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Abstract

The paper analyses business conditions in Western Balkan countries (Albania, Bosnia
and Herzegovina, Macedonia, Serbia and Montenegro) and Croatia as an EU member
in the period 2006-2018, based on three indicators of Doing Business: a) Country ranking
b) Ranking change and c) Distance to frontier measure. The obtained results showed that
during the observed period Western Balkan countries significantly, but still insufficiently
improved creation of favourable conditions for business activities. By comparing the three
indicators above for the Western Balkan countries and Croatia it was found that the EU
membership did not automatically mean the presence of more favourable conditions
in comparison to those present in the non-member countries of this regional economic
integration.
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AHAJIM3A YCIIOBA IIOC/IOBAIbA Y 3BEM/bAMA
3AITAJHOTI BAJIKAHA

Arncrpaxr

Y paody cy cacneoasanu yciosu nocnosarsa 3emama 3anaonoe bankana (Anbanuja,
buX, Maxedonuja, Cpouja, Lpna opa) u Xpeamcke kao uranuye Eeponcke ynuje y ne-
puody 2006-2018. na ocrosy mpu noxkazamesa Jlakohe nocrosarsa ([{oune bycunecc):
a) panea semasna, 6) npomene paunea u y) npoyere YOabeHOCHU NOJeOUHUX NPUSpeod 00
HajbosUx nokazamesna, mj. mepe pacmojara 00 eparuye (Jucmanye mo gpornmuep
meacype). Jlobujenu pesynmamu cy nokazanu oa cy semsmwe 3anaonoe baixkana y nocma-
MPaHoM nepuody Y YETUHU, 3HAYAJHO AU jOUl YE8eK HeO0BO/bHO, HANPedosaie y noie-
0y cmeaparsa NOBOLHUX YCII08A 3d NOCI0BARe npedyseha. Ynopehusarvem npemxooHo
nomeHyma mpu noxasamesnad 3a semme 3anaonoe bankana u Xpeamcke, douwio ce 0o
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saxkmyuka 0a wiancmeo y EY ne snauu aymomamcku nocmojaroe nogomsHujux ycioea
NOCNoBAIA 00 OHUX KOjU NOCMOje Y 3eMbaMa Koje HUCY WIAHUYe 06e PecUOHAIHE eKO-
HOMCKe unmezpayuje.

Kwyune peuu: naxoha nocnosarsa, semme 3anaonoe Bankana, Xpeamcka, pawe,
npomena pauea

Introduction

The most significant mission of a country related to business is realised in the creation
of best conditions for business activities (Cavusgil, Ghauri & Akcal, 2012; Prokopovi¢, Jeli¢
& Velickovi¢, 2017). One of numerous aims that should be realised within the support to
business is the decrease of administrative obstacles to business (Pokrajac, 2010, 257; Raduki¢
& Stankovié, 2015).

The follow-up of comparative conditions and degree of ease of doing business for
which the state is significantly responsible is done with the help of many indicators. The data
of Global Entrepreneurship Monitor (GEM) and Doing-Business Index, World Bank Group
(GEM 2017/2018 Global Report, n.d.; Doing Business-Measuring Business Regulations-
World Bank Group, n.d.) are especially pronounced for their significance.

For fifteen years now World Bank has conducted the research in business ambience
in all countries worldwide where the simplicity and ease of doing business is examined
in a comparable way. Precisely, ease of doing business identifies how easy it is for a local
entrepreneur to start small or medium enterprise according to current legal regulations in a
country. Each year, this research spreads over new countries and territories.

Methodology of Doing Business does not include all business domains. The domains that
are significant for business such as proximity of large markets, quality of infrastructure services
(except those related to foreign exchange and getting electricity), safety of property against
robbery and theft, transparency of public procurement, macroeconomic conditions or strength
of fundamental institutions are not the subject of direct research by Ease of Doing Business. The
indicators refer to local enterprises with limited responsibility that are doing business in largest
business cities. Bearing in mind the fact that standard assumptions in data obtaining were used,
the comparisons and parameters are valid in all economies. Even more, the data do not only
reveal difficulties in doing business, but are also in the function of recognition of the origins of
difficulties, thus supporting the creators of policies in design of necessary reforms.

The subject of the paper is the analysis of indicators of Ease of Doing Business in five
Western Balkan countries based on the data of Doing Business Index in the period 2006-
2018. Bearing in mind official commitment of all these countries to become EU members in
reasonable period, the question whether the membership is per definitium provided by high
ranking of Easy Doing Business is reasonably imposed (Despotovi¢, Cvetanovi¢ & Nedi¢,
2014).This is also the issue of research in this paper. In order to achieve an acceptable answer,
besides the Western Balkan countries the paper includes Croatia in all analysed parameters
of Easy Doing Business Index. We consider this approach acceptable due to the fact that
Croatia became EU member in 2013, and is also a country that once was a part of former
country together with four Western Balkan Countries that share the same state border now
(Bosnia and Herzegovina, Serbia and Montenegro). The answer will be reached by analysing:
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a) Country ranking of Easy Doing Business; b) Ranking change and c) Distance to frontier
measure (Doing Business, 2017).

Besides introduction, conclusion and literature, the paper includes three sections. The
first section is related to the analysis of rankings of Ease of Doing Business in the countries of
Western Balkans and Croatia as a control country based on Doing Business data in the period
2006-2018. The second section considers the changes of rankings of the analysed countries in
the period 2006-2018, while the third considers the indicators of Distance to frontier measure
for those countries.

Rankings of Western Balkan Countries by Ease of Doing Business Index

Ease of Doing Business provides total ranking of business conditions by indicators that
define measures and standard regulations during life cycle of domestic small and medium
enterprises. The countries are ranked from 1 to 190 by Ease of Doing Index, whereby 1 is
the highest-ranking (best business conditions) and 190 is the lowest ranking. The Index is
calculated as the average for each economy in the Table 1 in the following domains:

Table 1: 11 domains of business environment

Indicator ‘What is measured by the indicator

Procedure, time, expenses and minimum initial capital for
foundation of society with limited responsibility

1. Starting Business

Procedure, time, and expenses for completion of all

2. Dealing with Construction Permits .. L. ; .
formalities for obtaining construction permit

Procedure, time, and expenses for connection of the
3. Getting electricity building to electricity network, reliability of power supply
and electricity expenses
4. Registering Property Proc?dure, time, and expenses for transfer of property and
quality of cadastre administration
5. Getting Credit System of credit information on crediting and Mortgage Law
The rights of minority owners in transactions with connected

6. Protecting Minority Investors .. . .
legal entities and rights in corporate management

Payments, time and total tax rate for the enterprise in order
to fulfil all tax duties

Time and expenses of export of the product with comparative
advantage

7. Paying Taxes

8. Trading Across Borders

q Time and expenses for solving commercial dispute and

9. Enforcing Contracts . P s . g b
quality of court proceedings

Time, expenses, outcome andrate of return of assets in resolving

10. Resolving Insolvency insolvency and quality of legal bankruptcy framework

Flexibility of employment regulations and quality of work

11. Labour Market Regulation L
positions

Source: http://www.doingbusiness.org/

The ranking of Ease of Doing Business does not measure all aspects of business
environment that are significant for enterprises and investors or that influence the
competitiveness of economy. However, high ranking means that the government has created
favourable regulatory environment for the work of economy subjects.
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The rankings of countries can be greatly beneficial to creators of economic policies
(Cavusgil, Ghauri & Akcal, 2012). In addition, it is useful to know the indicators that are
comparable to other economies in relation to regional average. Table 2shows the data on global
ranking by Doing Business Index of Western Balkan Countries in the period 2006-2018.

Table 2. Doing Business — global rank (2006-2018.)

Country | | |
Albania BIH Montenegro Macedonia Croatia

Year/from total I I
2006/155 117 87 92 92 81 us
2007/175 120 95 68 . 70 . 92 . 124 I
2008/178 136 105 86 . 81 . 75 . 97 .
2009/181 86 119 94 . 90 . 71 . 106 I
2010/183 82 116 88 . 71 . 32 . 103 I
2011/183 82 110 89 . 66 . 38 . 84 1
2012/183 82 125 92 . 56 . 22 . 80 I
2013/185 85 126 86 . 51 . 23 . 84 I
2014/189 90 131 93 . 44 . 25 . 89 !
2015/189 68 107 91 . 36 . 30 . 65 1
2016/189 97 79 59 . 46 . 12 . 40 I
2017/190 58 81 48 . 51 . 10 . 43 1
2018/190 65 86 43 1 42 1 1 1 51 L

2006 — the State Union of Serbia and Montenegro

Source: http://www.doingbusiness.org/

The movement of rankings in the overall observed period (2006-2018) points to
undoubted improvement of Western Balkan countries related to relative performances of
Ease of Doing Business. All the analysed countries are significantly better positioned on the
global list of Ease of Doing Business in 2018 in comparison to 2006. Macedonia made the
most pronounced positive jump and improved from 81 position in 2006 to 11" position in
2018 (even 10" position in 2017). The improvement of position was recorded for Serbia (from
92"to 43" position), Montenegro (from 92"to 42" position), Bosnia and Herzegovina (from
87" to 86™ position) and Albania (from 117 to 65™ position).

Figure 3. Doing Business — Global rank lines

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
0 L L i i L L L L L L L L I

Global rank

=¢=Albania =m-BIH =#=Montenegro X Macedonia == ==Serbia =o=Croatia

Source: http://www.doingbusiness.org/
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Not only that total rank of Ease of Doing Business speaks a lot, but also the changes
in ranking are very significant. Annual variations in ranking can show certain changes
related to regulations, but they are mostly relative. Economic ranking can vary even due to
improvement or decline of other economies. Some economies that conducted regulation
reforms might stagnate (even fall) in case other outpace them, since their business regulation
reforms produced more significant effect as measured by Ease of Doing Business.

Distance to frontier measure

Annual variations in total ranking do not completely reflect the change of business
e environment or how the change in certain areas occurred. The estimation of distance of
certain economies by best indicators and practice in the period after 2005 for specific domain
of Ease of Doing Business, except getting electricity, can be followed by Distance to Frontier
Measure (DTF). DTF illustrates the distance of economy from the “frontier” of value (complete
fulfilment of demands) as well as changes in time. It shows to which degree the economy
managed to close the gap until complete fulfilment of demands. Frontier value is defined as a
result that originates from the most efficient world practice or best results achieved in specific
parameters of indicators within DB in relation to all observed economies.

Table 3 shows data in changes of DTF for Western Balkan countries and Croatia in the
period 2006-2018

Table 3. Doing Business — Distance to Frontier (DTF)

Country | | | |
Albania BIH Serbia = Montenegro | Macedonia = W. Balkan = Croatia

Year/from total I I I I

2006/155 502 499  I511 [ 543 "51.8 [ ’
2007/175 50.8 50.5 543 58.8 56.5 55.0 !
2008/178 51.4 50.9 . 552 . 59.1 58.1 . 55.8 . .
2009/181 61.7 52.7 . 55.9 . 61.9 61.0 . 579 . !
2010/183 62.17 52.04 . 58.33 . 60.69 63.3 . 58.6 . 61.4 .
2011/183 62.34 53.24 . 59.05 . 61.66 63.66 . 59.4 . 61.82 !
2012/183 58.67 54.66 . 59.73 . 63.14 66.87 . 61.1 . 63.0 .
2013/185 58.9 55.17 . 60.63 . 65.34 70.15 . 62.8 . 62.7 !
2014/189 59.37 56.09 . 60.64 . 67.38 74.21 . 64.6 . 65.6 .
2015/189 66.77 63.36 . 65.25 . 71.05 79.69 . 69.8 . 71.7 !
2016/189 60.5 63.71 . 68.41 . 71.85 80.18 . 71.0 . 71.4 .
2017/190 67.74 63.87 . 72.87 . 71.54 81.39 . 724 . 71.65 !
2018/190 68.7 642 | 7313 73.18 8118 . 729 | 1.7

2006 — the State Union of Serbia and Montenegro
Source: http://www.doingbusiness.org/
It can be noticed that Montenegro had better while Serbia had worse result than the
WB average in the longer part of the observed period. In the first year after its independence,

Montenegro achieved significant advantage, which it held for longer period and which is
better that WB average. It was in 2016 that these two economies (Serbia and Montenegro)
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became equal again (in 2018 Montenegro took 42 and Serbia 43" positions). In 2018,
besides Macedonia as a leader in the group, Serbia and Montenegro achieved better results in
comparison to Croatia, despite its membership in EU.

Conclusion

In the period 2006-2017, Western Balkan countries significantly, but still insufficiently
improved in creation of better conditions for business activities. By comparing three Doing
Business indicators a) country ranking, b) change of rank and ¢) change of Distance to frontier
measure it can be concluded that the EU membership need not necessarily mean the presence
of more favourable conditions in comparison to those that exist in non-member countries of
this regional economic integration. All the observed Western Balkan countries have more
favourable dynamics of Doing Business Index in comparison to Croatia which is an EU
member. Macedonia achieved considerably strong growth as an indisputable leader of the
region in this domain. Globally speaking, Macedonia entered the most successful fifth of the
world countries in 2017 by the indicators of Ease of Doing Business; this could be a precious
indicator to other Western Balkan countries, which also made an indisputable progress in the
analysed period. However, we have to mention that the weaker dynamics of Croatia in this
domain was also a result of its duty to harmonize the reforms of business ambience with other
EU members. Therefore, although it looks absurd, the bearers of economic policy of Western
Balkan countries have the potential of larger manoeuvring space for doing reforms in business
ambience at pre-membership stage; Macedonia is an example that encourages more dynamic
approach to the process of achieving conditions of Ease of Doing Business in global leaders.
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