Problems With Business Development/Entrepreneurship In The 

Restaurant Business In Kaliningrad


OBE54686

Contents

31.
Barriers to Entrepreneurship


102.
Barriers  to Entrepreneurship In Transition Economies


183.
Barriers to Entrepreneurship in Russia


204.
Barriers to Entrepreneurship for  Restaurants in Kaliningrad


255.
References




1. Barriers to Entrepreneurship
To place the topic of discussion in context, we need to examine what entrepreneurship entails, what leads to its success and hence potential barriers and what are the decision drivers for entrepreneurs
Entrepreneurship   
Entrepreneurship is not defined uniquely, but described differently by different people; the common thread across definitions being positivism and an entrepreneurial attitude (Alistair and Marzena 2008).

Entrepreneurship is going in pursuit of goals using resources over which one has no control;  the attitude, capacity, and action to conceive, organize and manage a new business, embracing collateral risks; to achieve tangible goals. Entrepreneurship, in conjunction with resources (land, labor, natural resources and capital) generates profit. Innovation and risk-taking are characteristic of entrepreneurs. Entrepreneurship is an essential element of staying competitive (Businessdictionary). 
Entrepreneurship is the unstinted struggle to achieve something that one may not achieve: striving for something beyond ones obvious capacity, and the joy of pursuing that. It reflects positivism, creativity and passion, in pursuit of a goal, not confined to tangible gains. It reflects ones’ ability to challenge the obvious (Byrne 2005).
Entrepreneurship is a creative passion to tread unchartered path; the process of entrepreneurship makes one more competent. Entrepreneurship is accompanied by inherent risks and there are studies focusing on success rate of new entrepreneurs (Bergmann and Stephen 2013).

Entrepreneurship is a unique individual leadership trait, setting aside all other qualities of leadership and success, leading to economic development (Harvey 1979).

Entrepreneurship is an individual or collective trait driving one to seek one’s own avenues for employment, not depending on external sources like the state (Juraj et al 2011).

Entrepreneur is “An individual who establishes and manages a business for the principal purpose of profit and growth; characterized principally by innovative behavior and employs strategic management practices” (Carland et al.1984, p. 358).
Index of entrepreneurship is derived from 33 questions covering personality, preference for innovation, risk-taking propensity and strategic posture (Carland et al 1992).
Success in Entrepreneurship

While entrepreneurship is driven by need for autonomy, sense of security, fulfillment, growth, wealth creation, and recognition (Chu et al., 2007); success is driven by personality traits:   high need for achievement and low fear of failure,  tolerance for ambiguity, orientation to innovate,  high risk propensity and  internal locus of control (Brockman et al., 2006; Collins et al., 2004; Chell, 1985; Envick and Langford, 2003; Gaulden et al., 2002; Ginsburg and Buchholtz, 1989; Johnson, 1990; Shaver and Scott, 1991; Stewart et al., 1996).

:

Entrepreneurship education / training, needs a practical problem oriented / case approach, and not mechanistic theoretical approach, bringing out the complexity and diversity of issues that need to be addressed in entrepreneurship (Keng and Lynda 2004). 

Entrepreneurship Decision Drivers

Entrepreneurs take a holistic approach in their investment decisions. While intrinsic qualities like entrepreneurship are the most critical decision drivers, they also examine the feasibility and expected returns, considering the market (size, level and intensity of the competition, its enduring nature, needs and orientations of the customer, pricing scenario),  the industry structure (if free market scenario exist, concentration levels, power to control forward and backward linkages as well as distort the market), the kind of product under consideration (tangible product or intangible service, if the product caters to the consumer market or industrial market, comfort level in dealing with the product / market matrix), the profile and attributes of the customer (informed, uninformed, progressive, effort needed to get the customer to accept the product), the  business environment (open, opaque, policy consistency, quality, professionalism and transparency of policy implementation, investor friendliness), enabling environment (the depth, breadth and maturity of support service and regulatory environment), government machinery (speed of decision making, direct and indirect transaction costs, responsiveness, grievance handling, adoption of technology in management),  efficiency of administration (elapsed time for service delivery, non corrupt practices, supportive, and informed), the economy (stability and predictability in policies, macro-economic decision criteria, barrier free repatriation of profits, free float, efficient and stable foreign exchange market and inflation levels, progressive and simple tax regime, non-discriminatory and competitive market environment, a holistic investor friendly ambience), 
Entrepreneurs look for potential net benefits and are not governed by narrow view of individual elements of risk or benefits (Sanjo 2012).  Investors are affected by the quality of leadership that drives positive outcome for investors (Obamuyi 2013) and the larger economic environment, existence of functioning financial markets (Spectrem Feb 2013), local factors (Karabegovié et al 2004), human rights track record and effective actions against violations (Blanton and Blanton 2007). Business decisions are driven by complex considerations and not individual risks or benefits (Mazzanti et al 2009)   

The larger business environment comprising above factors is not static but dynamic. They are also not amenable to a dichotomous view, but need to be seen in context and collective impact on the eco system. Political risks are to be recognized as an inherent element of the business landscape, assessed and tracked continuously. Investor Perceptions influence business decision. Perceptions are  evaluated  mental maps of a scenario based on isolated pieces of information from multiple sources, that lead to decisions. Perceptions discount pronouncements that may lack credibility; and the probabilistic nature of the pronouncements leading to experience on the ground. Perceptions may not be and need not be objective, but influence actions. 
Success of ventures are linked to the quality and objectivity of the viability established at the pre start up stage, than the impediments encountered during the implementation stage (Marco et al 2011). 

Entrepreneurial decision drivers are clear pointers to underlying concerns on potential barriers to entrepreneurship.
Entrepreneurship Ecosystem
Lack of an ecosystem of complex elements working synchronously: existence of conducive  entrepreneurial culture in the system, enabling government policies, leadership driving entrepreneurship,  access to finance, quality human resources, progressive markets for products, conducive institutional & infrastructural supports are detrimental to entrepreneurship growth (Wecreatehere 2013).  The exhibit below is a snapshot of a collective environment affecting entrepreneurship.
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Barriers to entrepreneurship  include innocent optimism of entrepreneurs while venturing and reality turning out different, resource underestimation and limitations, timely access to reliable information, demanding regulatory environment, under estimation of potential competition, being naïve on the demands of running a business, slow market pickup, pushing one to rethink on ones’ competency to going forward and making things happen. Problems are largely perceptions and could vary across individuals depending upon individual orientation and capability to handle the barriers (Marco et al 2011).
Individual traits and effectiveness have great impact on performance of entrepreneurs (Luthans and Ibrayeva 2006).
Inability to challenge existing paradigms and working towards breakthrough technologies, businesses, ways of delivering new services, solutions to existing or new problems” anything that challenges the status quo become road blocks (Antoncic and Hisrich 2000). 

Poor sync between the entrepreneur and the institutions in transition economies, are impediments to successful entrepreneurship, the quality of the interplay between the two determining the outcome (Wyrwich 2013).
Significance of the role of external environment in entrepreneurship as favourable or unfavourable is recognized by various researchers (Miller, 1983; Khandwalla, 1987; Covin & Slevin, 1991). Environment is a set of multi dimensional and mutually influencing elements holistically determining if it is favouring or otherwise. These comprise societal dynamism, technological breakthroughs and ecosystem, economic growth, market for new products (Zahra, 1993). Environmental hostility is to be expected when new businesses prosper (Covin & Slevin, 1989). Hostility presents threats which should catalyse further entrepreneurial action (Zahra, 1991). 
2. Barriers  to Entrepreneurship In Transition Economies
Economies in Transition
Transitions in economies shift prevailing balance and relationships; realignment of potential winners and losers, strengths and weaknesses; taking time for the dust to settle. Transitions are opportunities for entrepreneurs to create a niche for themselves and benefit in the long term. 

Transitions are thrust upon, by circumstances leading to bitterness, joy, negativism, passive resistance, non-cooperation, low visibility, opportunism and seeing a mirage. Transitions are characterized by limited information or misinformation, emergence of opportunists, cacophony and discomfort.  Transitions get stretched and go through many shifts, before they get placed in the new orbit. Success and experience of transition process is contextual. Transitions go through a learning process, without a proven success formula for all situations.  
Entrepreneurship traits are most critical while venturing in economies in transition, characterized by periods of perennial uncertainty in the external environment. Flexibility, agility, openness, learning,   focus on goals and defined accountability define firms and economies that pass through transition successfully (Kontorovich 1999). 

Role of Governments in transition economies to support entrepreneurship by creation of congenial environment is critical; as seen from a comparative study of USA and Slovenia (Antoncic 1998). 

Studies on entrepreneurship are generally carried out using survey instruments and Likert measures as many of the key parameters are qualitative perceptions, experience, behaviourial and in some instances, in combination with quantitative data. Scales are developed and surrogates used to measure qualitative parameters Zahra (1993), (Khandwalla, 1977; Miller & Friesen, 1978: Covin & Slevin, 1989; Knight, 1997), Hornsby et al. (1993), (Chandler & Hanks, 1993).
Considering the potential and growth of entrepreneurship, enterpreneurship is a subject for formal education at university level (Cordea 2012).
Institutional mechanisms and their transitions influence entrepreneurs to explore internationalisation (Li 2013).
Barriers to Entrepreneurship 
Transition economies encounter problems of lack of systems, processes, institutional arrangements, societal preparedness and social ecosystem, that accept and support entrepreneurial activity, fear of the unknown and the attendant reluctance  / resistance to change, opportunistic behaviour of  stakeholders to benefit from the cacophony, amorphous nature of the environment, conflict among potential perceived winners and losers, a state of helplessness, bureaucratic non-cooperation, hidden  agenda, low clarity and skills to handle issues during the transition, including the freedom, competition, rise of opportunistic advisors. 
In such scenarios entrepreneurs seek assistance and support from accessible informal sources (David and Friederike 2001). While announcement of a transition is an event, transition is a stretched process with course changes, compromises, cooperation, mix of graceful and reluctant acceptance of the new state. Bringing about social awareness, education and preparedness is prerequisite to emergence of a market economy (Piasecki 1995).

Entrepreneurship potential / barriers to entrepreneurship are contingent upon current level of economic development and not by any country specific factors such as structure of the economy: market economy or not. Russia ranks 6th (least potential for entrepreneurship) among 6 transition economies (Romania, Slovenia, Poland, Croatia Czech Republic and Russia) on the potential for entrepreneurship reflecting an environment of barriers for entrepreneurship (Stephen and Srecko 2002) 

Entrepreneurial potential in transition economies are a function of transition conditions (cultural influences, level of economic development, experience with free markets) and the potential entrepreneur (entrepreneurial orientation, perception of opportunity)   (Mueller and Jaeger 2001). 

Economic development reflects the level of economic infrastructure to support entrepreneurship and higher level of economic development catalyses entrepreneurship, low economic development implying a poor state of economic infrastructure to support entrepreneurship (Krueger 1993).

Institutional infrastructure such as availability of credit and a competitive environment are key   factors that enhance development of Small Business. Institutional ecosystem are prerequisite for  attracting and growth  of  private businesses (Jung et at 2008).  
Legal and institutional environment are essential for development of small businesses in transition economies (Miskinis and Deksnys 2006).

Another positive driver for active entrepreneurship in developing / transition economies is the role of visionary leadership (Todorovic and McNaughton 2007) 
Ease of availability of start-up capital and ease of dealing with financial institutions such as commercial banks, could be potential barriers for entrepreneurship. Similarly a market economy oriented legislation and investment legal framework at local level, are essential to be entrepreneurship friendly. Lack of business friendly institutional framework that are objective, and transparent, the rules governing the role of financial institutions to extend financial support and credit, could be barriers to entrepreneurship depending on the transactional level experience and perception of entrepreneurs (Jung et at 2008)
Common denominator for all economies in transition from Central Europe, Soviet Union, China and Vietnam are that, they have all been dominated by large firms producing few consumer goods during the pre transition era. The paradigm of consumer goods business are completely different from those of large enterprises dealing in goods targeted at the industrial market, defense  and so on. Small and medium enterprises were practically non-existent, the concept of services which are generally the domain of small enterprises and an inherent element of any market economy were conspicuous by their absence. So were trading enterprises. The shift to market economy abruptly changes the landscape, creating uncertainty,  lack of knowledge to deal with it,  and also created opportunity for entrepreneurs with vision and enterprise. The lack of ability to foresee the opportunity and capitalize on it is a barrier for benefiting from transition opportunities (John and Christopher 2002). 
Economies in transition tend to be corrupt due to the one time opportunity to benefit from legitimate positions of power by the incumbent  bureaucracy, their perceived need for safeguarding their long term interests, opportunism from lack of clarity and fear  of the unknown for service seekers and  the need for speedy task completion of  entrepreneurs to minimize lost opportunity from delays. Corruption level (rent seeking behaviour) in post Soviet countries are among the highest in the world  (Bjornskov & Paldam, 2002).
“Empirical evidence suggests that economic institutions in transition economies impose highly bureaucratic burdens on entrepreneurial firms, increasing uncertainty as well as operational and transactions costs of firms” (Aidis & Adachi, 2007, pp. 395–396). 

Despite the formal political, economic and legal institutional changes post Perestroika and Glasnost, to enable a smooth transition to a free market economy,  the underlying practices, legacy knowledge base, attitudes,  rent seeking behavior, display of power, informal code of conduct, values  and norms lagged in aligning with the official policy and institutional level changes in the Soviet Union. In effect the informal institutional mechanism define the environment; not the formal ones  (Helmke & Levitsky, 2003).
Russia is notorious for its violence and intrigue prone business practices and ecosystem. Violent entrepreneurship in Russia comprise: state and illegal (the state police and the security forces becoming self styled private entrepreneurs to en-cash the opportunity), non state (private) and legal (private protection companies ) and illegal (organised criminal and bandit groups) (Vadim  1999)  finding a place for themselves in the cacophony.
In most controlled economies, a  second / parallel economy existed; marred by illegal businesses run with state connivance or blessing; and in the liberalised era, these actors tend to believe free market is an extension of this practice, leading to perpetuation of non-free-market practices and resistance to change to the new system, creating an ecosystem of negatives: corruption, non cooperation, opacity, misuse of powers, rent seeking behavior, nepotism and deliberate road blocks (Dallago 1990).
Those in power or positions of advantage during the controlled era, take preemptive positions advantageous to them, in the post transition era, using proximity, influence and access to information, beating the market system, depriving potential new entrants the level playing field they expect in a free market system. 
Economies in transition offer unique problems and opportunities for entrepreneurs. Transition is a complex and evolving process with no two transition economies demonstrating commonalities. Entrepreneurship in transition is the ability to see the invisible opportunities, accept the risk and look forward to positive outcomes (Aidis et al 2007). 

Governments play a key role for entrepreneurship during transitions, that include creating an institutional framework, purportedly to encourage entrepreneurship. Such government initiatives may or may not result in intended outcomes due to implementation deficiency (Smallbone et al 2010) and sincerity in intent. Actors in the government themselves become entrepreneurs, benefiting from inside information, informal networks, illegitimate power enjoyed and create barriers to true entrepreneurship. 
Institutional role in clarity of expectations, legal positions, predictable rights to property and predictability of tangible expected outcomes, determine level of entrepreneurship demonstrated (Kapeliushnikov et al 2013). Political patronage seems to substitute institutional support in entrepreneurship in China. This is likely to be context specific and not universally true (Zhou 2013).
Problems of entrepreneurs in two emerging economies China and Vietnam seem to have certain common denominators of poor access to investment capital, amorphous rights to property, subject to avoidable litigation on account of weak legal institutional set ups and functioning; and corruption. As in the case of other economies under transition, political influence even in SME sector is rampant, and attitudinal issues towards businesses and entrepreneurs, and mixing religion, politics and business (David and Hung 2012), a kind of crony capitalism. 

China like Russia had embarked on a transition from centralized control to an open economy, a democracy of its own definition. Entrepreneurs are expected to demonstrate selective enterprise: enterprise to run their business and at the same time subjugate to state machinery, work in the interest of the state and society, membership in communist party, patriotism, identity with the political system and its values;  a case  of selective freedom with subtle control. Even in Vietnam, the larger eco system is the same: state controls, mistrust, subjugation, businesses described as social entrepreneurs: not profit maximization and pursuing individual interests; an environment of contradictions (Heberer 2003). Common problems in China and Vietnam include: undependable employees, low managerial competency, restlessness and unpredictability due to inability to compensate liberally; SMEs have to compete with State Owned Enterprises for manpower, who treat employees more favourably (Linton, 2006).
Experience of entrepreneurship development in transition economies is mixed. There are cases of entrepreneurship thriving, despite absence of institutional support, through informal social institutions and trust, within limited circles and informal contacts (Xheneti and Smallbone 2008). 

Such an outcome which is purely a matter of chance, alignment of interests and expectations cannot be expected to be experienced in all contexts and institutionalized. Variations across countries under transition, make this approach more risky, and make it imperative for governments to institutionalize the evolution of the right environment, including systems that are seen to be legitimate, reliable and implemented, to realize predictable outcomes (Xheneti and Smallbone 2008). 
3. Barriers to Entrepreneurship in Russia

Russian Background

Origin of Russia can be traced to the 12th century when it was known as Muscovy, that expanded during the 200 years of rule by the Mongols during the 13th -15th centuries, overthrown by  Romanov  Dynasty during the 17th century, that expanded to the empire of Russia (USSR) till its disintegration  in 1991, and formation of an independent Russia  (Soviet history 1985).  
Russia was ruled as a communist State beyond the  third quarter of the 20th century, when Mikhail Gorbachev initiated the process of Glasnost (openness) and Perestroika (restructuring), and in 1991 splitting the union into Russia and 14 independent republics. Russia is even now a country in transition on the ground, though officially an independent democracy; characteristic of an economy in transition  (CIA Fact Book 2013). Perestroika and Glasnost catalysed the enterprise management practices in Russia, under a new approach, recognizing free markets paradigms (Kozina 2008). 

Barriers To Entrepreneurship  In Russia
Many of the issues in Transition Economies apply to Russia with contextual variations in their manifestation. 

People in power pre-transition, create impediments to safeguard their competitive advantage till the new post-transition paradigm settles; with 40% of entrepreneurs in Russia falling in this category, transitions covertly benefit erstwhile state actors. Many impediments in Russia are due to this factor. The practice of offering subsidies and donations as a fillip to encourage entrepreneurship, distorts the philosophy of free markets, called as bureaucratic entrepreneurship (Kusnezova, 1999, p. 59). Distortions become significant as the benefits are not accessible uniformly to all, but selectively to those who are part of the informal system; a system created to benefit those who created it.
Governments need to ensure appropriate behavior of their bureaucrats and officials in dealing with private entrepreneurs, in addition to setting up systems and institutions (Mugler 2000).
In the period immediately following the transition, Russia did not enjoy a favourable entrepreneurial climate, that resulted in low level of entrepreneurship; however the learning process seem to have had a positive effect, with evidence of entrepreneurship slowly picking up. Importance of learning phase for the government in transition as well as the potential entrepreneurs is to be recognized (Zhuplev and Shtykhno 2009).
Global Entrepreneurship Monitor’s comparative analysis of three transition economies: Russia, Brazil and Poland has found that, Russia need to demonstrate its institutional development for attracting entrepreneurship. 
It is found that incumbents enjoy advantages compared to potential new-comers: a barrier for entrepreneurship growth, with established networks providing skewed advantages for existing players against new entrants   (Aidis et al 2008).
Corrupt practices prevalent in Russia have their own inside detractors. Corrupt practices are unbounded, stretching to initiating criminal charges and imprisonment of those who resist falling in line (Yaffa 12/29/2013).
Russian president’s pronouncements for creating a free and encouraging atmosphere for start-ups and entrepreneurs in Russia, on the lines of Silicon Valley in the USA, haven’t cut much ice among the target segments, critics and those who know the Russian ways: control, control  and more control, pronouncements and announcements of liberalisation, that rarely sync with ground realities and experience. 
4. Barriers to Entrepreneurship for  Restaurants in Kaliningrad

Kaliningrad, a Russian exclave post 2nd world war, erstwhile part of Germany, historically part of Prussia, with proximity to Western Europe, within the EU, the smallest administrative unit under Russian Federation, has natural advantages of favourable climatic conditions: non-freezing with a large seaport, long seashore and oil resources. It is also a cultural and business tourism centre (Šimanskienė 2010).
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Frustration of educated youth from lack of an environment to give shape to their ideas and energy, experience the good life and progress visible globally; have led many to turn into sophisticated crimes, using their knowledge and energy such as piracy, hacking, and online frauds or fly to favourable destinations (Russian president).

:

Improvements are needed in transportation, utilities and quality in manufacturing and service sectors. 
Inclusion of Lithuania and Poland in the EU, caused complication of transit rules in the region, affecting exports from Kaliningrad, demonstrating links between politics and economics (Matveeva 2007).
Kaliningrad is an enclave of the Russian federation surrounded by the EU,  that influences the mindset, attitude, leanings of the people (liberal, entrepreneurial and free market orientation) and the people identifying more with the West than Russia.  Kaliningrad depends more on imports and foreign cooperation. While Kaliningrad strives to break free and align with the EU, Russia strives to retain its control over Kaliningrad, to ensure its bondage with the federation, which sets the larger ecosystem of barriers for setting up restaurants in Kaliningrad (Jadwiga et al 2012). Barriers manifest in various ways: 
· Loss of its tax revenues to Moscow inhibiting infrastructural development such as waste water treatment and disposal system, leading to low quality of life.

· Control over custom, budgets, international agreements, acts and decrees influencing growth and quality of urban infrastructures, dissuading tourists. 

· Autonomy limited to tax allowances, finding land, access to infrastructure and simple administrative procedures. 

· Controls include SEZs promote large businesses of interest to Moscow, at the cost of local SMEs. 

· Governor Non-responsive to regional interests affecting local development and ambience. 

· High military presence, restricted zones (30%) limiting movement of people, avoidance by tourists to preempt security issues with authorities. 

· Control over officials for development and travel to neighbouring countries. Low cooperation between Kaliningrad and Moscow, Moscow taking unilateral decisions affecting progressive actions 

· Excessive dependence on  imports (90% of foreign trade) including food items

· Corruption, low protection of property rights, inefficient courts and changing law, as in Russia, and  higher cost of doing business such as costs of energy, transit and imports. 

· Low per capita gross regional product (60% of Russia average), high unemployment (9.7% vs 6.2% for Russia in sep-nov 2011), lowest wages,  wage arrears, low spending capacity, high living costs lead to low attraction for restaurants for locals. Those who can afford travel abroad to spend their money on leisure and pleasure.

· Poor health infrastructure drives people abroad for treatment, general dissatisfaction; a barrier for visitors too 

· Remnants of military infrastructure, special surveillance and low quality and high price of services discourage tourists

· Visa issues, conditional VISAs for tourists, a damper

· Visa facilitations introduced for foreign investors not observed in practice. 

· Entrance to popular holiday resort requires special pass due to restricted access zones, lack of clarity, administrative impediments, risk of violation, discourage tourist flow
· Cumbersome travel permits and formalities

· Stability of legislation, for long term planning for businesses

· Kaliningrad is used as an instrument of foreign policy with the west (US, NATO, EU) and this drives the policies and actions by Moscow in the Kaliningrad region
· Kaliningrad  used as a strategic location for military and energy security, doesn’t want to give it more autonomy 

· Low living standards

Kaliningrad ranks low in ease of doing business (World Bank 2013)
· Unfriendly business environment in dealing with courts, labor regulations, business licencing, customs and trade, access to land, tax administration and corruption

· Long waiting time for licenses, permits and utility connections

· Kaliningrad fares poorly in administrative burden (administrative costs incurred in dealing with government regulation of business) index 
· Obstacles include tax rates, low educated workforce, corruption, political instability

· Access to finance, crime, theft and disorder, access to land, electricity telecom, transportation, tax administration, business licenses and permits, informal competitors, customs, trade and labor regulations are barriers 
· Ranks low in senior management time spent on dealing with bureaucracy, one of the most poorest  performers 
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