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in EU Countries
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Abstract

Establishing a company requires not only a viasgeortunity, but also many
other factors in the business environment, inclgdime ability to overcome ad-
ministrative barriers in regulatory and administieg systems, which is particu-
larly important. Therefore, the main aim of thisgea is to analyse and compare
the administrative burdens when establishing a @mpin EU countries. To
assess the actual differences and similarities dmiaistrative burdens in the
process of establishing a company, countries weoeiged according to four
indicators using a cluster analysis. To get insggimto changes in a particular
country and compare it with other EU countries émnis of administrative bur-
dens for starting a company, data from 2004, 2G0W 2016 were used. The
findings show that, despite intense pressure atehsie measures implemented
in the EU to reduce administrative burdens, théedifnces among EU member
countries are still remarkable and the relative foemance of some countries
worsens despite absolute lessening of burdenseondtional level.

Keywords : administrative burdens, company establishment, &Whtries, cluster
analysis, Doing Business data
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Introduction

The institutional framework in which companies éao perform is limited to
and controlled by a public regulatory and admiaistn system, which may be
more or less open, supportive or unsupportive tonganies. A national policy
influences the development of an economy in thragswNikoli¢, P&ari¢ and
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Fredotové, 1998): first, through the legislative system, ethestablishes a regu-
latory mechanism; second, through the developmeess at the national level
via various short- and long-term economic policyaswes; and third, by en-
couraging entrepreneurship.

Through the entrepreneurship process, from thebkstiment of the compa-
ny to its closure, entrepreneurs are constantlpseg to administrative systems
and their requirements. They have to carry ouedsifit procedures related to the
company’s establishment, the hiring and firing ofpboyees, the obtaining of
various licenses, state regulatory statistical axdreporting, different adminis-
trative costs (e.g., taxes, fees), and the sigmfiamount of time spent imple-
menting all those administrative requirements. ifinl§ all these administrative
requirements can negatively affect the establistimed operation of companies
in particular countries. The aim of this paperasahalyse administrative proce-
dures, costs, and time needed when establishioghpany. Therefore, adminis-
trative burdens for company establishment are coaspamong EU countries
during a certain period of time.

The first part of the paper reviews the literattoeprovide an overview of
administrative burdens stemming from the regulatgygtem, focusing on the
company establishment phase. This is followed bisaussion of the impact of
regulatory burdens on fostering or hindering emgepurship. The theoretical
framework concludes with an overview of the EUterm lessening regulatory
burdens. The empirical part of the paper emplogsdister analysis and pro-
vides detailed insights into the differences anahgfes in administrative burdens
among EU countries in the first stage of the comddacycle. The paper con-
cludes by revealing absolute and relative changeadministrative burdens
among observed countries.

1. Literature Review

1.1. Entrepreneurship Process and the Role of Regu  latory Systems

The entrepreneurship process follows certain charatic phases, from es-
tablishment until a company’s closure, and starth the exploitation of the
business idea, requiring its implementation inranfd form. Thus, entrepreneurs
establish some type of company, which is mainhedeined by the regulatory
system, although the regulatory system impacts emies throughout their
lifecycle (OECD, 2007) or entrepreneurship processghe first phase, the estab-
lishment of the company, the entrepreneur is fisgiosed to dealing with the
regulations and administrative requirements anfillfiody them to successfully
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start the business. Regulations represent a saswiiments by which govern-
ments establish requirements on businesses ardndgtiand are introduced to
support public policies in particular areas (Rever2008), including the legal
establishment of companies, taxation, environmeprtatiection, health and safe-
ty, employment rights, and the closing of a comp#&ny companies, regulations
can cause advantages or burdens. They can creatdéor the participants in
an economy by setting the framework for a competiind low-cost business
environment (Revenue, 2008). Regulatory burdenkudiecall costs that result
from mandatory obligations placed on businessepubjic authorities due to
a law, decree, or similar act (EC, 2007). Thesésdosolve not only accounting
costs that can be expressed in monetary termslémbpportunity costs, which
are benefits of the alternative that was forgoribat is, the benefits that could
have been received if alternative options werertaki® analysis was found that
identified how many new businesses and benefits flloese businesses have
been lost due to high administrative burdens thetgnted entrepreneurial ideas
from being realized.

In an economic system, entrepreneurs are a scasoerce; therefore, it is
particularly important to understand how their i is utilized. The institu-
tional system and rules of the economic system almajor role in channelling
the entrepreneurial potential to be exploitedslaiways possible for economic
policy to support the creation and operation of pames, but it has to consider
that the effectiveness of support depends on tihgpaaies’ lifecycle. Compa-
nies have different needs, and external factoecathem differently depending
on the stage of their lifecycle. The establishmemd operation of a company
require capital; therefore, the influence of anome limit (Fonseca, Michaud
and Sopraseuth, 2007; Braunerhjelm and Eklund, 2624 to be considered
because it can have a negative impact. For exaf@péns and Jovanav{1989)
demonstrated that the richer people are, the nikeby lthey are to become en-
trepreneurs. A lack of wealth prevents people frordertaking entrepreneurial
activities. It follows that the primary interest fahancial business support is to
remove liquidity constraints and enable people euththeir own resources to
become involved in entrepreneurial activities. Hfare, the most appropriate
way to support entrepreneurship is to facilitateeas to capital. However, this
concept was very quickly criticized. Cressy (1998),example, criticized Evans
and Jovanovis model by arguing that taking risks is criticabue that out-
weighs financial ones. Wealthier people should lbeenpredisposed to entrepre-
neurial activity because their wealth reduces aigérsion. Therefore, not only is
financial support important, but also other measungght reduce the risks for
entrepreneurs.
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In addition, transaction costs (e.g., costs ofr@geng for and acquiring
information, costs of negotiation and decision mgkicosts of motivation and
the execution of agreements, costs of control arfopnance evaluation, and
compliance costs of business activities) can bticatifactors for companies.
Here again, the effectiveness of support dependth@rcompanies’ lifecycles
(Van Stel, Storey and Thurik, 2007), as represemdable 1.

Table 1

Possibilities of Economic Policy to Support Entrepeneurship in Different Lifecycle
Phases

Lowering entr Lowering barriers Providing advice,

Entrepreneurship phase barrigers y for growth and support, and finances
expansion from public funds

Nascent entrepreneurs Strong influence Weak influence Strong influence
from necessity
Nascent entrepreneurs Strong influence Weak influence Strong influence
from opportunity
Entrepreneurs . . Weak influence Strong influence Strong influence
(new and established companies)

Source Van Stel, Storey and Thurik (2007), p. 172.

The economic policy affects the level of companea society in two ways
(Sobel, Clark and Lee, 2007): by shaping the qualitd quantity of inputs for
the entrepreneurial process and by shaping thiuitiebal framework that de-
signs the “rules of the game” (Baumol, 1993a). Hoevethe key question is
always whom do different incentives target. Itrigoortant to influence not only
the number of companies, but also — and primartlyeir quality. Influence over
the institutional framework takes place through ¢méire set of laws, rules of
a competitive market, government interventions,|égal system, tax rules, and
other factors, all of which direct individuals t@aide to engage in different
types of entrepreneurship — namely, productive,rashctive, or destructive
(Baumol, 1993b). Creative people will get involviedproductive entrepreneur-
ship in countries that ensure property rights, ia dad balanced legal system
(Sobel, Clark and Lee, 2007), and appropriate implgation of agreements.
This is in contrast to countries with incompletel amdequate systems and insti-
tutions, where more people will engage in unprogacdr destructive entrepre-
neurship. The more unregulated the institutionalcstire is and the slower and
more unresponsive the public administration is,dgreater the chances are that
companies will be directed towards maintaining stetus quo instead of pursu-
ing innovation, growth, and internationalizationoflge, 2005; Bradaand
Rebernik, 2010). The institutional framework arglithprovements are key ele-
ments in establishing the framework conditions é&monomic development
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(Smallbone, 2007; Crnogaj et al., 2014). Therefgmernments face the chal-
lenge of reducing unnecessary and detrimentaldvarwhile simultaneously not
deregulating the system as a whole when implengp@mticular reforms.

Modern and responsive public administration pesiyi affects the explora-
tion of business opportunities and serves as acstipp environment. In con-
trast, obsolete and unresponsive public administrdturther complicates entre-
preneurs’ lives and negatively impacts new busiesations as well as compa-
nies’ successful operations. In general, econornalicymakers have two main
ways of promoting entrepreneurship (Van Stel, Stared Thurik, 2007; Nemec,
Ochrana and Sumpikové, 2008): acting in the divaatif low regulation or high
support. Low regulation can direct economic po#dm two areas. It can enable
a business to start up in the quickest, simplest,raost inexpensive way; it can
also minimize the number and scope of regulationsafready-operating com-
panies. Taxpayers actually shoulder the cost dfla kevel of entrepreneurship
support services, which can take the form of advibe provision of infor-
mation, education, financial incentives, and subsidThe policy of less regulat-
ed environments is characteristic in the USA, whilmore regulated supportive
environment is more typical of European countrldswever, an unresponsive
public administration brings additional risks. Téatrepreneurial process repre-
sents permanent Schumpeterian creative destruatidra recombination of re-
sources and is largely based on the principle téfgt-error" (Zahra, Sapienza
and Davidsson, 2006; Clark and Dwight, 2006; Solérk and Lee, 2007).
Therefore, resources have to be free for entrepraxteactivity and should not
be burdened by numerous administrative barriersribgatively affects entre-
preneurs’ core mission — namely, the manufactuaingd provision of products
and services customers are willing to purchase. éifextiveness of the entre-
preneurial process depends not only on successfdupts and services, but also
on how quickly failures are identified and inefot combinations of resources
are eliminated to make room for more successfulbioations. The more bu-
reaucratic and politicised an economic systenhes]dss effective it is. In a strong
economy, there will always be huge dynamics inv@vnew companies and
their failures (Hall and Sobel, 2006, p. 4). Figdreepresents the elements of
the entrepreneurship process called the “rulehi®@fame” that have important
impacts on the outcomes of the entrepreneurshigepso(Hall and Sobel, 2006).
In this framework, the entrepreneurship processtakm place and can be accel-
erated or hindered.

The scarcity of entrepreneurial talent should baadivation to exploit it as
efficiently as possible and to focus on innovatideyelopment-oriented compa-
nies. The answers to questions such as what calome to help people with
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entrepreneurial aspirations (nascent entreprenseaiye their plans and why do
people who have plans to develop a company (ineceasnployment, market
share, and revenue) fail to accomplish those pd@esunfortunately not known

in detail in either theory or practice — especiatithe latter. However, the fun-
damental frameworks that encourage or hinder thenk@own. Rigid and unre-
sponsive public administration certainly has hintgeffects. Even Adam Smith
wrote in The Wealth of Nationmore than 230 years ago that a rise from the
lowest barbarism to the highest level of affluenget need much else than
peace, moderate taxes and a tolerable matter af $ygtem (tolerable admini-
stration of justice) — the rest comes naturally.

Figure 1
Impacts of Policy on Outcomes of the Entrepreneursh Process
E icinputs and Rules of th -
conomicinputsan ules o egame. Entrepreneurship results
resources governmental policy
Examples: Examples: Examples:
* Availability of resources * Taxes * Establishing new
* Qualified labour * Business operation regulation companies
* Technology and infrastructure * Legal system * New patents
* Availability of venture capital * Economic freedom * New products and services

Source Hall and Sobel (2006), p. 4.

1.2. Impact of Administrative Burdens on Companies ' Establishment

All societies need a certain amount of regulafmmtheir protection, the im-
provement of social standards, and other imporaaietal goals that would not
come about by themselves. However, regulations |dhioe carefully targeted
and effective and should not go beyond what is $sary to achieve their speci-
fic purpose (EC, 2007). As the institutional franeelvfor companies contains
a regulatory system with an administrative systémis important that the
framework is open and contemporary. A regulatorsteay is the full scope of
legal instruments and decisions which governmesiisbésh and represent con-
ditions on the behaviour of companies and citiZ&&CD, 1994; 2014). Conse-
quently, regulations and other requirements reptasasts for companies. Costs
can be divided into direct costs (money) and opty costs (resources needed
to fulfil particular requirements). The regulatosystem contains processes of
public consultation, communication, and updatinghg@Bbone, 2007, p. 206)
and should have some quality standards (OECD, 198dluding coherence,
consistency and balance between different poligesility and predictability
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of regulatory requirements, ease of managementjtanomg, oversight, respon-
siveness, transparency and openness to compaoresstency and fairness in
implementation, and the adaptation to changinguoistances.

As some previous studies have pointed out, thadgf regulations on entre-
preneurial entry tend to negative impact regulation the establishment of new
companies (e.g., Autorm, Kerr and Kugler, 2007; [€ugnd Pica, 2008). Without
a doubt, regulations are needed to secure tramdparel efficient markets
(Braunerhjelm and Eklund, 2014). However, too muegdulation may hinder en-
trepreneurial dynamics. The level of regulation rtierefore improve an economy
by affecting the performance of entrepreneuriaiviigt(Nicoletti and Scarpetta,
2003; Djankov, 2008). As some studies (CicconeRayuhioannou, 2007; Ardagna
and Lusardi, 2010) have shown, higher regulatidluences the lower level of
entrepreneurship and smaller start-ups’ sizes. I€kel of costs to establish
a company, mostly referred to as high taxes (Cuwlah Gordon, 2007) and com-
plex tax regulations (Braunerhjelm and Eklund, 20tiétermines how new start-
ups enter the market (Fonseca, Michaud and Sopha007; Glaeser and Kerr,
2009). In addition, as Giannetti and Simonov (2@ Glaeser and Kerr (2009) re-
vealed, more informal regulations positively infige the level of entrepreneurship.

The literature includes different definitions aexplanations, but administra-
tive burdens have no common definitions becaugsbesf complexity and diffi-
culty (Nicoletti and Scarpatta, 2003). The admmaiste burdens for companies
are the effort required to supply obligatory infation as required by national
laws and/or regulations (Kox, 2005). They can basueed by different catego-
ries, such as direct and indirect costs and fdngles piece of information pro-
vided or as a benchmark for information requiredrdpa particular time period
(Kox, 2005). Direct costs are financial expensesiired during this compliance
process. Indirect costs are less obvious but atpoitant; they can hinder inno-
vation, create unnecessary barriers to trade awelsiment, lessen economic
efficiency if they become excessive in number aochmlexity, and affect the
overall cost efficiency of domestic companies. Herat a macro level, they can
have a significant impact on the competitivenesaroeconomy internationally
(Revenue, 2008). As Wegrich (2009) claimed, adrriziive costs are defined
as those parts of the regulatory costs imposedfloynation obligations includ-
ed in laws or secondary legislation. Administratbgsts are distinguished from
substantial compliance costs (costs emerging fromptiance with regulatory
standards; e.g., emission standards). In additrengescription of how adminis-
trative burdens are defined or can be measurechdspn the field of research
to which they are applied (Van Stel and Stunnenb20@6). The complex ad-
ministrative system plays a significant role in kaxping entrepreneurial drive,
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and potential entrepreneurs are negatively affeloyeitheir perception of admin-

istrative complexity (Grilo and Thurik, 2005). V&tel and Stunnenberg (2006)
found that administrative complexity is negativedjated to business ownership.
When administrative procedures related to busistss-ups are complex, po-
tential entrepreneurs are discouraged from startewg companies. The greater
the administrative complexity is, the more effatgrepreneurs need to comply
with. Consequently, potential entrepreneurs couwlsk linterest in setting up

a business due to the complexities and ambiguasesciated with starting a bu-
siness (Van Stel and Stunnenberg, 2006).

However, huge differences in requirements fortistgira new company exist
between countries. Some previous studies used VBamd Data to address the
regulations’ impact on new companies’ establishmeasai Gompers and Lerner
(2003) found a negative correlation between compantyy and the number of
start-up procedures in 35 European countries. Kgpmeven and Rajan (2004)
analysed whether entry regulation hinders entipdiustries with different aver-
age entry rates at the company, industry, and maititevels. Ho and Wong
(2007) found that differences in regulatory costsch opportunity- and necessi-
ty-driven entrepreneurship. Regulatory costs haxestictive impact on oppor-
tunity entrepreneurship and no impact on necessitsepreneurship. The further
found that the impact of regulatory costs is depehan the income level of
countries. A more recent study by Divanbeigi ananRi&io (2015) used World
Bank data to provide strong evidence of the roléusfiness regulations in ena-
bling company creation. The authors confirmed thesis that an overall sound
business regulatory system is associated with higlrels of new business entry
testing different types of regulations.

When analysing the EU’s efforts to minimize, ablojior prevent administra-
tive burdens, it can be concluded that the majafitgfforts are focused on the
phase of establishing a business. To make the dsssienvironment friendly to
companies, many governments in Europe concentnaie éfforts on reviewing
and simplifying administrative regulations. Therefowe defined the following
hypothesis:

H1: EU countries reduced their administrative burdemsl consequently made
better conditions for starting a company during tieserved period.

As early as the 1970s, some western Europeanrasificed the negative
effects of strict regulations. Therefore, the lagjipolicy response was to reduce
regulatory burdens for companies. The 1990s sakifafeom lessening regula-
tions to improving the quality of regulations (Sthahe, 2007). Administrative
regulations can improve the functioning of markaid achieve environmental and
social goals without imposing a significant compéea burden on firms if they are
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appropriately designed (Revenue, 2008). Adminisgdiurden reduction is part
of the ‘better regulation’ agenda established atttip of the public sector reform
agenda in central governments across Europe andviter OECD world
(Wegrich, 2009). The EU’s Better Regulation pol{&C, 2010) aims to simplify
and improve existing regulations, better design megulations, and reinforce
the respect and effectiveness of the rules, diheawith the EU’s proportionali-
ty principle.

Despite great efforts at the EU level to minima@ministrative burdens,
differences among EU countries are still considerabo measure improvements
made, regulatory impact assessments have beenuog® and are regarded as
a core tool for better regulation agenda (Rada2lil7; Radaelli and De Fran-
cesco, 2007; Radaelli and Fritsch, 2012). Impas¢ssnent, screening, and sim-
plification concern businesses of all sizes (EQ72@011; Poel et al., 2014). The
EU focuses in particular on administrative costst n all compliance costs) that
are a part of compliance costs emerging from tfe@nmation obligations of laws
and regulations paying special attention to comgzmar better regulation strate-
gy is based on three key action lines (EC, 2011))p(omoting the design and
application of better regulation tools at the Elkele including the simplification
and reduction of administrative burdens and immesdessment; (2) working
more closely with member states to ensure thaebetgulation principles are
applied consistently throughout the EU by all regois; and (3) reinforcing the
constructive dialogue between stakeholders anceglllators at the EU and na-
tional levels. Consequently, EU countries have enmnted various reforms to
improve the performance of national economies. Sstugies that measured the
quality of business environment have found a stroogelation between the
dynamic efficiency of firms and the overall qualdy regulations, based on the
Doing Business Data in 44 countries (Desai andri€kl2014). Bosma and Levie
(2010) found a strong correlation between the neasiness entry rate and the
overall quality of regulations. As the European Q@assion only provides
guidelines for national economies on how to imprédweir regulatory environ-
ment in the area of establishing companies, we daubts that all EU member
states actually reduced administrative burdensischrthat they are comparable.
Establishment is the first phase, and particulamtides pay different levels of
attention to each of these segments, although dhell EU members. There-
fore, we wanted to examine whether differences oatiparticular segments
that are important when establishing a company ftben administrative bur-
dens’ point of view. Thus, we defined the followingpothesis:

H2: Each observed EU country does not belong to theesgnoup of countries
for each segment (processes, time, costs, andatieqitd observed year.
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2. Research Methodology and Data

Starting and operating a company require the greneur to deal constantly
with public administrative burdens, which consi$tpoocedures and associated
costs and could represent an obstacle and redireprameurial activity (Klapper,
Laeven and Rajan, 2006). Already the establishroklatcompany is associated
with them and continues throughout the companfegyicle. Administrative bur-
dens facing a start-up can be measured by the murhipeocedures, time, costs,
and minimum capital required. For the purposes®fmpirical part of this paper,
we used the Doing Business database (Doing Busibats 2016) to analyse
public administration burdens applied to compadi@sng the first stages of their
lifecycles in EU countries. We focused on the fiifscycle stage — namely, start-
ing a business. The sample consists of all EU cmsnfor which the data on ad-
ministrative burdens for starting a company werailable (data were used for
28 EU countries). To observe the dynamic view ef ¢hanges in administrative
burdens for starting a company, data from yeard 22007, and 2016 were used.

Table 2 presents the initial data about admiristraburdens on starting
a business used in the analysis. The followingcairs for measuring adminis-
trative burdens in starting a business were useth@PBusiness, 2012):

« Number of procedures needed to establish a compemgh is defined as
any interaction of the company founders with exdeparties (e.g., government
agencies, lawyers, auditors, or notaries). Intevastbetween a company’s foun-
ders or officers and its employees are not couaseprocedures. Procedures that
must be completed in the same building but in d#ffé offices are counted as
separate procedures. If founders have to visitstrmae office several times for
different sequential procedures, each is countpdragely. Similarly, each elec-
tronic procedure is counted separately.

« Timeis measured in calendar days. The measure capheaesedian dura-
tion that incorporation lawyers indicate is necesda complete a procedure
with minimum follow-up with government agencies ara@extra payments. It is
assumed that the minimum time required for eackquiore is one day, except
for procedures that can be fully completed onlfoewhich the time required is
recorded as half a day. Although procedures cam pédce simultaneously, they
cannot start on the same day (that is, simultanpmsedures start on consecu-
tive days). A procedure is considered completea dhe company has received
the final documents.

« Costis measured as a percentage of the economy’s mpemcapita. It in-
cludes all official fees and data for fees for legaprofessional services if such
services are required by law. Fees for purchasmglegalizing company books
are included if these transactions are requireldvy
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« Paid-in minimum capital requiremengflects the amount that the entrepre-
neur needs to deposit in a bank or with a notafgrberegistration and up to
three months following incorporation and is recordiess a percentage of the
economy’s income per capita. The amount is typicslecified in the commer-
cial code or the company law.

Table 2
Initial Data on Administrative Burdens Indicators when Establishing Companies
Booromy 1 |3 |3 |8 |B |5 |5 |EE|B|S |9 |:iE
33 |8 |R |E§Y 358 R |Efg 398 |8 |ERS
0O | o % £09 0o Yy % £00| a9 Y% % £00o
8V E |8 |=2EN 8V E |8 |2V eNE |& |=ZE®
& |F |C |g2|& |F |© |&2 | |F |° |&2
Austria 8 25 6.1 656 8 | 25 5.6 59.6 g 22 0.3 131
Belgium 7 56| 11.1 2411 4 | 27 58 21.8 3 4 4., 17.2
Bulgaria 11 32| 104 86J7 9 | 32 7.9 63.9 4 18 0.7 0
Croatia 11 29| 16.9 2559 | 25 115 20.4 1 12 3.3  26.4
Cyprus na.| na. na n.aj njan.a. na.| n.a. (¢ 8 12.2 0
Czech Republic 10 40 10 41.40 | 24 8.9 36.8 § 15 6.7 0
Denmark 5 7 0 4918 4 6 0 4449 4 3 0.2 143
Estonia 6 72 8 53 6 35 51 343 |[335 13| 173
Finland 3 31 1.1 29)8 3 | 14 11 27.1 3 14 1 6.8
France 8 41 1.3 29125 7 1.1 0 5 4 0.4 0
Germany 9 45 59 49119 | 22 51| 46.2 9 105 18 339
Greece 15 38| 32y 135215 | 38 21.7 116 5 13 2.4 0
Hungary 6 52| 40.4 964 6 | 38 20.9| 74.2 4 5 7.3 477
Ireland 4 18| 104 0 4 13 a.3 D 46 0.2 0
Italy 9 23| 221 116 9 13 20 10.4 5 5.5 13. 0
Latvia 5 16| 10.1 45 5 16 35 261 |455 15 0
Lithuania 8 26 4 68 1 26 28 488 |[235 0.6 0
Luxembourg n.a.[ n.a n.a n.a 6 29 1L.9 226 | 18.5 2 22.6
Malta na. | na n.a n.a njan.a na.| na 19 28 10.7 1.4
Netherlands 7 9 13B 6726 8 7.2 623 4 4 4.6 0
Poland 10 56| 21 247(410 | 31 19.2| 204.4 4 30 12.2 11.4
Portugal 11 78| 12 404 7 6.5 7.9  38.7 3 2.5 2.p 0
Romania 6 29| 109 295 | 11 4.4 1.6 5 8 2 0.6
Slovak Republic| 10 103 9.4 50.39 | 27 4.8 39.1 9 11.5 15 18.%
Slovenia 9 60| 14 199 9 | 60 94| 54 2 6 0 41.8
Spain 10 138 16.8 17|910 | 60 16.2| 14.4 1 14 52 134
Sweden 3 16| 0.y 3853 | 16 0.7 33.1 3 7 0.% 12
United Kingdom 6 13 1 0 6 105 0.7 0 4 4.5 0.1 0

Notes * Number of procedure$ln days2 As % of the economy’s income per capftas % of the economy’s
income per capita.

Source:Doing Business Data (2016).

To ascertain similarities or differences amongntidas in terms of condi-
tions for starting a company, a cluster analysrs lma employed to group coun-
tries with similar conditions for starting a comgaand consequently establish
the areas of administrative burdens in which san@@vements can be made at
the national level. The cluster analysis methodegerally used to group data
with similar characteristics. It is an exploratiaealysis that tries to identify
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structures within the data. A detailed explanatbrthe cluster analysis can be
found in the methodological literature (e.g., Hatial., 2006; Xu and Wunsch I,
2008). According to Cramer (2003), a cluster analis often applied to deter-
mine how cases rather than variables can be graogether. The cluster analy-
sis procedure creates clusters from the obsenstiopplied that display similar
characteristics. To form these clusters, each wagen begins the procedure in
a separate group. Close observations are thenahadombined to form new
groups until only the desired number of groups iem@Yildiz, 2013). The clas-
sification of similar objects into groups has alegyjayed an essential role in
science. Not only for identifying a structure atitgaresent in the data, but also
for imposing a structure on a more or less homogeneata set that has to be
split up in a rational way. Therefore, a clustealgsis is quite different from
a discriminant analysis in that the former actualiyablishes the groups whereas
the latter assigns objects to predefined groupsiffidan and Rousseeuw, 2005).
The cluster analysis in our paper was performerktluce the complexity and
compare EU countries’ administrative burdens ings&blishing phase (visual-
ize countries’ positioning). Rather than examinc@untry-level indicators in
isolation, clustering offers the opportunity to@hetine which countries are simi-
lar and explore the relationships between variabtesng cluster membership.
Understanding heterogeneity between EU countrideemé easier to diagnose
economic (in-)efficiency. Such a cluster-based apgh offers a new way of
dividing and understanding economies and formujabetter policy measures
and actions.

The first step in our analysis used the agglomardiierarchical clustering
process; in the second stepk-means non-hierarchical clustering process was
employed. Each indicator in Table 2 was used séggrim the cluster analysis.
The clusters were formed using Ward’s minimum varéapproach to ensure
the least within-cluster variation.

3. Data Analysis and Results

The hierarchical cluster analysis using squaredi@an distance and Ward
linkage was performed on a sample in order to deter the appropriate number
of clusters. Because the data from four measumdidators have different mean-
ings and are measured on different scales, it wasppropriate to include all
indicators in one process at the same time. Anaihton was to standardize all
data, but this would lead to the deviation amongatdes being lost and the
results losing their variability. Therefore, we mied to conduct a cluster analysis
for each indicator separately. According to théiahiprocess of the hierarchical
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clustering process, we decided to use three chigtereach indicator. In the next
step, we used lameans cluster analysis to extract three clustérs.results are
represented for each indicator used in the anal@issters are indicated from
1 to 3, where cluster 1 includes countries fachegyfewest burdens when estab-
lishing a company and cluster 3 includes countwéh the most burdens for
each indicator. The summarized results of the efustalysis for the all indica-
tors when establishing a company in years 20047 28(d 2016 are presented in
Table 3.

Table 3
Results of Cluster Analysis for Each Indicator in Years 2004, 2007, and 2016
Procedures Time Cost Capital
Final No. of Final No. of Final No. of Final No. of
Clusters cluster | countries | cluster | countries| cluster | countries| cluster | countries

centres | incluster | centres | in cluster | centres | incluster | centres | in cluster
2004 2004 2004 2004 2004 2004 2004 2004

Cluster 1 5 11 21 13 6 14 20 12
Cluster 2 10 13 54 10 15 9 68 12
Cluster 3 15 1 121 2 37 2 247 1
Procedures Time Cost Capital
Final No. of Final No. of Final No. of Final No. of
Clusters cluster | countries | cluster | countries| cluster | countries| cluster | countries

centres | incluster | centres | incluster | centres | in cluster | centres | in cluster
2007 2007 2007 2007 2007 2007 2007 2007

Cluster 1 5 13 11 11 3 14 13 11
Cluster 2 9 12 29 13 9 7 54 14
Cluster 3 15 1 60 2 20 5 204 1
Procedures Time Cost Capital
Final No. of Final No. of Final No. of Final No. of
Clusters cluster | countries | cluster | countries| cluster | countries| cluster | countries

centres | incluster | centres | incluster | centres | in cluster | centres | in cluster
2016 2016 2016 2016 2016 2016 2016 2016

Cluster 1 3 15 5 16 1 19 1 15
Cluster 2 6 9 14 9 6 5 17 10
Cluster 3 9 4 27 3 12 4 41 3

Source:Authors’ calculation.

The results indicate that, in 2004, cluster 1tfm indicatorProceduresin-
cludes 11 countries characterized by the lowestbeuraf procedures (5 on ave-
rage). In 2004, these countries had to fulfil thteeseven procedures to estab-
lish a company. Cluster 2 consists of 13 countrésglired to fulfil 10 proce-
dures on average (between 8 and 11) in the samel®@aever, cluster 3 — with
the highest number of procedures — contains only @untry (i.e., Greece),
which was required to fulfil 15 procedures in 2G04establish a company. To
compare the same indicator in year 2007, 13 casmtrad the fewest procedures
(cluster 1) to fulfil (i.e., 5) on average. Comphte 2004, in 2007 differences
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emerged only in cluster, which comprised 12 coastand 9 procedures on aver-
age. Furthermore, cluster 3 still had only one ¢gurequired to fulfil 15 proce-
dures in 2007, and it was still Greece. A noticealviprovement in reducing the
number of procedures occurred in 2016: Clustercluded 15 countries with
3 procedures on average, cluster 2 included 9 desnwith 6 procedures on
average, and cluster 3 had 4 countries and 9 proeedn average. The progress is
seen particularly in the last observed periodraktiwhen cluster 3 countries had
to fulfil only 9 procedures on average, while in0Z0both cluster 2 and cluster
3 countries had to fulfil 15 procedures. Improvemmeas also evident in cluster 1,
which required 5 procedures in 2004 and 2007 blyt®im 2016 on average.

For the indicatoiTime the differences are even bigger. Cluster 1 (I#€o
tries) took 21 days on average to establish a cogpnpa2004. In the same year,
cluster 2 (10 countries) took 54 days and clusté& 8ountries) took 121 days.
By 2007, a significant reduction in the durationestablishing a company was
evident, especially among those with the highesatthn: cluster 3 (2 countries)
took 60 days, cluster 2 (13 countries) took 29 dawsl cluster 1 (11 countries)
took 11 days on average. The time was further edilny 2016, when cluster
1 needed only 5 days on average to establish aammpluster 2 (9 countries)
needed 14 days, and cluster 3 (3 countries) negdédys. Thus, in the majority
of EU countries, the time needed to establish apemy during the observed
period was reduced — so much so that the shoitest(P1 days) on average in
2004 became almost the same as the longest tin#da{&j on average in 2016.

The indicatorCostincludes all expenses in the process of estabtishicom-
pany and is measured as a percentage of the ctirtcpme per capita. This
indicator also improved during the observed perind004, cluster 1 (14 coun-
tries) needed 6% of the economy’s income per capitaawverage to establish
a company, cluster 2 (9 countries) needed 15%,chusder 3 (2 countries) re-
quired 37%. In 2007, cluster 1 (14 countries) ndetté of the country’s income
per capita, cluster 2 (7 countries) required 9% aluster 3 (5 countries) re-
quired 20% on average. These required expensegadec even further by
2016: Cluster 1 (19 countries) needed only 1% efabuntry’s income per capi-
ta on average, cluster 2 (5 countries) needed 6fb,chuster 3 (4 countries)
needed 12%. The costs for establishing a compaelindd in all countries from
2004 to 2016, but only one country in the EU haexyenses in 2016: Slovenia.

Similarly, the indicatoMinimum Required Capitdbr establishing a compa-
ny is measured as a percentage of the economypsmper capita. In 2004, the
required capital for establishing a company wastiragly high compared to
2007 and 2016. In 2004, cluster 1 (12 countrieghired 20% of the country’s
income per capita for capital on average, clustét22countries) required 68%,



1008

and cluster 3 (1 country: Poland) required 247%haugh by 2007 it has al-
ready decreased, it was still considerably aboeeatferage and the same coun-
try was still in cluster 3, requiring 204% of theuaitry’s income per capita on
average in capital to establish a company. Meamywiluster 2 (14 countries)
required 54% and cluster 1 (11 countries) requir&¥. By 2016, huge progress
had been made in lowering the required capitalst&hul (15 countries) required
1% of the country’s income per capita on averagester 2 (10 countries) re-
quired 17%, cluster 3 (3 countries) needed 41%y @nthe last observed year
was the difference among EU countries’ requiredtahfp establish a company
reduced.

The detailed cluster analysis, examining singtkciaitors as well as a dynam-
ic point of view, clearly shows a diminishing ofrahistrative burdens during
the time, but there are still important differenbestween countries with the low-
est and highest burdens when establishing a compé&eycluster for each coun-
try and indicator during the observed period ofetiare presented in Table 4.
Together with the data in Table 2, relative changedurdens for starting
a company during the observed time for each cowatnybe identified.

Although the efforts at the EU level to minimizepgrevent different types of
burdens for companies are very intensive, someneahke differences still exist
at the country level. The analysis provided by ¢oes and their relative per-
formance to other EU countries shows a mixed pectdiheSum of clusters
column in Table 4 shows the summarized result o$tek membership for all
four indicators, where countries in cluster 1 hthesleast burdens for a particu-
lar indicator and countries in cluster 3 have toerpst results or the highest
administrative burdens. This column representsstime of cluster memberships
for all indicators, which could be between 4 andb&2ause there are four indi-
cators ranging from 1 to 3; the lower the sum,kdbtter the result for the particu-
lar country. In addition, in the last column couigdrwere grouped into three
groups. Countries with four to five cluster memibgrs were marked as “best”,
those with six to eight were marked as “middle”ddhose with nine and ten
were marked as “worst” for each year. However, risative performance to
other countries could abolish the improvement phdicular country and even
lead to membership in a cluster with the pooresilts.

To get insights into the changes in particularntguand compare it with
other countries in the EU, a detailed analysisseatial.

Austriais one of the countries whose relative performamoesened during
the observed period. This country did not redueerthmber of procedures, the
time needed to establish a company shortened Iglighin 2007 to 2016, and the
required capital was significantly reduced. Howetleese small changes lowered
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Austria’s relative performance compared to other &luntries, and it cluster
membership changed towards clusters with lowerligsconsequently chang-
ing its position from a country with middle barse(in 2004 and 2007) to
a country with the most barriers (in 2016).

Belgiumreduced barriers to establishing a company; mesbitytened the time
needed to establish a company, and reduced theegqapital. However, com-
pared to other countries, its position in 2004 20d6 was among countries with
middle barriers while in 2007 it was among the ¢das with the least barriers.

Bulgaria was among countries with middle barriers to eihlilg a compa-
ny in 2004 and 2007, but its relative position Waser in 2007 because it im-
plemented small improvements. In 2016, it was amuogntries with the least
barriers, mainly because of the reduced cost @béshment and lowered re-
quired capital.

Croatia faced middle barriers all three observed yeart) wivery moderate
reduction of all four types of barriers to estdtilg a company. Consequently,
its relative position did not improve. The data @yprusare available only for
2016, when it was positioned among countries wiididihe barriers.

TheCzech Republigzvas among countries with middle establishmentidyarr
in all three observed years, but its relative pasitvorsened over time. Alt-
hough the required capital was minimized, the otheee indicators were not
reduced enough; in particular, procedures and tonestablish a company re-
mained high compared to other countries.

Denmarkhad few barriers; consequently, it was among thenties with
the lowest barriers in all observed periods. Ohly indicator required capital
for the establishment of a company was somewhdt, hpgsitioning Denmark
in cluster 2, but other indicators positioned itinster 1.

Estoniawas among countries with middle barriers in 2004 2007, while in
the last period it made huge improvements andipasid itself among the coun-
tries with the least barriers. It made the mostrompments in shortening the
time needed to establish a company and reducingethered capital.

Finland was among countries with the lowest barriers irobserved years.
However, its position in the time indicator worsdrmkiring the last period, posi-
tioning it in cluster 2 in 2016, because it did imaprove this indicator during
this period. However, all other indicators wereatigkly low compared to other
countries; therefore, its position was still amaing best countries.

France was among countries with middle barriers in 208dwever, impro-
vements made by 2007 shifted it to the countrigh Wie least barriers — a po-
sition it maintained in 2016 as well. Barriers wetestly reduced by shortening
the time needed to establish a company and mimiittie required capital.
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Table 4
Cluster Membership for Each Indicator in Years 2004 2007, and 2016
Country CIusFer membership ' sum of Il;s:/r?;rosf
Year | Procedures Time Cost Capital | clusters
2004 2 1 1 2 6 Middle
Austria 2007 2 2 1 2 7 Middle
2016 3 3 1 2 9 Worst
2004 1 2 2 1 6 Middle
Belgium 2007 1 2 1 1 5 Best
2016 1 1 2 2 6 Middle
2004 2 1 1 2 6 Middle
Bulgaria 2007 2 2 2 2 8 Middle
2016 1 2 1 1 5 Best
2004 2 1 2 1 6 Middle
Croatia 2007 2 2 2 1 7 Middle
2016 2 2 1 2 7 Middle
2004 - — = = =
Cyprus 2007 = = = = = =
2016 2 1 3 1 7 Middle
2004 2 2 1 2 7 Middle
Czech Republic 2007 2 2 2 2 8 Middle
2016 3 2 2 1 8 Middle
2004 1 1 1 2 5 Best
Denmark 2007 1 1 1 2 5 Best
2016 1 1 1 2 5 Best
2004 1 2 1 2 6 Middle
Estonia 2007 1 2 1 2 6 Middle
2016 1 1 1 2 5 Best
2004 1 1 1 1 4 Best
Finland 2007 1 1 1 1 4 Best
2016 1 2 1 1 5 Best
2004 2 2 1 1 6 Middle
France 2007 1 1 1 1 4 Best
2016 2 1 1 1 5 Best
2004 2 2 1 2 7 Middle
Germany 2007 2 2 1 2 7 Middle
2016 3 2 1 3 9 Worst
2004 3 2 3 2 10 Worst
Greece 2007 3 2 3 2 10 Worst
2016 2 2 1 1 6 Middle
2004 1 2 3 2 8 Middle
Hungary 2007 1 2 3 2 8 Middle
2016 1 1 2 3 7 Middle
2004 1 1 1 1 4 Best
Ireland 2007 1 1 1 1 4 Best
2016 1 1 1 1 4 Best
2004 2 1 2 1 6 Middle
Italy 2007 2 1 3 1 7 Middle
2016 2 1 3 1 7 Middle
2004 1 1 1 2 5 Best
Latvia 2007 1 1 1 1 4 Best
2016 1 1 1 1 4 Best
2004 2 1 1 2 6 Middle
Lithuania 2007 2 2 1 2 7 Middle
2016 1 1 1 1 4 Best
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2004 - - -
Luxembourg 2007 1 2 2 1 6 Middle
2016 2 2 1 2 7 Middle
2004 - - -
Malta 2007 - -
2016 3 3 3 1 10 Worst
2004 1 1 2 2 6 Middle
Netherlands 2007 1 1 2 2 6 Middle
2016 1 1 2 1 5 Best
2004 2 2 2 3 9 Worst
Poland 2007 2 2 3 3 10 Worst
2016 1 3 3 2 9 Worst
2004 2 2 2 1 7 Middle
Portugal 2007 2 1 2 2 7 Middle
2016 1 1 1 1 4 Best
2004 1 1 2 1 5 Best
Romania 2007 1 1 1 1 4 Best
2016 2 1 1 1 5 Best
2004 2 3 1 2 8 Middle
Slovak Republic | 2007 2 2 1 2 7 Middle
2016 2 2 1 2 7 Middle
2004 2 2 2 1 7 Middle
Slovenia 2007 2 3 2 2 9 Worst
2016 1 1 1 3 6 Middle
2004 2 3 2 1 8 Middle
Spain 2007 2 3 3 1 9 Worst
2016 2 2 2 2 8 Middle
2004 1 1 1 1 4 Best
Sweden 2007 1 1 1 2 5 Best
2016 1 1 1 2 5 Best
2004 1 1 1 1 4 Best
United Kingdom 2007 1 1 1 1 4 Best
2016 1 1 1 1 4 Best

Source:Authors’ calculations.

Germanywas among countries with middle barriers in 200d 2007, but in
2016 its relative position changed to be among:thetries with the most barri-
ers. During the observed period, this country maalg minor changes, mainly
reducing the time to establish a company and loweihe required capital, but it
did not change the number of procedures. Consdguartmpared to other
countries, its relative position worsened.

In 2004,Greecehad the most barriers of all countries, leadidgo#iers in
the capital required to establish a company; istem in 2007 was still among
countries with most barriers. However, in 201éniihimized the capital required
and reduced the costs of establishment; conseguéstposition improved to be
a country with middle barriers.

Hungaryalso faced middle barriers in all observed yelansiostly improved
the number of procedures and time needed to esttablcompany, but the cost
of establishment and required capital remainedivelst high compared to other
countries.
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Both Ireland and theUnited Kingdomperformed well in all observed years.
The requirements of both countries were quite simivith as few barriers to
company establishment possible, placing them igteful in all indicators and
all years.

Italy faced middle barriers and relatively worse resfdtsthe cost of estab-
lishment in 2007 and 2016, although improvementeweade in all indicators.

Latvia also had low barriers and improved its conditionall observed years
by reducing all indicators to minimize barrier2l6.

Lithuaniaimproved its position from being a country withdaliie barriers in
2004 and 2007 to a country with the least bariie2016, placing it in cluster 1
in all four indicators.

For Luxembourgdata were available for 2007 and 2016, when & armong
countries with middle barriers, although it perfednrelatively worse in 2016
than in 2007. It reduced barriers mostly by lowgtine costs of establishment.

For Malta, data were available only for 2016, when it waamcountries
with the most barriers. It was categorized in @dust for number of procedures,
required time, and costs of establishment but etustfor required capital to
establish a company.

The Netherlandsmproved its position from having middle barriéns2004
and 2007 to having the least barriers in 2016.dstiy improved the required
capital, which was minimized in 2016, while all ethndicators only moderately
improved during the observed period.

Poland performed the worst in all observed years. Althoitlgmproved in-
dicators, the changes were relatively small congbdceother countries. The
amount of required capital was among the highe200¥ and 2007; it was con-
siderably lower in 2016. However, costs of estainlisnt and required time re-
mained relatively high, resulting in Poland beimgoag the countries with most
barriers in the EU.

Portugalimproved its position from facing middle barriéns2004 and 2007
to having the least barriers in 2016 by improvitidaur indicators.

Romaniaalso had the least barriers in all observed yems,it still had
slightly more barriers than Ireland or the UK.

Slovak Republienostly improved the time required to establisiomgany
and modestly improved the other three indicatomvextheless, it remained in
the group of counties having middle barriers iroéerved years.

Meanwhile,Sloveniawas among countries with middle barriers in 2004 a
2016 and with the most barriers in 2007. Althougteduced the number of pro-
cedures from 2007 to 2016 and significantly shartetihe duration of company
establishment, the required capital increased f20®4 to 2007 and remained
relatively high in 2016, positioning Slovenia iretmiddle.
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Spain performed similarly to Slovenia, being categorizzedong countries
with middle barriers in 2004 and 2016 and amonghtdes with the most barri-
ers in 2007. HoweveGpainstill performed worse than Slovenia in terms @& th
number of procedures, required time to establisbrapany, and costs of estab-
lishment; it performed better only in required ¢abi

Swedenranked among the best countries in all observedsyeut it per-
formed slightly worse than the best two countrias,(Ireland and the UK).

Conclusions

Based on the empirical analysis of the EU cousitiikis paper provides in-
sights into the differences in administrative burslevhen establishing compa-
nies and into the changes occurring in this fietwht 2004 to 2007 and 2016.
Using the cluster analysis, we formed three clgséenong the 28 EU countries
and analysed four indicators that measure admatiiggr burdens when establish-
ing a company. The results showed noticeable imgmant in all four examined
indicators of administrative burdens: a reduced emof procedures, a huge
improvement in reducing the duration of establighincompany, fewer required
expenses for establishing a company, and less reghudapital to establish
a company. A clear diminishing of administrativerdens was evident from
2004 to 2007 and 2016. Therefore, we can confirmfiost hypothesis that EU
member countries have reduced their administrdiiuelens and consequently
made better conditions for starting a company dutite observed years. How-
ever, important differences remain between countsigh the lowest and highest
burdens to establish a company.

The country-level analysis revealed that the indaperformance of some
countries worsened even when an absolute reduofidourdens occurred. For
example, Austria’'s and Germany’s relative perforogamvorsened during the
observed period whereas Ireland and the United dGngperformed the best in
all observed years. Requirements for company estetént in both of the latter
two countries are quite similar, with as few bagias possible. As a result, they
performed the best in all segments and in all aleskyears. The countries with
the least barriers in all observed years also dedduDenmark, Finland, Latvia,
Romania, and Sweden. Six countries faced middledoarin all observed years;
they moderately reduced barriers compared to abentries or improved only
particular segments of barriers. Poland is the apnlyntry to have the most bar-
riers in all three observed years. Although it ioyd all indicators, the changes
were relatively small compared to other countriglsus, we can conclude that
EU countries do not have equal administrative msade all segments (processes,
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time, costs, and capital) when establishing congmariturthermore, the analysis
of each country showed that some countries charigenl position among
groups while others did not.

Therefore, the second hypothesis — namely, easéreéd country does not
belong to the same group of countries for each sagifprocesses, time, costs,
and capital) and observed year — can only be parganfirmed. Although the
role of the EU is to accelerate changes in miningzexisting and preventing
additional administrative burdens at the natiopgakl, member states implement
changes differently. When observing the conditiand progress in administrative
burdens, differences and similarities are evidambrag countries. National
economies have to find an appropriate level of adstrative burdens to foster
entrepreneurial activity and simultaneously retairsuitable minimum level
of administrative procedures and costs to ensusétutional protection and
overview.

The results provide important information in sedevays. First, although the
EU should represent a single market and consequirglconditions for estab-
lishing a company should be similar, the differenaenong the observed coun-
tries are remarkable, particularly when it comethofirst phase of the company
lifecycle, which has received the most attentiontret EU level in previous
years. This is an important sign for the Europeamm@ission as it indicates
which countries and which areas require speciahatin as well as which coun-
tries should introduce additional measures. Sedwoonh entrepreneurs’ point of
view, this analysis provides a detailed comparisbadministrative burdens in
different EU countries. It is relevant for potehtigtrepreneurs and companies
which intend to internationalize and are scanniogntries for potential resi-
dence for a new company. They can compare adnatiigrburdens in different
countries according to their preferences for theadrtance of each measured
indicator, thereby helping them make two decisiavisether to establish a com-
pany in a particular country based on identifiedhauistrative burdens and in
which country to establish a company based on gaason of administrative
burdens. Third, from a national policy point of wiewhich affects the level of
administrative burdens, this paper provides a bmack for each indicator
measuring administrative burdens. Based on thdtsegwlicymakers can posi-
tion themselves in a particular place or leveldach indicator where they want
to position a country and compare themselves watintries with similar condi-
tions for each indicator.

However, further research using various corretatioalyses could provide
additional evidence, offering better insights i@ administrative burdens to
establishing companies. One such possibility wdgdlinking administrative
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burdens with other measures (e.g., level of conggm@ntrance, new company
establishment levels). Moreover, a similar emplrigaalysis using a cluster

analysis could be useful in companies’ later lifdeystages, such as operating
and closing a company. Almost all the countrieslyesaal in the current study

implemented most of the initiatives and conditioeguired to establish a com-

pany. However, establishing a company is a one-tintetherefore, administra-

tive burdens for operating companies are just goitant because they affect
business on a daily basis.
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