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The main purpose of this study is to identify the determinants of SME performance, with a 

particular focus on the impact of information technology on profitability. By reviewing the existing 

literature and using secondary data, this paper empirically investigates the determinants of SME 

growth in Kosovo, the main obstacles faced by SMEs, and the impact of information technology on 

their performance, while also proposing strategies and measures to maximize IT adoption among 

Kosovan SMEs. The analysis is based on secondary data collected by the Business Support Center 

Kosovo through a survey of 500 SMEs. A combination of variables related to the entrepreneur, the 

firm, the business environment, and IT adoption is analyzed using a logit regression model. The 

results suggest that entrepreneur age, business age, and the introduction of new marketing 

methods over the past three years are significant determinants, while internet use emerges as the 

most significant factor influencing SME profitability. 
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1. Introduction 

Small and medium enterprises are generators of employment and contribute to the economic 

development of both developed and developing countries, Thus Peric & Kukec (2013) indicate 

that SMEs are of high importance in every country and in the world The first cross-country 

evidence on the links between SMEs, economic growth, and poverty alleviation, was provided by 

Beck et al. (2006) using a new database with a sample of over 10,000 firms from 80 countries. 

Most of the prior studies focused on the business environment and its impact on SMEs growth. 

Some studies focused on SMEs intention to adopt Information Technology. The lack of 

combinations of different factors such as business environment, entrepreneur’s resources, firm 

and, IT adoption and their influence on SMEs performance in transition economies raised our 

concern and curiosity to develop this study.  

According to Hofer and Sonberg (1987) the new venture performance is a function of the 

entrepreneur, industry structure, and strategy. This model was extended by including resources, 

organizational structure, processes, and systems (Chrisman, Bauerschmidt, & Hofner, 1998). 

According to Chrisman, Bauerschmidt, & Hofner, (1998) the strategy despite its importance is as 

good as the resources it deploys and the structure processes, and systems the venture uses to 

implement it.  

Pflugoeft et al. (2003) stressed that the sophistication of small businesses with information 

technology is a critical factor in the level of e-business deployment. Information technology 

matters to business success since it affects directly the mechanisms through which they create 

and capture value to earn a profit: IT is thus integral to a firm’s business-level strategy (Drnevich 

and Carson, 2013). Pratt (2002) argued that the findings of his study support the hypothesis that 

e-business affords new opportunities for success for small firms and particularly for niche 

businesses. With the increasing business potency of the Internet and IT adoption, global 

challenges and opportunities are being interconnected. Most of the business leaders have 

realised that their business must become e-business to maintain their competitive advantages. A 

business is an e-business as it uses the Internet as the fully integrated channel for all business 

activities. SMEs initially have used the Internet only for business issues, as a tool for 

communications and for surfing the World Wide Web. This adoption is followed by a higher level 

requiring the SME to register a URL and develop a Website, which can be viewed and accessed 

globally (Simmons, Armstrong, & Durking, 2008). By reviewing the existing literature and using 

the secondary data this paper aims to empirically investigate the determinants of SMEs growth in 

Kosovo; the fundamental obstacles faced by SMEs in Kosovo; the impact of Information 

Technology on SMEs performance and, it proposes strategies and measures to maximise 

Information Technology adoption from Kosovan SMEs. By drawing the research from Kosovo, 

this study provides a contextualised view of determinants of SMEs performance in terms of 

profitability with a particular focus on IT adoption thus enabling the understanding of the context in 

this field. 

 

2. Literature review, Research Questions and Hypothesis 

Earlier it was supposed that economic development will take place with large investments made 

by large enterprises by creating scale economies. Numerous factors such as changes in the 
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industrial structure, efficiency improvements and development of new markets reinstated focus in 

the SMEs as an instrument of economic growth and employment. According to Matejun, M. 

(2013) the beneficial influence of SMEs on the economic and social reality depends on the 

continuous development of those firms  Although, the international community channels a huge 

amount of aid into supporting SMEs (Biggs, 2002), still some authors highlight the advantages of 

large firms such as ability to exploit economies of scale and more easily undertake the fixed costs 

associated with research and development (R&D) with positive productivity effects (Pack & 

Westphal, 1986; Beck et al., 2006).  

The firm's performance and profitability depends heavily on the business environment, therefore 

the ability to adapt   to business   environment   presents a strength for the company (Avdullahi & 

Fejza, 2015). The new venture performance is a function of the decisions and behaviors of 

entrepreneurs in recognizing environmental opportunity. Cliff (1998) rightly stressed that not all 

firms experience the same growth. Therefore, limited growth is not always associated with the 

inability to grow. It may be reflective of rather objective of the entrepreneur to grow the firm–i.e., 

short-term view.  

2.1. Research Questions 

The overall purpose of this study is to contribute to the existing theory with empirical evidence 

from a unique transitional country – Kosovo. Considering the context of the research, the primary 

purpose of this study is to investigate the determinants of SMEs profitability in Kosovo. This paper 

elaborates on the path taken to answer the following research questions: 

RQ1: Which are the main determinants of SMEs growth in Kosovo in terms of SMEs profitability? 

RQ2: Does Information Technology adoption influence in SMEs performance? 

Given the available evidence on transition countries (Kontorovich, 1999; Bartlett and Bukivc, 

2001; Bartlett, Bateman, and Vehovec, 2002; BSCK, 2012) the business environment is heavily 

characterised by institutional barriers both formal and informal. In this context, we are particularly 

interested in how formal and informal barriers influence the SMEs profitability in Kosovo. 

According to Avdullahi (2015) SMEs are more concerned with the external environment obstacle 

rather than with internal factors such as managerial or employee’s skills and education.  

2.2. Hypothesis 

This research will include internal and external factors that could influence SMEs performance. 

The elements are summarized as: the nature and characteristic of the business environment - the 

barriers to doing business in Kosovo, determinants of SMEs performance, the managerial 

characteristics and IT adoption. This paper is focused on how the factors interact to determine the 

SMEs performance in terms of profitability. In this study, we will test four groups of the 

independent variable. Similarly, aiming to answer the first research question RQ1 the following 

hypotheses are set and ranked into four main groups. 

Human capital - It is hypothesized that Entrepreneur’s attributes, e.g. age, education and 

previous business experience will be positively related to SMEs performance. The following three 

sub-hypotheses are set to explore each attribute of human resources separately: 

Hypothesis 1a: Entrepreneur’s age, will be positively related to SMEs performance, 
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Hypothesis 1b: Entrepreneur’s Education, will be positively related to SMEs performance,  

Hypothesis 1c: Entrepreneur’s previous business experience will be positively related to SMEs 

performance. 

Studies indicate that there is a positive correlation between the degree of management training 

and the performance of an SME (Cosh, et al., 2000). Therefore, the following hypothesis is set: 

Hypothesis 2: Managers training in management and business will be positively related to SMEs 

performance. 

Environment-related factors - SMEs operating in transition economies face numerous formal 

and informal barriers. The business environment remains crucial to SMEs performance. Besides, 

the firm’s growth and performance are influenced by many other complex external and internal 

factors. In this research, it is hypothesized that formal and informal institutional barriers have a 

negative impact on SMEs performance. 

Hypothesis 3: Formal and informal institutional barriers are negatively related to SMEs 

performance. 

Four sub-hypotheses are set, to distinguish the impact of the formal and informal barrier on firm’s 

performance. We expect all formal and informal barriers to hinder SMEs profitability. Dadashev et 

al. (2003) declared that high taxation in Russia increased the shadow economy and unprofitable 

businesses. Thus, we suppose that higher taxes as a formal barrier will have a negative influence 

on the firm’s profitability. 

Hypothesis 3a: Taxes too high are negatively related to SMEs performance. 

Informal institutions present codes of behavior, norms, and culture, which are not supported by 

formal law but by social custom (North, 1990). The informal barriers such as the corruption 

(Bohata and Mladek, 1999), strong competition and unfair competition from the large informal 

economy (Muent, Pissarides, & Sanfey, 2001) affect doing business in transition economies; 

therefore, the following sub-hypothesis are set: 

Hypothesis 3b: Strong competition will be negatively related to SMEs performance, 

Hypothesis 3c: Corruption is negatively related to SMEs performance, 

Hypothesis 3d: Informal economy is negatively related to SMEs performance. 

Firm related characteristics – The firm’s age, size, location and sector influence SMEs 

performance, therefore hypothesis 4 and three sub-hypothesis are set. 

Hypothesis 4: Business age, size and sector are positively related to SMEs performance 

Hypothesis 4a: Business age is positively related to SMEs performance, 

Hypothesis 4b: Business size is positively related to SMEs performance, 

Hypothesis 4c: Business service sector is positively related to SMEs performance 

Firms strategy - Entrepreneurs start up and run their companies by following different growth 

strategies. Existing literature suggests strategic decisions “how the ventures are growing” (i.e., via 

internal or external growth) and “where that growth is occurring” (i.e., domestically or 

internationally), whereas growth through mechanisms internal to the firm means that the 
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enterprise uses innovative product development, technological sophistication or marketing 

practices to identify and develop products (Gilbert, McDougall, & Audretsch, 2006). We 

hypothesize that firm’s strategic decision to introduce new methods of marketing other than 

existing and the company’s investments (Hypothesis: 5, 6) have the positive impact on SMEs 

profitability. 

Hypothesis 5: Firm‘s introduction of any new method of marketing during the last three years is 

positively related to SMEs performance. 

Hypothesis 6: Firm‘s Investment is positively related to SMEs performance. 

Regarding the second research question RQ2, we hypothesize that IT adoption will have the 

positive influence on SMEs performance (Hypothesis: 7 and sub-hypothesis 7a,7b,7c). 

Hypothesis 7: Information Technology adoption by the company is positively related to SMEs 

performance. 

Hypothesis 7a: Internet usage by the company is positively related to SMEs performance. 

Hypothesis 7b: Computer usage by the company is positively related to SMEs performance. 

Hypothesis 7c: Website usage by the company is positively related to SMEs performance. 

 

3. Data description and methodology 

The methodological position of the present research rests on the use of the quantitative analyses. 

For research purpose of this study, we will use secondary data gathered from Business Support 

Center Kosovo, who developed a survey from 500 SMEs in Kosovo carried out in December 

2012. This survey includes these sectors: service, trade, and manufacturing. In the sample are 

included SMEs across all regions of Kosovo. According to BSCK (2013), the sample is drawn 

randomly from the business register that was kept at the Ministry of Trade and Industry-Agency 

for Business Registration and, it was designed to study SMEs profile and entrepreneurship. The 

BSCK research team has stratified the sample into two categories: the size of the company and 

sectors of business activity as seen in Table 1. 

 

Table 1 Total sample by sector and size (number of firms) 

Sector      Size  Micro Small Medium Total 

Manufacturing  34 24 6 115 

Service 140 64 12 174 

Trade 176 37 7 211 

Total  350 125 25 500 

Source: BSCK SME Survey 2012 
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BSCK team conducted interviews face-to-face with the key people in each enterprise, mainly 

owner/managers or financial managers.  

3.1. Dependent variable 

Since 1931, Gibrat's law was found as a useful theoretical benchmark for theoretical and 

empirical research on the determinants of firm growth (Becchetti and Trovato, 2002). The Gibrat’s 

Law mainly was confirmed from the very early articles in the ‘50s, and ‘60s of the last century. 

The vast majority of the reviewed literature has rejected the Gibrat’s Law. In the last few decades, 

the post-entry performance of firms has focused on researchers’ attention. Post-entry 

performance includes analysis of a firm’s growth and the likelihood of its survival. Kimberley 

(1976) stated the number of employees is the most widely used measure of size. Delmar et al. 

(2003) mentioned that the number of employees does not reflect “labour productivity increases, 

the machine for man substitution, the degree of integration, and other make-or-buy decisions”. 

For our research purpose we will measure SMEs performance in terms of profitability. 

3.2. Independent Variables 

The post-entry firm behaviour is influenced by numerous factors. According to Storey (1994), a 

distinction is often made between three groups of growth determinants: those related to the 

entrepreneur; those related to the firm; and those related to strategy. In this research explanatory 

(independent) variables are separated into four main categories: 

Human Capital related variables - In literature often a difference is made between the “generic” 

and “specific” components of human capital (Becker, 1975). Similar to some previous authors we 

argue that generic human capital refers to the general knowledge obtained by entrepreneurs or 

employees through regular education, whereas specific human capital refers to tacit skills and 

knowledge that are less transferable and have a narrower scope of applicability than generic 

human capital attributes (Gimeno, Folta, Cooper, & Woo, 1997; Hoxha, 2013). We have included 

variable education as a proxy for general human capital. Entrepreneurs specified their level of 

education. We use this variable to measure whether (or not) entrepreneurs have a university 

degree (1=university degree and higher degrees, 0=otherwise). Entrepreneurs’ previous business 

experience in the field they started their business is related to actual firm performance. Therefore, 

respondents were asked whether they had previous experience (1=yes, 0=no). We control for the 

age of the entrepreneur. Studies indicate that there is a positive correlation between the degree of 

management training and the performance of an SME (Cosh, Hughes, & Weeks, 2000). 

Regarding specific human capital and strategic decisions in their further training, respondents 

were asked whether SMEs managers have received training in management or business-related 

fields (1=yes, 0=no). 
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Environment related variables - The second group of variables is related to institutional 

constraints that are likely to have an impact on SMEs performance in the particular context of 

transition countries. In our research model, we have chosen 4 among 21 variables that according 

to the BSCK survey results present the main obstacles to business. The respondent’s answers 

whether strong competition, informal economy, corruption and taxes too high presents obstacles 

to business (1=is an obstacle, 0=is not an obstacle).  

Firm related variables - According to Gibrat Law the probability of given proportionate change in 

size during a particular period is the same for all firms in a given industry (Gibrat, 1931), that 

implies that both growths mean, and variance does not show any relationship with the size of the 

firm. In contrast, Jovanovic’s model of noisy selection indicates new firms have no expectations 

about their post-entry performance so that the likelihood of survival should be assumed to be 

stochastically distributed across firms, whereas firms learn about their efficiency as they operate 

in the industry (Jovanovic, 1982). Also, Jovanovic (1982) assert the efficient firms grow and 

survive whereas inefficient firms decline and fail. In markets with only negligible-scale economies, 

the likelihood of survival is higher for new firms, but the opportunity to grow in the post-entry 

period is limited by the gap between the minimum efficient scale and the size of the firm (Acs and 

Audretsch, 2001; Krasniqi B., 2007). We also control for the industry sector. Three main sector 

dummies are included: manufacturing, trade and services. Variables business size (number of 

current employees) and business age (measured as the number of years the firm has been 

founded) are included as well. Business age, size and sector served as control variables in the 

model for performance to capture the potential effect of firm profitability and subsequent growth. 

Firms strategy variables - The fourth group of variables describes general characteristics of the 

firm as controls that may influence SMEs performance. We include a variable measuring whether 

the company has made investments in 2012 (1=yes, 0=no). The rationale is that the higher the 

amount of investments will increase the return on investments and firm‘s profit. According to 

Gilbert et al. (2006) growth through internal mechanisms to the firm occur when enterprise uses 

innovative product development or marketing practices to identify and develop products. 

Therefore we included a firm related strategy variable new method of marketing whereas 

respondents had to answer whether their firm introduced any new method of marketing other than 

existing in the market for product/service during last three years (1=yes, 0=no). Expecting that the 

firm’s internationalisation could increase profitability we included a variable export of the company 

whereas respondents had to declare whether their enterprise is an exporting firm (1=yes, 0=no). 

InformationTechnology - adoption resides and complies with the Firms strategy. Information 

technology adoption has been an important topic of study in many areas including SMEs. It is 
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expected that IT can reduce labour costs and increase profit, add value to products and services 

and increase a company’s competitive advantage (Corso, Martini, Pellegrini, & Paolucci, 2003; 

Levy, Powell, & Yetton, 2001; Nguyen, Sherif, & Newby, 2007 and Premkumar, 2003). Therefore, 

the last group of variables describes the level of technology usage from Kosovan SMEs that can 

influence SMEs performance. A variable is included measuring whether the firm declared they 

have computer/s, and we also ask if firms are using the Internet (1=yes, 0=no). A variable is set 

measuring whether the firm reported that have their website and web e-mail (1=yes, 0=no) (Table 

2). 

 

Table 2 List of variables 

Category Variables Definition  

Human 

Capital  

Age Age of the entrepreneur in years  

Education 
1= if the entrepreneur has university degree, 0= 

otherwise  

Business experiences  1=yes, 0=no 

Business 

Management Training 

1= if the entrepreneur followed training in last 

two years 

Firm 

Business Age Number of years the firm has been operating   

Business Size 
How many employee your firm has actually in 

2012 (indicate number)? 

Sector Service 
1= if the firms operates in service sector, 0= 

otherwise  

Barriers  

Informal economy 1=is a barrier, 0=is not a barrier 

Corruption 1 = is a barrier, 0 = is not a barrier 

Taxes to high  1 = is a barrier, 0 = is not a barrier 

Strong competition 1 = is a barrier, 0 = is not a barrier 

Strategy 

Exporting firms 1=yes, 0=no 

Investment 2012 1=yes, 0=no 

Marketing method  1=yes, 0=no 

IT 

Computer 1=yes, 0=no 

Internet use 1=yes, 0=no 

Web site 1=yes, 0=no 

 

 

4. Results and discussion 

In this chapter, the obtained results of this study are presented. Initially, is given a brief overview 

of the descriptive results and correlations of the main variables introduced in the regression 

analysis. Afterwards, the research model on SMEs performance in terms of profitability is 
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discussed. As can be seen in Table 3 most of the entrepreneurs/owners of the surveyed firms are 

young, and the average age of the respondents is 37 years. Business age (years of operation) is 

higher than ten years. 

 

Table 3 Descriptive Statistics 

 N Min Max Mean 
Std. 
Deviation 

AGE 495 17 78 37.38 11.183 

EDUC 486 0 1 0.38 0.487 

BUSINEXPER 467 0 1 0.73 0.447 

BUSMANTRAIN 496 0 1 0.33 0.471 

INFORMECON 453 0 1 0.86 0.344 

CORRUPT 477 0 1 0.84 0.37 

TAX 478 0 1 0.88 0.322 

STRONCOMPET 474 0 1 0.49 0.5 

BUSINAGE 466 0 73 10.32 9.012 

BUSINSIZE 483 1 120 12.47 11.606 

SECSERVICE 349 0 1 0.32 0.467 

INVEST2012 485 0 1 0.39 0.488 

EXPOFIRM 457 0 1 0.06 0.236 

NMARKEMETH 466 0 1 0.11 0.307 

COMPUT 498 0 1 0.58 0.494 

INTERNETUSE 434 0 1 0.73 0.447 

FWEBSITE 424 0 1 0.16 0.363 

 

4.1. Discussion of research model 

In this section, we discuss the econometric model designed to investigate the factors influencing 

the probability of firms being profitable. The logit model is chosen because our dependent 

variable is dichotomous taking values of 1 if the firm is profitable and taking the value of 0 if not 

profitable. The Wooldridge (2006) logistic model takes the following form: 

kk xxxyP  +++== ...)|1( 110    (1) 

 

Where the outcome of y is equal to 1 if the company belongs to the group of profitable firms and 0 

otherwise; while x is a vector of explanatory variables and is the vector of coefficients of 

independent variables in the model. Based on the logistic model we estimated following the 

empirical model to measure the impact of firm, entrepreneur, business environment business 

strategy and IT related factors on the probability of being profitable:    
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P(y=profit|x)=β0+β1AGE1+β2EDUC2+β3BUSINEXPER3+β4BUSMANTRAIN4+β5INFORMECON5+ 

β6CORRUPT6+β7TAX7+β8STRONCOMPET8+β9BUSINAGE9+β10BUSINSIZE10+ 

β11SECSERVICE11+β12EXPOFIRM12+β13INVEST201213+β14NMARKEMETH14+ 

β15COMPUT15+β16INTERNETUSE16+β17FWEBSITE17 +ε      (2) 

 

4.2. Discussion of results 

Initially, we begin with the test for overall statistical significance of coefficients in the model. Table 

4 shows that all parameters (coefficients) are jointly and statistically different from zero. All p-

values are .000, based on which we can conclude that our coefficients in the model have the 

explanatory power to explain the profitability of firms. 

              Table 4 Omnibus Tests of Model Coefficients 

    Chi-square  df Sig. 

Step 1 Step 51.223 17 0 
Block 51.223 17 0 
Model 51.223 17 0 

 

According to the Cox & Snell R Square statistical tests as well Nagelkerke R Square in Table 5 

the econometric model has very high explanatory power. In particular in this type of cross-

sectional data and models. According to these statistical tests, the independent variables included 

in the model explain around 33 percent of the variation in the dependent variable, i.e. the 

profitability of firms. 

Table 5 Model Summary 

Ste
p 

-2 Log likelihood 
Cox & Snell R 
Square 

Nagelkerke R Square 

1 191.302a .245 .333 

a. Estimation terminated at iteration number 5 because parameter 
estimates changed by less than .001. 

 

The classification table produced by SPSS output summarises the results of our predictions of 

firm profitability of the model based on our 17 independent variables. Our model can predict 57.1 

percent of non-profitable firms and 82.1 percent of profitable firms. In general, our model can 

predict 72.5 percent of firms correctly (Table 6). 
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Table 6 Classification Tablea 

 Observed 

 

Predicted 

 

 

PROFIT Percentage 

Correct 0 1 

Step 1 

 

PROFIT 

 

0 40 30 57.1 

1 20 92 82.1 

Overall 

Percentage 

 
 72.5 

(a. The cut value is .500)    

 

Now we will discuss the impact of independent variables on the dependent variable. The table 

below, reports results from the logistic regression in which we included 17 independent variables 

related to entrepreneur, firm, business environment, business strategy and information 

technology adoption. Some of the independent variables serve as a control and to improve model 

fits such as the firm’s age, size, and sector variables (Table 7). These are the values for the 

logistic regression equation for predicting the dependent variable from the independent variable. 

They are in log-odds units. Similar to OLS regression, the prediction equation is expressed in 

terms of the variables used in this example, the logistic regression equation is: 

P(y=profit|x)= .864-.052AGE + .633EDUC + .177BUSINEXPER -.269BUSMANTRAIN 

+.019INFORMECON +.420CORRUPT -.966TAX +.697STRONCOMPET + 

.050BUSINAGE+.008BUSINSIZE+.413SECSERVICE + .255EXPOFIRM 

-789INVEST2012+1.864NMARKEMETH-.248COMPUT +1.725INTERNETUSE +-

.535FWEBSITE+ε      (3) 

 

where P is the probability of SMEs being profitable. 
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Table 7: Results from the logit model estimates: factors influencing the probability of being 

profitable firm 

Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 

Step 
1a 

AGE -.052 .018 8.143 1 .004 .950 
EDUCATION .633 .396 2.557 1 .110 1.882 
BUSINEXPER .177 .411 .185 1 .667 1.193 
INFORMECON .019 .714 .001 1 .979 1.019 
COMPUT -.248 .507 .240 1 .624 .780 
TAX -.966 .771 1.570 1 .210 .381 
STRONCOMP
ET 

.697 .384 3.295 1 .069 2.008 

BUSINAGE .050 .025 4.081 1 .043 1.051 
BUSINSIZE .008 .007 1.227 1 .268 1.008 
SECSERVICE .413 .433 .910 1 .340 1.511 
BUSMANTRAI
N 

-.269 .423 .406 1 .524 .764 

INVEST2012 -.789 .433 3.322 1 .068 .454 
EXPOFIRM .255 .712 .128 1 .721 1.290 
NMARKEMETH 1.864 .869 4.605 1 .032 6.451 
CORRUPT .420 .627 .448 1 .503 1.522 
INTERNETUSE 1.725 .512 11.349 1 .001 5.614 
FWEBSITE -.535 .613 .761 1 .383 .586 
Constant .864 1.251 .477 1 .490 2.372 

a. Variable(s) entered on step 1: AGE, EDUC, BUSINEXPER, 
INFORMECON, COMPUT, TAX, STRONCOMPET, BUSINAGE, 
BUSINSIZE, SECSERVICE, BUSMANTRAIN, INVEST2012, 
EXPOFIRM, NMARKEMETH, CORRUPT, INTERNETUSE, 
FWEBSITE 

   (Dependent variable is categorical 1=profitable firm and 0=non-profitable firm) 

 

Table 7 reports the series of regression results that presents the importance of factors explaining 

the determinants of SMEs performance in terms of profitability. Although findings indicate that 

several correlations coefficients are found to be significant, those correlations are sufficient low 

resulting that our model passes the Wald test for mutual statistical significance of independent 

variables resulting that they are mutually significantly different from zero (Wooldridge, 2006). 

Besides, correlation matrix reported in Table 8 suggests low correlation coefficients in accordance 

with Lind et al. (2000) whereas rule of thumb for the detection of the multicollinearity problem a 

correlation coefficient is a threshold smaller than 0.7 in absolute value. Therefore, we can 

conclude that multicollinearity is not a problem in our data. 
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Table 8 Correlation Matrix 
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AGE 

Pearson Correlation 1                

Sig. (2-tailed)                 

N 495                

EDUC 

Pearson Correlation -.043 1               

Sig. (2-tailed) .348                

N 482 486               

BUSINEXPER 

Pearson Correlation .016 .077 1              

Sig. (2-tailed) .724 .103               

N 464 453 467              

EXPOFIRM 

Pearson Correlation .050 .167** .056 1             

Sig. (2-tailed) .286 .000 .250              

N 453 444 426 457             

NMARKEMETH 

Pearson Correlation -.004 .042 .082 .102* 1            

Sig. (2-tailed) .938 .370 .087 .034             

N 463 454 437 429 466            

COMPUT 

Pearson Correlation -.051 .308** .213** .178** .137** 1           

Sig. (2-tailed) .262 .000 .000 .000 .003            

N 494 485 465 456 465 498           

INTERNETUSE 

Pearson Correlation -.025 .203** .198** .159** .154** .562** 1          

Sig. (2-tailed) .611 .000 .000 .001 .002 .000           

N 430 421 405 395 408 434 434          

FWEBSITE 

Pearson Correlation .072 .168** .084 .282** .294** .273** .222** 1         

Sig. (2-tailed) .142 .001 .095 .000 .000 .000 .000          

N 420 413 395 385 394 424 404 424         

STRONCOMPET 

Pearson Correlation -.073 .134** .070 -.002 .091 .171** .246** .129** 1        

Sig. (2-tailed) .114 .004 .143 .968 .056 .000 .000 .010         

N 469 460 444 436 445 472 410 401 474        

INFORMECON 

Pearson Correlation -.065 .082 .001 .071 .034 -.031 -.126* .006 -.097* 1       

Sig. (2-tailed) .168 .087 .984 .146 .478 .517 .012 .911 .041        

N 448 439 425 416 427 451 393 382 442 453       

CORRUPT 

Pearson Correlation -.171** -.063 -.007 .004 .017 -.018 -.119* -.124* -.125** .318** 1      

Sig. (2-tailed) .000 .175 .877 .932 .721 .691 .016 .012 .007 .000       

N 472 463 447 438 448 475 413 405 467 447 477      

BUSINAGE 

Pearson Correlation .313** .039 .041 .111* .068 .017 -.021 .093 -.058 -.023 -.128** 1     

Sig. (2-tailed) .000 .402 .396 .023 .156 .715 .677 .066 .226 .631 .007      

N 464 454 439 425 435 465 403 394 443 428 444 466     

BUSINSIZE 

Pearson Correlation .038 .098* .069 .308** .153** .135** .084 .306** .046 .006 .018 .067 1    

Sig. (2-tailed) .406 .035 .144 .000 .001 .003 .086 .000 .321 .895 .696 .156     

N 478 469 454 444 451 482 419 413 458 437 461 450 483    

SECMANUFAC 

Pearson Correlation .091 .023 .070 .252** .169** .105 .107 .189** .010 -.073 -.013 .070 .094 1   

Sig. (2-tailed) .093 .676 .206 .000 .002 .050 .064 .001 .858 .189 .818 .204 .084    

N 345 345 331 321 324 347 299 295 337 322 339 330 337 348   

SECTRADE 

Pearson Correlation -.071 .075 -.053 -.095 -.013 -.019 .038 -.035 .092 .081 .027 .042 -.092 -.342** 1  

Sig. (2-tailed) .185 .163 .329 .086 .812 .720 .504 .545 .091 .145 .611 .441 .089 .000   

N 350 350 336 326 328 352 304 299 342 327 344 335 342 348 353  

SECSERVICE 

Pearson Correlation .047 -.017 -.042 -.122* -.088 -.001 -.086 -.004 -.114* -.024 -.061 -.087 .036 -.243** -.689** 1 

Sig. (2-tailed) .383 .750 .442 .029 .113 .992 .139 .947 .036 .669 .266 .116 .512 .000 .000  

N 346 346 332 322 325 348 300 295 338 323 340 331 338 348 349 349 

**. Correlation is significant at the 0.01 level (2-tailed).               

*. Correlation is significant at the 0.05 level (2-tailed).               
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Entrepreneur related factors - Regarding the first hypothesis concerning Entrepreneur’s 

attributes, e.g. age, education and previous business experience will be positively related to 

SMEs performance, our findings indicate the age of the entrepreneur is highly statistically 

significant (p=.004) and enters the equation with the negative sign. A unit change in the age of the 

entrepreneur decreases the odds ratio to be in-group of profitable firms by -.052. Based on the 

existing literature the entrepreneur’s characteristics such prior related industry experience 

(Cooper, Gimeno-Gascon, & Woo, 1994; Eisenhardt and Schoonhoven, 1990; Siegel, Siegel, & 

MacMillan, 1993), and prior entrepreneurial or start-up experiences (Box, White, & Barr, 1994); 

have well established direct effects on growth of the new firms. In our research we found weak 

support for positive impact of variable entrepreneur’s education to SMEs profitability (p=.110), 

whereas variable business experience is not statistically significant in SMEs performance 

respectively profitability (p=.667), this may suggest that there is a diminishing rate of return from 

the business experience as predicted by Jovanovic learning theory. When entrepreneurs enter 

the market, they have a knowledge gap in business practices. Therefore, the knowledge they 

acquire adds to their efficiency. However, after years they accumulate sufficient knowledge and 

the extra year of experience does not produce the same effect as at the beginning of their career. 

Even numerous of authors argue prior experience is vital to firm’s growth; however, there are 

opposing opinions similar to our obtained results, e.g. “too much knowledge has been shown to 

have diminishing returns on the sales and employment growth of new firms” (Chrisman, 

McMullan, & Hall, 2005). Furthermore our results concerning entrepreneur’s prior experience are 

not in line with Cooper, Gimeno-Gascon, & Woo (1994) theory indicating that entrepreneur’s prior 

experience is of particular importance mainly due to the knowledge relevant for making business 

decisions which is often tacit and requires time spent to develop such knowledge activity is 

developed. The variable managers training in management and business is expected to have the 

positive effect on firm’s profitability; surprisingly our research indicates the opposite as this 

variable enters the equation with a negative sign and is not statistically significant (p=.524). These 

results are not in line with other studies (McPherson, 1996; Krasniqi B., 2012) that provide 

evidence for the importance of trained managers of the firm, but we can assume that: training was 

not provided to the key persons of the company or the quality of training was low.. 

Business environment factors - From business environment-related variables that represent 

obstacles to business such as taxes too high, corruption, informal economy, and strong 

competition although it is hypothesised that these four obstacles will be negatively related to 

SMEs performance, only strong competition is statistically significant (p=.069). The variable 

strong competition in the equation has a positive sign indicating that the higher the competition 

International Journal of Economic Sciences Vol. IX, No. 2 / 2020

14Copyright © 2020, AJTENE AVDULLAHI et al., ajtene.avdullahi@umib.net



makes the firm more efficient and innovative to reduce the cost of operation and as such 

increases the likelihood of being profitable. In general, this can be interpreted that the firms that 

are more concerned with strong competition are profitable firms. According to (Krasniqi B., 2012) 

informal activities and corruption contribute to an anti-competitive environment in which the 

market fails to allocate resources efficiently since some firms operate informally. 

On the other hand, the profitable firms are not concerned with corruption, informal economy and 

taxes too high since the research results do not support our hypothesis that taxes too high, 

corruption, informal economy are negatively related to SMEs performance. Concerning variables 

taxes too high and corruption, our results are not in line with  Fjeldstad, Kolstad, & Nygaard 

(2006) indicating that taxes are perceived to be a major problem for both young and old firms and, 

the corruption that is perceived as a significant constraint on businesses. The informal economy 

presents an obstacle to SME development in Kosovo in general  (Skenderi, Islami, & Mulolli, 

2017), but our results indicate that profitable SMEs are less concerned with informality.  

Firm related factors - It is hypothesized that business age, size, and the sector will be positively 

related to SMEs performance. As can be seen in descriptive statistics in table 3 the median of the 

firm's age in the sample is around ten years. Findings show that variable BUSINAGE (Business 

age) is statistically significant at around 5 percent level of significance (p=.043) and in the 

equation has positive sign strengthening the argument that Gibrat’s Law does not hold in our 

research, whereas potentiating Jovanovic’s learning theory. This suggests that an increase of one 

year in the age of the firm increases the odds-ratio of .050 to be profitable firm. Older firms are 

more likely to be profitable compared to younger firms. Two other variables business size 

(p=.268) and service sector (p=.340) enter the equation with a positive sign and are not 

statistically significant. Our results are contradictory to Hirsch, Schiefer, Gschwandtner, & 

Hartmann (2014) results whereas the firm size and industry concentration are identified as the 

main drivers of performance and, to Isik, Unal, & Unal (2017) suggesting that the firm size of the 

manufacturing the sector tends to have a positive influence on the profitability of the firm. 

Strategy related factors – In hypothesis 5,6 and 7 we hypothesised that Firms strategic decision 

to: introduce new methods of marketing other than existing for the last three years, company’s 

investments and IT adoption by the company will be positively related to SMEs performance in 

terms of profitability. Our results indicate introducing new methods of marketing is statistically 

significant on SMEs performance (p=.032) and in the equation has a positive sign. Our results are 

in line with Fejza & Bajrami (2019) suggesting that firms should utilize new, better and more 

efficient marketing strategies as well as focus on green marketing to enable the company to keep 

up with good image and grow. Companies that did invest in the previous year of the survey are 
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less likely to be profitable in the subsequent period (p=.068). Probably, this is linked to the 

domestic practices of business as firms sometimes make investment choices without taking into 

consideration the internal resources, cost of capital, and hence face difficulties in the subsequent 

period. Perhaps the companies have invested in long-term projects and expect returns in the 

coming years. This issue should be investigated further with qualitative data. Our results differ 

from Levasseur (2002) indicating that investing in relation to market expectations helps to combat 

competition pressure from other firms within or outside the industry, improving projected sales 

performance thus ensuring firm profitability.  

Besides, the use of the Internet for new market research methods is an essential factor 

influencing the positive likelihood of being profitable firms.  

Information Technology -  Bartelsman & Doms (2000), confirm the positive effects of ICT on 

firm performance in terms of productivity, profitability, market value and market share. From 

technology-related factors, variable use of the Internet is highly statistically significant at 1 

percent, in the research equation has a positive sign. The variable Internet use shows that firms 

which use the Internet compared to firms that do not use the Internet are more likely to be 

profitable companies. Internet use has a critical role in the profitability of firms. The other 

technology-related variables such as the number of computers and website usage are not shown 

to be significant factors for profitability. In fact, the Internet is more important rather than the 

number of computers in the firm. Our results are not in line with findings of Rufai (2014), 

suggesting that the adoption of computer signalled an improvement in business performance of 

studied firms in terms of operational cost reduction, sale/customer increase, business expansion, 

increase profitability, improve service quality/delivery, fraud reduction and general operational and 

administrative efficiency.  Similar to our results Notta & Vlachvei (2013), indicate the low web-site 

adoption rate for the surveyed SMEs, as well as that the websites are mainly informative about 

the general characteristics of the firm such as location and contact. According to Sosa, Roy, & 

Bautista, (2015) SMEs use social networks mainly to promote their business to their current and 

potential customers. 

 

5. Conclusions 

In general, this study contributes to the literature by bringing together a broad spectrum of 

variables, methods, and measures of profitability and applying them to SMEs dataset. Our 

findings indicate that four groups of variables (factors) are important to explain the firm’s 

performance in terms of profitability. The age of the entrepreneur is highly statistically significant 

and decreases the odds ratio to be in-group of profitable firms. We found weak support for the 
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positive impact of the entrepreneur’s education to SMEs profitability, whereas the entrepreneurs’ 

previous business experience in the field they started their business is not statistically significant 

in SMEs performance respectively profitability. Although it is expected that managers training in 

management and business, to have the positive effect on a firm’s profitability, our research results 

indicate the opposite. From business environment-related variables, only strong competition is 

statistically significant. We believe that these results are the consequence of the unfavourable 

business environment from the past, during the ‘90s when most of the population working in state 

enterprises as a response to several political developments were expelled and were pushed to 

become entrepreneurs in order to survive. The push driven entrepreneurs were obliged to pay too 

high taxes. Therefore, most of them found the informal economy and corruption from officials in 

the state administration as the most appropriate solutions. It seems that most of the firms are 

adapted to this kind of business environment and to such obstacles. According to Bennett (2010), 

an entrepreneur chooses whether his or her enterprise will enter an industry formally or informally 

or, whether to stay out and this choice that is made under conditions of uncertainty about 

profitability. Whereas, enterprises that enter informally in the market, according to the start-up 

period performance, will decide whether to continue informally or, to switch formality status, or to 

exit. Informal employment is disadvantageous to workers as it comes without social benefits 

(World Bank, 2007). Bennett (2010) argues that Informality may be a stepping stone, without 

which formality may never be achieved. Business age is statistically significant indicating that the 

older firms are more likely to be profitable compared to younger firms. Whereas, companies that 

did invest in the previous year are less likely to be profitable in the subsequent period. Firms that 

use the Internet are more likely to be profitable companies. Therefore, we can conclude that 

Internet use has a critical role in the profitability of firms. Whereas, the number of computers that 

firms have and website usage are not shown to be significant factors for profitability. The 

econometric analysis provides a picture of the main determinants of SMEs performance in 

Kosovo. The Internet use remains the most significant variable on the firm’s profitability. The 

analysis suggests that internal and external factors are both important in explaining the SMEs 

profitable model. Concerning theoretical implication, this study suggests using numerous factors, 

a combined model and a mixed approach to obtain the comprehensive overview on investigating 

SMEs performance. The obtained results address some practical implications for entrepreneurs. 

Taken into consideration the strong competition, we suggest to entrepreneurs/firms, to improve 

operational efficiencies and reduce costs and merely support existing processes with fewer 

resources. Entrepreneurs should introduce a new method of marketing other than existing in the 

market to increase the firm’s profitability. Considering the high level of usage of social media in 
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Kosovo, we suggest that firms can use social media for marketing purpose. Despite of the 

obtained research results, we suggest that SMEs should invest in training but by prioritising what 

kind of training is needed and selecting appropriately the training participants. In today’s high-tech 

world SMEs need to offer specialised services and develop an innovative customer-focused 

strategy employing the new technologies (Gates, Myhrvold, & Rinearson, 1995). By utilising the 

Internet, entrepreneurs can access online the very latest news, research findings, and innovations 

and embody them in practice. In this way, they gain the competitive advantage over their 

competitors in the market and increase the quality of their services/products. The importance  of 

government on creating a supportive business environment for SMEs is crucial as it can identify 

and fight corruption, informality, weak administrative capacity, lack of access to finance, the 

deficient rule of law, and inadequate professional education. Kosovan firms must get the 

customers information at every possible touch point as Kotler and Armstrong (2012) suggests the 

use of this information is critical to investigate customer’s behaviour, to understand their needs 

and preferences as well as buying habits.  

 

6. Limitations and further study 

Although our research is an important outcome that will contribute to the empirical evidence with 

the focus on determinants of firm’s profitability in transitions countries, still it has some research 

limitations that lead us to future studies. First, our dependent variable (profitability) is not an exact 

figure taken from company accounts, but it is self-reported. Second, our research covers data 

only for one year, and it is not longitudinal research. Therefore, it lacks the time dimension to 

observing and investigating a phenomenon. Third, the BSCK survey questionnaire constituted 

was designed to analyse the profile of entrepreneurship and SMEs in Kosovo. It misses detailed 

questions regarding our four groups of research variables. Therefore, further research in this area 

is desirable to identify the push or pull factors toward IT adoption. 
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