defined as a nation’s future intellectual wealth and the capability for innovation that sustains a nation’s competitive advantage (Lin and Edvinsson, 2008). 
Industry observers have remarked that companies can accumulate a large stock of valuable technology assets and still not have useful capabilities.  Lane and Lutbakin (1998) indicate that the ability to develop sustainable competitive advantage depends on a  ability to convert knowledge into capabilities to meet environmental demands. The ability of a firm to recognize the value of new, external information, assimilate it, and apply it to commercial ends - is named by Cohen and Levinthal as the “Absorptive Capacity”. Absorptive capacity (Cohen and Levinthal 1990; Zahra and George 2002a) is described as the dynamic learning process of acquiring, assimilating, transforming, and exploiting knowledge. The variables used in this study  to report the renewal capital of countries, include: 
Company spending on R&D; Firm-level technology absorption; Capacity for innovation. 
RESEARCH METHODOLOGY
The purpose of paper is to assess those knowledge assets that could contribute in the creation of innovative entrepreneurship in Balkan countries. The assessment is based on a conceptual framework in which the intangible knowledge assets comprise three main sub-components that include human capital, social /market capital, structural and renewal capital. 

We assess these three sub - indexes through 17 metrics in a time horizon that goes from 2008-2011 for the six Western Balkan countries. The aim is to have a portrait of these variables as well as to explore the dynamics of these important elements for growth in these developing economies, in order also to see the progress done by them toward a knowledge based economy. It is important to qualify this section by stating that it is not an exhaustive use of all available measures. In fact we tried to incorporate also some specific indicators from the global innovation index such as the indicators related to Knowledge workers, knowledge absorption,  innovation linkages, creative outputs etc, but we didn’t consider them in this study as we missed the data from Montenegro and the values for this indicators are reported in percentage, instead of  likert scale as used by WEF. Therefore, we present here a necessary exploratory exercise, however a more comprehensive set of indicators data would be useful  for a better validation of the portrait of the countries considered.  

RESEARCH RESULTS
For measuring the  dynamics of human capital sub-index 7 metrics were available. Table 1 outlines a summary of these metrics. We also calculated the average index of all the measures considered, giving the same weight to all the metrics.
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Table 1: Metrics and data for measuring human capital

 This way of calculating the metric is open to academic debate, but the research team agreed in using the same weight for the objectives of this research. A total of 4 metrics were extracted for assessing the social/market capital. Table 2 outlines the data of this subcomponent.
[image: image2.png]COUNTRY FDI and technology transfer stateof cluster development value chain breadth industry collaboration
2008 2009 2010 2011 | 2008 | 2009 | 2010 | 2011 | 2008 | 2009 | 2010 | 2011 | 2008 | 2009 | 2010 | 2011
Montenegro 38 2,10 5,00 2,9 25 | 240 | 280 | 28 31 | 350 | 360 | 35 31 36 | 380 3]
Croati 22 2,10 2,00 2,20 27 | 280 | 29 | 3% 37 | 330 | 310 | 310 36 35 | 3 35
Albania 3 3,40 2,60 5,00 25 | 240 | 260 | 240 26 | 280 | 270 | 27 19 22 | 2% 2]
Macedonia 34 3,80 2,10 3,9 26 | 280 | 29 | 30 32 | 330 | 340 | 3 29 33 | 35 33
27 240 2,20 3,9 22 | 280 | 32 | 33 28 | 290 | 300 | 310 23 23 | 30 34
Serbia 37 3,60 2,00 2,00 29 | 270 | 260 | 2% 31 | 310 | 29 | 30 33 33 | 350 34

MEAN 3,9 a 4,6 4,6 3,6 3,6 3,6 3,6 3,8 3,7 3,7 3,7 3,4 3,6 3,7 3,7]





Table 2: Metrics and data for measuring social/market capital

While for the structural and renewal capital 6 metrics are used. Table 2 outlines the measures of this sub-index. 
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Table 3: Metrics and data for measuring structural and renewal capital
As it could be easily noticed by the tables, the Balkan countries perform below the global average in almost all metrics. Montenegro seems to be the country with the best performance among all Balkan countries with indicators that are in the same line with the global average, and in some cases higher than that. 

By analyzing in detail the dynamics in last 4 years of each indicator of the three sub-components it could be noticed that Montenegro, Croatia and Albania show a positive growth in almost all indicators of knowledge assets. While a different perspective characterizes the dynamics of Serbia and Bosnia. These countries shows unstable dynamics with some points of growth and some decreases during last years.
Albania and Montenegro register a positive constant growth in the quality of education, quality of management schools, and extent of staff training. While Serbia, Croatia, Macedonia and Bosnia follow unstable growths.  Croatia seems to be the country with highest availability of local research and training services with values that are above the global average. It also performs well in brain drain indicator with high levels for retaining and attracting talented people in last year (2010). 
For what concerns the structural and renewal capital all countries are in line with the global mean for the internet access, with  high level of growth in last years. Balkan countries are, also, doing good progress in using latest technologies, in procuring technologies (government procurement) and in increasing their capacities for technological absorption. However their capacity for innovation and the spending done in R&D remains in low levels. 
Despite the progresses done in increasing the human capacities and the possibilities for innovation, the social capital of these countries remains the one where major efforts are still required to be done. It seems that in these countries the culture of collaboration is yet very low. Especially, the collaboration industry - university, that is being echoed as one of the major factors in developing a knowledge economy and in promoting innovative entrepreneurship, is very low. Low rates of growth are registered also in state of cluster development and value chain breadth variables which indicate that these countries are basing their competitiveness in efficiency driven factors, primarily involved in individual steps of the value chain (e.g., resource extraction or production). Also the data shows low propensity of these countries toward the creation of cluster and networks among the different local and international firms. Instead a good perspective seems to be offered by foreign direct investments. The data shows as all countries are registering significant growths in years in terms of technology transfer. 

IMPLICATIONS AND CONCLUSIONS
While innovation performance is not homogeneous across the Balkan countries with some countries performing better than others, all countries underperform in most variables to the global average.

Especially it emerges from these data, as while innovative entrepreneurship is a high priority and the most important driver of local economic development how Balkan countries are still characterized by weak culture for innovation, lack of that favorable conditions necessary to bridge together research, education and business and by a low diffused  propensity at the cooperation that is enabling factor to increase the innovation performance. Good progress and emphasis is being devoted to increasing the level and quality of human capital as well as for the advanced technologies to use, the Balkan countries lag still behind in their capacity to boost innovation. 
They should invest more and better in innovation as well as develop environments that are more conducive to it. Major efforts are required in reinforcing the type of collaboration among business, universities and governments. The role of academia for entrepreneurships is confirmed by a noteworthy increase in last 40 years of university institution that offers entrepreneurship curricula. The best cases on entrepreneurship education are represented by: MIT Massachusetts Institute of Technology with its initiatives on “Entrepreneurship Center”, “Deshpande Center for Technological Innovation” and “Entrepreneurship Development Program” and the Standford university with its programme on ‘Entrepreneurship corner and Technology venture program (Byers, Dorf and Nelson, 2008).  Universities and research institutes also provide consulting assistance to a new venture and opportunities for continuing education for professional employees (Reams, 1986; Saxenian, 1994). In the long run, the collaboration enables new ventures to recruit high-caliber researchers. Personal ties between the start-up and university personnel are also conducive to the migration of human capital to the new venture (Powell, Koput, and Smith- Doerr, 1996).  The quantity, quality and density of the social and economic connections that the business and government leaders of the aspiring region have with the leaders of gateway cities and their willingness to use it on behalf of the local citizenry will dictate how successful the region is going to be in achieving its growth aspirations (Venkataraman, 2004).
In order to enhance the innovation potential of countries it is compulsory to direct more investments in increasing the interactions and depth of ties and links between different actors of value chain. Through interactions with others, firms get access to external knowledge and can combine it with existing knowledge. Further, such relationships create a context within which newly created knowledge can be applied and exploited (Dyer and Singh, 1998; Lane and Lubatkin, 1998). More in general, major improvements are necessary to be done by firms in order increase their role and engagement in innovation activities to differentiate their product or service offering as well as; to foster the development of networks and markets which enable the creation, circulation and diffusion of knowledge. 
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