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FOREWORD

The first ‘CEFTA Myths and Facts’ provides
for an opportunity to compare the facts of
intra-regional trade with the opinions of the
participants, i.e. the business people in CEFTA
Parties. CEFTA has been in existence for 10
years now and most of that time the region
has been dealing with the financial crisis and
with the aftermath of it. It is appropriate to
look at how intra-CEFTA trade has performed
as well as to generally look at the contribution

of trade to dealing with slowdown of growth
that the crisis has brought about. In that, there
are a number of myths or biased opinions that
the survey ‘CEFTA through Numbers’ has re-
covered which need to be at least partly put
against the facts as for instance reported by
statistics.

This Brochure provides an attempt to look at
opinions as revealed in the ‘CEFTA through
Numbers’ and provide for some factual checks
of their validity. One motivation for this exer-
cise is relatively low level of information about
the extent of trade that is supported by CEFTA
and about the opportunities that it provides.
Also, there are perceived risks associated with
cross-border trade that may be exaggerated
e.g. when it comes to employment or foreign
investment or mobility. Taking account of facts
and myths, the intention is to confront the
opinions in summing up the trade data with
the possible interaction between CEFTA, EU,
and trade with the rest of the world (RoWw) by
considering the imbalances within CEFTA. The
‘CEFTA Myths and Facts’ provides conclusions
that may both benefit the working of CEFTA
and clarify some of the misunderstandings
about it that have here been designated as
myths.
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Future CEFTA projects that might be conduct-  at the changing appreciation of CEFTA as a
ed can then deepen the look at what are the regional free trade agreement and its rela-
persistent facts of intra-regional trade and tionship with the EU’s single market.

Goran Scepanovic
Chairip Office 2016
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NOTE ON METHODOLOGY

The brochure ‘CEFTA Myths and Facts’ is a re-
sult of the joint work and effort of Mr. Vladimir
Gligorov, Senior Economist at the Vienna
Institute for International Economic Studies
and country expert for Balkan countries, and
CEFTA senior national experts. It was preced-
ed by the survey ‘CEFTA through Numbers’
which served as a baseline for preparing this
brochure.

Firstly, preliminary results of the survey
helped reveal the twenty commonly recog-
nized mistakes or prejudices against CEFTA
and free trade on the basis of which CEFTA
Myths were described. These assertions were
then submitted to CEFTA senior national ex-
perts along with recommendations on how
they are to be developed further, i.e. ration-
alized by relevant facts. In order to obtain
valid explanations as to why misperceptions
on certain subjects exist, Mr. Gligorov asked
CEFTA experts to provide answers to the fol-
lowing questions:

« Why is information on CEFTA lacking, as
this has been one of the key findings of
the survey?

« What might be the reason for this specific
misperception, if indeed it is believed to
exist?

« What is the expert understanding of the
facts?

Following these suggestions, CEFTA experts
deliberated on Myths and delivered a com-
prehensive document containing their own
opinions on topics of interest, in particular on
important facts, as well as a summary of the
policy considerations and potential planned
activities.

The closing part of the brochure ‘CEFTA Myths
and Facts’ was completed by Mr. Gligorov, who
composed the final review, conclusions and
recommendations after considering all issues,
in close collaboration with CEFTA senior na-
tional experts.

13






INTRODUCTION

In the period after the launch of the multilat-
eral CEFTA in 2006, trade growth has played
an important role in the overall economic
development, in particular after the crisis of
2008-20009. The crisis led to a sudden stop of
foreign financial flows that had supported the
strong growth of consumption and imports,

Table 1: Growth of trade and GDP, 2008-2015.

accompanied by increases in trade and cur-
rent account deficits and growing foreign
debts. With economic activity in most CEFTA
economies plummeting or slowing down ini-
tially and then recovering only slowly, growth
of exports has been one significant supporting
factor. This can be seen in Table 1.

Trade, 2015/2008

GDP, real growth, average 2008-2015

Albania 3
export goods -16 import goods -8
export services 20 import services 7
Total 11 Total -8
Bosnia and Herzegovina 1.2
export goods 79 import goods 0
export services 2 import services 6
Total 44 Total 1
Kosovo* 3.7
export goods 53 import goods 31
export services 100 import services 77
Total 84 Total 36
Macedonia 2.6
export goods 50 import goods 23
export services 60 import services 53
Total 53 Total 27

*This designation is without prejudice to position on status, and is in line with UNSCR 1244 and the 1CJ Opinion on the Kosovo

declaration of independence.
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Trade, 2015/2008 GDP, real growth, average 2008-2015
Montenegro 1.6
export goods 27 import goods -28

export services 56 import services 5

Total 26 Total -13

Moldova 3.5
export goods import goods

export services import services

Total 20 Total -3

Serbia 0.6
export goods 66 import goods 0

export services 56 import services 21

Total 63 Total 3

Source: wiiw, national statistics

Export growth has been much faster than the to their pre-crisis levels. Graphs 1-3 show ex-
growth of GDP while imports have recovered ports and imports conditional on GDP growth.
only slowly and in most Parties only returned

Figure 1: Export and import growth with growth of GDP, 2015/2008.
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In Figure 1 exports of goods and services blue point in the graph is Kosovo* and that
growth is fast though faster in economies with flattens the curve). Imports grow faster in
worse growth performance (the northwest economies with higher growth rates.



Figure 2: Export and import of goods with growth of GDP, 2015/2008.
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In Figure 2, which depicts growth of trade in
goods, this is clearer. Economies that grew fast-
er did not experience declines in other compo-
nents of GDP, most importantly of investment,
and so both exports grew more slowly and im-
ports grew faster. The opposite is true for econ-
omies with stagnant GDPs. The counterfactual
speculation can be entertained to the effect
that if it were not for the adjustment in foreign
trade, recession or slum would have been much
deeper and would have lasted longer.

@ Exports

= Imports

The difference in the behaviour of exports
and imports also implies strong adjustment
in terms of trade, which is to say that it tales
much more exports to cover the imports. This
was achieved in some cases with nominal de-
valuation (e.g. Serbia) and in other cases with
real devaluation, which is to say with the de-
cline in real value of incomes. Again, the ad-
justment would have been much worse had
it been more difficult to adjust the terms of
trade and if exports had stalled.

Figure 3: Export and import of services with growth of GDP, 2015/2008.
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Figure 3 is a bit surprising because though

exports of services conform to the same de-

velopment as export of goods, imports grow
faster in economies with worse growth of GDP

performance. This suggests different behav-

iour of trade in services than that of goods. It
could be connected with emigration, which is
one issue that needs to be explored further.

Parties with slower growth have had faster
growth of export while the opposite holds for

imports. Exports of goods have been helpful to
all the economies, while growth of export and
import of services has tended to slow down
with higher growth. This has led to increased
openness of CEFTA economies in terms of ex-
port to GDP ratios and also in terms of exports
plus imports ratios. In addition, trade deficits
have declined as have current account deficits
(in terms of GDP). Table 2 shows these indica-
tors of openness.

Table 2: Export and import, goods and services/GDP in 2008 and 2015.

2008 2015
Export/GDP Import/GDP Export/GDP Import/GDP

Albania 30 56.4 27.2 44 .4
Bosnia and Herzegovina 27 59.5 34.4 53.1
Kosovo* 15.6 54.2 19.4 49.8
Macedonia 42.5 68.3 48.7 65

Moldova 40.8 93.6 43.4 73.7
Montenegro 39.7 93.3 40.3 60.3
Serbia 28.4 54.2 46.6 56.4

All Parties have increased their export to GDP
shares (except Albania). The latter is mostly
the consequence of the sharp decline in oil
prices after 2014. This can be seen in Figure
4 which compares trade deficits in 2008 and
2015. Itis to be understood that these deficits

were at their highest levels for most econo-

mies in 2008, while for the most part deficits
for 2015 are at their lowest levels so far in the
majority of economies. They can be expected

to decline further as external imbalances con-

tinue to adjust.

It is, however, important to notice that trade

adjustment, i.e. export growth and import de-

cline or stagnation have mostly taken placein
CEFTA's trade with the EU (and to some extent

with Russia when it comes to the value of im-
ports of oil and gas). Intra-CEFTA-trade has
mostly held its own throughout the whole
period.

Overall intra-CEFTA exports and imports in
Euro have remained at practically the same
level from 2010 to 2015, with overall intra-CEF-
TA exports remaining around 4 billion euro as
well as imports from 2011 onwards. However,
overall imports grew quite slowly with exports
growing notably faster. This has led to signif-
icant change in the shares of intra-CEFTA im-
ports and exports in total trade (Table 3).



Figure 4: Trade deficits/GDP, 2008 and 2015.
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Table 3: Share and growth of trade, CEFTA, total and two main partners.

Growth, 2015/2008 CEFTA/total, % Germany Italy
2010 2015 2008 2015 2008 2015
Exports 50 25 12 17 13 15
Imports 251! 10 10 11 10 11

Export to Germany has increased significant-

ly and also to Italy, though to a lesser degree;

import shares have stayed practically the same.
These two countries are each practically as sig-
nificant as intra-CEFTA exports and imports.

The reasons for these developments can be
summarised in the following way.

Firstly, CEFTA economies are small in compar-

ison to the EU economy or to economies of
Germany and Italy. Because of that, prices in

exports are practically a given for small econ-

omies, which means that their export to a large
EU market or to the markets of Germany and
Italy is not very sensitive to demand conditions
there, i.e. growth of, say, German or Italian
economies has a limited effect on imports

from small CEFTA economies. Thus, when do-

mestic demand in CEFTA economies stagnates

or declines, exports to EU or Germany and Italy
can compensate.

Secondly, intra-CEFTA trade is demand-con-
strained because these are all small economies.
This means that the demand in their particular
markets will affect all imports, including in-
tra-CEFTA imports, and thus exports. So, over-
all import does not increase.

Finally, improved economic conditions, e.g. fast-
er growth, should spur growing imports from
both CEFTA economies and those in the EU (and
the rest of the world, though lower prices of oil
and gas keep their value down). Intra-CEFTA
exports and imports will grow also if there are
intra-CEFTA production chains emerging, which
is yet to happen to any significant degree out-
side of specific production and trade areas.

IMost of increase is 2011 over 2010, from 2011 to 2015 imports have practically stagnated.

19
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For the latter to materialise, significant in-
crease in CEFTA-wide investments will be nec-
essary, either coming from within CEFTA or
from outside. That will change the structure
of intra-CEFTA trade which is now dominat-
ed by agricultural and food products. The key
test of the importance of CEFTA as a regional
free trade agreement will indeed be growth of
regional investments and increased intercon-
nection of production and value chains within
the region and with the rest of the world, pri-
marily with the EU.

Finally, intra-CEFTA trade is characterised by
significant imbalances of some Parties (e.g.
Serbia), running trade surpluses in trade of
goods, while others (e.g. Montenegro) running
surpluses in trade of services. These imbal-
ances are due to the workings of comparative
advantages, in particular in the production of

agricultural goods and food products. Those
are financed from trade deficits with the rest
of the world and with EU economies in par-
ticular. The latter deficits are declining due
to faster growth of exports to the EU than im-
ports from the EU, and this is an adjustment
which will have to happen, as foreign debts
are generated from these trade and current
account deficits with the EU.

Going forward, if growth continues to depend
to a large extent on investment and exports,
it is to be expected that production and trade
of manufacturing goods and services should
both increase overall trade and also support
growth of intra-CEFTA trade. That should also
lead to some rebalancing in the structure of
trade and possibly in the relative shares be-
tween intra-CEFTA and trade with the EU, and
the rest of the world.









LIST OF MYTHS ON CEFTA®

There are significant number of mispercep-  Numbers’, the bulk of which are cautionary
tions as revealed in the survey ‘CEFTA through or negative.

The domestic market is more stable than that of CEFTA or the EU or the rest
of the world. In fact, domestic demand is significantly more constrained than

®  external, especially since the crisis of 2008-20009.

Figure 5: How much do you think your company’s products and services are competitive
on domestic market?

Domestic market |

0% 20% 40% 60% 80% 100%

CEFTA region q = Fully uncompetitive

Albania | = Uncompetitive
[

= Neither competitive

Bosnia and Herzegovina =
nor uncompetitive

Kosovo* .
= Competitive
Macedonia 2 N
Fully competitive

Moldova B

| = DK/refuse to

Montenegro ;i answer

Serbia I

2Not every myth is supported by a graph from the ‘CEFTA through Numbers’ because in some cases it would take a few of them to
make the point. So, ‘CEFTA through Numbers’ should be consulted for sharper appreciation of the myths.
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CEFTA is not appreciated by Serbian businesses as much as other Parties,
though Serbia’s volume of exports to CEFTA are larger than others’ and there is

® alarge and persistent trade surplus.

Figure 6: How do you evaluate progress/development of trade in the CEFTA region over
the last 10 years?

Trade in the CEFTA region

0% 20% 40% 60% 80% 100%

= Significantly

CEFTA region worsened

Albania = Worsened

Bosnia and Herzegovina = Neither improved

Kosovo* nor worsened
Macedonia = Improved

Moldova = Significantly
Montenegro improved

Serbia = DK/refuse to

answer

3 Barriers have increased or access has become more difficult, while in fact, it is
o Mmostly domestic demand has declined.

Figure 7: How do you evaluate progress/development of the export/import procedures
over the last 10 years?

Export/import procedures

0% 20% 40% 60% 80% 100%

u Significantly

CEFTA region worsened

Albania = Worsened

Bosnia and Herzegovina # Neither improved

Kosovo* nor worsened
Macedonia = Improved
Moldova = Significantly
improved
Montenegro
= DK/refuse to
Serbia answer




Similarly, the financial crisis is blamed for increased difficulties to trade,

though that is not true when it comes to exports to the EU, which have mostly
increased.

Figure 8: According to your opinion, what of the following affected that worsening/
improvement/stagnation of trade with the EU?

i == FF el 20 ol kol Eu i = Government
o] 3 | 4] § = 2 measures
8 O
16 4O 0 0 = Financial or
33 52 75 Q65 advnsc_:ry suppor} of
& E 19 57 %2 the friend/relative
69 77 93 = Alignment with the
3 EU laws
- E) 0 . The opportunities
3182 35 o =l " ™ . provided by the
oflo 5 1 @ 18 o 0 existence of CEFTA
0 0 .
46 3?2 0 = General economic
2 30 31 36
s i 26 N K 24 px] K 7 18 = crisis
T T T | D U T T T |T|IIT| T T T T |TT O |'c||'c||'c| T T O = Subsidies
e 8 gl e g2 29g 2,8 .2 2 ¢ .22 ¢.2 g 2 2 ¢ - - :
< E E 5] g E b g 8 |w||g| E |¢| g E |w||g| 8 |m||m|| | < g E Financial credit
g o a g o o g o0 ngllml D.|g| o0 ngllml Q_I;sllunllg_l g o a
S 2 E|IZE E 28 E2nZ Ei2i § Ei2uf Ei2nguE 2 £ E wOther
- Ledbad Lad Ledbad LedbaJdiad
CEFTAregion| Albania Bosniaand Kosovo* Macedonia Moldova Montenegro  Serbia = DK/refuse to
Herzegovina answer

o Small base for
. _ . valid conclusions

Monopolies and competition in CEFTA Parties markets present significant
barriers. This is contrary to the fact that most goods traded within CEFTA are

5 . Ccomplementary rather than competing goods. In other words, trade is driven
mostly by comparative advantages.

Figure 9: To what extent do you agree that CEFTA stimulates free competition?

CEFTA stimulates free competition |

0% 20% 40% 60% 80% 100%

- Fully disagree
CEFTA region v g

- Disagree
Albania )

= Neither agree

Bosnia and Herzegovina nor disagree

Kosovo* = Agree
Macedonia = Fully agree
Moldova = DK/refuse to
answer

Montenegro

Serbia
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6 The importance of trade in food is not well recognised although it is probably
o the most important segment of overall trade.

Figure 10: How do you evaluate trade in agriculture during the previous years?

0% 20% 40% 60% 80% 100% N
1
| CEFTA region E 51 | = Very bad
Albania 2 Bad
. . ' = Neither good
Bosnia and Herzegovina 9 nor bad
Kosovo* 1 = Good
Macedonia 7 = Very good

= DK/refuse to
answer

Moldova

-
=Y

Montenegro

Serbia

,._____________
Lo e o - -

NN

There is some misapprehension about competition from large foreign firms
7 because they are seen as driving out small domestic firms. This depends on the
e character of investment, and CEFTA should, in fact, favour those which rely on the
regional market and use domestic and cross border inputs for the final product.

Figure 11: Do you think that existing small and medium size enterprises will suffer if large
cross-border firms (firms from other CEFTA Parties) increase their presence?

0% 20% 40% 60% 80% 100%

N = Yes, because they
certaregion | | " ouid drive then

Albania out of business

No, because they

Bosnia and Herzegovina L
could specialise

Kosovo* and have stability
) working for a large
Macedonia company
Moldova = DK/refuse to

answer
Montenegro

Serbia
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Foreign labour is welcomed on the one hand, indicating the existence of skill
8 mismatches on local labour markets, while it is also feared as a way of driving
out local employment at the same time.

Figure 12: To what extent do you agree that access to workers from other CEFTA Parties
is helpful for your business?

0% 20% 40% 60% 80% 100% Mean
- - T = Fully disagree
CEFTA region [N A 3o |
— ! { - Disagree
Albania ! | D13 3.2 = Neither agree
Bosnia and Herzegovina 12 5 3.1 nor disagree
| Agree
Kosovo* E 2.9 &
. = Fully agree
Macedonia 2.9 = DK/refuse to
Moldova 2.7 answer
*Mean is calculated
Montenegro 3.2 on the basis of the
. respondents who
Serhia 2.9 could answer to the
question

Similarly, trade in services is viewed positively in some Parties and is seen

as threatening in others. In fact, given that services are by far the dominant
9, sector in all Parties, increased competition can hardly have negative effects on

any local market.

Figure 13: To what extent do you agree that liberalisation of services markets (no
restrictions for foreign firms and individuals to offer labour and other services within
the CEFTA region) would benefit your business?

0% 20% 40% 60% 80% 100% Mean
X Fully disagree
CEFTA region 3.4 | .
= Disagree
Albania 3.4 = Neither agree nor
Bosnia and Herzegovina 3.6 disagree
 Agree
Kosovo* 3.4 4 Fully agree
Macedonia 3.4 = DK/refuseto
answer
Moldova 3.5 *Mean is calculated
on the basis of the
Montenegro 4.0 respondents who
. could answer to the
Serbia 3.3 question
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Access to markets is mentioned as an obstacle to increased trade within
1 CEFTA, although the free trade agreement was put in place specifically to
® make it easier to access CEFTA markets.

Figure 14: To what extent do you agree that CEFTA stimulates free competition?

CEFTA stimulates free competition |

0% 20% 40% 60% 80% 100%

A Fully disagree
CEFTA region v g

- = Disagree
Albania )

Neither agree

Bosnia and Herzegovina nor disagree

Kosovo*

u Agree
Macedonia = Fully agree
Moldova = DK/refuse to
Montenegro answer
Serbia
It is believed that there is more potential in trade with the EU, and to some
]_ extent with other Parties, while prospects for trade within CEFTA significantly

increase with the recovery of economic activity and consumption.

Figure 15: How much do you think your company’s products and services are competitive
on the CEFTA market?

CEFTA Parties (Bosnia and Herzegovina, Serbia, Kosovo*,
Macedonia, Albania, Montenegro, Moldova)

0% 20% 40% 60% 80% 100%

cerTaregon I | ¢ Pl uncomeetitive

Albania = Uncompetitive
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CEFTA MYTHS AND FACTS e

Figure 16: How much do you think your company’s products and services are competitive
on the EU market?
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1 2 Both the public and policy makers often see trade imbalances within CEFTA as
o problematic, while these views are not shared by business people.

Figure 17: According to your opinion, how do foreign investments affect your local economy?
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It is believed that it is easier to import than to export, though imports have
1 3 mostly declined since 2008 (in most Parties), while exports have stood their
e ground and in some instances have increased, primarily to the EU and in
some cases, Russia and the rest of the world.

Figure 18: How do you evaluate progress/development of the export/import procedures
over the last 10 years?
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14 CEFTA is seen separate from, and in some cases less promising than the EU
e market, while those complement each other.

There is a perception that circumstances have deteriorated due to regulations

but the main reason for difficulties in exporting has been a lack of demand

1 5 or unfair treatment, which points to the importance of nontrade barriers,
[ )

throughout the region.

Subsidies of one kind or another are often mentioned as being helpful and
]_ 6 . supportive of trade, although these are more an indication of a lack of
competitiveness.



Figure 19: According to your opinion, what of the following affected that worsening/im-

provement/stagnation of trade with the EU?
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17 There is an interest in CEFTA in Moldova, though knowledge about it and actual
e trade within it are marginal. Also, prospects for improvement are very limited.

There is practically no understanding that the functioning of CEFTA and
]_ 8 . increased trade depend on coordination of policy among Parties, similar to the
trade with the EU.

19 In addition, institutional harmonisation with the EU is appreciated, and would
e be quite useful if it would also be implemented within CEFTA.

The low level of investment in obtaining information on CEFTA, among both

2 O business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.
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Figure 20: How well do you think you are familiar with what CEFTA (Central European Free
Trade Agreement) means to your business?
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These are opinions expressed perhaps more
strongly than in respondents from one Party

rather than from the others. They are of-

ten shared. Also Serbia and Bosnia and
Herzegovina perhaps share more of them,
which is understandable given their weights

Table 4: Myth by CEFTA Party

on the basis of the
respondents who
could answer to the
question

in the overall trade; Moldova much less, for
the same reason; Albania and Kosovo* show
higher interest in CEFTA, which is interesting
given their low exposure, at least as exporters,
in that market.

Myth No.
CEFTA Party
Albania 3,10, 12,15, 19, 20
Bosnia and Herzegovina 1,3,6,8,12,13,18, 20
Macedonia 1,5,11, 8, 15,19, 20
Moldova 14,16, 17, 20
Montenegro 4,6,9,13,18,19, 20
Serbia 2,6,13,15,18, 20
Kosovo* 1,911,12,16, 20

Suggestions to CEFTA senior national experts

Most assertions are made as juxtapositions
between believes (myths) and reality (facts).
There are many reasons why the gap exists
and is, in this case, quite sizeable, besides the

striking lack of information. To get an overall
sense on why that is the case (or is not the
case, in some economies), it would be useful
to have comments on (i) why information is



lacking, (ii) what might be the reason for spe-
cific misperception - if indeed it is believed
to exist, and (iii) what is the expert under-
standing of the facts. For the latter, it would
be interesting to get an expert opinion rath-
er than statistical facts, as those will, in any
case, be summarised in the introduction of

Trade with the region has increased from rel-
atively low levels. This has been enabled by
improved infrastructure and also better ex-
port supply in energy and agriculture. Albania
has very positive view of CEFTA, certainly

the brochure. Some facts, perhaps particu-
larly important, would of course be very use-
ful, if they are available. Finally, it would be
important to have a summary of the policy
rationale and possible planned interventions
reported, suggested, and evaluated from an
expert point of view.

compared to the average. There is one statis-
tical issue in that - trade according to customs
statistics is much larger than that reported in
the balance of payments (about 1 billion euro
on the export side).

3 Barriers have increased or access has become more difficult, while in fact, it is
o Mmostly domestic demand has declined.

One can argue that all of the above is true.
Some thoughts on difficulties on accessing the
market are given below. An increase in barri-
ers and market access are positively correlat-
ed. Intensification of barriers can create mar-
ket access difficulties, but poor access to the
market cannot be explained by the existence
of the barriers in all cases. There are many
factors affecting market access. Over the last
years, the region the number of barriers in
the region has increased and this can be con-
firmed by the high number of unsolved cases
in the Matrix Access Database. In addition, in
some cases, barriers are repetitive in terms
of affected products and type.

Market access may have become more diffi-

cult due to other reasons as well. This is some
reasoning on the issue:

 Market access has become more difficult

due to different stages of development in

terms of EU acquis harmonization. Due to

this, products are treated differently from

one Party to another in terms of techni-

cal requirements or other regulatory re-

quirements. (e.g. the full transposition of

the EU regulation on eggs3 by any CEFTA

Party makes the rest of CEFTA Parties be-

come ‘not eligible Party of import’ making

the access to that specific market impos-

sible). In many cases, the transposition of

3COMMISION REGULATION (EC) No 798/2008 of August 2008 laying down a list of third Parties, territories, zones or compartments
from which poultry and poultry products may be imported into and transit through the Community and the veterinary certification

requirements.
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EU acquis is used either as an excuse to
introduce market barriers or as a justifi-
cation, whenever a ‘barrier’ is introduced
by a CEFTA Party. Moreover, the differ-
ence in the level of harmonization among
CEFTA Parties makes the market access
for products whose involvement in value
chains is still very low more difficult and
additional costs are created in terms of
penetration capabilities.

« Economic growth in the region has shrunk
in almost all CEFTA Parties after the crisis
of 2008-2009. After a slight revitaliza-
tionin 2010, the 2011-2012 period brought
additional weaknesses for CEFTA Parties.
Economic growth slowed down and this
was definitely accompanied by a decline
in domestic demand.

Access to markets is mentioned as an obstacle to increased trade within
1 CEFTA, although the free trade agreement was put in place specifically to
® make it easier to access CEFTA markets.

This is true. Access to markets is still an ob-
stacle for trade in the region. The reduction
of tariffs has not brought desired results. In
addition, efforts invested to remove non-tariff
barriers are not always very successful, and
that is mainly due to the decision making prac-
tice in CEFTA, whereby all decisions are made
by consensus. Therefore, economic operators
still face problems in accessing markets in the
region.

Although CEFTA contributed to the increase of
regional trade for some Parties (i.e. Albania),
EU still remains the most important trading
partner for all CEFTA Parties and intra-region-
al trade is low. All commitments deriving from
CEFTA have been implemented and almost all
possibilities within CEFTA mandate have been
exhausted and yet market access barriers per-
sist and market access is difficult. In addition,

there is evidence that non-tariff barriers and
protectionist practices have been more fre-
quent often after the full elimination of tariffs
was completed.

Despite this, priorities in CEFTA are evolving
to simultaneously accommodate the challeng-
es of the regional development and national
goals. The challenge for economic operators
in the region is to increase competitiveness
and productivity, with a view to engage the
medium value chain more in the medium term.
Trade policy alone cannot increase the com-
petitiveness, and therefore market access is
still an obstacle. We have to bear in mind that
CEFTAis a free trade agreement and does not
have the mandate to deal with other aspects
of competitiveness such as innovation, beyond
the borders barriers, regional investment pol-
icy, etc.

1 2 Both the public and policy makers often see trade imbalances within CEFTA as
e problematic, while these views are not shared by business people.



This is normal, as policy makers and business
people have different strategies and different

timelines in terms of imbalance elimination.
Policy makers see imbalances as a risk for re-

gional integration while business people see
them as an opportunity to penetrate markets
more easily.

For policy makers, imbalances are a need to
take additional actions, and time to adjust may
be problematic. In addition, imbalances are
seen as undermining politicians, as regional
integration is considered to be a waiting room
for EU integration.

There is a perception that circumstances have deteriorated due to regulations
or unfair treatment, which points to the importance of nontrade barriers,
]_ 5 o but the main reason for difficulties in exporting has been a lack of demand

throughout the region.

This point is very similar to point 3. Yes, there

are cases of unfair treatment in CEFTA. In ad-

dition to what was said in point 3, practice of

unfair treatment is more present in the re-
gion. There are cases where hidden protec-

tion exists and interpretation based on EU
acquis is used as an argument to defend the
measure. As mentioned in point 3, this is only
a justification to defend the introduction of
barriers, because CEFTA Parties do not need
to establish barriers in their bilateral trade

based on EU acquis harmonisation. Full com-

pliance with EU acquis is not mandatory at
the stage of EU integration CEFTA Parties are
at. Nonetheless, even if full harmonisation is

to be implemented, and is part of a national
plan for harmonisation, preference can still be
given to CEFTA Parties without creating any
non-compliance with EU.

Moreover, subsidies are another concern with
regard to unfair trade. There are two aspects

to subsidies: on the one hand, they are sup-

portive to the domestic producers, but on the

other, they create unfair practices for import-

ers. In Albania, due to the risks of subsidized
import from CEFTA Parties, there are requests
to introduce protective measures, in particular
pertaining to agriculture products.

19 In addition, institutional harmonisation with the EU is appreciated, and would
e be quite useful if it would also be implemented within CEFTA.

The CEFTA Agreement stipulates no obliga-
tions for institutional harmonisation. However,
efforts are being made to have a similar struc-
ture for some of the reforms. Thus, the CEFTA

Trade Facilitation Committee is mirrored in
CEFTA Parties by national Trade Facilitation
Committees. Although the composition of na-
tional committees differs from one Party to
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another, and the stages of their setting up may
be not have been synchronised, the agenda of
national committees is very similar.

The Committee of Contact Point in CEFTA is
also mirrored by similar structures in each
CEFTA Party.

For other institutions, there is no specific ar-
rangement within CEFTA and all Parties have
their own national approach.

The low level of investment in obtaining information on CEFTA, among both
2 O business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.

In Albania not many would agree on low lev-

el of investment in information about CEFTA.
This is quite obsolete as a concern, and it

seems that it cannot even be fully support-

ed by figures. On average, 20% of businesses
surveyed are not familiar with CEFTA. Given
the importance CEFTA has in trade figures,
it may be argued that the figure of 20% is
understandable.

It has been invested a lot in the CEFTA website,
CEFTA Trade Portal, CEFTA Week and other
awareness campaigns for CEFTA. Very recently,

Trade deficit is still significant, though it is de-
clining. Current account deficit is significant-
ly lower, which is in part due to large inflow
of remittances. Similarly to Albania, there is

the new CEFTA Secretariat website, which is
connected to social media as well, is another
fact that shows invested efforts.

However, given the importance of regional
trade and investment, it is good to be innova-
tive in disseminating information about CEFTA.
The extent to which this can be done is to be
discussed within CEFTA structures and other
regional initiatives.

significant discrepancy in exports reported
in customs statistics and in the balance of
payments.

The domestic market is more stable than that of CEFTA or the EU or the rest
of the world. In fact, domestic demand is significantly more constrained than

external, especially since the crisis of 2008-2009.



Itis a fact that domestic demand is significant-
ly more constrained than external demand,
especially since the crisis of 2008-2009.

Thus it is a myth that the domestic market is
more stable than that of CEFTA or EU or the
rest of the world.

The reason for this misperception is lack of
information. Information is available to the
public, but there is the public shows no inter-
est in being informed.

Although B&H recorded a significant decline
in imports in all sectors after the 2008 eco-
nomic crisis, this misperception is supported

by the fact that domestic demand, and private
consumption in particular, was sustained by
stable inflows of workers’ remittances (money
transfers made by employees working abroad),
thus ‘improving’ real disposable income, ben-
efiting from low inflation and increasing em-
ployment. Although after the 2008 economic
crisis Bosnia and Herzegovina recorded an im-
portant decline in imports in all sectors, this
misperception is supported by the fact that
the domestic demand, in particular private
consumption was sustained by a stable inflows
of workers remittances (transfers of employ-
ees working abroad) and thus ‘improving’ real
disposable income, benefiting from low infla-
tion and increasing employment.

3 Barriers have increased or access has become more difficult, while in fact, it is
o Mmostly domestic demand has declined.

Itis a fact that barriers have not increased and
access has not become more difficult due to a
decline in domestic demand.

Thus it is a myth that barriers have increased
or access has become more difficult due to a
decline in domestic demand.

The reason for this misperception is a lack of
information about barriers and lack of knowl-
edge about trade measures.

The level of B&H trade integration with EU
and CEFTA is high, with more than 86% of
all exports going to these markets. There are

misperceptions in B&H, such as that B&H is
facing barriers in trading with CEFTA Parties
due to the fact that it lags behind other CEFTA
Parties in the process of aligning with the ac-
quis communautaire, especially in the areas
of quality infrastructure and SPS, and this fact
is affecting B&H competitiveness. In order to
correct this perception, B&H should strength-
en its administrative capacity (including the
political level) and cooperation at all levels,
in order to make progress in harmonising its
legislation with European standards and im-
proving dialogue and cooperation between the
private and public sectors.

6 The importance of trade in food is not well recognised although it is probably
o the most important segment of overall trade.
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It is a fact that that trade in food is probably
the most important part of the overall trade.

It is a myth that the importance of trade in
food is not well recognised.

There is no lack of information and the con-
sumer is aware of this fact. Trade in food is
very sensitive and connected with food safety,
governmental measures and different kinds
of subsidies directly affecting consumers and
food producers.

Foreign labour is welcomed on the one hand, indicating the existence of skill
8 mismatches on local labour markets, while it is also feared as a way of driving
®  out local employment at the same time.

It is a fact that foreign labour is welcomed on
the one hand, indicating the existence of skill
mismatches on local labour markets; it is also
a fact that it is feared as a way of driving out
local employment.

It is a myth that foreign labour is driving the
local employment out.

There is no lack of information, but a lack
of understanding. Foreign labour (skill mis-
matches) is involved in jobs not available on
the domestic market (not driving local employ-
ment out). Movement of labour is associated
with investments, which all Parties strive to
achieve, whether developed or undeveloped.
However, these processes are not "painless”,
as they impose changes in many other related
sectors of the economy and society.

1 2 Both the public and policy makers often see trade imbalances within CEFTA as
o problematic, while these views are not shared by business people.

Itis a fact that public and policy makers often

see trade imbalances within CEFTA as prob-

lematic, while these views are not shared by
business people.

It is not a myth that public and policy mak-

ers often see trade imbalance within CEFTA
as problematic, while these views are not
shared by business people. There is no lack
of information, but facts are evaluated from

different points of view: the public and policy
makers see this from a perspective of the state
and the business community see this from a
perspective of profit.

Policy makers in B&H are focusing on ensuring
proper implementation of the CEFTA agree-
ment. On the other hand, cooperation between
public and business sector is very weak.



It is believed that it is easier to import than to export, though imports have
1 3 mostly declined since 2008 (in most Parties), while exports have stood their
e ground and in some instances have increased, primarily to the EU and in
some cases, Russia and the rest of the world.

Itis a fact that exports have in some instances
increased, though primarily to the EU and in
some cases, Russia and the rest of the world.

It is a myth that it is easier to import than to
export, though imports have mostly declined
since 2008 (in most Parties).

There is no lack of information, but a lack of
understanding. The imports are demand driv-
en. No demand - no imports.

There is practically no understanding that the functioning of CEFTA and
increased trade depend on coordination of policy among Parties, similar to the

trade with the EU.

Itis afactis that the functioning of CEFTA and
increased trade depends on policy coordina-
tion among the Parties, similar to the case of
trade with the EU.

It is a myth that there is practically no under-
standing that the functioning of CEFTA and

increased trade depend on coordination of
policy among Parties.

There is no lack of information and under-
standing.

The low level of investment in obtaining information on CEFTA, among both
2 business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.

It is a fact that the low level of investment in
obtaining information on CEFTA among both
business people and governments is striking,
given the importance of regional trade and,
even more importantly, future investment.

It is not a myth that the low level of investment
in obtaining information on CEFTA among both

business people and governments is striking,
given the importance of regional trade and,
even more importantly, future investment.

There is no lack of information and under-
standing.
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Growth has been better than the regional av-
erage so imports have increased also, though
less than exports. Macedonian economy is

more open than other CEFTA economies in
terms of export to GDP ratio. Also, regional
market is very important.

The domestic market is more stable than that of CEFTA or the EU or the rest
of the world. In fact, domestic demand is significantly more constrained than

Supply and demand in the market of Republic
of Macedonia is at first glance obvious, look-
ing at the supply and demand of the domestic
population. Well known domestic resources for
production and data available in terms of do-
mestic consumption give a picture of ‘what to
expect’ in the crisis period. It has been proven
that the demand for so-called ‘elastic goods’,
i.e. non elementary goods, significantly de-
creases in the period of crisis. On the other
hand, it limits the general demand of goods,
and price becomes the main factor influencing
consumption and trade.

When there is no competitive market where
prices are controlled by production, this can
be achieved if more markets are available for

external, especially since the crisis of 2008-2009.

supply of goods and trade. The CEFTA mar-
ket provides this opportunity with six other
Parties offering competitive potential and
more exchange of goods. This is also the
case with the EU market, and is supported
by the fact that these are highly competitive
economies.

On the other hand, the Agreement itself stim-
ulates competition and provides equal treat-
ment for domestic and foreign investors. As
aresult, the fact is that CEFTA and EU market
have a high level of trading with CEFTA Parties
and the domestic market cannot respond to
increased and diversified demand with its own
production.

Monopolies and competition in CEFTA Parties markets present significant
barriers. This is contrary to the fact that most goods traded within CEFTA are
5 o Complementary rather than competing goods. In other words, trade is driven

mostly by comparative advantages.

Trade is driven mostly by the offer of compet-
itive markets. That is the purpose of CEFTA:
to stimulate competitiveness. In other words,
competitiveness cannot be a barrier; it is the

moving force for improving the position of the
entire CEFTA of in the world market. The bar-
riers inside CEFTA come from measures within
CEFTA Parties which reduce the exchange of



goods and services among them. The reason
for this is avoiding good competition rules in
trade and implementing non-tariff measures
with the purpose of protecting domestic prod-
ucts. These are artificial measures, which have
nothing in common with the real competitive
offer on the CEFTA markets.

On the other hand, protection of domestic
production in the Agreement is strictly reg-
ulated by some articles. In case of such prac-
tices, consultation and pre-notification of new
legislation while being drafted is necessary.

Competition itself ranks high in the Republic of
Macedonia, resulting from a higher level of in-
vestment, or a better offer coming from more
investments. If we analyse the impact of for-
eign investments on the local economy, we can
see that it was evaluated about 39% positively
and 8% very positively, while in the region it
ranks even higher (47% and 13%). Both results
rank much higher than those which evaluated
that the impact of foreign investments on the
local economy negatively or very negatively.
These lowest percentages show that respond-
ers in the Republic of Macedonia disagree or
fully disagree with this myth.

The statistics related to small and large enter-
prises in CEFTA indicate that CEFTA treats both
big and small enterprises equally, as well as
domestic and foreign investors. If large com-
panies are considered to be ‘monopolies’, it

is not considered to be a barrier; otherwise it
would not have been assessed as having such a
large impact on local economy by responders
in the Republic of Macedonia and the region.
Responders here are in favour of large compa-
nies for reasons of stability of jobs and special-
izing possibilities. Even if they are considered
to be ‘monopolies’, then the main concern is
jobh loss, which cannot happen if competitive
rules from the Agreement are regularly imple-
mented, and is not considered to be a barrier.
Transparency of CEFTA implementation also
plays a significant role, since in the Republic
of Macedonia, many responders refused to
give their answer on the assessment of im-
plementation of CEFTA or are neither familiar
nor unfamiliar with the role of CEFTA in busi-
ness. This is because they are neither well in-
formed from their associations, nor adequate-
ly equipped to search for related information
on specialised sites.

As a conclusion for this myth: information and
familiarity with CEFTA can create the public
opinion that small enterprises have equal
possibilities of being competitive as do large
ones, with the implementation of CEFTA, and
that competition in CEFTA is not a barrier but
supports increased trading . Complementary
production can benefit from value chains, no
matter what Party they come from, and it is
one of the elements of production that can
contribute to better competitiveness.

Foreign labour is welcomed on the one hand, indicating the existence of skill
8 mismatches on local labour markets, while it is also feared as a way of driving
®  out local employment at the same time.

The percentage of unemployment in the do-
mestic workforce is the main obstacle for
accepting foreign workers from other CEFTA

Parties. The level of competition can still not
overcome the fear from unemployment and
prevents better workforce mobility. A slightly
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larger percentage disagrees and fully dis-
agrees that the impact of foreign workers
from CEFTA Parties is positive for domestic
businesses, compared with those who consid-
er it to be desirable and fully desirable. Also,
the percentage of the business sector which
is not informed enough about the advantag-
es/impact of regional mobility of qualified
workforce within the CEFTA region cannot be
overlooked.

Thisis also supported by the fact that a rather
high percentage of the business community in
the Republic of Macedonia (29% and 26%) has
no opinion (is neither familiar nor unfamiliar)

on what CEFTA means to business or on CEFTA
implementation. As mentioned before, this
is probably because they were not informed
enough about benefits of CEFTA through their
associations or related institution websites.
The Republic of Macedonia considers the level
of the presence of cross border movement of
service providers from other CEFTA Parties
who can be helpful for the business in the
domestic market to be desirable most out of
all CEFTA Parties. This is due to the results of
trading among neighbouring CEFTA Parties in
the sectors of IT, transport and other logistic
services and is supported by the benefits of
the proximity of neighbouring markets.

It is believed that there is more potential in trade with the EU, and to some
]_ ]_ . extent with other Parties, while prospects for trade within CEFTA significantly
increase with the recovery of economic activity and consumption.

In the Republic of Macedonia, the export to the
EU grew during the years of implementation
of CEFTA, while trading with CEFTA decreased,
as measured by the share in total export/im-
port. The share of export from the Republic of
Macedonia to CEFTA Parties decreased within
total export with the world during the period
of implementation of the Agreement, while
the share of import also decreased, but at a
slower rate. These important results were the
result of functioning of free economic zones,
through products being exported to the EU. In
the Republic of Macedonia the creation of so-
called Technological Industrial Development
Zones (TIDZ) diverted a major part of the trade
exchange of goods towards the EU. In the first
seven months of 2016, about 47% of the total
export of goods was the result of activity of
foreign companies within TIDZ and export to
Germany; about 13% of the total import also
came from Germany.

For the Republic of Macedonia, CEFTA Parties
also have significant potential for trade due
to the fact that two out of its twenty major
trading partners are neighbouring Parties of
CEFTA: Kosovo* and Serbia. CEFTA neighbour-
ing Parties are verified trading partners due to
trade logistics - distances are usually shorter,
logistics are cheaper and partners are better
known than trading partners who are further
away. In addition, the current state of play
is that the level of standards, still awaiting
harmonization with the EU, provides a similar
quality of production among CEFTA partners,
which they use to trade more with each other.
Increasing of consumption with the recov-
ery of the economic activities is related to all
goods, whether from the EU, CEFTA or other
place of origin. Consumption in the Republic of
Macedonia, just like in other CEFTA Parties, de-
pends on quality, prices, availability etc., and
these are the facts which attract consumers,
rather than their place of origin.



There is a perception that circumstances have deteriorated due to regulations
or unfair treatment, which points to the importance of nontrade barriers,
]_ 5 o Dbut the main reason for difficulties in exporting has been a lack of demand

throughout the region.

Consumers in CEFTA are aware that, within
CEFTA, treatment is equal for domestic and

foreign investments and furthermore, accord-

ing to responders, that CEFTA stimulates free
competition. Around 40% of responders think

that the overall business environment has im-

proved or significantly improved and around
50% feel that business competitiveness has
improved or significantly improved. That is

contrary to the opinion about unfair treat-

ment, because CEFTA stimulates and provides
conditions for boosting regional economies to

Non-tariff barriers that occur mainly with re-

gard to the export of agricultural products
are the result of the intention of Parties to

protect the export of domestic products. They
are one of the main factors for infringing trade
exchange by making it difficult to export.

There is no lack of demand influencing trade
exchange. This is supported by the fact that

total import in the Republic of Macedonia in-

creased during the years of implementation of

CEFTA, and that domestic consumption is in-

creasing. Also, sales in the domestic market in

the CEFTA region, according to 38% respond-

ers, have improved or significantly improved,
and this percentage is much higher than those
who are of the opposite opinion.

19 In addition, institutional harmonisation with the EU is appreciated, and would
e be quite useful if it would also be implemented within CEFTA.

On the contrary, this is a parallel process,
since the Agreement is in accordance with
the Stabilisation and Association Agreement
(SAA) for those Parties who signed this for fu-
ture association with EU countries. For others,
it is an obligation also within CEFTA for all of
its Parties - signatories. The synchronisation
of the harmonisation process is a necessity,
and not an option, because both the SAA and
CEFTA have common, similar obligations, pri-
orities and perspectives.

Transposing EU legislation in each Party within
a different time framework and in different
stages creates additional problems - misun-
derstandings due to differences in implement-
ing transposed laws, EU standards and practic-
es. Even though CEFTA Parties try to keep up
with international standards and multilateral
regulative framework, they do not succeed in
their full implementation, in spite of having
declared that their national legislation is syn-
chronized with the EU.

43



44

The low level of investment in obtaining information on CEFTA, among hoth
2 business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.

The impact of foreign investments on the lo-
cal economy is evaluated positively or very
positively by about 47% in the Republic of
Macedonia and 60% in the region. On the re-
gional level, 56% have no opinion, disagree or
fully disagree about the treatment of foreign
and domestic investors. On the other hand, the
responders are highly concerned about large
investments from abroad that can influence
on their business presence, which shows that
they pay a lot of attention to the movement
of investments on their market.

This shows that there is no lack of information
about the presence of domestic and foreign
investments. Attracting foreign investments is
atop priority in the governmental programme
of the Republic of Macedonia, which is also the
case with nearly all CEFTA Parties. The entire

Moldova’s trade with other CEFTA economies
is limited. It is growing only slowly. Behaviour

Region has declared that the sales on the do-
mestic markets have improved or significant-
ly improved, with about 38% of respondents
stating this, as well as trading with EU having
improved or significantly improved with about
47% of respondents stating this. This can be
considered be an awareness of the results of
an increased investment presence in trading
sectors. It also confirms the awareness of the
government and the business community of
the importance of increased investment at
Party level.

Investment measures vary among Parties, and
so do priorities of those which are more at-
tractive for foreign investors. In the Republic
of Macedonia, the number of new investments
is regularly published and information is avail-
able from the media.

of trade is also different, i.e. more volatile
than in other CEFTA economies.

14 CEFTA is seen separate from, and in some cases less promising than the EU
e market, while those complement each other.

The Republic of Moldova shares a common
interest both with the CEFTA region and the
EU market in strengthening competitiveness,
increasing exports, boosting investment and
expanding its industrial base. It is clear that

deep and comprehensive reforms we are im-
plementing are required to achieve socio-eco-
nomic goals which we aim for. It is true that
CEFTA and EU complement each other; so-
cio-economic objectives that can be found in



both agendas are a common point of interest.
All CEFTA socio-economic goals are also re-

flected in the Deep and Comprehensive Free
Trade Agreement (DCFTA) between the EU
and Moldova. In addition, CEFTA trade and
investment objectives and related issues are
incorporated in the EU-Moldova Association
Agenda, which Moldova is now in the process

of implementing. Taking all of the above into
consideration, it is worth mentioning that both
Agreements - CEFTA and AA/DCFTA, are highly
complementary to each other. Especially in
the sense that both create a free trade area
based on a single set of rules and allow for the
convergence of relevant trade rules.

supportive of trade, although these are more an indication of a lack of

1 Subsidies of one kind or another are often mentioned as being helpful and

competitiveness.

There are no export subsidies for agricultural

products in Moldova. Since 2010, disburse-

ments to agricultural producers have been
managed by a single public body, the Agency

for Interventions and Payment in Agriculture.
The system of allocation of subsidies was de-

centralized, with funds being granted through
several Ministries and State institutions, and
difficult to manage. From 2010, the Agency
for Interventions and Payment in Agriculture

(AIPA) has been the public authority in charge
of managing disbursements from a central-
ized subsidy fund to agricultural producers,
as well as controlling their compliance with
relevant conditions. Budgetary outlays for the
centralized subsidy fund are approved annu-
ally by Government decision and actual dis-
bursements from the fund depend on farmers’
requests.

17 There is an interest in CEFTA in Moldova, though knowledge about it and actual
e trade within it are marginal. Also, prospects for improvement are very limited.

Moldova has a special geographical position

in the framework of the CEFTA. In this con-
text, given the current situation in the re-

gion, and taking into account opportunities
offered by CEFTA, interest from the private
sector is increasing, although results of the

study indicate the opposite. Furthermore, in-

terest in CEFTA has increased due to the full
liberalisation of trade in agricultural goods
within CEFTA. Another reason involves the
abolition of the visa regime with almost all

CEFTA Parties and also the productive nego-
tiations on the liberalisation of trade in ser-
vices and trade facilitation which are in their
final stage. And, probably the most notable
reason, are the advantages and opportuni-
ties of Regional Convention on pan-Euro-Med-
iterranean preferential rules of origin (PEM
Convention) to which the Republic of Moldova
is also a contracting party. In addition to that,
Moldova considers the CEFTA Agreement to
be an important element of preparation for
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the European integration process considering
that European integration remains a key stra-
tegic priority. Also, one of the primary tasks
of the Moldovan Government is to attract in-

vestments and create a favourable non-dis-

criminatory business climate for all investors
from different regions.

Another, and most probably the most impor-
tant, advantage of Moldova is considered to
be its strategic location in bridging EU and CIS
markets, thus becoming an attractive invest-
ment hub for all regions. Also, it is very impor-
tant that Moldova is a member of internation-
al trade agreements and systems such as WTO,
CIS, AA/DCFTA and CEFTA. These advantages
make Moldova attractive to the region.

The low level of investment in obtaining information on CEFTA, among both
2 O business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.

The Ministry of Economy has consistently pro-

moted CEFTA values and the opportunities this
Agreement offers to the Republic of Moldova.
Increasing the visibility of CEFTA and raising
awareness of the CEFTA Agreement and its
advantages among the private sector in the

Republic of Moldova is implemented in var-

ious ways, for government representatives,
the business community and the academia.
The Ministry of Economy of the Republic of
Moldova has been leading continuous efforts
to establish an efficient dialogue with the

business community on CEFTA related pri-

orities. Platforms of communication which
the Ministry of Economy has established are
seen as a valuable opportunity to allow for
exchanging a wide range of information and
debating on different aspects impacting the
capacity of all interested Parties to maximise
the benefits of the implementation of CEFTA.
Efficient and sustainable economic policies
in the Republic of Moldova can be achieved
through interaction with the private sector
only. In this regard, the responsibility of the

Ministry of Economy along with other public
entities such as the Chamber of Commerce
still remains to be the main interface between
the private and public sector. This common
platform is of great significance, as it allows
the public and private sector to cooperate in
addressing mutual challenges.

To this end, | should mention that although the
figures do not demonstrate very high aware-
ness of CEFTA in Moldova and the majority of
public-private actors are fully unfamiliar with
it, information concerning CEFTA Agreement
and its benefits for Moldova is delivered con-
tinuously both to the public and to the private
sector.

Moreover, information with respect to the pro-
motion of CEFTA Agreement is available on the
Ministry of Economy website (i.e. the CEFTA
Trade Portal Banner) as well as the Chamber of
Commerce and Industry website, for both pub-
lic and business community access and use.



Exports of goods have not performed well
while export of services have. This is the con-
sequence of restructuring away from heavy

industry to new technologies and predomi-
nantly to services.

Similarly, the financial crisis is blamed for increased difficulties to trade,
though that is not true when it comes to exports to the EU, which have mostly

® increased.

All CEFTA Parties have a relationship with the
EU, having signed SAAs, and some are in the
process of accession negotiations. That ena-
bles them to export to EU under preferential
terms. Moreover, since CEFTA Parties aim to
become EU members in the near future, it is
natural that they are trying to export to the
EU as much as possible, so that they can be
ready to be part of single market in the future.

Also, it is important to note that many EU
producers have their manufacturing plants
in CEFTA Parties (for example, FIAT in
Serbia), and this immediately raises export.
In Montenegro, according to MONSTAT data,
products which have the biggest share in ex-
port are coloured metals, iron and steel, and
most of them are exported to the EU, and it is
therefore important to check the structure of
export when talking about export to EU.

6 The importance of trade in food is not well recognised although it is probably
o the most important segment of overall trade.

According to many economists, growth of ag-
ricultural production and productivity are cru-
cialinachieving sustainable economic growth.
Trade barriers are considered to be in the past,
and trade liberalization accompanies econom-
ic development. CEFTA Parties were aware of
these facts, as trade among them, including
agricultural products, is fully liberalized. They

have the potential for agricultural production
and, they base their economic development on
this fact, among others.

However, NTBs still exist; most of them actually
concern these products. Consequently, future
work has to be devoted to solving these issues
in order to have benefits from the agreement.
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Similarly, trade in services is viewed positively in some Parties and is seen

sector in all Parties, increased competition can hardly have negative effects on

9 as threatening in others. In fact, given that services are by far the dominant
[ ]

any local market.

Many researches argue that liberalisation of
the trade in services has a positive effect on
economic growth, and that it is a mechanism
for fostering productivity, especially when
restrictions are high. However, there is no
straightforward answer, and depending on the
specific sector and Party, results may differ.
The institutional framework and local regula-
tions have an important effect as well. Bearing

in mind the above, and since there is no clear
broader picture of the impact on liberalisation
on trade in services and sustainable develop-
ment, a cautious approach is necessary. This
is even true of the WTO environment, as there
are opinions that the ultimate goal of the GATS
is not only to raise international trade in ser-
vices, but to achieve economic growth of all
trading partners.

It is believed that it is easier to import than to export, though imports have
1 3 mostly declined since 2008 (in most Parties), while exports have stood their
e ground and in some instances have increased, primarily to the EU and in
some cases, Russia and the rest of the world.

The view related to increasing export to the
EU is given as the first answer. As for export
to Russia, some CEFTA Parties have signed
the FTA with the Russian Federation and their
market is considered as important. The po-
litical situation also had an impact. When it

comes to the decline in import, it is important
to note that producers gained an opportunity
to position themselves better in the domestic
market during the global financial and eco-
nomic crisis, due to cheaper products, among
other reasons.

There is practically no understanding that the functioning of CEFTA and
increased trade depend on coordination of policy among Parties, similar to the

trade with the EU.

CEFTA Parties are aware of the necessity to
coordinate trade policy among them, and all
that was achieved within the 10 years from
signing, confirms that. Trade was fully liberal-

ised; the Additional Protocol 5, mainly impor-

tant for aligning procedures in trade in goods,

is expected to be adopted soon; and negoti-
ations on liberalization on trade in services
are ongoing.

However, there are specific issues in every par-
ty, constraints, and requests from the private



sector that have to be taken into account. The
situation with EU members is similar, since

different regulations can be found even
among EU countries.

19 In addition, institutional harmonisation with the EU is appreciated, and would
e be quite useful if it would also be implemented within CEFTA.

As mentioned before, all CEFTA Parties see
themselves as future EU members. From that
point of view institutional harmonisation with
the EU is a complementary process along with

aligning within CEFTA, as the same rules form
the basis for alignment. CEFTA was signed as
”preparation” for the EU membership, and
Parties are aware of that.

The low level of investment in obtaining information on CEFTA, among hoth
2 business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.

The private sector is aware of CEFTA, even
though results of research, at least for
Montenegro, do not indicate this. It cannot
be known for sure how companies understood
these questions, and what they expect from
the agreement itself. Cooperation between
government and private sector on this issue

is satisfactory. Many producers, however, do
not consider CEFTA to be helpful, since most
of the problems they have in trade, in terms
of exporting to other CEFTA Parties, have not
been solved. That is one of the main goals in
future - to try to develop an efficient dispute
settlement mechanism.

CEFTA is not appreciated by Serbian businesses as much as other Parties,
though Serbia’s volume of exports to CEFTA are larger than others’ and there is

CEFTA is very much appreciated by Serbian
businesses since CEFTA is the second major
partner of Serbia, after the EU, and Serbia
has continuously had surplus in its regional

a large and persistent trade surplus.

trade. Serbian business people traditionally
trade a lot with the CEFTA Parties, especially
with Bosnia and Herzegovina, the Republic of
Macedonia and Montenegro. One should not
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forget that these CEFTA Parties were republics
of former Yugoslavia, which had strong busi-
ness relations for a long time. Now that CEFTA
brings together different entities of former
Yugoslavia, along with Albania and Moldova,
in a new way and in a new environment, it se-
cures the reestablishment of connections from
the recent past and opens new opportunities
for cooperation among complementary econ-
omies. Particular significance in terms of eas-
ier business for Serbian companies came with
the CEFTA regional agreement, whose main
goal is to facilitate free flow of goods, services,
capital and labour. The Western Balkan area
has a population of about 25 million, and this
is an important factor for profitable broader
economic collaboration and for attraction of
foreign investments to CEFTA Parties, includ-
ing Serbia.

Markets in the region are natural export des-
tinations for all CEFTA Parties, but it is be-
coming more and more important to develop
higher forms of cooperation and join forces

to gain joint access to third markets. Serbia is
still struggling to become fully integrated into
the world trading system, and as a relatively
small economy with an unsatisfactory level
of competitiveness in certain sectors of its
economy, it is oriented toward markets where
the request for standards is not so high, and
where logistics do not pay a vital role, such as
CEFTA markets.

Serbian politicians and businesses are aware
of the fact that small economies benefit from
more trade with their neighbours and that eco-
nomic cooperation/integration could lead to a
reduction in the cost of trade; improved avail-
ability and wider selection of goods and ser-
vices; and efficiency gains that lead to greater
purchasing power. Employment opportunities
tend to improve as trade liberalization leads
to market expansion, sharing of technology,
and cross-border flows of investment. Political
cooperation can also improve with stronger
economic ties, which can help resolve conflicts
peacefully and lead to more stability.

6 The importance of trade in food is not well recognised although it is probably
o the most important segment of overall trade.

Almost 80% of CEFTA trade is in industrial
products, but business people who export
food and agricultural products complain very
often and usually for good reason. The most
frequent barriers in CEFTA - more than 80%
- concern beverages and tobacco, vegetables
and live animals. Bearing in mind that, tra-
ditionally, the final destination for about a
half of total exports of agricultural products
from Serbia is the CEFTA market, it is evident
that the region is an important consumer of
Serbia’s agricultural produce. Among many
reasons for this, the most significant are:

* The legacy of economic cooperation with-
in the former socialist Yugoslavia;

« Proximity of the market;

* The legacy of product recognition among
consumers;

« Habits formed in the recent past, and a

- Generally lower level of market require-
ments in comparison with the EU market
(regarding standards of production, pro-
cessing, and marketing of food)

Global markets for food are often distort-
ed due to various protective measures. Full



elimination of tariffs and quantitative restric-
tions on the global level, as well as the re-

gional trade did not eliminate problems, since
very many non-tariff measures still exist in
the form of barriers. These are much more
restrictive, less transparent, more complex,
difficult to define and quantify than tariffs,
and are thus difficult to eliminate. There has
been increased concern about the impact of

trade measures, many of which are not explic-
itly trade-related, on agricultural and food ex-
ports. In particular, it is now widely acknowl-

edged that technical measures such as food
quality and sanitary and phytosanitary (SPS)

requirements can impede trade. Trading part-
ners in the region also seek to address bhios-

ecurity and quality concerns, or protect their
domestic industries by applying unjustified
sanitary and phytosanitary (SPS) measures
and other technical barriers to trade (TBT)
and/or by improper application of non-tariff
measures to trade, such as specific market

requirements that make importing or export-
ing products difficult and/or costly.

In Serbia, 17.2% of the workforce is employed
in the agri/food sector which generates about
10% of the GDP. It is the only segment of the
economy with a foreign trade surplus and is
of major social and political importance (44%
of the population lives in rural areas which
are mainly agricultural). Surplus in foreign
trade in agricultural-food products is con-
stantly growing, but at the same time prob-
lems concerning wheat/flour, beer, meat and
milk have existed for quite a long time, with-
out any possibility of being resolved, although
the CEFTA agreement contains a well-defined
dispute settlement mechanism. It is obvious
that this mechanism should be improved to
provide more efficient resolution of non-tariff
barriers in the region, especially in the area
of food products.

It is believed that it is easier to import than to export, though imports have
1 3 mostly declined since 2008 (in most Parties), while exports have stood their
e ground and in some instances have increased, primarily to the EU and in
some cases, Russia and the rest of the world.

The CEFTA region presents a very important
import market, as well as an export market
for almost all Parties. The export structure of
CEFTA Parties is very similar. They are also at
a very similar level of development and they
suffer from an underdeveloped trade sector
due to years of deindustrialisation. There is
an insufficient inflow of foreign investments
which were so far related to privatization and
the service sector, and these do not generate
significant exports of goods and service. The
process of approximation and harmonisation
of national CEFTA Parties’ legislation with
the Acquis communautaire is progressing at

a dynamic rate, but at the same time, at var-
ying paces. Although it sounds paradoxical,
the process of joining the EU does not elimi-
nate barriers in regional trade; it creates new
barriers.

Non-tariff barriers within CEFTA region arise
from the fact that CEFTA Parties are usually
at different stages in harmonizing their leg-
islature with the EU legal system. Strict har-
monization of one or a several Parties with
the high standards of the EU impacts other
Parties to a great extent, encouraging them to
harmonize their legislature in a short period
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of time; as a consequence, they cannot export
to Parties that have already harmonized their

legislation. Besides this, trade is mainly con-

centrated on a few groups of products, while
there is overlapping in the offer of exports;
the following products prevail: mineral fuels
(among the top five import products in all
Parties, except Montenegro), steel and iron

(among the top five import and export prod-

ucts), products made of steel and aluminium,
electric machinery and equipment. This data

shows that specialization within these indus-

tries is unavoidable.

Trade integration is unequal among CEFTA
Parties - the EU is a leading trade partner to
most CEFTA Parties. Trade structure within
CEFTA and with the EU is not the same. Export

of products of higher value, such as machin-

ery and transport equipment to the EU is two
times higher than export to CEFTA. This is

also the case with textiles. On the other side,
mineral fuels and chemical products are ex-
ported more within CEFTA than the EU. It is
known that inter-regional trade stimulates ex-
port-oriented growth, which is not the case
among CEFTA Parties. Their foreign economic
cooperation is mostly focused on developed
EU members. Trade with the EU makes up be-
tween 50 to 80% of CEFTA total exchange with
the world. Generally speaking, CEFTA Parties
should concentrate on export oriented sec-
tors/export of ‘CEFTA products’ (through di-
agonal cumulation of origin) to third markets
primarily where free trade agreements have
been signed. Serbia enjoys favourable condi-
tions in accessing the market of the Russian
Federation which greatly facilitates market-
ing of agricultural products. Lately, Serbia has
also established favourable conditions for ac-
cessing markets in Belarus, Kazakhstan and
Turkey.

There is a perception that circumstances have deteriorated due to regulations
or unfair treatment, which points to the importance of nontrade barriers,
]_ 5 o but the main reason for difficulties in exporting has been a lack of demand

throughout the region.

The economic crisis caused a drop in demand
in the world market, with an unfavourable
impact on the CEFTA exports. Economies of
CEFTA Parties are, like all other economies
around the world, going through a difficult pe-
riod and they are all focused on ensuring eco-
nomic and financial stability, creating an envi-
ronment for attracting FDI to hoost economic
growth, foster employment and raise living
standards. Almost all CEFTA Parties have for-
eign trade, current account and budget defi-
cits, arelatively low per capita income, a high
unemployment rate and a small share of ex-
ports in their GDP. CEFTA Parties remain highly

dependent on recovery in Europe where the
region conducts most of its commercial trade.
Raising demand is actually not that difficult,
and it is much easier than raising the capacity
to produce.

The crucial thing is for policymakers to di-
agnose the problem correctly and make the
appropriate repairs. It is worth mentioning
that industrial goods produced in CEFTA are
labour and recourse intensive, with low value
added and with a small profit margin. Inter-
industrial trade, as an indicator of successful
integration into the global supply chain, is low



and technologically intensive industries do not
represent a large segment in the CEFTA region.
CEFTA Parties should improve their efficiency,

productivity and quality of production - im-
plement EU standards and technical regula-

tions and also stimulate industrial cooperation

within the region by specialization in produc-
tion of competitive high value added, knowl-
edge intensive products thus increasing the
value of their exports, since the growth in ex-
ports which is mainly extensive is not sustain-
able in the long term period.

There is practically no understanding that the functioning of CEFTA and
increased trade depend on coordination of policy among Parties, similar to the

trade with the EU.

EU Membership is the goal of all CEFTA Parties.

They are at different levels and have differ-
ent paces of legal approximation to the EU ac-

quis and adopting WTO rules. CEFTA Parties
try, with more or less success, to synchronise
the harmonisation of domestic regulation and

measures with those of EU and WTO in prior-

ity areas such as SPS, trade facilitation and
investment policy.

CEFTA aims to establish a regional econom-

ic zone on the basis of EU compliance, with
an objective to support the Parties’ efforts to
attract more investment, decrease the cost

of trade and production, and eliminate mar-

ket access barriers. By creating a regional
economic zone, goods, services, investments
and skilled people should move freely without
tariffs, quotas or other unnecessary barriers,
trade should be facilitated higher than WTO
Rules, aiming at recognition of all documents,
procedures, and programmes related to trade
once EU alignment by one or more Western
Balkan Parties is achieved.

The legal basis of regional economic zone
will be the CEFTA Agreement broadened by
Additional Protocols on Trade Facilitation and
on Trade in Services, and strengthened with
more efficient and effective dispute settle-
ment procedures. The regional economic zone
shall be part of the PanEurope Mediterranean
Cumulation zone, on equal footing as other
Parties in the Zone.

CEFTA and RCC have set up a joint Working
Group on Investment Policy and Promotion.
The main areas of work for this Group include
the coordination of investment policies en-
suring greater protection for investors and
investments and the coordination of invest-
ment promotion activities. The Group’s activ-
ities also seek to include regional supply and
value chains into global networks and promote
the region as an attractive business location
to the global investor community.

The low level of investment in obtaining information on CEFTA, among both
2 business people and governments is striking, given the importance of regional
® trade and, even more importantly, future investment.
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CEFTA is trying to provide strong support for
international and regional private sector dia-
logue within CEFTA Structures by involving the
private sector in regional policy making.

CEFTA has created a new CEFTA Portal aiming

to better communicate with the business sec-

tor, make transparent its activities and provide
the private sector with an option for improved
monitoring of results achieved in CEFTA. The
CEFTA Portal provides relevant, timely and

up to date information in a user friendly man-

ner, thus promoting awareness of CEFTA as a
modern, ambitious agreement that aspires to
generate economic growth and advance the
EU integration processes.

The CEFTA has invested a lot of effort into cre-

ating web-based information and transparency
tools (a website and three different databases
enhancing transparency), the development of

which has been financed mainly by small bi-

lateral assistance projects and thus subject to
tendering and contracting of various service
providers.

The new CEFTA MIS will upgrade existing data-

bases (CEFTA Market Access Barriers Database,
CEFTA SPS Database, CEFTA Trade Portal and
CEFTA TBT Database) and will also integrate
data extracted from the SEED databases of

trade and investment related data from all oth-

er international and regional databases and
from other national statistical offices. CEFTA
MIS will be the main tool for monitoring the
implementation of CEFTA Agreement. This
activity will strengthen regional information

exchange among CEFTA Parties, make notifica-

tion mechanisms more effective and will also
help in benchmarking, thus supporting CEFTA

Structures in taking further action to strength-

en the implementation of the Agreement.

Within CEFTA MIS CEFTA Parties established

the so called ‘Transparency Pack’ with the ob-

jective to enhance transparency of all types

of trade measures of CEFTA Parties. This new
electronic tool allows CEFTA Parties to notify
each other about all types of measures, and
analyse the impact of regional trade. It is avail-
able to relevant authorities of CEFTA Parties
with partial access to the public.

Each CEFTA Party will soon create a National
Committee on Trade Facilitation which should
improve the private public dialogue in the pro-
cess of improving the speed and efficiency of
border procedures, by identifying bottlenecks
of cooperation of Customs, other border agen-
cies and the private sector in border proce-
dures, thereby reducing trade costs and en-
hancing participation in global value chains
that characterise international trade today.
Working closely with stakeholders from the pri-
vate and public sector is essential for achiev-
ing any sustainable reform and modernization.
Private sector stakeholders will have the op-
portunity to discuss various trade related is-
sues of the TF Protocol with their government
counterparts at regular meetings of the com-
mittee. In addition to scheduled meetings, ad-
hoc meetings could be arranged, if and when
required. The committee’s terms of reference
will include tasks and responsibilities towards
ensuring the facilitation of free movement of
goods and people, streamlining import and
export procedures, procurement of infrastruc-
ture commensurate with full implementation
of the TF Protocol, reducing institutional red
tape and a public awareness campaign on the
benefits of the CEFTA Agreement.

With regard to liberalizing trade in services
and mobility of skilled professionals to reduce
a mismatch between demand and supply of
labour and employment, transparency of na-
tional and regional arrangements on recogni-
tion of professional qualifications, which are
to be signed, will be improved, along with data
exchange on the mobility of professionals and
skills needs in selecting professions.









CONCLUSIONS AND
RECOMMENDATIONS

Trade has proved to be one channel that

helped alleviate the consequences of the cri-

sis of 2008-20009. It continues to be the way
to speed up growth in the context of still high

external imbalances and an inadequate struc-

ture of production. Potentially, trade with the
EU should increase faster than that with any
other region, CEFTA included. This is in part
due to the extent of the EU market compared

to that of CEFTA, but also for reasons of de-

velopment as imports of technology need to
come from there.

Intra-CEFTA trade will continue to increase
especially in the case of the economies with

relatively low export to GDP ratios at the mo-

ment. But also and most important, trade will

increase with regional investment and produc-
tion integration. While there is a mispercep-

tion that large foreign companies drive out
small domestic ones, the development should
prove to be quite the opposite one: increased
opportunity for production and value chains
to develop on the regional market which will in

fact support small and medium sized compa-
nies that are innovative and internationalised.

That is clearly the key potential of CEFTA.

Regional market should also help with the

increased mobility of labour and services.
Though employment is generally low and un-

employment high, growth has to be also driven
by productivity, which means that there will

be growing demand for skilled labour. In some
cases that demand is already reaching limits of
availability of the needed skills. Respondents
to the ‘CEFTA through Numbers’ are aware of
that even though there is also awareness of

the risk that there will be some increased com-

petition for those already employed.

‘CEFTA through Numbers’ similar to ‘Balkan
Barometer 2016’ reveal dissatisfaction with
economic policies and with political situation
altogether. There are diverging expectations
from the policy makers: on one hand, trade
agreements are seen as constraining policy
makers, while on the other existing regulation
and policies are seen as standing in the way of
increases in trade. Generally, increased policy
coordination should be helpful because the
lack of that increases uncertainty and thus
lower opportunities for trade.

Overall, information about CEFTA needs to be
increased because it is clearly below the level
of importance of intra-CEFTA trade.
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