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Comparative analysis of some EU member states
and EU associated countries to identify the phenomenon
of business development in post-socialist countries

Abstract

The authors of the article have analysed different conditions and the level of business development which exist in post-socialist
countries by using intermational methodologies such as «Doing Business- and «BDO International Business Compass=. The
main aim of the article is to outline the main features of every economy analysed by different criteria in order to identify the
level of business development and its constraints in the period of 2012-2016 in countries such as the Czech Republic, Poland,
Latvia, Lithuania, the Slovak Republic, Hungary, Estonia, Bulgaria, Moldova, Georgia and Ukraine. The presented analysis proves
that some countries hold the leading positions in performing business (Estonia, Georgia and the Czech Republic), whereas
others do not have such favourable conditions (Moldova and Ukraine). The authors described some of the advantages of the
mentioned methodologies, among which are big databases, different categories of parameters, possibilities to overview risks
and market potential and opportunities to make relevant comparisons. The disadvantages include a lack of corruption level
assessment methods and the availability of financial and loan instruments for business. It has been proved that it is reasonable to
use international ratings to avoid information asymmetries and to assess economy by different aspects.

Keywords: Business Development, Economic Conditions; Rating Methodology; Country Ranking; Post-socialist Country
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IBaweHko A. .

KaHOWaaT eKOHOMIYHMX HayK, JOLeHT,

KMIBCLKWIA HALOHANLHWA SeKOHOMIYHWA yHIBepCUTET iMeHi Baguma [eTeMaHa, Kuis, YKpalHa

Opnoea H. C.

LOKTOP 3 flepXaBHoro ynpaeniHHA, npodecop, KMIBCLKWA YHIBEPCUTET iMeHI

Bopuca INpivyexka, Kuie, YkpalHa

MopiBHANbLHKUA aHani3a kpaid €C Ta acoulioBaHnx Kpaid €C anA BUABNEHHA (heHOMeHY PO3BHUTKY BiaHecy

B nocTcollanicTHYHMX KpalHax

AHoTauia

ABTOpM CTaTTi NpoaHaniaysany pieeHb PO3BMTKY Ta pisHi yMOBW BefeHHA BiaHecy, AKI iCHYIOTL y mocTcouianicTUHHKX KpaiHax,
3 BUKOPUCTaHHAM MIXHApOAHUX METOAMK AK, HANpUKnag, «BensHHA biaHecy» Ta «B[0 MixHapooHUA biaHec-KoMnac». MeTolo
CTaTTi € BUABNEHHA OCOBNMEOCTEN KOMHOI aHani3oBaHoi eKOHOMIKK 3a pi2HUMW KPUTEPIAMK ANA BU3Ha4YeHHA PIBHA PO3BUTKY
biaHecy Ta Woro cTpumylouux dpakTopie y 2012-2016 pp. y KpaiHax, Takux AK Yexia, Monswa, Narein, Jlutea, Cnosa4y4mHa,
VroplumHa, EcToHia, Bonrapin, Mongoea, I'py3iR Ta YkpaiHa. lNpoBefeHWA aHania OOBOOMTL, WO ASAKl KpalHi 3aimaloTe
npoeigHi nosuuii BigHOCHO BefeHHA nNigNpWemHWULKOT AJANLHOCTI (ECToHIA, MpyaiA Ta Yexid); iHwi kpaluu (Mongoea Ta
YkpaiHa) nepebyBaloTh B HILKX YyMoBaxX. Byno AoBeneHo, WO OOUIMBHO BMKOPWCTOBYBATH MIKHApOAHI pedTWHIKM AnA nikelgaui
iHChopMAaLHOT acuMeTpll T2 OUIHKM SKOHOMIKK 38 DIZHUMK acnexkTamu.

Knioyoei cnoea: 6iaHec; eKOHOMIYHI YMOBW; PeTUHIOBI MeTOOMKW, PelTUHT KpaiHw; nocTcouianicTuyHi Kpaiiu.

MeaweHko A. W.

KaHOWAaT SKOHOMWYECKUX HayK, NOLEHT,

K1eBCKWii HaUWOHANEHBIA 3KOHOMWUYECKIWMA YHUBEPCUTET UMeHn Baavwma feTemada, Kues, YkpauHa

Opnoea H. C.

[OKTOp rocyqapcTBeHHONO yNpasneHuA, npodeccop, KWeBcKuil yHMBEPCUTET MMeHu Bopuca MpuHYeHKo, Kues, YKpanHa
CpaBHMTeNbHbIA aHanu3 cTpad EC n accouMuMpoBaHHbIX cTpad EC ¢ Lenbio BbIABUTL (peHOMEH pa3BuTHA GMaHeca

B NOCTCOLMaNUCTHYECKHX CcTpaHax

AHHOTaumMA

ABTOpL! CTaTbW NpPOaHANW3MPOBANW YPOBEHL Pa3s’BWTWA W pa3anWuyHble YCNMOBMA Be[eHWA OW3Heca, KOTopkle CyLEecTBYIOT
B NOCTCOLMANWCTUYECKUK CTPaHax, ¢ MCNoNkL30BaHWEM MeXOyHapoOHLIX MeToOMK, TaKMX Kak «BefsHue 6WaHeca» W «BO0
MexayHapoaHLId GU3HeCc-KOMNACc». LIeNnkLio CTaTL ABMAETCA BLIABMNEHUE OCO6EHHOCTEN KAX/A0A aHannanpyeMon SKOHOMMUKK
no pasnu4yHbIM KPUTEPWAM ANA ONpefeneHnA YPOBHA pasBuTWA BuaHeca W ero caepxueaiowmx paktopos B 2012-2016 .
B CTpaHax, TakMx Kak Yexun, Monwlwa, NlatewA, NuTea, CnoeakwA, BeHrpuA, 3cToHWA, bonrapuA, Mongoea, pyauA “
VKpauHa. [MpoBefeHHLI aHanW2 MoKaskbiBaeT, YTO HEeKOTOpLle CTpaHbl 3aHWMMAa0T NUOWPYIoWME No2uUMM ANA BefeHWA
NpeanpMHAMAaTENLECKON OeATenbHOCTH (3cToHuA, Mpy3nA M Yexwns); apyrve ctpadel (Monpoea v YkpawHa) HaxoOATCcA B W
NPOTUBOMONOXKHLIX YCNOBMAX. BLING OOKA3aHO, YTO UenacoobpasHo WCTIoNL30BaTE MeX OYHapoHLIe DEATHUHIW ANA MMKBUAALIMK
MHDOPMALWOHHOA aCMMMETDUM 1 OLIEHKWU SKOHOMWKW M0 PasnuyHLIM acneKTam.

KnioyeBble cnioBa: GW3IHEC; 3KOHOMWYECKWE YCNOBWA; PEATHHIOBLIE METOOMKKM, PENTWHI CTPaHb!; MOCTCOLMANMCTUHECKWe
CTpaHbl.

Ivashchenko, A, & Oriova, N. / Economic Annale-XXI (2017), 163(1-2(1)), 22-25 @ Institute of Society Transformation, 2017

22



1. Introduction. The existing business development, the le-
vel of intermnational economic competitiveness and the invest-
ment aftractiveness play a pivotal role in economic development.
This is the reason why there are different types of rankings and
indices compiled by global international institutions covering va-
rious aspects of economic, political and socio-cultural conditions
to provide objective results of financial sustainability and feasibi-
lity of each country. A range of available ranking resources helps
fo estimate possible risks and profit values by assessing the level
of government interference and business environment.

It is also important to emphasise that these indicators are
essential not only for businessmen, private investors and finan-
cial funds, but also for governmental institutions as an informa-
tion tool for identification of factors which negatively influence a
single country's economic growth and its sustainability.

MNowadays, post-socialist countries can be differentiated
by their types of economy classified as advanced, developing,
emerging, etc. However, having almost equal conditions during
the change of the political system due to the collapse of socialism,
by creating the new opportunities for doing business and conduc-
ting market reforms, these countries used their potential in diffe-
rent ways if we take EU member states and EU associated coun-
tries as examples. Thus, it is reasonable to conduct a comparative
analysis of the characteristic features of their business develop-
ment for further research to detect their prospects and constraints.

2. Brief Literature Review. The Issues of proper condi-
tions for business development are widely studied by domes-
tic and foreign scholars. According fo Michael E. Porter (Porter,
2012) «only business can create prosperity» [1]. The problems
related fo entrepreneurial development in socialist and post-
socialist countries are described in the work of J. Nikula and
I. Tchalakov (2013) who expressed the idea considering the
need of marketisation, liberalisation and privatisation o create
optimal economic structures via boosting entrepreneurship [2].

A crucial role in creating entrepreneurial society, including
a «detailed analysis of what really succeeded in the market-
place in the last couple of years and what has chances for fur-
ther development in futures, is justified in the study of S. Kwiat-
kowski (2002) [3]. In addition, some specific recommendations
for focusing on slower rather than quicker growth in post-so-
cialist countries are also given by him.

J. Tomkiewicz {2003) declared in his works that a «high le-
vel of accumulation in socialist economies, capital production
was not able to deliver level and structure of production which
was demanded in market oriented economy, production capital
in post socialist countries did not fit market systems [4].

In the works by Oncioiu lonica (2012), the presence of re-
cursive relationships between transformation economy and en-
trepreneur development and the essence of SME's develop-
ment for shifting business environment are revealed [5, 176].

3. The purpose of this article is to analyse the positions of
some post-socialist countries in different ranking systems by
using different indicators for identification advantages and dis-
advantages of every rate methodology and their index contents
and the level of business development of each of the analysed
countries, which include economies of the Czech Republic, Po-
land, Latvia, Lithuania, the Slovak Republic, Hungary, Estonia,
Bulgaria, Moldova, Georgia and Ukraine.

4. Results. The most widely used and popular methodolo-
gy for estimating ease of doing business among 190 countries
in the world is «Doing Business» report which can be consi-
dered as an informaticnal tool for the analysis and observation
of data provided by the World Bank [6].

The above-mentioned rating estimates the level of auspi-
ciousness of conditions for small and medium-sized enterpri-
ses activities and different types of legislative and other regula-
tive procedures, which are required to start and carry out busi-
ness activities. It is reasonable to explore the trend rankings of
the analysed countries in dynamics (Figure 1).

The rank mentioned in Figure 1 represents the integrated in-
dicator which consists of 10 sub-indicators in different categories
which are important for entrepreneurial activity. The meaning of
rank which is the closest to the «top» position (1% rank in the list)
shows better conditions for doing business than ranks which are
to close to 190" rank on the list. According to Figure 1, a drastic

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

gap between Ukraine and other countries can be observed, es-
pecially in 2012, which proves a set of complicated procedures
for doing business in Ukraine. However, this trend shows a posi-
tive momentum reducing strong discontinuity.

As for other countries, the next lowest indicators are shown
by Moldova, whose indices also reduced the existing gap.

The best results are shown by Georgia in the period of
2012-2015, which demonstrated such a trend being a repre-
sentative of the top 20 countries. Nevertheless, in 2016 the si-
tuation changed and Estonia became the leader among the
analysed post-socialist countries and exposed a 20-point rating.

A group of countries, such as Estonia, Lithuania, Latvia,
which are EU member states, and Georgia (EU associated
country) have ranks within a range from 20 to 30 points. Other
countries such as Poland, the Slovak Republic, the Czech Re-
public, Hungary and Bulgaria have ratings in the range from 30
to 65, which proves satisfactory conditions for doing business.

It is expedient to make a linear forecast using the level of
approximation validity which evaluates the reliability of the fore-
cast for the leader and the outsider country. As Is observed, the
meanings of the level of approximation are too close to 1, which
proves a high degree of robustness of the analysed process.

To better understand the essence of this methodology, it is
required to analyse the sub-indices of this methodology, which
have a great impact on business development. Table 1 repre-
sents the results of the mentioned analysis.

Table 1 reveals a direct dependence of the integrated indi-
cator on its sub-indices and shows that every sub-indicator has
a set of evaluation criteria, the majority of which include the
number of procedures, their cost, duration and other features.

To assess the leader and the outsider scores, exemplified
Estonia and Ukraine respectively, some specific parameters are
to be compared. A huge difference between these countries can
be observed in the segments of paying taxes measured in hours
(84 hours per year for Estonia and 355.5 for Ukraine respective-
ly) and the total tax rate (48.7% and 51.9% for these countries).

Trading across borders has an enormous gap between Es-
tonia and Ukraine (17 and 110 points for Estonia and Ukraine
respectively) as figures for practically all positions are high for
Ukraine, especially when they are connected with the duration
and cost of export/import operations.

]
y=-17.8x + 1697
R = 0,088
]
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Fig. 1: «Doing business» ranks for post-socialist countries
in the period of 2012-2016
Source: Compiled by the authors based on [-11]
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For successful business development, it is also es-
sential to estimate the level of economy attractiveness
as a complex combination of economic, political and
socio-cultural conditions which are fully considered
in the following evaluating methodology. BDO Inter
national Business Compass (IBC) allows investors to
estimate locations according to their aims among 174
countries. BDO IBC overall rate for the analysed coun-
tries is represented below (Figure 2).

BDO IBC rates show that the majority of countries
demonstrate the average score within the range of 20
o 60 with minor fluctuations. The best rates during all
the analysed period are submitted by the Czech Re-
public. The forecast for this country has a level of ap-
proximation validity which equals 36%, which shows
that the degree of reliability is lower than the average.

Ukraine posed a sharp decline in its position and
the level of losing its aftractiveness which amounted
41 points due to worsening in all categories (Figure 3).

To estimate possible conditions for such evaluation,
it is essential to study the main paris of the methodo-
logy, the contents of which are economic, political and
socio-cultural conditions (Figure 3).

As it can be seen from Figure 3, Ukraine showed
the lowest results by all indicators, especially by politi-
cal ones, which are mostly connected with the current
political crisis and the ongoing war. For a detailed ana-
lysis of each type of conditions, it is feasible to describe

their main components (Table 2).

Macroeconomic factors at the national level are
taken into account through calculating the mentioned

1ia

130

ELI

y=-06r+ 188
R =036
a
2642 13 04 2015 2006
—d—Llkraine —#-Lithuania —d—Latvia
=r=Molkdova =me=Estonia =@—Bulgaria
== Hungary =——Foland ~Czech Republic
=Sk Republ ~E-Ceorgia ——Lineer functian [Ukrsine|
= Linear function [Czech Republich

Fig. 2: BDO IBC for post-socialist countries in the period of 2012-2016
Source: Compiled by the authors based on [12]

Tab. 1: Analysis of sub-indices by «Doing Business» (DB) in 2016 for some post-socialist countries

Czech Slovak
Republic | Poland | Estonia | Republic | Hungary | Moldova | Ukraine | Latvia | Lithwania | Bulgaria | Georgia
DB 2016 36 25 16 29 42 52 83 22 20 38 24
Starting a business 58 102 i1 64 71 38 24 20 28 72 i0
Procedure (number) 8 4 3 5 [3 5 4 4 4 & 3
Time (days) ] 37 3.5 11.5 7 & 5| 5.5 5.5 23 3
Cast (% of Incomea per capita) 5.7 12.1 1.2 1.2 71 6.2 0.5 1.5 0.6 1.3 2.4
Paid-in min capital (% of incame) 0| 109 16.4 17.8 45.5 a o i 20.3 1] 0
Registering property 31 36 4 5 28 20 62 23 2 58 3
Procedures {number) 4 -] 3 3 4 5 7 4 3 8 1
Time (days) — 28 33| 17.5 16.5 17.5 5.5 23| 16.5 35 11 1
Cost (% of praperty value) 4 0.3 0.5 0 5 0.9 19 2 0.8 2.9 0
Quality of the land administration index {0-30) 25 19.5 27.5 26.5 26 22 15.5 22 28.5 19 21.5
Getting credit 29 19 29 42 19 2 15 19 28 29 i
Strength of legal rights index (0-12) 7 7 10 ] B a9 5] 9 9
Depth of credit information index [0-8) 7 =] 5 4] 7 a 5 8
Credit registry coverage (% of adults) 1] 3.1 4] a 0| B4.9 37.8 B6.9 0
Credit bureau [% of adults) .1 76.4 89.8 11.4 40| 63.2 84.2 1} 88.6
Protecting minarity investors o . 1) B85 V8| 40| 101 40 .48 _Ap) 22
Strength of min investor protection index (0-10) [ 5.3 5.5 6.3 5.7 6.3 6.2 7.3 7.7
Extent of conflict of interest regulation index (0-10) i 4.7 4 6.3 4.7 5.7 5] 6.7 7.7
Extent of shareholder governance index (0-10) .3 7 6.7 6.3 8 7.7
Paying taxes 9 g 29 B5 35
Payments (number per year) 8 1 11 14 5
Time (hours per year 4 171] 453|270
7 42.7 27 4
3.6 .9 B:] 97.6 73.3| 87.2
Trading across borders 7 il 1 19 21 62
Time to export: border compliance (hours) 2 i} [i] 9 4 14
Cost ta expart: border compliance (USD) a 0 a 58 55 383
Time to export: documentary compliance (hours) 1 1 1 3 2 2
Cost to expeort: documentary compliance {USD) [i] ji] i) 28 52 35
Time to import: border compliance (hours) 4] 8] [4] 4] 1 15
Cost to import: border compliance (USD) [i] ] 0 83 100 0 4] 1] 356
Time to import: documentary compliance (hours) 1 1 1 2 168 1 1 1 2
Cost to import: documentary compliance (USD) 1] 0 Q 41 212 a 0 o] 189
Enforcing contracts 67 56 st 81 L 70 a3 23 El 49 17
Time (days) 611 685 425 705 395 585 378 | 489 370 564 285
Cost (% of daim) 33| 194 21.9 30 15 28.6 46.3| 23.1 23.6 238 289
Quality of juridical processes index (0-18) 10.5] 10,5 13.5 10.5 12 2.5 9| 12.5 14.5 10.5 12
Resolving insalvency 22 33 41 34 63 ] 148 43 88 47 101
Recovery rate (cents on dollar) 66.5| &0.6 40.3 55.6 43 28.1 7.5| 49.1 45 34.9 39.5
Time (years) 2.1 3 3 4 2 2.8 2.9 1.5 2.3 3.3 2
Cost (% of estate) 17 15 9 18 14.5 15 42 10 10 El 10
QOutcome (0 as piecemeal sale and 1 as going concern) 1 1 [1] 1 4] a [V] 4] 4] 1] 0
Strength of insolvency framework index (0-16) i3 14 14 i3 ] 12 7.5 12 8 13 5]

Source: Compiled by the authors based on [-11]




BDO IBC indicator. According fo the figures from Table 2,
Ukraine has a significant drop almost by all indicators and
some political indices have the negative values, which proves
a negative trend in economic development.

The Czech Republic has all indicators in proper values,
which allows it to take a leading position among the analysed
countries. In general, the positions of post-socialist countries,
currently being the EU member states on the international
scale can be characterised as strong, which is why such coun-
trias as Ukraine and Moldova should integrate the relevant ex-
perience of the successful countries.

Along with advantages such as the available big databa-
seg, different categories of parameters, a possibility to over-
view risks and market potential, an opportunity to make clear
comparisons, there are some disadvantages of the mentioned
methodologies.

According to doing business, procedures such as busi-
ness liquidation or ease of obtaining licences for business ac-
tivity, the corruption level indicator are not considered in the
methodology. The disadvantages also include the conside-
ration of only the main country business centre where repre-
sentative enterprises perform their activities and have a big
time lag, i.e. «t-2», which is why the estimations might be un-
reliable.

Regarding the BDO |BC index, the availability of financial
and loan instruments for business is not evaluated at all, thus
this methodelogy does not reflect the full level of economic at-
tractiveness.

5. Conclusions. International ratings should be examined
as a way to eliminate information asymmetries and to conduct
economic evaluation by different aspects, which could be use-
ful for investors, financial and governmental institutions and
other market participants.

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS
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Fig. 3: Comparative analgsis of BDO IBC contents in 2016
Source: Compiled by the authors based on [12]

To complete an evaluation of a certain economy or make some
comparisons, it is advisable fo use different ranking systems such
as Doing Business, BDO IBC, Global Competitive index. Informa-
tion agency indices provided by Euromoney, Economist, Forbes
and others, Corruption index and indicators provided by other fi-
nancial and auditing institutions. In further research, considerable
aftention will be paid to selection advantages and disadvantages
of methodologies which are not presented in this work.

Tab. 2: The parameters of BDO IBC in 2016 for analysed countries

Czech Slovak
| Republic | Poland Estonia | Republic | Hungary | Maldova | Ukraine | Latvia | Lithuania | Bulgaria | Georgia
Econamic conditions | 60.71 58.51 ] 61.26 59.04 57.83 51.12| 47.99 B0.14 50.24 S7.61 53.7
Per capita income |30,046,71]25,247.21 27,879.72|28,288.81 |25,019.03 [4,997.59 |8 680,83 | 23,793,486 [27,258.88 |17,935.79| 9,209.1
Gross National Debt (% of GDP) 42,62 50.13|  10.38| 53.58 76,97 31.51 71.21 37.78 40.89 26.9 34.83
FDIL inflaws per capita 585,98 327.58| 1,201.25 310.48| 176.13| 83.32| 119.24| 478.92 260.21 248.77| 201.01
Inflation (%) | 08.35] -0.03] 0.5 0.1} -D.24)  5.06 12.1} 0.7 0.24 -1.6 3.07
Business Freedom 68.2 67.3 81.5 69.6 74.5 66.8 59.3 82.1 84.9 68,5 48,6
Infrastructure 3.49 3.49 3.35 3.25 3.46 2.65 2.98 3.4 3.18 3.16 2.51
Tax burden on company profits {%) 50.1 40,2 54.5 50.1 50.7 34.3 33.54 36.1 43.3 27.4 16.2
Actual market potential
standardized measure) | 44.54 38.88 34.65 46,92 40,12 32,72 33.54 34.7 36.46 33.88 27.64
Politico-legal conditions | 79.36 77| 86.81 75.47 72.94 53.57 35.66 78.13 78.98 63.52 711
Political stability | 0.97 0.87 | 0.76 1.02 Q.7 Q.1 -1.93 0.55 0.78 Q.08 -0.23
Regulatory quality 1.02 1.06 1.67 0.9 0.77 0.02 -0.63 1.17 1.2 0.57 0.93
Rule of Law | 1.14 0.82 L.16 0.47 0.5 -0.27 -0.7% 0.87 0.91 -0.14 -0.02
Control of corruption | 0.32 0.59 1.27 0.12 0.13 -0.85 -1 0.34 0.48 -0.28 0.74
Free trade | 88 88 88 88 88 79.8 85.8 a8 88 88 8.6
Investment freedom 80 70 o0 a0 75 50 15 85 80 65 .B0
Socin-cultural conditions | 62.01 54.50 55:27 52.3 54.5 465 45.95 49.72 50.12 50.51 52.03
Average Population Growth Rate | 0.13 -0.08 -0.32 Q.12 -0.32 -0.05 -0.3 -1.47 -1.53 -0.6 0.42
Unemployment Rate (%) [ 6.2 92| F i 13.3 7.8 3.4 7.7 10 11.3 11.6 13.4
Per capita Consumer spending In 6,942.84| 66451 6,123.41| 7.872.29| 5,667.46( 985.6|L,767.18| 5702.16| 6,237.57| 3,460.74|1,466.95
private hauseholds
Life expectancy at birth 78.6 77.4 76.8 76.3 75.2 71.6 71 74.2 73.3 74.2 74.9
Average school-based learning 12.32 11.82 12.48 12.23 11.64 11.19 11.34 11.48 12.38 10.57 12.11
Labour Freedom | g2.9 60,4 58.7 56.5 67.7 40.6 48.2 61.5 62 76.6 79.9
Source: Compiled by the authors based on [12]
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