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Abstract. A considerable number of empirical studies have shown that institutions have the
capacity to shape business behaviour. Formal and informal institutions might enable or
constrain business activity. The aim of this research is to explore whether an entrepreneur’s
perception of institutional constraints differs in time (present versus future). By comparing
these two positions, we can see how optimistic are entrepreneurs. The research is anchored at
the institutional theory. The analysis is conducted on firm-level data collected through a face-
to-face survey. The sample size consists of 391 firms operating in a Balkan country, Albania.
The non-parametric chi-square test for independence was performed in two stages: firstly,
between institutional constraints and both current and future business climate; secondly, only
the favourable category of both business climates and institutional constraints. The selected
institutional constraints analysed are informal institutions (corruption and informal
competition) and formal ones (courts and road infrastructure). Findings of this paper are useful
to get a better view of the nature of entrepreneurs’ behaviour in a Balkan country. The non-
parametric test revealed insignificant differences between the favourable category of both
current and future business climate across the institutional constraints’ levels. Consequently,
the entrepreneurs’ perception on institutional constraints will not change in the future, so, they
will be neither optimistic nor pessimistic. The generalisation of these results to another context
is limited, even though concerning regional, economic and institutional environments Albania
has similarities with other transition and in particular with Balkan countries. This study offers
insights for scholars dealing with institutional transformation and business environment, and it
adds value to the knowledge on transition countries, in particular on the Albanian case.

Keywords: Albania; entrepreneurship; institutional constraints; non-parametric methods;
transition country.

1 Introduction

Entrepreneurial activity makes a vital contribution to economic development (Bosma,
Content, Sanders, & Stam, 2018), reduce the unemployment rate and increase the
competitiveness (Chowdhury, Audretsch, & Belitski, 2018). On the other hand, firm growth is
determined even by the business environment (Xheneti & Bartlett, 2012). Firm growth leads to
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the development of productivity by improving technology and investment by enhancing
business activity (Dethier, Hirn, & Straub, 2011). Accordingly, it can be assumed an association
between institutional environment and business climate.

According to the institutional theory developed by North (1990), institutions have the
strength to shape firm behaviour. Instructions are divided into formal and informal institutions.
Both, type of institutions might constraint or enable entrepreneurship. Formal institutions
consist of rules communicated through certified channels, usually public. They are originated
from policy and regulatory framework. To contrast, informal institutions consist of unwritten
rules that are not communicated through official channels. They are seen as a product of values
and cultural norms manifested in a society (North, 1990). In the current research, courts and
road infrastructure are part of formal institutions, whereas corruption and informal competition
belong to informal institutions.

Though vast empirical studies focused on the relationship between institutional constraints
and entrepreneurship, yet it is not clear enough whether business constraints influence an
entrepreneur’s perception for the future. This paper aims to investigate the association of
selected institutional constraints and the entrepreneur’s perception on the business climate in
the case of Albania. By doing so, we may explore whether entrepreneurs are optimistic about
their future activity. To our best knowledge, there is no secondary data available for Albania
informing for the level of entrepreneurship indicators. This study aims to fill this gap by
exploring the association between institutional constraints and current and future business
climate in the context of Albania.

The remaining part of this paper is structured as follows: the second part is dedicated to the
entrepreneurship in the Balkans; the third part deals with research method applied; the results
are presented in section four, and the concluding remarks are dealt offered in section five.

2 Entrepreneurship in the Balkans

2.1 General view

At the beginnings of the 1990s, the Balkans countries changed the economical institution
from controlled to market-oriented economy. Countries located in the Balkan Peninsula like
Albania decided to privatise the state-owned enterprises and liberalization of prices, expecting
that economic agents will be integrated in the new economic mindset. These countries expected
a fast transition from centralized to free market economy (Ramadani & Dana, 2013). During
the first years of the transition, entrepreneurs did not have any clue how to deal in a new reality,
which Dana (1996) named it as “prevailing chaos”. Economic models imported from western
countries were applied as such, without paying attention to the economic, political and
institutional environment in the Balkans. These models were not giving the expected results.
Balkan countries like Albania were transforming the whole system, which led to the
transformation of individual values and perspectives. The limited know-how related to the
behaviour of individuals in a market-oriented economy was attributed to the practices of
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controlled economies (Dana, 2011; Ramadani & Dana, 2013). Even nowadays, the business
culture is not consolidated among countries in Balkan, as compared to advanced countries.

Balkan countries like Albania were introduced with new challenges particularly in the field
of entrepreneurship because it was needed to build capacity for individuals in terms of abilities,
skills and actions in a new environment that changes quickly. The ways how a government
could affect entrepreneurship are totally different, as compared to the communist period when
the economy was controlled (Dana, 2011). Weak institutions among these countries led to that
type of entrepreneurship often forced to operate in unfair and informal competition. Moreover,
the size of the parallel economy and the level of corruption reached high figures across Eastern
Europe (Ramadani & Schneider, 2013). “Informal economic activity can take the form of an
impromptu stall or itinerant vending. Unrecorded cash sales circumvent taxation as well as
regulation. The law is often bent, but authorities generally tolerate the sector” (Ramadani &
Dana, 2013, p. 221).

Even almost three decades from the time when transition started, yet nowadays the
educational system exhibits some characteristics originated from the communist system (Aaltio,
2008). Therefore, it is difficult to implement the new entrepreneurial mindset, as modern
educational curricula are needed to be employed. In a market-opened economy, the insecurity
of jobs is a permanent concern for both individuals and policymakers. In this regards, the
educational system should equip individuals with adequate abilities and skills that help to
succeed in the future. Skills and abilities, which are considered unnecessary in advance
economies, might be useful in transition countries, including Balkans countries like Albania
(Ramadani & Schneider, 2013).

Recently, the Balkans are facing difficulties originated from the high rates of unemployment
among the young generation. In these circumstances, they preferred to emigrate to more
developed economies and to build their life there. To solve these problems, the formation of
SMEs could be seen as a way to reduce the unemployment rate and fostering the economy
(Palali¢, Ramadani, Bilovi¢, Dizdarevi¢, & Ratten, 2017; Ramadani et al., 2019).

2.2 Albanian context

Entrepreneurial activity is one of the key factors that affect the readjustment of the Albanian
economy. Reports offer information concerning this effect. Small and medium-size enterprises
that operate in Albania produce sixty-seven per cent of the value-added and eighty per cent of
employment (European Commission, 2017). These numbers are very meaningfully when
compared to the average of EU proportions: fifty-seven per cent of the value-added and sixty-
seven of employment (see Figure 1). Accordingly, boosting entrepreneurship is vital for Balkan
countries like Albania. The share of SMEs in Albania is 99.8%, reflecting the same figure even
in the case of EU.
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Figure 1: Business demography indicators in Albania

H Number of anterprizses Number of parsons employad Value added

Albania EU Albania EU Albania EU

MNumber Share Share Number Share Share Million € Share Share

Miero 87854 94.5 % 93.0%| 162621 40.8% 208% 95250  219%  209%
Small 4105 44% 5.8% 79713 200% 200% 105294 242%  17.8%
Medlufh- 833 0.9 % 0.9% 82650  207% 167 % 89397 205%  182%
SMES 92792  99.9%  99.8%| 324984  B16% 666 % 289940  666%  56.8%
Large 128 0.1 % 0.2% 73523 18.4 % 334% 145479  334%  429%
Total 92920  1000%  100.0%| 398507  100.0%  100.0% 4354139 1000%  100.0%

Source: European Commission (2017, p. 2)

According to a report from OECD (2016), Albania has progressed in terms of the
institutional, regulatory and operational environment for SMEs development. It is adopted the
Business Investment and Development Strategy for 2014-2020, which frameworks some vital
policy objectives. A positive impact is expected on entrepreneurship if this strategy is
successfully applied.

One of the main constraints for business activity is access to finance. Based on the same
report from OECD, access to finance remains problematic in Albania (see Figure 2). As mention
earlier, this is even due to high levels of a parallel economy characterized as unfair or informal
competition. However, bank lending is the main source for getting funds or financing business
projects, whereas other options like factoring are still underdeveloped.

Another progress that Albania has made is related to the inclusion of entrepreneurship
education into key national policy. Nevertheless, compared to previous years, Albania scored
regress in women’s entrepreneurship. But, this could be due to a new employed methodology
to calculate the indicators of this dimension (OECD, 2016).

Marginal advancement has been made in designing the framework for business support and
innovation policy since previous assessment back in 2012. It is required from government to
adopt its strategy for innovation, and paying attention to the developing the necessary
infrastructure to encourage innovation within firms, as well as applying the triple helix theory
which connects government, academia and industry (Kim, Kim, & Yang, 2012). Even though
there are introduced some strategies pointing at general environmental for economic
improvement, none of the policy frameworks clearly target SMEs. This lack of policies
targeting the greening of SMEs means no financial or regulatory incentives are in place (OECD,
2016).
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Figure 2: Small Business Act draft scores for Albania

- 2016 1. Entrepreneurial learning and
- 2012 women'’s entrepreneurship
&
10. Internationalisation of SMEs 2. Bankruptcy and second chance for SMEs

4

9. SMEs in a green economy 3. Regulatory framewaork for

SME policy making

8b. Innovation policy

for SMEs 4. Operational environment for SMEs

8a. Enterprise skills 5a. Support services for SMEs and

start-ups

7. Standardisation and technical requlation 5b. Public procurement

6. Access to finance for SMEs

Source: OECD (2016, p. 212)

Concerning the issues related to exports, based on what the report from OECD (2016)
pointed, regulatory barriers to trade remain a major obstacle to advance development. Even
though costs are somewhat low, the time needed to export and import, as well as the number of
documents needed, are considered to be at a high level.

Taking into consideration all the above discussion, it is a need to investigate whether
entrepreneurs will be optimists or pessimists for the future. To do this, it is required to explore
the institutional constraints of the business activity. Thus, a deep analysis would shed light on
these issues.

3 Research method

3.1Variable measurement

As mentioned earlier, the paper aims to investigate whether entrepreneurs are or not
optimistic about the level of institutional constraints in the future. This can be achieved by
exploring the association between selected business institutional constraints and current and
future business climate. The current business climate is measured by a single question, which
was: “While taking into consideration the current half year, how would you evaluate the current
situation for your firm?” Similar, the future business climate was measured by this question:
“While taking into consideration the coming second half of the year, how would you evaluate
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the situation of your firm?” Both of them had the same possible responses were: 1 —
‘unfavourable’, 2 — ‘normal’, and 3 — ‘favourable’.

Institutional constraints were represented by the following constraints: courts, road
infrastructure, corruption and informal competition. Firms were asked to hold a position per
each item, by answering the following question: Please, evaluate to what extent each of the
listed statements poses a problem for your business. Subjects had to choose one option between
these responses: 1 — ‘Is not a problem’, 2 — ‘Minor problem’, 3 — ‘Moderate problem’, 4 —
‘Major problem’, and 5 — ‘Severe problem’. For the purposes of obtaining robust results that
do not violent any statistical assumption, the measurement type of these constraints were
transformed into: 1 — ‘Not a problem or minor one’ including two first categories of previous
measurement ‘Is not a problem’ and ‘Minor problem’; 2 — “Moderate problem’ which represent
the same category in the previous measurement; and 3 — ‘Major or severe problem’, combining
last categories ‘Major problem’ and ‘Sever problem’.

3.2 Statistical test

The non-parametric chi-square test of independence was employed in two steps. Firstly, it
was performed to check the association between institutional constraints and both current and
future business climate. By doing so we investigate whether the association between these
variables is present or not, and then by comparing the significances between current and future
business climate we can see whether it is any difference in the perception of the institutional
constraints or not. Secondly, the chi-square test of independence was employed between
institutional constraints and current and future business climate only for the favourable level.
This step offers information on whether the favourable level in both business climate differs
among levels of institutional constraints. If we prove this, that we have found statistically
significant differences between two points in time: current and future. Then, if the future
business climate reflected higher levels than the current one, we conclude that entrepreneurs
are optimistic on a certain intuitional constraint.

Chi-square test of independence compares the observed frequencies of cases that occur in
each of the categories, with the values that would be expected if there was no association
between the two variables being measured (Gravetter & Wallnau, 2017).

3.3 Data

The data are collected through a survey administrated in Albania. The sample distribution is
a representation of all businesses in the country in terms of region and industry type. Overall,
391 firms successfully filled in the questionnaire. More than half of the questionnaires (57.9%)
were collected in the capital city, about 23% of the interviews in South region, 11% in the
central region and the rest were collected in the north region. Referring to the industry type,
about 20% of the firms were under manufacture industry, 40% of them in service and 40% were
under the trade sector.
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4 Results

Pearson chi-square test revealed that between entrepreneur’s perception on corruption and
business climate is a significant association. Table 1 provides the results of Pearson chi-square
test for the association of corruption and both current and future business climate. Preliminary
checks were performed to check for the assumptions of the test and they reported no violation.
In case of current business climate, chi-square test showed that business climate categories were
significantly different on corruption levels, y*(4, n = 377) = 17.08, p = 0.002. Moreover, similar
results are reported even between future business climate and corruption, x%(4, n = 377) = 19.02,
p = 0.001. Now we are interested to know whether is any statistical differences between the
entrepreneur’s perception on corruption and the favourable categories of current and future
business climate (last row in Table 1). The applied chi-square test found no statistically
difference between them, y?(n = 118) = 0.029, p = 0.985. Based on these statistical results, it
can be concluded that entrepreneurs will not change in the future their perception on corruption
and business climate. Therefore, there was no improvement in their perception on corruption
from current to the future business climate.

Table 1. Results of chi-square tests for corruption

Corruption
Not a problem Moderate Major or severe Ve p
Business climate or minor one problem problem
Current  Unfavourable 68 27 100 17.08 0.002
Normal 59 20 50
Favourable 34 6 13
Future Unfavourable 63 23 95 19.02 0.001
Normal 57 21 51
Favourable 41 8 16
Current & Future only for Favourable level 0.029 0.985

In Table 2 are summarised the results of chi-square test for the association of informal
competition and both current and future business climate. No violation of the assumptions of
the statistical test were reported. In case of current business climate, chi-square test revealed
that informal competition levels were significantly different on business climate categories,
22(4,n=391) = 6.862, p = 0.143. On the other hand, the same results are reported even between
future business climate and informal competition, y*(4, n = 390) = 1.362, p = 0.851. Turning
back to the main interest to find whether is any statistical differences between the entrepreneur’s
perception on informal competition and the favourable categories of current and future business
climate (last row in Table 2). The performed chi-square test showed that there was insignificant
difference between them, y*(n = 122) = 0.419, p = 0.811. According to these obtained results,
it can be said that entrepreneurs will not change in the future their perception on informal
competition and business climate. Consequently, there was no improvement in their perception
on informal competition from current business climate to the future one.
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Table 2. Results of chi-square tests for informal competition

Informal competition
Business climate Not a problem Moderate Major or severe Ve p
or minor one problem problem
Current  Unfavourable 46 21 133 6.862 0.143
Normal 25 23 88
Favourable 15 11 29
Future Unfavourable 42 24 119 1.362 0.851
Normal 28 20 90
Favourable 17 11 39
Current & Future only for Favourable level 0.419 0.811

In Table 3 are shown the results of chi-square test for the association of entreprencur’s
perception on courts and both current and future business climate. No violation of the
assumptions of the statistical test was reported. In the case of current business climate, this test
demonstrated that the association between entrepreneur’s perception on courts and business
climate categories were not significantly different, y?(4, n = 321) = 7.623, p = 0.106. The same
results were found even between future business climate and entrepreneur’s perception on
courts, y2(4, n = 321) = 4.280, p = 0.369. Going back to the main aim of the study — exploring
whether is any statistical differences between entrepreneur’s perception on courts and the
favourable categories of current and future business climate (last row in Table 3). The
performed chi-square test showed that there was no statistical significant difference between
them, »*(n = 106) = 0.089, p = 0.956. With these statistical results in mind, it can be seen that
entrepreneurs will not change in the future their perception on courts and business climate.
Thus, no improvement was noticed in their perception on courts from current to the future

business climate.

Table 3. Results of chi-square tests for courts

Courts
Business climate Not a problem Moderate Major or severe e p
or minor one problem problem
Current  Unfavourable 93 14 52 7.623 0.106
Normal 57 17 38
Favourable 33 8 9
Future Unfavourable 81 15 48 4,280 0.369
Normal 66 16 39
Favourable 37 8 11
Current & Future only for Favourable level 0.089 0.956
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Table 4 shows the results of chi-square test for the association between an entrepreneur’s
perception on road infrastructure and both current and future business climate. Preliminary
checks were done to check for the validity of assumptions of the test and they showed no
violation. In the case of current business climate, this test demonstrated that the association
between entrepreneur’s perception on road infrastructure and business climate categories were
not significantly different, y?(4, n = 388) = 5.999, p = 0.199. Similar results were noticed even
between future business climate and entrepreneur’s perception on road infrastructure, y*(4, n =
387) = 4.026, p = 0.403. Turning back to the main aim of the study which is to identify whether
is any statistical differences between entrepreneur’s perception on road infrastructure and the
favourable categories of both current and future business climate (last row in Table 4). The
applied chi-square test revealed that there was no statistical significant difference between
them, »%(n = 122) = 0.336, p = 0.846. Considering these results, it can be seen that entrepreneurs
will not change their perception on courts in the future. As a result, no improvement in their
perception on road infrastructure was noticed from current to the future business climate.

Table 4. Results of Chi-square tests for road infrastructure

Road infrastructure
Business climate Not a problem Moderate Major or severe Ve p
or minor one problem problem
Current  Unfavourable 76 37 86 5.999 0.199
Normal 59 32 42
Favourable 24 8 24
Future Unfavourable 71 36 79 4.026 0.403
Normal 62 30 43
Favourable 27 12 27
Current & Future only for Favourable level 0.336 0.846

5 Concluding remarks

The study takes an institutional perspective (North, 1990) and aims to find whether
entrepreneurs are optimistic for the future considering some business constraints. This requires
first to explore the associations between institutions and business behaviour (Cera & Cera,
2018). The selected institutions in this paper are: courts, road infrastructures, corruption and
unfair and/or informal competition.

This research revealed that the entrepreneurs operating in Albania are neither optimistic nor
pessimistic concerning the effect of institutions on their business activity. The non-parametric
method proofed that there is no difference between two favourable levels of business climates
and selected constraints.

Scholars and policymakers consider the entrepreneurial activity as a vital component
regarding which tools can stimulate economic development and create new jobs (Chowdhury
et al., 2018). In this regard, developed countries have established policies which aim at
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stimulating entrepreneurship. However, the role of business policies in fostering entrepreneurial
activity differs across countries because of the variations in regional, economic and political
environments. The current research aims just to explore whether entrepreneurs are optimistic
about the future concerning the business institutional constraints in the context of a Balkan
country like Albania.

Though this study has reached its aims, still there are limitations in research. The results are
limited to a Balkan country like Albania, which may reflect similar conditions in economic,
political and institutional environments with limited countries.

Findings from the analysis carried out here indicated that businesses are not optimistic, this
could be useful for policymakers as a means of amending or improving the current state of
policies aimed at entrepreneurship. By doing so will lead to the improvement of the general
business environment. Taking all together, this paper contributes to the existing body of
literature on entrepreneurship.
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