VERSLAS: TEORIJA IR PRAKTIKA / BUSINESS: THEORY AND PRACTICE

ISSN 1648-0627 / elSSN 1822-4202
http://btp.press.vgtu.lt

2018 19: 1-8
https://doi.org/10.3846/btp.2018.01

SMES DEVELOPMENT AND CORRUPTION: CASE OF KAZAKHSTAN

Gulimzhan SULEIMENOVA!, Aigul SADVOKASSOVA?, Botagoz RAKISHEVA?,
Arman NURMAGANBETOV*

Academy of Public Administration under the President of Republic of Kazakhstan

E-mails: 'gk.suleimenova@gmail.com; *Aigul.Sadvokassova@apa.kz;
bota_r@mail ru; *anurmaganbetov@gmail.com

Received 10 October 2017; accepted 14 January 2018

Abstract. The article presents a study of the corruption perception and the involvement of SMEs in corruption practices.

The main goal of the paper is to provide an analysis of corruption perception of the SMEs representatives, its parts and research
methodology to provide an adequate picture and analysis of corruption of the Kazakhstan. For obtaining a comparative picture,
we interviewed 500 representatives of SMEs and 500 civil servants. We used a mass survey (face-to-face) method.

The results show that the presence of “gap” between perception of corruption and degree of the respondents’ involvement in
corrupt practices. The respondents believe that corruption is widespread, but they themselves were rarely involved in corrupt
practices. The key message is that the SMEs representatives consider this problem to be acute, but they are not ready to talk about

their own experience in this regard.
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Introduction

The modern world is experiencing a period of global chan-
ges and transformations. The macroeconomic environment
in the world is becoming less predictable against a backdrop
of increased competition for resources and sphere of influ-
ence, intensified migration flows, and the growing number
of hotspots of tension (OECD 2017a). These changes have
given rise to many problems negatively affecting the deve-
lopment of SMEs. At the same time, corruption remains a
significant factor influencing development of SMEs. The
multifaceted impact of corruption on SMEs was noted. It
manifests itself in the form of administrative barriers to
market entry, artificial complication of business activities,
additional costs, and declining profitability (e.g. Galli et al.
2017, Suleimenova 2005, e.g. Golovshchinsky et al. 2004).

Kazakhstan, as one of the few Central Asian countries
that managed to achieve positive results in political, eco-
nomic and social spheres, today faces new challenges in the
sphere of state policy and administration. The government

of Kazakhstan understands that the key “ingredient” for
economic growth is a dynamic development of SMEs. The
period of economic crisis, which followed the period of high
rates of economic growth in the country, requires identifica-
tion of the reasons for low rates of the SMEs development.

Whereas in many countries of the world SMEs signifi-
cantly contributes to GDP and employment, the economy of
Kazakhstan has not reached the same levels, in spite of the
fact that Kazakhstan ranked the 35th position in the World
Bank rating “Doing Business 2017, increasing its rating by
16 points compared to “Doing Business 2016”. Kazakhstan
entered the top 10 countries with a high number of reforms
to improve the business climate. The World Bank marks the
country as the best reformer for the fourth time in the last
12 years. The country took the third place in regards to the
“Protecting Minority Investors” indicator (Doing Business
2017). Systematic work of the Government of the Republic
of Kazakhstan promoted improvement of positions in the
“Doing Business” rating. Thus, unprecedented measures
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have been taken to improve the business environment and
reduce administrative pressure on business through reform-
ing existing legislation, improving regulatory approval sys-
tem, simplifying the procedures for business creation and
optimization of state means of control and supervision.

At the same time, the World Economic Forum report
notes that corruption ranks third among most serious
business problems in Kazakhstan (Schwab 2017: 220). The
country’s rating in Corruption Perceptions Index reported
by Transparency International is not entirely satisfactory.
Kazakhstan holds the 131-st position among 175 countries
(CPI12016).

In our opinion, the lack of practical experience in de-
veloping market-type institutions in the transition period
affected the quality of the institutions created. The meta-
rules developed in the previous period did not contribute
to the process of “transplanting” institutions and emergence
of the working regulations system. New economic condi-
tions continue to be strongly influenced by the previously
dominant system. The current situation of the SMEs insti-
tutional environment can be characterized as non-optimal.
The non-optimal structure of the institutional environment
is explained by the fact that it fails to provide the SMEs rep-
resentative with necessary information on prices that allows
him or her to comply with all the rules and pay for the ser-
vices of the relevant structures. In particular, one part of the
rules and the SMEs institutional environment procedures
expands the boundaries of their activities, removes barriers
to exchange and maximizes the cost of resources alloca-
tion, while the other - prevents such optimization, narrows
down potentialities of economic agents, determines waste
of private and public resources. As a result, the economy
is dominated by informal relations allowing performing
economic operations, bypassing the norms of “written” law
within the framework of informal rules using alternative
mechanisms for resolution of distributional conflicts.

This fact makes actual the need to study attitude of the
SME:s representatives to corruption, institutional environ-
ment that forms the institutional and legal conditions for
business activities, designed to promote the fullest imple-
mentation of economic potential and increase the SMEs
competitiveness in the context of their inclusion in the
global economic system. The main goal of the paper is to
provide an analysis of corruption perception of the SMEs
representatives, its parts and research methodology to pro-
vide an adequate picture and analysis of corruption of the
Kazakhstan.

1. Theoretical framework

SMEs contribute a lot to the socio-economic development
of the country under favorable conditions (OECD 2017b,
Ayandibu and Houghton 2017, e.g. Virglerova et al. 2016,

Adamoniene and Andriuscenka 2013). Aldrich H.E. and
Wiedenmayer G. wrote in this regard that “social and po-
litical environment can either stimulate or destroy entre-
preneurial initiatives ... Private initiatives can be successful,
better “match” its environment and maximize benefits
from interactions under favorable conditions” (Aldrich
and Wiedenmayer 1993).

Researches have shown that corruption is a deterrent
to the development of SMEs (e.g. Mahfuzur et al. 2017,
e.g. Ronald et al. 2015). Thus, widespread corruption in a
country has a negative impact on economic growth (e.g.
Gamberoni et al. 2016, Uruzbaeva 2016). This has a par-
ticularlyimpact on reducing tax revenues, developing “grey”
business zones, etc. It should be noted that there are a lot
of publications devoted to SMEs and corruption issues.
Meanwhile, the conclusions drawn from the research of
perceptions of corruption among business representatives
based on survey, regression and empirical analyzes dif-
fer. For example, the SME Managers survey conducted in
2013 by the Institute for Economic and Enterprise Research
found that the higher the degree of corruption, the more
negatively SME Managers consider the institutional envi-
ronment. Firms must pay bribes to obtain economic benefits
(IEER 2013). A research of the All-Russian NGO of Small
and Medium-sized Businesses, conducted in 2014, revealed
that “mainly civil servants are interested in corruption links,
and entrepreneurs are forced to “adapt” to the current situ-
ation” (OPORA NKO 2014). Thus, according to Xun W,
Chandramohan K., Bali A.S., a “vicious cycle of bribery and
corruption” is being formed. The vicious circle begins when
firms are forced to practice bribery because of the high level
of corruption in their operating environment. The increased
participation of firms in the practice of bribery further con-
tributes to the perception of high corruption. In turn, this
makes the practice of bribery even more uncontrollable (e.g.
Xunetal. 2016). Although, Sorin M.S. Krammer argues that
bribery plays a positive role in the introduction of innova-
tion. Firms deliberately pay bribes to bypass bureaucratic
procedures (Krammer 2016).

The findings of the research by Collins J. D., McMul-
len]. S., Reutzel C. R are quite interesting. Thus, a survey of
Indian entrepreneurs revealed that the firms do not agree
that corruption is widespread. At the same time, nonpro-
ductive firms believe that there is no justice due to corrup-
tion (e.g. Collins et al. 2016).

All the same, the existence of a negative link between
competition and corruption is proved. In such a situation, if
the country sets a goal to develop the production sector, the
main measures should be aimed at preventing corruption
between civil servants and businessmen (Emerson 2006).
One of the significant factors of the survival of firms is the
control of corruption (Shagbazian and Aistov 2017). At
the same time, representatives of SMEs believe that strict
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control over the actions of civil servants is the most effec-
tive measure to eliminate corruption (Skriba and Urban
2015). It should be noted that international institutions have
proposed deregulation as one of the tools to control corrup-
tion. Through the regression analysis of the data, M. Fazekas
argues that deregulation of the approval documents issu-
ance process helps in reducing the perception of bribery
and petty corruption, but the effectiveness of this tool is not
high in controlling state favoritism (Fazekas 2017).

Thus, it can be concluded that various studies in gen-
eral confirm that corruption and bribery impede the de-
velopment of SMEs. At the same time, SMEs for strategic
reasons resort to bribes to overcome administrative and
market barriers.

2. Methodology

The corruption assessment in the business sector helps to
determine the overall level of corruption in the country
or sector of its economy and identify the areas in which
corruption is highest and should be considered a priority
issue. Regular assessment of the level of corruption is an
information source of data on the factors that generate
corruption in its various forms and helps to develop the
most effective anti-corruption measures. Corruption mo-
nitoring through its research and assessment helps to im-
plement anti-corruption measures more effectively. Both
quantitative and qualitative methods are applied during
the research of corruption.

Quantitative methods include surveys to assess public
opinion. This is the most commonly used diagnostic tool for
assessing levels of corruption. As a rule, these surveys are
sources of data on certain elements or types of corruption
in the country. Most of these researches are aimed at iden-
tifying subjective opinions of the respondents using direct
questions about experience and practice of citizens/or pri-
vate enterprises (Povitkina and Wysmulek 2016, Richards
2016). Businessmen are assigned to often surveyed group,
as they are aware about the state of affairs in this area.

Among them, one of the known is the methodology for
determining corruption perception indexes in the coun-
tries of the international community, developed by the
“Transparency International” anticorruption agency. This
methodology has a multi-faceted nature, since the agency
includes offshore companies, non-transparency of finan-
cial institutions and excessive payments to managers in the
concept of “corruption” (CPI 2016). There is also a similar
methodology for an international survey of crime victims
used by the United Nations, which is based on the use of
telephone and personal interviews with victims and wit-
nesses of blackmailing offenses (ICVS 2008). Along with
this, at the request of government bodies the surveys with
the use of different forms of questionnaires in the countries

are conducted. Based on the data obtained, the following
indexes are calculated: corruption perceptions index; brib-
ery index; corruption index in society in a certain sector.

The purposes of the qualitative research may be dif-
ferent. Some of these surveys have a clear anticorruption
orientation, others — analyze the institutional systems in
which corruption continues to flourish. The qualitative
method is designed to use different approaches, such as
checklists, expert surveys, expert interviews, focus group
researches, and so on (Brandt and Eiro 2016, Varrich 2016).
The main advantage of the research of corruption qualitative
characteristics is that these researches make it possible to
clearly outline and analyze the extent of a particular issue
or the state of corruption in a particular sector. In some
cases, data and relevant analytical materials can be used as
support in the strategy development, as well as for taking
specific measures to solve a specific problem or impact on
a specific sector.

We used a quantitative method of research — a mass
survey using a questionnaire, through a personal interview
with a respondent (face-to-face). A survey was conducted
among representatives of small and medium-sized business-
es. The sample includes 500 respondents. Representatives of
civil servants were interviewed as a control group, and the
sample comprised 500 respondents. In both cases, the target
sample was used. In particular, to select the sample of SME
representatives, we calculated the general population by
country and by region. Then a quota sample was compiled.
The survey involved those representatives of SMEs that are
members of the National Chamber of Entrepreneurs. For
the survey, we selected civil servants who, by the nature of
their activities, directly interact with the SME. The question-
naire included 24 questions and 4 social and demographic
questions. The questionnaire consisted of two blocks of
questions. The first is questions that reflect assessment of
the corruption phenomenon. The second is the attitude
of respondents to the results of researches on corruption.
Due to the fact that we planned to compare the ratio of
the two target groups to the corruption, we used the same
half-closed questions in the questionnaires. The geography
of the research covers 14 regions, the capital and the city of
republican significance (Astana and Almaty).

The research was based on the following categories and
empirical categories of analysis (Table 1).

3. Results of research and discussion
Characteristics of respondents

The sample of the business group included 500 respon-
dents from 14 regions of Kazakhstan, the capital and a city
of national importance. A quota sample was used. 52.4%
of men and 47.6% of women were surveyed. Among the
respondents, the most significant was the age group of the
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Table 1. Tasks categorization and empirical measures

Tasks

Original notion

Empirical categories (indicators for measuring,
analysis categories)

Key factors of influence on the
situation of corruption practices

Corruption as occurrence or phenomenon
of social life, bribe, business, social, poli-
tical corruption

Determination of characteristics of corruption re-
lations, impact of social and demographic parame-
ters on corruption perceptions

Potential corruptogenic spheres

Socially significant spheres of public life,
differentiation of corruption types

Social environment of corruption, social support
or denial settings

The nature of state anti-corruption
policy

Principles of state anti-corruption policy,
implementation mechanisms, impact and
effectiveness of state policy

Awareness and support of the main directions of
state policy, reflected in the mass media

Influence of external assessments
and results of sociological research
on corruption perception by the

Role of international assessments in
corruption perception by the population,
degree of confidence in domestic resear-

Public attitudes and assessment of the results of
sociological researches

population ches

respondents from 30 to 45, that constituted 56.8% The
second - from 46 to 60 - 28.6%. Young entrepreneurs from
18 to 29 accounted for 11.8%. Regarding educational level,
the respondents with secondary vocational education (col-
lege) — 49.2% and higher education (university) — 47.6% are
more likely to meet. 1.8% of the respondents have seconda-
ry education (full secondary school). As for ethnicity, 55.6%
of Kazakhs, 42.2% of Russians and 2.2% of representatives
of other ethnic groups are represented in the sample.

The social and demographic characteristics of the in-
terviewed civil servants (500 respondents) are as follows:
men - 40.2%, women - 59.8%. The age composition: from
18 to 29 - 26.2%, from 30 to 45 - 20.6%, from 46 to 60 -
20.6%, from 61 and over — 1.0%. 99.8% of the respondents
among civil servants have a higher education and 0.2% has
a degree.

Results

The government of Kazakhstan seeks to create the most
favorable conditions for SMEs development. In all pro-
gram documents, development of SMEs is defined as a
priority. There are various support institutions in the

country. In recent years, activity of the National Chamber
of Entrepreneurs has increased. Despite such government
efforts, contribution of SMEs to GDP and employment is
negligible (Fig. 1).

In this regard, researches are being conducted to iden-
tify the reasons for the SMEs slow development against the
backdrop of increased state support for their activities. It is
established that the average value of entrepreneurs’ satisfac-
tion with the success of their own business is 68% of 100%
(Tastulekova and Bukeeva 2016). This means that there are
“problems” in development of business.

The research results confirmed the thesis of widespread
corruption in the business sphere (Fig. 2).

SMEs and civil servants understand corruption as per-
sonal contacts ensuring cover up for (Fig. 3). The possibility
of using official powers in their own interests — is the source
of covering up for and taking of bribe as a form of remunera-
tion for the service rendered. Therefore, the respondents
reveal the nature of corruption in such a sequence. This
conclusion indicates the existence among SMEs of the tradi-
tion of pulling strings as an integral condition of business
development. The persistent character of tradition repro-
duces corruption relations.

¢~ The share of SMEs in GDP, %
Liner (the share of SMEs in GDP, %)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

—#- The share of SMEs in employment, %
— Liner (the share of SMEs in employment, %)

Note: Compiled according to the data of the Ministry of National Economy of the

Republic of Kazakhstan.

Fig. 1. Dynamics of SMEs contribution to GDP and employment in the Republic of

Kazakhstan for 2005-2016, %
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[] Almost not spread
[ Not widespread
B Widespread

Fig. 2. Expansion of business corruption in Kazakhstan, %

Use of official position in
personal, selfish interests

Bribery

Protection social networks

0 10 20 30 40 50 60 70

Fig. 3. Definition of the “corruption’, %

Corruption, which began with bribes, today has multiple
forms of manifestation due to the ramification and compli-
cation of the subject and terms of transactions. The research
found that if for SMEs a bribe is a convenient way to resolve
issues, then for the civil servants, a bribe is a forced measure
(Table 2). Consequently, both groups recognize that fol-
lowing formal rules are associated with high transaction
costs and they consider paying bribes as an “easy” way of
bypassing the rules. This means that, despite the govern-
ment’s efforts to create a favorable business environment,
SMEs consider their environment unfavorable. Our results
support the research findings in the Business Climate, which
showed that 16% of respondents noted that corruption helps
the development of business (Business Climate 2016).

We believe that the action of administrative barriers
bring to “high” price of obedience to the law. If the admin-
istrative barriers prevail in the economy, then a corrupt
transaction, bypassing the rules, becomes the rational

choice of SMEs based on comparison of the “cost-benefit”
of functioning in the sphere of legal economy. However, in
real life, any rule can be perceived as a barrier, since it places
a restrictive framework for activities. According to entre-
preneurs, most of the rules are barriers, because they hin-
der rapid growth and maximization of profit (Suleimenova
2005). The government believes that all the created rules are
designed to streamline the activities of state and business
structures, as well as protect the domestic market.

Despite this, the results of our survey confirm that the
idea of creating and maintaining a competitive business
pushes entrepreneurs to participate in business networks
that include not only entrepreneurs, but also representa-
tives of state bodies. Entrepreneurs are convinced that “the
vertical take-off of business structures is based on activities
that involve an element of lobbying in the halls of power,
without which the super-profitability of transactions would
be unlikely” (Barsukova 2000). Our study also records that
the use of ties, relatives, friends and acquaintances to infor-
mally resolving problems in Kazakhstan is quite common
(60.8% — SME, 56.4% — civil servants) (Table 3).

Table 3. Dissemination of the use of networks, relatives,
friends and acquaintances to informally resolve problems in
Kazakhstan, %

SMEs Civil servants
Very common 7.0 2.3
Quite common 60.8 56.4
Not very common 19.6 24.4
Not common 3.5 4.3
Not sure 9.1 12.6
Total 100 100

Our research, as well as the research of the Institute
of Economic Research, conducted in 2015, revealed the
existence of a “lag” between the perception of corruption
and the degree of respondents’ participation in corruption.
Respondents believe that corruption is widespread, but they
themselves rarely participated in corrupt transactions.

Table 2. Assessment of paying bribes in two groups of respondents, %

SMEs Civil servants
This is a convenient way to resolve problems 42.7 37.6
This is necessary to resolve problems, almost all pay a bribe 322 34.3
People are forced to pay a bribe, since there is practically no other way out 39.9 38.9
I do not pay a bribe, and I do not care if others pay 5.6 6.9
I do not pay a bribe, and I think that no one should pay a bribe 9.1 5.6
Mentality of the people 0.0 0.0
Not sure 1.4 2.3

Note: Respondents could choose several answers, so the sum of the answers is not equal to 100%.
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Table 4. How would you assess the extent of corruption in
Kazakhstan as a whole today?, %

Options %
In Kazakhstan | In the sphere of work

High 32.4 19.8
Average 41.9 33.2
Low 18.7 22.4
No corruption 1.6 18.6
Not sure 4.7 6.0

Total 100.0 100.0

According to the results of the research, it can be concluded
that entrepreneurs consider this problem to be acute, but
are not ready to talk about their own experience in this
regard. This is especially true for the southern regions of
Kazakhstan (Business Climate 2016).

Comparing the overall level of corruption and corrup-
tion in their own sphere of activity, representatives of SMEs
note a big difference. 32.4% is a “high” level of corruption
in Kazakhstan, and 19.8% of SMEs respondents note “high”
level in their own sphere (Table 4).

Business as one of the sectors of society can play a signifi-
cantrole in reducing the level of corruption. In the research,
we tried to study how business representatives refer to in-
formation in the media about corruption, how important
for them the publicity of such information.

Conclusions

This research analyzed the perception of corruption and
the attitude of SMEs to corruption practices through a fa-
ce-to-face survey of 500 representatives of SMEs and 500
civil servants.

The results of a sociological research allows for the fol-
lowing conclusions. Firstly, there is a “gap” between percep-
tion of corruption and degree of the SMEs involvement in
corrupt practices. In particular, SMEs perceive corruption
aswidely spread. At the same time, they argue that they were
rarely involved in corruption relations. Secondly, it revealed
that representatives of SMEs are not ready to talk about
their own experience of participation in corrupt transac-
tions. Thirdly, differences in the perception of corruption
among representatives of SMEs and civil servants have been
revealed. Thus, representatives of SMEs perceive a bribe (as
a form of corruption) as a way to quickly solve problems.
Atthe same time, civil servants believe that bribes are given
in a “hopeless” situation. Fourth, unwillingness of SMEs
representatives to implement anti-corruption measures in
the industry they work is revealed. This is confirmed by
our data, where it is established that SMEs representatives
participating in the survey assess the level of corruption in
their own industry lower than in other industries. Fifthly, a

low level of interest of SME representatives in the publicity
and openness of relations between business and the state
has been revealed.

Thus, the results of the research testify to the need to
strengthen the corporate culture in SMEs, aimed at intro-
ducing a policy of openness and “zero” tolerance for cor-
ruption. One of the measures to implement this policy can
be the exchange of information between SMEs and govern-
ment agencies on open digital platforms. Another one can
be the implementation of educational programs that clarify
the legal framework and tools to control corruption. In ad-
dition, there is most important to develop social responsi-
bility of the SME (e.g. Lee et al. 2015). The experience of
Japan shows that the introduction of training programs for
entrepreneurs on CSR, allows them to subsequently pursue
an effective CSR policy, improve management and business
environment (Makoya 2017).
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