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The Indirect Influence of Business Regulations on Corruption

Both entrepreneurship and corruption
are important factors in the way to
establishing a competitive economic strategy
of the country. Therefore all over the world
steadily policy and regulatory reforms are
being implemented in order to develop the
Entrepreneurial Environment. Nevertheless
the above carried out analysis shows that at
the same time for developing countries i.e.
like the Republic of Armenia the halfway
battle could be managing the level and
diffusion of corruption and bureaucracy as
well as promoting genuine competition in
the economy.
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During the recent years there has been
undeniable growing interest among the
entrepreneurial scholars in the effects of
business regulations on economic welfare
(Nicoletti & Scarpetta, 2003) and particularly
on entrepreneurship (Stel et al, 2007). This
becomes especially vital why the other major
impact factors on entrepreneurship such
as socio-psychological (cultural) in spite of
huge importance (Hayton et al., 2002) are
more resistant and less change addicted per
se during the same timeframe.

Hence without neglecting the other
impact factors such as developed
infrastructure that is availability of financial
resources, attractiveness of taxation system,
political stability, geographical position and

etc., adopting the “best” configuration of
monetary (i.e. start-up costs and start-up
minimum capital) and non-monetary (i.e.
time and procedures) business regulations
is a basis for forming a favourable
entrepreneurial environment. Afterwards
this combination outlines the success of
country’s entrepreneurial environment and
the competitiveness level of its participants’
in the world economy.

The administrative framework is indeed
important for market entrants and their
further performance. That is why worldwide,
114 economies implemented 238 regulatory
reforms in 2012/13 making it easier to do
business (The World Bank 2012, 2013). For
example, Doing Business ranks countries
business indices according to the regulatory
environment’s conduciveness to the starting
and operation of a local firm. Interestingly,
some countries listed in the top ten of
Starting a Business (e.g. Armenia 6, Rwanda
9, and Azerbaijan 10) are far beyond in Ease
of Doing business (e.g. Armenia 37, Rwanda
32, and Azerbaijan 70). Thus attractive
Business Regulations for start-ups seems
not to guarantee per se an overall wealthy
Entrepreneurial System.

Since De Soto (1989) one set of studies
advocates free market entry in line with
political and economic institutions as key
determinant for economic growth. While
analysing the role of policy and institutions
for productivity and firm dynamics
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Scarpetta et al. (2002) find significantly
lower entry rates because of more rigid
administrative and sector specific product
market regulations. Furthermore they
argue that the rate of entry of small and
medium enterprises is negatively related
to the number of regulations. Taking into
consideration the aforementioned simplifying
the entry and exit regulation seems way-out
for entrepreneurship development.

However the whole picture isn’t so
trivial, one model cannot ideally fit to all
the countries and industries whatever
good it were. Reality turns out to be
more nuanced—there can be no a priori
assumption that an industry in a particular
region of a country will benefit from or
be harmed by liberalization (Aghion et al.,
2005).Van Stel et al (2005) suggest paying
more attention to difference in countries’
economic development rate as clue for
policy efficiency. They find that the effect on
economic growth of entrepreneurial activity
by nascent entrepreneurs and owner/
managers of young businesses mostly varies
according to the economic development
stage of the countries’.

Gann et al (1998) suggest looking at
the question from different angles. They
conclude when “performance-based”
building regulations are treated as static sets
of technical requirements, their effect is

similar to more traditional prescriptive forms
of regulation. A more progressive approach
is possible in which regulations can be used
as part of a portfolio of policies aimed at
improving firm performance. In this respect
the economic literature suggests that one of
the main deterrents for Entrepreneurship
could be considered bureaucracy (Block
et al., 2008) and corruption (Anokhin &
Schulze, 2009).

In fact, in order to evade the red tape
of regulations in highly regulated markets
entrepreneurs look for other, sometimes
illegal possibilities to accelerate the firm
registration. Dreher & Gassebner, 2011 state
that the existence of a larger number of
procedures required to start a business, as
well as larger minimum capital requirements
may generate corruption in highly regulated
economies. In addition to higher corruption
and larger unofficial economies, countries
with heavier regulations of entry do not
have better quality of public or private
goods. Vice versa countries with more
democratic and limited governments have
lighter regulation of entry (Simeon Djankov
et al., 2002). Thus existence of the red tape
of regulations required to start a business
may generate great corruption and a larger
unofficial economy.

TABLE 1
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Transparency International reminds that
the abuse of power, secret dealings and
bribery continue to ravage societies around
the world (Transparency International).
Indeed as we can see in the Table 1 Bribery
and Corruption are still essential problems
for the Entrepreneurs in the Republic of
Armenia, as well as in the whole region with
some proviso to Georgia. Therefore in line
with the Entrepreneurial efficiency by the
government appropriate attention should
be paid to the diminution of illegality in
the sector.

Bardhan (1997) mentions while
corruption in one form or another has
always been with us, it has had variegated
incidence in different times at different
places and with varying degrees. The
theory and evidence suggest that efforts
to foster entrepreneurship and innovations
within an economy will be more productive
if accompanied by policy reforms aimed
at controlling corruption. Inasmuch as
entrepreneurial and innovative activity
may contribute to the accumulation of
economic welfare, such efforts may serve
a greater goal of contributing to economic
development (Anokhin & Schulze, 2009).
According to Schleifer and Vishny (1993),
corruption may be costly for the economic
development and they argue that economic
and political competition can reduce the
level of corruption and its adverse effects.
Moreover the negative association between
corruption and growth, is significant in both
a statistical and an economic sense (Mauro,
2008) and better control of corruption
will also be associated with rising levels of
innovation and entrepreneurship (Anokhin
& Schulze, 2009).

Moreover Greve & Salaff, 2003 explain
while establishing a firm an important role
plays social relations. Entrepreneurs use
their social capital to access resources in
each phase of the establishment process
and there is a high proportion of family
members in their networks. And those with

the highest proportion rely less on outsiders
elevating trust. And some manifestations of
trust in these networks can have not only
positive but also negative implications for
corruption. Namely a positive influence
of a high trust in friendship and kinship
influence on the probability of becoming
engaged in corrupt dealings (Tonoyan,
2005). Also, where social networks are
narrowly defined, obligations are unlikely
to interfere with the performance of
public duty. Social networks and personal
relationships are strong ties which prevent
people from transferring to the official
economy (Schneider 2005) and forming
network corruption (Granovetter, 2007).
Finally, viewing illegal business activities
as a widespread business practice provides
the rationale for entrepreneurs to justify
their own corrupt activities (Tonoyan et al.
2010).

Taking into consideration the above
mentioned we come to a conclusion that it is
crucial not only to promote Entrepreneurship
but prevent its possible consequences
such as corruption and illegality as well. In
regard to the Republic of Armenia a possible
solution could be cutting back the red tape
of regulations simultaneously encouraging
the genuine competition in the sector.
Another important point for developing
countries could be the establishment of
good governance and the consistency
of implementation of continuous policy
reforms in Entrepreneurial environment.
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KOCBEHHOE BINWAHNE PEIYINNPOBAHNA COEPLI BU3HEC HA KOPPYTILINIO
APAM CMUMOH/IH

Mexcoynapoonuuii Hayuno-obpasosamenvhbiii yenmp Hayuonasvhoti Axkademuu Hayk Pecnyoauku
Apmenus, 3amecmument 3a6e0y0ule20 Kagpeopoli SKOHOMUKY, KAHOUOAM IKOHOMUHECKUX HAYK

Kax mpeArpuHUMATEIbCTBO, TaK M KOPPYIILUS SIBJIATCS BaXKHBIMU (aKTOPaMH Ha IIyTH OC-
HOBaHUSI KOHKYPEHTOCITOCOGHOM SKOHOMHUYECKOMN TOJIMTUKY CTPaHbl. [103TOMY BO BCeM MHUpe IOC-
TOSIHHO OCYIIECTBJISIIOTCSI IIPOIPaMHble ¥ HOPMATHBHO-IIPAaBOBbIe pedopMbI B IIEISX Pa3sBUTHSI
MPeAIPUHUMATEECKON Ccpeibl. OHAKO e, KaK MOKa3bIBaeT MPOBEJIEHHBIN aHAIU3, MTAPAJUIETbHO
pedbopMaM B pa3BHUBAIOIINXCS CTPAaHAX, HAIIPUMED TaKHX, Kak Pecry6irika ApMeHHUs 3aJI0T ycIexa
JISKUT B YIIPaBJICHUH YPOBHEM M PACIIPOCTPAHEHHEM KOPPYIILIUU U GIOPOKPATHH, a TaKKe B CTH-
MYJIMPOBaHUY peajbHON KOHKYPEHIINH B SKOHOMHUKE.
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Snroururnr@E3UL NLNNSh yureudnrnruLsNh ULNRIUYH
uREsNha3NnLL YNMNRMShU3h 4Nu

U/ruU UhUNL3BL
L& QUU Fupuwlpppwlpun dhowqquyhte Yliuppnt, nuuwunu, plupluwqppnipun phlliiudon

Gy atnuwpyuwhpmpmup, U ynoniygghwt Juplunp gnpénuutip Bu tpyph dpgniuwy
nunbuwjut nwqiujupmpjut dhuynpiwt fwuwywphhu: Munh nno wpjuwuphnid atin-
twpumhpuuu dhowduyph pupbjudwt tyumwlny wguppbpupup hpujuwiwgynmd
Eu husybu wwhiwgowghu, wjuybu b unpiunhyuwhpujujutu jupquynpmdutiph pupb-
thnfunidubp: Gumwdbuwyuhy, husybu gnyg E wmwhu hpwwuwguws yhpnionipniun,
vhlunyu dwdwuwl qupqugnn tpyputph hwdwn, husyhuhu ophuwl” {wjwuwmwuh Lwu-
puybnnipyniuu b, hwmonnnpjuu qgpujuljuu Jupnn § hwunhuwuw) pmpnpumphugh b
Ynnniyghuyh whnjuénipjut wumhwuh Junwywpnidp, husytiu twl' nne mumbunmpjuu
dwuynmwpny hpwluwu dpgquljgnipjut fupuwunidp:

Znnywsh ubpjuyugdwu wwptiphy’ 19.02.2015
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