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Abstract. It is important to understand the effect
of Small and medium enterprises (hereinafter-
called SME) on economic development and to find
out whether International Organizations’ policy
recommendations are “Kicking Away the Ladder”
policies or not. Therefore, in this study, we seek to
evaluate the causal effect of SME's on growth of 11
different sectors (as suggested by IMF) of economy. To
this end, we started with a simple regression model
to check whether there is a positive association
between SMEs and economic growth at all. The toy
regression model we employed was based on the
regression of sectoral per capita GDP on the SME
growth variable (measured by the labor employed by
SMEs in each sector). Furthermore, we checked the
robustness of such positive association in different
environments determined by the fixed and random
effects assumptions and interestingly, we obtained
statistically significant positive association no matter
which assumption about fixed and random effects
were made.

The data used in this study are obtained from
the website of the State Statistical Committee of
the Republic of Azerbaijan (“The State Statistical
Committee of the Republic of Azerbaijan,” 2019). We
did initial data cleaning and transformations to make
the data serve our purposes and these manipulations
are given in the paper. The interesting side of the
paper is it uses panel data to reveal the relationship of
SMEs and growth.
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AHHOTauumA. BaXHO MOHATb BAWAHWE  ManbixX
n cpefHux npegnpuatuii (ganee-MCrl1) Ha 3KoHOMU-
yeckoe pasBUTME W BbIACHWUTb, ABAATCA N MNONU-
TUYECKNe peKoMEeHJALMN MeXOYHapOLHbIX OpraHu-
3aUMin NONNTUKON “oTOpacbiBaHUEM NIeCTHULbLI” 1K
HeT. C 3TO Uenbio Mbl Hayanu C NPOCTON perpeccu-
OHHOWNIM Moaenu, YToObl MPOBEPUTDL, ECTb X NONOXKN-
TenbHaA cBA3b Mmexay MCI1 1 SKOHOMMYECKUM POCTOM
BoO6Le. Micnonb3oBaHHaA HaMn MOAENb perpeccun
urpyliek 6bia OCHOBaHa Ha perpeccum oTpacneBoro
BBIN Ha gywy HaceneHuAa HanepemeHHyo pocta MCII
(n3mepsaemyto paboueinn cunon, 3aHaton MCI B Ka-
XAoM cekTope). Kpome TOro, mMbl NpoBepunu ycTomn-
UMBOCTb TaKOW MOMOXUTENbHOW accoumaumm B pas-
NMYHBIX cpefaXx, onpefeneHHbIX NpeanonoXeHnAMn
bUKCMPOBaHHBIX 1 ClyYalHbiX 3G deKTOB, 1, UTO UHTe-
PEeCcHO, Mbl MONYYMAN CTAaTUCTUYECKM 3HAUMMYIO MOJIO-
XKUTENbHYI0 accoumalmio He3aB1CMMO OT TOro, Kakoe
npegnonoxeHne o GUKCMPOBAHHBIX U ClyYaHbIX 3¢-
¢dekTax 6b110 caenaHo.

JaHHble, ucnonb3lyemble B [aHHOM WCCNE[OBaHUU,
nony4yeHbl ¢ Beb-canTa [ocyfapCTBEHHOrO CTaTUCTU-
yeckoro KomuTeTa AsepbangxaHckon Pecnybnuku
(“TocypapCTBEHHbIN CTaTUCTUYECKUA KomuTeT Asep-
6angxaHckon Pecny6nukin’, 2019). Mbl nposenu nep-
BOHaYalnbHYI0O OUYMCTKY U Mpeobpa3oBaHUe AaHHbIX,
4TOObl flaHHble CAYXKUM HALIMM Lenam, U 3TV MaHu-
nynAyMm npuBefeHsbl B cTatbe. VIHTepecHo CTOPOHO
CTaTbW ABNETCA WCMONb30BaHUE MaHENbHbIX JaHHbIX
LA BblABNEHUA B3aMMocBaA3n mexay MCI n poctom.
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To the best of our knowledge, no paper has employed
macroeconomic panel data to assess the effect of
SMEs on each sector of a single country so far. To this
end, we use Arellano-Bond estimator which is also
called Generalized Method of Moments Instrumental
Variable estimator. The essence of this methodology
is that current values of the dependent variable
cannot have a causal impact on the past values of the
endogenous regressors (Arellano and Bond, 1991).
Relying on this fact, we construct instruments for
possible endogenous SME growth variable using its
own past values. After filtering out the variation (noise)
in SME growth variable in current period which is not
associated with its own lagged values we hope that
there will not be any signal left in the predicted values
of SME growth variable which can be affected by
current period GDP contemporaneously. After doing
so, we believe that any positive regression coefficient
obtained is purely due to causality flowing from SME
growth to GDP and not vice versa. Moreover, we use
three different fixed effects model for robustness
check purposes and find that the relationship
between SME growth variable and GDP in each sector
stays positive and statistically significant which makes
our results more convincing.

Keywords: SME, GDP
assessment, Azerbaijan.

growth, econometric

Hackonbko Ham 13BECTHO, 4O CUX MOP HW B OAHOM [1OKY-
MEHTe He VCNONb30BaNCh laHHblE MAaKPO3KOHOMMYe-
CKMX rpynn ansa oueHkn sosgenctama MCI1 Ha KaxKabin
CEeKTOp OTAeNIbHO B3ATOM cTpaHbl. C 3TON LeNbio Mbl
ncrnonb3yem oueHKy ApennaHo-boHpaa, KoTopasa Takxe
Ha3blBaeTcA «O6006LLEeHHbIM METOAOM OLEHKN MHCTPY-
MEHTasIbHbIX NepeMeHHbIX MOMeHTOB». CyTb 3TOWN Me-
TOLONIOTMM 3aK/I0YaeTCA B TOM, YTO TEKYLUME 3HaYeHUA
3aBUCMMOW MepeMeHHOM He MOryT OKa3biBaTb npwu-
UYMHHOTO BAMAHMA Ha NPOLUSble 3HAYEHUA SHAOTEHHbIX
perpeccopos (Arellano and Bond, 1991). Onnpascb Ha
3TOT $aKT, Mbl CO3aeM MHCTPYMEHTbI 417 BO3MOXHOM
SHOoreHHon nepemeHHon pocta MCII, ncnonb3ys ee
cobcTBEHHbIE NpoLusble 3HaveHusA. [Nocne punbTpaymm
n3MeHeHnA (Wyma) B nepemeHHon pocta MCI B Te-
KylleM nepuofe, KoTopasa He CBA3aHa C ee cOOCTBEH-
HbIMW OTCTAIOWMMW 3HAYEHUAMU, Mbl HaAZEEMCA, UYTO
B MPOrHO3MPYeMbIX 3HauyeHMWAX MepeMeHHON pocTa
MCIT He ocTaHeTCA HUKaKOro CMrHana, Ha KOTopbi Of-
HOBpPEeMeHHO MoXeT noBnunATb BBl Tekywero nepunopga.
Mocne 3Toro Mbl nosiaraem, YTo No6O NOMYYEHHbBIN NO-
NOXMWTENbHbIN KO3OMLMEHT perpeccumn obycrnoBneH
NCKITIOUNTENBHO  MPUYNHHO-CNEACTBEHHON  CBA3bIO
mexay poctom MCI k BBI, a He Hao6opoT. Kpome Toro,
Mbl MCMONb3yeM TpW pasfnyHble mMoaenn GUKCUpo-
BaHHbIX 3GdEKTOB ANA NMPOBEPKN HafEXHOCTU U CUN-
TaeMm, UYTO B3aUMOCBA3b MeXAy MNepeMeHHON pocTa
MCIM n BBIl B Kaxgom cekTope OCTaeTcA MOM0XKu-
TeNIbHOW 1 CTaTUCTUYECKN 3HAUYMMOW, UTO AeNaeT Halu
pe3ynbTaTbl 6onee ybeautenbHbIMN.

KnioueBbie cnosa: MCI1, poct BBIl, skoHOMeTpuye-
CKas oueHKa, AzepbangkaH.

DOI: 10.31432/1994-2443-2019-14-1-7-17-35-42

l. Introduction

International organizations interested in stimulating
economic growth in developing countries believe that
there is certain type of firms usually called small and
medium Enterprises, which are drivers of economic
growth in any country. Moreover, those organizations
have three main arguments about the channels of
growth transmission: 1) SMEs boost competition
and entrepreneurship and as a result, country take
advantage of public externalities such as innovation,
economy-wide efficiency and aggregate productivity
growth; 2) SME proponents usually believe that SMEs
are more efficient than large firms. However, access of
SMEs to financial instruments is limited and therefore,
local governments can achieve higher efficiency and
growth by providing access of SMEs to financial means.
3) SMEs are more labor intensive than large firms and
therefore, helping SMEs in their access to financial
instruments can be a good measure to alleviate poverty
in developing countries (Beck et al., 2005).

However, some authors challenge these so-called
pro-SME arguments. Almost all three above mentioned
core arguments are challenged in the literature. For
example, Pagano and Schivardi (2003) show that firm
size is positively correlated with the growth, and larger
firms have better opportunities to contribute to growth
of a certain sector via influencing R&D in a certain
sector. Moreover, the sizes of firms in different sectors of
different countries are not exogenously defined rather
they are determined by the comparative advantage
and other country and sector specific factors (Kumar
et al,, 2001). Briefly, there is no a uniform view about
the effect of SMEs on growth. The topic itself is subject
of a big debate and this is particularly important for
a developing country like Azerbaijan to know the
possible effects of SMEs on economic growth and
adjust its policies accordingly.

Indeed, Azerbaijani government has spent
many resources to enhance SME sector since 2000s.
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According to “Doing Business 2009” report of the
World Bank Azerbaijan was the first in the ranking of
10 best reformer countries because of its achievements
in 7 out of 10 performance indicators. As a result of
legislative and institutional reforms which improved
the investment environment Azerbaijan moved from
97 to 33" place in ranking of countries on the ease of
doing business in 2009 (Doing Business 2009 — World
Bank Group, 2009).

The contribution of SMEs to overall economy is
higher and the share of the latter in different sectors
is more balanced in developed countries compared to
developing countries (Bayramov et al., 2017).

Interestingly, a simple comparison of Azerbaijani
SMEs to those of other CIS countries which Azerbaijan
shares historical, geographical and political proximity
also reveals drastic differences. For example, SME
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contribution to GDP is 58% in the Ukraine, 43% in
Georgia and 42% in Armenia, respectively. However,
this figure is only 4% in case of Azerbaijani economy
which is probably due to oil exports (Bayramov et al.,
2017).

Another interesting comparison is the SME
dynamics in Azerbaijan and in the countries of Eastern
Partnership. Figure 1 shows indices of institutional and
regulatory framework for SME policy implementation
in different Eastern Partnership countries from 2012 to
2016. As the Figure suggests Azerbaijan has improved
its ranking from 1.95 to 2.47 throughout the mentioned
period while other countries have not made significant
improvements compared to Azerbaijan (“SME Policy
Index: Eastern Partner Countries 2016 | READ online,”
n.d.).

2012

348 3.51
(o]
345
323
245
213
Georgia Moldova Ukraine

Figure 1. SME Policy Index for Eastern Partner Countries for 2016
Source: (“SME Policy Index: Eastern Partner Countries 2016 | READ online,"n.d.)

As the presented evidence so far suggests
Azerbaijan has spent significant resources to develop
SME sector and in fact it has had many achievements
in this sphere. However, the contribution of SMEs
to GDP of Azerbaijan is very small and the natural
question is to ask whether it is worth to spend efforts
to development of SME sector any more. Moreover, the
far from uniform distribution of SMEs across different
sectors another stylized fact that draws attention.
Therefore, the aim of this paper is to evaluate the
effect of SME development and growth relationship in
different sectors of Azerbaijani economy. Particularly,
the focus of this research is to elucidate whether efforts
of the government directed to boost SME performance
is a meaningful way of achieving economic growth. The
novelty of this paper is comprised in the assessment of
SME and Economic growth relationship in the context
of different sectors of Azerbaijani economy and there
is hardly any research taking such an approach and
particularly aiming Azerbaijan.

Il. Literature Review
SME — economic growth relationship is a centerpiece
of both public and scientific debates. There are two
mainstream theories about the role of SMEs in economic
development: classical and modern. According to
classical theory of SMEs which is mainly due to the
works of Hoselitz (1959), Fisher (1967) and Anderson
(1982) countries should support large enterprises
with a bright future instead of focusing on small ones
because in the course of economic development large
companies will predominate (Brako, 2014). On the
other hand, the modern theory of SMEs mainly due
to efforts of Berry and Mazumdar (1991) and Levy and
Powell (1998) emphasize the significant role of SMEs
in economic development relying on the stylized
facts from European and other developed countries
(Tambunan, 2014).

In general, as it was mentioned previously the
proponents of the pro-SME policies rely on three core
arguments: i) SMEs are more efficient than large firms; ii)
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SMEs boost competition which in turn, leads to higher
efficiency, innovations and higher overall productivity;
iii) SMEs are more labor intensive compared to large
companies and therefore, supporting SMEs can be seen
as a good measure of alleviating poverty (Beck et al.,
2005). There are enough number of studies supporting
the positive relationship between SME development
and economic growth. For example, Obi et al., (2018)
conduct a research to elucidate the effects of SMEs
on job creation, poverty alleviation and improvement
of standard of living and find statistically significant
impact while testing all three hypotheses. The authors
rely on survey data obtained from different states
of Nigeria. The study emphasizes the significance
of SMEs particularly for developing economies in
transition. Moreover, Tahir et al. (2018) use panel data
for different sectors of Malaysian economy comprising
the period from 2005 to 2016 and find that SMEs are
statistically significant drivers of the economy and
their contribution is on average 32% per 1% of SME
development. Furthermore, Brako (2014) finds the
positive contribution of SMEs to job creation, income
generation and distribution. Besides, it seems that
classical theories of SMEs are currently less supported
because mostof theinternational aid organizations have
been helping SMEs to boost economic development in
the Third World countries. It is a known fact that 80% of
World Bank programs are directed to SME finance and
20% is aiming institutions assisting SMEs in different
ways (Tambunan, 2014; “World Bank Group,” 2013).
However, the support to classical theories is growing
in the empirical literature. The opponents of pro-SME
policies mainly rely on the following 4 arguments (Beck
et al., 2005):

1) SMEs cannot be more efficient than large
enterprises because the former cannot take advantage
of so called “economies of scale”. On the other hand,
large enterprises can effectively reduce their average
costs and finance research and development (R&D)
projects. For example, Pagano and Schivardi (2003)
find robust positive relationship between firm size
and economic growth while studying the sectoral
distribution of firs size for a set of European economics.
The authors argue that larger size of firms foster their
productivity because of increasing returns from
research and development activities which obviously
cannot be undertaken by SMEs;

2) The second skeptical view argues that SMEs
are not more labor intensive and better job creators
compared to large enterprises. For example, Snodgrass
and Biggs (1996) relying on cross sectional study
find no significant association between the scale of
operation and labor intensity and productivity. They
argue that as a country develops the average plant size
in manufacturing industry rises and the contribution

of SMEs falls significantly. They further argue that 60
percent of manufacturing employment comes from
large plants rather than small ones except in deviant
cases like Japan and Italy (Snodgrass and Biggs, 1996);

3) Another skepticism is about exogeneity of the
size of enterprises to economic growth. Optimal firm
size is determined by policies, institutions, natural
resource endowments, the level of technological
knowledge and many other factors. For example,
Azerbaijan is endowed with vast petroleum and gas
resources and considering capital intensity of the
petroleum industry and the current SME definition set
forth by Azerbaijani legislation there is hardly any small
enterprise operating in the sector in question;

4) The last category of counter SME arguments
stress the importance of enhancing general business
environment facing all firms rather than focusing on
the former. For example, Edmiston (2007) stresses that
the best policy recommendation for policy makers
regarding SMEs is creating fertile environment for all
business, both small and big, and letting the market to
decide the optimal size of the enterprise.

After careful inspection of up to date literature
we have identified several reasons for the difficulty of
isolating the effect of SMEs on economic growth and
for the variety of opinions about the matter. The major
challenge facing authors in determining the impact of
SMEs on economic growth lies in endogeneity of SME
growth. The most prevalent methodology to cure this
problem is using instrumental variable regressions
which have different variations (Angrist and Pischke,
2009; Brooks, 2008; Gujarati, 2014; Wooldridge, 2012).
The second issue is the difference of SME definition in
different countries. Gibson (2001) mentions 3 critical
issues in universal definition and categorization of
SMEs. Firstly, he mentions that the discrepancy between
the SME definitions of member states and that of
international aid agencies may hinderan effective access
of the latter to financial instruments. Interestingly, the
SME definition of the World Bank group, EBRD, ADB, UN
and that of different countries are totally different from
each other. This fact not only creates an impediment
to effective access of SMEs to financial instruments
but also creates problems for researchers focusing
on cross-country SME analysis. For example, Beck et
al. (2005) while assessing the importance of SMEs on
economic growth in the context of cross-country data
impose an artificial cutoff of 250 employees for SME
definition. This self-selected cutoff cannot serve as an
efficient measure for the analysis because SME sector
receives financial and other types of support from local
governments based on the definitions of the local
governments. Under these circumstances, the results
of studies based on self-selected SME250 definition will
not provide an efficient assessment of SME — growth
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nexus because that measure will underestimate the
SME sector in some countries and overestimate in
others. Therefore, we believe that the results of such
studies (which use SME250 index) are flawed and
because of the latter, they usually find insignificant
causal relationship between SME and economic
growth. This fact actually was pointed out in Levine
and Zervos (1993) who mention that the conclusions
drawn about policy and growth relationships from
cross-country regressions are actually invalid because
of huge differences among countries. To put it in simple
terms countries are so much different that treating
them as being drawn from the same population is a
very strong assumption. The second issue raised by
Gibson (2001) is about using employee number as a
main rationale behind SME definition. He argues that
using turnover would be a more relevant tool for such a
definition. However, we strongly disagree to the author
at this point and support the view that number of
employees is a good tool both for the definition of SMEs
and for measuring their growth rate because SMEs —
as the name suggests — possess little capital and their
production is usually based on labor. The last crucial
point put forth by the author is the uniform definition of
SMEs by international aid agencies such as World Bank
imposed on all countries regardless of their level of
development. The author argues that such definitions
should be a function of each country’s macroeconomic

variables such as GDP. We agree with the author in this
issue but find it unnecessary to elaborate on this issue
because that is away from the scope of our analysis.

lll. Data and Methodology

Pursuing research about Azerbaijan is quite difficult.
The first problem arises from the fact that Azerbaijan is
a transition economy and it has no a long history as an
independent state. Therefore, economic and financial
time series is short and low quality. However, as the
country’s collaboration with International Organizations
is growing the Statistical Committee improves its data
quality and range. This fact has also been documented
in country specific reports of different organizations
few of which have already been mentioned. The short
time series of SME sector and growth rate of GDP
leaves no room for a usual time series regression of
GDP growth on SME dynamics. Therefore, this research
relies on panel data of different sectors of economy
covering 2010-2015 years period. Moreover, the data
for the research are not readily available and we have
to do some transformations to get the useful for our
objective information.

Before moving to causal relationship between SME
and GDP growth we would like to show whether any
statistically significant positive association is present
between the two. To that end, we employ different
versions of the following regression equation:

log(gpdshare;) = B; » 10g(SMELABORSHARE ;) + T; » sector; + Q; = X;, + H; » time, + €;, (1)

where log(gdpshare;;) is logarithm of share of the
sectors i's output in per capita Gross Domestic Product
at time t, log(smelaborshare;;) is logarithm of the
share of labor force employed by SME’s in sector i
normalized by the total labor force, sector; is a dummy
for each sector, X;; is the set of observables specific to
each sector i at time t, time; is a dummy variable for
time periods and €;; is the error term. Basically, we are
in search of the consistent estimators of the coefficient
matrices of B, I, Q and H.

Using labor share of SME’s is a vastly employed
proxy in the literature for the SME development (Beck
et al., 2005). It makes an intuitive sense because SMEs
are more labor intensive, and capital hardly plays a role
in their growth. Moreover, growth rate of per capita
GDP is used as a measure of productivity growth.

Having both left- and right-hand side variables
specified we would like to move on to analyze
whether statistically significant positive association
between SME and economic growth is present. If the
coefficient of log(smelaborshare,) variable is positive
and statistically significant this will mean that there

is a positive association between SME and economic
growth (Note that log(smelaborshare,) and LSME;, are
equivalent and two names of the same variable and the
latter is used for convenience across the dissertation).

To check whether the significant positive association
is invariant under different regimes we run two-way,
period and cross-section regressions both with fixed
and random effects model the results of which are
summarized in Figure 2.

In addition, the analysis of Figure 2 confirms the fact
the positive association between SME development
and GDP growth is established by our analysis even
under minor departures from our baseline specification.
Obviously, the coefficient of the LsmEg, variable is
positive and statistically significant under all alternative
regimes and it means that there is a statistically
significant positive association between SME and
growth. However, as mentioned in the literature this
positive association does not mean causality simply
because SME’s may employ more people as the country
develops. This kind of mere correlations does not mean
causality in true sense and the regression equations run
using such data is called “spurious regression” (Brooks,
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2008). There are examples of set of variables which are
unrelated in reality but are in high spurious correlation
(For interesting examples see: (“15 Insane Things That
Correlate With Each Other,"n.d.)).

Having all the above mentioned said, our main task
becomes to cure this endogeneity bias and check the
causal effect of each sector with the growth. A natural
idea would be to use DIF-IN-DIF type estimators to
check the effect of SME subsidy programs on the
growth of the “treated SME's” (“Difference-in-Difference
Estimation | Columbia University Mailman School of
Public Health,” n.d.).

Matching on observables may be a natural idea
to check the effect of those programs (Angrist and
Pischke, 2009). However, the main problem is that
the treatment is gradual such that some firms got
treatment at time t and some of them at t+1 and some
did not get any treatment at all. Another identification
strategy may be using Instrumental Variable approach
(Angrist and Pischke, 2009; Stock, n.d.). There are several
Articles where ethnic fractionalization and dummies
for transition were used as an instrument for SME
development (Beck et al., 2005). However, we cannot
employ that approach because we are specifically
dealing with the different sectors of one country.

Sector Fixed |Period Fixed |Sectorand Sector Period Period and
Effects Effects Period Fixed Random Random Sector Random
Effects Effects Effects Effects
LSME . 0.274%%* 0.614%** 0.169* 0.316%** 0.613%** 0.244%**
coefficient
Standard 0.069 0.075 0.067 0.065 0.075 0.064
deviation
T-Statistic 3.992 8.145 2.529 4.890 8.217 3.839

sector increases by 1%

*** and ** correspond to the significance levels of 1% and 5%, respectively.

LSME coefficient shows the percentage increase in the sectoral per capita GDP when SME development in a specific

Standart Deviation — the typical deviation of the LSME coefficient

T-statistic is obtained by dividing the LSME coefficient by its respective standard error and according to the rule of thumb”
we reject the null hypotheses of insignificant LSME coefficient if the obtained t-value is greater than 2 in absolute value

Figure 2. Estimation results of the regression (1) under different fixed- and random-effects assumptions

As it was mentioned previously, datasets related to
Azerbaijan is very hard to obtain and unfortunately, the
time series about the field of interest of the dissertation
is very short. Therefore, finding an appropriate
instrument list for endogenous variable is very difficult.
The natural idea under these circumstances is to use
lags of the endogenous variable as an instrument
relying on GMM (Generalized Method of Moments)
method (Arellano and Bond, 1991; Douglas et al., 1988).
This approach is specifically useful when the number of
cross-sections is quite larger than the number of time
periods as in the analysis in question (Arellano and
Bond, 1991). Figure 3 describes the summary of the
estimation of the coefficient of interest under different
set of assumptions.

The intuition behind the GMM-IV approach liesin the
fact that the pre-determined lags of the endogenous
variable has an impact to current realizations of the
endogenous variable, but the dependent variable’s

current realization cannot have an impact on previous
values of the regressor. By projecting the current
realization of the endogenous regressor on its past
values we hope to filter out the noise in the current
values of the endogenous variable that is not associated
with the past values and then the obtained fitted values
of the endogenous variable are used as a regressor in
the primary regression instead of the actual realization
of the latter. By doing this we hope to deter the reverse
causality issue arising under circumstances when both
dependent and independent variables have effects on
each other (Arellano and Bond, 1991).

According to Figure 3 even small departures from
the baseline fixed effects model does not change the
statistically significant effect of SME development
on GDP. In all three alternative GMM-IV models we
obtain statistically significant coefficients of SME, and
robustness of results to alternative specifications makes
the estimated coefficients more convincing.
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Two-way GMM Cross-Section Fixed Effects Period Fixed Effects
LSME Coefficient 0.1881580938*** 0.3268661391*** 0.6136511576***
Standard Error 0.06758956106 0.01741495654 0.199350442
T-statistic 2.78383364 18.76927676 3.078253309
P-value 0.00761199351 2.510142903e-25 0.00315728621

value

*** and ** correspond to the significance levels of 1% and 5%, respectively.

LSME coefficient shows the percentage increase in the sectoral per capita GDP when SME development in a specific
sector increases by 1%

Standart Deviation — the typical deviation of the LSME coefficient

T-statistic is obtained by dividing the LSME coefficient by its respective standard error and according to the rule of
thumb” we reject the null hypotheses of insignificant LSME coefficient if the obtained t-value is greater than 2 in absolute

Figure 3. Summary of the estimation of LSME coefficient with GMM-IV under different assumptions

Conclusion

We tried to evaluate the causal effect of SME's on
growth of 11 different sectors (as suggested by IMF)
of economy. To this end, we started with a simple
model to check whether there is a positive association
between SMEs and economic growth at all. The toy
regression model we employed was based on the
regression of sectoral per capita GDP on the SME
growth variable (measured by the labor employed by
SMEs in each sector). Furthermore, we checked the
robustness of such positive association in different
environments determined by the fixed and random
effects assumptions and interestingly, we obtained
statistically significant positive association no matter
which assumption about fixed and random effects
were made.

The interesting side of the paper is it uses panel
data to reveal the relationship of SMEs and growth.
To the best of our knowledge, no paper has employed
macroeconomic panel data to assess the effect of SMEs
on each sector of a single country so far. To this end,
we used Arellano-Bond estimator which is also called
Generalized Method of Moments Instrumental Variable
estimator.

Last but not the least, we identified several problems
in SME support policies of the government and came up
with policy recommendations. Firstly, we believe that
building a reliable and comprehensive database about
SMEs is key to the assessment of success of SME sector
and policies directed to its development. Secondly, we
believe that it is more important for the policy-makers
to liberalize financial sector and pursue policies directed
to bank interest rate reductions rather than to subsidize
SMEs’ access to financial instruments artificially

because the first policy concerns not only SMEs but all
types of businesses. Thirdly, insufficient competition
in goods and services market is another important
challenge facing SMEs. We recommend establishing
an independent from the government body as in EU
and the US and in many other developed countries
obliged to sustain competitive environment, to reveal
and deter unfair practices and provide free entry and
exit to both financial and goods market. Fourthly, given
the positive effects of SMEs on economic growth and
the vast agricultural resources of the country higher
number of SMEs should be involved in this sector. As
research suggests clusters can play a significant role in
regional development, competitiveness and innovation
and particularly, in the context of globalization clusters
should be supported as an innovative model of rural
communities (Brasier et al., 2007).
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