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Abstract. Small and medium-sized enterprises (SMEs) are crucial for the economic
development of a country, playing an important role in job creation, poverty alleviation and
economic growth. SMEs play a major role in most economies, particularly in developing countries.
SMEs account for the majority of businesses worldwide and are important contributors to job
creation and global economic development.

In Albania, SMEs represent more than 99% of the total number of enterprises and the
percentage of employees in this sector is 82% (INSTAT, 2023). For this reason, identifying factors
affecting the development of SMEs in Albania is very important, in order to take all the necessary
steps to reduce barriers as well as create opportunities and facilities for supporting this sector. Small
and medium-sized enterprises play an important role in the development of the national economy,
influencing sustainable growth in the agriculture, services, trade, and production sectors. They are
major contributors to value creation across all sectors.

The development of SMEs, especially in transition countries faces several difficulties such
as limited access to finance, increased competition, low research and development costs, high levels
of exposure to risk, technological change, and capacity constraints related to knowledge and
innovation. As an important factor for economic growth and employment, it is important to evaluate
the performance of SMEs in the country as well as the constraints and challenges they face.

The purpose of this study is to analyze and evaluate the factors that affect the sustainable
development of the SMEs sector. The findings of the study are relevant to government,
policymakers and managers to address these challenges, to encourage and offer support to SMEs’
development through their strategies.
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Introduction

Small and medium enterprises (SMEs) are an important driver of economic development, in
most economies across the world, particularly in developing countries (Ndiaye et al., 2018). SMEs
are important for all developing countries, especially those facing major employment and income
distribution challenges.

Small and medium enterprises operate in the agriculture, services, trade, transport,
accommodation and manufacturing sectors. It is important to emphasize the importance of small
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enterprises in the economy, referred to their contribution to employment, innovation and economic
growth.

The development of the SME, associated is with several problems related to the financing of
their activity, diversification of products and services, increased productivity, low research and
development costs, high levels of exposure to risk, human resources management and
implementation of new and innovative technologies (Tomorri et al., 2018). Promoting
entrepreneurship, improving the business environment, and facilitating access to finance, constitute
some of the main directions for the development of the private sector. Economic stability is
essential in improving access to SME financing and creating a friendly climate to business activity.

According to INSTAT (2023), SMEs constitute the largest part of businesses over 99% and
significantly affect the economic development of the country and the number of employees.
International Finance Corporation (IFC, 2017), argues that the state should promote SMEs because
of the great benefits of their economy compared with large enterprises in terms of creating jobs,
efficiency and economic growth.

The development of the SME sector is considered one of the most efficient sectors for the
Albanian economy that generates sustainable economic growth, increases employment rate and
reduces poverty levels. Our country has experienced rapid growth in lending in recent years, but
banks prefer to lend to large businesses with a positive experience in the field of lending and who
have sufficient collateral. However, SMEs have limited access to financing their activity from
financial institutions, due to the lack of collateral, weak solvency, bank-borrower relations, and
transaction costs (Asai, 2019).

Small and medium enterprises are considered as a source of innovation because they are
flexible, dynamic and sensitive to market demand compared with large businesses. In contrast to
large corporations, SMEs are much more flexible in terms of income distribution and better
adaptability to market fluctuations and new customer demands, while their organizational structure
allows for faster decision-making.

According to the SME Policy Index: Western Balkans and Turkey 2022, Albania has made
good progress in implementing the Small Business Act (SBA). Thus, through national policies, and
start-up financing programs or business incubators, SMEs have been encouraged and stimulated to
develop, grow and support the economy and local, regional and national activities. Albania’s
operational environment for SMEs remains the most advanced in the region. Albania has achieved
its highest average scores in the following areas: institutional and regulatory framework for SME
policy making; operational environment for SMEs; public procurement; standards and technical
regulations; and internationalisation of SMEs (OECD, 2022). Creating a positive climate affects the
development of the SME sector by encouraging their competitiveness in the regional and global
markets.

Considering the importance of SMEs in transition economies, the government, policymakers
and other stakeholders should work intensively to strengthen the role and development of SMEs in
the national economy.

The objectives of this study are:

= Evaluation of the role of small and medium-sized enterprises in the economic development
of the country.

* Evaluation of SMEs contribution to economic growth and employment level in the Albanian
economy,

» Identification of factors as well as challenges for the development of the SME sector in the
future.

Literature Review

Small and medium enterprises (SMEs) are vital to most economies across the world,
particularly in developing countries. In recent years, the role of economic enterprises, especially
small and medium-sized enterprises in developing countries, has increased. They are considered the
most dynamic and vulnerable businesses in the global economy and are critical to the development
of a country because they play an important role in economic growth, the number of employees and
the reduction of poverty (Ayyagari et al., 2014).
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The development of the SME sector is considered an effective instrument in transition
economies, which generates sustainable economic growth, creation of added value, increasing the
number of employees and reducing poverty.

SMEs are not only an important source of job creation in developing countries, but they can
also become a source of innovation and increased productivity (Hansjorg & Zeynep, 2018). SMEs
significantly contribute to the development of communities in rural economies in countries all over
the world. The role of SMEs in enhancing local development is more important to overcome
poverty, inequality, and unemployment in rural areas (Fiseha & Oyelana, 2015).

The importance of entrepreneurial SMEs is recognized globally, but their role is particularly
important in developing economies (Karadag, 2016). SMEs contribute to the economy by
stimulating employment, increasing production, transferring new technologies, etc (Rehman et al.,
2019).

SMEs in transition economies reduce the surplus in labour development, restructure
economies in different sectors and transform the social structure. It is important to acknowledge the
problems facing growth among entrepreneurial SME businesses in developing countries because
they are fundamentally different from those faced by developed countries (Khan, 2022).

SMEs make up over 90% of business and comprise more than 50% of the workforce
worldwide (World Bank, 2020). Across the world, entrepreneurial small and medium-sized
enterprises (SMEs) contribute greatly to national economies. A wide range of studies has indicated
the crucial contribution of entrepreneurial SMEs as drivers of social and economic development. A
strong entrepreneurial SME sector significantly contributes to a country’s economy, adding to GDP
by lowering the concentration of poverty and reducing the level of unemployment, and
entrepreneurial SMEs play a vital role in developing a country (Sarwar et al., 2021).

Small and medium-sized enterprises (SMEs) make crucial contributions to job creation and
income generation (Endris & Kassegn, 2022). Research studies have highlighted that SMEs are
faced with issues such as ineffective leadership, entrepreneurship education and training, lack of
proper infrastructure and lack of marketing strategy that are barriers to SME growth. The promotion
of SMEs has been a key area of intervention in recent years given the major employment challenges
(ILO, 2015).

According to Wang (2016), several factors are identified that influence the development of
SMEs. Lack of access to finance is seen as one of the important factors hindering SME innovation.
The main limitations of financing are high interest rates, complex application procedures and
collateral requirements.

The most challenging barriers to SMEs are access to finance and lack of adequate training
and consultancy from the relevant agencies (Agheli, 2017). Other factors are lack of managerial
skills: as a result, entrepreneurs may not be prepared for changes in the business environment and
innovative developments, the regulatory environment, etc. As a result of the limited resources of
SME:s to invest, Binek and Al-Muhannadi (2020), highlight that support from government policies
and powerful market players can help small and medium-sized businesses learn more about market
advantages that the European Community (EC) has to offer.

Small and medium enterprises are becoming increasingly important for the creation and
development of a modern, dynamic and knowledge-based economy. This is because of their
capacity to promote entrepreneurship and entrepreneurial skills, and because of their ability to be
flexible and adapt quickly to a changing market, and to generate new jobs (Govori, 2013).

Small and medium enterprises have embraced technological innovations in creating new
opportunities as well as expanding their businesses. Sustainability performance improvement is a
problem for small and medium-sized enterprises (SMEs) due to limited resources. By implementing
innovation, SMEs can take advantage of external resources to innovate in their operations, thus
increasing sustainability performance (Kurniawati et al., 2022).

Along with industrial development and the improvement of the knowledge society, the use
of knowledge has become the new important economic resource, which changes the approach to the
performance and competitiveness of SMEs. Innovation focuses on collaboration between research
and businesses, due to the need to finalize research through practical results related to technical and
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technological developments (Gherghina et al., 2020). The provision of financing sources for SMEs
is positively related to product innovation at the firm level and process technology (Wellalage &
Fernandez, 2019).

The problems related to management are human resources, leadership, managerial skills and
lack of experience, which are considered the main obstacles to the success of businesses, especially
small businesses (Khan & Burki, 2020). Since SMEs play an important role in the country’s
economic growth, it is essential to study and find the drivers and barriers to their sustainable
development.

In the last two decades, with the development of modern technologies, there have been
changes in production, communication, management skills, production methods and the distribution
and organizational structure of businesses. The role of SMEs in economic development has been
one of the most important discussions among government, policymakers, academics, researchers
and experts in this sector (Myslimi & Kagani, 2016).

The increase in small and medium enterprises and their impact on economic development is
related to their structure and size. The SME sector has been structured over the years and is one of
the most important sectors of the national economy. Small and medium enterprises differ by their
size but also by their structures and business operations.

In recent years, Albania has made significant progress in terms of facilitating the procedures
for opening a business in time and at low cost, support schemes, regulatory reforms, reduction of
administrative barriers, tax system, etc.

In Albania, the SME sector is regulated according to Law No. 43/2022, “For the
development of micro, small and medium-sized enterprises. According to this law, the classification
of small and medium enterprises is made taking into consideration two criteria: i) number of
employees; 11) annual turnover or total assets in the balance sheet. The enterprises are classified
into: microenterprises, small enterprises and medium enterprises.

Table 1. Map of the professional skills and competencies of the employee of the HR service
of the enterprise

EU definition Albania definition
Micro < 10 employees <10 employees
EUR 2 million turnover or balance sheet ALL 10 million turnover or balance sheet
Small < 50 employees < 50 employees
EUR 10 million turnover or balance sheet ALL 50 million turnover or balance sheet
250 employees
Medium-sized EUR 50 million turnover ALL 250 milTi 23? ianJOr}’e(:i lance sheet
EUR 43 million balance sheet on turnover or bajance shee

Source: Republic of Albania, 2022

Methods

Small and medium-sized enterprises (SMEs) play an important role in the economic
development of most economies worldwide, especially in developing countries. They are
considered the most dynamic and vulnerable businesses in the global economy and are critical to
the development of a country because they play an important role in economic growth, the number
of employees and the reduction of poverty.

By the objectives of this study, regarding the evaluation of the role of small and medium
enterprises in the economic development of the country, the challenges and factors affecting the
sustainable development of the SME sector, we have used a descriptive and analytical approach
about the purpose of the study.

The methodology used for this study includes three phases:

= The first phase included a systematic literature review related to the purpose of the paper,
which includes, research articles, papers, reports, and books from domestic and foreign
authors;

= The second phase includes the collection of data published by national and international
institutions such as (Institute of Statistics, Bank of Albania, EU, World Bank, OECD, ILO,
etc.);
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» The last phase consists of data analysis, which is structured on the logic of issues and
available resources, related to the challenges and factors that affect the sustainable
development of the SME sector.

We are focused on the use of the analysis method, through the collection, processing, and
interpretation of data and statistical indicators related to the SME sector in the country, the
problems and challenges they face, as well as conclusions and recommendations for sustainable
development of this sector in the future.

The conceptual framework used for this study is based on various studies already conducted.
The key challenges faced by SMEs in Albania are presented in (Figure 1).

Weaknesses in
ula d

Limited access to
finance

a
and foreign markets

Lack of human
capital

Figure 1. Key challenges for SMEs

Source: Authors’composition, 2023

These challenges are the following: a) weaknin ess regulatory and institutional framework;
b) challenges accessing domestic and foreign markets; c¢) lack of human capital; d) limited access to
finance; e) shortages for the implementation of new technologies; and f) constraints related to
knowledge and innovation, such as low skill levels, gender gap and leadership capacity of SMEs’
entrepreneurs.

According to the SME Policy Index: Western Balkans and Turkey 2022, Albania has made
good progress in implementing the Small Business Act (SBA). Thus, through national policies, and
start-up financing programs or business incubators, SMEs have been encouraged and stimulated to
develop, grow and support the economy and local, regional and national activities.

The economy continues to provide an environment conducive to business and is receptive to
the needs of small and medium-sized enterprises (SMEs). Albania has achieved its highest average
scores in the following areas: institutional and regulatory framework for SME policy making;
operational environment for SMEs; public procurement; standards and technical regulations; and
internationalisation of SMEs (OECD, 2022)

Results and Discussion

SMEs contribute to economic development as an integral part of the national economy.
Small and medium enterprises represent the main part of the entrepreneurial structure in EU
countries. Through national policies and start-up financing programs, SMEs have been encouraged
and stimulated to develop, grow and support the economy and local, regional and national activities.
Albania’s operational environment for SMEs remains the most advanced in the region.

Globalization of the economy, increased competition and changes in the external
environment dictate new challenges for the development of this sector, related to the creation of
innovative and competitive enterprises. Global competition has been identified as a key challenge
for SMEs that makes a significant impact on business competition (Ahmedova, 2015).

In the current conditions of the Albanian economy, while the market is increasingly
competitive, one of the important problems of SME development is the financing of their activity.
On the other hand, the integration of Albania into the European Union dictates new challenges for



Conferencii - E-ISSN 2753-6408 - Sustainable Development, Technology and Innovation -Volume 7 - 2023 9

the development of this sector in terms of providing products and services, improving the
infrastructure, implementing new technologies, innovative approaches, management skills, and
increasing competition.

Table 2. Data for number of enterprises, number of employed and value added by size, 2021

No Enterprises by sze ntorprises | % | employed | % | (mmaALD | %
1| Micro (1-9 employed) 97,022 93.3% 191,250 36.8% 151,693 22.8%
2 | Small (10-49 employed) 5,608 5.4% 111,318 21.4% 179,338 27.0%
3 | Medium-sized (50-249 employed) 1,227 1.2% 121,002 23.3% 174,155 26.2%
* | SMEs (1-249 employed) 103,857 | 99.8% 423,570 81.6% 505,186 76.1%
4 | Large (250+ employed) 174 0.2% 95,669 18.4% 159,031 23.9%

=% | Total 104,031 | 100% 519,240 100% 664,217 100%

Source: Authors composition based on data from INSAT, 2023

According to data from (INSTAT, 2023), the structure of the three main indicators of SMEs
in Albania compared to the EU for 2021 are:

a) The percentage of SMEs is 99.8%, the same as the EU;

b) The percentage of employees for this group of enterprises is 81.6% in Albania, from
64.4% in the EU;

¢) The added value realized by SMEs in Albania is 76.1%, from 51.8% in the EU.

93.3%
100.0% 1
90.0%
80.0%
70.0%
60.0%
50.0%
40.0%
30.0%

20.0% - 5.4% 1.2% 0.2%

1T - T .- .

0.0%

Micro Small Medium Large

Figure 2. Data for enterprises by size, 2021
Source: Authors ‘composition based on data from INSAT, 2023

Referring to the above data, it is noted that about 93.3% of the total enterprises for the year
2021 in Albania are micro, 5.4% small, 1.2% medium and 0.2% large enterprises. Small and
medium-sized enterprises (SMEs) account for about 99.8% of the total number of enterprises in
2021.

1,200,000
No of SMEs = No of employed ®Value added (mln ALL)

1,000,000

800,000
406,554

328,591

600,000

400,000
380,302 395,563 412,514

200,000

2016 2017 2018 2019 2020 2021

Figure 3. Data for number of enterprises, number of employed and value added (mln ALL),
2016-2021
Source: Authors ‘composition based on data from INSAT, 2023
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Referring to the data, no of SMEs for 2016 was 108,373 while for 2021 it is 103,857, no of
employed for 2016 was 380,302 while for 2021 it is 423,570 and value added for 2016 was 328,591
million ALL while for 2021 it is 505,186 million ALL.

Table 3. Data for number of SMEs, number of employed and value added by economic activity,

2021
No Economic Activity No of enterprises No of employed ‘8:;1: :‘:f)d
1 Mining & quarrying 691 9,355 32,995
2 Manufacturing 7,288 100,669 102,425
3 Electricity, gas, etc 720 22,822 47,839
4 Construction 5,035 53,874 91,024
5 Trade 39,798 130,679 151,090
6 Accommodation 16,216 50,354 30,595
7 Transport 8,691 42,302 76,532
8 Services 25,593 109,184 131,717
* Total 104,031 519,240 664,217

Source: Authors ’composition based on data from INSAT, 2023

No of enterprises = No of employed = Value added
Services
Transport
Accommodation
Trade 25.2% 23.0%
Construction 10.4% 13.3%
Electricity, gas, etc A 4.4% 11.3%
Mining & quarrying 1.8% 5.5%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Figure 4. Data in % for no of SMEs, no of employed and value added by economic activity,
2021

Source: Authors’composition based on data from INSAT, 2023

In the structure of small and medium-sized enterprises (SMEs) according to economic
activity for 2021, the largest number of enterprises are concentrated in the trade, services,
accommodation and manufacturing sectors.

Referring to the data on the number of employees for SMEs according to economic activity
for 2021, the largest number of employed are in the trade, services, manufacturing and construction
sectors.

Regarding the added value for SMEs according to the economic activity for 2021, it shows
that the trade, services, manufacturing and construction sectors have the highest percentage of this
indicator.

Referring to the analysis of the above data, the SME sector is considered as one of the most
important sectors for the Albanian economy, contributing to economic growth, the number of
employed and the reduction of the poverty level.

Small and medium-sized enterprises have priority, with large businesses deriving from their
business characteristics. There is a constant debate among experts about what can now be
considered the main sectors in the economy that can serve as generators of economic growth in the
country. Small and medium enterprises are considered a source of innovation because they are
flexible, dynamic and sensitive to changes in market demand by offering new products and services,
being an important factor for economic growth in the country.
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The main challenges for increasing the competitiveness and productivity of SMEs, in the
conditions of the globalization of the economy, are the improvement of the investment climate,
financing of their activities, diversification of products and services, costs related to their creation,
financial risk, management skills and implementation of new and innovative technologies.

Financing is one of the main obstacles that SMEs face and that has a significant impact on
their performance. As is known, it has a low level of attractiveness by financial institutions in terms
of financing for small and medium enterprises. There are several obstacles related to the financing
of SME:s such as lack of collateral and guarantees to meet the requirements of banks to finance their
activities, high interest rates, long administrative procedures, costs and financial risks associated
with these businesses, positive experience in lending, poor financial knowledge and skills, etc.

In the current conditions, when traditional sources of financing are not widely accessible for
Albanian micro and medium enterprises, new approaches can be considered suitable to improve
access to finance. In recent years, leasing companies and microfinance institutions have provided
funding sources for small and medium enterprises, whose access to financing from the banking
sector is limited. This is related to competitive interest rates, simpler administrative procedures, and
lower fees and commissions.

Stronger development of the non-banking sector can support financial inclusion as well as
access to finance for SMEs. Government support will be important to make this initiative a success
on a national scale. To increase access to financing for SMEs, in recent years have been taken
measures, mainly through the introduction of credit guarantee schemes for SMEs.

The support programs to facilitate access to finance for SMEs in Albania are offered by
EBRD’s Albania Agribusiness Support Facility, funded by the Government of Albania; the
Albanian-Italian Programme for the Development of Albanian SMEs; and the European Fund for
Southeast Europe. However, active measures will have to be taken by the Government and the
respective responsible institutions to support easier access to finance for SMEs and new enterprises
in Albania. This is the reason why the competition of SMEs affects the competition of the national
economy. Their development and performance, within the global economy, is a real challenge.

The strategic priorities for the development of this sector are; harmonizing with the sector
strategies that have impact on the SME sector; ensuring transparency of decision-making, actions
and measures taken which affect the business environment; identification of competitive advantages
and entrepreneurial management skills; ensuring the fair competitiveness and supporting the
integration of SMEs in the global market.

The government in Albania has continued to implement reforms under a whole-of-
government approach and has made progress both in increasing the availability of digital
government services and in directing them to better suit the needs of users. Albania has simplified
one-stop company registration and licensing (National Business Center, QKB) through digital
services, which speeds up the process, increases transparency and reduces administrative burden
and costs for SMEs.

With the approval of the new Business Development and Investment Strategy (2021-2027),
Albania increases support for SMEs, especially in improving the business environment, but also in
adapting services support services to SMEs’ needs. This strategy, is led by the Albanian Investment
and Development Agency (AIDA) in coordination with all relevant government and external
stakeholders. Through this strategy, it provides a strong strategic framework for providing public
and private support services for SMEs. Also through Albania’s Digital Agenda (2015-2020) and
Business and Investment Development Strategy (2021-2027), the government has made progress in
strengthening its strategic framework for promoting e-commerce practices among SMEs and the
general public. Significant progress has been made in the area of public procurement by
increasingly aligning its regulatory framework with EU requirements.

Albania has made considerable progress in supporting SME internationalisation. By
developing export support services, the government has advanced in creating an enabling
environment that enhances competitiveness and innovation. Increase financial support for SMEs to
encourage investment in innovation and research
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For the SME sector, the sustainable development of their activity should be considered an
important part of the long transition of the economy and society towards the country’s EU
membership. It is important that the Albanian government draft strategies that will help businesses
to consolidate their activities.

This vision should focus on:

= continuous improvement of business and investment climate, reduction of administrative
barriers and financial costs;

* increasing access to financing of the SME sector by financial and non-financial institutions,
providing financial support grants, and extension of credit guarantee schemes;

* increasing the institutional capacities of institutions responsible for the development and
implementation of policies in support of SMEs;

* increasing the competitiveness of SMEs in the regional and global market, through
diversification of products and services, investment and implementation of new
technologies;

* increasing support to stimulate e-commerce practices among SMEs and promoting new
support programs for the internationalization of the SME sector globally;

= creating a conducive business environment for SME digitalisation and e-commerce
adoption;

» development and design of strategies for the prevention of insolvency of SMEs, including a
comprehensive early warning system;

= strengthening professional capacities, through the management of human resources, training
and other supporting programs;

* increasing support for innovation and knowledge transfer to SMEs through the collaboration
of public agencies, business associations, research centers and academia.

Conclusion

The purpose of this study was to identify factors that influence the growth and development
of small and medium enterprises (SMEs) in Albania. This research work aims to contribute to the
economic literature by analyzing the main challenges faced by small and medium-sized enterprises.

Considering the analyzed data, we conclude that small and medium enterprises (SMEs)
constitute about 99.8% of the total number of enterprises in the country for the year 2021. Small
and medium-sized enterprises (SMEs) play an important role in the economic development of most
economies worldwide, especially in developing countries.

SMEs have a significant impact on economic development, contributing to economic
growth, job creation, technological innovation, increased competitiveness, and poverty reduction.
Small and medium enterprises operate in the agriculture, services, trade, transport, accommodation
and manufacturing sectors.

Globalization of the economy, increased competition and changes in the external
environment require the SME sector in Albania to become more competitive. The development of
the SME sector faces several problems related to the financing of their activity, diversification of
products and services, increased productivity, low research and development costs, high levels of
exposure to risk, human resources management and implementation of new and innovative
technologies.

The main components that influence the consolidation of the SME sector are increased
access to financing, the use of new technologies and information, a friendly business environment,
better infrastructure, the development of human resources capacity, management skills, etc.

In recent years in Albania, a series of institutional reforms have been undertaken by the
government in cooperation with international institutions to support the development of SMEs.
Some of the reforms that have improved the climate and development of SMEs are: business
registration, permits and licenses, e-government, ICT support, provision of schemes and financial
support, training, growth of e-commerce, etc. All these reforms have brought concrete results in
improving the business climate.

Policymakers need to go beyond basic measures to improve access to finance and enhance
the institutional support that would allow small and medium enterprises and local economies to
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thrive independently. Public agencies should prioritize comprehensive financing schemes that
support SME development. Another issue that can affect the performance of SMEs is the growth of
entrepreneurial and managerial skills of owners and managers that help consolidate businesses, and
provide greater employment opportunities.

Government and other non-governmental agencies should support the organization of
regular training programs for potential and actual SME entrepreneurs, where they should be
educated on how to plan, organize, manage and control their businesses.

Increasing cooperation between government agencies, universities, research centers and the
SME sector in the direction of exchange and transfer of knowledge, innovation and technological
developments. Governments should also promote the use of technology and innovation to stimulate
SMESs’ performance by encouraging increased investments in R&D.

Updating teaching curricula and study programs in vocational schools and universities, to
provide knowledge and managerial skills with a focus on practical entrepreneurship.

Diversification of products and services offered by small and medium enterprises increases
competitiveness in the market, through the implementation of new and innovative technologies.

Promotion of small and medium-sized enterprises in the rural sector, agribusiness, as well as
in the tourism sector would constitute a high development potential for this sector.

The future challenges must be addressed in supporting SMEs to develop skills, knowledge
and sustainability initiatives to be competitive in national and global markets.
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Introduction

The healthcare system remains a pivotal component of the social structure in any country.
Amidst ongoing changes, rapid technological advancements, and societal demands, the
effectiveness and sustainability of medical institutions have become increasingly relevant. Within
this dynamic sphere, the reorganization of multi-profile hospitals plays a significant role in ensuring
optimal quality of medical services and resource management.

The purpose of this study is to conduct a comprehensive analysis of financial reports from
seven multi-profile hospitals in Kazakhstan for the period spanning from 2018 to 2021. Special
emphasis is placed on the impact of reorganization on the profitability and efficiency of these
medical institutions. During the analysis, data from four reorganized hospitals were compared with
data from three non-reorganized ones, allowing for the identification of trends and differences in
their financial performance.

One of the significant characteristics of modern healthcare systems is the pursuit of
optimizing and enhancing service quality through the reorganization of medical institutions. Four
out of the seven investigated hospitals underwent reorganization, either through merging specialized
clinics or affiliating them with urban hospital networks. Such a step implies synergistic benefits,
improved efficiency, and resource optimization. In turn, three non-reorganized hospitals served as
baseline entities for conducting comparative analysis.
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During the research process, open sources providing access to hospitals' financial reports
were utilized. The analysis methodology involved comparing revenue and expenditure indicators,
evaluating expenditure structure, and identifying changes in profitability indicators.

Ultimately, this study aims to comprehend how the reorganization of multi-profile hospitals
has influenced their financial stability and effectiveness. The analysis results will enable
conclusions to be drawn regarding the practical changes in hospitals' operations linked to
reorganization and the lessons that can be drawn for the further development of the healthcare
system.

Literature Review

Optimizing the financial management of multi-profile hospitals formed through
consolidation is a pertinent topic within the healthcare realm. Financial aspects play a pivotal role in
ensuring the effective and profitable operation of medical institutions, particularly amid reforms and
reorganizations. Escalating healthcare costs, driven by population growth, demographic shifts, and
advancements in medical technology, necessitate a focus on cost analysis and management. This is
because cost information underpins decisions regarding resource allocation and efficiency at
systemic and organizational levels for providers, purchasers, and regulatory bodies worldwide
(Dong et al., Cylus et al.)

Financial reports of multi-profile hospitals serve as a crucial tool, aiding leadership in
making informed decisions to enhance hospital efficiency and profitability. Healthcare in most
countries is a tightly regulated sector, and this regulation directly impacts cost determinations—how
costs are computed, including the very calculation process, and related concepts, such as the cost
object under analysis. For instance, the implementation of Diagnosis-Related Groups (DRGs) as a
basis for hospital payment rendered DRGs a primary cost object in the emergency care sector, thus
influencing cost calculation and medical practice (Chapman et al.) Financial analysis facilitates the
evaluation of revenue and expenditure structures, as well as the identification of trends in the
financial state of institutions. Reports may also encompass resource distribution information among
medical specialties and divisions, aiding the identification of areas warranting additional attention
and resources.

The influence of state-initiated reforms and reorganizations on the operations of multi-
profile hospitals is a complex and multifaceted process. Experience from OECD countries
demonstrates that hospital consolidation through merging specialized clinics or affiliating with
extensive medical networks can lead to synergistic effects and improved coordination of medical
services (Maria et al). Such reorganizations help avoid resource duplication and optimize equipment
and personnel utilization.

Positive outcomes have been achieved through the implementation of recommendations in
financial management for multi-profile hospitals. For instance, optimizing expenditure structures
and prioritizing funding for highly effective medical directions have led to increased profitability
and service quality (Carlos A.). Authors are motivated to explore various working models of
financial protection, such as those where risk-averse individuals care for their health while placing
significant value on protection against the financial consequences of rare yet costly events (Smith et
al).

Within the context of OECD countries, where healthcare expertise and advanced practices
hold significant importance, analyzing financial reports of multi-profile hospitals and their
optimization become pivotal aspects in achieving efficiency and sustainability of medical
institutions.

In the context of ensuring the realization of recommendations for economic efficiency in the
healthcare sector, the development of a typology of constraints acting as barriers to the successful
implementation of these recommendations is relevant. In the work by Hauck K. et al., six main
categories of constraints are examined, encompassing the structure of the healthcare system, costs
of implementing changes, systemic interactions between interventions, uncertainty in cost and
benefit evaluations, weak management, and political limitations. Each of these categories is
analyzed in terms of possible methods and approaches to consider these constraints from the
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perspective of economic efficiency principles, thereby facilitating more effective decision-making
by leadership and relevant stakeholders (Katharina Hauck et al).

Methods

To achieve the goal of investigating the impact of reorganization and reforms on the
efficiency and profitability of multi-profile hospitals, a specific methodological approach was
developed. This section provides a detailed description of this methodology, including the selection
of hospitals, data sources, analysis procedures, and result evaluation.

Selection of Medical Organizations and Data Sources

In this study, financial reports of seven multi-profile hospitals for the period from 2018 to
2021 were analyzed. The primary data for analysis were publicly available financial indicators, such
as revenues, expenses, and hospital profits.

The sampled hospitals were divided into two groups:

1. Reorganized hospitals (4): This group consisted of three hospitals in Astana and one
regional hospital in North Kazakhstan region. These hospitals underwent restructuring through the
merging of specialized clinics or affiliating with city or regional hospitals.

2. Non-restructured hospitals (3): This group included two hospitals in Almaty and one
hospital in Shymkent that did not undergo any reorganizations.

Analysis Procedures and Result Evaluation

To assess the impact of reorganization and reforms on the profitability of hospitals, the
following three criteria were chosen: gross profit margin, operating profit margin, and net profit
margin.

Data collection and analysis were carried out using data processing software (Excel) and
statistical analysis tools. The analysis results are presented in Tables 1 and 2, which include
profitability indicators for each of the studied hospitals.

Table 1. Comparative table of profitability of multidisciplinary hospitals before and after

reorganization
Name of the hospital Before the reorganization \ Aftel.' the reorganization
Gross profit margin
Multidisciplinary city hospital No. 1 of 7.38 1,45
Astana
Multidisciplinary city hospital No. 3 of 32.99 2.11
Astana
Multidisciplinary Medical Center of Astana 18,25 -8,67
Regwnal hospital of North Kazakhstan 10,19 7.93
region
Operating profit margin
Multidisciplinary city hospital No. 1 of 0.16 11,74
Astana
Multidisciplinary city hospital No. 3 of 20,83 471
Astana
Multidisciplinary Medical Center of Astana -3,71 -9,46
Reglonal hospital of North Kazakhstan 0.00 11,03
region
Net profit margin
Multidisciplinary city hospital No. 1 of 0.16 0.01
Astana
Multidisciplinary city hospital No. 3 of 470 0.02
Astana
Multidisciplinary Medical Center of Astana 17,10 -5,53
Reglonal hospital of North Kazakhstan 0,00 0.03
region

Note: Profitability ratios are calculated using data from hospital financial statements. For calculations
“Before the reorganization”, the data of financial statements for 2018 and 2019 were used, “after the
reorganization” - for 2021.
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Table 2. Comparative table of profitability of multidisciplinary hospitals
(non-restructured)

Name of the hospital ‘ Ratio
Gross profit margin
Central City Hospital of the Administration of the President of 10.0
the Republic of Kazakhstan ’
City Clinical Hospital Ne5 of Almaty city -5,3
City hospital No. 1 of Shymkent city 48,6
Operating profit margin
Central City Hospital of the Administration of the President of 3.4
the Republic of Kazakhstan ’
City Clinical Hospital No5 of Almaty city -7,4
City hospital No. 1 of Shymkent city 2,1
Net profit margin

Central City Hospital of the Administration of the President of 10.0
the Republic of Kazakhstan ’
City Clinical Hospital Ne5 of Almaty city 4,7
City hospital No. 1 of Shymkent city 0,3
Note: Profitability figures are calculated using 2021 hospital financial statements.

Results

During the analysis of income and expenditure reports of seven multi-profile hospitals over
a period of 3 to 4 years, several noteworthy observations were made. The first significant
observation is the absence of substantial changes in income and expenditure indicators both before
and after hospital restructuring or reorganization. This suggests that reforms or structural changes
within organizations may take longer to manifest significant impacts on financial outcomes.

The multi-profile hospitals were divided into two groups: reorganized and non-reorganized,
aiming to study the effects of restructuring and reforms on the efficiency and profitability of
medical institutions.

1. Reorganized Hospitals

Preliminary analysis of financial reports from 4 reorganized hospitals prior to the
restructuring period revealed that the gross profit margin ranged from 7% to 33%, while the
operating profit margin was either zero or negative. Only 2 hospitals in Astana exhibited positive
net profit margins. However, the analysis of financial reports for 2021, post-reorganization,
demonstrated a significant deterioration in profitability indicators. For gross profit margin, 2 out of
4 hospitals recorded negative values. Operating profit margin turned positive for only one hospital
in Astana. Net profit margin also decreased, resulting in negative values for one of the hospitals in
Astana.

2. Non-Restructured Hospitals

For the group of 3 non-reorganized hospitals, the analysis was conducted based on financial
reports from the year 2021, as there was no need to compare profitability indicators before and after
reorganization. Results showed mixed values for gross and operating profit margins. However, net
profit margin remained positive, ranging from 0.3% to 10% (Table 2).

These findings highlight the complexity of assessing the effects of reforms and
reorganization on hospital profitability. The absence of immediate significant changes suggests that
such transformations might require more time for their impact to fully materialize. Furthermore, the
diverse outcomes observed among the reorganized and non-reorganized hospitals underscore the
multifaceted nature of financial management in healthcare institutions.

Contextual Factors

It is important to note that the obtained results require careful interpretation, considering a
number of significant factors that influence them. In particular, the following factors should be
considered:
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- The economic instability in the Republic of Kazakhstan over the last 8-10 years,
characterized by heightened volatility of the national currency (KZTenge) due to a series of
devaluations (Figure 1).

- High inflation levels (Figure 2) have exerted a significant impact on healthcare financing
and the annual tariff revision procedure.

- The disproportionate increase in tariffs for medical services within the Guaranteed Volume
of Free Medical Care (GVFMC) and the Compulsory Social Health Insurance (CSHI) system. In
general, tariffs increased by 24% from 2018 to 2023, while the inflation rate for just the previous
year (2022) was over 20%. A comparative table of tariffs for specific medical services provided in
hospital settings is presented in Table 3. The table highlights the most common nosologies — non-
communicable diseases and socially significant illnesses that bear the primary burden of morbidity
and mortality.

These contextual factors contribute to the understanding that the observed changes in
hospital profitability and financial outcomes might be influenced by a range of economic and
regulatory circumstances. The interplay between economic fluctuations, inflation, and healthcare
financing policies underscores the complexity of evaluating the direct effects of hospital
reorganization and reforms on financial indicators.

Table 3. Comparison of 2018 and 2023 tariffs for medical services provided within the GVFMC

and CSHI for NCDs and CVD
round-the-clock hospital, tariff adult,
Name according to ICD-9/10 ICD-9/10 code tenge
2018 2023
1 | Heart failure - 289 645,67 384 056,84
2 | Angina pectoris - 167 289,06 221 817,60
3 E:,iﬁ::n dependent diabetes mellitus with £10.0 155 083,05 205 632,99
Chronic obstructive pulmonary disease with
4 | acute respiratory infection of the lower J44.0 116 377,15 154 310,74
respiratory tract
5 | Chronic viral hepatitis B with delta agent B18.0 442 171,39 586 298,92
Tuberculosis of the lungs, confirmed
6 | bacterioscopically with or without culture Al15.0 75 286,87 99 826,93
growth
7 | Rheumatic mitral valve insufficiency 105.1 118 650,33 157 324,88
Surgical interventions for neoplasms (tumor): tariffs
1 | Local excision of the colon 454 299 751,46 397 456,64
2 | Lung segment resection 32.3 547 973,29 726 587,37

These factors, including the impact of the COVID-19 pandemic, can significantly influence
hospital financial indicators. Therefore, it is essential to consider the contextual factors when
interpreting the obtained results.

500
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400
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300
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200
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50
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Figure 1. Volatility of the national currency (KZTenge) during the period 2013-2022
Source: National bank of Kazakhstan reports (2013-2022)
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Figure 2. Annual Inflation in Kazakhstan (2013-2022)
Source: National bank of Kazakhstan reports (2013-2022)

The analysis of the results has revealed that the reorganization and reforms had varying
impacts on the profitability of multi-profile hospitals. The changes in financial indicators are
influenced by complexities associated with external economic factors and the impact of the
pandemic. For a more accurate assessment of the impact of reorganization, a deeper analysis
considering all influencing factors on the financial status of multi-profile hospitals is necessary.

Discussion

Assumptions:

Based on the results obtained, several factors can be assumed to have contributed to the lack
of significant changes in income and expenditure reports:

1) Need for Extended Time for Effects to Manifest: It is possible that changes in the
structure and organization of hospitals require more time for adaptation and full realization of these
changes, which may reflect in financial indicators.

2) Volatility of Local Currency and Inflation: In the conditions of high volatility of the local
currency (Tenge) and the impact of annual corrections on inflation, assessing annual increases in
income and expenditure may be challenging, resulting in less noticeable changes in the reports.

3) Insufficient Tariffs for Medical Services: The discrepancy between the increase in tariffs
and inflation indicates that the growth in expenses for medical services does not align with the
overall price dynamics. This phenomenon points to resource deficits provided by the healthcare
system.

4) Limitations of Report Structure and Format: The existing structure and format of reports
may not provide a detailed breakdown of income and expenses, making it difficult to evaluate
changes over a specific period.

Conclusion

The analysis of income and expenditure reports of multi-profile hospitals did not reveal
significant changes in financial indicators both before and after restructuring or renaming. Despite
this, assumptions made based on the results lead to the conclusion that more time is needed for the
effects of reforms to manifest, the volatility of the local currency needs consideration, and there
might be room for optimization of report structure and format for a more precise analysis of
changes in the hospitals' financial position.

An important aspect highlighting the underfunding of the healthcare system is the
disproportionate increase in tariffs for medical services in accordance with the annual inflation rate
over the past five years. Despite a 24% increase in tariffs, the inflation rate over a similar period
reached about 45%. Such a mismatch between tariff increases and inflation indicates that the
growth in expenses for medical services does not align with the overall price dynamics. This
phenomenon points to resource deficits provided by the healthcare system and may exert additional
pressure on the financial position of medical institutions, hindering their ability to provide quality
medical services and operate efficiently.

Funding: Please: This research received no external funding.
Conflicts of Interest: The authors declare no conflict of interest.
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