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Leyla Huseynova (Azerbaijan)

CHALLENGES AND
OPPORTUNITIES
IN THE DEVELOPMENT OF MICRO,
SMALL, AND MEDIUM-SIZED
ENTERPRISES (MSMES)

IN CENTRAL AND WEST ASIA

Abstract

The study aims to analyze the impact of challenges and opportunities related to cor-
ruption, regulatory barriers to doing business, innovativeness of the business environ-
ment, and development of institutions and policies that ensure economic prosperity
on the development of MSMEs in Central-Western Asia countries. The paper choos-
es seven Central-West Asian countries using Asian Development Bank statistics for
2010-2021. Based on eleven indicators of the Asian Development Bank (the absolute
values and dynamics of the number of MSME:s, their employees, their contribution to
GDP, financing by banks and non-banking financial institutions) and factor analysis,
the composite indicator of MSMEs’ development was calculated. The highest levels
of the composite indicator in 2021 were observed for Kazakhstan (1.248), Uzbekistan
(1.120), and Azerbaijan (1.043), and the lowest values for the Kyrgyz Republic (0.676).
Employing a panel regression analysis with time-fixed effects (for all countries), con-
nections between composite indicators of MSMEs’ development and the Corruption
Perceptions Index, Ease of Doing Business Index, Global Competitiveness Index, and
Global Innovation Index were explored. The greatest impact was in 2019 - with an
increase in the Corruption Perceptions Index by one unit (the higher it is, the less cor-
ruption is considered by experts), the MSME development indicator increased by 0.26
units. With an increase in the Ease of Doing Business, Global Competitiveness, and
Global Innovation Indices by one unit (growth indicates deterioration of the country’s
rating position), the composite indicator of MSMEs’ development decreases by 0.68,
0.69, and 0.67 units, respectively.

Keywords enterprises, loans, business, government, corruption,
competitiveness, Asia
JEL Classification L11, 125,010, 030

INTRODUCTION

Micro, small, and medium-sized enterprises (MSMEs) play a crucial
role in the economic development of Central and West Asia. According
to the Business and Sustainable Development Commission (2017), by
2030, due to the use of business models of sustainable development,
more than 380 million new small and medium-sized enterprises may
appear, 50% of which will be located in developing countries. The pre-
liminary profit that newly created jobs can bring is 12 trillion dollars.

These enterprises contribute significantly to employment generation,
innovation, and poverty alleviation. However, despite their potential,
MSMEs in Central and West Asia face numerous challenges that im-
pede their growth and sustainability: limited access to finance, in-
adequate infrastructure, cumbersome regulations, lack of access to
markets, skills gaps, and limited technological adoption. Addressing
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these challenges is essential to unleash the full potential of MSMEs and promote inclusive and sustain-
able economic growth. Building the capacity of MSME:s is essential to enhance their competitiveness
and sustainability. This includes providing training and technical assistance to improve management
skills, enhance productivity, adopt new technologies, and comply with quality and safety standards.
Regional cooperation can play a vital role in promoting MSME development in Central and West Asia.
Collaboration among countries in the region can facilitate knowledge sharing, foster innovation, create
economies of scale, and enhance market access for MSMEs. The Asia Pacific Association of Small and
Medium Enterprises (APASME) is one of the regional organizations that currently includes more than
30 Asian countries, whose activities aim to form and redistribute investment flows between participat-
ing countries to support small and medium enterprises.

MSMESs’ development is a key priority for Central and West Asian countries seeking to foster inclusive
and sustainable economic growth. By addressing the challenges faced by MSMEs and implementing
supportive policies and initiatives, governments and stakeholders can unlock the full potential of these

enterprises to drive economic development and create prosperity in the region.

1. LITERATURE REVIEW

MSMEs in Central and West Asia constantly face
several different challenges. One of the most criti-
cal challenges for MSMEs in this region is ac-
cess to finance (Zham et al., 2023; Bekhouche &
Boukhedimi, 2023). Limited access to credit and
financial services limits their ability to invest in
technology, expand, and innovate.

One obstacle is the regulatory environment. A
complex regulatory framework, bureaucratic hur-
dles, and inconsistent application of laws create
a challenging business environment for MSMEs.
Compliance costs are often high, especially for
small businesses, leading to inefficiencies and
inhibiting growth (Melnyk et al., 2019). In turn,
this creates the basis for the transition of MSMEs
toward the development of shadow schemes,
which increases the degree of uncertainty in the
business environment (Mursalov et al., 2023a)
Njegovanovi¢, 2023; Ogar et al., 2023).

Infrastructural deficiencies (inadequate infra-
structure, including transport networks, power
supply, and telecommunications) hinder the op-
erational efficiency of MSMEs (Dotsenko et al.,
2023). Poor infrastructure increases production
costs and limits market access, especially for en-
terprises in remote areas, which is particularly
felt during periods of economic crisis (Bensadok
& Abid, 2023). An equally important modern in-
frastructural threat to the development of MSMEs
is the spread of cybercrime (Kuzior et al., 2023a),
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which can completely block almost all infrastruc-
tural flows. COVID-19 has also become one of the
additional barriers for many small and medium-
sized enterprises not only in Central and Western
Asian countries but also around the world (AL-
Hashimi et al., 2023; Kazeem et al., 2022).

MSMEs in Central and West Asia often need help
accessing skilled labor. The mismatch between the
skills required by businesses and those possessed
by the workforce limits productivity and innova-
tion in the sector (Skrynnyk, 2023; Hossain et al.,
2023; Shvindina et al., 2022).

Limited market access creates obstacles for
MSMEs to entering domestic and international
markets due to a variety of barriers. They include
trade restrictions and high target costs (Musa &
Ibrahim, 2023), environmental constraints on
operations, lack of market information, compe-
tition from larger enterprises (Malyarets et al.,
2021; Koibichuk et al., 2022), low labor produc-
tivity and significant tax burden (Vytvytska et
al., 2023; Ratnawati et al., 2023). Limited access to
the market limits their growth prospects, reduces
competitiveness, and, as a result, levels the imple-
mentation of a culture of corporate responsibility
(Kuzior et al., 2021; Cherep et al., 2023).

In contrast to the challenges discussed, MSMEs
in Central and Western Asia also have several de-
velopment opportunities. Scientific and techno-
logical progress facilitates the rapid adoption of
digital technologies, opening up significant op-
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portunities for MSMEs in Central and Western
Asia (Lyeonov et al., 2023; Mursalov et al., 2023b).
E-commerce platforms, digital marketing, online
payment systems, artificial intelligence (Piven,
2023), and smart technologies (Ben Yahia, 2023)
allow businesses to attract new customers, opti-
mize operations, and improve transparency in the
market. Yamin and Murwaningsari (2023) sys-
tematically analyze the interaction between digi-
tal technologies, transformational leadership, and
management flexibility as determinants of im-
proving the efficiency of MSME:s.

To attract MSMEs to the Circular Economy sys-
tem (Kuzior et al., 2022), country governments
and development agencies are increasingly fo-
cusing on promoting entrepreneurship through
targeted support programs based on the experi-
ence of India and Egypt (Mullens & Shen, 2023;
Chakravarthy et al.,, 2023; Dewan et al., 2023).
These initiatives provide training, mentoring,
trust, and access to finance (Kartanaité et al., 2021;
Runiewicz-Wardyn & Winogradska, 2023), help-
ing MSMEs overcome some challenges.

Regional integration initiatives and trade agree-
ments offer MSMEs access to larger markets and
economies of scale (Zhghenti, 2023). Strengthening
economic ties between Central and West Asian
countries facilitates cross-border trade and invest-
ment, creating new growth opportunities.

Encouraging innovation and investment in re-
search and development can increase the com-
petitiveness of MSMEs (Kolosok et al., 2022)
and reduce structural gaps in the business en-
vironment (Samoilikova et al.,, 2023a, 2023b).
Cooperation between enterprises, academia, and
research institutions contributes to technological
progress and product diversification (Artyukhov
et al., 2023). Kuzior et al. (2023¢c) pay attention
to an essential aspect of the interaction between
generations Y and Z, thanks to the transforma-
tive processes of the qualitative component of
MSMEs management.

Access to global value chains is essential to inte-
grating MSMEs into global production process-
es (Bilan et al.,, 2019; Widagdo & Sa’diyah, 2023).
It allows them to use international networks,
technology transfer, and knowledge exchange.

http://dx.doi.org/10.21511/ppm.22(2).2024.41
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Participation in value chains increases productiv-
ity, promotes learning, and facilitates market ex-
pansion for SMEs.

To summarize the literature review, MSMEs are
vital not only in the context of business develop-
ment but also in the powerful potential for the
country’s macroeconomic stability.

The purpose of this study is to analyze the impact
of challenges and opportunities related to corrup-
tion, regulatory barriers to doing business, the in-
novativeness of the business environment, and the
development of institutions and policies that en-
sure economic prosperity on the development of
MSME:s in Central and Western Asia countries.

2. METHODS

This study used open official statistical informa-
tion from international databases characteriz-
ing the development of MSMEs in seven Central
and West Asian countries (Armenia, Azerbaijan,
Georgia, Kazakhstan, the Kyrgyz Republic,
Tajikistan, and Uzbekistan), as provided by the
Asian Development Bank.

Additionally, certain external dimensions of
country development were examined, including
economic and innovation aspects (World Bank,
World Economic Forum, The World Intellectual
Property Organization) as well as political devel-
opment (Transparency International). This ap-
proach formed the following dataset, the general
characteristics of which are outlined in Table 1.
The analysis covers the period from 2010 to 2021,
for which the necessary information is available.
It is notable that data for Uzbekistan’s Global
Competitiveness Index are missing for the ana-
lyzed period; the issue of missing data in the work
was resolved through mean substitution.

The composite indicator for MSMEs’ develop-
ment was calculated using factor analysis through
the principal component analysis (PCA) method,
which allows one to identify relationships among
variables and determine factors explaining com-
mon variability in the dataset. PCA aims to detect
linear combinations of the original variables (x;,
X2, ..., X ) to obtain a set of principal components

529



Problems and Perspectives in Management, Volume 22, Issue 2, 2024

Table 1. General characteristics of the research input data

Indicator Unit of Measure . Abbreviation : Database
Composite indicator of MSMEs’ development
Number of MSMEs Number ‘ msmel :
""""" % Cmsme2
B Number Lmsme3
% msme4
BT et
""""" % ~_msme6  :  Asian Development Bank
% msme7
B % B _.msmes
,,,,,, 3 million msmes
% msmel0
NBF! Financing to G L %  msmell
Dimensions of political, economic, and innovation development
C i jons index Score from O (highly corrupt) to 100 (very clean) : cpi ;
Rank from 1to number of countries & gl World Economic Forum
Global innovation index Rank from 1 to number of countries gii The World Intell_ect.ual
Property Organization

or factors (Zi, Z,, ..., Zq) that are uncorrelated.
Mathematically, this is expressed as follows:

Z =a,x +ayx,+...+a,x,

Z, =y X, +apX, +...+a,,X,

, ©)

Z,=a,x+a,x,+...+a,x,

To align the scale of variables and enable the com-
parison of their individual contributions, normal-
ization based on accounting for either stimulating
or inhibiting effects was applied. As a result, each
indicator, which by its economic essence has a
stimulating character within the selected data ar-
ray (Table 1), within a specific country c, as well as
a time period t, was transformed as follows:

- Y —min,_ (xq)
Yoler) = max, (xq ) —min,_ (xq ) ’ ©

where XX normalized value of the g-th indica-
tor for country c and year t; x,  value of the g-th
indicator for country c and year ; min (x ) - mini-
mum value of the g-th indicator across all years for
country ¢; max (x ) - maximum value of the g-th
indicator across all years for country c.

The study considered some criteria to select the
optimal number of factors. The Kaiser criterion
(Kaiser, 1960) recommends retaining only those
components whose eigenvalues exceed one. The
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Cattell criterion (Cattell, 1966) involves a visual ex-
amination of the eigenvalues of components in the
form of a Scree Plot to identify breaks or declines.
The variance explained criterion (Taherdoost etal.,
2014) recommends retaining a number of factors
that can explain a certain percentage of the total
variance (no less than 70-80%). As the rotation
procedure, which is a standard step of the princi-
pal component method to improve the interpret-
ability of analysis results, the orthogonal varimax
method (Thompson, 2004) was used.

The obtained factors, containing the highest factor
loadings for the indicators, are aggregated into a
single composite indicator (I ) by weighting ac-
cording to the proportion of explained variance in
the data set (OECD, 2008):

k
_ Zi=1fivi
msme k ’
)
i=1 1t

where fl - the factor loading of the i-th factor; v, -
the proportions of explained variance for the i-th
factor.

©)

The directions and nature of the relationships be-
tween the dimensions of political, economic, and in-
novation development of countries and MSMEs’ de-
velopment were examined based on classical correla-
tion analysis, as well as regression analysis for panel
data with time-fixed effects (the optimality of the
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chosen method is confirmed by the Hausman test). It
involves dummy variables specifically for each time
period, which allows for the potential to control for
time-specific effects that may influence the depen-
dent variable across all units in the panel. The model
can be expressed as follows (Allison, 2009):

Y,=a,+BX,+y, +&, 4)
where Y, - the dependent variable for unit i at time
t; B - coeflicients of the model; X, - the vector of

independent variables for unit i at time t; Y, - time-
specific fixed effects; € — the error term.

All computational steps within this study were
performed using the mathematical software
STATA/SE 18.0.

3. RESULTS AND DISCUSSION

The first step is to construct a composite indicator
that characterizes the development of MSME:s in
Central and West Asian countries. The correlation

Problems and Perspectives in Management, Volume 22, Issue 2, 2024

matrix for the standardized variables of the input
data (Table 2) indicates the absence of excessive in-
fluence of individual indicators on potential prin-
cipal components (factors). Overall, correlation
coefficients exhibit low to medium levels of mu-
tual influence, with coefficients exceeding 0.7 only
for certain indicators that are economically quite
similar. Consequently, the decision was made to
exclude indicators nmsme6 - MSME Contribution
to GDP and nmsme9 — NBFI Financing, Total for
the continuation of the research.

As a result of conducting the direct factor analy-
sis, nine factors were identified, which were then
reduced based on the Kaiser criterion, the results
of the Scree plot (Figure 1), and the variance ex-
plained criterion. Following these steps and the
orthogonal varimax rotation, five factors with ei-
genvalues greater than one and a total cumulative
variance of 83% were determined to be optimal
(Table 3).

Table 4 presents the factor loadings for each vari-
able within the identified factors. Figure 2, as an

Table 2. Correlation matrix for the construction of a composite indicator characterizing

the development of MSMEs

N\‘/::‘i“aat:llfaid %nmsmel%nmsmez%nmsme3§nmsme4§ nmsme5§nmsme6§ nmsme7§nmsme8§nmsme9§ nmsme10§ nmsmell
LE N LU WO SRS S NN S SRS S S
nmsme2 0.26 1.00
nmsm e o o 0 0 s
nmsme4 ¢ 018 005 017 :..100 O S S S N
nmsme5 0.42 0.05 0.47 -0.03 1.00
nmsmes | 041 . 013 055 . 007 . 074 _ 100 -
nmsme7 7030 @ 7010 @ -004 @ 016 : 000 : -0.04 : 100 S S S
nmsme8 0.57 0.17 0.15 -0.16 0.09 0.05 0.12 1.00
nmsmes | 042 . 017 . 005 . -013 . 05 . 003 001 - 007 . 100 o
nmsmel0 : -001 : 009 020 | -006 : 007 : -008 : 006 @ -030 : 069 : 100 :
nmsme11l 039 : 017 0.08 —-0.12 0.03 —0.05 0.07 0.12 0.91 0.70 1.00
Table 3. Characteristics of principal components before and after rotation for the construction
of a composite indicator characterizing MSMEs’ development
Eactor Eigenvalue : Difference : Proportion | Cumulative Eigenvalue : Difference : Proportion | Cumulative
Unrotated : Orthogonal varimax rotation
Factor 1 2.31 © 063 i 026 0.26 1.81 ¢ 001 i 020 0.20
Factr2 168 034 . 018 044 181 ...018 020 . 040
Jactors L3R 020 .i..015 . 0.59 1es ....046 .....018  i..058 ..
Factor 4 1.13 0.13 0.72 1.16 0.09 0.13 0.71
Factors 103 0L 083 LO7T ot 002083
0.90
0.96
Factors 099
Factor 9 1.00
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Scree plot of eigenvalues after factor

2.5+

1.5

Eigenvalues

Number

Figure 1. A scree plot of the eigenvalues

example, shows the factor loadings plot for factors
1,2,and 3. The first factor has sufficiently high pos-
itive factor loadings for the variables Number of
MSMEs (msmel) and MSME Bank Loans to GDP
(msme8). The second factor is defined by the in-
dicators NBFI Financing to Bank Loans (msmel0)
and NBFI Financing to GDP (msmell). The
third uses the Number of Employees by MSMEs
(msme3) and the GDP of MSMEs (msme5). These
indicators were used to calculate the intermedi-
ate and, subsequently, a composite indicator of
MSMESs’ development.

The data were used to calculate the composite in-
dicator of MSMEs’ development (I_msme) using
(3). Across different countries, the values of this
indicator significantly differ and exhibit varying
trends (Figure 3). Specifically, in most countries,
there is an observable upward trend for this in-

Table 4. Factor loadings for the construction of a co
of MSMEs

dicator (for Azerbaijan, Kazakhstan, Tajikistan,
and Uzbekistan). However, in recent years, a no-
ticeable decline has been observed in Armenia,
Georgia, and the Kyrgyz Republic, among others.

Figure 4 is more convenient for comparing the lev-
el of the composite MSMEs’ development indicator
among countries to identify leaders and laggards.
As of 2021, the highest levels of the composite in-
dicator were observed for Kazakhstan, Azerbaijan,
and Uzbekistan. It is noteworthy that, despite the
fact that the dynamics over the years showed mod-
erate growth for most indicators (for example, for
Armenia, Azerbaijan, and Kazakhstan), Georgia
experienced a decrease in 2021, and the Kyrgyz
Republic saw a significant decline in 2016.

The obtained composite indicator for MSMEs’ de-
velopment is influenced by numerous external fac-

mposite indicator characterizing the development

Variable Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Uniqueness
nmsmel 0.775 0.187 0.403 -0.139 0.097
nmsme2 0.281 0.164 -0.061 -0.235 0.807
nmsme3 0.069 0.097 0.847 0.030 0.134
nmsme4 ~0.406 -0.195 0.232 0.454 0.600 .
nmsme5 0.176 0.027 0.819 -0.077 -0.121 0.278
nmsme8 0.891 -0.152 0.026 0.169 0.066 o149
nmsmel0 -0.252 0.922 0.126 0.015 0.005 0.070
nmsmell 0.256 0.903 ~0.014 0.051 0066 . 0113
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Figure 2. Factor loadings plot for factors 1, 2, and 3

Armenia Azerbaijan Geaorgia
1.5
14
N N ’/_/\/ /\/\
oA
Kazakhstan Kyrgyz Republic Tajikistan
1.5
@ 14
g 5 /\/\_/\ /\/\/
£ 4
20I1 0 20I1 5 20‘20 2DI1 0 20I1 5 2620
Uzbekistan
15
1
! //\/\/
o]
20|1 o] 20|1 5 2620
year

Figure 3. Trends in the development of composite indicators of MSMEs’ development
(I_msme) for 2010-2021 for the analyzed Central and West Asian countries

1
0.8
0.6
0.4
02 I I

0 il = 0

Armenia Azerbaijan Georgia Kazakhstan Kyrgyz Tajikistan Uzbekistan
Republic

w2010 m2016 m2021

Figure 4. Comparison of the composite indicator of MSMEs’ development (I_msme) for 2010, 2016,
and 2021 for the analyzed Central and West Asian countries
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tors, including the diverse political, economic, and
innovation developments of countries. The corre-
lation analysis between the calculated composite
indicator for MSMEs’ development and normal-
ized indicators such as the Corruption Perceptions
Index (cpi), Ease of Doing Business (edb), Global
Competitiveness Index (gci), and Global Innovation
Index (gii) indicates the existence of cause-and-
effect relationships between the variables, which
have low to medium levels of correlation density.
Specifically, the highest level of direct correlation
was found for cpi (0.68), with the other indicators
showing inverse relationships, which is explained
by the ranked values of the indicators.

Table 5. Correlation matrix between

the composite indicator of MSMEs’ development
and measures of political, economic, and
innovative development of countries

. imsme | ncpi Nedb : ngci : ngii
imsme 1.00 : : :
o oss 100

-0.20 1.00
-0.33 -0.25 :
031 032 . 001 . 100

Thus, regression models with time-fixed effects for
each pair of indicators have been constructed, which
are adequate and high-quality in all characteristics.
Table 6 shows a comparison of these models.

Table 6. Comparison of regression models
with time-fixed effects

. iModel 1: Model 2 | Model 3 | Model 4
Variables : N : P .
¢ (ncpi) i (nedb) : (ngci) (ngii)
© 0.261** | —0.0368 :-0.00852 : —0.102

X o wosa (00w (0osso)

oy 0123 0142 0140 . 0144

.,.4,(99,.9.3.7.).4...(9:.0.974). ..10.0977) : (0.0965)

o 0163 ~0287 | 02377 0252+t
(0.0986) i (0.0991) (o 101) (0.0971)

T e Coaestt “ogert “ozert
(0.0981) . (0.0973) (0.104) | (0.0975)

T 0361FF 0477 04724 0,498

0105 (0097 (0108 (0083

yors 0373 052477 -0.506"** ~0.520"**

(0109 . (0101) | (0.111)  (0.0968)

2016 .‘,925.5.* .*.4. ..‘9,4%7“?*.*.,*7” .fQ,f‘%Zf‘.*f 704037
(0.112) | (0.0973) i (0.110) | (0.0972)

L o gy Coarst s

(0110 00974 (0104 (00971)

Jos 0334777 S04767T 04767 04617

e 0211) 2 (0.0976) ¢ (0.103) ¢ (0.0978)

ro 0497 068177 D687 ~0,666%T"
©(0.125) | (0.0996) | (0.105) | (0.0988)
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iModel 1: Model 2 | Model 3 Model 4

Variables o : ., ..
¢ (ncpi) @ (nedb) : (ngci) (ngii)
© 0.334%* | —0.561*** | —0.565%** | —0,550***
o oass)
O 437*** —O 648***
2021
(0130)  (0.0982) <0 106) ..,(9,997%}}
O 295*** O 323*** —O 311*** —O 361%**
Constant ....................
] . (O 0661) (0 0794) (O 0957) (00839)
Observations g4

Numberofc _num

LF12,65)
YEAR FE

000 ﬁﬁﬁfﬁff{ffiffffﬁffﬁ 0o
YES

Note: Standard errors are in parentheses. *** p < 0.01,
**p<0.05 *p<0.1.

According to the results, in a generalized form,
when the Corruption Perceptions Index increas-
es by one unit, the MSME indicator will increase
by 0.26 units. Time-fixed effects indicate that
for 2011-2012, the dependencies are not statisti-
cally significant. The greatest impact is recorded
in 2019; when the cpi changes by one unit, the
MSME indicator will increase by 0.49 units. As
for the Ease of Doing Business index, in general,
a statistically significant connection with MSMEs’
development was not found. However, the time-
fixed effects study shows that such patterns exist
for 2012-2021. The greatest impact was recorded
in 2019 when, with an increase in edb by one unit,
the MSME indicator decreased by 0.68 units. The
result for the Global Competitiveness Index (Table
8) turned out to be similar; the greatest impact
was also found for 2019 (-0.69). The study of de-
pendencies between imsme and gii showed that in
2019, if the Global innovation index changed by
one unit, the MSME indicator would decrease by
0.67 units.

Challenges and opportunities in the modern man-
agement of micro, small, and medium-sized enter-
prises (MSMEs) are examined by scholars in vari-
ous contexts. Brychko et al. (2023) analyzed small
and medium-sized entrepreneurship and the sus-
tainable development of the country. Through
structural modeling, a hypothesis was proposed
that the concept of sustainable development di-
rectly contributes to the development of small and
medium-sized enterprises. However, this assump-
tion was only partially confirmed, as the sustain-
able development of a country affects the devel-
opment of entrepreneurship in general, and it is
practically impossible to identify a dependence
for small and medium-sized businesses. Although
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no comparison with sustainable development was
made in the presented work, a causal relationship
between the composite indicator of MSMEs’ de-
velopment and the dimensions of political, eco-
nomic, and innovative development of the country
was discovered, allowing for the identification of
specific levers of influence on MSMEs in Central
and West Asian countries.

Olaniyan and Adepeju (2023) modeled the rela-
tionship between a country’s level of economic
development and the performance indicators
of small and medium-sized enterprises using
Nigeria as a case study. The carefully selected
methodological toolkit (the method of estimat-
ing autoregressive distributed lag, the augmented
Dickey-Fuller test, and the Granger causality test)
allowed for the conclusion that the growth in in-
vestments in small and medium-sized enterpris-
es, facilitated by the implementation of a simpli-
fied access system to credit resources, contributes
to the long-term economic growth perspective of
Nigeria. Wansi and Burrell (2023) made a simi-
lar conclusion regarding MSMEs in Cameroon.
However, this current study examines how the
variability of political stability and innovative
activity affects the development of MSMEs in dif-
ferent economic contexts of Central and West
Asia. It was found that a high level of political
stability and government transparency, especial-
ly in terms of fighting corruption, significantly
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facilitates investment attraction to the MSME
sector, which ultimately has a positive effect on
economic growth.

Timotius (2023) discussed the barriers faced
by MSMEs based on the examples of India and
Indonesia, respectively. They highlight key ob-
stacles for small and medium-sized businesses
in developing countries: availability of necessary
raw materials, insufficient financial support from
the state, shortage of skilled labor, low efficiency
in the use of innovative technologies, lack of nec-
essary electricity supply, ineffective marketing,
and an imperfect competitive environment. The
conclusions regarding the existing barriers for
MSMEs are important and valuable, yet they carry
an exclusively local character, as they were formu-
lated for specific countries and cannot be used for
countries with different economic characteristics.
In contrast, this current study attempts to gener-
alize the obtained results to identify common and
unique barriers for MSMEs in Central and West
Asian countries, analyzing them through a wide
range of economic, political, and innovative indi-
cators. For instance, the analysis showed that de-
spite the general impact of factors, such as insuf-
ficient funding and deficiencies in infrastructure
development, unique barriers related to political
instability and corruption were identified in some
countries, affecting trust in state institutions and,
consequently, the investment climate.

CONCLUSION

This study aimed to determine the development level of MSMEs in Central and Western Asia and iden-
tify significant problems and opportunities in development management. For this, a composite indica-
tor of MSMEs’ development was calculated by means of factor analysis using the principal component
method. The obtained indicator made it possible to confirm that the selected countries vary significantly
in terms of the state and dynamics of MSMEs’ development. Specifically, an increasing trend for 2010-
2021 was observed for most countries, such as Azerbaijan, Kazakhstan, Tajikistan, and Uzbekistan,
which are the leaders in MSME development. However, it is worth noting that some countries, such as
Armenia, Georgia, and the Kyrgyz Republic, have shown a decline in this indicator in recent years.

A correlation analysis showed a direct, dense relationship between MSMEs’ development and the
Corruption Perceptions Index (0.68) and a weak inverse relationship with the Ease of Doing Business,
Global Competitiveness Index, and Global Innovation Index (-0.24, -0.28, and —0.27). The constructed
regression models with time-fixed effects allowed asserting a clear effect of the Corruption Perceptions
Index on the development of MSME both in general for Central and West Asian countries and over
the years (with an increase in the Corruption Perceptions Index by one unit, the MSME indicator in-
creases by 0.26 units). Meanwhile, the dependency of the composite indicator of MSMEs’ development
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on economic and innovative development does not have a clearly expressed regularity during the study
period. A statistically significant relationship was only found in 2019. Thus, with an increase in the Ease
of Doing Business Index by one unit, the composite indicator of MSMEs’ development decreases by 0.68.
With an increase in the Global Competitiveness Index by one unit, the composite indicator of MSMEs’
development decreases by 0.69 units. Finally, with an increase in the Global Innovation Index by one
unit, the composite indicator of MSMEs’ development decreases by 0.67 units.
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