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Abstract

This article critically analyses how the institutional environment influences the development of
entrepreneurship in Bulgaria. Drawing on in-depth interviews with Bulgarian entrepreneurs an
‘institutional asymmetry’ between formal and informal institutions is identified which hampers
the development of economically and socially productive entrepreneurship. Despite reforms to
formal institutions in Bulgaria, the asymmetry persists as a result of informal institutions which
serve to hamper entrepreneurship. In order to reduce this asymmetry, there is a need to develop
and align formal and informal institutions, while recognising that such institutional reforms are, by
their nature, long-term and may potentially be undermined by entrepreneurs engaging in informal
and corrupt activities.
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Introduction

Entrepreneurship is widely acknowledged as an engine of economic growth (Acs et al., 2008;
Wright and Marlow, 2011; Wright and Stigliani, 2013) and is critical for countries transitioning
from central planning to market economies (Djankov et al., 2006; Puffer et al., 2010). The entre-
preneurial capacity of a nation is often defined by the formal institutional environment comprising
political, economic and legal structures (Acs et al., 2008). However, these formal structures alone
do not adequately explain differences in entrepreneurial activity between countries and there is
also a need to consider informal institutions such as norms, value systems and codes of conduct,
which affect entreprencurial capacity and shape the behaviours of entrepreneurs (Frederking, 2004;
North, 1990; Valdez and Richardson, 2013). As such, the context in which entrepreneurship occurs
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is heterogeneous (Acs et al., 2007; Puffer et al., 2010; Wright and Marlow, 2011), and the institu-
tional framework that prevails in transition economies is fundamental to shaping entrepreneurial
orientation, new venture creation and, ultimately, growth (Saar and Unt, 2008). Hayton et al.
(2002) highlight how socio-cultural values shape the societal response to and social rewards to
entrepreneurial behaviours that can either promote or inhibit entrepreneurial activity; Manolova
et al. (2008) suggest that these values are culturally specific and typically learned through everyday
social interactions. Similarly, awareness, information and knowledge are important precursory fac-
tors in launching a venture, and social norms such as the degree to which a society respects entre-
preneurs will affect individual entrepreneurial motivation (Busenitz et al., 2000; Valdez and
Richardson, 2013).

Together, the formal and informal institutions that define the ‘rules of the game’ affect whether
or not individuals elect to pursue entreprencurial activity. Where institutions are weak, or poorly
devised, they can hamper growth and become detrimental to enterprise culture (Baumol, 1990). As
normative, cultural and regulative institutions are related to entrepreneurial activity (Valdez and
Richardson, 2013), examining these arrangements in transition economies is of significant value,
given the changes to the entrepreneurial environment that these countries have experienced (Welter,
2011; Wright and Marlow, 2011).

This article critically analyses how the institutional environment has shaped entreprencurial
activity in Bulgaria, focusing specifically on the effect of institutional asymmetries on entrepre-
neurial activity. We contribute to a better understanding of how asymmetries between formal and
informal institutions serve to hinder entreprencurship. Institutional asymmetry is defined as the
misalignment between formal and informal institutions, with the formal being generally supportive
of entrepreneurship and the informal, unsupportive. The asymmetry develops over time as formal
institutions are reformed to support entrepreneurship while informal institutions remain unsup-
portive. Previous research has suggested that transition economies can be characterised by under-
developed formal institutions (Puffer et al., 2010). However, we find that the formal institutional
environment in Bulgaria has generally improved, although there is still room for further progress.
However, we suggest that the cultural practices and underlying norms, value systems and codes of
conduct comprising informal institutions have seen little progress. Bulgaria’s progress towards a
market economy has been premised on reform of formal (regulatory) institutions. Huggins and
Strakova (2012) note that these reforms have brought some success in creating a more entrepre-
neurial economy. Yet, the evolution of informal institutions associated with transforming culture,
attitudes and perceptions regarding entrepreneurial activity has been a slow process and has ulti-
mately undermined entrepreneurship and economic growth. Thus, institutional asymmetry under-
mines entrepreneurship in a number of ways; it leads to low growth aspirations among entrepreneurs,
rent-seeking activities, directs entrepreneurs towards informal activities and creates space for cor-
ruption. As such, informal institutions matter at least as much as formal institutions for fostering
entrepreneurial activity and therefore, without progress in addressing this issue, creating a more
entrepreneurial economy will be challenging. Consequently, the central research question inform-
ing this article is: ‘How do asymmetries between formal and informal institutions affect entrepre-
neurial activity in a transition setting?’

When exploring this question, we find that while institutional reforms have taken place an
asymmetry between the formal and informal has developed. In the case of Bulgaria, the devel-
opment of formal institutions since the demise of the socialist regime has progressed yet, the
reform of informal institutions has lagged behind. As a result, we highlight the importance of
examining asymmetry as a method of understanding the influence of formal and informal insti-
tutions on entrepreneurship in transition economies. In doing so, the article contributes to a
better understanding of how the interplay between formal and informal institutions affects
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entrepreneurial activity, arguing that the failure to align formal and informal reform will under-
mine entrepreneurship.

The remainder of the article is structured as follows. The first section frames the study in terms
of academic debates on institutions and entrepreneurship. The next section introduces the entrepre-
neurial environment in Bulgaria, and sets out the methodology of the empirical project. Section
four discusses the findings, highlighting the importance of informal institutions, and how they
represent an important aspect of the institutional landscape which affects entrepreneurial behav-
iours. Finally, the article concludes by reflecting on the findings, and considers the wider implica-
tions for strengthening the entreprencurial environment of Bulgaria and other transition
economies.

Literature review

The extent to which entrepreneurship is socially productive and contributes to economic growth
depends on the formal and informal institutional context in which it occurs (Acs et al., 2008;
Baumol, 1990). Institutions interact with both individuals and organisations and influence deci-
sion-making by signalling which choices, norms and behaviours are normalised and socialised
within a society (Ahlstrom and Bruton, 2002; Tonoyan et al., 2010).

Formal institutions can be defined as the rules and regulations written down or formally accepted
to guide the economic and legal framework of a society (Tonoyan et al., 2010). Informal institu-
tions however, include the traditions, customs, societal norms, culture and unwritten codes of con-
duct (Baumol, 1990; North, 1990). Research on entrepreneurship in transition economies has
increasingly taken into account the nature of the institutional framework (Estrin and Prevezer,
2011; Ledeneva, 1998; Mair and Marti, 2009). Our study contributes to this institutional avenue of
research through developing a better understanding of the institutional environment and of how the
emergence of asymmetries between formal and informal institutions can undermine entrepreneur-
ial activity. Although reforms to formal institutions may be a positive step in fostering entrepre-
neurship, if they are not congruent with informal institutions, economic development will not be
positively affected. Research on institutions argues that formal and informal institutions interact in
two key ways, with formal institutions either supporting (i.e. complementing) or undermining (i.e.
substituting) informal institutions (Estrin and Prevezer, 2011; North, 1990; Tonoyan et al., 2010).
Informal institutions are complementary if they create and strengthen incentives to comply with
the formal institutions, thereby addressing problems of social interaction and coordination and
enhancing the efficiency of formal institutions (Baumol, 1990; North, 1990). Where informal insti-
tutions substitute for formal institutions, individual incentives are structured in such a way that
they are incompatible with the latter, which are weak or not enforced (Estrin and Prevezer, 2011).
For example, in post-Soviet Russia, entrepreneurs draw on extensive networks governed by infor-
mal norms of reciprocity to navigate formal procedures, such as jumping queues, arranging prefer-
ential agreements for loans or settling disputes (Ledeneva, 1998). Our research examines the
interplay between the formal and informal institutional frameworks in transitional settings through
a focus on Bulgaria. As such, we argue that although attempts have been made to improve formal
institutional arrangements, there has not been a corresponding shift in informal institutions, which
consequently, undermines the growth of entrepreneurial activity.

Formal institutions

Extant research suggests that institutions governing the economic environment in transition econo-
mies impose costly bureaucratic burdens on entrepreneurs, increasing uncertainty as well as

Downloaded from ish.sagepub.com at University of Sheffield on June 11, 2014


http://isb.sagepub.com/

4 International Small Business Journal

operational and transaction costs (Djankov et al., 2002; Puffer et al., 2010). Entrepreneurs in such
settings can often be faced with incoherent and constantly changing regulations (Aidis et al., 2008;
Manolova and Yan, 2002), meaning that, for example, they are unable to calculate their tax bills
due to changing tax codes (Tonoyan et al., 2010). Furthermore, gaining credit in transition econo-
mies can be problematic as banks favour larger businesses and are more reluctant to finance small
enterprises (Smallbone and Welter, 2001a). Accessing credit is a strong constraint on entrepre-
neurial activity in transition countries and small firms often either have to resort to the informal
credit market for example, borrowing money from family and friends, or bribe bureaucrats to
secure access to capital (Guseva, 2007). Additionally, where reforms to formal institutions have
occurred, they tend to favour large-scale businesses as governments seek to attract foreign direct
investment (FDI) (Hegerty, 2009). These policy strategies are generally premised around offering
foreign investors low-cost labour, but it can mean that as well as being disadvantaged in credit
markets, entrepreneurs are also displaced from potential markets by foreign competition.

A stable legal framework with well-protected property rights promotes planning and coordina-
tion and also prevents ad hoc expropriation of the rewards from entrepreneurship (Henrekson,
2007). However, the experience of entrepreneurs in many transition economies has been of a legal
system incapable of adequately protecting property rights and resolving business disputes
(Manolova and Yan, 2002; Tonoyan et al., 2010). This is despite reforms being made whereby
former centrally planned economies have adopted legal frameworks similar to those of more devel-
oped economies, including laws relating to property, bankruptcy, contracts and taxes, but these
have been inefficiently implemented (Aidis et al., 2008; Smallbone and Welter, 2001b). Due to
these inefficiencies, using the courts to settle business disputes can be time consuming and costly;
and in addition, the perception that the systems are often corrupt means that many entrepreneurs
will avoid legal redress (Tonoyan et al., 2010). In such environments, entrepreneurs will often turn
to informal networks to compensate for the failure of the legal system, for example, by using con-
nections to ‘bend the rules’ or circumventing them by paying bribes (Aidis and Adachi, 2007).

Informal institutions

With the fall of the socialist system in Eastern Europe and the former Soviet Union, dramatic
changes were seen in the political, economic and legal institutions in such countries. However, the
norms and values which had been learned and adopted during the socialist years remained engrained
and largely unchanged. Indeed, Winiecki (2001) states that modern history offers no better field to
test the interaction of changing formal rules and prevailing informal rules than Eastern European
and former Soviet economies. These countries are characterised by informal institutions which
have substituted rather than complemented changes in the formal institutional environment (Estrin
and Prevezer, 2011; Guseva, 2007). Moreover, in environments with un(der)reformed and weak
formal institutions, such as transition economies, entrepreneurial activity is typically guided and
governed by informal codes of conduct (Ahlstrom and Bruton, 2002). As a result, existing research
has shown that entrepreneurial behaviours in many transition economies are often shaped by the
formal institutions inherited from socialist regimes, with unwritten codes, norms and social con-
ventions dominating everyday practice (Ledeneva, 1998).

Understanding informal institutions is increasingly important to entrepreneurship in terms of
how societies accept entrepreneurs, inculcate values and create a cultural milieu whereby entrepre-
neurship is accepted and encouraged (Puffer et al., 2010). Indeed, informal institutions are widely
acknowledged as critical to explaining different levels of entrepreneurial activity across countries
(Davidsson, 1995; Frederking, 2004). Since entrepreneurship always occurs in a cultural context,
understanding the informal institutions is critical to fostering entrepreneurial activity (Sautet and
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Kirzner, 2006; Williams and McGuire, 2010). Where the informal institutions within a society are
not well understood or adequately considered by policy makers, institutional reforms will have a
limited overall impact on fostering entrepreneurial activity.

Reforms in transition economies have chiefly focused attention on formal institutions
(Manolova and Yan, 2002) as liberalisation was expected to create new and numerous opportu-
nities for entrepreneurship (Saar and Unt, 2008). Yet, we find a limited corresponding shift in
informal institutions, which, in turn, constrain entrepreneurship. Often, reforms to the formal
environment are undertaken with little or no consideration for the influence of informal institu-
tions which are critical to the development of entrepreneurship but due to generational embed-
dedness are highly resistant to change (Winiecki, 2001). As entrepreneurship becomes more
valued, it gains legitimation and the growth of entrepreneurial attitudes, ambition and perspec-
tives and so, serves to reinforce the emergence of a pro-entrepreneurship culture (Krueger and
Carsrud, 1993; Minniti, 2005). In this sense, although the government is clearly important in
shaping the institutional environment and influencing entrepreneurial activity (Acs et al., 2008;
Smallbone and Welter, 2001a), the remit for institutional change is not simply the domain of
policy makers. Entrepreneurs can also act as change agents and influence the institutional land-
scape (McMullen, 2011). Therefore, in order to reform informal institutions and promote a
more entrepreneurial culture, Verheul et al. (2002) refer to the importance of a positive feed-
back cycle whereby entrepreneurs are seen to succeed and afforded a positive status, encourag-
ing others to emulate such behaviours. In consequence, over time, informal institutions can be
influenced and improved, and entrepreneurial activity can contribute to wider societal change
(Welter and Smallbone, 2011).

Empirical focus and method

The empirical focus of this article is the institutional environment in Bulgaria, a lower-
middle-income country in Eastern Europe subject to central planning between 1944 and 1989,
which virtually eliminated private enterprise (Bartlett and Rangelova, 1997; Dobrinsky, 2000;
Manolova and Yan, 2002). Large-scale formal institutional reforms followed the collapse of com-
munism in 1989, ushering in democratisation and market liberalisation (Manolova et al., 2013).
Bulgaria’s economy is not as advanced as other transition economies in Central Europe, such as
the Czech Republic, Hungary or Slovenia; yet, by 2007 it had fulfilled accession requirements
and joined the European Union (EU). This resulted in increased participation in private-sector
initiatives that have encouraged new forms of economic cooperation within and outside Bulgaria
(Huggins and Strakova, 2012).

The World Economic Forum (2012) ranks Bulgaria as 62nd out of 142 global economies in
terms of overall competitiveness. However, the institutional landscape, defined as the legal and
administrative framework, is ranked in the bottom quartile of world economies, while the macro-
economic environment, defined as the overall business landscape, is ranked in the top third. The
World Bank (2012) ranks Bulgaria 59th of the 182 economies surveyed in terms of the ease of
doing business, which compares favourably to the Eastern Europe average. The number of private
businesses in Bulgaria has grown rapidly since the start of reforms, and by 2010, small- and
medium-sized enterprises (SMEs) contributed to 60% of the total gross value added and 74.8% of
employment in the economy (Manolova et al., 2013). The most recent data available on the struc-
ture, size and growth of enterprises in Bulgaria, shown in Table 1, show that SMEs are the domi-
nant form of enterprise and also contribute significantly to the economy in terms of employment.
Table 1 also shows that the proportion of enterprises, as measured by the difference between birth
and death rates, has seen general improvement between 2006 and 2011.
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Table I. Structure, size and growth of enterprises in Bulgaria.

Micro Small Medium SMEs Large Total

Structure and development of enterprises by size (Bulgaria and EU27)

Bulgaria

Share 92.1% 6.5% 1.2% 99.8% 0.2% 100%
Growth rate (2010-2011) -0.2% -8.4% -8.4% -0.9% -2.0% -0.9%
EU27

Share 92.1% 6.6% 1.1% 99.8% 0.2% 100%
Growth rate (2010-2011) 0.1% -1.0% =1.1% 0.0% -0.9% 0%

Number of enterprises and employment

Enterprises

Number 325,566 22,834 4444 352,844 744 353,588
Share 92.1% 6.5% 1.2% 99.8% 0.2% 100%
Employment

Number 620,743 449,005 430,430 1,500,178 504,163 2,004,341
Share 31.0% 22.4% 21.4% 74.8% 25.2% 100%

2006 2007 2008 2009 2010 2011

Enterprise birth and death rate (Bulgaria 2006—2010)

Enterprise births

Number 40,555 55,488 49,287 57,741 47,012 54,876
Share 17.5% 22.2% 18.2% 17.6% 12.8% 14.9%
Enterprise deaths

Number 35,602 36,191 35,466 25,772 35,906 35,431
Share 15.4% 14.5% 13.1% 7.9% 9.8% 9.7%

Enterprise net birth
Share 2.1% 7.7% 5.1% 9.8% 3.0% 5.2%

SMEs: small- and medium-sized enterprises.
Source: Bulgarian Small and Medium Enterprises Promotion Agency (BSMEPA) (2012).

This research examines the experiences and perspectives of entrepreneurs in relation to for-
mal and informal institutions. Doern (2009) asserts that qualitative approaches are appropriate
when the purpose of the research is to understand the participant’s point of view, and accord-
ingly, the approach here is twofold. First, documents relating to the ‘Development of the
Competitiveness of Bulgarian Economy 2007-2013” programme were reviewed along with
additional grey literature published by the Bulgarian Association of Regional Development
Agency, the Bulgarian Association for Management Development and Entrepreneurship and the
Bulgarian Chamber of Commerce and Industry relating to entrepreneurship and competitive-
ness. Second, all businesses listed in the Bulgarian Chamber of Commerce and Industry Voluntary
Unified Trade Register as registered in the City of Sofia with email details were contacted. The
respondents were re-contacted to establish a population including only those businesses where
the current owner-manager was both Bulgarian and the founding entrepreneur. This led to an
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overall population of 210 entrepreneurs, from which 34 semi-structured in-depth qualitative
interviews with businesses from a wide range of sectors and sizes were conducted between June
and July 2012. Table 2 provides a profile of the participants in terms of the sector their business
operates in, the size of the business and its age. While the empirical study is not intended to be
representative of entrepreneurs in Sofia or Bulgaria, the perceptions and experiences of the
entrepreneurs provide in-depth insights into the institutional environment. Therefore, while Jack
and Anderson (2002) assert that such research can lack generalisability, its value is in generating
questions for further research hypotheses. Although entrepreneurship research has been domi-
nated by quantitative approaches, there is a growing body of qualitative research that provides
deep insights into the entrepreneur and the entrepreneurial environment (Hindle, 2004). Indeed,
qualitative research in transition environments has the potential to improve understanding of
entrepreneurs’ experiences and provide rich data which quantitative survey-based approaches
cannot provide (Doern, 2009).

The interviews were semi-structured and followed the schedule outlined in Table 3. The
nature of semi-structured interviews meant that a number of issues not on the interview schedule
were raised by some respondents, which were relevant and, subsequently, explored further. The
interviews were recorded with respondent consent and transcribed, before thematically analys-
ing and coding the data to explore emergent themes. It was important, in keeping with Bryman
(2012), that the reliability of coding was consistent and structured in order to prevent coder bias.
Therefore, the coding process was conducted independently by the authors, with overarching
thematic categories identified to develop a coding scheme based on key themes so that intra-
coder reliability could be consistent. This coding scheme was applied by both authors, and the
results were then compared to ensure inter-coder reliability by identifying any discrepancies
between the coders so that they could be revisited and agreed upon. This constant comparative
method involves continually identifying emergent themes against the interview data and employ-
ing analytic induction whereby the researcher identifies the nature of a relationship and develops
the narrative (Silverman, 2000). The qualitative approach was particularly appropriate to enable
entrepreneurs to articulate how they perceive the institutional environment, and quotes from the
interviews are used to enhance and add voice to the study. As well as setting out the interview
schedule, Table 3 presents a summary of the responses to the key issues emerging from the entre-
preneurs and the frequency of those responses. In many cases, consensus was reached regarding
the key areas of exploration and these responses can therefore, be considered to be representative
of the views of the majority of the respondents. The remainder of the article tells what Steyaert
and Bouwen (1997) refer to as the ‘story of entrepreneurship’, by considering how the institu-
tional environment has influenced the perceptions and experiences of entrepreneurs and entre-
preneurship in Bulgaria.

Analysis and discussion

In analysing how the institutional environment has shaped entrepreneurial activity in Bulgaria, we
argue that the asymmetry between formal and informal institutions has resulted in entrepreneurship
being stifled. If entrepreneurial activity, and a positive attitude towards entrepreneurship, is to be
fostered, formal rules need to be aligned with informal norms. In Bulgaria, this asymmetry has
meant that despite some positive reforms to formal institutions, the full effect of any improvements
is not experienced. This section focuses on the key themes outlined in Table 3, which emerged
from the interviews with entrepreneurs, and explores the nature and impact of institutional asym-
metry on entrepreneurship in Sofia. It is structured in two parts: the first considers how formal and
informal institutional reforms in Bulgaria have affected entrepreneurs, while the second focuses on
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Table 2. Profile of participants.

Respondent Sector Size of business Age of
(number of employees) business
I IT 1-10 |-5 years
2 Financial services I1-50 <l| year
3 IT I1-50 6—10 years
4 Construction 51-250 210 years
5 Food and drink I11-50 |-5 years
6 Electronics 51-250 6—10 years
7 Media 1-10 <| year
8 Electronics 1-10 <| year
9 Electronics I 1-50 |-5 years
10 IT 1-10 <l| year
I Tourism 1-10 |-5 years
12 Pharmaceutical I1-50 >10 years
13 Media I1-50 |-5 years
14 IT 1-10 <| year
I5 Construction 51-250 6—10 years
16 Media I11-50 |-5 years
17 Electronics 1-10 <I year
18 Food and drink I11-50 |-5 years
19 Financial services I1-50 6—10 years
20 IT 1-10 <| year
21 Real estate I1-50 6—10 years
22 Telecommunications 51-250 >0 years
23 Textiles I1-50 >0 years
24 Education 1-10 |-5 years
25 Tourism 1-10 |-5 years
26 Financial services I1-50 |-5 years
27 Textiles I1-50 >10 years
28 Automotive I11-50 6—10 years
29 Food and drink I11-50 210 years
30 Telecommunications I11-50 6—10 years
31 Media 1-10 <| year
32 Construction 51-250 6—10 years
33 Electronics 1-10 <| year
34 IT 1-10 <l| year

IT: information technology.

the role of institutions in limiting entrepreneurial ambitions, and highlights how entrepreneurs can
themselves undermine institutional reforms by engaging in informal and corrupt activities.

Institutional reform and asymmetries

Characteristic of many transition economies, a significant challenge facing Bulgaria relates to
reforming the institutional environment. While post-socialist economies do not lack entrepreneurial

Downloaded from ish.sagepub.com at University of Sheffield on June 11, 2014


http://isb.sagepub.com/

Williams and Vorley

(panunuo))

", WiaY3 1oy ASED | 9dBW PUE DJ3Y SISSAUISNQ
[euoneunNW 198 01 S1I0YS JO SI0| dpBW dARY AdY ]
"PEO.QE WO 3 3DEJIIB O PALI3 DABY JUSWUISAOS Y3
‘a49y diysunauaadaazus yonuwi 3 usl 243y asnedag,

' 9J9M 9M SEB 3|GEIUINA JOW SN SpeW

sagueyd asay3 Ja3uo.ls SulWod9q sem AWOUodd 3y
UBYM 3ISN[ "PoIIEM SABY PINOYS SM *** U0} APED 3 USISM
am 1.3 s3|NJ yum Ajdwod 01 pey SAA "uoos 0ol paulof
aM 1Inq ‘elied|ng 03 sayeuaq 3ySno.q sey N3 Ay,

" Yyum Al dwod

03 JBYM A[30BXD MOU>| O3 3 NDIYIP U3 SBY 3| SISUI||
‘suone|N8aJ ‘sme| ‘sapod Xe) 30| B pasueyd aAey s3uly],
* PR3EdIUNWWOD U33q J0U dAeYy diysanauaudaaius Inoge
sadessaw aAnIsod 1nq uone|ndad syl papjdel dAeY Aoy,
" ssauisnq op o1 ade|d

B SB UD3s 2q 03 elied|ng uem Aoy "49139q suope|nsau
33 > eW 03 110Yd UB SPBW SBY JUSWUISA0S 3y,

* WSyl Joj 30U S 31 ING
yoit 3uniasd yuswuaaaog u ajdoad ‘Yo Sunias suoodLy
99s Aayy *** way) Joj uondo se 31 99s 3,uop ajdoay,

s awn sdey |

dn 3y8ne> J0u 9ARY SOPNIIIE ING SW.IOI PBY DABY DAA,
" SOA[9SWAY] J0) AdUoW ddjeW pue sunaua.ada.uius

3q ued Aays asijead 01 djdoad oy swn Suo| e Supfes si

¥€ TE 1€ ‘0€
‘6T ‘8T LT 9T YT €T T
91°G1 Y111 °6'8°GE I

1€ ‘0€
‘8T LT 9T YT €T TT LI
‘91 ‘G1 ‘€1 01 '6'8°S ¥ T

T€ ‘0

‘8T LT 9T YT €T T 1T
L1°G1 T 01 '8°L9°S €
€€ ‘TE 1€ °0€ 8T LT 9T
‘STYTETTT8I 91 ¥l
‘ELTLN101 8L Sl

vE ‘€€ ‘TE
‘1€ ‘0€ ‘8T LT 9T ‘ST ¥
‘€TTTIT9I Sl ¥ T

ele3|ng

u; deg [elanauaudasius
paARdJad e 8njd o1
JUBWISAAUI USIDU0}

1oeJ33e 03 pandwane

0t SBY JUSWUIBAOL)

sajnu
Suipaedau Aurerusdun

03 3uipes| sadueyd

Auew YaIm JUd|NQIM

U93q SBY JUSWUOIIAUD

8l [euonnansuj
24mynd

astudaaua aAnisod
j0owo.d 03 uonoe

9331] 3Inq uoneNSau

6l uo u33q sey sndo4
aane3au A|jesauald

aJe diysanauaudaaus

€T 03 SapnJIIe [BIBID0S

SapMNIe [e12120S
PUE SW.I0J3J JO SW.ID)
ur noIYIp st Awouods

19>)Jew & 03 pauueld

idiysanauaudaua

19150} 01 JUsWUISA0S

Aq ua>e) usaq

. aAey sdais JBYAA

idiysanausudaaus
J33s04 03 3uidn ul
9o%} elIed|Ng saop

31 *** 8uo| os Joj Awouodd pauue|d A|jeiIuad & pey AN, ‘1101 ‘8°2'9°G*€ Tl 97  A|[eJ3Udd B WOJ) A0 e sadua|[eyd IBYAA
(sauspuodsau
€ J0 1n0)
asuodsau sasuodsa.
sajonb aAnesasn||| sjuspuodsay  jo Adusnbaug £9»] Jo Arewwing uonsand

'sajonb aAnessn|l pue ‘sasuodsau jo Asewwns pue Aousnbauy ‘aureuuonsanb maialeiu g a|qe

2014

Downloaded from ish.sagepub.com at University of Sheffield on June 11


http://isb.sagepub.com/

International Small Business Journal

10

' op 9|doad usypo

1ey1 Sulyrswos sABMIe sI sassauisng SuiJels duiyl Asya
*** awes ayy duiyy [ns 9|jdoad uelsed|ng ays i a3ueyd
J0U ||IM S3UIYl INQg ‘SSBUISNG UMO INOA dABY 03 sAem
SWOS Ul J9ISBD S| 3 S9 A "WSI[BIDOS I9pUN SB SWEs 9y

s 39spulW siy3 ‘ssauisnq Siq & ul Jo gol JuswuaaAoS e
ul d4om 01 [|ias sI uonedidse sy suelieding Auew YIIAA,
" sanauaudaaaus £jesd Jou

aJe suelied|ng Inq sassauisnq SunJels ajdoad auow aJe
aJayy pue 3uiyy poog e si suesaw adoung jo 1Jed 3uieq
‘ssaulsnq e 1Je1s 01 paroJdwi sey uoneaasiuiwpe ayJ

" J9A WeaJIsulew 10U SI 31 Ing Sassauisnq

SunJels sunauaudauius suow aJe auay) "apojdxs s3uiys
9eW 01 SUONDJEAU UIRYD PI3U M INg SH|Jeds 93s AN,

" DAERUI|E

3|qelA &+ uondo dpsijead e se 3] 93s 03 3ujuuidaq aJe
9|doad pue elie3|ng ul sAep asay3 pJom AuIp & yons
0u st diysunauauadaaug -*+ Suiaoadwi sue sSuly]

* P9JINOAR} e sassauisnq 1a831q

Inq ‘elae3|ng ui ssauisnq e 1Je3s o) deayd AIaA pue Ases
SPInb AJsA s13] "9q 03 pasn aJsyy uey sspiunlioddo
aJow aJe aJayy [pue] *** ajqeisun jou si Awouodd 3y,
" Ased

s1 1 ‘ssauisnq & SunJels swajqo.d [ead ou aJe dudy],

" Jo119q 108 A]Pa1ulep

sey 3] "49>dInb pue ‘Mou ssauisnq e 1Je3s 0] JU3ISeD S 3],

¥€ ‘1€ ‘0€ ‘6T ‘8T ‘LT ‘9T

‘STYTETTT 8l 91 ‘¥
‘€LTLI101'8°L°SE"N
ve ‘€€ T

‘1€ ‘0€ ‘6T LT 9T ‘ST ¥T
‘€TTTLI91S1 Y1 T
1101 '6°L9'S Y€l

€€ ‘T€

‘0€ ‘8T ‘9T ‘TT ‘0T ‘61 91

SLPLT I8 LY T
€€ “TE 1€ ‘0€ ‘8T ‘9T ST

YT €T TTIT 61 91 ‘SI

Y1LTLN01 ‘8L Sl
ve ‘€€ TEIE

‘0€ ‘8T LT ‘9T ‘ST YT ‘€T
TTAT61 91 ‘1 %I ‘T
T1°01'8°L9°S Y €Tl

€C

9C

8l

€C

8C

4103095 93eAld
32 Ul ueyl JoYyIRd
91E)S 33 0} dJOM 0}
wie s 9jdoad Auep| e
jeue3ing
ul 84mynd astudusiua
aAnisod e aJays sl
SBOM S| 3NN e JUIX3 JBYM O]
Jood |ns
aJe diysanauaadaazus
Jo suondeduad 1eyn
108} 8y3 pasueyd
10U dABY SWIORY e
AjAnoe
[elanauaadaniua ul
ast Juediudls e
u93q J0U Sky dJaY3
‘ssauisnq e 1Jels 01
JOISED MOU SI 3 BIYAA  ©
elue8|ng uj ssauisnq
© 1Je)S O] JUSISEd pue
Jaxp1Inb mou s1 31 {uaaq
Suiueaw ‘paroadwi SWIIOJSJ JUSWIUIDAOS
sey uonenday e DAY |NJSSIIONS MOH

sajonb aAnessny||

sjuapuodsay

(sauspuodsau
¥€ 40 In0)

asuodsau
jo Aduanbauy

sasuodsal
A Jo Arewwung uonsesnd

(penunuod) *¢ a|qe L

2014

Downloaded from ish.sagepub.com at University of Sheffield on June 11


http://isb.sagepub.com/

Williams and Vorley

(ponunuon)

" MOU elie3|ng jJo apisIno

€€ 1€ ‘0€ ‘8T ‘LT
‘9T ‘ST ETTT '8l 91 ¥l

dn pauado aaey
sapiunzaoddo Buipes
se sapiunlioddo

Joj peouqe

3ulj|as aJe 9pA 'sn 4oy dn s3uiyy pauado sey N3 ayl, ‘€1 ‘TI ‘1101 ‘8°L‘S VT 1T PX0O| 9ABY SAA ©
* dAIIBAOUUL
SJoW ‘paysi|qelss a4owW ‘sn Ueyl J9139q aJ49Mm Isurede
Sunadwod auam am sl udlaao) 9yl asnedaq juonisueay £q Inoqe
aAnnRadwod asow [Auedwod Aw] spew 3| *** puedxa 03 1y3nouq sadus|jeyd
sanjunlioddo Joj peouqe 500| pjnod noA ‘3uidojaasp 1€ ‘0 ay3 padeurw elue3ing
A|MO|s Sem 193w [BUIDIUI B3 B[IYAA urdlodwil ‘6T ‘8T ‘LT ‘9T ‘ST ‘€T ‘T dojoasp 01 mojs usaq ul sunauaudaaius
2Jow awedaq salIunod ueadodny Jaylo YIM Sulped], ‘9| ‘S| ‘b| ‘Tl ‘6 ‘8 ‘S b ‘€ 8]  9ABY SIDdjJRW [BUJIIU| e 9ABY MOH
MOJs SI
"Aimols anq Suidueyd si 3| ¥€ ‘€€ ‘TE ‘1€ ‘0€ ‘6T a8ueypd Inq Suidiews
"UaY3 XDeq JUIBYIP B sem elieS|ng IYSIuIaA0 d5ueyd 03 ‘8T LT 9T YT €T TT9I s1 24nynd astidusus
s8uiys 109dxa 3,ued NO X "3UO| OS IO} WSI[EIDOS PRy A, SN 69 V€T [44 aAnisod atow Y e
* S[eulwid aJe sanauaJdaaiud |je 3ey) uoissaadwi
a3 saAIS siy pue ‘A3IA1IDE [eUIWLID pue uondnaiod $9s5920NS$
UM PaAjoAUl  sdnauaadaaius uoodAl,, Sunaodsa usyo uBY3 Jayaed sased
‘SMau a3y _._MBO.EU N 93e1aA0d EBlpaw ulew ayy *°° |eulwiId uo M:_wjuom.
Mc_m_.tw>ﬁ.m 93J) S U39S S| 3] "Me| 23 umc_.mw.m Sl 3l se €€ .Nm ._ € ‘Om .w>_umwwc 2q 031 pua3
sajuedwod uonuaw 3,ued A3yl pue paUMO-2383S SI A | ‘6T ‘8T ‘LT 9T VT ‘€T ‘T diysanauaudaaius
93 JO ISO| "AL UO s3ss3UISNq INOGe || JUBD NOL, ‘9] ‘S | ‘I ‘6 8% Tl 014 Jo sjede.aiiod eipsy e
" Pan|eA Jo pajdadsau
j0u s1 diysunauaadanyug - yo ajdoad uayro dii 03 3no
Isn[ aJe 9M JBY) ‘S[BUIWILID |[B 94 M dwinsse 9]doay, ¥€ ‘€€ TEI€
" ASNJISIW JO 10| © S| 943Y] "$H00.D [[& e ‘0€ ‘67 ‘8T ‘LT ‘9T ‘ST ‘¥T uopidsns
$9SS3UISNG UMO J19Y3 unJd oym a|doad >uiyy Aay] ‘poos ‘CTTT LI ‘91 ‘SI b1 ‘€1 AIM PaMBIA A|[eausd
J0U S| sunauaJdaalua spaemol apninae sa1qnd ay ], ‘1101 ‘6 °L9‘S ‘P €l 1T aJe sunauaudaniugy e
(sauspuodsau
¥€ 40 30)
asuodsau sasuodsau
sajonb aAnesasn||| sjuspuodsay  jo Adusnbaug £9»] Jo Arewwing uonsand

(penunuo)) g ajqeL

2014

Downloaded from ish.sagepub.com at University of Sheffield on June 11


http://isb.sagepub.com/

International Small Business Journal

12

* 3ulAl] poo3 & ayew | pue ySnoua
[1oMm 3uiop s1 31 se L2310 ay) puoAaq ssauisng ayr Suimous
Ul P9159.93Ul A|[B9J 30U W,| ING 19XJBW B S| D49y,

*.qol Apeais e 398 ‘9s|o UOBWIOS 0} IOM

asn[ 3,upip | Aym aw pajse Aay] ‘[ssauisng umo Aw dn
195 01 pajuem | uaym] Azeud sem | 3y3nouya Ajiwey AL,
" Op @M sassaulsnq

9Y3 |[& DABY 3 ,UP|NOM DM SIDBJIIUOD 3SYI INOYIIM ***
11 Op sassaulsng Jo s10| pue elied|ng ui uelioduwy si
$32BJIU0D JusWUISA0S pue sueld ueadouny Sumen,

* Pl1OM a3

40 3534 aY3 pue adoung yim sa1adwod ey3 4031d3s
a3eAl4d 9A13139dWOD puE SAIIBAOUUL JOW B S| SPISU
elaed|ng 1eYAA °° Op AdY3 ||B SI JBY) puE Sassauisng
JO s10] mowy| | ‘saued3 ueadodn3 pue JUBWUIIAOS
33 uo 3usapuadap si Awouodd Y3 jo s107,

" SOBYD SEM 3] *** pasiuediosip sem Awouodd

93Ul | 66| Ul Alued ISIUNWWOD) UBLIES|Ng JO |[BJUMOP

ve ‘€€
‘le‘LTisTyriieiot
91 F1 €1 ‘11 ‘689l

ve ‘€€ TE
‘1€ °0€ ‘6T ‘8T 9T ‘ST 4T
€TUNTLI91 S]]
TLIL0l '6°L'S YT

uonen3au
yam 3uikjdwod
pue ssauisng ay3
SuiSeurw jo sw.a)
u| sadejueApe
9] sey |[ews 3uifelg
diysanauaudanus
98eJnodsip 031 108
pue aAne3au aq 01
pua1 spualij pue
97  Ajlwey jo suondaduay

aNUIA3
pue saniunlioddo
Jo 2ounos |edpurd
9Y3 SB S10B.13U0d

;4nny
ul ssauisnq JnoA
MoJ3 01 9AeY NoA op
‘Aue 1 ‘sueld 3BYAA

{SsauIsNq UMO Jnok
SunJels u 9dey nok
PIp sa3ud|eyd JBYAA

Ja3ye sueak oy u| "elied|ng ul 39>Jew aAnRRadwod €€ ‘e JUsWuIBA03
ou sem 2433 ** Asuow ay3 pey Aay3 se a3e3s ay3 ‘0€ ‘8T ‘LT ‘TT ‘0T ‘61 ‘S 01 500] ||13S
01 3ul|as sem 1a>Jew Ajuo a3 ‘awn Suoj e uo4, ‘S| ‘b| ‘Tl ‘01 ‘8 LV ‘T I 8l sanauaidaaus Auel] e
(sauspuodsau
€ J0 1n0)
asuodsau sasuodsau
sajonb aAnesasn||| sjuspuodsay  jo Adusnbaug £9»] Jo Arewwing uonsand

(penunuod) ¢ a|qe L

2014

Downloaded from ish.sagepub.com at University of Sheffield on June 11


http://isb.sagepub.com/

13

Williams and Vorley

" s9|nJ Y3 Aq Aejd 3,uop ajdoad uayzo usym
as0] noA sajnu aya Aq Aejd noL ji *** aquiq & Aed 03 Juem

vE ‘€€ TE
‘1€ ‘0€ ‘6T ‘8T ‘LT 9T ‘ST
YTETTT LI 91 “SI ¥l

eles|ng

ul sunauauda.aius
Jo Apeau AepAuana
‘lew.ou e s|

3,UPIP | 9SNBJ3q $3JBJJUOD UO INO PISSIW dABY | MOW)] |, ‘L1 Ol ‘629G €l 9T uondnuio) e
", uonnadwod ssauisnq jo 1Jed sawo33q 3| 3Byl Op Ishw
noA s|doad jjoAed pue aqLiq 01 aABY oA Ji *** aABYy nNoA
924n0saJ AI9A3 asn nok ©>[E1S 1€ ]O| B S| 343yl USYAA, SJNOA®} O SIDBJIUOD
- 9)1d ays jo doa sy 03 5393 uoneoidde unok 2J4nd3s 0} Udp.o ul
Aed noA y1 ‘sasuadl| pue syw.ad )i *** Aed 03 pasu € ‘6T ‘9T ‘€T seonde.d 3dn.uod ul
sawnawos nok uayy Appinb Sulop s3uiyy paau noA y, TTNTLL YL T ‘LT 4 paSe3us aABY SAA e
PE ‘€€ ‘TE ‘1€ 0€ ‘6T ihuande
' 30eU0d 81q € 398 03 duoawos Aed 01 aAeY ||IM ‘8T ‘LT 9T ‘ST vT ‘€T ‘T aoe|duowwod [elanauaidanua uo
noA ssauisnq 81q & aJe nok JI ‘aqLiq 91| & Aed 01 aAey GUTLI 91 ‘ST vl ‘Sl ‘T sl ‘saqliq y3nouyy 10edwi uondn.iod
3ySiw NoA sSaUISNQ [[BWS 948 NOA J| ‘uowwod ABASI, ‘|| ‘Ol ‘6 ‘8 ‘L9 ‘S ‘€ ‘Tl o€ Aurew ‘uondniiod) e SOOP JUIXD JBYM O
' ysed yam dn paddo) 103 saSem P€ ‘€€ TE 6T ‘LT 9T aoe|duowwod
9y2 1nq ‘suonngliauod xel ul ssa| Aed Aoya os seakojdws ‘sgestceilrior ‘st ‘9l aJe syuswasduedie
03 a8em wnuwiuiw ay3 Aed sassauisng eyl uowwod st  ‘p| ‘€] ‘Tl ‘01 ‘8 ‘S ‘€ ‘Tl 7C  wswAhojdws jewoju] e
soxel
asiwiulW 01 $Hooq iKanoe [ew.iopul
* Asuow s>ew 03 Wayl ploAe 031 pasu noA y3iy -ay3-jjo, ssauisnq 19150} JUSWIUOIIAUD
001 2. S9XEL 9Yl UBYAA ‘[ewdou si 31 “ - saxel Suiked PE ‘€€ ‘TE ‘6T 9T ‘€T ‘T ay1 jo s1dadse swos [elunausadanius aya
PIOAE 01 SSNUDAS. JI9Y2 91BISISpUN SssaUISNG Auely], ‘1791 ‘v ‘Tl ‘01 ‘8°€ ‘T vl PSAOW SABY SAA e  SOOP USIX3 JBYM O
9|qe|ieAr
I9dJBW Y3 JO 3ZIs 3yl
" Mou asea.dul 03 (sel3unod
SW Y2 10U S| 31 ING ‘DS|D DIBYMIWOS JO ‘BlUBLIOY 01 Sulnoqygisu
03 0) paau | IXau ssauIsng AW MO.S 03 JUBM | J] "BIOS ¥ ‘€€ 03 Ajaejnon.ed)
u1 91eaado Ajuo am os ‘elied|ng ul 1eyl op 03 INDIPIP ‘1€°8T ST YT 1T 0T elIe3|ng 9pISINo
u9aq SBY 3| "9.4N3NJ B3 Ul SSUISNQ Y3 MO.S 03 3|I| P, CIRAEININYVE A S| puedxs 03 ug|d e
(sauspuodsau
¥€ 40 In0)
asuodsau sasuodsal
sajonb aAnensny|| syuspuodsay  jo Aduanbauy A Jo Arewwung uonsand

(penunuo)) ¢ ajqe L

2014

Downloaded from ish.sagepub.com at University of Sheffield on June 11


http://isb.sagepub.com/

14 International Small Business Journal

ambition, Kshetri (2009) asserts that the institutional environment is often not sufficiently devel-
oped to promote and support entrepreneurship. As part of Bulgaria’s accession to the EU, there has
been an emphasis on economic and political reform associated with formal institutions. However,
informal institutional reforms have been somewhat slower to occur, which has led to an asymmetry
between formal and informal institutions. Moreover, societal attitudes are not pro-entrepreneurship
as a result of the long shadow of socialism and as such, entrepreneurial aspirations are constrained.
Indeed, without reforming the informal institutions in Bulgaria the norms, cultures and values asso-
ciated with the socialist era will continue to persist. In this sense, harnessing entrepreneurship as a
catalyst of economic change in transition economies presents something of a conundrum as entre-
preneurial culture is, as Hofstede (1980) notes, reinforced by institutions which themselves are
products of the prevailing value systems.

In Bulgaria, as in other transition economies, the emergence of the capitalist system needs to
be understood as having been built from the ruins of socialism (Stark, 1996), a fact which
explains its distinctive character. Institutional reform has been critical to establishing a market
economy, and the Bulgarian government has actively established the institutions and frame-
work conditions for businesses to compete nationally and internationally. However, less empha-
sis was placed on cultural reform, as the assumption was that societal change would follow
market reform, although, as Scase (2003) notes, this is not guaranteed as the case. Therefore,
the principal challenge of national policy was regarded as overcoming the specific challenges
associated with ‘missing markets’.

Manolova and Yan (2002) describe how missing markets coupled with the push for a more
entrepreneurial economy resulted in an ‘institutional hiatus’, which can disaffect the entrance and
growth of new small businesses (Kozul-Wright and Rayment, 1997). Given the weak and unstable
institutional arrangements following transition, during the early 1990s, international networks
bridged some of the regulatory gaps in formal institutions where the Bulgarian government was
slow to implement market reforms. However, our research finds that more recently there has been
increased effort to improve the formal institutional landscape. Indeed, the majority of respondents
stated that policy had targeted rules and regulations to facilitate and support entrepreneurial activ-
ity. In the race to create a market economy following the collapse of central planning in 1989,
frequent changes to policy caused problems for businesses in terms of keeping up-to-date with
different regulations, particularly in terms of taxation. This was again a problem in the run up to
and immediately following accession to the EU in 2007, with several of the entrepreneurs inter-
viewed describing how the formal institutional environment had become more turbulent. However,
the respondents stated that the accession requirements for the EU had demanded policy makers
improve the formal institutional environment, and more recently, there was a consensus that the
frequency of change had slowed and that the regulatory environment was becoming more stable.
That said, one of the entrepreneurs commented that ‘we joined too soon’, with another respondent
stating that the EU had brought rules that Bulgarian companies were ‘not ready for’, as it was chal-
lenging enough navigating the country’s own rules. However, some 6 years post accession, there
was general consensus that the formal institutional environment had become more settled and the
more successful and outward-looking Bulgarian businesses were benefitting from EU
membership.

Another example of formal institutional reform that has been ongoing since the early 2000s is
the attempts of the Bulgarian government to pursue an economic-development strategy premised
on FDI-led growth (Hegerty, 2009). The fact that Bulgaria ranks favourably compared to other
South East European and Balkan countries in terms of the ease of doing business and macroeco-
nomic stability is important in attracting FDI. However, several of the respondents stated that a
consequence of FDI-led policy meant that regulation favoured larger enterprises and that that
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indigenous entrepreneurs were effectively crowded out. In many respects, this is fairly typical of
efficiency-driven economies, where stable macroeconomic conditions encourage business,
although the institutional arrangements are often weak and fail to provide the necessary support for
the growth of indigenous entrepreneurial activity.

As such, unlike previous research which has stated that transition economies are often charac-
terised by underdeveloped formal institutions (Puffer et al., 2010), the entrepreneurs interviewed
believed that progress has been made in strengthening formal institutions and addressing the post-
socialist problem of ‘missing markets’. Herein lies a key challenge facing entrepreneurship in
Bulgaria. That is to say, while improving the institutional environment has gone some way to
support and facilitate entrepreneurial activity, an asymmetry has prevailed as a result of a lagging
reform of informal institutions. In alluding to this point, several of the entrepreneurs commented
that Bulgaria is not an entrepreneurial society and that better regulation alone is not the answer.
Stark (1996) describes the informal institutions in Bulgaria as characterised by the legacies of
socialist culture, which has seen varieties of capitalism emerge that are analogous to Western
market economies although also exhibiting a number of distinct characteristics. As noted above,
the Bulgarian government sought to prioritise large(r) businesses as the engine of growth. The
respondents stated that the decision to favour larger businesses was due to the relatively cheap
labour offered in Bulgaria, meaning that it was attractive for some foreign firms to locate opera-
tions that employed a large number of people. In contrast, small entrepreneurial start-ups were not
given the same advantages as they were not seen as being able to provide a high number of
employment opportunities for society and were therefore less able to provide employment, which
was a key economic challenge of transition. Moreover, having been previously illegal in socialist
Bulgaria, small(er) private enterprises continue to lack the legitimacy of large firms in a transition
context, and for this reason entrepreneurship was regarded as undesirable, illegitimate or insig-
nificant in generating economic growth. This perception was widely reflected in the responses of
entrepreneurs interviewed, who stated that the Bulgarian public generally viewed entrepreneurs
as dishonest and rapacious. The interviewees said that entrepreneurs were often seen as ‘crooks’
or ’criminals’.

Such suspicion is longstanding, and Peng (2001) highlighted the case of Multigroup, which was
a successful Bulgarian business following the transition; however, it was widely suspected of being
a money-laundering organisation for the benefit ex-Socialist-era government officials. Clearly,
such attitudes present a challenge for entrepreneurship in Bulgaria, as social norms that negatively
view and/or impact on the entrepreneurial culture can act as ‘drag chains’ on entrepreneurial activ-
ity (Schumpeter, 1934; Westlund and Bolton, 2003). Unless perceptions of entrepreneurs improve
and entrepreneurial activity becomes more respected and valued, the level of economic importance
attributed to entrepreneurship is likely to remain low. The perception of entrepreneurs is also
informed by ideational structures, which define how societal perceptions of entrepreneurship and
(national) attitudes towards enterprise culture are shaped (Hindle and Klyver, 2007). The respond-
ents repeatedly referred to the way in which the media portrayal of entrepreneurs in Bulgaria has
had a detrimental impact on attitudes towards entreprenecurial activity. Some of the respondents
explained that because much of the media is still state owned they are not permitted to discuss
private businesses, and as such the only news that is seen about entrepreneurs tends to be negative,
for example, if a business owner is arrested for corrupt activities.

The manner in which entrepreneurial activity is depicted by the media is a significant factor in
influencing the perception of the general public towards entrepreneurs, and ultimately serves to
hinder any attempt to reform informal institutions. While the social approbation towards starting
new businesses in Bulgaria, identified by Manolova et al. (2008), continues, our findings suggest
that how entrepreneurs are perceived is more varied. One notable distinction related to the
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variation in the legitimacy of entrepreneurial activity by the industrial sector. Of the entrepreneurs
interviewed over two-thirds started their own businesses because of the low opportunity cost cou-
pled with a desire for autonomy and self-actualisation. In these cases, the entrepreneurs had over-
come social norms and societal perceptions to start their own ventures, yet, they were often required
to act against the advice of their social network. For example, many of the respondents commented
that their family and friends thought they were ‘crazy’ or ‘foolish’ to start their own business.

These views reflect the consensus of the entrepreneurs interviewed, highlighting that in addition
to the entrepreneurial challenges of setting up the business, the aspiring entrepreneurs also had to
overcome the scepticism of their friends, family and wider social network to establish their busi-
nesses. Interestingly, a number of the more established entrepreneur interviewees commented that
a more entrepreneurial culture was gradually emerging. Another tentative sign of the cultural
change towards entrepreneurship in Bulgaria is that almost all of those interviewed stated that they
knew other people among their network of family, friends and acquaintances who were either
aspiring to or intending to start their own business. Such views are testament to a gradual, albeit
slow, improvement in Bulgaria’s entrepreneurial culture and growing optimism about entrepre-
neurship. This suggests therefore, that while informal institutions are difficult to influence, posi-
tively reforming informal institutions is possible and that they should not be considered as
‘unyielding obstacles’ (Estrin and Mickiewicz, 2011; Winiecki, 2001).

Entrepreneurs, entrepreneurship and asymmetry

Scase (2003) notes that there is no guarantee that transition economies will become competitive,
especially when socialist norms, values and working practices persist. While the number of busi-
ness start-ups in Bulgaria has increased over the past decade, an equivalent level of economic
growth has not transpired. Perhaps, the most telling explanation from the entrepreneurs interviewed
related to the scale and scope of the entrepreneurial activity. Given the challenges of the institu-
tional environment described above, it is unsurprising that the majority of the entrepreneurs were
engaged in what Sautet (2011) refers to in terms of ‘local entrepreneurship’ and Scase (2003) refers
to as ‘proprietorship’, that is to say, entrepreneurial activity which is geographically localised and
has little prospect of growth.

Although less than a quarter of the entrepreneurs interviewed described their motivation to start
a business as being due to social and/or lifestyle reasons, there was little evidence of what Stam
et al. (2012) term ‘ambitious entrepreneurship’. Without such ambition, entrepreneurial activities
are unlikely to meaningfully contribute to economic growth, instead remaining small and only
serving local markets. This in itself represents a major challenge in leveraging entrepreneurship as
an engine of growth, and several of the entrepreneurs made reference to issues of ambition and
growth. Akin to Aidis et al. (2008), our findings support the view that the pursuit of entreprencurial
opportunities runs counter to the communitarian ideology of socialism, with entrepreneurship
viewed as profiteering at the expense of society. This represents an inherent tension between social-
ist and capitalist ideologies, which goes some way in explaining the apparent lack of, or rather the
tempered, ambition of some of the Bulgarian entrepreneurs interviewed. Such tension is also testa-
ment to the asymmetry that exists between formal and informal institutions, which if reduced could
promote more ambitious entrepreneurship.

The impetus towards localised entrepreneurship and/or proprietorship can in part be explained
as a result of the institutional landscape not sufficiently incentivising more ambitious forms of
enterprise. Worryingly, several interviewees described how it was possible to make a profit without
having to engage in a competitive market. The most prevalent examples of this related to securing
national government grants, which is an example of what Baumol (1990) regards as ‘rent seeking’
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behaviour. Since the accession in 2008, such rent seeking has been more orientated towards
European funding, which effectively means entrepreneurs may generate income but that they are
not exposed to market competition. This focus on funding and grants has come to distort entrepre-
neurial behaviour, as rent seeking is occurring to the detriment of other more productive entrepre-
neurial activities that could stimulate economic growth. Interestingly, the more ambitious
entrepreneurs interviewed expressed the desire for less regulation to enable their entrepreneurial
activities, while the proprietors and local entrepreneurs were more concerned with policy better
supporting and protecting their rent-seeking behaviours.

For those entrepreneurs interested in growing their business, however, the institutional environ-
ment remains challenging despite improvements over the past decade. One formal institutional
constraint faced by the entrepreneurs, despite some reform, related to regulation and taxation. In
response, a number of the entrepreneurs we interviewed have shifted some entrepreneurial activi-
ties ‘off-the-books’. Such activities serve to limit the impact of entrepreneurship on economic
growth as wages and revenues go undeclared and taxation is avoided, and this results in the unpro-
ductive informalisation of economic activity (Williams, 2006). While informal economic activity
is not uncommon in transition economies, the interviews suggest it has become a norm which is
undermining formal entrepreneurship in Bulgaria. Moreover, informal entrepreneurial activity
fails to contribute to economic growth and serves to weaken informal institutions. As a result, the
legitimacy of entrepreneurship as an economic activity is further challenged and informal activity
becomes increasingly widespread. Thus, institutional asymmetry is maintained, if not extended, as
despite attempts to improve formal institutions, this propensity to circumvent the rules undermines
reforming informal institutions.

In addition to informal activity, corruption is widespread in Bulgaria; although widely associ-
ated with transition economies, it is particularly acute in Bulgaria, which in 2012, was classified as
one of the most corrupt states in Europe by the Corruption Perceptions Index (Transparency
International, 2012). Many respondents commented on the weakly enforced and/or corrupt juridi-
cal and regulatory institutions which maintain if not extend the institutional asymmetry; formal
institutional changes are not enforced and so are ineffective (Estrin and Prevezer, 2011). Several of
the entrepreneurs identified how they had engaged in corrupt activities in order to gain some com-
petitive advantage or to simply avoid operational problems associated with adhering to formal
regulation. This is consistent with Krastev (2002), who identified that corruption is engrained in
Bulgarian society to differing degrees, ranging from petty bribes to more systemic corruption
among government elites and large firms with connections to organised crime.

We contend that the normalisation of informal entrepreneurship and illegal economic represents
a significant hurdle to promoting more productive and ambitious forms of entrepreneurship. The
challenges in managing informal and corrupt entrepreneurial activity strongly parallel those of
promoting entrepreneurship. That is to say, developing pro-entreprencurial informal institutions is
equally important as strengthening and improving formal institutions in reducing institutional
asymmetry. If this asymmetry is to be reduced over the longer term and entrepreneurship is to
flourish and contribute to economic growth, greater congruity between formal and informal institu-
tions is essential.

Limitations and directions for future research

We acknowledge that the research approach has limitations. The study is geographically localised
within the capital city of Sofia and involved a relatively small number of in-depth interviews with
entrepreneurs. Clearly, the views of the respondents cannot be considered to be representative of
all entrepreneurs in Bulgaria but this is not the purpose of qualitative research. Although this limits
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the generalisability of the findings, the value of our research lies in the rich theoretical insights
regarding the entrepreneurial environment in Bulgaria, and in generating hypotheses for further
testing. With regards to further research, it would be worthy to investigate the extent and impact of
institutional asymmetry in other transition (and non-transition) economies and to also undertake
comparisons between countries with similarities and differences in terms of institutional reforms.
Given that reforms in transition economies have been multifaceted, cross-country comparisons
could provide useful insights into how the asymmetry has widened in some localities and also
where it may be closing. It would also be worthwhile to examine how institutional asymmetry
impacts on different generations of entrepreneurs, for example, by focusing on informal institu-
tional change on young(er) compared to more established entrepreneurs and how this impacts on
start-up and business growth decision-making.

Conclusion

This article has critically analysed how the institutional environment influences entrepreneurship
in Bulgaria. As such, the study contributes to a better understanding of how formal and informal
institutions affect perceptions of entrepreneurship and nature of entrepreneurial activity in transi-
tion economies. We have identified that where there is asymmetry between formal and informal
institutions, entrepreneurship can be undermined, which is detrimental to economic growth. In
Eastern European and former Soviet economies, this asymmetry is particularly pronounced as
formal rules have changed at different rates but the prevailing informal rules have been slower to
follow. Despite the best intentions of reforms to formal institutions to make entrepreneurial activity
easier, informal institutions have undermined their impact as the culture remains averse to entre-
preneurial activity. Yet, informal institutions are not ‘unyielding obstacles’ (Winiecki, 2001) and
change is possible.

Over the past two decades, Bulgaria has evolved from a highly centralised economy to
becomes a transitioning entrepreneurial economy. Similar to other transition countries, the eco-
nomic transformation of Bulgaria has been largely premised on structural reform of formal
institutions which recognises the importance of enterprise-led growth. However, transforming
the culture, norms and values that comprise informal institutions in relation to entrepreneurship
has been a slower process. Indeed, we contend that there has been a lack of congruence between
formal and informal institutional reforms and that the resulting asymmetry has undermined
entrepreneurship. In other words, reforms have not considered how formal and informal institu-
tions relate, which we argue is crucial to fostering entrepreneurship, given that informal norms
are as important as formal rules.

This is perhaps, understandable given the legacy of what Sztompka (1996) described as ‘bloc
culture’, which saw (legitimate) entrepreneurship in transition economies lost for almost two gen-
erations. Consequently, (re-)establishing entrepreneurship as part of the economic landscape has
proved difficult and correcting the asymmetry remains a challenge. Previous research has charac-
terised transition economies as having formal institutional voids (Puffer et al., 2010); however, we
find that in Bulgaria there has been a lag in reforming informal institutions. As a result, the prevail-
ing institutional asymmetry has served to suppress entrepreneurial aspirations and activity and
detract from entrepreneurial-led growth.

As Hayton et al. (2002) note, understanding the influence of informal institutions on entrepre-
neurship is of considerable theoretical and practical value, more so when taken alongside formal
institutions. In the case of transition economies, the long shadow of central planning persists in the
social attitudes and normative ideals towards entrepreneurship despite formal institutional reforms.
In order to reduce institutional asymmetry, there is a need to better align formal and informal insti-
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tutional reforms, although the positive impact of this can potentially be undermined by entrepre-
neurs operating informally and engaging in corrupt activities.

This article builds on institutional theory to examine the nature of institutional asymmetry, and
how formal and informal institutions need to be seen as both intertwined and interdependent. As such,
fostering a more entrepreneurial economy is necessarily a long(er)-term project, which depends on
recursively and reciprocally developing the congruence of formal and informal institutions. While
improvement in ease of doing business and reduction in barriers for business start-ups were praised
by the entrepreneurs, the overarching view was of a lack of wider strategy for promoting and harness-
ing entrepreneurial activity. One increasingly important policy domain for promoting the congruence
of formal and informal institutions is through education, by shaping the culture, norms and values of
the population, although Estrin and Mickiewicz (2011) contend this may occur only after a full gen-
erational change. Exposing younger people who have not experienced central planning to entrepre-
neurship through the education system can help to reform informal institutions over time. Coupled
with other approaches to shift perceptions of how the wider society views entrepreneurship, such as
‘social norms marketing campaigns’ (Valdez and Richardson, 2013), the objective is to create an
institutional environment where formal and informal institutions support entrepreneurship.

Given the extent of the institutional asymmetry in Bulgaria, redressing the prevailing attitudes
towards entrepreneurs and perceptions about entrepreneurial opportunities is undoubtedly a long-
term process. Despite some recognition that changes that will promote entrepreneurship are occur-
ring, unless formal and informal institutions become more mutually reinforcing, the asymmetry is
likely to persist and undermine this ambition. In order to harness entrepreneurship as a catalyst of
economic growth, we highlight the need for greater congruence between formal and informal insti-
tutions. It is important to note that this cannot simply be brought about through effective policy
making alone, and understanding how this congruence might be achieved in Bulgaria and other
transition countries represents a fruitful avenue for further research.
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