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Abstract

The research paper experimentally examines the influence of
corruption control (CC), lending interest rate (LIR), regulatory quality
(RQ), government effectiveness (GE), and domestic credit to the private
sector (DCPS) on the ease of doing business (EDB). To reach
the expected objective, the investigation employs balanced data for all
six countries of the Western Balkans, covering the period 2014-2020,
employing regression analysis with fixed effects. The approach and
parameter selection are guided by the insights from Nageri and Gunu
(2020) as well as Belloumi and Alshehry (2021). The discoveries of
the research provide evidence that CC, LIR, and RQ have a statistically
significant negative influence, versus DCPS has resulted in a significant
positive influence on the EDB. The originality and creativity of this
investigation lay in the fact that it is a combination of economic and
governing variables that are immediately reflected in the favorable
environment for doing business. The discoveries of the investigation
will be beneficial to the expansion of existing literature in
the academic sphere and serve as avenues for proactive discussions
among business managers, and students, as well as the policy-making
structure concerning the possible implications that can be drawn
based on the results of the research.
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1. INTRODUCTION

In the last decade, apart from preoccupation with
digitization and globalization, the main focus of
government authorities has been the creation of
infrastructure around the freedom of doing
business. The ratification of the regulations intends
to prevent employers from mistreating workers, to
ensure correlated channels and bridges (regulation
of public procurement), and to protect shareholders’
interests. On the other hand, the governing bodies of
many countries take steps to enforce standards that
are widely perceived as obstacles to business.
Generally, ease of doing business (EDB) is a measure
that takes into account several different areas within
a country that must create conditions that will affect
the simple procedure of establishing businesses,
expanding them, paying taxes, creating facilities for
access to finance, and establishing a favorable
business environment.

Therefore, the improvement of the EDB index
can result in many interactive aspects as it directly
influences not only domestic economic activity but
also international trade. Hence, the creation of
favorable conditions within the framework of
a country can affect the increase in the volume of
foreign investments, which in the internal aspect
directly affects the increase in competition. Higher
competitiveness will undoubtedly result in reduced
domestic prices, as well as an increase in local
purchasing power, and as a result, it is characterized
by rapid economic development. The evaluation of
the EDB concentrates mainly on twelve topics
(activities) grouped into five categories, to encourage
efficiency and support in establishing the most
advantageous circumstances for doing business
(World Bank Group, 2020). Continuous research has
been conducted on business registration, the
business environment, and entrepreneur motivation
(de Massis et al., 2018; Nangpiire et al., 2018; Ahmad
& Muhammad Arif, 2016).

In addition, the World Bank business has been
compiling annual reports on regulatory components
for 190 countries for the past 15 years, including
their rankings based on EDB (World Bank
Group, 2020). The establishment of advantageous
circumstances indirectly is translated into economic
growth, attracting foreign direct investments,
increasing employment, and increasing social well-
being in developed countries, whereas corruption
and inefficient government have a significant
negative influence in developing countries
(Sunkanmi & Isola, 2014; Mongay & Filipescu, 2012).
More importantly, some empirical investigations
have indicated that access to finance and the costs
charged by financial institutions are the main
challenges for businesses. Therefore, the strengthening
of financial support with favorable conditions has
important  effects in  mitigating financing
restrictions, influencing the increase of capital, the
expansion of services as well as the stimulation of
business activities (Cao-Alvira & Palacios-Chacon,
2021; Dutta & Meierrieks, 2021; Beck, 2013). Thus,
assuming government authorities improve
regulatory  quality (RQ) and  government
effectiveness (GE), they set up an advantageous
environment for overcoming these obstacles while
also providing confidence for investors around
the world. Both of these variables have received
considerable attention in recent vyears, among
researchers and policy development structures.
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Meanwhile, it should be noted that very few
investigations have been conducted in this domain.
Following on the econometric information, it
appears that the Western Balkan countries have
demonstrated great progress, reaching the
Organisation for Economic Co-operation and
Development (OECD) countries, with a mean of 71.66
out of a possible 100 points. North Macedonia had
the most advantageous business environment, with
81 points, whereas Bosnia and Herzegovina had
the poorest business environment, with only
51 points out of a possible 100 points. Thus,
starting with the core purpose of this research, we
will present some research questions in
the following section, which will be presented in
the form of hypotheses in the second section for
confirmation or rejection. As a result, the research
questions are:

RQI: What influence could
implementing corruption control
the EDB?

RQ2: How does the accessibility of domestic
credit to the private sector (DCPS), as well as
the lending interest rate (LIR), influence the EDB?

RQ3: How are regulatory requirements reflected
in the advancement of EDB?

Therefore, the novelty of our research is based
on these considerations. Firstly, the research aims to
examine the influence of CC, LIR, RQ, GE, and DCPS
on the EDB in six Western Balkan countries from
2014 to 2020. Secondly, it brings to the inclusion
and expansion of empirical literature, particularly
for the countries included in the analysis,
considering that it is one of the few research
investigations regarding this topic for these
economies. Thirdly, it employs the regression
approach to examine the influence of these
variables, performing an appropriate number of
diagnostic tests. Finally, research from the policy-
making insight provides an opportunity to review
and redesign regulatory policies.

The research is organized as follows: Section 2
covers the literature review and the development of
research hypotheses, followed by Section 3 detailing
the research methodology. Subsequently, the results
of the study are presented in Section 4, followed by
a discussion of these results in Section 5. Finally,
concluding remarks are provided at the end of
Section 6.

the failure of
(CC) have on

2. THEORETICAL
THE HYPOTHESES

BACKGROUND AND

2.1. Theoretical and empirical insights of ease of
doing business

Within the academic and empirical spectrum, two
fundamental determinants are constantly
emphasized, which influence the EDB. It includes
the rule of law and corruption, however, based on
various research, additional factors have been found
that influence the EDB. Previous research, as well as
some of the most recent research on this topic, have
addressed the importance of the EDB in investment.
The EDB index is an assessment tool adopted by
the World Bank that includes 12 components,
organized into five categories displayed in Figure 1.
Certain categories are evaluated during the process
of business:
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Figure 1. What is measured in doing business

Opening | Getting Accessing 1 Deahn_g oot a secure
- . . daily .
a business a location finance business
4 environment

Source: World Bank Group (2020).

EDB is a scoring system on reforms or
improvement of conditions, which is used by certain
stakeholders such as scholars, legislators, as well as
multinational  corporations  (Pinheiro-Alves &
Zambujal-Oliveira, 2012). Starting from the
perspective of view of businesses, this ranking
system is considered an evaluation tool that serves
as a reference point before making investment
decisions (Pinheiro-Alves & Zambujal-Oliveira, 2012).
Empirical evidence provides an indication that other
determinants influence the EDB, Nageri and
Gunu (2020) have discovered that the control of
corruption negatively influences the EDB, and
Krasnigi and Durguti (2023) have addressed
the approach to the diversity of funding sources
(LIR) as well as the level of support from financial
institutions. The rule of law compliance component
involves many different factors, but the two most
important ones that influence the EDB are RQ and
GE (Cao-Alvira & Palacios-Chacon, 2021; Dutta &
Meierrieks, 2021).

2.2. Determining parameters and hypotheses

Regarding the prism of the components that

influence EDB, numerous researchers have
investigated several factors to conclude that they
possess influences in creating optimal

circumstances for EDB. Control of corruption serves
as one of them, since based on empirical research
indicates that it influences economic development,
foreign investments, the capital market, and EDB
(Nageri & Gunu, 2020; Omodero, 2019; Bonga &
Mahuni, 2018; Anoruo & Braha, 2005). When
reviewing a variety of current research within
the domain of CC, it becomes evident that almost
every investigation vyields broadly comparable
conclusions. The scholar Alamro (2024) measured
the influence of the interactions among CC, public
debt, and economic growth, considering
the European Union (EU) economies through
the dynamic approach. His discoveries validate
the hypothesis that the influence of public debt on
economic growth is caused by CC. Additionally,
Durguti et al. (2024) found that CC harms gross
domestic product (GDP) growth in EU countries
despite having a positive impact in South-Eastern
European countries indicating that these countries
can learn valuable lessons from EU countries’ anti-
corruption protection measures. The outcomes of
the investigations cannot be treated as definitive,
because there is still a disagreement on the
influence of corruption. However, we will primarily
concentrate on the impact of CC, and its impact on
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EDB, as well as addressing the discrepancies in
empirical data.

Therefore, Spyromitros and Panagiotidis (2022)
have examined the index of corruption versus
economic development, respectively EDB in
developing countries comprising the period
2012-2018. The empirical approach performed in
this research was the generalized method of
moments (GMM) and fully modified ordinary least
squares (FM-OLS). Researchers argue that corruption
adversely impacts the climate of doing business,
however, various degrees of corruption positively
boost EDB, particularly within Latin American
countries, whereas in other countries it has
appeared with a mnegative impact. Conversely,
considering the conclusion of the research
conducted by Nageri and Gunu (2020) studying West
African nations through regression with fixed
effects, it has been discovered that the ranking index
of corruption harms EDB for West African countries.
As a result, considering these arguments,
the hypothesis in our scenario is:

HI: CC adversely influences EDB.

In the spirit of simplifying access to finance,
businesses continually express their concerns that
they face additional challenges until they receive
approval for the loan. Due to this, a LIR concern
which has additional costs, undoubtedly has
animpact on the creation of a favorable
environment in EDB. For instance, the research
performed by Krasnigi and Durguti (2023) pointed
out that in addition to the barriers regarding
the provision of collateral, requirements on financial
reporting, and many other barriers faced by small
and medium-sized enterprises (SMEs), they claim
that an additional burden to do business is as well
the high LIR. Studying two separate countries of
the Western Balkans (North Macedonia and Republic

of Kosovo), Kunoviku-Demiri et al. (2021)
emphasized that access to finance, collateral
provision, business plans, and bureaucratic

procedures from commercial banks negatively affect
EDB and business development.

On the other hand, coming from a different
angle, researchers Mustage et al. (2024) addressed
the variability in the LIR, an upsurge in support
through loans as well as non-performing loans on
foreign direct investments, as a strategy for
promoting EDB. The second hypothesis in our
scenario is:

H2: LIR adversely influences EDB.

RQ and GE serve as two determinants of
offering an appropriate environment for EDB, which
is thought to be positive promoters. The advance of
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sustainability laws should necessarily be converted
into a positive, competitive environment that
encourages EDB. In light of this perspective,
researcher Srivithaya (2024) studying the OECD
countries as well as Thailand, has concluded that
the RQ, transparency, accountability, compliance
with global standards, and promoting the proactive
involvement of the public on the improvement of
governance and social welfare. Additionally, Durguti
et al. (2024) offered empirical evidence that RQ and
GE in the EU possess positive effects on EDB,
meanwhile, regarding countries in transition, RQ has
resulted in an insignificant effect, compared to GE.
Sanga and Aziakpono (2023), studying economies
with middle incomes and those with low incomes,
discovered that laws and regulations (regulatory
framework and GE) have a higher positive impact in
countries with middle incomes, compared to those
with low incomes. Oto-Peralias and Romero-Avila
(2017) examined the research conducted in several
areas that are associated with EDB and regulatory
indicators, including the protection of minor
shareholders, obtaining loans, strengthening
contracts, the cost of starting a business, property
registration, and certain other features that are
considered to have a positive influence. On the other
hand, Sendra-Pons et al. (2022) in their study
investigated 48 countries covering the period
2018-2019, having a special focus on regulatory
requirements. Within this research, it has been
confirmed that countries that have sound legislation
led by a government that has priority in cultivating
a perception of the rule of law also cutting off
unnecessary administrative  procedures  have
a positive impact on EDB. Based upon this,
the governance hypotheses are:

H3: RQ positively influences EDB.

H4: GE positively influences EDB.

Lastly, DCPS has been consistently investigated,
since it is an important contributor, and
simultaneously it is tied to access to finance as well
as LIR. In light of the advancements in FinTech
technology, certain studies have recently been
focused on investigating novel financing modalities
and the degree of competition they may introduce to
the banking sector. In this regard, Langi et al. (2024)
conducted a study on 121 banks and found that
the utilization of peer-to-peer lending has
a detrimental impact on the growth of lending
support provided by banks. Business banks must,
therefore, consider how they can offer their financial
products in line with consumer preferences and
the midst of competition if they prefer to preserve
their position as leaders in this industry. In light of
the banking sector’s pivotal role in supporting SMEs,
as an essential factor in promoting an EDB
environment, Durguti et al. (2023) examined DCPS as
a specific banking industry parameter to determine
the consequences of this indicator on financial
stability. The results provided by the study prove
that DCPS through the two-stage least squares
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approach has resulted in having a positive impact on
financial stability. Moreover, the last study carried
out in this domain by the authors Sami et al. (2024)
analyzed financial stability in the context of India,
and their findings suggest that the importance of
capital, assets, and adequate management of
the credit portfolio are promoters of creating
financial stability. Due to this topic being
investigated quite extensively, we only intend to
express the most significant components of
the interaction between DCPS and EDB. A large
portion of research studies performed so far have
stressed that SMEs deal with different challenges
when it comes to obtaining credit from banks.
Nageri and Gunu (2020) have investigated
the lending variable, as well as the interest rate
charged by banks for clients in the private sector,
and have concluded that it has a negative impact at
a probability level of ten percent. Starting from
another perspective, Cao-Alvira and Palacios-Chacon
(2021) substantially support the argument that bank
financing to the private sector positively promotes
the formation of business prospects. The argument
is reinforced by evidence indicating that businesses
generate liquidity, expand working capital, and at
the same time create investments. Thus lastly, our
final hypothesis is:
Hb5: DCPS positively influences EDB.

3. RESEARCH METHODOLOGY

3.1. Data and sample

The research deals with panel data using secondary
sources to observe the influence of specified
variables on the EDB for the Western Balkans
countries. The study’s sampling framework covers
the six Western Balkans countries (Albania, Bosnia
and Herzegovina, Republic of Kosovo, North
Macedonia, Montenegro, and Serbia), where
the criteria for being included or excluded have
determined whether the selected country had
accurate and comprehensive available data based to
the format defined for the period addressed.
The cross-state statistical data were gathered from
reputable databases (Transparency International,
Global Economy, and World Bank Indicators), that
had been accessible and readily available from 2014
through 2020, with a total of 42 observations.
The econometric  methodology  employed is
multifactorial regression (random and fixed effects)
to estimate the parameters, and the decision on
the adequacy of the model was made after
performing the Lagrangian multiplier (LM) test for
random effects. In such a scenario, the research as
a dependent variable has determined the EDB, while
the influencing variables comprise LIR, CC, RQ, GE,
and DCPS. As a result of this explanation,
the architectural framework of the research model is
as in Figure 2.
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Figure 2. Conceptual proposed model
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Source: Authors’ elaboration.

3.2. Variables

Based on the paradigm described in Figure 2,
the current section primarily addresses
the explanation of the variables and their
importance. The table below reflects each of
the variables that are incorporated in this research,
their explanations, their acronyms, and the
institution where the data were acquired.

Table 1. Description of variables

Description Denominations Abbr. Data sources
Dependent Ease o'f doing EDB World Bank
variable business
Corruption control ccC Transpa;ency
International
Lending interest LIR World Bank
Independent rate
. Regulatory quality RQ | Global Economy
variables Government
over GE Global Economy
effectiveness
Domes_tlc credit to DCPS World Bank
the private sector

Source: Authors’ elaboration.
3.2.1. Dependent variable

EDB is defined as a dependent variable, the outcome
of this metric represents the regulatory effectiveness
of the EDB in a country. The scoring method used to
determine this ranking oscillates from O (in this case
0 is the worst regulatory effectiveness) to 100
(the best regulatory effectiveness). The overall
assessment and scoring of countries is done for
264 countries by the World Bank, to encourage
the respective states to adopt reforms that will
affect the attraction of investments, the reduction of
unemployment, and the strengthening of
competition (World Bank Group, 2018). On the other
side, this metric becomes important for managers or
firm owners, since it is offered as a metric for risk
assessment as well as expenses (Mongay & Filipescu,
2012).

3.2.2. Independent variables

In various societies there are ongoing discussions
about combating and controlling corruption (CC)
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which is assumed to influence the EDB, nevertheless
in this regard there are only a few studies that
directly deal with the association connecting these
two variables. This metric reveals the private
benefits and the interests realized via public power
or additional channels in the context of corruption.
The estimation of its value referring to
the methodology of the World Bank is done in
arange from -2.5 (in the case of -2.5 is considered
the worst practice of CC) to 2.5 (the best practice of
CC). Bribery as a metric of CC is presented as
a consequence of the lack of a legal framework and
the bodies who have the responsibilities to enforce
the approved legal framework (Kenny, 2009),
investigating the influence of CC in doing business
(including the increase of investments,
the sustainability of businesses, etc.) whereas certain
studies indicates contradictory results in certain
countries (Asiedu & Freeman, 2009).

However, from a different perspective’s view,
Ali and Isse (2003) proclaim the idea that
an understanding of the sources of corruption will
be helpful in the creation and redesign of policies,
which can influence the reduction of the negative
implications of corruption. Belloumi and Alshehry
(2021) examined the influence of CC on investments,
economic growth, and the conditions of doing
business for Gulf Cooperation Council countries
covering the period 2003-2015. The conclusions of
this investigation come down to the fact that, in
the long term, there’s a negative association between
them.

LIR is another component addressed in
the research, which is of crucial relevance for
businesses, and for economic development in
the country. This metric is expressed as a percentage
and represents the cost (LIR) of funding for
businesses. In the common of the studies conducted,
the rate of interest on loans is presented as
an obstacle because of the high interest rate,
resulting in having a negative influence on
the creation of facilities for doing business. Looking
at the report of the European Central Bank for 2017,
it turns out that the lack of access to financial
resources for the countries of the Western Balkans is
a serious concern (Moder & Bonifai, 2017).
Kunoviku-Demiri et al. (2021) have obtained
the same conclusion by comparing two countries
from the Western Balkans (Republic of Kosovo and
North Macedonia), highlighting that access to
finances appears as the main obstacle and has
a negative impact on SMEs. The most recent research
by Krasnigi and Durguti (2023) on the diversity of
funding sources investigated using the scenario of
Republic of Kosovo. Conclusions based on this
survey demonstrate that most businesses have
challenges with repaying their loan obligations, as
aresult of the high rate of borrowing compared to
advanced economies where borrowing rates are
lower.

Furthermore, the DCPS variable is an indicator
that illustrates the proportion with which financial
institutions have supported the private sector in
every industry and is expressed as a percentage.
The accessibility of banking services has substantial
positive effects in improving funding challenges
for SMEs, expanding capital service, boosting
the amount of lending, and promoting activities that
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contribute to EDB (Cao-Alvira & Palacios-Chacon,
2021; Dutta & Meierrieks, 2021).

Finallyy, RQ and GE are metrics on
the regulatory side that explain the regulatory
quality and the government’s effectiveness in setting
conditions that promote doing business. Both of
these metrics are ranked in the interval depending
on the methodology of the World Bank of -2.5, where
it is considered weak RQ and less effective, whereas
the maximum rank is 2.5, where it is considered that
the country has a qualitative regulatory framework
and high effectiveness. Sanga and Aziakpono (2023),
considering 50 African  nations throughout
the period 2000-2019, discovered that in middle-
income countries GE has a stronger influence
compared to low-income countries. Thus, based on
this reasoning RQ and GE are affected to various
degrees depending on the particular characteristics
of the countries.

3.3. Model development

This empirical study, which aimed to examine and
identify a connection between the EDB and CC, LIR,
RQ, GE, and DCPS, was performed by employing
aregression approach with panel data. One of
the main concerns when dealing with panel data is
choosing a random or fixed effects model that is
most appropriate. In addition, to the mentioned
approaches, especially those handling panel data,
additional techniques such as the GMM and
techniques involving the employing of instrumental
variables are also utilized. Due to the heterogeneity
within these economies, the GMM modeling is unable
to take into consideration individual-specific effects.
This is considered a disadvantage of this technique
when compared to random or fixed effects.
Moreover, one more advantage of the fixed-effects
approach is its ability to precisely estimate
the variability in individual effects, which allows us
to concentrate on the variability inside a specific
unit across time. The main advantage of applying
the GMM technique is centered on the conditional
evaluation when the number of observations is
greater than the number of variables (N > T), and
when there are endogeneity concerns (Cameron &
Trivedi, 2005). Regarding our current scenario,
the variables that are employed are of the same
variety and are not affected by the issues previously
mentioned. In the studies conducted up to now, we
do not have any overall agreement in this context,
and the choice between these two models depends
on the nature of the data. More specifically,
the research employed two regression models
(random and fixed effect), and then with greater
attention by diagnostic tests, the selection of
the most suitable model between random and fixed
effect was selected. Gujarati (2004) in the situation
of choosing which modeling approach best fits
the data, determines the degree of probability that
there is a connection between the dependent
variable and the individual variables incorporated
into the research.

In this circumstance, it is suggested to perform
the LM test for random effects and if the estimated
probability is smaller than o = 0.05, then regression
with random effects is suggested. On the opposite
side, the model with fixed effects will be
implemented. Therefore, based on this argument,

VIRTUS

the result of the LM test for the model with random
effects in our case is p = 0.601 (see Table 4), which
means that the probability value is higher than
o = 0.05. Based on this, we have chosen the model
with fixed effects because the data are better suited.
From a mathematical perspective, the regression
with the data provided can be constructed as
outlined below (Baltagi, 2008):

Yie=a+ ﬁiXi,,t + @iy, 1)
i=123..nt=123, ..t
Thus, the mathematical expression in our
specific scenario is:

EDB;; = ag + B1CCip + BoLIR; ; + B3RQ; )

+ B4GE;r + BsDCPS; + i ¢
where, ag, B4, ..., Bs — intercept and slope constants,
@; ¢ — disturbance term, i = 1-42, t = 2014-2020.

4. RESULTS

The upcoming part deals with the explanation of
the outcomes, based on the data, applied to the six
countries that are part of the Western Balkans,
initially addressing a summary of the statistics, and
then with the correlation analysis, the diagnostic
tests, and finally with a discussion of what was
discovered from the regression analysis. At first
glance, we could state that there is no considerable
evel of difference in terms of EDB over
the examined timeframes. Indeed, Table 2
comprehensively shows the overall results, where
EDB has a mean score of 71.66 with a standard
deviation of 5.96 percent. This conclusion clarifies
indices that the conditions for doing business
exceed the average (ranging from 0-100, where O is
a fragile environment and 100 is an excellent
environment), while on the reverse side, it serves as
a positive signal that these countries are
consistently improving their environment to do
business.

Table 2. Descriptive statistics

Variables | EDB cC LIR RQ GE DCPS
Obs. 42 42 42 42 42 42
Mean 71.663 | 38.619 | 5.656 | 0.117 | -0.159 [47.158
Std. dev. 5.961 3.547 | 1.166 | 0.265 | 0.329 | 7.653
Min 58.101 | 34.010 | 3.072 | -0.375 | -1.043 [32.986
Max 80.932 | 46.021 | 7.972 | 0.524 | 0.202 [59.969
Source: Authors’ calculation.
The corruption index (CC) resulted in a mean

value of 38.62 (out of a total of 100, which is
the maximum) with a standard deviation of
3.55 percent. The highest score that was reached is
46.02, whereas the lowest is 34.01. The outcomes
reported offer signals that these states still need to
enhance their effectiveness in  combating
the phenomenon of corruption. An additional
important variable selected for this evaluation is
the LIR, which has resulted in a mean value of
5.66 percent with astandard deviation of
1.17 percent. The Western Balkans countries are
characterized by political fragility, and as

a consequence of this, the LIR is at a higher level
than the countries of the Eurozone. The RQ index
” @
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has a mean value of 0.12 with a standard deviation
of 0.27 percent. The lowest score achieved is -0.38,
while its highest score is 0.52. The examination of
this metric is conducted through an interval of -2.5
to 2.5 (in the case of a minus value indicates poor
quality, while a positive value shows perfect quality),
and based on this it may be determined that the RQ
should be reviewed and strengthened.

An additional important component that is
strongly connected to the environmental conditions
of providing favorable conditions for doing business
is GE, the overall results being practically identical
to the earlier index. Hence, GE possesses a mean
value of -0.16 with a standard deviation of
0.33 percent. Finally, there is the DCPS, which has
a mean value of 47.16 with a standard deviation of
7.65 percent. This metric reveals that the financial

values lower than a <5, and this offers us signals
that the data are adequately fitted in the model.
In this sense, the yx-heteroscedasticity test has
a constant of g = 0.341 with p = 0.558 indicating that
the data  have no concerns regarding
heteroscedasticity.

The study, after conducting the preliminary
tests on the topics stated in Tables 3 and 4, analyses
panel data through the regression model with fixed
effects to capture the effect of separate variables on
the EDB for the Western Balkans countries. Indeed,
the data reported in Table 4 reveal that all variables
have significant implications except GE with
a probability of p = 0.108 according to fixed effects.

Table 4. Empirical results

system has supported the private sector with Models Random effect Fixed effect
financing by 47.16 percent. Furthermore, additional /4 p2/z] 4 p2/z]
descriptive information is reported in detail in [ €€ 0726 | 0001 | -0.873 | 0.004
Table 2. LIR -0.477 | 0.526 -1.486 0.075
RQ -1.506 | 0.072 -5.470 0.007
Table 3. Correlation breakdown g}épg 108_'598694 8:888 Sjggf 8:5??
_cons 77.808 | 0.000 98.053 0.000
EDB | CC LIR RQ GE | DCPS R’ 0.284 - 0.416 -
EDB | 1.000 Wald chi? 51.550 [ 0.000 - -
CcC 0.133 | 1.000 F-test - - 4.420 0.003
LIR 0.124 | 0.267 1.000 x-heteroscedacity 0.341 0.558 - -
RQ 0.453 [ 0.339 [ 0.260 1.000 Mean VIF 2.360 - 2.360 -
GE 0.449 | 0.439 [ 0.641 0.659 1.000 LM test random 2.020 0.601 ~ ~
DCPS | 0.286 [ 0.201 [ -0.426 | -0.003 [ -0.404 [ 1.000 effect . :
Source: Authors’ calculation. Source: Authors’ calculation.
Throughout Table 3, outcomes of 5, DISCUSSION

the correlation matrix are presented, which has been
employed to recognize the interaction between EDB
and other explanatory variables on the one hand but
also to evaluate if the analyzed data have problems
with multicollinearity. Considering this table, it is
obvious that the EDB has a positive association with
each of the variables, nevertheless, the association
between EDB, RQ, and GE deserves to be emphasized
(8=0.453 and p =0.449). An adverse association
exists across LIR, RQ, GE, and DCPS.

From the perspective of multicollinearity,
the coefficients obtained concerning this matrix
provide indices that the observed periods do not
have problems concerning this matter, such as no
coefficient « > 0.70. Regarding this conclusion,
Gujarati (2004) has stressed that if there is
a coefficient value more than g >0.75, then this
demonstrates that the applied data have problems
with multicollinearity. Indeed, to brighten it even
more, we've employed the vector inflation factor
(VIF), which is used to identify if the data has
problems with multicollinearity, especially when
dealing with panel data. The outcome of this
investigation resulted in a mean value = 2.36, which
suggests that the data are adequately suited to
the model. Table 4, in addition to the regression
results, offers several other diagnostic tests, which
are crucial for ensuring the robustness of the model
with the applied data. Through our scenario, R? has
avalue constant of p=0.416, or expressed
differently that every variable employed in
the examination explains the EDB at 41.6 percent,
while the rest is described by the variables that
weren’t taken into account in the research.
Furthermore, the F-test (F =4.420, with p =0.003)
demonstrates that all variables individually have

VIRTUS

The corruption index (CC) has been reported to have
a negative influence since it resulted in a coefficient
of p=-0.873 with p=0.004 to the EDB.
The aforementioned finding discourages the EDB
across all Western Balkan countries, and at the same
time supports HI, as stated in the literature review
and hypothesis development section.
The conclusions of the research comply with the
outcomes of Nageri and Gunu (2020) examining low-
income countries throughout the period 2004-2017
by random and fixed effect regression. Additionally,
it is worth emphasizing that our results are in
disagreement with the results of Khan et al. (2020)
arguing that the control of corruption favorably
supports the financial industry in support of the
private sector for emerging economies.

LIR as well, following the empirical results, has
an adverse influence on the EDB with a probability
range of p=0.075 and that with a coefficient of
B =-1.486. The conclusion implies difficulties in
setting up attractive circumstances for doing
business and discourages businesses from
considering long-term investments due to the high
interest rate. The outcomes of the examination are
in alignment with the expected results, and at
the same time confirm H2. The studies conducted by
Krasniqi and Durguti (2023), Kunoviku-Demiri
et al. (2021), and Nageri and Gunu (2020) obtained
precisely the same conclusion on the interest rate
for loans. The outcomes of these studies provide
extending evidence that high LIR are presented as
a barrier to the EDB, which argument is also
confirmed in the report of the European Central
Bank (Moder & Bonifai, 2017). RQ and GE are crucial
for creating an environment of EDB, as shown by
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the analyzed data (RQ has an important negative
influence, while GE has surprisingly had
an insignificant influence). RQ has a coefficient
of p=-5470 with p=0.007 and indicates that
the countries of the Western Balkans in terms of
improving RQ are not at a satisfactory level and that
there is still a need for commitment to their
improvement according to the directives of the EU.
From this, it follows that the alternative H3 is
confirmed. The outcomes are in alignment with
the research performed by Sanga and Aziakpono
(2023), which provides evidence by evaluating
the 50 countries of Africa, reinforcing the fact that
in middle-income countries there is a negative
impact compared to low-income countries. Lastly,
DCPS has an important beneficial effect on the EDB
considering g =0.371 with p =0.012, this outcome
suggests that lending by financial institutions
improves the conditions of doing business.
The result validates H5 and is under the findings of
Cao-Alvira and Palacios-Chacon (2021) and Dutta
and Meierrieks (2021). The results of this research

confirm that easy access to financing has
an advantageous and strong influence, offering
the expansion of investment capacity and

the promotion of activities that enhance the EDB.
6. CONCLUSION

The research investigated CC, LIR, as well as other
variables in the EDB, covering the six Western
Balkans countries, stretching historical data from
2014 to 2020. Research was performed by
regression analysis employing carefully balanced
secondary data, to capture the influence of these
variables in EDB and also to confirm or rejection of
the hypotheses specified. The Western Balkans have
been employed as a case study, and this strategy can
be applied to any particular country or panel of
countries to achieve specific results. The limitation
in the data set from 2014-2020 was caused by
the fact that most of the countries included in the
research hadn’t submitted data before 2014 for
the variable that was the main topic of the research,
nevertheless, this means that the results don’t
provide the appropriate tendency. On the other
hand, this research will be highly valuable for future
studies, as it looks to be one of the unique research
in this domain, especially for the Western Balkans
countries. It is worth emphasizing that the research
used an advanced econometric technique, with only
the aim of achieving the most sustainable outcomes.
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