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Introduction

The business activity of small and midsize
enterprises plays an important role in the
individual economies of the European Union.
In this regard, Cumming, Johan, and Zhang
(2014) and Gawel (2010) indicate that
entrepreneurship has a significantly positive
impact on GDP/capita, exports/GDP, and
patents per population, and a negative impact
on unemployment.

SMEs are a key factor in maintaining
and creating a functioning market economy,
particularly as the means of stimulating
competition, creating jobs, and promoting
economic boost (Kessler, 2007).

According to the existing literature,
increasing the competitive position of
businesses, particularly small and medium-
sized enterprises (SMEs), is an important driver
for the development and renewal of national
economies (Dubravska et al., 2015; Virglerova
etal., 2016; Belas & Sopkova, 2016; Adamowicz
& Machla, 2016; Belas et al., 2015; Kozubikova
et al., 2015; West et al., 2008; Barbero et al.,
2011; Wolf et al., 2012).

For SMEs, the environment in which
they operate is another important factor. The
environment has to be monitored, analysed,
and new opportunities and threats need to be
evaluated. Some studies point towards the
necessity to analyze the business environment
especially for newly established companies
or for new CEOs. New CEOs have to gain
knowledge about the organization and the
environment in which the firm operates
(Richard, Wu, & Chadwick, 2009), are more
likely to consider several alternatives, have
a more external focus, and are more open to
fresh ideas, change and experimentation than

long inured CEOs (Hambrick, Geletkancyz,
& Fredrickson, 1993).

The aim of this article is to create a model of
the quality of business environment, define the
key determinants of this model, and quantify the
correlations among the individual determinants
in the area of small and medium-sized
enterprises (SMEs) in the Czech Republic.

In the theoretical part, the segment of small
and midsize enterprises is described, together
with its benefits for the economy. Furthermore,
business environment and its main determinants
are defined, namely the state, society, financial
markets and banks, and business risk. In the
next section, there are presented the objectives,
methodology and resources of information used
in the present study. Finally, the most important
recommendations for the theoretical area and
the economic practice are stated.

1. Theoretical Background

In line with Henderson and Weiler (2010) who
state that SMEs could be characterized as the
most important catalyst for economic growth,
the fact is that 99% of all companies are from the
SME segment in the European Union and the
USA (Bhaird, 2010). What is more, according to
the SBA Fact Sheet SMEs form the backbone
of the EU28 economy, by generating 3.9 trillion
EUR value added in a year and employing 90
million people (European Union, 2016).

SMEs include the vast majority of private
sector enterprises and ensure more than 50%
of employment and manage economic growth.
On the other hand, due to their size, they often
face both internal (lack of management skills)
and external (unfavorable market conditions and
institutional settings) obstacles that may hinder
their further growth (Hessels & Parker, 2013).
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SMEs are also quite important for the
quality of life of the society. As Mathur (2011)
states, SMEs play essential role in financing
welfare of local communities as well as the
cultural and sports life in the regions. The loss
of an SME as a sponsor or patron due to its
crisis makes a substantial effect on the existing
social structures.

However, the state remains one of the
most important determinants of the business
environment, being the one who sets the
rules for business and the one who supports
or hinders the development in this area
(Gavurova et al.,, 2016). One of the barriers
for SMEs’ survival and development seems
to be the lack of institutional support, along
with inadequate legislation and excessive
regulations. Many SME managers complain
about the bureaucratic processes that come
along with these hindrances; furthermore,
they find many services inadequate. Gallup
Organization (2007) emphasizes that nearly
half of SMEs in EU consider themselves as
operating in an over-regulated environment and
detect administrative regulations as the most
important business constraint. What aggravates
this situation is the scarce awareness, absence
of information and time to take advantage
of existing support. In addition, Ghobadian
and Galler (1996) point out that SMEs are
usually skeptical of outside help. According to
Kuzmisin (2009), the improvement of business
conditions, support of entrepreneurial spirit,
flexible labour markets, company and worker
adaptability, investments into education and
science, research, and innovations, market
access, and secure supply of energy — are
permanent challenges for all players in the
business environment.

SMEs, although being a significant
economic force as a group are extremely
vulnerable as single entities. To realize the
extent of their susceptibility it has to be
comprehended that the vast majority of SMEs
(92.8% of all ventures) are micro enterprises
with less than 10 employees. They are usually
underfinanced and are extremely susceptible
to the surrounding social, legal and business
environment (European Commission, 2016).
According to the SBA Fact Sheet (European
Union, 2016) the greatest weaknesses of SMEs
are ‘Skills & innovation’ and ‘State & public
procurement’, while the lack of sufficient
entrepreneurship, the prevailing single market

approach, and the still problematic access
to finance are also major contributors when it
comes to business failures (European Union,
2016).

The global financial and economic
crisis worsened the conditions for SMEs
business, which was reflected in the fact that
the profitability of companies decreased,
commercial banks tightened lending practices
and that is why the access to debt finance
worsened, too (Kljucnikov & Belas, 2016; Belas
et al., 2014). Nonetheless, the negative trend
seems to be breaking. 2014 was the first year
since the recession, when SMEs were able to
increase their employment (by 1.1%) and the
tendency was unbroken with an increase of
1.5% in 2015. The same positive tendency is
displayed by the increase in values added in
2014 and 2015, 3.8% and 5.7% respectively
(Muller et al., 2016). Owing to these positive
results according to the SAFE Survey results
of 2016, after long years the SMEs regard not
finding access as a comparatively less pressing
problem (Van der Graaf et al., 2016).

SMEs which possess strong social ties with
government officials are likely to gain access to
unpublished market intelligence controlled by
government agencies. Such intelligence can
be leveraged to facilitate a firm’'s marketing
capability (i.e. implementing key marketing
activities) to achieve high level of customer
satisfaction and trust (Luo et al., 2008). Kramoli§
(2015) states that while the annual GDP growth
fluctuates around zero, companies are likely to
work hard to make a profit and try to cut costs
while surviving on the market. Therefore all other
activities (such as measuring the economic
effects of design) are considered to be minor.

Aterido et al. (2009), Demirglg-Kunt et
al. (2006), Laeven and Woodruff (2007), and
Love (2003) all indicate that firms face fewer
obstacles in countries with better investment
climates.

Better institutional environment can
significantly improve SMEs’ access to financing.
It is not necessarily true that the entry of foreign
banks will help domestic firms find access to
credit. Therefore, governments in emerging
markets may need to be more cautious when
encouraging foreign investment in the banking
industry. Greater institutional and economic
development can substantially alleviate the
difficulties SMEs face with respect to financing
(Dong et al., 2014; Soltés & Gavurova, 2014).
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Regarding the setting of the business
environment by the state, we must not omit the
access of SMEs to sources of finance provided
especially by banks. In this context Belas and
Polach (2011) state that the banking system
is influenced by many economic and non-
economic factors and banks have to apply strict
standards to their risk management. This fact
significantly determines the access of SMEs to
bank loans.

Beck et al. (2006; 2008) suggest that small
firms and firms in countries with poorly working
institutions use less external sources of finance,
especially from banks.

Bank loans are a key source of finance for
SMEs (Howorth & Moro, 2012) and informational
opacity often hinders SMEs from obtaining such
loans (Van Caneghem & Van Campenhout,
2012; Ortiz-Molina & Penas, 2008; Hernandez-
Canovas & Martinez-Solano, 2007).

SMEs, being more opaque and, therefore,
more bound to their main bank, do not need
as strong incentives as large firms to stay in
the relationship. Banks, being aware of the
difficulties encountered by SMEs in attracting
new financial resources, will not be incentivized
to offer them better credit terms (Sharpe, 1990).
Consistent with this interpretation, Gopalan
et al. (2007) found that the likelihood of not
discontinuing (thus maintaining) a banking
relationship is higher for very opaque firms
confirming the idea of information rent being
accumulated by the bank.

Anumber of papers find that SMEs are more
financially constrained than large firms and,
importantly, lack of access to external finance
is a key obstacle to firm growth, especially for
SMEs (Schiffer et al., 2001; Cressy, 2002; IADB,
2004). Amendola et al. (2014) found out that the
risk of going bankrupt is higher for small firms,
while the risk of being liquidated and inactive is
lower for midsize firms. Moreover, young firms
have a higher probability of going bankrupt or
becoming inactive. On the contrary, old firms
have a lower probability of being liquidated and
becoming inactive.

New SMEs and those in their early stages
are facing more financing problems from the
banks than their more established counterparts.
North et al. (2010) found out that young SMEs
are twice as likely credit constrained than
established firms and, more importantly, 17.1%
of young firms did not receive any form of
financing from the banks.

From aninformationasymmetry perspective,
SMEs are generally viewed as riskier borrowers
than larger companies (Berger & Udell, 2005).
Hanedar et al. (2013) found out that merely
the size and location of the firm negatively
affect the degree of collateral in banks. Larger
firms located in larger cities seem to have the
contractual power to mitigate the degree of
collateral required. The location effect, on the
other hand, is consistent for all firm sizes.

The study of Deakins et al. (2010) shows
that SMEs were turned down to access funds
from the banks due to poor presentation of the
loan proposal by the SME owner, although the
business was solvent and sound to be able to
repay the loans. Lastly, the information gap
between SMEs and banks can be reduced
through good banking relationships and when
the owner of the SME provides all necessary
information to the bank managers. It increases
the trust of the bank managers and it can help
firms to access funds from the bank.

Studies have identified several types of
information that are required when assessing
SME loan applications (Deakins & Hussain,
1994; Berry et al., 2004; Berry & Robertson, 2006;
Bruns & Fletcher, 2008; Deakins et al., 2010; Rad
et al., 2013). One important type of information
is the collateral that signals the borrower’s ability
and commitment to repay the loan. Thus, a loan
secured by collateral reduces the bank’s credit
risk (Berger & Udell, 2006; Beck et al., 2009).

Wellalage and Stuart (2012), Sousa (2013)
and Hauschildt et al. (2006) emphasize that the
specifics of SMEs crisis also derives from the
limited financial resources.

In order to reduce risks and potential crisis
in business, the companies themselves should
actively use risk management, they should
identify business risks in time and eliminate
them effectively.

Risk management is defined as the process
intended to safeguard the assets of the company
against losses that may hit it in the exercise of
its activities, through the use of instruments of
various kinds (prevention, retention, insurance,
etc.) and in the best cost conditions (Urciuoli
& Crenca, 1989). Another definition is that RM
refers to the process of planning, organizing,
directing, and controlling resources to achieve
given objectives when unexpected good or bad
events are possible (Head, 2009).

All enterprises need to adopt a risk
management (RM) strategy and methodology
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to identify, assess and treat risks (Verbano &
Venturini, 2013). SMEs need to practice RM
much more than larger organisations because
they suffer from resource limitations to respond
promptly to both internal and external hazards
which have the potential to cause enormous
losses and even insolvency of the organization
(Raghavan, 2005). However, in order to achieve
a competitive edge and enhance the rate of
success of their business, SMEs need to make
risky decisions and engage in risky activities
so that they can protect the innovativeness
of delivering projects (Vargas-Hernandez,
2011). Moreover, due to the prevalence of
deregulations and market liberalization, SMEs
encounter more uncertainties and challenges
which make the SMEs owners-managers
consider RM as an integral part of the business
management in order to keep the firms viable
and productive (Yeo & Lai, 2004). According
to Taraba et al. (2015), it is also possible to
transfer financial risk to suppliers by way of
establishing contractual prices and introducing
a penalization system in case that contract
conditions are violated. If the risk occurs, it
is possible (e.g. in terms of non-compliance)
that the incurred costs will be refunded by the
supplier.

The size of an organization influences
the implementation and practice of risk
management. The findings highlighted that
the implementation of risk management within
SMEs is influenced by two main integrated
difficulties which are directly determined by
the organizational characteristics. These
difficulties include: scaling risk management,
and tools and techniques adoption (Ward et al.,
1991; Sparrow & Bentley, 2000; Simu, 2006;
Henschel, 2007).

2. Objectives, Methodology and
Resources

The aim of this article is to create a model of
the quality of business environment, define
the key determinants of this model, and
quantify the correlations among the individual
determinants in the area of small and medium-
sized enterprises (SMEs) in the Czech
Republic. This aim was chosen because of
scientific discussion about the most important
determinant of business environment and
their impact on small and medium enterprises
in Czech Republic. These enterprises are not
as resistant to the surroundings as bigger

companies and the impact of the factors of
business environment can be crucial for them.
Therefore is very important to understand these
factors for setting more suitable conditions for
businesses in Czech Republic for increasing
their competitiveness on the international
market.

The aim was reached by questionnaire
survey. In compliance with the results of this
survey, the determinants which influence the
quality of business environment in the Czech
Republic were adjusted. Questionnaires were
collected during the year 2015 via the on-line
questionnaire. The research was carried out
as follows. In total 1,650 companies had been
chosen randomly from the Albertina database
(only SMEs) and they were addressed directly
by e-mail to complete the questionnaire in
electronic form. If they did not complete the
questionnaire, they were asked again to
complete the questionnaire by phone. This
process was repeated twice. Questionnaires
were completed only by owners or managers
of the companies. Finally, we received 1,171
responds. Although all the regions in the Czech
Republic were covered, 323 companies were
asked in the Zlin region. This bias is caused by
the location of the university which carried out
the research.

The majority of business owners were
males (75.4%). There were 740 micro (<10
employees), 306 small (<50), and 95 medium
(<95) companies. Most of the companies (705)
were established before 2005. 191 companies
were founded between 2005 and 2010, and
245 companies are younger than 2005.

According to the theoretical background,
a model for the quality of business environment
was created. Four variables were set (State,
Public perception, Financial markets and
banks, Business risks).

For describing the causal relations between
the four variables, the Structural Equation
Modelling (SEM) was used. This research deals
with indirectly observable variables (latent
constructs). The questionnaire was designed
so as to capture the business owners’ opinions
by developing a set of questions covering
the important dimension of underlying latent
variable. Ten important dimensions related
to the quality of business environment were
postulated in the beginning of the research.
Four questions (indicators) on the Likert scale
of 5 levels were designed for each construct. In
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order to ensure that all factors are identifiable,
Exploratory Factor Analysis (EFA) using
minimal residuals estimation technique was
selected. After the correlation matrix was found,
Very Simple Structure (VSS) was employed
to identify optimal number of factors. Maximal
value of VSS complexity 1 was achieved with
5 factors, VSS with complexity 2 was virtually
equal in the range of 3—-10 factors. Bayesian
information criterion suggests extracting 5
factors. These findings do not meet the initial
expectations.

Compromise solution was used and
EFA with 5 factors was made. Orthogonal
rotation (varimax) technique was selected.
During the iterative process, indicators with

low communality, high cross-loadings (>|0.4|)
and small single-factor loadings (>|0.2])
were removed. The most convenient solution
which would meet the requirement of the face
validity is presented in Tab. 2. All factors were
given a new name based on the composition
indicators. The questions which were used in
the correlation matrix are explained in Tab. 1.

3. Results

On the basis of a model created in compliance
with our theoretical background, questions were
defined and asked to SME owners in the Czech
Republic. The questions were divided into four
categories, as the following Fig. 1 indicates.

m Original structural model with four variables

State

Public
perception

————— 1
Quality of :/
business
1 environment

Financial markets
and banks

Business risks

The structural model in Fig. 1 presents
the estimates of hypothesized relations
(hypothesis). The perception of financial risk is
affected by general environment (H1), banks’
approach to SMEs (H2) and the business
owners’ knowledge (H3). It is also expected that
there is a covariance between the perception
of the role of banks and the knowledge of
banking rules and principles. Both factors are
closely related to the banking sector. On the
other hand, we do not assume large correlation
of banking and state effects. In the structural
model, we only assume one undirected relation
between banking oriented factors (H5).

Selected categories of questions, answered
by SME owners in the Czech Republic, were
divided into groups in accordance with EFA
and the following determinants of the business
environment in the Czech Republic were

Source: own

constructed. We composed the correlation matrix
from selected questions of questionnaire (Tab. 1).

By four-factor analysis, using the
abovementioned indicators, no correlation
matrix was identified (Fig. 2). The questions
provided by the respondents did not correspond
with these selected factors. Dividing the
answers from the questionnaire into the four
abovementioned groups was impossible. The
selected factors which have an impact on
the quality of business environment had to
be changed according to the results and the
relations between the provided answers.

Tab. 2 contains rotated factor loadings,
abbreviated names of constructs which are
used in the subsequent analysis, and reliability
estimates. Construct reliability was estimated
by Cronbach’s alpha on 1,000 bootstrapped

samples.
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Questions which are used in the correlation matrix

stat1 | The state helps us in doing our business.
kval2 | The state creates a favourable business environment for SMEs.
stat4 | We consider the forms of financial support provided by the state to be adequately set.
stat2 |l have a feeling that the state bullies us in our business.
kval1 |1 consider the business environment in the Czech Republic as favourable for starting a business.
spol3 | Politicians and public realize that business owners are of benefit to society.
kval3 | The conditions for business have improved over the last 5 years.
trba3 | Banks apply too strict criteria for providing business loans.
trba2 | Banks accept our needs and try to meet them.
trba4 | SMEs have worse access to external sources of finance (financial markets, banks, government loans).
firi3 The importance of financial risk significantly increased during the crisis.
pori2 | The intensity of business risks has increased dramatically after the crisis.
uvril | The importance of credit risk increased during the crisis.
uvri2 | The conditions for providing bank loans to SMEs are well known to business owners.
uvri3 | The conditions for providing bank loans to SMEs are transparent.
firi2 The business owners are good managers of financial risks in their own firms.
spol2 | When talking to other people, | feel appreciated for running a business.
spol1 || feel that my family and friends support my business activities.
Source: own
m Factor loadings which are higher than |0.1|
Varimax Factor1 Factor2 Factor3 Factor4
stat1 0.654
kval2 0.649
stat4 0.590
stat2 0.505
trba1
stat3
kval3 0.500
kval1 0.416 0.443
trba3 0.834
trba2 0.496
trba4 0.456
kval4
Source: own
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Tab. 2: Factor loadings which are higher than |O.1| are reported. Last column contains
'3 | communality values

=

o £

g £

SP BA FR KP L 3
stat1 0.69 0.12 0.51
kval2 0.67 0.11 0.11 0.52
stat4 0.56 0.15 0.66
stat2 0.54 0.19 0.11 0.65
kval1 0.47 0.16 0.26 0.67
spol3 0.47 0.12 0.18 0.74
kval3 0.44 0.10 0.16 0.23 072
trba3 0.10 073 0.16 0.43
trba2 0.18 0.55 0.28 0.16 0.56
trbas 0.15 0.45 0.18 0.73
firi3 0.63 0.60
pori2 0.10 0.60 0.62
uvrit 0.13 0.56 0.66
uvri2 0.12 0.66 0.54
uvri 0.15 0.29 0.46 0.68
firi2 0.40 0.82
spol2 0.56 0.68
spol1 0.18 0.48 0.74

S:r’:;:]'gg"e 0.13 0.20 0.26 0.32 0.36
Reliability 0.7677 0.6245 0.6256 0.5197 0.46
Source: own

The questions making up the correlation
matrix are defined in Tab. 2.

General State and Public Perception (SP)
factor was identified as the most important one.
This factor consists of 7 indicators. Moreover,
it reached the highest reliability score, which
might be inflated by the number of indicators
compared to other constructs. Other constructs
exhibit only weak reliability scores. These small
values will affect path estimates in the SEM
model. The strength of the directional path will
be lowered in order to prevent achieving too
optimistic results.

State and Public Perception (SP) contains
questions related to both formal and informal
support to business owners. Respondents who
feel positive effects of government policies on
their business as well as a positive perception
from the wide public achieve high values of
this construct. This factor is mostly composed
of questions which contained either the word
“state” or “politicians”.

The second construct concerns Banks
and their approach to business (BA). These
questions aim to understand whether banks
give enough support to companies in hard
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times and whether SMEs experience increased
difficulties during the credit approval process.

The third factor measures the importance of
financial risks and their increase in post-crisis
times (FR).

The fourth factor concerns knowledge
of rules and principles (KP) which can help
business owners in achieving a better position
in negotiating with the banks over external
finance. The literacy of business owners in the
field of risk quantification and management is
considered as well.

The last factor consists only of two
indicators. Because of the low reliability and
only two indicators, this factor will not be used
in the subsequent analysis.

Finally, a five-factor solution was used. It
explains 35.9% of all variance (from this factor
SP explains 13%, BA 7%, FR 6%, KP 6%
and factor 5 explains 4% — Tab. 2). Oblique
factor rotation (oblimin) changes the values of
loadings slightly.

The strongest influence on the perception
of financial risks can be attributed to the

Structural model with standardised path estimates.
Factors’ variances were fixed to value 1

BABBOBOBOABAGNOO0

st1 | kv2 | st4 || st2 | kvl

kv3

tr3 | tr2 | tr4 | uv2 | uv3d || fr2

(

uvi pr2
Goud Cad Cd
Source: own
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banking sector (H2, path coefficient = 0.43,
p-value < 0.01). Subjects who consider banks
to have a positive effect tend to exhibit a more
positive perception of risk (they claim that
risks are not increasing and are manageable).
The effect of KP was found negative (H3,
path = -0.142, p-val = 0.05). This indicates that
subjects with better knowledge of processes
and rules perceive financial risks worse than
others. The factor of general environment (H1)
has the same orientation as the banking sector
effect, but it turned out that it is less important
(path = 0.109, p-value = 0.014). Lastly, the
expectation of an existing correlation between
banking-oriented factors (H5) was confirmed
(0.524, p-value < 0.01).

Summary of characteristics

Overall fit characteristics are summarized
in Tab. 3. The value of Chi-square statistics
suggests that the observed covariance matrix
is different from the model covariance matrix.
This can be, however, a result of a large
sample size. Comparative Fit Index indicates
only moderate fit quality. Absolute fit indicators
RMSEA and SRMR reach satisfactory results
given the sample size.

4. Discussion

The survey carried out confirmed a strong
correlation between the factors “Banks and their
approach to business” and “Knowledge of rules
and principles”. Business owners who know the
principles of providing banking services and

Chi-squared test

538.605 (df = 100, p-value < 0.01)

Comparative Fit Index (CFl) 0.864
RMSEA 0.062
SRMR 0.091

are good managers of financial risks perceive
positively the attitude of banks and the way
banking services are provided. A more difficult
access of SMEs to external sources of finance
was confirmed by 45% of respondents. The
results of the survey can be understood as
a confirmation of the statement by Shiffer et al.
(2001), Cressy (2002), and IADB (2004) who
found out that the lack of external sources of
finance is the main obstacle to company growth.

A significant positive correlation was
also confirmed between ,Banks and their
approach to business” and ,Financial risks and
their increase in post-crisis times“. Business
owners who have a positive perception of the
banks’ approach and of the access to external
sources of finance are also more aware of
the importance of risks and their increase
during crisis and post-crisis time. More than
60% of respondents agree that the intensity of
business risks has increased dramatically after
the crisis. The increased importance of financial
risk is even more intensely perceived during
the crisis: more than 66% of business owners
agree with this statement. Moreover, 61% of
respondents also agree that the importance of

Source: own

credit risk increased in the time of crisis. The
conclusion of this dependence may be the fact
that if business owners perceive the influence
of risks more intensely, they tend to apply
risk management in their operations. Thereby
they encourage a more forthcoming attitude
of the banks, because as long as a system for
reducing risks exists in such enterprises, they
are less risky for the banks.

Contrariwise, a negative effect was found
between the factors ,Knowledge of rules
and principles“ and ,Financial risks and their
increase in post-crisis times*. Business owners
who think that they know the conditions for
providing bank loans and who think that those
conditions are transparent, do not perceive
financial risks to have increased during and
after the crisis. In other words, they do not
perceive the importance of risks as intensely
as the respondents who admit that they
do not know the conditions for providing bank
loans and who think the conditions are not
transparent. The perception of risk can be
therefore influenced by misunderstanding the
conditions of a financial system in a given state.
As soon as the entrepreneurs get a grasp of
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the conditions and rules governing the financial
system, they can identify and manage risks
more easily.

No relation was identified between the
factor ,State and public perception“ and other
defined factors. It was therefore not confirmed
that a worse legislative environment or a worse
performance of the politicians causes a stronger
perception of risks or changes the banks’
approach to financing businesses. The effect
of the state on the knowledge of conditions
for providing bank loans and the ability of
entrepreneurs to manage financial risks was
not confirmed either. Moreover, on the basis
of this survey we cannot prove that the state’s
positive performance (either when setting the
rules for starting a business or generally when
creating a legislative framework for business)
has a positive effect on the perception of risks
by business owners or on their perception of
the approach of banks as external sources of
finance for SMEs. This survey did not confirm
the previous surveys carried out by Dong et
al. (2014) and Beck et al. (2006; 2008) who
conclude that enterprises operating in an
environment lacking sufficient state support
have worse access to external sources of
finance, especially from banks.

Beck et al. (2006; 2008) suggest that small
firms and firms in countries with poor institutions
use less external sources of finance, especially
from banks.

Conclusions

The results of this survey have demonstrated
that four groups of key determinants can be
identified in the business environment studied
among SMEs in the Czech Republic. The first
and most global determinant is ,State and public
perception which includes both the country’s
legislative background and the general public’s
perception of entrepreneurs. The second on is
.Banks and their approach to business* which
includes the most important external source of
finance for SMEs in the Czech Republic. The
third area is ,Knowledge of rules and principles*
which determines the activities of business
owners especially on the financial market. The
last determinant is ,Financial risks and their
increase in post-crisis times“ comprising the
awareness of financial risks, risk management,
and the changes in risk perception during the
crisis and after it.

The strongest correlation confirmed by the
survey is a positive influence of the perception
of the banking environment and the perception
of possible financial risks. Business owners who
are aware of possible financial risks are more
likely to identify them and adopt necessary
measures to manage them. This activity is
positively perceived by banks when deciding
about providing loans to SMEs. This result also
confirms the findings of Belas et al. (2014) who
concluded that banks do offer helpful support
to their SME clients, and that such support
significantly reduces the financial problems
faced by SMEs. This study also reveals that
the support provided to SMEs from banks is
considered valuable by many entrepreneurs.
It implies that seeking assistance from banks
may improve the ability of SMEs that face
financial problems to survive.

Furthermore, negative effect of the
knowledge of rules and principles on financial
risk was identified. Business owners who have
the necessary grasp of the financial market
do not perceive financial risks as intensely as
those lacking such knowledge.

The correlation between banks’ approach
and the knowledge of rules and principles
of the financial market was confirmed, too.
The participating business owners who
responded positively to questions concerning
the knowledge of the financial market also
exhibited positive perception of the banks’
approach to providing external finance. On the
other hand, entrepreneurs who perceive the
banks’ approach negatively lack the necessary
knowledge of the financial market. This may
confirm the conclusions of the survey carried out
by Deakins et al. (2010) which shows that many
SMEs were turned down by banks to access
finance due to poorly presented or erroneous
loan application. Negative perception of banks
as important providers of external finance
may thus be caused by the fact that business
owners have unrealistic expectations resulting
from misunderstanding the country’s financial
system.

This study struggles with several
limitations. Firstly, the survey is geographically
limited to SMEs from the Czech Republic
only. Another possible limitation may stem
from misunderstanding the questions by
the respondents or their providing untruthful
answers. Because of these limitations, the
results of the survey cannot be generalized.
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KEY DETERMINANTS OF THE QUALITY OF BUSINESS ENVIRONMENT OF
SMES IN THE CZECH REPUBLIC

Zuzana Virglerova, Lubor Homolka, Lubos Smrcka, Kornélia Lazanyi,
Tomas Kliestik

The business environment is determined by various obstacles the business owners have to deal
with in the course of their work. This article aims to create a model of the quality of business
environment, define the key determinants of this model, and quantify the correlations among the
individual determinants in the area of small and medium-sized enterprises (SMEs) in the Czech
Republic. Partial results of a survey carried out at the Tomas Bata University in Zlin in 2015 were
used for the analysis. On the basis of previous surveys, four determinants were set that influence the
quality of business environment (State, Public perception, Financial markets and banks, Business
risks). From these four areas, questions were selected and asked to business owners in the Czech
Republic in the abovementioned survey. Links were identified among selected questions asked
to the owners. These links led to adjusting the business environment to four determinants: State
and public perception, Banks and their approach to business, Knowledge of rules and principles,
and financial risks and their increase in post-crisis time. Subsequently, correlations were identified
among these determinants. It was ascertained that the knowledge of the conditions of the financial
system leads to a positive perception of the banks’ approach in terms of external finance. Moreover,
a positive influence of the banking sector on how the business owners perceive financial risks was
identified. Another important result of the survey is the fact that business owners who have the
necessary knowledge of the financial market perceive financial risks as less intense compared to
those lacking such knowledge of the financial market.

Key Words: Business environment, SMEs, risk management, quality of business environment
of SMEs.
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