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Abstract. Financial support of companies for their development is considered and realised by many countries worldwide, 

also in Latvia. Latvia has been receiving critical remarks from entrepreneurs in regard to high level of refuse for financing 

from the financing institution ALTUM which is the principal intermediary of EU funds and provides resources to support 

entrepreneurship in Latvia. Statistical data indicate that there are significant reductions of micro-enterprises during 

recent years. The survey data showed that ALTUM rejected 39 % of the surveyed micro-enterprises from those who had 

submitted applications within three years. In turn, only 6 % of micro-enterprises have received full financing from banks 

or leasing companies. Funders rejected applications from 9 % of micro-enterprises while another 5 % themselves 

withdrew funding due to unacceptable conditions. Latvia has to address serious challenges in entrepreneurship 

development in regions in particular with a lower economic activity. The aim of the paper is to analyse situation of micro-

enterprises for receiving funding. Research methods: analysis of scientific publications and results of previous conducted 

research, analysis of data obtained in survey of enterprises on questions of financing refuse and on evaluations related 

to financing conditions in recent years. For a more thorough data analysis (used evaluation scale 1-5) indicators of 

descriptive statistics are applied: indicators of central tendency or location – arithmetic means, mode, median; indicators 

of variability or dispersion – range, standard deviation, standard error of mean; cross – tabulations; testing of statistical 

hypotheses using t-test and analysis of variance – ANOVA; correlation analysis. Research results indicate that the use 

of more precise requirements of financing for micro-enterprises by finance institution ALTUM could benefit in better 

development of entrepreneurship in regions of Latvia.  
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Introduction 

Scientific research worldwide indicate that important aspect is entrepreneurship financing using different 

financing schemes to support entrepreneurship development. Authorities in the Republic of Latvia (Saeima, 

2014) have decided that the JSC Development Financial Institution Altum (ALTUM) has to support 

entrepreneurship development in Latvia. But Latvia has been receiving critical remarks from entrepreneurs 

in regard to high level of refuse for financing from the financing institution ALTUM which is the principal 

intermediary of EU funds and provides resources to support entrepreneurship in Latvia (Ministry of 

Economics …, 2017). Statistical data (Central Statistical Bureau…, 2020) indicate that there are significant 

reductions in number of micro-enterprises during recent years and the business survey data showed that 

ALTUM rejected 39 % of the surveyed micro-enterprises from those who had submitted applications within 

three years (Beizitere I, Brence I., 2020). In turn, only 6 % of micro-enterprises have received full 

financing from banks or leasing companies. Funders rejected applications from 9 % of micro-enterprises 

while another 5 % themselves withdrew funding due to unacceptable conditions (Beizitere I, Brence I., 

2020). Latvia has to address serious challenges in entrepreneurship development in regions in particular 

with a lower economic activity.  
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The slow growth in lending could be partly attributed to weak demand for bank loans from the corporate 

sector in Latvia. This suggests that the desire of Latvian companies to invest in general is still moderate, 

even if they could finance investments with internal funds. Although non-bank lending is growing faster 

than bank lending, its share is too small to support corporate demand growth (OECD, 2019). In turn, the 

Bank of Latvia (2020) stated that the demand for loans from non-financial corporations decreased already 

in the second half of 2019. Lending policies pursued by credit institutions remained prudent 

throughout 2019 and early 2020. 

The COVID-19 pandemic has highlighted the urgent need to consider financial sustainability, both within 

the financial system itself and in the role of capital and investors, in order to make economic and social 

systems more dynamic and resilient to external shocks (OECD, 2020).There are differences between 

countries in the proportion of SMEs applying for bank loans. The survey (Kwaak T., et al., 2020) indicated 

that in the period from April to September 2020 the share of SMEs applying for bank loans in Latvia was 

15 % or less. Moreover, many SMEs in Latvia (13 %) did not apply for bank loans due to the fear of 

rejection. In contrast, lending to SMEs by banks in other countries, even taking into account the constraints 

of COVID-19, such as Italy, Greece, France, Spain, Portugal and Lithuania, was higher than the EU-27 

average of 35 %, well above the EU-27 average, and it was notably higher than the EU-27 average for 2019 

(24%) (Kwaak T. et al., 2020). 

The study was conducted to investigate the challenges of access to finance for Latvian micro-enterprises 

that correspond to the classification of micro-enterprises in accordance with the European classification 

system (European Commission, 2003). The aim of the paper is to propose possible solutions for 

improvement of analyse situation of micro-enterprises to receive funding taking into account experience in 

other countries and suggestions by entrepreneurs. To investigate this, research methods were used: 

analysis of scientific publications and results of previous conducted research, analysis of data obtained in 

the survey of enterprises on questions of the funding refusal and on evaluations related to financing 

conditions in recent years.  

The results of an ad hoc online survey (WAPI) conducted in early 2018 among companies registered in 

Latvia were used for in-depth analysis, in which the main financial sources used by entrepreneurs for 

business were identified, as well as the reasons why their requests were rejected. A computer-assisted 

internet interview (CAWI) questionnaire was sent to companies with publicly available email addresses. 

The questionnaire was addressed to those companies in the territory of Latvia that operate in sectors 

registered in the Latvian Register of Enterprises with 11 defined NACE2 codes that are eligible for state aid. 

Questionnaires from 2511 companies were accepted as valid, but 1879 of them were from micro-

enterprises. The preliminary results showed an alarming picture. Despite the fact that companies need 

financing for their further development, the possibility to obtain financing is quite limited. In order to 

perform a more thorough analysis of the data in the survey, the entrepreneurs included in the sample of 

the survey were asked to assess various important aspects that have a significant impact on the 

development of the company (used evaluation scale 1-5). For survey data analysis indicators of descriptive 

statistics are applied: indicators of central tendency or location – arithmetic means, mode, median; 

indicators of variability or dispersion – range, standard deviation, standard error of mean; cross-

tabulations; testing of statistical hypotheses using t-test and analysis of variance – ANOVA; correlation 

analysis. 
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Theoretical findings 

Having an adequate number of sources of finance and easier access to them can help improve the 

performance of both the enterprise and the country (Civelek M. et al., 2019). One of the most serious 

problems limiting the development of small and micro enterprises is the financing of small and micro 

enterprises (Yan B., 2018), access to finance is crucial for the SMEs’ growth and development. Academic 

researchers often discuss the issue of distinguishing micro-businesses from SMEs in their scientific 

discussions. The researchers drew conclusions by a systematic review of growth constraints and found that 

many studies used various definitions of micro-enterprises, which varied depending on the country in which 

the research was conducted and the existing legal framework (Gherhes C. et al., 2016). However, the 

landscape for entrepreneurial finance has changed strongly over the last years. Many new players have 

entered the arena (Block J. H. et al., 2017). Small and micro-enterprises are most affected during the 

COVID-19 epidemic period. Despite the government introducing many preferential policies, financing for 

small and micro-enterprises is still difficult (Yan X., Quan L., 2021).  

Definitions of micro, small and medium-sized enterprises (MSMEs) vary from country to country 

depending on their economic structures. The commonly used parameters to define MSMEs at international 

level are the number of employees, total net assets, sales, paid-up capital, investment level, and annual 

turnover (Katoch G., 2020). Financing needs of micro-enterprises along their evolution are evaluated and 

discussed including aspects of using of non-formal sources as often formal financing sources are not 

available, indicating in the lack of knowledge for loan application preparation to the main reason (Prijadi R. 

et al., 2020). For the last decade economists have been preoccupied with the decline in bank financing to 

small businesses and entrepreneurs (Fenwick M. et al., 2018), the SME financing types can not only be 

profiled according to their firm-, product-, industry- and country-specific characteristics but also to 

macroeconomic variables (Masiak C. et al., 2020). Alternative financing is an important type of financing 

for small and medium-sized innovative enterprises, as currently there are difficulties in obtaining financing 

from traditional sources (Chebukhanova L., Blokhina T., 2020). Once micro-enterprises can benefit from 

state aid only when they demonstrate that, at the time of the on-line completion of the business plan, they 

meet cumulatively the eligibility criteria imposed by the funding authority (Tirlea R. T., 2016). From other 

side, researchers ask also questions, like - if Business Administration degrees to encourage 

entrepreneurship and strengthen connection with business incubators (Alonso-Conde A. B. et al., 2020).  

Several researchers state solid arguments on supporting entrepreneurs when it matters: optimising 

capital allocation for impact (Burton J., 2020; Okello Candiya Bongomin G., Ntayi J. M., 2020), thus 

concluding that needs for external financing are diverse and as well as diverse ways of obtaining this 

financing. Different sectors of the economy have different impacts of procurement strategies, for example, 

on construction SMEs’ growth and have suggested that policy makers have to take into account needs and 

specific needs of different sectors of economy (Windapo A. O. et al., 2020).  

Mobile money usage is becoming more and more often used world-wide as well as discussed and 

evaluated in the scientific publications by many researchers (Odoom R., Kosiba J.P., 2020). Researchers 

have underlined that there are differences of company financing by their size taking into account various 

types of risks and requiring needs for additional education to manage the companies (Md Husin M., 

Haron R., 2020). The research findings confirm that there is a correlation between the regions and the use 

of earnings to finance innovations by small and medium-sized enterprises. Thus, there are regions that 

differ greatly in whether SMEs finance innovations from their own sources. Moreover, a correlation between 

https://datubazes.lanet.lv:5879/insight/search?q=Cristian%20Gherhes
https://datubazes.lanet.lv:5879/insight/search?q=Ruslan%20Prijadi
https://datubazes.lanet.lv:5879/insight/search?q=Ruslan%20Prijadi
https://datubazes.lanet.lv:5879/insight/search?q=Ana%20Belén%20Alonso-Conde
https://datubazes.lanet.lv:5879/insight/search?q=James%20Burton
https://datubazes.lanet.lv:5879/insight/search?q=George%20Okello%20Candiya%20Bongomin
https://datubazes.lanet.lv:5879/insight/search?q=George%20Okello%20Candiya%20Bongomin
https://datubazes.lanet.lv:5879/insight/search?q=Abimbola%20Olukemi%20Windapo
https://datubazes.lanet.lv:5879/insight/search?q=Raphael%20Odoom
https://datubazes.lanet.lv:5879/insight/search?q=Raphael%20Odoom
https://datubazes.lanet.lv:5879/insight/search?q=Maizaitulaidawati%20Md%20Husin
https://datubazes.lanet.lv:5879/insight/search?q=Maizaitulaidawati%20Md%20Husin
https://datubazes.lanet.lv:5879/insight/search?q=Razali%20Haron


Proceedings of the 2021 International Conference “ECONOMIC SCIENCE FOR RURAL DEVELOPMENT”  Jelgava, LLU 
ESAF, 11-14 May 2021, pp. 272-283 

DOI: 10.22616/ESRD.2021.55.027 

 

  275 

the regions and the use of the EU funds to finance innovation in small and medium-sized enterprises was 

confirmed (Koisova E. et al., 2018).  

Research from China states that domestic and foreign small and micro enterprises have encountered 

great problems in financing, which caused by external and internal reasons. The most common internal 

reasons are mentioned: the majority of small and micro enterprises have small scale assets, fixed funds 

are not sufficient, financial aspects of the system is not perfect, the financial information is not true and 

transparent enough, the human resources are also very short, the management level is also low, and so 

on (An D. et al., 2018). Every market economy relies on the function of a financial intermediary to transfer 

resources from savers to investors (Zapalska A. M. et al., 2007). These types of aspects are becoming 

more and more important. The report of the European Commission (2017) states that taxes are one of the 

main tools available to the government to influence business to maximize its benefits. This study also 

indicates that there is a link between taxation and business. A number of relevant business choices that 

may be affected by the tax system are highlighted. Namely, taxes can influence not only the choice to 

become an entrepreneur, but also to invest and use internal or external financing in the company's 

operations.  

A World Bank study (Jacobs B. et al., 2017) found that the tax regime for micro-enterprises in Latvia, 

adopted in 2010, provides strong incentives for companies to stay small to avoid financial indicators rising 

above the eligibility threshold. The Latvian government was advised to phase out the micro-enterprise tax 

regime, given its potentially negative impact on productivity growth. The regime could be replaced, for 

example, by a tax credit for new companies that reimburse corporate income tax payments or social 

security contributions for a certain period after their birth. 

In addition, the OECD (2019) found that the proportion of companies subject to credit restrictions in 

Latvia is well above the EU average and also above the level seen in neighbouring countries (including 

Estonia and Lithuania). As in most OECD countries, access to credit for small businesses in Latvia was 

hampered by factors such as insufficient collateral and inadequate business history. Other indicators also 

point to the concerns of small businesses when applying for debt and using banking services. The proportion 

of Latvian companies that do not request bank financing due to a possible rejection or do not feel confident 

when it comes to bank financing is one of the highest in the EU (OECD, 2019). 

Empirical research results and discussion 

A survey of the company was conducted to find out the possibilities of companies in Latvia for the 

availability of financing and possible obstacles to obtaining external financing. Among the diverse obstacles 

to access to finance, in the questionnaire many entrepreneurs noted the tax burden. Thus, the task was to 

examine the relationship between the availability of financing and the tax burden according to the views of 

entrepreneurs, and the dependence on the size of companies, taking into account the number of employees. 

The main results of the survey of Latvian companies on the evaluations of entrepreneurs on the one hand 

about the level of availability of financing and on the other hand, the evaluations on tax burden by size of 

company depending on the number of employees are included in Table 1. 
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Table 1 

The main statistical indicators of entrepreneurs’ evaluations of the availability 
of financing and the tax burden by the number of employees in the company  

Number of employees in the company Availability of financing Tax burden 

1–4 employees 

Mean 2.89 3.93 

N 1413 1413 

Standard Deviation 1.426 1.198 

Standard Error of Mean 0.038 0.032 

Median 3 4 

Range 4 4 

5–9 employees 

Mean 3.07 4.16 

N 466 466 

Standard Deviation 1.337 1.067 

Standard Error of Mean 0.062 0.049 

Median 3 5 

Range 4 4 

10–49 
employees 

Mean 2.98 3.95 

N 477 477 

Standard Deviation 1.319 1.113 

Standard Error of Mean 0.060 0.051 

Median 3 4 

Range 4 4 

50–249 
employees 

Mean 2.80 3.74 

N 136 136 

Standard Deviation 1.281 1.102 

Standard Error of Mean 0.110 0.095 

Median 3 4 

Range 4 4 

Total 

Mean 2.94 3.97 

N 2492 2492 

Standard Deviation 1.383 1.157 

Standard Error of Mean 0.028 0.023 

Median 3 4 

Range 4 4 

Source: author’s calculations based on the survey of entrepreneurs, n=2493, evaluation scale 1-5, where 
1- not limiting, 5 – limiting 

In order to find out and estimate the differences in the assessments, a distribution of entrepreneurs' 

evaluations of the availability of financing by the number of employees in the company has been prepared 

and included in Table 2. 
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Table 2 

Distribution of entrepreneurs' evaluations of the availability of financing 
by the number of employees in the company 

Evaluations 
Number of employees in the company 

Total 
1–4  5–9  10–49  50–249  

1- not limiting 338 81 81 27 527 

(2) 236 71 96 28 431 

(3) 350 136 134 44 664 

(4) 219 91 85 19 414 

5 - limiting 270 87 81 18 456 

Total 1413 466 477 136 2492 

Source: author’s calculations based on the survey of entrepreneurs, n=2493, evaluation scale 1-5, where 
1- not limiting, 5 – limiting 

Analysis of variance (ANOVA) was used to evaluate the significance of differences in entrepreneurs' 

estimates depend on company size in terms of the availability of financing and tax burden, and the main 

results are presented in Table 3. 

Table 3 

The main statistical indicators of testing statistical hypothesis with analysis 

of variance (ANOVA) on difference of entrepreneurs' evaluations by the number 
of employees in the company 

Analysed 
aspect 

Sum of Squares 
Sum of Squares 

(values) 
df 

Mean 
Square 

F Sig. 

Availability of 
financing 

Between Groups 14.233 3 4.744 2.484 0.059 

Within Groups 4752.622 2488 1.910   

Total 4766.855 2491    

Tax burden 

Between Groups 26.061 3 8.687 6.533 0.000 

Within Groups 3308.559 2488 1.330   

Total 3334.621 2491    

Source: author’s calculations based on the survey of entrepreneurs, n=2493, evaluation scale 1-5, where 
1- not limiting, 5 – limiting 

The results of analysis of variance have indicated that there is not a statistically significant difference in 

the evaluations of entrepreneurs by the size of the company on the tax burden (sig. 0.00). However, there 

is noticeable difference in entrepreneurs' assessments by company size regarding the availability of 

financing (sig. 0.059). Therefore, an additional correlation analysis was performed and the results are 

presented in Table 4. 
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Table 4 

The main statistical indicators of correlations of entrepreneurs’ evaluations 
of the availability of financing and the tax burden and the number of employees 

in the company 

Analysed 
aspect 

Statistical 
indicators  

Availability of 
financing 

Tax 
burden 

Number of employees 
in the company 

Availability 
of financing 

Pearson Correlation 1 0.209** 0.014 

Sig. (2-tailed)  0.000 0.488 

N 2492 2492 2492 

Tax burden 

Pearson Correlation 0.209** 1 -0.007 

Sig. (2-tailed) 0.000  0.723 

N 2492 2492 2492 

Number of 
employees in 
the company 

Pearson Correlation 0.014 -0.007 1 

Sig. (2-tailed) 0.488 0.723  

N 2492 2492 2492 

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

Source: author’s calculations based on the survey of entrepreneurs, n=2493, evaluation scale 1-5, where 
1- not limiting, 5 – limiting 

We were particularly interested in an in-depth analysis of the evaluations of entrepreneurs attributable 

to a micro-enterprise, i.e. with 9 employees or less. In order to find out whether there are differences in 

the evaluations of entrepreneurs between the size of micro-enterprises, depending on the number of 

employees, an additional analysis was performed. 

 To evaluate the significance of differences in evaluations by the company size in terms of the financing 

availability and the tax burden, it was applied an analysis of statistical hypotheses using t-test to evaluate 

the significance of those evaluations and the main results are included in Table 5. 
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Table 5 

The main statistical indicators of testing statistical hypothesis with t-test 
on difference of entrepreneurs’ evaluations of the availability of financing 

and the tax burden by the number of employees in the company 

Analysed 
aspect 

Number of employees in the 
company 

N Mean 
Standard 
Deviation 

Standard Error of Mean 

Availability 
of financing 

1–4 employees 1413 2.89 1.426 0.038 

5–9 employees 466 3.07 1.337 0.062 

Tax burden 
1–4 employees 1413 3.93 1.198 0.032 

5–9 employees 466 4.16 1.067 0.049 

Analysed 
aspect 

Variances 

Levene's Test for 
Equality of Variances 

t-test for Equality of Means 

F Sig. t df 
Sig. 

(2-tailed) 
Mean 

Difference 

Standard 
Error 

Difference 

Availability 
of financing 

Equal 
variances 
assumed 

8.259 0.004 -2.359 1877 0.018 -0.177 0.075 

Equal 
variances not 

assumed 
  -2.436 840.015 0.015 -0.177 0.073 

Tax burden 

Equal 

variances 
assumed 

8.177 0.004 -3.650 1877 0.000 -0.227 0.062 

Equal 
variances not 

assumed 
  -3.869 882.038 0.000 -0.227 0.059 

Source: author’s calculations based on the survey of entrepreneurs, n=2493, evaluation scale 1-5, where 
1- not limiting, 5 – limiting 

The results of the survey data analysis indicate that the differences in entrepreneur’s evaluations by the 

company size do not differ statistically significant with significance level (sig. 0,018 and sig. 0,015) for 

entrepreneur’s evaluations of the availability financing and with significance level (sig. 0,000) for 

entrepreneur’s evaluations of the tax burden.  

In addition, the answers of entrepreneurs to the question of what were the unreasonable conditions for 

a company to acquire banks are considered. The main reasons mentioned by entrepreneurs for refusal of 

financing for SME and micro-enterprises are included in table 6.  
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Table 6. 

The main reasons for refusal of financing for SMEs and micro-enterprises in Latvia 

Reasons for refusal of financing 

Number of 
companies 

received 
the 

respective 
refusal of 
financing 

Share of 
companies 

received the 
respective 
refusal of 
financing 
(in %) 

Share of enterprises 
in the survey received 

the respective refusal 
of financing from all 
companies with not 

more than 
9 employees (in %) 

Bank required additional security 69 3.7 70.4 

Bank required guaranties by owners 52 2.8 53.1 

Bank required to subordinate owner's loan 5 0.3 5.1 

Bank required to increase own capital 8 0.4 8.2 

Bank required to increase own contribution 
in the project 

19 1.0 19.4 

Bank restricts dividends 7 0.4 7.1 

Other reason (please, indicate) 14 0.7 14.3 

Hard to say 9 0.5 9 

Total number of refuses  183   

Source: author’s calculations based on the survey of entrepreneurs, n=1879 

Most of the reasons given in the Table 6 show that banks with such conditions in order to provide 

financing to companies were trying to significantly reduce their level of credit risk. 

Other unfulfillable and unacceptable conditions required by banks from the point of view of 

entrepreneurs representing micro-enterprises are summarized in Table 7. 
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Table 7 

Other reasons for refusal of financing mentioned by entrepreneurs, by the number 
of employees of the company 

Responses 

Number of 

employees in 
the company 

1–4 5–9 

High interest rate 3 1 

Requested too much data, too many different statements and reports 
that we couldn't complete 

2  

The bank's offer was expensive and unprofitable for the company, I 
provided the financing myself! 

1  

Tax debt, notwithstanding the existence of an agreement with the tax 
authorities on the gradual repayment of the debt 

1  

It was necessary to indicate the exact future cash flow and positive 
income now! 

1  

The valuation of the pledge was too different from its price 1  

Banks believe that the countryside is not worth to finance  1 

Various expensive activities  1 

The money received against the pledge or security is 
disproportionately expensive, unprofitable 

 1 

Due to the bank's poor customer service, we turned to another bank  1 

Total number of responses from entrepreneurs of micro-enterprises  9 5 

Source: author’s calculations based on the survey of entrepreneurs, n=1879 

The various reasons given in Table 7 also suggest that banks are overly cautious about possible future 

losses when lending to micro-enterprises. In our point of view, this demonstrates the mistrust of banks in 

the business of micro-enterprises. 
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Conclusions, proposals, recommendations  

1) Entrepreneurs of micro-enterprises consider that in many cases financing availability and tax 

burden are limiting factors for their company development. 

2) The entrepreneurs who consider financing availability and tax burden as limiting factors for their 

company development does not differ statistically by number of employees employed in the company. 

3) For support from financing institution refusal reasons were that bank required additional security 

and bank required security by owners. 

4) Aspects on refuse could be useful for practical studies by acting enterprises which will apply for 

financing support in future. 

5) The government should carefully assess the impact of tax reform on the performance of enterprises, 

in particular micro-enterprises, in order to assess their ability to attract finance and invest in enterprises. 

It should be monitored whether this reform gives the expected benefits. 

6) Given the prudence of banks in lending to companies and comparing the small share of non-banks 

in their financing, alternative channels for raising capital should be developed to support the demand of 

micro-enterprises and the possibilities for companies to receive public support should be expanded. 
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