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This paper investigates businessmen perceptions on corruption as obstacle for business and their attitudes towards corruption. The research is based on the survey conducted on the sample of over 1800 business owners and managers in Western Balkans region. Using the original survey data
 collected from February to June 2010 for seven countries – Albania, Bosnia and Herzegovina, Croatia, Kosovo, Macedonia, Montenegro and Serbia, the paper explores businessmen views on how business sector is facing with corruption, and on the role of private and government agents to combat corruption.

The empirical analysis based on data obtained from businessmen opinion survey is performed in several steps. The data are analyzed using descriptive statistics, exploratory factor analysis, and analysis of variance (ANOVA). 
The factor analysis has been performed at nine selected items from the questionnaire, each in the form of statement. Businessmen rated each statement on a 11-point Likert-type scale anchored by strongly disagree (0) and strongly agree (10). Three distinct factors were extracted: (1) Understanding corruption as a “greasing wheel”, (2) Self-initiative to combat corruption needed, (3) Corruption is a government-related issue. The main research question was if there were differences in factor means related to the: i) country of origin, ii) perceptions on corruption being an obstacle for business, iii) corruption experience, and iv) opinions on corruption trends in the past decade.

The results of the analysis of variance showed that the country of origin strongly determines businessmen attitudes on corruption as measured on all three factors, probably due to the different social and economic set-up and heritage. Businessmen with corruption experience tend to justify corruption as greasing wheel more than “clean” respondents with no corruption experience. Generally businessmen that see corruption rising in their country would attribute this problem exclusively to the government. This group of respondents accordingly expect government authorities to take the anti-corruption lead. Government response to the corruption issue rather than strengthening individual or private anti-corruption initiative is a prevalent opinion of businessmen who consider corruption as big or enormous obstacle for their business.

Country-specifics, business corruption experience, and different opinions on selected corruption-related issues showed to have influenced businessmen attitudes towards corruption. Since the large majority of companies in the survey sample are young and small enterprises up to 50 employees, results of this research study provide useful policy recommendations. Findings could help countries in Western Balkans region to design more entrepreneurship-friendly environment.
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introduction

The extensive research in last decade or two has brought to the common understanding of negative effects of corruption
. Corruption has multiple adverse impacts on entrepreneurship and business in general (Kaufmann and Wei, 2000; Méon and Sekkat, 2005). Hellman et al. (2000) based their analysis on the Business Environment and Enterprise performance Survey (BEEPS) results and argued that governance, corruption, and state capture shape business environment in transition countries. Despite various anti-corruption initiatives to combat political and administrative corruption that had been put in place both internationally and locally, in many countries corruption still stands as an obstacle for doing business. One could assume that modest results are related to the lack of country-specific measures to eliminate corruption. The motif of this research study is to assess the business sector attitudes and opinions on corruption and to better understand factors associated to these attitudes. The approach applied in this study should help policy-makers to better target measures to fight corruption as an obstacle for doing business.
The paper investigates corruption as an obstacle for doing business in Western Balkans. Besides the research covers one historical and geographical region, it offers a multi-national comparative perspective among seven countries: Albania, Bosnia and Herzegovina, Croatia, Kosovo, Macedonia, Montenegro and Serbia. The issue of corruption hindering the development of business sector is explored by surveying local businessmen views on how business sector is facing with corruption, and on the perceived role of private and government agents to combat corruption. Our main research question is whether different business opinions and attitudes are related to the country of origin, individual corruption experience and perceptions, and opinions on past corruption trends. This study adds to the existing literature by providing results that could help countries in Western Balkans region to create corruption-free business environment. 

The next section elaborates the rationale background and conceptual framework used in this research. The survey methodology and data are presented in section three, and the results of empirical analysis are provided in section four. The concluding section offers preliminary policy recommendations and indicates lines of future research.

rationale background

Corruption is broadly defined as “a misuse of public power for the private gain” (The World Bank, 1997) that distorts resource allocation by shifting them to private elite. Corruption hampers social and economic development by increasing inequality and poverty (Hassan, 2004), yet the main negative impacts are seen in the poor performance of public sector (Tanzi, 1998; Mauro, 1995). Corruption rent-seeking decrease state revenues and leave less funds for public services such as health, education, and infrastructure (Tanzi and Davoodi, 1997; Shleifer and Vishny, 1993). Driven by personal benefits corrupt public officials make decisions opposite to the public interest they should serve. Instead of the development criteria the policy priorities chosen by individual rent-seeking opportunities make economic policy inefficient (Kaufman and Wei, 2000). Growing bureaucracy and malfunctioning institutions (North, 1990) go hand in hand with corruption thus affecting all aspects of citizens’ daily life, as well as business sector prospectives.

In the corrupt environment costs of doing business increase significantly in terms of resources needed to cope with expenses and risks. Corruption rent works as a tax imposed arbitrarily to business agents. Corruption fee is required to enter the market, to ensure compliance with regulations, to cope with the excessive bureaucracy, or to get political protection. The modalities of corrupt transactions include bribery, influence peddling, embezzlement, fraud and extortion, cronysm and patronage (Amundsen, 1999). Entry to new markets for example may be subject to corruption if export or import quotas are to be obtained. Firms may confront with corrupt pressure at global market because of unfair competitive advantage gained by other companies that offer corruption deals to third party. Respectively, public procurement is especially sensitive to corruption (Ateljević and Budak, 2010; Grødeland and Aasland, 2011). 

Besides bribery and similar rather simple modalities of corrupt rent-seeking, more sophisticated corruption deals may include political financing arrangements, conflict of interests and lobbying, nepotism and cronyism such as hiring personnel or loyal partners to insure institutional or political support needed. Grand corruption is associated with shadow economy, tax evasion, money laundering, and even international crime and terrorism. Illegal corruption transactions require complex financing schemes and networking. Whether it consists of “small” or “big” deals, corruption increases transaction costs of doing business. Indeed this arguments against theories of justifying corruption as a greasing wheel that helps firms to get things done when public administration is inefficient (e.g. Leff, 1964; Dreher and Grassgebner, 2007). Instead of doing core business and keeping focus to innovation and development, in the corrupt business environment firms need to allocate significant human, financial and time resources to handle corrupt pressures. Large companies have more capacities to cope with corruption and to protect their business interests (Tanzi, 1998). Corruption therefore more strongly affects new and small and medium enterprises. 
Table 1:
Corruption Perceptions Index for Western Balkans countries, 2003-2010

	Country
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	Albania
	2.5
	2.5
	2.4
	2.6
	2.9
	3.4
	3.2
	3.3

	Bosnia and Herzegovina
	3.3
	3.1
	2.9
	2.9
	3.3
	3.2
	3.0
	3.2

	Croatia
	3.7
	3.5
	3.4
	3.4
	4.1
	4.4
	4.1
	4.1

	Kosovo
	n.a.
	n.a.
	n.a.
	n.a.
	n.a.
	n.a.
	n.a.
	2.8

	Macedonia, FYR
	2.3
	2.7
	2.7
	2.7
	3.3
	3.6
	3.8
	4.1

	Montenegro*
	2.3
	2.7
	2.8
	3.0
	3.3
	3.4
	3.9
	3.7

	Serbia*
	2.3
	2.7
	2.8
	3.0
	3.4
	3.4
	3.5
	3.5


Note: CPI at the scale from 0-highly corrupt to 10-highly clean. *Data for 2003 to 2006 are for Serbia and Montenegro.
Source: Transparency International.
Western Balkans is considered a region of high corruption prevalence (Table 1). Despite slight differences in Corruption Perceptions Index (CPI) scores for particular countries, the corruption problem is common to the entire Western Balkans region (UNODC, 2011). Corruption is as well perceived as a major hurdle to investing in the region and doing business efficiently (EUROCHAMBRES, 2009). National studies also point out the corruption creates considerable difficulties for doing business (e.g. see Džafić et al., 2011 for Bosnia and Herzegovina; Budak, 2006 for Croatia). Although there is a common view on regional prevalence of corruption and its adverse impacts to business sector development, there are many outstanding research and policy issues to explore corruption and business climate nexus. Our approach is to assess businessmen attitudes towards corruption using the conceptual model developed and presented by Figure 1.
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Figure 1. Conceptual framework to assess business sector attitudes towards corruption
The empirical analysis that follows will explore what different business attitudes exist, and if they are related to the country of business origin, expressed views on corruption as an obstacle for doing business, eventual real corruption experience and businessmen perceptions on corruption prevalence trends. Survey data and methodology used for the empirical analysis are presented in details below.
data and methodology

This quantitative research is based on the survey conducted on the sample of 1849 business owners and managers in Western Balkans region. The original survey data
 were collected by conducting the telephone survey in the period from February to June 2010 in seven Western Balkans countries. The share of respondents per country reflects the size of the economies, with two largest economies representing about 20 percent of sampled respondents each: Croatia (22 percent of respondents) and Serbia (20 percent). The characteristics of survey sample are presented in Table 2.
Table 2. Summary statistics of sampled respondents, n = 1,849
	Respondent profile
	%

	1. Gender
	

	  1.1. Male
	65.7

	  1.2. Female
	34.3

	2. Country 
	

	  2.1. Albania
	10.7

	  2.2. Bosnia and Herzegovina
	15.6

	  2.3. Croatia
	22.2

	  2.4. Kosovo
	8.6

	  2.5. Macedonia
	15.1

	  2.6. Montenegro
	7.8

	  2.7. Serbia
	20.0

	3. Respondent age
	

	  3.1. 18 to 30 years
	20.4

	  3.2. 31 to 40 years
	33.6

	  3.3. 41 to 50 years
	24.7

	  3.4. 51 to 60 years
	17.0

	  3.5. 61 years or older
	4.3

	4. Company size
	

	  4.1. 1 to 9 employees
	61.3

	  4.2. 10 to 49 employees
	28.7

	  4.3. 50 to 249 employees
	7.9

	  4.4. 250 or more employees
	2.2

	5. Company age
	

	  5.1. 1 to 5 years
	20.6

	  5.2. 6 to 10 years
	24.1

	  5.3. 11 to 20 years
	45.0

	  5.4. 21 years or older
	10.2


Respondents are 66 percent males and 34 percent females, which is in line with the male gender prevalence in the business sector in the region. Over half of the respondents are businessmen under the age of 40. Younger businessmen opinions represented in the sample are valuable to the findings of the survey research. That part of the business sector would be the most affected by the future developments in creating corruption-free business environment. Over 98 percent of the firms represented in the survey sample are small and medium enterprises (SMEs). This share as well as the large subset of micro companies (up to 10 employees) corresponds to the national business sectors structure. Regarding the company age, 20 percent of firms in the surveyed sample are young companies established five years ago or less. The largest share (45 percent of respondents) is associated to the firms with longer experience of doing business in these business environments (companies established 11 to 20 years ago). Businessmen from established companies might have broader past experience to estimate how corruption affects business, the effectiveness of anti-corruption initiatives and past developments. Finally the large size of the sample in our survey provides reliable database to conduct empirical analysis. The empirical analysis based on data obtained from businessmen opinion survey is performed in several steps. The data are analyzed using descriptive statistics, exploratory factor analysis, and analysis of variance (ANOVA). 

The measurement instrument for measuring attitudes towards corruption included nine questions. Respondents were asked about corruption pressures faced by private companies and the potential efficiency of corrupt means in their business operations. Further we have collected their opinion on the perceived role of private sector and/or government agents to combat corruption, as well as general opinions on roots of corruption (Table 3). 
Table 3. Mean values, n=1,849

	Items
	Means

	i1 The private (business) sector  is helpless before corruption, because corruption derives from the government
	6.9

	i2 Private companies can refuse to get involved in corruption without consequences to their operation
	5.1

	i3 Private companies are the ones which initiate corruption by offering bribe to get benefits they don’t disserve
	4.5

	i4 A certain (small) degree of corruption is useful for  business
	3.4

	i5 Corruption is rooted in our culture; people believe they should “grease” to get the job done 
	6.8

	i6 The basic instrument in the fight against corruption is the effective policy for its identification and punishment  
	8.1

	i7 The fight against corruption is primarily an obligation  of the authorities 
	8.5

	i8 The fight against corruption is primarily an obligation of citizens
	7.3

	i9 Each individual and organization can make  a strong contribution in the fight against corruption 
	8.2


Businessmen rated each statement on the 11-point Likert-type scale anchored by strongly disagree (0) and strongly agree (10). The mean values (Table 3) provide first insight into businessmen opinions. Business people most strongly agree (mean value over 8) that fighting corruption is primarily the responsibility of the government who should implement effective anti-corruption measures (including more repressive actions); yet, each individual and organization can contribute to these efforts. On the other side, respondents most strongly disagree on corruption effectiveness as a greasing wheel (mean value 3.4). At the first sight, expressed opinions reflect encouraging business sector attitudes towards corruption as a negative phenomenon. Next we proceed to more detailed factor analysis.
results
The factor analysis has been performed at nine selected items from the questionnaire, each in the form of statement. Two items (i2 and i6) were removed from further analysis as they had significant cross-loadings. Three distinct factors were extracted, with 58.4 percent of explained variance (Table 4). 
Table 4. Factor analysis results, factor loadings

	Items
	Factor 1
	Factor 2
	Factor 3

	i1
	0.18
	-0.16
	0.71

	i3
	0.68
	0.01
	0.06

	i4
	0.73
	0.03
	-0.12

	i5
	0.63
	-0.05
	0.35

	i7
	-0.10
	0.23
	0.73

	i8
	-0.02
	0.81
	0.21

	i9
	0.02
	0.82
	-0.14


As presented in Table 5, description of factors corresponds to the items attributed to each factor: (1) Understanding corruption as a “greasing wheel”, (2) Self-initiative to combat corruption needed, (3) Corruption is a government-related issue (Table 5). 

Table 5. Description of factors
	Factor 1: Understanding corruption as a “greasing wheel”
	Means

	i3 Private companies are the ones which initiate corruption by offering bribe to get benefits they don’t disserve
	4.5

	i4 A certain (small) degree of corruption is useful for  business
	3.4

	i5 Corruption is rooted in our culture; people believe they should “grease” to get the job done 
	6.8


	Factor 2: Self-initiative to combat corruption needed 
	

	i8 The fight against corruption is primarily an obligation of citizens
	7.3

	i9 Each individual and organization can make a strong contribution in the fight against corruption 
	8.2


	Factor 3: Corruption is a government-related issue
	

	i1 The private (business) sector  is helpless before corruption, because corruption derives from the government
	6.9

	i7 The fight against corruption is primarily an obligation of the authorities 
	8.5


Statements related to understanding corruption as a “greasing wheel” (items i3, i4 and i5) form factor 1. Factor 2 contains statements on the potentially significant individual contribution to the success of anti-corruption initiatives (items i8 and i9). Finally, statements reflecting opinions on corruption as an exclusive responsibility of government authorities (items i1 and i7) are grouped in factor 3.
In the next step, the analysis of variance has been performed to test the effects of country of origin, perceptions on corruption being an obstacle for business, corruption experience, and opinions on corruption trends in the past decade on factor means (Table 6). 
Analysis of variance indicate that attitude on corruption as a “greasing wheel” was affected by country of origin (F=22.56, p=0.000), by perceptions on corruption being an obstacle for business (F=4.23, p=0.005), by corruption experience (F=46.11, p=0.000), and by opinions on corruption trends in the past decade (F=4.53, p=0.000). Furthermore, attitude that self-initiative is needed to combat corruption was affected only by country of origin (F=6.22, p=0.000), while attitude that corruption is a government-related issue was affected by country of origin (F=10.48, p=0.000), by perceptions on corruption being an obstacle for business (F=37.78, p=0.000), and by opinions on corruption trends in the past decade (F=47.33, p=0.000).
Table 6. ANOVA results
	Independent variables
	Dependent variables

	Country of origin
	Understanding corruption as a “greasing wheel”
	Self-initiative to combat corruption needed
	Corruption is a government-related issue

	Macedonia (n=279)
	5.0
	7.5
	7.2

	Serbia (n=370)
	5.3
	7.5
	7.8

	Croatia (n=410)
	4.9
	7.9
	8.1

	Montenegro (n=144)
	4.6
	8.6
	6.9

	Kosovo (n=159)
	3.1
	8.3
	7.7

	Bosnia and Herzegovina (n=289)
	5.6
	7.8
	8.1

	Albania (n=198)
	4.4
	7.3
	7.2

	All groups (n=1,849)
	4.9
	7.8
	7.7

	          ANOVA
	F=22.56
p=0.000
	F=6.22
p=0.000
	F=10.48
p=0.000


	In your opinion, is corruption an obstacle for your business?
	Understanding corruption as a “greasing wheel”
	Self-initiative to combat corruption needed
	Corruption is a government-related issue

	It is not an obstacle at all (n=409)
	4.6
	7.8
	6.9

	It is a small obstacle (n=660)
	5.1
	7.8
	7.6

	It is a big obstacle (n=497)
	4.9
	7.7
	8.1

	It is an enormous obstacle (n=283)
	4.7
	7.8
	8.5

	All groups (n=1,849)
	4.9
	7.8
	7.7

	          ANOVA
	F=4.23
p=0.005
	F=0.04
p=0.988
	F=37.78
p=0.000


	In the last year, have you or anyone in your company paid bribes in any form?
	Understanding corruption as a “greasing wheel”
	Self-initiative to combat corruption needed
	Corruption is a government-related issue

	Yes (n=347)
	5.7
	7.5
	7.8

	No (n=1491)
	4.7
	7.8
	7.7

	All groups (n=1,838)
	4.9
	7.8
	7.7

	          ANOVA
	F=46.11
p=0.000
	F=3.29
p=0.070
	F=1.66
p=0.198


	Do you think corruption in your country in the past decade has:
	Understanding corruption as a “greasing wheel”
	Self-initiative to combat corruption needed
	Corruption is a government-related issue

	been growing (n=809)
	5.1
	7.8
	8.2

	been declining (n=279)
	4.6
	7.9
	6.6

	remained unchanged (n=642)
	4.9
	7.7
	7.6

	doesn’t know/refuses to answer (n=119)
	4.4
	7.9
	6.8

	All groups (n=1,849)
	4.9
	7.8
	7.7

	          ANOVA
	F=4.53
p=0.004
	F=0.412
p=0.744
	F=47.33
p=0.000


Results presented in Table 6 enable comparative analysis of respondents attributes. Businessmen from Montenegro, Kosovo, Macedonia and Albania expressed their firm opinion on more individual efforts needed to combat corruption. The prevalent opinion of respondents from other countries in the survey (Croatia, Bosnia and Herzegovina and Serbia) is that corruption problem derives from government and therefore should be solved by official authorities. 
Corruption is primarily a government-related issue for businessmen who consider corruption big and enormous obstacle for business, and for those who had recent corruption experience in doing business. An interesting finding is that businessmen who believe corruption has been declining in the past decade, have more firm and positive attitudes on strengthening self-initiative to combat corruption. This group of respondents would not blame only the government for corruption prevalence. 

conclusions

The analysis based on the business-sector survey showed there are three distinct factors of attitudes towards corruption: (1) Understanding corruption as a “greasing wheel”, (2) Self-initiative to combat corruption needed, (3) Corruption is a government-related issue. Country-specifics, business corruption experience, and different opinions on selected corruption-related issues showed to have influenced businessmen attitudes towards corruption.
Country of origin strongly determines businessmen attitudes on corruption as measured on all three factors, probably due to the different social and economic set-up and heritage. Businessmen with corruption experience tend to justify corruption as greasing wheel more than “clean” respondents with no corruption experience. Generally businessmen that see corruption rising in their country would attribute this problem exclusively to the government. This group of respondents accordingly expect government authorities to take the anti-corruption lead. Government response to the corruption issue rather than strengthening individual or private anti-corruption initiative is a prevalent opinion of businessmen who consider corruption as big or enormous obstacle for their business. The results of this research study provide useful policy recommendations, especially having in mind that the large majority of companies in the survey sample are young and small enterprises up to 50 employees who should generate the economic development in the coming years. 
In Western Balkans countries where businessmen expressed firm opinion that more individual efforts are needed in combating corruption, the key component of seizing corruption activities should be raising public anti-corruption awareness. In countries where business sector mostly understands corruption as a government-related issue, “clean” official practises of government institutions would raise trust in the institutions and are considered a good starting point for anti-corruption activities. Business sector recognizes efforts in combating corruption. This is supported with an important finding: businessmen perceptions on decreasing corruption are related to their (lower) expectations from the government to take an exclusive responsibility in seizing corruption. 
Conclusively, policy measures to remove corruption as an obstacle for doing business in Western Balkans should be focused to strengthen anti-corruption awareness and to promote transparency and openness of public services to business. Increased transparency of for example public procurement procedures or issuing licences would increase transaction costs of manipulation so the misuse of public power would not pay off. Governments have to prove their commitment in combating corruption; however, the results would be visible at the longer run. Probably the fastest results could be achieved in increasing trust in institutions and encouraging businessmen and public employees to report on corruption incidence. Findings could help countries in Western Balkans region to design more entrepreneurship-friendly environment. In this respect, more detailed business survey on corruption modalities and bribery experience would provide useful basis for the future research.
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