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challenging result emerged regarding judicial independence, as it was found to have a statistically insignificant
influence. The empirical discoveries presented in this research have significant implications for policymakers
in the analyzed countries. Furthermore, the results provide valuable insights for policymakers regarding the im-
provement of existing national policies and addressing deficiencies that may negatively affect economic freedom.
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Muhamet J. Spahiu et al. When Justice Fails to Matter: Judicial Independence and Economic Freedom in Western Balkan Countries

1. Introduction

This article discusses how some judicial indicators impact trade balance and econom-
ic freedom. Many authors study economic balance, and there is always more to do.
Despite the unambiguous behavioral benefits of regulations limiting people’s freedom,
other psychological implications may be less readily apparent but equally useful or sig-
nificant to policymakers. Aksoy et al. (2020), for instance, emphasize that regulations
have the power to shape people’s perceptions of the topics they regulate. Even while
market-economic systems are superior to other systems in producing material resources,
they can, for example, be distinguished by disparities in wealth and income. According
to Berggren and Nilsson (2020), some people can earn and accumulate more resources
than others if they are better equipped to take advantage of the opportunities a mar-
ket economy provides. According to the analysis conducted by the researcher Stryzhak
(2025), in the Western Balkan countries and beyond, multidimensional variations have
been observed both in the direction and strength of causality between institutional com-
ponents (such as human capital and control of corruption) and economic growth, in the
context of their potential candidacy for European Union membership. The independence
of judicial systems is fundamental to economic development since it helps in protecting
property rights and the effective enforcement of contracts. Such a policy fosters a more
predictable investment environment, reduces regulatory trade barriers, and ultimately
leads to an increased economic freedom (Touchton & Tyburski, 2022; Abouharb, 2013).
These conclusions are further promoted by effective institutions that provide simplicity
in governance and sound legal regulations to businesses and investors (CiZo et al. 2020).
The recent research highlights that gender diversity in business boards has economic
advantages, in particular, in the settings in which the judicial system works efficiently
and the regulatory frameworks are effective, protecting property rights and ensuring that
markets are accessed fairly (Gavana et al. 2023). Additionally, Salifu et al. (2024) com-
pleted a balancing analysis looking at the effect of legal systems and the enforcement of
property rights on the financial markets and financial institutions in Sub-Saharan Africa,
by employing the GMM and SURE approach. The discoveries of the research reveal that
sound legal systems and property rights lead to financial development and reinforce the
premise that trade openness and elimination of restrictive barriers are a driving force to
economic freedom and competitiveness.

The Western Balkans is a region marked by a challenging transition to the market.
For over 25 years, the Economic Freedom Index (EF) has demonstrated that economic
openness benefits people worldwide. The same is true for nations that remove trade
restrictions and permit unrestricted international trade (Smith, 2020). Starting with this
perspective, evaluating the EF has long been common in certain domains, including
multivariable statistical analysis and econometric analysis (Atan et al. 2024). The legal
systems of the Western Balkans are leading the way in the balancing of economic free-
dom with the efficiency of the judiciary. Aiming for European Union integration, these
countries have the dual challenge of reforming their judiciaries and developing EF that
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could spur growth and attract foreign investment. The main prerequisites for European
Union admission are the rule of law, independence of the court, and efficiency of legal
institutions (Boskovi¢, 2021). A stable environment that promotes the expansion of eco-
nomic activities as a means of supporting EF is created in great part by this legislative
framework. Nonetheless, more recent objective data on Judicial Independence (J1), both
de facto and de jure, clearly support earlier findings that de facto JI is robustly and ex-
tremely significantly connected with economic freedom, but de jure J1 is not systemati-
cally related. Furthermore, the institutional environment affects the impact of de facto J1
(Voigt et al. 2015). Successful market economies, for instance, rely on governments that
protect private property rights. Safeguarding private persons from the state’s capricious
violations of their rights may be even more crucial for sustained economic growth than
the public enforcement of private contracts (Acemoglu & Johnson, 2005). Nowadays,
the Gender Disparities Index (GDI) has significantly improved the workforce and also
affected another balance, which exerts a significant impact on balancing the economic
freedom (Misra & Kumar, 2023). This is consistent with the overall evidence in the
world: an increased female labor force participation has been reported to strongly im-
prove productivity and institutional trust, both of which are associated with an increased
economic freedom in the OECD economies (Cuberes & Teignier, 2016). In the same
spirit, the IMF has in recent years focused its studies on gender gaps in the labor market,
while noting that, in certain countries, these could increase the GDP by up to 35% (IMF,
2018). Gender inclusion is, therefore, a social justice aim as well as an economic liberal-
ization driver. However, there are many barriers stated by the governments or public and
private institutions. Economic stakeholders are protected from the unanticipated effects
of unexpected policy changes, non-tariff barriers, corruption, and preferential treatment
of certain companies or sectors by the stronger oversight mechanisms that democracy
inherently provides over government power and the economy (Bjernskov & Schroder,
2023).

This article aims to bridge the gap in the understanding of the interplay between
judicial independence, economic freedom, and trade balance in transition economies,
and specifically the Western Balkans. It is of relevance to stress that this research is
unique, particularly for the economies studied, but it may contribute to transition econ-
omies or economies that possess equivalent characteristics. It analyzes the effect of ju-
dicial independence and institutional robustness on the economic performance of these
economies, particularly market-based transitions. Additionally, the article explores the
role of gender disparities in shaping economic freedom, especially in regions undergo-
ing significant reforms. Through these interconnections, the article offers some pertinent
points on how judicial systems and gender inclusion may lead to economic growth,
trade balance, and long-term stability, which would guide policymakers in the Western
Balkans and shed light on other similar circumstances. The article intends to examine
the interrelationships among economic policies, institutional frameworks, and sustained
economic growth. To create a connection between the objective of the article and the
expectations, we have formulated the research questions that constitute the core of the
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study: a) Do judicial aspects, such as de facto independence, affect economic freedom
and trade balance in transition economies? b) What is the interplay between institution-
al robustness and economic strategies in the context of market-oriented transitions in
the Western Balkans?, and ¢) How do disparities between genders influence workforce
economic freedom and balance, especially in transition economies? To ensure a coher-
ent alignment with the research questions, this study seeks to empirically examine the
following hypotheses:

HI: Judicial independence has a positive influence on economic freedom.
H?2: Property rights have a positive effect on economic freedom.

H3: Gender diversity positively influences economic freedom.

H4: Effective enforcement of contract law improves economic freedom.
H5: Regulatory trade barriers harm economic freedom.

Examination and verification of the aforementioned hypotheses were completed by
employing the fixed effects regression approach upon the completion of numerous valu-
able econometric tests. In this landscape, our research aims to provide valuable input in
several directions. First, this was achieved by offering empirical evidence to fill the gap
in both the theoretical and empirical aspects. Second, we implemented this by incorpo-
rating the latest data and applying a modern econometric approach. Finally, we ensured
relevance by providing evidence that will challenge key stakeholders, both from the
perspective of policymaking and the implementation of these agencies.

2. Theoretical Background

The Economic Freedom of the World index determines how much economic freedom is
supported by national institutions and laws. Individual choice, free trade, and the ability
to compete in markets are the main pillars of economic freedom. These are followed by
the safety of people and privately held property (Gwartney et al. 2022). By utilizing a
dataset comprising indicators such as the Economic Freedom Index (EF), Judicial Inde-
pendence (J1), Property Rights (PR), Gender Disparity Index (GDI), legal enforcement
of contracts (2F contr.), and Regulatory Trade Barriers (RTB), we delve into how these
variables influence the economic freedom of the region. EF is considered the symbolic
criterion for a business-friendly environment. Countries’ rankings rise and decline due
to a single country’s economic efforts (Lawson et al. 2020). The research performed
by Dialga and Vallée (2021) concludes that the EF gains broader legitimacy when the
scores are calculated while using endogenous weighting models. To ensure economic
freedom, states need JI. In the spirit of Dove’s (2015) study, the outcomes advocate
that, as JI intensifies inside a condition’s court of last resort, so does a state’s overall EF
score, along with each of the subcomponent index scores. Independent judicial systems
exist to preserve individuals’ rights against interference from the government and major-
itarian influences. Residents’ property rights are predominantly dependent on the judi-
ciary’s willingness and capability to control the political branches of power. According
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to Sharm’s (2025) bibliometric analysis of Scopus publications (1942-2022), economic
freedom research has increased meaningfully in the last ten years, mostly in developed
countries, with an emphasis on its relationship to growth.

Despite this, Touchton and Tyburski (2022) emphasize that upholding the rule of law
is critical for fostering economic advancement from the standpoint of contract enforce-
ment and property rights protection. Tsouli (2022), in analyzing EU countries within the
context of financial inclusion, poverty, and income inequality, concludes that the rule
of law is positively associated with financial inclusion. This is because, without gov-
ernment pledges to abstain from confiscating property or levying confiscatory tax rates
on earnings, investment capital will be discouraged. Parliamentarian systems, which
integrate both legislative and executive authorities into one, exhibit fewer representa-
tives with the veto power and more volatile policies than presidential systems (Tsebelis,
2022). Generally speaking, democracy is more credible than autocracy since it is less
expensive to remove leaders. In this mindset, the evidence presented by Daly (2024)
promotes that, within democracies, systems of checks and balances or the separation of
powers contribute to the strengthening of the necessary actors for governmental actions.
The importance of state and local legal and law enforcement systems has increased.
The rule of law, inclusive property rights protection, and cross-state economic freedom
measures are the three main pillars of free economic institutions. Property rights and le-
gal frameworks are crucial to economic growth (Cicen, 2023). Ogilve and Carus (2014)
assert that the property rights and legal system subindex alone could be a valuable subna-
tional indicator of institutional quality. In the European continent, there is a demographic
predominance of women over men, highlighting the importance of maintaining gender
parity and ensuring equal rights for all individuals (Tur-Sinai et al. 2022). The restriction
of essential liberties serves as a direct barrier to the authentic economic empowerment of
women. Despite substantial improvements in socio-economic development objectives,
it is relevant to emphasize that no European nation has attained complete gender equal-
ity, which includes equal opportunities and rights for a/l genders (Gallego-Sosa et al.
2021; Restrepo et al. 2021). Enhancing women’s access to remunerative employment
and incentivizing both genders to balance professional commitments with familial re-
sponsibilities is necessary. According to Pirju et al. (2024), this can be accomplished
by improving wage-setting procedures that support the creation of fair compensation
guidelines for equivalent jobs. How frequently are various structures used in an econo-
my, considering how businesses integrate a variety of contract enforcement techniques
into cohesive governance frameworks? From this vantage point, the authors Sayed and
Abedelrahim (2024) contend that the ideal way to conceptualize economic development
is as a progression from diverse components, such as property rights, government integ-
rity, and contract enforcement mechanisms, to a more extensive one. For more details,
according to Atiyah et al. (2024), effective enforcement of legal contracts significantly
enhances economic freedom by providing a secure environment for businesses to op-
erate, reducing transaction costs, and promoting investor confidence. Researchers such
as Nam et al. (2023) have found that economies with strong legal systems that ensure
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contract enforcement tend to attract more domestic and foreign investments, thereby
fostering greater economic activity and development.

Additionally, the negative correlation between relational behavior and relationship
conflict is altered by contract enforcement (Gan et al. 2024). Therefore, in order to en-
gage in and benefit from the present wave of globalization, nations should encourage
economic freedom and ease of doing business (Chala, 2024). Economic freedom is wast-
ed by many of the trade restrictions imposed in the past. March et al. (2017) discovered
that nations are less likely to raise their level of freedom the higher their initial lev-
el is, and that ethnolinguistic fractionalization is linked to larger subsequent increases
in economic freedom. They found that there is little to explain changes in freedom in
countries with high levels of initial freedom, initially high incomes, and that did not re-
ceive foreign support. More freedom, greater economic freedom, fewer restrictions, and
economic growth are of relevance regarding this point. This way of thinking assumes
that both the freedom to succeed and the discipline of failure that free markets pro-
vide are essential for productive entrepreneurship. The authors Jaksié, Erjavec, and Cota
(2021) examined the trade constraints affecting the countries of Central, Eastern, and
Southeastern Europe, which previously operated under centralized economies and are
now predominantly members of the European Union. The authors propose that utilizing
panel data methods indicates that the elimination of regulatory trade barriers influences
the expansion of international trade, hence fostering conditions conducive to economic
freedom. Ineffective political institutions, for instance, give in to these pressures, and
barriers to both local and foreign competition are becoming more and more pronounced
(Sayed & Abedelrahim, 2024; Jaksic et al. 2021). This endeavor is directed at more
wealth creation. Even though there are still several hurdles to free movement, all EU
members are committed to lowering these barriers.

Other obstacles to free movement have grown in significance in recent years, where-
as the importance of tariffs is gradually diminishing (Jaksic et al. 2021). This definition
is rather neutral, and it should be noted that the word ‘barrier’ has a negative connota-
tion. Therefore, any tool that restricts or inhibits international trade in contrast to free
trade would be considered a trade barrier. Although it is widely acknowledged that free
trade boosts economic growth and productivity, most nations impose trade restrictions of
some kind for a variety of reasons. Fernandez (2021) provides a fairly impartial defini-
tion of trade barriers. It is widely acknowledged that free trade boosts economic growth
and productivity, but most countries impose trade restrictions of some kind for a variety
of reasons.

3. Research Method

3.1. Study sample

To examine the influence of judicial independence, poverty rights, gender diversity index,
2F contracts, and regulatory trade barriers on the Economic Freedom Index, a sample
consisting of six Western Balkan countries, covering the period from 2010 to 2023, results
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in a total of 84 observation periods. The panel data are derived from the Fraser Institute
and are strongly balanced. These data were structured and adjusted for analysis by using
the statistical package Stata. The motivation for employing these data lies in the fact that
the construction of the Economic Freedom Index relies on approximately 45 components,
subcomponents, or indicators. Moreover, it is significant to underline that each component
or subcomponent is ranked from 0 to 10 during its evaluation, where ‘0’ represents the
lowest rating, whereas ‘10’ stands for the highest value (Gwartney et al. 2023; p. 15).
Therefore, by adhering to this valuation methodology, in their entirety, variables con-
tained within our research are expressed within the 0-to-10 rating range, which provides
favorable conditions to avoid concerns in the econometric context, such as the normality
of distribution, multicollinearity, heteroscedasticity, or other tests. Furthermore, a more
detailed explanation of these variables will be provided in the next section.

3.2. Measurements and selection of variables

To accomplish the proposed objectives, this research incorporates a total of six variables,
with EF designated as the dependent variable and five independent variables (JI, PR, GDI,
2Fcontr, and RTB). The classification, definitions, acronyms, and measurement approach
of these variables are comprehensively outlined in Table 1.

Table 1. A comprehensive summary of the variables

Classification Definition Acronyms | Measurement
Dependent variable | Economic Freedom Index | EFI In line with the methodology uti-
Judicial Independence 1 lized by the Fraser In.stltute, the
- evaluation of these variables cov-
Property Rights PR ers approximately 45 components
Indfapendent Gender Diversity Index GDI or subcomponents. Each compo-
variable

nent is rated on a scale from ‘0’
(indicating the lowest score) to
Regulatory Trade Barriers | RTB 10’ (indicating the highest score).

Source: Authors’ compilation.

Contract Law Enforcement | 2Fcontr.

Adhering to the methodology and principles presented in the 2023 Annual Report by
Gwartney et al. (2023), EF is measured and ranked through indicators such as the size
of the government, legal institutions, property rights, access to sound monetary systems,
international trade freedom, and regulations affecting market dynamics. The PR is essen-
tial to promoting investment and economic development, while JI ensures the impartial
implementation of legal frameworks along with the defense of civil rights. The GDI
measures the extent of women’s engagement in economic and institutional activities,
signaling progress towards equality and inclusive growth. Previous studies (Atiyah et al.
2024; Gallego-Sosa et al. 2021; Restrepo et al. 2021; and Lawson et al. 2020) shape the
integration of these issues. Whereas, Nam et al. (2023) guide the choice of 2Fcontr as a
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variable that is seen as crucial for fostering a stable business environment, while RTB is
examined concerning their effects on international commerce and market competitive-
ness (Gan et al. 2024).

3.3. Data analysis approach

Therefore, based on the characteristics provided by the panel data, we have adopted
the econometric approach of regression to test the impact of the variables on economic
freedom. In such studies, various econometric approaches are commonly employed;
however, considering the nature of the panel data across countries where the objective
is to assess individual characteristics, we applied the fixed-effects regression approach
after verifying the hypothesis on model suitability based on the p-value of the Hausman
test. The rationale behind applying this approach is to evaluate random or fixed effects
between the economies under consideration. Furthermore, in order to evaluate whether
the data exhibit potential endogeneity concerns, a Two-Stage Least Squares (2SLS) ap-
proach was also performed. The fixed effects regression model presents several important
distinctions in the analysis of panel data. First, it controls for unobserved heterogeneity
across observational units by eliminating the influence of time-invariant characteristics
that could bias the estimation of coefficients. Second, this model provides more reliable
results when the objective is to analyze variations within each unit (for instance, with-
in a specific country, such as in our instance) over a given period, while focusing on
longitudinal rather than cross-sectional variation. 7hird, compared with random effects
or mixed models, the fixed effects approach reduces the risk of correlation between the
independent variables and the error term, which makes it more suitable when there is
suspicion of such relationships and ensures more consistent and unbiased estimations.
On the other hand, the fixed effects technique relies on the assumption that any individual
economy can influence or skew the independent variables or outcomes (Bai, Choi, & Liao,
2021). This justifies the presumed existence of a correlation within the error term of the
dependent and independent variables. Fixed-effects modeling overcomes the influence
of time-invariant attributes, ensuring that we can calculate the clear consequence of the
predictors on the outcome variable. Thus, the mathematical formula expressed in our
specific case is as follows:

EF, = Byt BI(JIM) +By(PR; ) + B3(GDIM) + [34(2Fcontr.i,t) + BS(RTBM) + g

Where: EF,, — indicates the dependent variable, B, to B~ indicates the coefficients of
independent variables, JI, to RTB; — indicates the independent variables covered in the
research, 7 — indicates the individual effects within the economies included in the explo-
ration, 7 indicates the period over which the study was performed, and, finally, €, — in-
dicates the predicted likely error.
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4. Results and Insights

4.1. Descriptive statistics

This examination effort provides an executive summary in Table 2, covering the pre-
liminary comprehensive results regarding the mean, Standard Deviations (SD), and the
minimum and maximum values of the data. In our research paper, the analysis is done by
using various measures such as EF, JI, PR, GDI, 2Fcontr, and RTB, which could allow us
to investigate and elaborate on interactions among them within the context of the West-
ern Balkan economies. This multidimensional approach provides an in-depth analysis
of how judicial performance and economic freedom interact and influence each other,
becoming essential for understanding the broader socio-economic dynamics at play.

Table 2. Descriptive statistics

Description EF JI PR GDI 2F oo, RTB
Mean 7.198 4.744 4.799 0.941 3.445 7.305
SD 0.361 0.750 0.445 0.071 0.373 0.980
Min 6.450 3.450 3.980 0.820 2.850 5.720
Max 7.731 6.280 5.601 1.000 4.831 9.250
J —Dbera 5.658 4.168 5.558 11.621 11.991 6.268
p — value 0.039 0.124 0.042 0.043 0.003 0.023
Obs 84 84 84 84 84 84

Source: Authors’ calculations.

Considering the statistics listed in Table 2, it is notable that the EF reveals that the
countries evaluated over the observation period demonstrate an appropriate environment
for economic activity across the researched regions, with a mean value of 7.198 and a
standard deviation (SD) of 36.1%. The result, therefore, implies a substantial level of
economic freedom, often defined by feasible corporate operations, trade liberalization,
and limited government interference. An additional supportive issue for EF is Judicial
Independence (J1), which has a mean of 4.744, implying a variability in judicial inde-
pendence within systems. PR is displayed with a mean value of 4.799 and an SD of
44.5%, which means that it is in the middle range of the scale, indicating a modest level
of enforcement of PR.

Furthermore, the GDI is exceptional with a high mean close to 1, specifically, 0.941,
and an SD of 7.0%. The results obtained argue by themselves that gender equality has
been nearly attained across these regions, demonstrating the successful policies designed
and executed for gender integration and equality in access to healthcare, education, and
economic involvement. Legal Enforcement of Contracts (2Fcontr.) indicates moderate ef-
ficacy in enforcing contracts, with an average value of 3.445 and an SD of 37.3%. The
diversity signifies that even though certain locations may have competent legal systems to
manage contract disputes, others may suffer from a lack of legal consistency or efficiency.
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Lastly, RTB scores a mean of 7.305, which suggests the presence of severe trade obstacles
that may include taxes, restrictions, and non-tariff barriers. The Jarque-Bera test was em-
ployed to evaluate the normality of the data distribution included in the research, relying
on the likelihood values, it is observed that all parameters exhibit an abnormal distribution,
except for JI, which was found to be insignificant in statistical terms (p = 0.124) under the
confidence level of o= 0.05. Normality of errors is not essential for the validity of Fixed or
Random Effects estimators, as their consistency derives from asymptotic properties rather
than distributional assumptions (Baltagi, 2008; Wooldridge, 2010).

4.2. Correlation analysis

Results from correlations provide a nuanced view of how different aspects of governance
and social equity are interlinked within the regions studied. They highlight the complex
interdependencies that can inform policy and decision-making processes aimed at im-
proving economic and judicial environments.

Table 3. Correlation matrix and VIF

EF J PR GDI | 2F,,. | RTB VIF
EF 1.000
J1 0.028 1.000 1.81
PR 0.489" | 0.320"" | 1.000 1.63
GDI 0365 | -0.332"* | -0.000 | 1.000 121
2, | 0.620™ | 0077 | 055 | 0107 | 1.000 1.50
RTB 0371" | 0.506™ | 0.064 | -0.007 | -0.095 | 1.000 1.45
VIF mean |  “-* 1.52

Note: *** indicates significance at 1% level, ** indicates significance at 5% level, and * indicates significance
at 10% level.

Source: Authors’ calculations.

The relations between extensively examined variables remain positive thoughout the
analysis. The slight correlation between JI and EF displays that JI increases can miss or
fail to produce enhanced EF results. The data display a moderate correlation between PR
and GDI, even though PR and GDI display an interaction coefficient value of 0.489 and
0.365, respectively. The study results display that enhanced EF within economies leads
to intensified PR enforcement and greater GDI. Economies demonstrating raised EF
levels tend to show better contract law enforcement according to the findings from EF
and 2Fcontr. It also has a moderate positive correlation with RTB, suggesting that more
independent judicial systems may coexist with higher regulatory trade environments. The
widespread correlation between these variables was obtained across the data presented in
Table 3. Gujarati (2004) emphasizes that if any of the coefficients included in the analysis
exceed the threshold of 0.75, potential multicollinearity issues may arise.
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Nevertheless, with the objective to ensure robustness, we conducted the VIF analysis,
which is considered a more effective approach when dealing with panel data. Following the
recommendations of Wooldridge (2012), in order to confirm the absence of multicolline-
arity issues, none of the individual variables should exceed a value of 5. Upon analyzing
the outcomes offered in Table 3, it is detected that the highest VIF value is recorded for JI
at only 1.81, even though the lowest value is reported for the Gender Disparity Index at
just 1.21. Further supporting this argument is the mean VIF value, which stands at 1.52,
thereby reinforcing the conclusion that multicollinearity is not a concern in this analysis.

4.3. Stability tests and unit root tests

To conduct preliminary analyses on panel data, particularly when applying econometric
approaches such as random-effects or fixed-effects regression, performing a unit root
test is essential. In this study, the Levin-Lin-Chu test was applied to assess whether the
data are stationary at the level or after differencing. The results are presented in Table 4
and include additional preliminary analyses, which are further discussed in Section 4.4
regarding the model adequacy.

Table 4. Model applicability diagnostic tests

Designation of the Tests

chi2(5) p-value
Hausman test 221.45 0.0000
Ramsey RESET test F(3,76)=0.923 0.4356
Levin-Lin-Chu unit root — at level Statistic p-value
EF -11.1662 0.0000
I -6.7072 0.0007
PR -4.3981 0.0090
GDI -5.4772 0.0078
2F o -24.9834 0.0000
RTB -4.1429 0.0032

Source: Authors’ calculations.

Based on the obtained results, the data are found to be stationary at level 1(0), con-
firming the appropriateness of the proposed approach. All test statistics are below the
significance threshold of o = 0.05. In this context, applying cointegration tests is unnec-
essary, as these tests are only relevant when the data are stationary in first differences,
I(1), or higher (Baltagi, 2021, p. 322).

4.4. Model fitting

The applied empirical strategy aimed to explore the existence of an interplay between
economic freedom and other determinant variables identified in the study. In this section,
the necessary tests will be discussed in the context of advancing the research robustness,
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which leads to reliability and accuracy in model selection. The empirical results from Ta-
ble 5 offer significant insights into the effects of various factors on the dependent variable
under study, analyzed while using both random and fixed effects models. Additionally, to
the issues addressed in the previous sections, empirical analysis has been conducted to
evaluate whether the utilized data exhibit potential concerns regarding heteroskedasticity.
In this sense, we employed the Breusch—Pagan/Cook—Weisberg test, which resulted in
p =0.928, which is a value greater than o> 0.05. Breusch and Pagan (1979) emphasized
that heteroskedasticity arises when the variance of some disturbance terms differs from
the variance of the remaining disturbance terms, particularly when the probability value
is less than o < 0.05. Beyond this, according to the Ramsey test, there is no evidence of
omitted variable bias in the random effects model (p = 0.436).

Besides the diagnostic tests mentioned above, it is necessary, in the panel data anal-
ysis, to explore possible concerns of endogeneity. In response to this, Two-Stage Least
Squares (2SLS) regression was estimated, the results of which are presented in the third
column of Table 5. The Durbin score statistic (y>=1.117, p = 0.290) and the Wu-Hausman
statistic (> =1.017, p = 0.317) are both insignificant, thus providing strong support that
endogeneity does not play a role in the estimated specification. Another factor to take
into account in the 2SLS method is connected to the sufficiency of instruments. Validity
of the instruments was measured by using the Sargan test (p = 0.684) and Basmann’s test
(p =0.642). The insignificant outcomes in both tests clearly show that the instruments are
specified properly, and that they suit the model. Such results indicate the quality of 2SS
estimates and support the strength of the overall econometric model.

Table 5. Empirical results

Random effect Fixed effect 2SLS

B p=1l7] p p=lz] p P2z
JI -0.151 0.000 0.019 0.733 0.148 0.630
PR 0.210 0.000 0.152 0.025 0.519 | 0.008
GDI 1.056 0.001 1.533 0.004 1.006 0.005
2F e 0.514 0.000 | -0.132 | 0.048 0.678 0.000
RTB 0.208 0.000 0.075 0.008 0.204 0.000
Intercept 2.614 | 0.000 4.842 0.000 2.684 0.000
Breusch—Pagan/Cook—Weisberg | 0.121 0.928 e e e .
R2 0.734 oo 0.228 . 0.732 o
Wald chi2 215.37 | 0.000 e e 223.78 | 0.000
F-test s e 10.580 | 0.000 . .
Durbin (score) chi2 e e e e 1.117 0.290
Wu-Hausman F(1,70) s e e e 1.017 0.317
Sargan e e e e 1.675 0.642
Basmann e e e e 1.493 0.684

Source: Authors’ calculations.
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The Hausman test was employed to determine which of the two applied models is
more suitable for the given case. Based on the test results (p = 0.000 — refer to the test
values reported in Table 4), a preference for the fixed effects model is suggested due to
systematic differences in coefficients between the random and fixed effects models. An
additional argument supporting the robustness of the econometric approach is the F-test
coefficient of 10.58 with p = 0.000, indicating the stability of the model. Furthermore,
considering the R? value of 0.228, it can be interpreted that 22.8% of the selected var-
iables explain economic freedom. Based on the outcomes produced by the economet-
ric approach, the findings are consistent with theoretical assumptions and expectations.
Moreover, a comparative assessment of the results derived from the fixed effects regres-
sion and the Two-Stage Least Squares (2SLS) approach indicates that, although minor
variations in the estimated coefficients are observable, the statistical significance of the
independent variables in relation to economic freedom throughout the examined period
remains unchanged. In light of these findings, the subsequent analysis and interpretation
of the results will be based primarily on the fixed effects specification, as it provides a
consistent and reliable framework for evaluating the determinants of economic freedom
within the study context. Among the five variables included in the analysis, four have
demonstrated statistically significant effects from an econometric perspective.

Based on the results presented in Table 5, it is important to highlight that a surprising
result was produced for the variable of judicial independence (JI), which showed a positive
influence on EF, although with a statistically insignificant effect. These discoveries contrast
with the assertions made by Feruni et al. (2020), who found that economies with a strong
legal system tend to have a higher level of economic freedom, which, in turn, relates to
an increase in foreign investment levels. In a similar vein, Dove (2015) also emphasized
that economies with a high degree of JI create conditions for a higher level of EF. At a first
glance, this observation may seem surprising. However, upon explicitly analyzing the Judi-
cial Independence (JI) index for the period under review in the Western Balkan economies,
it becomes apparent that these countries have consistently faced challenges in improving
this index. To further validate this conclusion, a comparison between Central Europe (Aus-
tria, Belgium, Czechia, Germany, Slovakia, and Slovenia) and the Western Balkans reveals
significant differences. The comparability of the indexing clearly highlights the disparities
in evaluation, which, in turn, influences the statistical insignificance of the outcomes when
compared to the Central European economies. To make available a visual representation of
this indexing, Figure 1 presents a comparative overview between these two panels.

Poverty Rights (PR) exhibited a statistically significant influence at a 0.05 confidence
level, with a positive coefficient of 0.152. Additionally, this finding indicates a positive
interplay between PR and the valuation of EF. Specifically, for every one-unit increase
in PR, the EF index increases by 0.152 units, assuming all other variables remain con-
stant. Recent and previous academic studies have reached similar conclusions. Liotti
(2024), for example, on the grounds of studying 12 Eurozone countries, discovered a
favorable interaction between these factors. Likewise, Touchton and Tyburski (2022)
underline the need for the rule of law and poverty rights as two fundamental elements
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influencing economic freedom favorably. Along the same ideology, Van (2020) also ad-
vocates for a good interaction between economic freedom and poverty rights. Besides,
GDI has demonstrated a statistically significant impression at a 0.01 significance level,
indicating a positive interplay between GDI and EF. In other words, these results suggest
that, for every one-unit increase in GDI, there is a corresponding positive increase of
1.533 units in EF. This issue has consistently been at the center of academic discussions
and explorations, as efforts to bridge this gap and promote gender equality in employ-
ment remain ongoing. Even though our results indicate a notable improvement, there are
still opportunities for further progress in reducing this disparity. Our findings align with
the academic studies conducted by Tur-Sinai et al. (2022), who contend for a positive
interplay between GDI and EF, emphasizing that, in the European background, there
exists a demographic predominance of women over men, underscoring the importance
of maintaining gender equality and ensuring equal rights for all individuals. Analogous
conclusions were reached by Gallego-Sosa et al. (2021) and Restrepo et al. (2021), who
highlight that, despite considerable progress toward achieving socio-economic objec-
tives, no European Union country has attained full gender equality yet.

9,00 8,54
8,00
6,97
7,00 6,28
6,00 5,29
5,00 4,74
4,00 3,45
3,00
2,00
1,00

Minimum score Maximum score Average score

Central Europe Western Balkan

Figure 1. Judicial independence score

Source: Fraser Institute

The model suggests that 2Fcontr., based on the coefficient value B = -0.132 and p =
0.048, has exhibited a statistically significant influence on economic freedom at a 0.05
significance level. The findings of this study indicate that, for every one-unit increase in
this indicator, given its negative sign, economic freedom decreases by 0.132 units, as-
suming that the ceteris paribus condition holds. These results are expected, since these
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countries have continuously been criticized for the insufficient performance of their legal
systems, specifically in contract enforcement. Academic research, such as Atiyah et al.
(2024), considering these two components, has concluded that efficient enforcement of
legal contracts considerably increases economic freedom by providing security and a suita-
ble environment for business activity. Conversely, the inadequate enforcement of contracts
has the opposite influence, increasing uncertainty for businesses. Similarly, Nam et al.
(2023) have emphasized a significant interplay for economies with strong legal systems,
which offer suitable mechanisms for contract enforcement and, at the same time, tend to
attract international investments. As an overall conclusion, based on the reported results,
Western Balkan countries must undertake considerable efforts to overcome weaknesses in
contract enforcement by creating a pleasant business environment. The results of the model
confirm a positive interplay between trade RTB and EF, which is an argument supported by
B =0.075 with p = 0.008, thereby implying that the countries analyzed have successfully
managed to eliminate trade barriers. This argument is further emphasized in Table 2, where
it is noted that this component has a mean value of 7.305, despite the fact that the lowest
recorded value is 5.72. These results indicate that every unit increase in this indicator is
reflected positively in the increase of EF. Our study’s findings resonate with the works
of authors such as Chala (2024), Jaksic et al. (2021), Fernandez (2021), and March et al.
(2017), who, overall, emphasize a positive interaction between RTB and EF.

5. Conclusion

The current research explores several determinants recognized as institutional factors
in balancing economic freedom for Western Balkan countries, covering the period from
2010 to 2023. The slight variation indicates uniformity in economic policies and their
implementation, suggesting that these regions either share a common economic govern-
ance framework or have individually achieved similar levels of economic freedom. The
econometric strategy applied in this study is the fixed-effects regression approach. The
discoveries derived from descriptive statistics indicate that the countries included in the
analysis exhibit an average index value of 7.2 out of a maximum score of 10. Addition-
ally, the results of the econometric strategy reveal a statistically significant relationship
between the gender diversity index, property rights, 2F contracts, regulatory trade barriers,
and economic freedom. Conversely, the results concerning judicial independence indicate
a positive but statistically insignificant effect on economic freedom. At first glance, this
discovery may seem surprising; however, it is important to emphasize that the average
assessment stands at 4.74 out of a total of 10 index points. Conclusions drawn from this
observation provide clear indications that governmental structures interfere in the judicial
system, which is a concern consistently highlighted in international reports.

Although this study enriches the understanding of the link between open access and the
independence of courts, it is accompanied with some limitations. First, the data used end in
2023; including one additional year of information would hardly change the revealed pattern,
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although this would require a fundamental redesign of the dataset as well as the analytical
framework. Second, the use of the fixed effects (FE) model depends on the assumption of
variable stationarity within the context of the time length, as well as potential issues related
to endogeneity and instrumental variables. Furthermore, to address these methodological
challenges, such as the lack of instrumental variables and the possibility of endogeneity (in
our specific case, the 2SLS approach was implemented), the limitation is somewhat mitigated
in our case. These impediments add weight to the argument in favor of future research that
would explore the observed relationships through diversified model specifications, wider
time spans, and the use of additional socio-economic or institutional variables.

Policy Implications

Based on the empirical findings, it is evident that strengthening property rights, promoting
gender diversity, ensuring effective contract enforcement, and reducing trade barriers signifi-
cantly contribute to the advancement of economic freedom in the Western Balkans. As a result
of these conclusions, the governments of the observed countries should undertake concrete
measures to further improve their economic freedom index. First, property legislation should
be reinforced through digitalization processes, simplification, and acceleration of judicial
procedures. Second, women’s participation in the labor market and entrepreneurship should
be encouraged. Third, judicial processes for contract enforcement should be modernized and
advanced. Lastly, it is necessary to modernize customs operations at the border points and
limit the bureaucracy that is based on historical legacies to align the markets with the EU
standards. These measures would create more pleasant conditions of sustainable economic
growth and increase the economic freedom in the countries.
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