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ABSTRACT

Business environment across different time periods of transition is challenged from
different implications, such as: political and institutional instability, inadequate laws
and corruption steadily and continuously increasing in transition countries. The main
overview of research paper is focused in process of reforms and priority in business
environment in transition countries. Then is identify the main obstacles and difficulties
that business environment is faced in Kosovo and in detail is presented the reforms
that are made from Kosovo institutions in business environment over the past few
years. Through OLS method are analyzed separately three main areas that are included
in research paper (institutions, law and corruption in business environment). The
results have shown that institutions (through business policies) have positive impact
on business environment, but political stability in Kosovo has negative impact in
business environment. In analysis between law and business environment is appeared
that role of law has negative impact in business environment, but protecting investors
(through law) has shown positive impact in business environment. In the third analysis
of corruption both variables (corruption and bribery) have shown positive impact in
business environment in Kosovo. Kosovo should establish sustainable institutions,
enforce the law and to reduce drastically the corruption, these are the main priority for
a stable business environment. Furthermore, Kosovo should continue to improve the
process of reforms in order to create a favorable business environment (such is in
developed countries).

Keywords: bribery costs, business climate, regression method, political stability,
protecting investors

INTRODUCTION
Development of business environment in transition economies is the most important issues for
transformation of the planned economy to the market economy thus, the quality of reforms
and stability in the business environment can reflect directly to economic growth and poverty
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reduction in these countries, (Steves et al, 2004). As the key important aspect for business
environment is to allow the private entrepreneurship to flourish in transition economies,
(Fankhauser, 2005). Despite of many opportunities that business environment has had in
Kosovo, it was closely related with the lack of competition (in some sectors), (EB Report,
2013). According to (World Bank Report, 2015), in recent years Kosovo has improved the
institutional and legal framework for reinforcing the necessary foundations in business
environment. In the other side, business environment in Kosovo is challenged with lot of
difficulties in context of doing business (particularly on construction permits and enforcing
contracts) and also entrepreneurs in Kosovo are faced with lot of obstacles in their business
environment, such as: crime, corruption, and access to electricity, (EBRD Report, 2011).
However, the policy makers in Kosovo are trying to approve regulations for business
environment through ongoing reforms and priority to improve business environment like in
developed countries, (World Bank Report, 2016).

LITERATURE REVIEW
Process of transformation for transition economies has been very protracted, also the process
of reforms in business environment (competition policy, privatization and enterprise
restructuring) often are faced with lot of difficulties and opposition from political interests or
from vested interests of certain groups, (Roaf et al, 2013). In many transition countries,
strengthening of law should be as main priority, because lack enforcement of the law in
business environment in these countries is the biggest concern, (Anderson & Gray, 2007). In
addition, as a bigger obstacle in business environment across transition economies is an
informal payment (through corruption and bribery), (Anderson & Shimul, 2013). Thus,
corruption together with high taxes and inappropriate law (in taxes) are classified as bigger
obstacles in business environment, particularly for Western Balkan countries (WBCs), (DZafic,
2014). But, in other side mostly of transition countries have started their crucial reforms in
institution and in legal system, it is essential for providing sustainability in entrepreneurship
and in the whole business environment in these countries, (Estrin et al, 2005).
Table 1 Overview of institution, law and corruption in business environment for WBCs

Political Stability* Role of Law* Corruption Index Doing Business Report

Albania 0.06 -0.57 33 16.5
BiH -0.37 -0.17 39 17.7
Croatia 0.61 0.26 48 11.1
Kosovo -0.98 -0.57 33 15.8
Macedonia -0.37 -0.20 45 5.1

Montenegro 0.49 0.02 42 12.8
Serbia -0.1 -0.34 41 16.4

Note (*): political stability and role of law include data from 2013

Source: Worldwide Governance Indicators 2013, Transparency International Report 2015 & World Bank 2015
According to (EC Report, 2014), business environment in Kosovo is improved over the past few
years, but Kosovo should improve further conditions in business environment, such as:
reducing institutional barriers, reduction of the informal economy and corruption, develop the
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financial market, etc. In context of institutional legislation in business environment, Kosovo
was accompanied with lot of delays in aspect of licensing and permit services for businesses,
(World Bank Report, 2011). For more, insufficient energy supply and the structural reforms in
Kosovo are too far to complete business conditions and they still hamper to develop the
private sector in business environment in Kosovo, (IMF Report, 2015). Then, according to
(Council of Europe Report, 2016), corruption is the main obstacles in Kosovo business
environment, it has achieved a broad extension in government procurement and to ensure a
government contract from 2011 to 2014 business owners have to paid over 4 % of contract
value, it is higher than in 2009 (the contract value is paid 1 %). Moreover, Kosovo needs to
strengthen its fight against corruption because Kosovo has high rate of corruption (the highest
rate in the region) and business owners have lower tendency to perceive corruption in Kosovo,
(Budak & Rajh, 2011).

In other side, the institutions of Kosovo has established the National Council for Economic
Development (NCED) and through NCED is made significant progress in approval the
necessary reforms for creating appropriate conditions for business environment in Kosovo,
also its impact was directly in business climate conditions, such as: simplify the procedures for
business registration and on reducing registration costs, etc (World Bank Report, 2015).
According to (IMF Report, 2015) in recent years the Kosovo institutions are effort constantly to
improve the reforms in business environment (such as: protection of foreign investors, reduce
the cost of doing business, financial and technical projects for support to SMEs, etc.) and these
reforms have given their visible effect in improving Kosovo business environment in global
ranking (Kosovo has made the biggest improve than other Western Balkan countries). As
regard to improve further the investment climate in Kosovo, at first the Kosovo institutions
should to improve its human resource (such as: vocational education and training) to fulfilled
the needs of employers in labour market then should to determine the issues about property
and land registers, (OECD Report, 2013).

Figure 1 Indicators of Business Environment in Kosovo
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Despite of these obstacles and difficulties that business environment is challenged over the
past few years; Kosovo institutions are commitment to improve reforms and competition in
business environment, (MTI Report, 2011). Then, these commitments have affected mostly in
reforms of doing business, such as: protecting investors and starting a business and Kosovo in
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2013 has improved their position in doing business indicators for over 25 positions in global
ranking, (World Bank Report, 2012). Moreover, according to (World Bank Report, 2013)
Kosovo is one of the few countries that are characterized with the most improved economy
during 2014 and it is as results of elimination the minimum capital requirement and business
registration fee for new businesses in Kosovo. The business environment in Kosovo (based on
doing business indicators) has continued to improve in 2015 (approximately 6 position has
improved than in 2014 in the world ranking) as well as Kosovo has achieved the European and
regional average in doing business indicators, (World Bank Report, 2014). According to (World
Bank Report, 2016) Kosovo has improved further its position in the global ranking in 2016
(see figure above) and reforms are focused mostly on construction permits (reducing the
building permit fee) and paying taxes (abolishing the annual license fee).

METHODOLOGY AND RESEARCH CONCEPTS

In this section will explain about data collection and its limitations as well as will provide the
structure of research methodology through definition of hypothesis, the main objectives of
research and definition of variables for analysis (Kothari, 2004). The data for analysis are
secondary data (quantitative) and they are collected from annual reports of international
institutions (such as: World Bank and UNODC). Then, our limitations during the process of data
collection are mostly based in the lack of important variables that we cannot find in
international reports (such as: macroeconomics environment, public infrastructure, business
and customer sophistication, innovation, juridical independence, etc) and they may have
impact in analysis of business environment in Kosovo.

Definition of hypothesis

The research hypothesis is very important in research papers and hypothesis should be
formulated and must be rigorously tested by using the appropriate methodology, (Phillips &
Pugh, 2005). The hypothesis of this research paper are: the most important variables of
institutions (political stability) and law in Kosovo (role of law) have negative impact in
business environment, but in other side corruption have positive impact in Kosovo business
environment. Thus, in many literature and international reports have argued that corruption in
Kosovo is one of three main obstacles in business environment, and then is identify that
instability of (government) institutions and lack of law in transition countries are the main
barriers in process of reforms in business environment.

Research Objective and Research Questions
Through objectives of research we can verify the facts, analyze the events, and to develop new
concepts and scientific theories, (Rajasekar et al, 2006). The research objectives determine
these issues: process of reforms and priorities, the main obstacle in business environment in
transition economies (including Kosovo), then the main obstacles in Kosovo business
environment, favorable reforms through Kosovo legislation (laws) and its effect in improving
the business climate in the global ranking in the over past few years. The research questions
help to articulate the intentions and perspectives that are involved directly in research paper,
(Agee, 2009). Then, the main research question is focused in the impact of institutions, law and
corruption in Kosovo business environment from 2011 - 2015. However, as the sub-questions
of the research are:

1. How many is the impact of government institutions, law and corruption in Kosovo

business environment?
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2. Which are main factors (or variables) in analyses that have the higher impact in Kosovo
business environment over the past few years?

3. How many is the rate of determination and correlation between institutions, law and
corruption in business environment in Kosovo?

Definition of method for analysis and data analysis

Regression analysis determines relationship between dependent and independent variables,
also it provides analysis about prediction and impact of independent variables in dependent
variable(s), (Campbell & Campbell, 2008). Through regression method are analyzed separately
variables of institutions, law and corruption in Kosovo business environment in period of time
2011 - 2015. Definition of regression equation for each analysis of institutions, law and
corruption and their independent variables are as following:

The first analysis is about impact of institutions in business environment in Kosovo and the
variables of institutions that are used in analysis are political stability and business policies (as
independent variables) and business environment (as a dependent variable) in Kosovo. The
analysis of regression methods is based on following equation.

Ln (BIt) = B0+ B1In (PSt) + B2In (BPt) + €t (D
where the main variables for analyses are as following:

x BE = Business Environment;

« PS = Political Stability;

»  SB = Starting Business;

x €t = Standard Error;

« B0, B1, B2, are included in the analysis parameters;

In the second analysis, we have estimated the impact of Kosovo’s law in business environment
in Kosovo. The variables that are used in regression method are between independent
variables of law (role of law and protecting investors) in Kosovo and dependent variables
(business environment in Kosovo). In following equation is appeared the variables that are
analysis through regression method:

Ln (BIt) = B0+ B1In (RLt) + B2In (PIt) + £t (2)
where the main variables for analyses are as following:
x BE = Business Environment;
x RL = Role of Law;
+ Pl = Protecting Investors;

x €t = Standard Error;
« B0, B1, B2, are included in the analysis parameters;

In the third analysis is appeared the impact of corruption (variables) in business environment
in Kosovo through regression method. The independent variables of corruption that are
determined for analysis are: corruption index and bribery costs. Then, regression model (or
equation) that are used for data analysis is as below:

Ln (BEt) = B0+ Blin (CIt) + f2In (BCt) + €t (3)
where the main variables for analyses are as following:

x BE = Business Environment;
«  CI = Corruption Index;
« BC = Bribery Costs;
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x €t = Standard Error;
« B0, B1, B2, are included in the analysis parameters;

EMPIRICAL RESULTS

Our main results are based in three methods (linear regression, descriptive statistic and
correlation) and interpretations of their results are explained in empirical results. The most
important method in our analysis is linear regression method, it is define as the statistical
technique that may applied for single or multiple explanatory variable(s) that have been
appropriately coded, (Hutcheson, 2011). In linear regression method are presented three
analyses: institutions, law and corruption with different variables. In the first analysis is
between business environment (as dependent variable) and variables of institutions, such as:
political stability and business policies (as independent variables). The results have shown that
political stability (f1 = -4.33) has negative impact in business environment, but business
policies (2 = 8.25) has shown positive impact in Kosovo business environment. Despite of
reforms in indicators of business climate, Kosovo has been accompanied with unstable in
government institutions particularly in last two years. Then, the results in t-statistic analysis (T
< 2) have shown that both variables of institutions (political stability 0.72 and business policies
0.92) have shown non-significance in business environment. The coefficient of determination
(R* = 0.29) has shown very low relations between institutions variables and business
environment in Kosovo (see result in table 1/B).

Table 2 /A Test of Linear Regression Method

Coefficien | Std. Err. T-Stat. P>t |[95% Conf| Interval]
t
Business
Environment
Political Stability -4.334 10.390 -0.42 0.72 -49.040 40.371
Business Policies 9.223 80.941 0.11 0.92 -339.037 | 357.483
Constant 57.050 6.285 9.08 0.01 30.007 84.093
Business
Environment
Role of Law -4.570 9.267 -0.49 0.67 -44.445 35.304
Protecting Investors 0.230 0.066 3.48 0.07 -0.054 0.515
Constant 52.369 7.409 7.07 0.02 20.490 84.248
Business
Environment
Corruption Index 0.280 0.006 42.28 0.01 0.196 0.364
Bribery Costs 0.325 0.019 16.32 0.04 0.072 0.579
Constant 38.329 1.043 36.74 0.02 25.073 51.585

Source: Authors estimations
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Table 2 /B Test of Linear Regression Method

Equation Observation | F(3,1) | Prob>F "R-sq" | AdjR-sq | Root MSE
Political Stability 5 0.41 0.707 0.29 -0.41 4.950
Law 5 41.27 0.024 0.98 0.953 0.905
Corruption 4 893.99 0.024 0.99 0.998 0.160

Source: Authors estimations

In second analysis of linear regression method is included business environment in Kosovo
and variables of law, such as: role of law and protecting investors. The results have shown that
role of law (B3 = -4.57) has negative impact in business environment whereas protecting
investors (4 = 0.23) have positive impact in Kosovo business environment and it is as results
that Kosovo’s institutions have made reforms in business climate indicators in recent years. In
t-statistic analysis (T < 2) both variables of law are non - significance in business environment.
The coefficient of determination (R?) is higher, if compare with institutions analysis and
relations between both variables of law and business environment in Kosovo is very strong (R?
= 98). The third analysis of linear regression method has included the corruption variables
(corruption index and bribery) and business environment In Kosovo. The results have shown
that both variables of corruption (corruption index 5 = 0.28 and bribery costs 6 = 0.32) have
shown positive impact in Kosovo business environment. It is due that corruption is determined
as the main obstacle in Kosovo business climate and it is very widespread in Kosovo business
environment. In T-statistic analysis (T < 2) both variables of corruption are non-significance (T
< 2) in business environment whereas the coefficient of determination (R? = 0.99) has the
highest rate than institutions and law.

The purpose of descriptive statistical method is to describe the data (through different ways)
in analysis, (Miles, 2007). Descriptive statistical method includes variables of institutions, law
and corruption in business environment in Kosovo and every variable in analysis have 5
observations (except variables of bribery). Interpretations of results in variables of institutions
(political stability and business policies) are as following: political stability in the all analysis of
descriptive statistic method has the higher value than business policies, but in the same
method both variables of institutions (political stability and business policies) have the lowest
rate than business environment. In the second analysis about law in Kosovo business
environment are the following results: protecting investors in all analysis of descriptive
statistics methods have shown the higher rate than role of law in Kosovo. In the third analysis
of corruption and business environment in Kosovo, the variable of corruption index has the
higher rate only in standard deviation than bribery costs (also than business environment), but
in other analysis (minimum, mean and maximum) bribery costs have achieved the higher rate
than corruption index (but in the three analyses, bribery costs have shown lower rate than
business environment).
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Table 3 Descriptive Statistics Method

Variable: Observations Std. Dev. Min Mean Max
Business Environment 5 4.16 55.71 60.11 64.76
Political Stability 5 0.69 -1.13 -0.77 0.47
Business Policies 5 0.09 -0.12 -0.03 0.12

Variable: Observations Std. Dev. Min Mean Max
Business Environment 5 4.16 55.71 60.11 64.76
Role of Law 5 0.11 0.38 0.51 0.61
Protecting Investors 5 15.82 26.67 43.67 57.5

Variable: Observations Std. Dev. Min Mean Max
Business Environment 5 4.16 55.71 60.1 64.8
Corruption Index 5 16.70 2.8 21.1 34.0
Bribery Costs 4 5.17 41.5 48.1 53.0

Source: Authors estimations

The last method in our research paper is correlation method, and correlation provides the
basis for all classical multivariate techniques in linear research methods, (Friendly, M., 2002).
The key results in correlation method are divided into three analyses. In the first correlation
analysis between variables of institutions (such as: political stability and business policies) and
business environment is shown that both variables (political stability and business policies)
have negative correlation with Kosovo business environment. In second analysis of correlation
is between law and business environment, and results are appeared in two extreme: role of law
has a high negative correlation with business environment whereas variable of protecting
investors have nearly perfect correlation with business environment in Kosovo. The last
analysis of correlation is between corruption variables (corruption index and bribery costs)
and business environment. The variable of corruption index has high positive correlation with
business environment, but bribery costs and business environment in Kosovo do not have any
correlation (because their result is too closely 0).

Table 4 Correlation Method

Variables: Business Environment Political Stability Business Policies

Business Environment 1.00

Political Stability -0.54 1.00

Business Policies -0.48 0.94 1.00
Variables: Business Environment Role of Law Protecting Investors

Business Environment 1.00

Role of Law -0.91 1.00

Protecting Investors 0.97 -0.90 1.00
Variables: Business Environment Corruption Index Bribery Costs

Business Environment 1.00

Corruption Index 0.92 1.00

Bribery Costs -0.02 -0.40 1.00

Source: Author estimations
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CONCLUSION

Business environment in transition economies (included Kosovo) always is challenged with
difficulties from different factors, such as: political stability, role of law, and impact of
corruption. Over the past few years, Kosovo has made reforms in business environment
(particularly starting a business, construction permits, protecting investors, etc) and these
reforms immediately have their impact in business environment and Kosovo has improved
significantly their position in global ranking. However, the results of analysis for business
environment in Kosovo are divided separately with different variables of institutions, law and
corruption. In the first analysis (of OLS method), we can conclude that political stability has
negative impact in business environment while business policies have positive impact in
Kosovo business environment. Then, role of law (as first variable of law) has negative impact in
business environment, but protecting of investors (as second variable of law) have shown
positive impact in Kosovo business environment. In the third analysis, both variables of
corruption (corruption and bribery) have positive impact in Kosovo business environment.
Then, in t-statistic analysis (T < 2) of OLS method all independent variables are non-
significance on dependent variable (institutions, law and corruption) and institutions have the
lowest rate of coefficient of determination (R?), but law and corruption have high rate of
determination (R?). In conclusion, Kosovo constantly have to make reforms and to promote
attractive environment for business sector (particularly on SME sector). Then, Kosovo needs to
strengthen its institutions (to prevent corruption and nepotism) and to improve their basic
infrastructure for business climate (telecommunication, energy, trade barriers, etc).
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