@i@} Journal of East European
|

Management Studies J. East Eur. Manag. Stud. 2025; 30(4): 49269

https://doi.org/10.31083/JEEMS49269

Article

Challenges Confronting Small and Medium-Sized Enterprises: An
Examination of the Western Balkans Context

Lura Rexhepi Mahmutaj'®, Kujtim Zylfijaj%*

I Department of Management, Faculty of Economics, University of Prishtina in Kosovo, 10000 Prishtina, Kosovo
2Faculty of Management, Business and Economics, University of Business and Technology, 10000 Prishtina, Kosovo
*Correspondence: kujtim.zylfijaj@ubt-uni.net (Kujtim Zylfijaj)

Academic Editor: Rainhart Lang

Submitted: 9 January 2024 Revised: 21 April 2025 Accepted: 14 September 2025 Published: 22 December 2025

Abstract

Small and medium-sized enterprises (SMEs) constitute a substantial segment of the private sector, driving job creation and economic
growth. The study utilizes data from the World Bank’s Enterprise Performance Survey to examine the challenges facing SMEs, as
perceived by enterprise managers, and their impact on growth in the Western Balkan countries (WBCs). This study draws on contingency
theory and adopts a resource-based perspective. The empirical analysis employs a probit regression. Firm growth is used as the dependent
variable, measured by sales growth, while firm characteristics and external business environment obstacles serve as explanatory variables.
The research findings indicate that barriers constraining firm growth in WBCs include informal-sector competition, electricity shortages,
access to finance, tax rates, tax administration, business licensing and permits, political instability, inefficient courts, and crime, theft,
and disorder. Internal firm characteristics, such as having a written business strategy, are positively associated with firm growth, whereas

firm size is negatively associated. This research contributes to both policy-making and practical applications.
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1. Introduction

The Western Balkan Countries (WBCs) are transi-
tional countries, having undergone a paradigm shift in eco-
nomic structure from a centrally planned to a market econ-
omy in the early 1990s. The ongoing process of economic
restructuring distinguishes them as still having complexities
in this transformative phase. Despite aspiring to join the Eu-
ropean Union (EU), WBCs faces numerous obstacles that
challenge its economic development. WBCs’ economic sit-
uation remains unfavourable due to past wars, a lack of rule
of law, and inadequate economic systems, which have led
to a weak foundation for further economic growth (Dis-
oska, 2017), which caused disruptions in international eco-
nomic relations and showed the dependence on WBCs on
the EU countries on trade, investment, and finance (Dis-
oska, 2017). The transition from a plan-based to a market-
based economy within WBCs has been extremely challeng-
ing due to the external and internal barriers to Small and
Medium-sized Enterprises (SMEs) growth, including high
unemployment levels and a decline in GDP compared to the
EU (Dzafi¢, 2015). The WBCs is particularly vulnerable to
the economic impact due to its relatively small size, open-
ness, and reliance on imports. Moreover, SMEs within the
WBCs lag behind those within the EU in terms of produc-
tivity (Ur Rehman et al., 2019), which stands at 60% of the
EU average (Sanfey and Milatovic, 2018). Nevertheless,
SMEs in WBCs contribute a larger share of value-added,
accounting for 65% of GDP compared to the EU average

of 56% (OECD, 2022). Thus, WBCs must recognize the
crucial role of SMEs in driving economic growth and em-
phasize that this sector should be a priority in addressing
economic challenges.

The growth of the SMEs sector holds profound im-
portance for WBCs, given its status as an EU pre-accession
economy. This sector accounts for 75% of total em-
ployment within these countries. There is progress in
the Western Balkans (WB) as these countries are cov-
ered by the EU enlargement agenda and exhibit advance-
ments in transitioning towards a market-based economic
system.  This transformation is facilitated by imple-
menting policies within SMEs that contribute to broader
innovation frameworks and infrastructural developments
(OECD/EU/EBRD/ETF/SEECEL, 2016). Entrepreneurial
activity must be developed to foster entrepreneurship and
SMEs growth within the WBCs, which involves investing
in entrepreneurial education, promoting innovative busi-
ness practices, and thereby transforming the entrepreneurial
culture within firms in the WBCs. WBCs should focus on
establishing new businesses and have productive firms with
long-term strategic direction (Dzafi¢, 2015).

Despite these impediments, SMEs possess significant
potential, characterized by flexibility, entrepreneurial cul-
ture, employment generation capabilities, and the capac-
ity to drive technological advancements (Woschke et al.,
2017). Various studies highlight the pivotal role of SMEs
in transition countries (Smallbone and Welter, 2001; Gruda
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and Milo, 2010). Moreover, Williams (2017a) reinforces
the significance of SMEs in regional development, a per-
spective echoed by the European Bank for Reconstruc-
tion and Development (EBRD), an international institution,
which characterizes SMEs in the Western Balkan region as
catalysts for fostering innovation and economic growth.

Research into the characteristics of firm growth usu-
ally encompasses the examination of barriers. Barriers
comprise internal and external factors that limit a firm’s
growth potential (Storey, 1994; Achtenhagen et al., 2004).
Consequently, it is crucial to understand the impact of ob-
stacles on SMEs growth, particularly in transitional coun-
tries (Wells et al., 2003).

Given the risk associated with start-up investments,
the influence of access to finance on SMEs’ growth depends
on their size. Consequently, the availability of low-risk
collateral is constrained compared to their well-established
businesses (Beck, 2007). Notably, Wang (2016) argues
that one of the biggest obstacles hindering the growth of
SME:s is access to finance. The main barriers to securing
external financing are the high cost of borrowing and the
need for requisite consultant support. Recognized obsta-
cles to growth for SMEs encompass deficiencies in exper-
tise, limited funding availability, and challenges related to
cash flows (Lee, 2014).

Informal practices refer to business activities that oc-
cur outside of legal and regulatory frameworks, which are
employed to cut costs. They lead to unfair competition, re-
duce government tax revenue, and disrupt market fairness,
particularly in countries with weak enforcement of regula-
tions or high costs of legal compliance (Chen, 2007). In
the WBCs, weak enforcement of laws, high levels of cor-
ruption, and economic pressures make informality a key
challenge, accounting for about one-third of GDP (OECD,
2022). Despite its widespread presence, there is no single
agreed-upon definition, with most definitions focusing on
legal aspects while often overlooking cultural factors that
deeply influence informality. Luque (2022) explored 102
definitions of the informal economy, identifying seven key
dimensions: economic, legal, social, political, cultural, eth-
ical, and labour-related.

The informal economy is complex and encounters
challenges related to the economy, politics, society, and the
labour market. The informal economy has grown signifi-
cantly, accounting for approximately 40% of GDP in devel-
oping countries and around 17% in developed ones (Webb
et al., 2009). According to the most recent International
Labor Organization report on men and women working in
the informal economy, more than 2 billion individuals, or
over 60% of the global employed population, work infor-
mally (International Labour Organization, 2018). Infor-
mality changes slowly, especially in emerging economies,
despite sustained economic development. The high infor-
mality rate and lack of working conditions limit feasible
economic activities and hinder the growth of potential in-

dustries that require significant capital investments (Gol-
man and Ernst, 2022). Treating informality as a crime
without offering support or solutions merely exposes the
shortcomings of today’s globalized society, which is of-
ten driven by vested interests and either lacks the tools to
address these issues or misuses available resources on de-
velopment projects like military expansion, infrastructure
construction, and tax breaks for environmentally harmful
vehicles (Luque, 2022).

These barriers hinder the growth of the private sec-
tor, as demonstrated by previous research, particularly in
transition and developing economies, which examines firm
characteristics and the business environment to explain firm
growth (Hashi, 2001; Krasniqi, 2007; Dzafi¢ et al., 2011).
While extensive research has explored specific obstacles
and their impact on growth in various developing countries
(Doern, 2009), only a limited number of studies (Dzafi¢ et
al.,2011; Ur Rehman et al., 2019; Zylfijaj et al., 2020) have
focused on the WBCs, identifying the key barriers faced by
firms.

Given the existing research gap, this study aims to
advance the understanding of the impact of barriers on
SMEs growth, with a particular focus on the practices of
the informal sector. This study employs data sourced from
the World Bank’s Enterprise Performance Survey (World
Bank Group, 2020). Similar to the study by Safari and
Saleh (2020), the research model is based on the resource-
based view (RBV) (Galbreath, 2005) and contingency the-
ory (Beleska-Spasova, 2014). The resource-based view
theory examines the origins of competitive advantage and
the growth of superior firms (Bakar and Ahmad, 2010). The
primary contribution of the resource-based view is its em-
phasis on sustainable competitive advantage, which enables
firms to maximize their returns (Galbreath, 2005). More-
over, contingency theory is used because internal and exter-
nal environmental factors should be considered to promote
firm growth (Beleska-Spasova, 2014).

The remainder of this study is structured as follows.
Through a comprehensive review of existing literature, this
research examines all obstacles confronting SMEs within
the distinctive contexts of the WBCs. The first section
provides an overview of SMEs within the WBCs, focus-
ing on the barriers to their growth and development. The
research systematically identifies and analyses challenges
that SMEs encounter within each WBCs, employing a pro-
bit regression model. The empirical findings subsequently
offer potential solutions and policy recommendations, aim-
ing to formulate a shared SMEs growth strategy that could
improve both SMEs and the overall economic performance
of these nations. It concludes with practical and policy im-
plications derived from the empirical findings.
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2. Literature Review

2.1 Small and Medium-sized Enterprises (SMEs) in the
Western Balkans

In 2020, SMEs accounted for 99.7% of all enter-
prises in the WBCs, with a predominant share being mi-
cro enterprises (90.1%). This trend indicates a rising num-
ber of SMEs per resident, suggestive of an improving en-
trepreneurial culture and a potentially enhanced business
climate, with simplified firm start-up procedures and initia-
tives combating informality. Notably, the highest propor-
tion of SMEs per population is in Montenegro, followed by
Serbia (OECD, 2023).

Enterprises within the WBCs predominantly exhibit a
pronounced orientation towards service-oriented activities,
with SMEs being heavily concentrated in sectors such as
wholesaling, transportation, lodging and food, and real es-
tate. The preponderance of SMEs within the manufacturing
domain spans over 13% of all businesses throughout the re-
gion, with North Macedonia demonstrating the highest pro-
portion at 24.7% (OECD, 2023).

Despite confronting challenges over the past three
years, the economies of WBCs have shown improvement
across 11 out of 12 policy areas, according to the 2022
Small Business Act (SBA) assessment (OECD, 2022). This
progress indicates their ongoing commitment to cultivating
an environment that supports SMEs. They have excelled
in public procurement, standards, technical regulations, in-
ternationalization, support services for SMEs, and the in-
stitutional and regulatory framework for SMEs policymak-
ing. However, the region has yet to effect improvements in
several policy areas, including enterprise skills, innovation
policy for SMEs, bankruptcy and second-chance policies,
and the integration of SMEs into a green economy (OECD,
2023).

2.2 Obstacles Faced by SMEs

Across the WB region, SMEs identify the main chal-
lenges to growth as inadequate training and advisory ser-
vices, limited market information, and restricted access to
finance (Regional Cooperation Council, 2021). These dif-
ficulties were further aggravated by the COVID-19 pan-
demic, leaving SMEs especially susceptible to the crisis’s
far-reaching consequences. The transition of Business Sup-
port Services (BSS) to online platforms, necessitated by the
pandemic, proved to be disadvantageous to smaller and less
connected SMEs, given the reliance of many BSS offerings
on in-person interactions. Nevertheless, the shift to dig-
ital platforms has resulted in efficiencies for some SMEs
by reducing travel expenses. BSS played a crucial role in
overcoming barriers by offering training and mentorship to
firms (OECD, 2023).

2.2.1 Internal Factors

Internal factors, predominantly under the company’s
control, play a crucial role in its growth. These factors must
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strategically align with the external business environment
to optimize firm performance. Internal factors influencing
SMEs growth include age, sector, location, size, workforce
education and training, and management practices. Firms
operating in one sector may grow faster than those operat-
ing in another, influencing firm growth rates. Size is re-
lated to the employment levels of the firm, where small
firms grow faster than larger ones, except for sole propri-
etorships (Storey, 1994). According to Nunes et al. (2013),
age and size function as limiting factors in the growth of
young SMEs, but these factors are not significant in the
growth of older SMEs.

Furthermore, Anggadwita and Mustafid (2014) found
that the competencies of human resources have a significant
and positive impact on the performance of SMEs. Wang
et al. (2007) emphasize the importance of strategic plan-
ning in SMEs, arguing that it facilitates firm growth. Ad-
ditionally, Wang (2016) suggests that critical determinants
of firm characteristics include size, age, growth rate, and
ownership. A study conducted by Cowling et al. (2018)
presents evidence demonstrating the relationship between
firm age and growth. Idris et al. (2023) found a positive
and significant relationship between training and SMEs per-
formance using large-scale data from UK SMEs. A study
based on a comprehensive survey of Indian firms finds that
firms with international quality certification perceive fewer
obstacles compared to those without such certification (Ali
and Yusuf, 2021).

2.2.2 External Factors

2.2.2.1 Access to Finance. A predominant challenge con-
fronting SMEs in the WBCs in entrepreneurship is the is-
sue of access to financing (OECD, 2023). A thorough anal-
ysis of the literature about emerging nations revealed that
the predominant barrier to SMEs growth is access to fi-
nance (Zylfijaj and Nikoloski, 2021; OECD, 2023). The
unfavourable business environment in developing countries
contributes to the challenges faced by SMEs when seek-
ing financing (Hashi, 2001). The results of the study con-
ducted by Krasniqi (2010) indicate that high interest rates,
stringent collateral requirements, and short payment terms
significantly hinder access to financing, thereby posing a
barrier to the expansion of small businesses. In the context
of Serbia, financial access barriers are caused by a lack of
microfinance organizations and inadequate assistance from
the banking industry, which tends to regard SMEs as busi-
nesses that will fail within five years (Hadzi¢ and Pavlovié,
2016).

2.2.2.2 Labour. SMEs require access to a skilled and mo-
tivated labour pool to sustain their growth. As Hellriegel
et al. (2008) noted, managerial competencies encompass
the knowledge, abilities, behaviours, and attitudes that un-
derpin individual effectiveness. The survival and expan-
sion of newly established SMEs heavily depend upon the
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possession of managerial competencies; however, many of
them fail due to the lack of requisite skills and competen-
cies (Martin and Staines, 1994). Hiring qualified labour is
costly and difficult for SMEs (Mahadea, 2008). The ab-
sence of a suitably qualified labour force emerges as a sig-
nificant barrier for SMEs, particularly in light of the intro-
duction of new technologies and the need for managerial
and entrepreneurial abilities (Mamman et al., 2007).

2.2.2.3 Infrastructure. Infrastructure development plays a
significant role in either helping or hindering SMEs growth,
according to Dzafi¢ et al. (2011), who characterize it as an
external determinant of firm growth. The quality of infras-
tructure, including roads, bridges, energy, sewerage, elec-
trical grids, and telecommunications, impacts the growth
of SMEs (Akinyele et al., 2016). Notably, the competi-
tiveness and productivity of SMEs have been affected by
poor infrastructure (Igwe, 2016), particularly in rural areas
where transport costs for inputs and product shipping are
higher due to the poor condition of roads (Kubickova et al.,
2017). Firms in the WBCs face administrative barriers that
are costly for doing business, including difficulties in get-
ting electricity and construction permits, paying taxes, en-
forcing contracts, or resolving insolvency (Bartlett et al.,
2022).

2.2.2.4 Tax Rate, Customs, and Trade Regulations. SMEs
are particularly harmed by a regulatory environment that
is overly burdened with regulations and barriers to busi-
ness start-up and operation. Taxation, regulations, rules,
and procedures, as well as institutional growth, are essen-
tial to the overall consolidation of the economy (Aidis and
Estrin, 2006). The transitional setting of SMEs in devel-
oping countries is characterized by a dynamic legislative
framework, a high degree of bureaucratic procedures, and
a lack of management expertise in the private sector, stem-
ming from the legacy of communism (Smallbone and Wel-
ter, 2001). These circumstances necessitate reliance on in-
terpersonal connections and networks, prompting them to
engage in the informal economy. Moreover, tax payments
and registration licenses that new SMEs must obtain pose
challenges caused by regulatory constraints (Hashi, 2001).
Newly established SMEs believe that the government needs
to provide them with adequate assistance (Siringoringo et
al., 2009). The prominent issues that hinder firm growth in
WBCs include tax rates and tax administration, while cus-
toms and trade regulations are a major problem for many ex-
porters (Sanfey and Milatovic, 2018). Gomez et al. (2023)
argue that the non-coordinated approach of WBCs to trade
facilitation reforms hinders welfare and growth.

2.2.2.5 Practices of the Informal Sector. The predominant
obstacle to the market has been attributed to informal sec-
tor operations for many years. Godfrey (2011) enumerates
several informal economy participants, including individ-

uals and SMEs. The fact that their transactions are being
carried out in an unregulated manner unites them all, af-
fecting both developed and developing nations, with the lat-
ter accounting for 17% of GDP in developed nations and
40% in developing nations (Webb et al., 2009). In the
WBCs, informal practices arise as a reaction to the short-
comings of formal institutions, such as new laws, agen-
cies, and procedures introduced through top-down politi-
cal reforms (SSES, 2019). Informality is widely driven
by corruption, weak institutions and regulatory environ-
ments, insufficient enforcement capacity of the public au-
thorities, and low awareness of its negative social implica-
tions (SELDI, 2022). The INFORM project’s findings re-
veal that informality is a prevalent phenomenon in the WB
region (SSES, 2019), with a prevalence three times higher
than the average EU level since 2008 (OECD, 2023). Thus,
it is crucial to understand how these societies truly operate
in bridging the gaps between formal legal frameworks and
actual informal practices (SSES, 2019).

Over the last century, emerging countries have expe-
rienced rapid urban growth, resulting in the emergence of
alternative income-generating means and the development
of an informal economy. Informal businesses often engage
in tax evasion and illegal labour practices, and as a result,
they are not subject to the same societal regulations as for-
mal businesses (Golman and Ernst, 2022). They are eco-
nomic activities conducted by unregistered businesses or
those operating under the radar, hidden from taxation (God-
frey, 2011). Chowdhury (2005) highlights the core fea-
tures of the informal sector, including irregular payments,
weak rule of law, political instability, and corruption. The
primary objective of informal businesses is to secure their
survival rather than make large profits. In addition, the
workforce is primarily composed of family members, char-
acterized by low capital investment, outdated technology,
and small-scale operations (Tokman, 2007). Nevertheless,
when unregulated financing costs increase more than fixed
expenses, taxes, and registration fees, businesses decide to
turn to the formal sector, where they may be more produc-
tive.

The dualist view divides the economy into two distinct
sectors, formal and informal, which are seen as entirely sep-
arate. Dualists argue that economic development would ei-
ther transform or absorb the informal sector into the formal
economy (Bacchetta et al., 2009). However, critics from
the structuralist perspective highlight the interconnections
between these sectors, viewing them as a continuum of eco-
nomic activities. In this view, the informal sector comprises
micro-firms and workers that reduce input and labour costs,
thereby enhancing the competitiveness of larger firms (Tok-
man, 1978). Meanwhile, the voluntarist view regards in-
formal firms as small units that opt for informality to evade
taxes and costly regulations, weighing the costs and benefits
of operating outside formal institutions (Maloney, 2004).
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2.2.2.6 Corruption. A universal phenomenon that affects
various entrepreneurial domains is corruption. According
to Williams et al. (2017b), the impact of corruption on en-
trepreneurship is primarily attributed to weak institutions
and complicated procedures and legal frameworks, espe-
cially in the WB region (Budak and Rajh, 2014). Cor-
ruption is high in transition economies due to the continu-
ous changes in the legal environment (Xheneti and Bartlett,
2012). Gaviria (2002) highlights that bureaucracy and regu-
latory compliance issues are frequently connected to SMEs’
engagement in corruption. Due to the limited bargaining
power, SMEs cannot resist demands for unofficial pay-
ments and similar solicitations.

2.3 Firm Growth

The business environment and firm growth are closely
related; if the business climate is unfavourable, the firm’s
ability to grow will be limited (Herrera and Kouamé, 2017).
Herein, the business environment is the collection of factors
encompassing strategies, institutions, and laws that influ-
ence and spur an organization’s growth, employment cre-
ation, and productivity (Igwe, 2016). Within the context
of transition economies, SMEs play a transformative role
by reducing labour force surpluses, establishing and reor-
ganizing economic sectors, and effecting changes in social
structures (Smallbone and Welter, 2001).

The conceptualization of firm growth dates back to
the 1930s, when it was known as the Law of Proportionate
Effect, commonly referred to as Gibrat’s Law of Propor-
tionate Growth. This framework is used to determine firm
growth, which is independent of the firm’s size (Rosli and
Sidek, 2013). Sales growth is an exceptionally reliable and
commonly used indicator due to its ease of measurement
and higher likelihood of accurate recording (Barringer et
al., 2005).

While previous studies have identified obstacles that
SMEs face, there is a need for more empirical observa-
tions of the specific impacts on SMEs growth, particularly
within transitional nations (Aidis and Estrin, 2006; Budak
and Rajh, 2014; Bartlett et al., 2022). Based on the theories
outlined above, this research aims to answer the primary
question: “What are the key obstacles to SMEs’ growth in
WBCs?” To evaluate what the literature indicates about ob-
stacles within the context of WBCs, the following hypothe-
ses have been formulated:

H1: Business environment barriers significantly influ-
ence sales growth.

H2: Firm characteristics significantly influence sales
growth.

Fig. 1 presents the study’s conceptual framework. The
framework illustrates the relationship between business ob-
stacles, firm characteristics, and sales growth.
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3. Research Methodology

The study employs an empirical approach, utilizing
primary research data from the sixth round of the Enterprise
Performance Survey on WBCs (BEEPS VI), conducted in
2019-2020. The survey was part of a joint project of the Eu-
ropean Bank for Reconstruction and Development (EBRD),
the European Investment Bank (EIB), and the World Bank
Group (WBG). The BEEPS VI survey focuses on capturing
the experiences and perceptions of firms regarding the busi-
ness environment, infrastructure, access to finance, gover-
nance, and firm performance across the WBCs. The survey
collects anonymous responses from top managers, offering
valuable firm-level information on firm growth and insights
into firm barriers. A previous study has also utilized this
dataset (Bartlett, 2023). It offers a more comprehensive and
detailed dataset suitable for our research purposes.

More precisely, the study seeks to identify barriers
to the growth of the private sector, aligning with the ulti-
mate goal of increased employment and economic growth.
Given the cross-country nature of the data, cultural differ-
ences may concern the quality of the data. Nevertheless,
this survey provides a valuable opportunity for benchmark-
ing across diverse national contexts. Our sample covers six
WBCs. Table | presents the distribution of firms included
in the sample, classified by country and sector (services vs.
manufacturing). The total sample consists of 1859 firms
from six WBCs. Specifically, Albania accounts for 20.3%
of the total sample, followed by Bosnia and Herzegov-
ina (19.5%), Kosovo (14.6%), North Macedonia (19.3%),
Montenegro (6.9%), and Serbia (19.4%).

Regarding sectoral distribution, the sample is rela-
tively balanced, with 913 firms (49%) operating in the ser-
vice sector and 946 firms (51%) in the manufacturing sec-
tor. In Albania and North Macedonia, manufacturing firms
are more prevalent, accounting for 27% and 25% of the to-
tal sample, respectively. In contrast, Bosnia and Herzegov-
ina and Serbia have a higher concentration of service sector
firms, accounting for 26% and 25%, respectively, of the to-
tal sample.

Table 2 illustrates the distribution of firms across six
WBCs based on their size. Firms are categorized as small,
medium, or large according to the number of employees,
following standard classification criteria. The results indi-
cate that small firms (767) constitute the largest proportion
of the sample (41.3%), followed by medium-sized firms
(32.9%) and large firms (25.9%). Notably, Kosovo has the
lowest proportion of large firms (4%), while Bosnia and
Herzegovina and Serbia each report relatively higher shares
of large firms (23%).

Variables

This section outlines the dependent and independent
variables employed for this study. The SMEs’ growth in
terms of sales is the dependent variable, and the challenges
they face in achieving this growth are the independent vari-
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Fig. 1. Conceptual framework.

Table 1. Distribution of firms by country and sector.

Country Sector
Country Frequency Percent Service Percent Manufacturing Percent
Albania 377 20.3% 119 13% 258 27%
Bosnia & Herzgovina 362 19.5% 241 26% 121 13%
Kosovo 271 14.6% 135 15% 136 15%
North Macedonia 360 19.3% 122 13% 238 25%
Montenegro 128 6.9% 59 7% 69 7%
Serbia 361 19.4% 237 26% 124 13%
Total 1859 100% 913 100% 946 100%
Table 2. Distribution of firms by size and country.
Country Small Firms  Percent Medium Firms  Percent Large Firms  Percent
Albania 156 20% 117 19% 104 22%
Bosnia & Herzegovina 130 17% 123 20% 109 23%
Kosovo 146 19% 104 17% 21 4%
North Macedonia 142 19% 119 20% 99 20%
Montenegro 52 7% 38 6% 38 8%
Serbia 141 18% 110 18% 110 23%
Total 767 100% 611 100% 481 100%

ables. Evaluating many independent variables provides
a more accurate business development presentation (Wik-
lund et al., 2009). The questionnaire consists of questions
that enable us to specify the variables of interest, as out-
lined in the literature review. As specified in the question-
naire, obstacles to the business environment are reported
based on the respondents’ perceptions of these issues. To
scale their perception, the Likert scale was applied with the

following modalities: 0—no obstacle, l—minor obstacle,
2—moderate obstacle, 3—major obstacle, and 4—very se-
vere obstacle. We also include model control variables as
dummy variables, which refer to the organizational com-
petencies of the firms. The dependent variable, based on
the respondents’ predictions, is derived from the question:
Considering the following year, are this establishment’s to-
tal sales expected to increase, decrease, or stay the same?
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Table 3. Descriptive statistics.

Western Balkans

Variables definition Min Max Mean Std. Dev.
Sales (1—growth; 0—no growth) 0 1 0.38 0.337
Electricity (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.58 0.492
Transport (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.45 0.498
Customs and trade regulations (0—no obstacle; |—minor to very severe obstacle) 0 1 0.44 0.497
Practices of competitors in the informal sector (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.65 0.476
Crime, theft, and disorder (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.49 0.500
Access to finance (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.54 0.499
Tax rate (0—no obstacle; l—minor to very severe obstacle) 0 1 0.71 0.452
Tax administration (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.54 0.498
Business licensing and permit (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.44 0.496
Political instability (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.68 0.466
Corruption (0—no obstacle; I—minor to very severe obstacle) 0 1 0.57 0.495
Court inefficiency (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.51 0.500
Labour regulation (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.44 0.497
Inadequately educated workforce (0—no obstacle; 1—minor to very severe obstacle) 0 1 0.57 0.495
Sector (1—service; 0—others) 0 1 0.49 0.500
Manufacturing (1—manufacturing; 0—others) 0 1 0.51 0.500
Size of the firm (1—small firms, 0—Others) 0 1 2.16 40.671
Size of the firm (1—medium firms, 0—Others) 0 1 1.87 40.682
Size of the firm (1—large firms, 0—Others) 0 1 2.28 49.968
Age of the firm (1—1-5 years, 0—Others) 0 1 0.14 0.347
Age of the firm (1—6-15 years, 0—Others) 0 1 0.33 0.471
Age of the firm (1—16+ years, 0—Others) 0 1 0.52 0.499
Formal training programs (1—Yes; 0—No) 0 1 0.41 0.492
Written business strategy (1—Yes; 0—No) 0 1 0.45 0.497
Internationally recognized quality certification (1—Yes; 0—No) 0 1 0.28 0.472

Std. Dev., Standard deviation.

The answers decreased and stayed the same were coded,
not growth. Therefore, we have a dummy sales variable:
1—growth and 0—no growth.

4. Results and Discussion
4.1 Descriptive Statistics

Table 3 shows descriptive statistics related to the per-
ceived obstacles to sales growth in the context of the WBCs.
These factors encompass aspects such as infrastructure
(electricity, transport), regulatory environment (customs
and trade regulations, tax administration), market dynam-
ics (practices of competitors in the informal sector, inad-
equately educated workforce), governance issues (corrup-
tion, political instability), and internal organizational char-
acteristics (sector, firm size, age of the firm, formal training
programs, written business strategy, and international rec-
ognized quality certification).

The analysis reveals that 38% of SMEs anticipate sales
growth, while 62% do not, indicating a notable variation
across firms.

Among business environment obstacles, tax rates
(0.71), political instability (0.68), and informal sector com-
petition (0.65) are perceived as the most significant chal-
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lenges. Electricity (0.58), corruption (0.57), access to fi-
nance (0.54), and tax administration (0.54) are viewed as
moderate obstacles, while transport (0.45), customs and
trade regulations (0.44), and labor regulations (0.44) are
generally seen as minor issues. High standard deviations
indicate considerable differences in how these obstacles are
experienced across firms.

Regarding firm characteristics, most SMEs operate in
the service sector (63%), while 37% are in the manufac-
turing sector. The majority are medium to large firms,
with a substantial share established for 16 years or more
(52%). Furthermore, 55% of firms offer formal training
programs, 58% have a written business strategy, and 70%
possess internationally recognized quality certifications, re-
flecting strong adoption of international standards among
many SMEs.

4.2 Empirical Analysis

We employ a probit model (Gujarati, 2004) to pre-
dict the effects of obstacles in the business environment
on SMEs sales growth, using STATA/ SE 15.1 (StataCorp
LLC; College Station, TX, USA) software. The probit
model is specifically suited for situations where the depen-
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dent variable is binary, as in this case, SMEs sales growth
in the WB is represented as a binary outcome. This model
effectively captures the nonlinear relationship between the
predictors and the probability of sales growth, making it an
appropriate choice for this analysis. The coefficients de-
rived from the probit model can be interpreted through their
marginal effects, indicating how a one-unit change in a pre-
dictor variable influences the probability of sales growth
(Wooldridge, 2019). The model incorporates a broad set of
independent variables, detailed in Table 3, that reflect var-
ious dimensions of the business environment and the im-
portance of firm characteristics. This comprehensive ap-
proach facilitates a nuanced understanding of how multiple
factors collectively influence SMEs sales growth (Storey,
1994). The findings derived from the probit model can
help inform targeted strategies for enhancing SMEs growth,
thereby contributing to broader economic development in
the WB.

Coefficients and marginal effects for all estimated
equations are given in Table 4.

We conducted probit regression analysis using the ag-
gregate data from the WBCs, followed by separate regres-
sion analyses for each country. Table 4 presents the pro-
bit regression results examining the impact of various firm-
level obstacles and characteristics on the likelihood of expe-
riencing sales growth among firms in the WB. The sample
comprises 1804 firms, and the model shows a Nagelkerke
pseudo-R? of 0.1513 with a log-likelihood of —592.34.

Table 5 presents marginal effects. Three variables
emerge as statistically significant predictors of sales growth
among the business environment factors. First, the effect of
the variable “business licensing and permits” is estimated at
around 6%, meaning that firms identifying this as an obsta-
cle are 6% more likely to report sales growth. This suggests
that firms overcoming such barriers might be better posi-
tioned or more capable. Second, the effect of the variable
“labour regulation” is negative, indicating that firms iden-
tifying labour regulations as an obstacle are about 4% less
likely to report sales growth. This suggests that regulatory
rigidity in labour markets may constrain firm expansion.

“Access to finance” shows a marginally negative ef-
fect, indicating that firms identifying it as an obstacle are
about 3% less likely to report sales growth. This highlights
the persistent challenge of securing credit for firms seeking
to expand their operations. Other commonly cited barriers,
such as electricity, transportation, customs regulations, and
corruption, did not significantly impact sales growth.

Firm size plays an important role in sales performance.
Medium-sized firms are about 3.8% more likely to report
sales growth compared to micro and small firms, while
large firms are 6.2% more likely. This suggests that larger
firms benefit from economies of scale, stronger market
presence, and greater resources, which enhance their ability
to grow and compete effectively.

The country-level results reveal notable differences
across the region. Firms in Bosnia and Herzegovina are
about 15.5% more likely to report sales growth compared
to those in Albania, while firms in Kosovo and Serbia are
11.1% and 14.2% more likely, respectively. These positive
differences suggest that the business environments in these
countries offer more supportive conditions for firm growth,
due to stronger institutional frameworks, better market op-
portunities, or more effective policy support. In contrast,
firms in Montenegro are 30.9% less likely to report sales
growth relative to firms in Albania. This suggests potential
structural or institutional barriers, such as a limited market
size, regulatory challenges, or weaker access to resources,
that may be constraining business performance in Montene-
gro.

These findings suggest that regulatory and financial
constraints, along with country-specific factors, have a sig-
nificant influence on firm performance in the WBs. The
cross-country variations highlight the importance of consid-
ering local economic and policy contexts when evaluating
business growth dynamics in the region.

The aggregate regression model included country
dummy variables to account for fixed differences across
countries. To examine potential heterogeneity, separate
regressions were then conducted for each country, as
presented in Table 6 (regression estimates) and Table 7
(marginal effects). This approach enables the coefficients
of the explanatory variables to vary across countries, pro-
viding deeper insights into how specific barriers affect firm
growth within different national contexts.

Key variables such as electricity (Montenegro), crime
(Kosovo and Montenegro), access to finance (Montene-
gro), tax rates (Bosnia and Herzegovina), tax administra-
tion (Serbia), and business licensing (Albania and Kosovo)
remain significant in both models, affirming their robust as-
sociation with SMEs sales growth across the WB. Based
on marginal effects for individual countries, obstacles re-
lated to electricity have been positively correlated with sales
growth in Montenegro. A one-unit increase in the percep-
tion of electricity as a business obstacle increases the likeli-
hood of sales growth by 23.8%, holding other factors con-
stant. A comparable study on the impact of inadequate
electricity supply on SMEs growth found that the unreli-
able electricity supply and its high tariffs negatively im-
pacted the quantity and quality of production, resulting in
low sales and profitability (Forkuoh and Li, 2015). More-
over, Akinyele et al. (2016) emphasize the importance of
infrastructure, including electricity, as a supporting frame-
work for the expansion of SMEs.

Transport and regulatory constraints in customs and
trade did not significantly influence sales growth in WBCs.
Nevertheless, firm growth is impeded by a legal, social, and
fiscal framework that does not encourage the exchange of
moral principles, particularly for small enterprises, which
are then compelled to make tactical short-term conces-
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Table 4. Regression estimates for the firms’ sales growth (Western Balkans).

Sales growth

Variable
Coefficient (3)  p-value
Business Environment Obstacles
Electricity —0.0664363 0.477
Transport —0.1234794 0.222
Customs and trade regulations 0.1154157 0.26
Practices of competitors in the informal sector —0.0040314 0.967
Crime, theft, and disorder 0.1334495 0.173
Access to finance —0.1894421 0.051%*
Tax rate 0.0715372 0.544
Tax administration —0.0635064 0.577
Business licensing and permits 0.3241401 0.002%**
Political instability —0.0172304 0.877
Corruption —0.0979257 0.39
Courts inefficiency —0.013547 0.899
Labour regulation -0.2168102 0.038**
Inadequately educated workforce 0.0772403 0.426
Formal training programs 0.1040223 0.248
Written business strategy 0.1284966 0.151
International recognized quality certification 0.1324101 0.153
Sector and Firm Characteristics
Service Sector 0.1153909 0.421
Manufacturing Sector 0.1830395 0.272
FirmAge New -4.408129 0.99
FirmAge Growing —4.459042 0.99
FirmAge Mature —4.459892 0.99
Small firms —0.0012903 0.1%*
Medium firms 0.2087399 0.058%*
Large firms 0.3445691 0.049**
Country dummy (Albania = Reference)
Bosnia & Herzegovina 0.9471826 0.000%**
Kosovo 0.5491353 0.001%%**
North Macedonia 0.1559486 0.286
Montenegro —0.9119221 0.000%***
Serbia 0.8054079 0.000%*%*
Model fit
Log-likelihood —592.34232
Pseudo-R2-Nagelkerke 0.1513
Observations 1804

Notes: *, ** *** Significant at 10, 5, and 1 percent levels, respectively.

sions (Lorizio and Gurrieri, 2016). In transition economies,
where higher levels of regulation are required, the incidence
of bribery is also likely to be higher (Djankov et al., 2002).

Informal sector practices reveal a significant value re-
lated to Kosovo’s sales growth. The marginal effect for
this variable suggests that it is subject to competitive pres-
sure from unregistered firms. Informal sector activity of-
ten undermines formal sector activity, which is required to
comply with regulations and pay taxes (Williams, 2005).
However, while the informal sector primarily operates in
marginalized contexts, providing self-employment and ba-
sic livelihoods, its formalization is essential for enhanc-
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ing growth prospects and ensuring long-term sustainability
(Zylfijaj et al., 2020).

In Kosovo and Montenegro, crime, theft, and disor-
der have had a significant impact, indicating that security
concerns are a real impediment to growth. The overall re-
sults indicate that criminal activity is negatively associated
with the performance of SMEs. The high incidence of crime
affecting small firms and its adverse impact on their per-
formance underscores the importance of collaboration be-
tween the government and the business sector in establish-
ing effective and affordable security solutions tailored to
small enterprises. Supporting these businesses is crucial for
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Table 5. Marginal effects for the firms’ sales growth (Western Balkans).

Sales growth

Variable
dy/dx p-value
Business Environment Obstacles
Electricity —0.0120057 0.477
Transport —0.0223139 0.222
Customs and trade regulations 0.0208567 0.260
Practices of competitors in the informal sector ~ —0.0007285 0.967
Crime, theft, and disorder 0.0241156 0.172
Access to finance —0.034234 0.051*
Tax rate 0.0129274 0.544
Tax administration -0.0114762 0.577
Business licensing and permits 0.0585752 0.002%**
Political instability —0.0031137 0.877
Corruption —0.0176961 0.390
Courts inefficiency —0.0024481 0.899
Labour regulation —0.0391796 0.038**
Inadequately educated workforce 0.013958 0.426
Formal training programs 0.0187978 0.247
Written business strategy 0.0232206 0.151
International recognized quality certification 0.0239278 0.152

Sector and Firm Characteristics
Service Sector
Manufacturing Sector
FirmAge New
FirmAge Growing
FirmAge Mature
Small firms
Medium firms
Large firms

Country dummy (Albania = Reference)

Bosnia & Herzegovina
Kosovo

North Macedonia
Montenegro

Serbia

Observations

0.0208522 0.421

0.033077 0.272
—0.7965904 0.990
—0.8057908 0.990
—0.8059445 0.990
—0.0002332 0.100
0.0377213 0.058*
0.0622669 0.049%*

0.155 0.000%**
0.111 0.001**x*
0.038 0.293

—0.309 0.000%***
0.142 0.000%**
1804

Notes: *, ** *** Sjgnificant at 10, 5, and 1 percent levels, respectively. dy/dx,

Marginal effects.

promoting economic growth and creating employment op-
portunities (Moyo, 2012). Access to finance is negatively
related to sales growth in Montenegro. It indicates that
the probability of experiencing sales growth decreases by
19.9% for every one-unit increase in the perceived severity
of access to finance as an obstacle. The most significant
barrier for businesses is the high cost of funding, which in-
cludes interest rates and bank-imposed administrative ex-
penses (Zylfijaj and Nikoloski, 2021).

The tax rate is highly significantly related to the sales
growth of Bosnia and Herzegovina, North Macedonia, and
Albania. In Bosnia and Herzegovina and Albania, firms
that perceive the tax rate as a more severe obstacle are
likely to experience sales growth, possibly because better-

10

performing firms report higher taxes, holding other factors
constant. In North Macedonia, firms are 7.9% less likely to
experience sales growth for each additional severity level in
the tax rate as an obstacle. Most SMEs perceive their tax li-
ability as a growing burden; as a result, they frequently have
to pay extra taxes, as they require more competent person-
nel to address tax compliance concerns. Abrie and Doussy
(2006) argue that there is a need to increase awareness of
available services and tax incentives for SMEs to mitigate
this burden.

Perceptions of tax administration were significantly
negative in Albania (8 =-0.092, p = 0.073), indicating that
administrative inefficiencies deter sales growth. In con-
trast, they were positive in Serbia (8 = 0.063, p = 0.044),
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suggesting that reforms or improvements in public services
may be enabling growth. This divergence suggests that ad-
ministrative inefficiencies deter growth in some contexts
while improved systems support it in others. Anim et al.
(2020) found that tax administration has a statistically sig-
nificant, albeit weak, positive influence on the growth of
SMEs.

Political instability did not significantly affect sales
growth in any country. Although a study has demonstrated
the significance of SMEs for economic growth, impedi-
ments to SMEs development are frequently caused by gov-
ernment regulations and political instability (Tambunan,
2009). If entrepreneurs encounter an unfavourable environ-
ment for growing their businesses due to political instability
and cultural impediments, it could lead to a decline in the
growth of small businesses (Ahmed et al., 2015).

Instances of corruption manifest non-significant val-
ues in WBCs. Nevertheless, the effects of corruption on
the business environment and how competition across en-
terprises is distorted have been extensively researched in
the literature (Mauro, 1995). Nevertheless, Djankov et al.
(2002) argue that an excessive number of rules and proce-
dures within the regulatory environment not only delays and
deters businesses but also acts as a catalyst for the emer-
gence of informal operations. In a study by Budak and
Rajh (2014), respondents who perceive corruption as a sig-
nificant barrier to their business place more emphasis and
responsibility on the government’s response to the issue,
rather than taking individual measures against corruption
as a business.

Court inefficiency has a negative impact on sales
growth in Bosnia and Herzegovina and Kosovo, indicating
that firms that perceive court inefficiency as a significant
obstacle are less likely to experience sales growth, holding
other factors constant. Firm growth is further hampered
by a legal, social, and fiscal framework, particularly for
small enterprises. Thus, actions should be taken to address
the issues with the judicial system and establish clear con-
nections between justice and competitiveness (Lorizio and
Gurrieri, 2016). Labour regulations did not significantly
affect growth in any of the countries. While coefficients
were generally negative (Kosovo, Serbia), the results sug-
gest labour rigidity may not be the most binding constraint.

Moreover, firms that perceived an inadequately edu-
cated workforce as a more significant obstacle did not ex-
perience a significant impact on sales growth in any of the
countries. Formal education is key to developing human
capital and personal attributes, while educational reforms
are crucial for equipping the workforce with the essential
skills it needs to succeed (Cooper et al., 1994; Nikoloski et
al.,2024). Hypothesis 1, that business environment barriers
significantly impact sales growth, is partially confirmed.

Firm characteristics also play a significant role in de-
termining firm growth. The results show that sector affil-
iation is positively associated with sales growth in Alba-
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nia and North Macedonia. Specifically, firms in the ser-
vice sector (7.6% in the case of Albania and 8.6% in the
case of North Macedonia) are more likely to experience
sales growth compared to firms in the manufacturing sec-
tor. A previous study has largely focused on manufacturing
firms (Menor et al., 2002). Several studies highlight the
significance of the service sector (Gianiodis et al., 2010;
Rodriguez-Gutiérrez et al., 2015). Still, Thornhill (2006)
emphasizes that firms can exhibit growth based on industry
dynamism, regardless of the industry in which they operate.

The firm size negatively affects sales growth in Al-
bania and Kosovo, indicating that small firms do not out-
perform larger ones in terms of sales growth. Although
Gibrat’s law of proportionate growth assumes no correla-
tion between size and firm growth, another empirical study
has concluded that growth decreases as firm size increases
(Almus and Nerlinger, 2000).

The age of a firm, in terms of the growing firms’ cate-
gory, exhibits a negative impact on sales growth in Bosnia
and Herzegovina and Kosovo. Thus, these findings align
with other studies that indicate a significant negative corre-
lation between firm age and growth (Krasniqi, 2010; Coad
et al., 2018). However, Garnsey et al. (2006) argue that
firm age can have a positive effect on growth, suggesting
that the relationship between firm age and growth may vary
across different contexts.

Implementing formal training programs had no statis-
tically significant effects, though Kosovo again showed a
strong positive coefficient (8 = 0.565, p = 0.113). Invest-
ments in human capital may still matter, but more granular
studies are needed. Another study agrees that training is
crucial for successful organizational change (Pardo del Val
et al., 2003).

Formulating a written business strategy is associated
with positive sales growth in Kosovo, indicating that firms
with a written business strategy are 7.2% more likely to
experience sales growth than those without one. In line
with our empirical findings, Ghobadian et al. (2008) high-
light the contribution of strategic planning to firm growth.
Strategic planning is perceived to contribute to a firm’s sur-
vival and growth but not necessarily its short-term perfor-
mance. Moreover, business strategy has a significant im-
pact on export performance; therefore, firms should de-
velop effective business strategies to grow and succeed
in both local and international markets (Safari and Saleh,
2020).

Additionally, possessing internationally recognized
quality certifications is negatively related to sales growth
in Kosovo, indicating that firms with a quality certificate
are 11.3% less likely to experience sales growth than those
without one. A study concludes that the certification pro-
cess, based on the ISO 9000 standard, represented an evo-
lution in managing the organization. It has been associated
with cultural change in the organization, communication,
and quality system (Cooper et al., 1994). Nevertheless, the
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Table 6. Regression estimates for the firms’ sales growth for each country.
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Albania Bosnia and Herzegovina Kosovo Montenegro North Macedonia Serbia

Variables Sales growth Sales growth Sales growth Sales growth Sales growth Sales growth

Coef. p >z Coef. P> |7 Coef. p > || Coef. p > |7 Coef. p > |7 Coef. p >z
Electricity -0.277 0.181 0.463 0.130 0.684  0.006***  —0.104 0.590 0.188 0.511
Transport —0.060 0.764 —-0.121 0.753 0.022 0.964 0.081 0.768 -0.316 0.136 —0.080 0.799
Customs and trade Regulations 0.203 0.302 -0.039 0.922 —-0.304 0.509 0.399 0.163 0.166 0.455 —0.061 0.842
Informal Sector 0.205 0.320 0.338 0.318 0.902 0.100* —0.186 0.472 -0.314 0.136 —0.158 0.616
Crime Theft Disorder 0.062 0.755 0.264 0.433 -1.121  0.048** 0.618 0.043** 0.246 0.212 —0.164 0.606
Access to Finance —0.139 0.483 —0.282 0.384 0.005 0.993 -0.571  0.028**  —0.091 0.639 —0.090 0.781
Tax Rates 0.564 0.077* 0.887 0.042%* 0.077 0.892 0.112 0.678 -0.372 0.090* 0.023 0.947
Tax Administrations —0.399 0.076* —0.240 0.594 -0.217 0.705 —0.106 0.649 0.756  0.035%*
Business Licensing Permits 0.632  0.001***  —0.107 0.768 1.352  0.004*** —-0.107 0.655 —0.035 0.915
Political Instability 0.183 0.418 —0.506 0.289 —0.615 0.273 0.108 0.636 —0.045 0.890
Corruption —0.350 0.176 0.132 0.721 0.758 0.169 —0.108 0.654 0.411 0.244
Courts -0.212 0.320 —-0.895 0.038** —0.888 0.092* 0.290 0.230 —0.175 0.599
Labour Regulations —0.178 0.343 —-0.279 0.435 -0.713 0.177 0.095 0.681 —-0.522 0.139
Inadequately Educated Workforce —0.133 0.469 0.202 0.559 0.598 0.233 0.062 0.759 -0.226 0.487
Training Programs 0.013 0.940 —0.038 0.900 0.565 0.113 0.093 0.624 0.388 0.206
Business Strategy 0.213 0.302 0.163 0.588 0.523 0.068* 0.166 0.383 —0.069 0.803
International recognized quality certification ~ 0.100 0.653 0.471 0.202 —0.818  0.026** 0.256 0.281 0.270 0.398
Service 0.327 0.101 -0.222 0.391 0.406 0.042%** 0.106 0.730
Manufacturing 0.130 0.698
Firm Age New 0.178 0.431 -0.391 0.393 0.117 0.769 -2.316 0.990 -3.029 0.991
Firm Age Growing 0.121 0.539 —0.664 0.035** —0.480 0.088* -2.591 0.989 -3.056 0.990
Firm Age Mature —2.445 0.989 -3.352 0.990
Small firms —0.473  0.039**  —0.345 0.365 —0.441 0.096* —0.138 0.603 0.300 0.426
Medium firms 0.133 0.601 —0.026 0.950 —0.105 0.693 0.221 0.542
Log-likelihood —155.879 -53.374 —67.517 —78.159 -138.313 —57.347
Pseudo-R2-Nagelkerke 0.123 0.186 0.187 0.117 0.091 0.125
N 376 362 267 128 360 361

Ss3id NI

Notes: *, **, *** Significant at 10, 5, and 1 percent levels, respectively. Coef., Coefficient.
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Table 7. Marginal effects for the firms’ sales growth for each country.

Variables Albania Bosnia and Herzegovina Kosovo Montenegro North Macedonia Serbia
dy/dx p >z dy/dx p>l7 dy/dx p>l7 dy/dx  p>|7| dy/dx  p>|z| dy/dx p >z
Electricity —-0.064 0.179 0.036 0.137 0.238 0.002 —-0.022 0.590 0.016 0.512
Transport -0.014 0.764 -0.009 0.753 0.003 0.964 0.028 0.768 —-0.067 0.135 -0.007 0.799
Customs and trade Regulations 0.047 0.301 —0.003 0.922 —-0.042 0.508 0.139 0.154 0.035 0.454 -0.005 0.842
Informal Sector 0.047 0.318 0.026 0.321 0.125 0.100* —0.065 0.469  —0.067 0.134 —-0.013 0.616
Crime Theft Disorder 0.014 0.754 0.020 0.435 —0.155  0.048** 0215 0.033**  0.052 0.211 -0.014 0.607
Access to Finance —0.032 0.483 —0.022 0.387 0.001 0.993 -0.199  0.020**  —0.019 0.639 —0.008 0.782
Tax Rates 0.130 0.075* 0.069 0.046** 0.011 0.892 0.039 0.678 -0.079  0.088* 0.002 0.947
Tax Administrations —-0.092 0.073* -0.019 0.594 -0.030 0.706 —-0.022 0.649 0.063 0.044**
Business Licensing Permits 0.146  0.001***  —0.008 0.768 0.187  0.004%** -0.023 0.655 -0.003 0.915
Political Instability 0.042 0.417 -0.039 0.293 -0.085 0.272 0.023 0.636 -0.004 0.890
Corruption —0.081 0.173 0.010 0.721 0.105 0.167 -0.023 0.654 0.034 0.250
Courts —-0.049 0.319 —-0.069 0.045%* -0.123 0.091* 0.061 0.227 -0.015 0.599
Labour Regulations —0.041 0.342 -0.022 0.437 —0.099 0.175 0.020 0.681 —0.044 0.147
Inadequately Educated Workforce —0.031 0.468 0.016 0.561 0.083 0.230 0.013 0.759 -0.019 0.489
Training Programs 0.003 0.940 —0.003 0.900 0.078 0.112 0.020 0.624 0.032 0.213
Business Strategy 0.049 0.301 0.013 0.587 0.072 0.071%* 0.035 0.383 —0.006 0.803
International recognized quality certification ~ 0.023 0.653 0.036 0.208 -0.113  0.025%* 0.054 0.280 0.023 0.402
Service 0.076 0.099* -0.031 0.390 0.086  0.040**  0.009 0.731
Manufacturing 0.010 0.698
Firm Age New 0.041 0.430 -0.030 0.395 0.016 0.769 —-0.490 0.990 -0.253 0.991
Firm Age Growing 0.028 0.538 —-0.051 0.041%* -0.067 0.089* —-0.548 0.989 -0.255 0.990
Firm Age Mature -0.517 0.989 -0.280 0.990
Small firms -0.109  0.037**  —0.027 0.369 —0.061 0.098 —-0.029 0.603 0.025 0.428
Medium firms 0.031 0.601 —0.002 0.950 —0.022 0.693 0.018 0.543

Notes: *, ** *** Significant at 10, 5, and 1 percent levels, respectively.
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challenges SMEs face with ISO standards are related to
their size and scarce resources. Technical issues and chal-
lenges are often associated with high implementation costs,
inadequate resources, and insufficient external assistance
(Lo and Humphreys, 2000). Hypothesis 2, which is that
firm characteristics significantly influence sales growth, is
confirmed.

5. Conclusions and Recommendations

Considering that SMEs make up the majority of the
economy in the WBCs, we have examined the primary bar-
riers limiting their firm growth. As a result, this sector is
crucial to the development of these nations and to their in-
tegration as EU members. SMEs growth drivers that have
been included in this study are electricity, transport, cus-
toms, and trade regulations, practices of competitors in the
informal sector, crime, theft and disorder, access to finance,
tax rate, tax administration, business licensing, and permit,
political instability, corruption, courts inefficiency, labour
regulation, inadequately educated workforce, firm strategy,
firm training program and internationally recognized qual-
ity standards in each WBCs. Cross-sectional data from the
World Bank Survey are used in part of the analysis. Further-
more, probit regression analysis was used to test and gener-
ate empirical results. The country-specific analysis reveals
notable differences in sales growth among SMEs in the WB.

The analysis of marginal effects confirms the robust-
ness of the main regression results, with most key vari-
ables maintaining their direction and significance. Some
marginal effects, particularly in Montenegro, are omitted
due to multicollinearity and small sample sizes. Signifi-
cant barriers to SMEs sales growth across WBCs include
electricity, crime, access to finance, tax rates, tax admin-
istration, business licensing, and informality. Notably,
electricity constraints in Montenegro and crime in Kosovo
and Montenegro are strongly associated with sales perfor-
mance, highlighting infrastructure and security concerns.
Access to finance emerged as a critical constraint, partic-
ularly in Montenegro, while tax-related obstacles showed
mixed effects across countries. Administrative inefficien-
cies in Albania contrast with supportive reforms in Serbia,
indicating context-dependent outcomes. Informality, espe-
cially in Kosovo, poses competitive pressures on formal
firms, further impeding growth.

Overall, the findings partially support the hypothesis
that business environment barriers significantly influence
SMEs sales growth in the WB, underscoring the need for
targeted reforms and supportive policies to foster a more
enabling business climate. These insights are crucial for
policymakers and stakeholders aiming to enhance SMEs
growth across the region. The empirical results suggest that
enhancing the competence, capability, and productivity of
SMESs becomes crucial for policymakers and researchers in
achieving sustainable growth and advancement.
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Policy and Practical Implications

WBCs encounter business environment barriers, mak-
ing their reduction essential for improving SMEs’ growth
(Ur Rehman et al., 2019). Government intervention plays a
crucial role in helping SMEs overcome barriers to growth
and improve their business environment. For instance,
there are numerous options for SMEs to flourish when there
is a high awareness of their contribution, including simple
loan applications from official financial institutions, pro-
viding training programs, helping with technology acqui-
sition, and much more (Irjayanti and Azis, 2012). En-
trepreneurial value within education is crucial for achieving
long-term benefits within SMEs. Marinkovic (2015) states
that the lack of promotion of an entrepreneurial culture
through regional education underscores the need for institu-
tional interventions. Potential reforms from policymakers
can help achieve better regulations, institutional develop-
ment, and efficient governance. Moreover, SMEs should
direct their strategic emphasis toward addressing internal
barriers to systematically reduce their impact on growth,
leading to sustained competitive advantage.

The informal sector plays a crucial role in addressing
poverty, particularly for vulnerable groups, such as women
and children; therefore, more political support should be
provided to this sector to facilitate its formalization. There
must be a shift from a family business to a more formal
labour relationship, setting aside personal ties. Addition-
ally, it is essential to highlight the benefits of formaliza-
tion, thereby increasing awareness of access to various in-
struments, including training, assistance, and finance. Em-
ployees should be protected by offering good working con-
ditions, investing in their development by enhancing their
skills, and expanding health and social benefits.

Given the shared challenges across the WBCs, there is
a strong case for regional policy harmonization and coop-
eration to strengthen SMEs as a vital sector for job creation
and economic growth. Firms in the WBCs should consider
adjusting their strategies in response to the identified inter-
nal and external challenges, which include enhancing work-
force skills to remain competitive, improving productivity,
and raising quality standards.

Future studies may employ a panel data set with a
larger sample size to enhance the robustness of analyses.
Additionally, it is possible to undertake comparative assess-
ments of the main barriers faced by SMEs across diverse
sectors. Research could be conducted to develop specific
steps for implementing possible solutions to SMEs’ barri-
ers within WBCs.
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