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Chapterr  6: Institutiona l barrier s to small- and medium-sized enterprise operations 
inn transition countries 

6.11 Introductio n 

Previouss studies of private businesses in transition countries have identified a multitude 

off  barriers affecting business operations. The most important barriers seem to be formal 

barrier ss such as the high level of taxes (World Bank 1995; Bohata & Mladek 1999; 

Hashii  2001; Bartlett & Bukvic 2001) and the general regulatory environment (World 

Bankk 1995; Glas et al. 2000; Hashi 2001; Kaganova 2002). Informal barrier s such as 

thee implementation of regulations (Jancauskas 2000; Bartlett & Bukvic 2001), corruption 

(Bohataa & Mladek 1999) and unfair competition from the large informal economy (Glas 

ett al. 2000; Muent et al. 2001) are also often mentioned as business barriers. 

Environmentall  barrier s such as lack of financing (World Bank 1995; Slonimski 1999; 

Pissaridess et al. 2000; Glas et al. 2000; Hashi 2001; Bartlett & Bukvic 2001; Kaganova 

2002)) and low purchasing power (Jancauskas 2000) seem to further interfere with 

businesss development. Lack of qualified workers (Bohata & Mladek 1999) and late 

paymentt by clients (Bartlett & Bukvic 2001) form additional environmental barriers. 

Skilll  based barrier s such as the lack of business-related skill development stem from the 

lackk of previous private business experience in transition countries (Roberts & Tholen 

1998).. Though, private business owners may not be aware of their skill shortcomings, 

lackk of adequate business skills can impede with the survival and growth of private 

businessess in transition countries. 

Inn this chapter we provide two contributions to the existing research: Firstly, utilizing 

institutionall  theory as presented in Chapter 3, we develop a model for conceptualizing the 

effectt of barriers on existing small- and medium-sized enterprise (SME) operations in 

transitionn countries. Secondly, we empirically test the interrelated effect of perceived 

businesss barriers on existing SME operations. Descriptive statistics and regression 

analysess are used to address the central question: 

AreAre the perceived barriers to business operations that existing SME owners face 

interrelated? interrelated? 
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Ourr analysis of business barriers focuses on the subjective perceptions of existing SME 

owners.. Empirical research conducted in Sweden has indicated that subjective opinions 

orr 'reality-as-perceived' by the business owner has an influence on both growth 

motivationn and direct behavior (Davidsson 1991). In addition, theoretical support for the 

effectt of perceptions on actual behavior is an integral part of institutional theory. As 

Northh writes: Individual perceptions about the fairness and justice of the rules of the 

gamegame obviously affect performance... (1997a: 3). In this sense, subjective opinions (i.e. 

ideologicall  attitudes) are valuable not only because they provide insights, but because 

theyy have an effect on economic performance. 

6.22 Theoretical Considerations 

Institutionall  theory has been used by various authors to explain the stalled or even 

stagnantt economic development occurring in transition countries (Knaack 1995; North 

1997a;; Feige 1997; Dallago 1997, 2000; Yeager 1999; Van de Mortel 2002). We propose 

aa model to conceptualize the four main influences on existing SME operations in 

transitionn countries as shown in figure 6.1. In our model, the role of the state exerts its 

influencee both in terms of formal and informal rules. The distinctions made between 

formall  and informal rules are based on Institutional theory (discussed in Chapter 2.2.1). 

Inn this model, formal rules such as tax policies and business legislation are associated 

withh the role of the state. Though informal rules can be attributed to a much broader 

rangee of issues, we limit informal rules to those practices associated with the role of the 

state.. These include both the unofficially acceptable governmental culture such as various 

formss of corruption as well as issues related to government failure of enforcement. 

Corruption-relatedd factors include the 'implementation of business regulations' and the 

'numberr of tax inspections' since these represent 'official means' for obtaining bribes. 

Issuess related to lack of formal rule enforcement results in informal barriers such as 'late 

paymentt by clients' and 'Mafia and racketeering' activities. 

Inn our model, we extend North's institutional approach to include environmental and skill 

factors.. Environmental barriers capture the overwhelming impact of transition that has 
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fundamentallyy changed the entire 'playing field' for business activities and includes 

factorss such as 'low purchasing power' and 'lack of information'. In addition, the 

transitionn process has brought great demands on the individual skills of SME owners who 

generallyy have no private business experience and have limited access to formal business 

trainingg programs (in contrast to the case in many western developed economies). 
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Figuree 6.1: Four perceived barrier groups to SME operations in a transitional 
environment t 

Transitionall  Environment 
Twoo distinct periods: before 1994 and after  1994 

Rolee of the State 
FORMA LL  RULES 

>>  Taxes too high 
>> Business legislation 
'' Frequent changes to tax 

policies s 
'' Ambiguity of tax policies 

H I I 

Macroo &  Micr o 
ENVIRONMEN T T 

 Low purchasing power 
 Lack of information 
 Lack of funds for business 
investments s 
 Competition from legal 
businesses s 
 Competition from illegal 
businesses s 

H 2 2 

[[  Business \ 
VV operations J 

s s 

Rolee of the State 
INFORMA LL  RULES 

Corruptio n n 
 Implementation of 
businesss regulations 
 Too many tax inspections 
 Tax inspector corruption 
 National government 
corruption n 
 Regional government 
corruption n 
 Time spent negotiating 
withh local officials and 
inspectors s 

Enforcement t 
 Late payment by clients 
 Mafia, racketeering 

Businesss Owner 
SKILL S S 

 Management problems 
 Inability to grow into new 
markets s 
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Ourr model shows formal, informal, environmental and skill barriers to be distinct 

categories,, however we would expect that the effect of certain barrier groups to be inter-

related.. In our model, formal and informal rules are both related to the role of the state. A 

studyy by Djankov et. al (2002) based on 85 countries indicated a link between highly 

regulatedd business environments (formal barriers) and corruption (informal barriers). The 

relatednesss between formal and informal rules leads us to formulate our first hypothesis: 

HI:HI:  Perceptions of formal business barriers will  be associated with perceptions of 

informalinformal business barriers especially corruption-related informal barriers. 

Wee would also expect the inverse relationship to be true. SME owners who are not able 

too circumvent informal barriers such as corruption through their networks and contacts, 

aree likely to be more greatly affected by formal barriers such as the tax level and business 

legislation.. In essence, the more restricted the ability of SME owners to not comply with 

formall  rules, the greater the likelihood that formal rules will be perceived as barriers to 

businesss operations. 

H2:H2: Perceptions of informal business barriers will  be associated with perceptions of 

formalformal business barriers. 

Thee ability to continue SME business operations under an uncertain and often hostile 

macroeconomicc environment (Smallbone & Welter 2001a) is likely to place high 

demandss on a SME owner's management capabilities as well as their ability to grow into 

neww markets. We therefore would expect that perceived skill barriers will be associated 

withh perceived environmental barriers and this leads to our third hypothesis: 

H3:H3: SME owners' perceptions of environmental business barriers will  be associated with 

perceptionsperceptions of skill business barriers. 
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Interrelationss between perceived business barriers are controlled for by factors such as 

transitionn stages, and the business and personal characteristics of the SME owners. In 

termss of transition stages, in Lithuania, we control for two distinct transition periods: 

beforee 1994 and after 1994. The period 1990 - 1994 was characterized by transition 

chaoss and a general lack of a regulatory framework while the period after 1994 was 

characterizedd by increasing macroeconomic stabilization but also possibly over 

regulation1.. These environmental changes had a potentially significant effect on SME 

ownerss who started their businesses before or in 1994". In order to control for the 

potentiall  influence of the 'transition effect', we include this variable in all our models. 

Inn addition, numerous studies on SME owners have demonstrated that there are 

significantt differences between male and female SME owners (Brush 1992). For 

example,, studies have indicated that more limited access to finance (Buttner & Rosen 

1988;; Brush 1990; Greene et al. 2001) and informal financial networks (Olm et al. 1988; 

Ridingg & Swift 1990) pose a greater barrier for female business owners than for male 

businesss owners. Studies in transition countries have shown that there are significant 

differencess between male and female business owners in terms of business size (Hisrich 

&&  Fulop 1994; Zapalska 1997; Glas & Drnovsek 1999), business turnover and barriers to 

businesss such as lack of management skills (Hisrich & Fulop 1994). The results shown in 

Chapterr 7 also indicate that a number of significant differences exist between male and 

femalee SME owners in Lithuania. In order to control for the influence of sex on perceived 

businesss barriers, we include this variable in all our regression models. 

Further,, we also control for personal and business characteristics that have either been 

identifiedd in previous research or intuitively seem likely to have an effect an SME 

owner'ss perception of business barriers. A number of studies have indicated that in 

additionn to other factors, human capital variables measured in terms of the business 

owner'ss education level, previous business-related experience, previous management 

experiencee and business owner's age affect business performance (Becker 1975; Honig 

1998;; Cressy 1999; Madsen et al. 2002). Hence, we include human capital variables were 

included.. Business sector variables were added by Hashi (2001) to control for the effect 
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off  financial barriers in Albania. Though no significant business sector differences were 

found,, business sector in terms of manufacturing, trader or other sectors is controlled for 

inn our model. 

Additionall  control variables are included that seem directly related to the transitional 

context.. A study by Johnson et al. (2000) has found that hiding output by businesses in 

Poland,, Slovakia and Romania is significantly associated with high bureaucratic 

corruption.. In our model, we include a variable measuring if a business owner under-

reportss their business earnings4. Dummy variables for business facility ownership and 

home-basedd businesses were included since they both serve as indicators for ownership 

off  business premises. Ownership of business premises as opposed to rental of business 

facilitiess seems to provide a more stable business environment given the frequent changes 

too legislation and problems with the enforcement of contracts in the transition 

environment.. Starting a business from scratch as opposed to using privatized assets is 

anotherr transition-specific characteristic controlled for in our analysis. Businesses started 

fromm privatized assets are more likely to also be embedded in the existing informal 

networkss than businesses started from scratch and this may effect the perception of 

businesss barriers. Location in terms of rural or urban business setting was not found to be 

significantt for business growth aspirations in Norway, (Kolvereid 1992) but it may play a 

rolee in the perceptions of business barriers. In Lithuania as in other transition countries, a 

largee gap exists between economic development in urban centers and in smaller cities or 

rurall  areas. A correlation table for control variables is presented in appendix 6.3. 

6.33 Data set and sample characteristics 

Ourr analysis is based on the Litsme survey data further described in chapter 3.13. The 

Litsmee survey contained a total of fifty  questions regarding business and personal 

characteristicss (see appendix 3.3). Question number 46 asked the respondents to identify 

thee main 'perceived' barriers that they encounter in their business operations from a list 

off  nineteen variables. The respondents were given six options according to a Likert5 

scale:: 'completely agree', 'agree', 'neither agree nor disagree', 'disagree', 'completely 

disagree'' or 'not applicable'. The responses given by SME owners are based on their 
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subjectivee viewpoints with regards to the barriers they encounter in their day-to-day 

businesss operations. 

Inn terms of barriers to business operations, five factors were found to be the most 

significantsignificant66.. These five factors included three formal barriers: 'taxes are too high', 

'frequentt changes to tax policies' and 'ambiguity of tax policies'; and two environmental 

barriers:: 'low purchasing power' and 'lack of funds for business investments'. The 

highestt percentage (71 percent) of the 'completely agree' responses was given to 

'frequentt changes to tax policies'7. Nine factors were identified as significant. Most of 

thesee factors were informal barriers but there was also one formal barrier, one skills 

barrierr and two environmental barriers that were significant. Five factors were found to 

bee not significant barriers by the majority of the respondents. Two of these were informal 

barriers:: 'tax inspector corruption' and 'Mafia, racketeering', two environmental barriers: 

'lackk of information' and 'competition from legal businesses' and one skills barrier: 

'managementt problems' (see table 6.1 and appendix 6.2). 
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Tablee 6.1: Perceived types of business barriers to SME operations in terms of significance' 

Mostt significant* Significant* * Nott significant* 
(F)) Frequent changes to tax 
policies s 

(F)) Taxes too high 

(F)) Ambiguity of tax policies 

(E)) Low purchasing power 

(E)) Lack of funds for business 
investments s 

(F)) Business legislation 

(I)) Implementation of business 
regulations s 

(I)) Too many tax inspections 

(I)) National government 
corruption n 

(I)) Regional government 
corruption n 

(I)) Time spent negotiating with 
locall  officials and/or inspectors 

(I)) Late payment by clients 

(E)) Competition from illegal 
businesses s 

(S)) Inability to grow into new 
markets s 

(I)) Tax inspector corruption 

(I)) Mafia and racketeering 

(E)) Lack of information 

(E)) Competition from legal 
businesses s 

(S)) Management problems 

(F)) = formal barrier; (I) = informal barrier; (E) = environmental barrier; (S) = skill barrier. 
**  fifty percent or more of the respondents marked completely agree that this factor forms a barrier to their 
businesss operations; * fifty  percent or more of the respondents marked 'completely agree' or 'agree' that 
thiss factor forms a barrier to their business operations; * less than fifty  percent of the respondents marked 
'completelyy agree' or 'agree' that this factor forms a barrier to their business operations. 

6.44 Methodology and identification of dependent variable groups 

Inn order to analyze the relationship between barrier groups and other independent 

variables,, we used hierarchical clustering9, logit and multinomial logit models. 

Hierarchicall  cluster analysis is a procedure that attempts to identify relatively 

homogenouss groups of individual cases based on selected characteristics, using an 

algorithmm that starts with each case in a separate cluster and combines clusters until only 

onee case is left. Hierarchical clustering techniques are used either to conduct a series of 

successfull  mergers or a series of successful divisions within a given data set. 

Wardd (1963) proposed a hierarchical clustering procedure seeking to form the partitions 

inn a manner that minimizes the loss associated with each grouping and quantifies the loss 
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inn a readily interpretable form. The Ward's grouping method joins together groups that 

doo not increase too much a given measure of heterogeneity. The aim of the Ward method 

iss to unify groups such that the variation inside these groups is not increased too 

drastically.. This results in group clusters that are as homogenous as possible. We choose 

too use Ward's grouping method since this method results in group clusters that are as 

homogenouss as possible. The four new variables formed using Ward's grouping method 

forr hierarchical clustering shown in table 6.2, distinguish between SME owners affected 

byy formal, informal, environmental and skills barriers groups. 

Thee formal and skill barrier categories provide clear and distinct categories for whether 

SMEE owners perceived to be affected by the barriers or not. However for informal and 

environmentall  categories, three non-categorical groups were created respectively. Group 

11 under informal barriers represents the individuals most affected by corruption at all 

levels.. Group 2 under informal barriers represents individuals affected by some of the 

corruptionn variables but also late payment of clients. For environmental barriers, group 1 

representss individuals affected by all the environmental barriers (excluding lack of 

information)) while group 2 represents those individuals specifically affected by low 

purchasingg power. The four barrier groups formed (table 6.2) are used as the dependent 

variabless in our regression analysis. 

Logitt regression models were used to test the probability of SME owners perceiving 

themselvess to be affected by formal and skill barriers. Multinomial logit models10 were 

usedd to test the probability of an SME owner perceiving themselves to be affected by 

informall  and environmental barriers. 
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Tablee 6.2: Ward's grouping method for hierarchical clustering of barrier types 

Formall  Barriers 
(nn = 277) 

Taxess too high 
Frequentt changes to tax policies 
Ambiguityy of tax policies 
Businesss Legislation 

Informall  Barriers 
(nn = 253) 

Implementationn of Business Regulations 
Tooo many tax inspections 
Nationall  governmental corruption 
Regionall  governmental corruption 
Timee spent negotiating with local officials 
andd inspectors 
Latee payment by clients 
Taxx inspector corruption 
Mafia,, racketeering 

Environmentall  Barriers 
(nn = 277) 

Groupp 1: 
Formall  barriers 
<n== 114) 

X X 
X X 
X X 
X X 
Groupp 1: 
Corruptionn at all 
levels s 
(nn = 37) 

--
X X 
X X 
X X 
X X 

--
X X 

--
Groupp 1: 
Environmental l 
barriers s 
(nn = 49) 

Groupp 2: 
Noo pattern to 
responses s 
(nn = 163) 

--
--
--
--
Groupp 2: 
Somee corruption 
andd late payment 
byy clients 
(nn = 79) 

--
--
X X 
--
X X 

X X 
X X 

--
Groupp 2: 
Loww purchasing 
powerr only 
(n== 120) 

Groupp 3: 
Noo pattern to 
responses s 
(n=137) ) 

--
--
--
--
--

--
--
--
Groupp 3: 
Noo pattern to 
responses s 
<nn = 108) 

Loww purchasing power X 
Lackk of funds for business investment X 
Competitionn from illegal businesses X 
Lackk of information 
Competitionn from legal businesses X_ 

Skilll  Barriers 
(nn = 293) 

Groupp 1: 
Skillss barriers 
(n=100) ) 

Groupp 2: 
Noo pattern to 
responses s 
(n=193) ) 

Inabilityy to grow into new markets 
Managementt problems 
XX = SME owners do not disagree that this variable is a barrier to their business. 

Thee logit estimation model is a binary linear probability model that allows for two values 

forr the dependent variable (Stata 2001). The multinomial logit model estimation 

techniquee allows for a number of unordered categories assumed to be used as the 

dependentt variable (ibid.). For our multinomial logit models, the base category was 

chosenn to represent the SME owners who were the least affected by the given barriers. 
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Whilee the estimation of the multinomial logit model is based on a straightforward 

numericall  optimization, the interpretation of the estimated coefficients is somewhat more 

complexx since the signs of the coefficients on individual variables do not necessarily 

correspondd to the sights of their correspondent probability derivatives. Therefore 

interpretingg the effect of the independent variable is less straightforward in a multinomial 

logitt model. We include the relative risk ratio (RRR) that indicates the ratio of relative 

riskk for a one-unit change of the explanatory variable relative to the base category in our 

multinomiall  models. In our models, the relative risk ratios indicate the relative 

contributionn of the variables to the explanatory power of the model. 

Too test our hypotheses, barrier variables representing the nineteen individual possible 

barrierss (see appendix 6.2) were used as explanatory variables. We also included 

explanatoryy variables to control for human capital variables (business owner's education, 

previouss business experience, previous management experience and business owner's 

age)) and business characteristics (business sector, business facility ownership, home-

basedd businesses, beginning the business from scratch, business location and under-

reportingg of business earnings) further described in appendix 6.1. The influence of the 

transitionn effect as measured by business start-up date and business owner sex were 

includedd in all our models. 

6.55 Regression results 

Thee interrelationship between distinguished groups of business barriers to existing SME 

operationss is analyzed using regression models. Whether an SME owner perceives an 

identifiedd barrier as affecting their business operations is controlled for in each model by 

thee same set of independent variables. Furthermore, each model has first been tested for 

thee effect of the control variables on the dependent variable. The model shown includes 

thee effects of significant individual barrier variables and control variables. In addition, the 

effectt of SME owner sex and the transition effect are included in all the models shown. 

Formall  barrier s model. As table 6.3 shows, two groups of SME owners can be 

distinguished:: those perceived to be affected by formal barriers and those not affected by 

158 8 



formall  barriers. The probability of perceiving to be affected by formal barriers is 

significantlyy related to the probability of perceiving to be affected by informal barriers 

suchh as the implementation of business regulations, too many tax inspections, and 

nationall  governmental corruption. Individuals who agreed that 'lack of information' -an 

environmentall  barrier- presents a barrier had a higher probability of perceiving to be 

affectedd by formal barriers than the sample as a whole. 

Ourr control variables indicate that SME owners who rent their business facilities and 

thosee whose businesses are located in smaller cities or rural areas were found to be 

significantlyy more affected by formal barriers than businesses located in urban areas or 

SMEE owners who own their business facilities. Both sex of the SME owner and the 

transitionn effect were not significant to our model. 

Tablee 6.3: Logit regression model - Formal Barriers 

11 = most affected by all formal barriers 
Dependentt variable Y 

00 = no pattern to responses 

Variables s 
Constant t 
(I)) Implementation of business regulations 
(I)) Too many tax inspections 
(I)) Natl govt corruption 
(E)) Lack of Information 
Ownn facilities 
Rurall  location 
Transitionn effect -Bf 1994 
Sex x 

Coefficient t 
-2.24*** * 
00 ( j - j ** * 

0.61* * 
0.84** * 
0.60** * 
-0.70** * 
0.70** * 
0.08 8 
0.16 6 

SE E 
0.53 3 
0.30 0 
0.33 3 
0.38 8 
0.29 9 
0.30 0 
0.30 0 
0.38 8 
0.33 3 

SEE = Robust standard errors 
(F)) = formal barrier; (I) = informal barrier; (E) = environmental barrier; (S) = skill barrier 
Probabilityy values: ** *  = p value significant at the 1% test level, **  = 5% test level, * = 10% test level 
Pseudoo R squared: 0.11 
Totall  number of observations: 277 

Thesee results provide support for our first hypothesis that perceived formal barriers will 

bee associated with informal barriers such as corruption. National governmental 

corruptionn and implementation of business regulations are both informal barriers that are 

highlyy significant in our model and are both corruption-related. 
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Informa ll  barrier s model. As table 6.4 shows, three groups of SME owners can be 

distinguished:: those perceived to be affected by corruption at all levels (group 1), those 

individualss affected by some corruption and late payment of clients (group 2) and those 

individualss not affected by informal barriers (group 3). In comparison with the base 

categoryy (group 3), the probability of individuals perceiving to be affected by corruption 

att all levels (group 1) was strongly associated with formal barriers such as 'taxes too 

high';; and environmental barriers such as 'competition from illegal businesses'. SME 

ownerss who perceive illegal competition as a barrier are four times more likely to be 

affectedd by corruption. In addition, SME owners perceiving to be affected by corruption 

att all levels had a lower likelihood of perceiving to be affected by 'lack of information7. 

Thoughh this result was significant, it contributed rather weakly to our model. 

Thee likelihood of perceiving to be affected by corruption at all levels was also strongly 

associatedd with the control variables for home-based businesses and SME owners who 

under-reportt their business earnings. SME owners with a home-based business were six 

timess as likely to perceive corruption at all levels (group 1) than SME owners that did not 

havee a home-based business. Those SME owners that under-report their business 

earningss were four times as likely to perceive corruption at all levels as a business barrier 

thann SME owner that did not under-report their earnings. Further, older SME owners 

displayedd a significantly higher probability of perceiving to be affected by informal 

barrierss than younger SME owners12. A lower rate of annual turnover for 1999 was also 

significantt but contributed weakly to our overall model. 

Similarr to group 1 individuals, those individuals affected by some corruption and late 

paymentt of clients (group 2) were significantly associated with the likelihood of 

perceivingg to be affected by taxes and illegal competition. In terms of control variables, 

thosee SME owners without previous business-related experience were also more likely to 

perceivee to be affected by some corruption and late payment of clients than the sample as 

aa whole. SME owner sex or the transition effect were not found to be significant in this 

model. . 
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Ourr results provide some support for our second hypothesis that SME owners affected by 

informall  barriers will also be affected by formal barriers since 'high tax rate', a formal 

barrierr is highly significant in our model. 

Tablee 6.4: Multinomial Logit Regression - Informal Barriers 

111 = most affected by corruption 

22 = affected by some corruption and late payment of clients 

33 = no pattern to responses (base category) 

Groupp 1: Most affected by corruption at all levels 
Variables s 
Constant t 
(F)) Taxes too high 
(E)) Illegal competition 
(E)) Lack of information 
Businesss experience 
Age e 
Agee squared 
Home-basedd business 
Under-reportt earnings 
Businesss turnover 
Sex x 
Transitionn effect -Bf 1994 

Coefficient t 
-12.47** * 
1.33* * 
]]  44*** 
-1.34** * 
-0.56 6 
0.55* * 
-0.01** * 
1.86*** * 
1.49*** * 
-0.61*** * 
0.30 0 
-0.79 9 

SE E 
5.16 6 
0.68 8 
0.51 1 
0.53 3 
0.48 8 
0.29 9 
0.00 0 
0.71 1 
0.50 0 
0.21 1 
0.58 8 
0.69 9 

RRR R 

--
3.77* * 
4.20*** * 
0.26** * 
0.57 7 
1.73* * 
0.99** * 
6.44*** * 
4.44*** * 
0.54*** * 
1.35 5 
0.45 5 

SER R 

--
2.54 4 
2.14 4 
0.14 4 
0.28 8 
0.51 1 
0.00 0 
4.58 8 
2.23 3 
0.11 1 
0.78 8 
0.31 1 

Groupp 2: Affected by some corruption and late payment to clients 

Variables s Coefficient t SE E RRR R SERRR R 
Constant t 
(F)) Taxes too high 
(E)) Illegal competition 
(E)) Lack of information 
Businesss experience 
Age e 
Agee squared 
Home-basedd business 
Under-reportt earnings 
Businesss turnover 
Sex x 
Transitionn effect -Bf 1994 

-4.70 0 
1.64** * 
1.05*** * 
0.12 2 
-11 17*** 
0.13 3 
-0.00 0 
0.40 0 
0.07 7 
-0.15 5 
0.36 6 
0.41 1 

3.44 4 
0.69 9 
0.34 4 
0.34 4 
0.36 6 
0.15 5 
0.00 0 
0.66 6 
0.34 4 
0.14 4 
0.41 1 
0.54 4 

--
££ 1 Q * * 

2.86*** * 
1.13 3 
0.31*** * 
1.14 4 
1.00 0 
1.04 4 
1.07 7 
0.86 6 
1.43 3 
1.50 0 

--
3.55 5 
0.97 7 
0.38 8 
0.11 1 
0.18 8 
0.00 0 
0.69 9 
0.37 7 
0.12 2 
0.58 8 
0.82 2 

SEE = robust standard errors 
RRRR = relative risk ratio 
SEE RRR = robust standard errors for relative risk ratio 
(F)) = formal barrier; (I) = informal barrier; (E) = environmental barrier; (S) = skill barrier 
Probabilityy values: ** *  = p value significant at the 1% test level, **  = 5% test level, * = 10% test level 
Totall  number of observations: 239 

Environmentall  barrier s model. As table 6.5 shows, three groups of SME owners can 

bee distinguished: those perceived to be most affected by environmental barriers (group 
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1),, those individuals affected by low purchasing power only (group 2) and those 

individualss not affected by environmental barriers (group 3). The likelihood that a SME 

ownerr will perceive to be affected by environmental barriers (group 1) is significantly 

andd strongly associated with the perception of the skill barrier variables: 'inability to 

groww into new markets' and 'management problems'. SME owners who perceive to be 

affectedd by the 'inability to grow into new markets' are two times more likely to perceive 

too be affected by environmental barriers. None of our control variables were found to be 

significant13. . 

Thee results were quite different for those SME owners in group 2. The likelihood that a 

SMEE owner will perceive to be affected by low purchasing power was significantly 

associatedd with SME owners perception of being less affected by national governmental 

corruptionn and female SME owners. However, these two variables made only a weak 

contributionn to the model. The transition effect was not significant in this model. 
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Tablee 6.5: Multinomial Logit Regression - Environmental Barriers 

[[  1 = most affected by environmental barriers 

Dependentt variable Y\ 2 = affected by low purchasing power only 

33 = no pattern to responses (base category) 

Variables s 
Constant t 
(S)) Inability to grow 
(S)) Management problems 
(I)) Natl govt corruption 
Sex x 
Transitionn effect - Bf 1994 

Coefficient t 
-2.98*** * 
1.07** * 
0.63* * 
0.49 9 
-0.08 8 
0.91 1 

SE E 
0.85 5 
0.43 3 
0.37 7 
0.55 5 
0.40 0 
0.67 7 

RRR R 

2.91** * 
1.87* * 
1.62 2 
0.93 3 
2.49 9 

SERRR R 

1.24 4 
0.69 9 
0.90 0 
0.37 7 
1.66 6 

Groupp 2: Affected by low purchasing power  only 
Variables s Coefficient t SE E RRR R SERRR R 
Constant t 
(S)) Inability to grow 
(S)) Management problems 
(I)) Natl govt corruption 
Sex x 
Transitionn effect - Bf 1994 

1.05** * 
0.04 4 
0.32 2 
-0.95*** * 
-0.57* * 
-0.28 8 

0.42 2 
0.28 8 
0.30 0 
0.33 3 
0.34 4 
0.35 5 

1.04 4 
1.38 8 
0.39*** * 
0.57* * 
0.76 6 

0.30 0 
0.42 2 
0.13 3 
0.19 9 
0.26 6 

SEE = robust standard errors 
RRRR = relative risk ratios 
SEE RRR = robust standard errors for relative risk ratios 
(F)) = formal barrier; (I) = informal barrier; (E) = environmental barrier; (S) = skill barrier 
Probabilityy values: ** *  = p value significant at the 1% test level, **  = 5% test level, * = 10% test level 
Totall  number of observations: 277 

Ourr results provide strong support for our third hypothesis that SME owners perceived to 

bee affected by environmental barriers will also perceive to be affected by skill barriers. 

Skilll  barrier s model. As table 6.6 shows, two groups of SME owners can be 

distinguished:: those perceived to be affected by skill barriers and those not affected by 

skilll  barriers. The probability of perceiving to be affected by skill barriers is significantly 

associatedd with individuals perceived to be affected by the informal barrier, 'Mafia and 

racketeering'' and by the environmental barrier, 'lack of information'. 

Inn terms of control variables, those SME owners perceived to be affected by 'competition 

fromm legal businesses' also displayed a higher probability of perceiving to be affected by 

thee skill barriers group. Further, SME owners perceived to be affected by skill barriers 
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havee a higher probability of owning their business facilities14. Sex of SME owner and the 

transitionn effect were not significant in this model. 

Tablee 6.6: Logit regression - Skill barriers 

11 = most affected by skill barriers (n = 100) 
Dependentt variable Y{ 

00 = no pattern to responses (n = 193) 

Variabless Coefficient SE 
(I)) Mafia 
(E)) Legal competition 
(E)) Lack of Information 
Ownn facilities 
Sex x 
Transitionn effect - Bf 1994 
Constant t 

00 gg*** 
0.54** * 
1.43*** * 
0.69** * 
0.00 0 
0.18 8 
-22 30*** 

0.36 6 
0.27 7 
0.28 8 
0.28 8 
0.33 3 
0.41 1 
0.47 7 

SEE = robust standard errors 
(F)) = formal barrier; (I) = informal barrier; (E) = environmental barrier; (S) = skill barrier 
Probabilityy values: ** *  = p value significant at the 1% test level, **  = 5% test level, * = 10% test level 
Pseudoo R squared: 0.13 
Totall  number of observations: 293 

6.66 Discussion of Results 

Ourr regression results provide support for all of our three hypotheses. SME owners 

perceivedd to be affected by formal barriers were found to also perceive themselves to be 

significantlyy affected by informal barriers such as governmental corruption at the national 

levell  and the implementation of business regulations (HI). The inverse effect was also 

significant:: SME business owners perceived to be affected by informal barriers were also 

moree likely to perceive to be significantly affected by the high level of taxes, a formal 

businesss barrier (H2). SME owners perceived to be affected by environmental barriers 

weree found to be more likely to perceive to be affected by skill barriers (H3). Also, 

thoughh not hypothesized, SME owners affected by skill barriers were more likely to be 

affectedd by environmental barriers such as legal competition and lack of information. 

Thesee results are depicted in figure 6.2. 

Ourr results further indicate the importance of both 'lack of information' and 

'managementt problems' in combination with the other barrier groups for SMEs in 

transitionn countries. In isolation and according to descriptive statistics, both 'lack of 
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information'' and 'management problems' were not significant (see table 6.2). This initial 

resultt seemed incongruous with the opinion of many SME owners15. In interviews, lack 

off  information was frequently mentioned as a major barrier. However, our regression 

resultss indicated that 'lack of information' is significantly association with formal and 

skilll  barrier groups. Furthermore, management problems were found to pose a significant 

perceivedd barrier for SME owners who were affected by environmental barriers. 

Thoughh 'Mafia and racketeering' was found to be significantly related to skill barriers, 

thee overall low percentages of SME owners affected by 'Mafia and racketeering' (17 

percentt -see appendix 6.3) seems to indicate that this barrier has diminished in 

importancee since the mid-1990s and has a relative limited effect on SME owners in 2000. 

Interviewss with SME owners in Lithuania verify this standpoint16 as does a study of 

businesss owners in Russia (Puffer & McCarthy 2001:29). 

Thee transition effect was not significant in any of our models. We expected the dramatic 

changess that have taken place in the environment to have a significant impact on 

businessess started before or in 1994 as compared with those started after 1994. However 

thee lack of significant results may have resulted from the limitations of our data set. Only 

existingg businesses were analyzed and it could very much be the case that those 

businessess that were strongly affected by the 'transition effect' had already ceased 

businesss operations prior to our survey. 

Wee also expected owner's sex to be a significant factor in the perception of barriers by 

SMEE owners. But it was only weakly significantly associated with 'low purchasing 

power'.. These unexpected results seem to suggest that the perceived impact of barriers is 

greatt for SME owners regardless of their business start-up dates, sex, sector, and most 

otherr personal and business characteristics as indicated by the high percentages received 

byy most business barriers shown in appendix 6.3. 
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Figuree 6.2: Interrelatedness of perceived barrier groups to SME operations in a 
transitionall  environment: Significant results 

H I I 
Implementationn of business 
regulations s 
Tooo many tax inspections 
Nationall  government 
corruption n 

H2 2 
Taxess too high 

// Business \ 
\\ operations J 

H 3 3 
Managementt problems 
Inabilityy to grow into new 
markets s 

Lackk of information 
Competitionn from legal 
businesses s 

Businesss Owner 
SKILLS S 
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AA number of personal and business characteristics were also significantly associated with 

businesss barriers. The probability of perceiving to be affected by formal barriers was 

greaterr for SME owners located in rural areas and also for SME owner who did not own 

theirr business facilities. The probability of perceiving to be affected by informal barriers 

increasedd with lower business turnover and was greater for businesses that were home-

basedd and for those that under-report their earnings. The significant association between 

under-reportingg of business earnings and informal barriers are in line with the findings of 

Johnsonn et al. (2000). The relationship between owner's age and informal barriers was a 

surprisingg result. We would expect younger SME owners do be more greatly affected by 

informall  barriers than older SME owner who are used to the informal rules inherited from 

thee Soviet regime. However, it could also be that younger SME owners are more flexible 

andd perhaps less concerned about informal barriers than older SME owners. Furthermore, 

SMEE owners who owned their business facilities had a higher probability of perceiving to 

bee affected by skills barriers than the sample as a whole. This is also an unexpected result 

sincee we did not anticipate that ownership of business facilities would be associated with 

skilll  barriers. 

Causalityy between dependent and independent variables in our regression models should 

bee interpreted with caution and our results should be viewed as descriptive rather than 

causal.. For example, our regression results indicate that business owners who do not own 

businesss facilities or have home-based businesses are significantly more affected by 

formall  barriers (for own facilities), or informal and environmental barriers (for home-

based).. But it may also be the case that the reason these SME owners have home-based 

businessess or do not own their business facilities is due to lower levels of business 

acumen.. Since we do not control for this effect, our results simply establish that there is a 

relationshipp between the dependent and independent variables. 

Ass with most surveys, the Litsme survey has its limitations (discussed further in Chapter 

3.7).. It was a cross-sectional study and as such may have excluded high-growth 

businessess (i.e. gazelles) from our sample as well as businesses that have ceased business 

operations.. The consequences of these exclusions could have resulted in the 
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insignificancee of the transition effect. Also, though our models provide explanatory 

valuee for our dependent variables, the generally low R squared values for our regression 

modelss indicate that we have not completely captured all the influences on the dependent 

variable. . 

6.77 Conclusion 

Thee interrelatedness of business barriers is an important area for research since it 

addressess business barriers not in isolation but analyzes their interlinked effects. Our 

analysiss explored the interrelated nature of four business barriers groups: formal, 

informal,, environmental and skill barriers. The significance of barriers to existing 

businesss operations was based on the perceptions of the SME owners. Though 

perceptionss are not objective measures, perceptions or reality-as-perceived have been 

shownn to influence business growth motivation and direct behavior (Davidsson 1991). 

Inn this chapter, nineteen possible barriers to existing SME business operations have been 

analyzed.. An institutional framework was operationalized and extended to include 

environmentall  and skill barriers. Our data results indicate that when tested for importance 

andd significance, the most significant barriers are formal barriers related to frequent 

changess to taxes, the tax level, ambiguity of tax policies and environmental barriers 

relatedd to low purchasing power and lack of funds for business investment. 

Thee nineteen possible barriers were further grouped into four barrier groups (formal, 

informal,, environmental and skill barriers) using the Ward's grouping method for 

hierarchicall  clustering. SME owners perceived to be affected by formal and skill barrier 

groupss could be categorized into groups of those perceived to be affected and those 

perceivedd not to be affected by these barriers. However SME owners who perceived 

themselvess to be affected by informal barriers needed to be categorized into two distinct 

groups:: those affected by corruption at all levels and those affected by some types of 

corruptionn and late payment by clients. Similarly, SME owners who perceived 

themselvess to be affected by environmental barriers needed to be categorized into two 
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groups:: those perceived to be affected by environmental barriers and those SME owners 

whoo perceive to be affected by low purchasing power only. 

SMEE owner's perceptions regarding the four types of barriers have been analyzed by way 

off  logit and multinomial logit regression models. The main results provide support for 

ourr three hypotheses that stipulate that the effect of formal barriers will be associated 

withh informal barriers (HI and H2); and, environmental barriers will be associated with 

skilll  barriers (H3). In addition, personal and business characteristics such as facilities 

ownership,, location, turnover and SME owner's age were also significant factors in the 

perceptionn of different business barriers. The interrelations between business barriers 

makee clear that change in one type of barrier may lead not only to a change in the 

perceptionn of this barrier but also in the perception of other types of barriers. 

Thoughh 'lack of information', an environmental barrier, was not considered significant 

onn its own, it was significant in relation to formal barriers and skill barriers. Similarly, the 

skilll  barrier, 'management problems' was significant in relation to environmental barriers 

andd informal barriers. Both are related to 'knowledge gaps' carried over from the Soviet 

systemm that continue to exert a detrimental effect on private business development. 

Ourr results have implications for governmental policies. Policy recommendations related 

too the results presented in this chapter are further presented in Chapter 9. 
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Appendixx 6.1: Explanatory variables 

Variabl ee Name Definition Meann SD 

0.49 9 

0.33 3 

331 1 

332 2 

332 2 

329 9 

0.82 2 

0.22 2 

0.42 2 

0.27 7 

0.38 8 

0.41 1 

0.49 9 

0.44 4 

Ownn facilities One if the respondent owned their business facilities, zero 327 0.58 
otherwise. . 

Home-basedd One if they ran their business from their home, zero 323 0.12 

otherwise. . 

Scratchh One if business was started from nothing, zero otherwise. 

Manuff  One if business is engaged in manufacturing, zero otherwise. 

Tradee One if business is engaged in trade, zero otherwise. 

Rurall  One if business is located in a small city or rural area, zero if 

locatedd in a big city (Vilnius, Kaunas, Klaipeda) or medium 
cityy (Siauliai, Panevezys, Alytus). 

Transitionn effect One if the business was started before or in 1994, zero 326 0.83 0.38 
otherwise. . 

Under-reportt One if the respondent agreed that in order to survive and 327 0.49 0.50 
grow,, many firms in their industry misreport their 
operationall  and financial results, zero otherwise. The 
responsee to this question is considered a proxy for the 
respondent'ss own behavior. 

Businesss Ordinal variable indicating annual business turnover for 321 2.73 
Turnoverr 1999. Five categories were possible: (1) up to 100 000 Lt; 

(2)) 100 001 - 500 000 Lt; (3) 500 001 - 1 000 000 Lt; (4) 1 
0000 001 -5 000 000 Lt; (5) more than 5 000 000 Lt. 

Sexx One if female, zero if male. 

Educationn One if university educated, zero otherwise. 

Businesss exp. One if the respondent had previous job-related work 

experiencee in their business's current activities, zero 
otherwise. . 

Mngt.. exp. One if the respondent had previous work-related 327 0.50 0.50 

managementt experience, zero otherwise. 

Agee Age in years. 

Agee squared Age variable squared. 

Formall  One if the respondent is affected by formal barriers, zero 
barrier ss otherwise. 

Taxess One if the respondent completely agreed or agreed that 330 0.86 0.34 
'taxess are too high' formed a main barrier to their business, 
zeroo otherwise. 

1.31 1 

332 2 

329 9 

325 5 

0.27 7 

0.69 9 

0.46 6 

0.44 4 

0.46 6 

0.50 0 

326 6 

326 6 

277 7 

43 3 

1895 5 

0.41 1 

8.86 6 

798 8 

0.49 9 
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Variabl ee name Definition NN Mean SD 

Ambiguityy of One if the respondent completely agreed or agreed that 331 0.84 0.37 
taxx pol 'ambiguity of tax policies' formed a main barrier to their 

business,, zero otherwise. 

Informa ll  Non-categorical variable with 3 possibilities: (1) No pattern 253 1.60 0.73 
barrier ss to responses, (2) Affected by some corruption and late 

paymentt by clients; (3) Most affected by corruption 

Implementationn One if the respondent completely agreed or agreed that 325 0.56 0.50 
'implementationn of business regulations' formed a main 
barrierr to their business, zero otherwise. 

Taxx inspections One if the respondent completely agreed or agreed that 'too 328 0.68 0.47 
manyy tax inspections' formed a main barrier to their 
business,, zero otherwise. 

Natll  govt One if the respondent completely agreed or agreed that 329 0.74 0.44 
corruptionn 'governmental corruption on at national level' formed a main 

barrierr to their business, zero otherwise. 

Mafiaa One if the respondent completely agreed or agreed that 320 0.16 0.37 
'Mafiaa and racketeering' formed a main barrier to their 
business,, zero otherwise. 

Environ-- Non-categorical variable with 3 possibilities: (1) No pattern 277 1.79 0.72 
mentall  to responses, (2) Affected by low purchasing power only; (3) 
barrier ss Affected by all environmental barriers. 

Informationn One if the respondent completely agreed or agreed that 'lack 
off  information' formed a main barrier to their business, zero 
otherwise. . 

3299 0.39 0.49 9 

Legal l 
competition n 

Illegal l 
competition n 

Onee if the respondent completely agreed or agreed that 329 0.42 0.49 
'competitionn from legal businesses' formed a main barrier to 
theirr business, zero otherwise. 

Onee if the respondent completely agreed or agreed that 326 0.52 0.50 
'competitionn from illegal businesses' formed a main barrier 
too their business, zero otherwise. 

Skilll  barrier s One if the respondent was affected by skill barriers, zero 293 
otherwise. . 

0.344 0.47 

Growthh One if the respondent completely agreed or agreed that 328 0.59 0.49 
'inabilityy to grow into new markets' formed a main barrier to 
theirr business, zero otherwise. 

Managementt One if the respondent completely agree or agreed that 325 0.33 0.47 
'managementt problems' formed a main barrier to their 
business,, zero otherwise. 

NN = total number of responses; SD = standard deviation. 
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Appendixx 6.2. Barriers identified by SME owners in percentages 

Formall  Barrier s 

Taxess too high 
Frequentt changes to tax policies 
Ambiguityy of tax policies 
Businesss legislation 

Informa ll  Barrier s 

Implementationn of business regulations 
Tooo many tax inspections 
Nationall  governmental corruption 
Regionall  governmental corruption 
Timee spent negotiating / loc. officials and inspectors 
Latee payment by clients 
Taxx inspector corruption 
Mafia,, racketeering 
Environmentall  Barrier s 

Loww purchasing power 
Lackk of funds for bus. Investments 
Competitionn from illegal businesses 
Lackk of information 
Competitionn from legal businesses 

Skilll  Barrier s 

Inabilityy to grow into new markets 
Managementt problems 
CAA = Completely agree; A = Agree; N/N = Neither 
disagree;; N/A = Not applicable. 
NN = Total number of responses. 

CD D 
% % 
0 0 
0 0 
0.3 3 
1 1 

CD D 

N/A A 
% % 
0.6 6 
0.3 3 
0.3 3 
4 4 
N/A A 

N N 

322 2 
319 9 
315 5 
295 5 
N N 

CA A 
% % 
64 4 
71 1 
56 6 
36 6 
CA A 

A A 
% % 
5 5 
23 3 
32 2 
36 6 
A A 

N/N N 
% % 
10 0 
5 5 
10 0 
19 9 
N/N N 

26 6 
48 8 
48 8 
33 3 
45 5 
41 1 
25 5 
6 6 
CA A 

34 4 
23 3 
29 9 
27 7 
26 6 
32 2 
16 6 
11 1 
A A 

30 0 
24 4 
19 9 
30 0 
21 1 
15 5 
45 5 
36 6 
N/N N 

6 6 
3 3 
2 2 
5 5 
6 6 
7 7 
8 8 
32 2 
D D 

2 2 
1 1 
1 1 
2 2 
1 1 
2 2 
3 3 
11 1 
CD D 

2 2 
1 1 
1 1 
3 3 
1 1 
3 3 
3 3 
4 4 
N/A A 

3U0 0 
314 4 
316 6 
307 7 
311 1 
314 4 
311 1 
305 5 
N N 

58 8 
53 3 
32 2 
10 0 
15 5 
CA A 

33 3 
32 2 
24 4 
31 1 
31 1 
A A 

7 7 
11 1 
27 7 
29 9 
28 8 
N/N N 

1 1 
3 3 
12 2 
22 2 
18 8 
D D 

0.3 3 
0 0 
4 4 
7 7 
7 7 
CD D 

0.9 9 
1 1 
2 2 
1 1 
1 1 
N/A A 

320 0 
318 8 
306 6 
313 3 
304 4 
N N 

244 39 24 10 2 1 312 
88 27 40 18 5 2 309 

agreee nor disagree; D = Disagree; CD = Completely 
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Chapterr  6 notes 

'' See Chapter 1.5 for further description. 
22 From this point further we refer to these categories as before or after 1994, which implicitly compares 
businesses,, started in or before 1994 to businesses started after 1994. 
33 See also Chapter 7. 
44 See Chapter 5, endnote 2. 
55 A type of composite measure developed by R. Likert. The Likert scale allows for the use of standardized 
responsee categories that can be clearly ordered (Babbie 1998). 
66 See Aidis (2002a) for further description of methodology used. 
77 Tax policies refer not only to tax rates but also to the multitude of administrative procedures related to tax 
regulations.. SME owners incur additional compliance costs in terms of time and paperwork as a result of 
changess in administrative procedures (Bannock & Peacock 1989). 
88 For further discussion see Aidis (2002a). 
99 We used Ward"s grouping method and formed hierarchical clusters using SPSS to form new variables. 
Factorr analysis could not be performed since the assumption of equal distribution of responses was violated 
byy our data set. 
1(11 Multinomial logit models were chosen since we had three categories in our dependent variable without a 
clearr order. 
1'' In our regression model using only the control variables, having a home-based business and not having 
previouss business-related experience was significantly associated with the likelihood of perceiving to be 
affectedd by formal barriers. 
122 In our regression model using control variables only, age of SME owner was not significant. 
155 In our regression model using control variables only, home-based businesses and higher business 
turnoverr were associated with the likelihood of an SME owner perceiving to be affected by environmental 
barriers. . 
144 In our regression model using control variables only, ownership of business facilities was no longer 
significantlyy associated with the likelihood of an SME owner perceiving to be affected by skill barriers. 
Whereass SME owners engaged in the manufacturing sector were significantly associated with the 
likelihoodd of perceiving to be affected by skill barriers. 
155 Supplemental information was obtained from twenty-one qualitative interviews. See Chapter 5, 
'^Thoughh there are exceptions (especially in the restaurant/hotel sectors) Mafia and racketeering operations 
havee become less threatening to the business owner because they have 'legitimized' their activities by 
startingg legally registered private security companies. They now provide legal 'protection' services for a 
fee.. In this sense, Lithuania seems to have moved beyond the early transition phase where Mafia and 
racketeeringg operations prevailed and threatened the existence of SMEs (see chapter 5.3.6). 


