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FOREWORD

The special honor is given to us to present to
you the study "CEFTA through Numbers" on
behalf of the CEFTA Secretariat. This is a sur-
vey which shows how CEFTA private sector and
informed professionals see, understand and
perceive the ten years implementation of the
Agreement.

In addition to providing precious insight into
current sentiment and trade situation across
the Parties, the CEFTA through Numbers
should be observed as an effective instrument
which could be helpful in developing future
strategy and activities. It also determines
similarities and differences related to plenty

of topics among the CEFTA Parties, the different
sized companies and the various business areas.

The encouraging fact obtained through the
survey is that the CEFTA region has been
pulled out of the crisis by significant growth
of exports. Free trade agreements have played
a crucial role in that, but for the sake of truth,
exports to the EU have grown faster than with-
in the CEFTA. Despite that, as growth in the
region is speeding and domestic demand is
recovering, the CEFTA trade will increase.

Among other things, the motivation for the
Agreement was inducing more foreign in-
vestments and particularly making the re-
gion interesting to multinational companies.
Regardless of that, the CEFTA region has an
ambivalent attitude towards foreign invest-
ments - they are both greeted and recognized
as increasing risks and competition. That could
explain the moderately cautious attitude when
it comes to surveyed aspects related to CEFTA.

Another important finding "CEFTA through
Numbers" emphasizes is that the key prob-
lem of the region probably is low employment
and high unemployment. To some extent, this
is a consequence of skill mismatches, which
should support higher intraregional mobility.

In addition to outcomes mentioned here, this
brochure abounds with many other significant



facts, we hope you will be pleased to read it.
A lot of dedicated individuals took part in its
preparation, we greatly appreciate all their
work and efforts. Special thanks are due to the
European Union for funding the entire project,
to the CEFTA Secretariat for its efficient imple-
mentation and to the CEFTA Parties for reli-
able collaboration. We are also very thankful

Goran Sc¢epanovi¢
Chair in Office 2016
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to the Regional Cooperation Council which
generously provided us with the results of
the Balkan Barometer 2016 Business Opinion
Survey, an annual survey of attitudes, experi-
ences and perceptions of business population
across the SEE economies.










INTRODUCTION

Central European Free Trade Agreement is
principally settled on December 19 2006
between Albania, Bosnia and Herzegovina,
Croatia, Macedonia, Moldova, Montenegro,
Serbia, and the UNMIK on behalf of Kosovo*
in accordance with the UNSC Resolution 1244.
Economies officially adopted the Agreement in
line with the own ratification processes, there-
fore by the end of 2007, it entered into force
inall Parties. On 1 July 2013, Croatia withdrew
from the Agreement to join the EU.

The Agreement’s main objectives are, inter
alia, to expand trade in goods and services,
and foster investment by means of fair, stable
and predictable rules, eliminate barriers to
trade between the Parties, provide appropri-
ate protection of intellectual property rights in
accordance with international standards and
harmonize provisions of modern trade policy
issues such as competition rules and state aid.
It also includes clear and effective procedures
for dispute settlement and facilitates the grad-
ual establishment of the EU-Western Balkan
countries zone of diagonal cumulation of or-
igin, as envisaged in the EC’s Communication
of 27 January 2006.

Now, ten years later, CEFTA Secretariat, as a
permanent Secretariat in charge of technical

and administrative support to all other bod-
ies responsible for the smooth implementa-
tion of the Agreement, commissioned com-
prehensive regional survey ‘CEFTA through
Numbers’ which reflects the opinion and at-
titudes among CEFTA private sector, traders
and informed experts in order to report their
understanding and perceptions of the 10 years
implementation of CEFTA. In agreement with
Regional Cooperation Council (RCC), the sur-
vey relies on findings related to CEFTA and
trade provided in Business Opinion Survey
within Balkan Barometer 2016.

This report presents the results of the sur-
vey and brings data and analysis on diverse
topics relevant for indicated intentions and
aims. It includes two main components, which
are Quantitative research targeting CEFTA
private business sector, and Qualitative re-
search focused on representatives of national
chambers of commerce. The part of the re-
port which refers to Quantitative research
is divided into six sections: Assessment of
Trade Environment and CEFTA’s Impact on It,
Export Activity, Attitudes towards Mobility and
Employment, Attitudes towards Investment,
Internationalization and Value-chains, Trade
in Services and Advice Sources. Another part
dedicated to Qualitative Research consists of

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

declaration of independence.
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the following segments: General Knowledge
about CEFTA, CEFTA Implementation, CEFTA
and Local Business, Regional Development
in the Past Ten Years, Trade Development,
Company Competitiveness Development,
Future Plans for Increasing Competitiveness of
the Local Businesses, Sources of Information
about CEFTA, and Attitudes towards Regional
Trade of Services.

Quantitative research was conducted by tele-

phone, covering 200 companies per each

CEFTA Party, with the total being 1400 busi-

nesses of different size and different business
areas, which are not majority-owned by the
state or the government. Qualitative research
was carried out through In-depth interviews,

with representatives of national chambers
of commerce (one per Party) who are most
knowledgeable in the Agreement. A technical
note concerning the methodology of survey is
annexed to this report.

The ‘CEFTA through Numbers’ report contrib-
utes to efforts and complements findings in
preparing a brochure ‘CEFTA Myths and Facts’.
More precisely, the detailed analysis of the col-
lected data helped identify the Myths, which
reflect opinion and prejudices in the CEFTA
Parties, and allowed the inputs for Facts which
are further developed by national experts
from the CEFTA Parties assigned under the
CEFTA National Secondment Programme.









MAIN FINDINGS

Given the importance of CEFTA, it is striking
that it is still not well-know. It could be argued
that it is almost taken from granted. Perhaps
this is also because it came after bilateral free
trade agreements were negotiated and imple-
mented. So, its additional contribution may
not be appreciated.

It is particularly strange that it is not well-
know and is arguably underappreciated in
Serbia, though CEFTA has certainly been most
advantages to Serbia in particular. It ran high
and sustained surpluses in trade with most
CEFTA Parties. And given comparative advan-
tages, e.g. in agriculture, CEFTA market will
continue to be important in the long run.

Overall, CEFTA generally commands support.
In particular among the exporters, which is to
be expected. However, other markets are seen
as offering more potential. This is temporarily
reflective of reality given that exports to EU
grow faster than those to CEFTA. Similarly, im-
ports from EU may continue to provide more
room for growth once recovery settles in and
strengthens.

Similar to findings in e.g. Balkan Barometer,
exporters are confident that their products
are competitive. In part this is due to strong
specialisation of trade. There is not so much
of intra-industry trade, as only few products
dominate trade within CEFTA and when it

comes to exports to EU. There is also the ef-
fect of home bias, in part due to the fact that
these are still relatively closed economies, in
particular in terms of exports.

However, there is relative preference for the
domestic market, in part it seems because of
the belief that it is more stable. This may be
the consequence of the financial crisis which
saw sharp decline in trade in initial years. This
risk of sudden reversions may persist even
though exports have grown very strongly in
the last at least five years.

Overall, there are a number of usual caution-
ary attitudes when it comes to competition,
labour mobility, and trade in services. Though
protectionism is not all that strong, there is
ingrained belief that competition is a zero-sum
game rather than the way to increase option to
everybody. Still these protectionist views are
not strong and usually are abandoned when
more specific questions are asked (e.g. em-
ploying a foreigner if there is skill mismatch
in the local market and similar).

There is also trust in governments’ help and
support, including financial one even though
in a number of economies political problems
are singled out as standing in the way of
commerce and investment. This is not unu-
sual, though given the record of local govern-
ments it is somewhat counterintuitive. In the

15
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Balkan Barometer governments are seen as
the main obstacles to improved opportunities

and to individual and business advancement.

Still, there is the strong sense that when asked

about what can government do, the respond-

ents seem to start from a hypothetical to the
effect that if government wanted it could do
a lot of good.

Foreign investment is both welcomed and seen
as increasing risks and competition. This is
another example of an ambiguous attitude

toward doing business with foreigners. On
one hand, foreign investments are welcomed,
mostly for good reasons, but on another the
change in behaviour that they bring is seen as
challenging, which in all probability is. This is
not unusual for this region.

Finally, there is increased participation of
Albania in the region, which is a good sign,
while Moldova has relatively few points of con-
tact with the other CEFTA Parties.










REGIONAL OVERVIEW

Southeast European economies are growing,
though the rates are below those that were
characteristic of the 2000 to 2008 period.

While in the latter period growth rates be-

tween 4 and 5 were considered to be close to

the potential of these economies, in the post-

2008 era growth rates of around 3 percent
were considered close to the potential, though
the actual ones were mostly well below that.
However, currently and in the medium run, i.e.
up to 3 years or so, growth rates of around
3 are still seen as being within the potential
of these economies. Beyond that, given the
low levels of employment and productivity,
moving toward growth rates between 4 and
5 would be certainly within the potential of
the region at least as long as there is slack in
the labour markets and there is ample room
for productivity catch up.

In that, trade has played and should continue
to play an important role. This is perhaps less
visible in the pre-2008 period, because growth

was spurred by consumption and foreign in-

vestments, so while exports grew, imports

tended to grow at least as fast with signifi-
cant external imbalances emerging and for-

eign debts growing. After 2008, however, the

role of foreign trade and especially of grow-

ing exports is important. That was facilitated
with the free trade agreements with the EU
and by the introduction of the regional free
trade agreement, i.e. CEFTA. In the post-2008

period, economies of the region became sig-
nificantly more open either in terms of export
to GDP ratios or to exports plus imports ratios.
Exports have to a large degree contributed to
that growth that was achieved with foreign in-
vestments declining, consumption stagnating,
and investments overall falling precipitously.

Going forward, exports are expected to con-
tinue to grow with investment recovering and
macroeconomic balances stabilising and im-
proving. Current account deficits are narrow-
ing, public debts are stabilising, financial bal-
ances are improving, though non-performing
loans are still high in a number of cases, while
unemployment rates are declining, admittedly
from still high or very high levels. Indeed, the
latter imbalance is the most important prob-
lem faced by these economies. Given the lim-
ited possibilities of spurring growth by more
consumption and by adding to foreign and
public debts, exports i.e. external demand
will continue to play a significant role in the
medium and the long run too. In that, region-
al market will also be increasingly important
though for different reasons than in the past.

Table 1 summarises the developments since
2008. Growth has been anaemic, though it
has been improving. Exports, however, have
increased significantly. Interestingly enough,
in most economies both exports of goods and
of services have grown. Imports, by contrast,
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have stagnated or grown more slowly, which
is why current account and trade deficits have
been improving. For instance, Serbian exports
of goods and services have increased by 63
percent since 2008 and until 2015. Export of
goods by 66 percent and of services by 56

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

percent. GDP in that period has been grow-
ing by only 0.6 percent per year in real terms,
while GDP per capita in current euro has
hardly increased in the whole period (4600
in 2008 and 4700 in 2015, with about 3.5 per-
cent smaller population).

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

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



In some cases, export of goods has seen neg-
ative growth, though for different reasons. In
Montenegro, that is due to decline in the ex-
ports of aluminium, while Albania’s exports
suffered from low oil prices in the last cou-
ple of years. However, export of services was
strong in Montenegro and was also significant
in Albania. In Bosnia and Herzegovina and in
Kosovo* exports of goods performed very well
as have exports in services in the latter case,
though from a rather low level.

Figure 1: Current account, % GDP, 2008-2015

2008 2009 2010 1011 2012

0,0

-10,0 — /_>v['

-20,0
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Source: wiiw, national statistics

It is important to note that exports to the EU

have grown faster than those within CEFTA.

Though intra-CEFTA trade growth has been
strong in the initial period after the break out
of the 2008 crisis, exports to EU have taken
over in the last few years. This is clear from
the data in CEFTA’s 2015 Brochure which show
slow increase of intra-CEFTA trade growth
while there is significant increase in trade
with Germany and Italy in particular. This
is not to be taken as a sign that intra-CEFTA

trade is losing its steam. In fact, it is impor-

tant to understand while it can be expected
that intra-CEFTA trade should start growing
again with overall improvement of economic
performance in the region.

By contrast, imports increased more slowly
and in some cases not at all. Macedonia and
Kosovo* are exceptions, while imports of ser-
vices increased in almost all cases. Overall,
trade and associated financial flows have led
to significant decline in current account defi-
cits from very high levels that they reached
in 2008. Graph 1 illustrates. Similarly, trade
deficits have declined, though they still tend
to be rather high in part due to persistent in-
flows of remittances and other private and
public transfers.

2013 2014 2015
== Albania
Bosnia and
—_— Herzegovina
e KOSOVO*
Macedonia

= \ontenegro

Serhia

The reason that exports to EU in particular
have increased quite significantly and account
for most of the growth shown in Table 1, this is
due to structural changes in the regional econ-
omies in the post-crisis period. In particular,
as external balances needed to be corrected
the difference between a large European and
smaller regional market proved to be impor-
tant. Each CEFTA Party behaves as a small
open economy in trade with the EU. So, once
real exchange rate was corrected in econo-
mies with overvalued rates, EU market could
absorb increasing exports from the regional
small economies irrespective of the demand
conditions on the EU market. So, growth of
exports depend primarily on the supply con-
ditions in the small open economies.
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Trade within CEFTA is, however, dependent on
demand in the respective economies. Those

we can determine from the behaviour of im-

ports. Those, however, are not growing overall
in the region and also for the most from the
EU also. Because of that, intra-CEFTA trade is
not growing as much as that with the EU or
not at all. This is of course going to change as
recovery takes hold and consumption starts
growing and thus also demand for imports. In
a way, intra-CEFTA market is behaving as an
internal market where prices and trade are to
large part demand determined. By contrast,
access to EU markets is determined by supply
of tradable goods even though overall demand
has not been buoyant especially in a country
like Italy.

Finally, the promise of CEFTA has been not

only that it will provide for tariff and non-tar-

iff barriers free trade, but also that it will be
attractive for regional investment. That should

lead to regional internationalisation of pro-
duction with chains linking intra-regional sup-

ply. This has not had the chance to develop
because soon after CEFTA became operational,

financial crisis hit the region. It has had differ-

entiated impact, so some smaller economies
have been able to increase their presence on
the regional market too. However, regional

investment, i.e. projects that target the region
as the production base have yet to develop. If
that were to happen, intra-CEFTA trade will
grow due to growing production chains. It will
make sense to optimise investments regionally
to target exports to the region as well as to
continue increasing exports to the EU market.
The survey highlights relatively low awareness
of the importance of CEFTA and the opportuni-
ties that it provides. This is in part due to the
fact these are still relatively closed economies,
though this is changing fast in a number of
them. In a matter of years, on current trends,
export to GDP ratios will pass 50 percent
and will continue to increase. Future surveys
should reveal these growing awareness of the
importance of the regional market.
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Figure 2: Could you please state which governmental institution is responsible for CEFTA

implementation in your economy?
(All respondents, N=1400, %)
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CEFTA region
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Kosovo*
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CEFTA

= Do not know who
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Approximately one third of businessmen in the
CEFTA region can identify who is in charge of
CEFTA implementation in their economy. Those

from Kosovo* seem to be informed significant-

ly better than all others (86%), followed by
their colleagues from Albania (56%). Company
representatives from Serbia are least familiar
with authority competent for this topic (19%).

One fourth of the CEFTA business people are
convinced that the Ministry of Trade is in
charge of implementation of the Agreement.
Slightly more than one fifth indicates that
Ministry of Economy is the responsible insti-
tution, while 14% think that is the duty of the
Ministry of Finance.
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Respondents who know who is responsible
for CEFTA implementation, N=438
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Figure 3: How familiar do you think you are with what CEFTA (Central European Free Trade

Agreement) means to your business?
(All respondents, N=1400, %)
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At the regional level, about one third of com-
pany leaders are well informed about what
CEFTA means for their business (31%). Still,
most of them are not knowledgeable on this
issue (38%). It can be said that Kosovo* and
Moldova are two extremes compared to the
rest of the region. Four fifths of the respond-
ents in the former economy consider them-

30 selves to be familiar with the Agreement;

while in the latter one, almost two thirds ad-
mit they are not well educated.

Looking at company activities out of local econ-
omy borders, exporters are more familiar with
CEFTA than importers. In addition, compared
to small companies, heads of large ones more
frequently confirm they are fully informed of
what CEFTA means for their business.
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Figure 4: How do you see the implementation of CEFTA Agreement up to now?
(All respondents, N=1400, %)
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The largest part of the CEFTA business commu-  (75%). There are not many of those who as-
nity (41%) estimates that the implementation sess the implementation as being poor (7%),
of the Agreement was previously neither suc-  but on the other hand, a significant number
cessful nor unsuccessful. This opinion is par-  (24%) does not know the answer to this ques-
ticularly widespread in Serbia (55%). Almost tion. The fact that they are most numerous in
30% consider it to be productive, companies Moldova (58%) confirms that this economy is
in Kosovo* remarkahly more often than others least aware of the Agreement.
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Representatives of companies with 250 or  smaller firms. Also, heads of industrial man-
more employees rate CEFTA implementation ufacturing and related companies are more
better than their colleagues who manage content than leaders in the service sector.

Figure 5: Please choose up to 3 reasons which you consider to be the main obstacles for
full implementation of CEFTA.

(Respondents who think that implementation of CEFTA is neither successful nor unsuccessful at best, N=673, %)
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Out of nearly half of the surveyed business
people who have doubts about the implemen-
tation of the CEFTA Agreement so far, most
are from Serbia. Lack of awareness of oppor-
tunities which CEFTA provides is recognized
as the main reason for failure to fully execute
the Agreement (49%). Lack of skilled and

educated workforce comes in second (35%),
followed by insufficient promotion of bene-
fits and trade gaps in the CEFTA Parties (32%).
Respondents from Serbia (62%) and Albania
(52%) find lack of knowledge about CEFTA to
be more problematic than others.

Table 2: Party specific obstacles for full implementation of CEFTA

Other Party specific reasons (%)

Political situation
3

Unfair competition
2
Corruption
3
Monopoly
3

Bosnia and Herzegovina

Macedonia

Moldova

Montenegro*

*Small base for valid conclusions

Although they do not affect a large number of
respondents, it would be good to take a look
at additional answers obtained from some
economies. Thus, Bosnia and Herzegovina per-
ceives the political situation as one of the bar-
riers for full execution of CEFTA. Macedonian
companies see a problem in anti-competitive
practices of their competitors, and those in
Moldova complain of corruption.

Figure 6: How do you evaluate the progress/development of the following issues over the

last 10 years?
(All respondents, N=1400, %)
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It is encouraging to see that a negative as-
sessment does not prevail with regard to any
of the investigated issues. This is corroborat-
ed by the fact that the overall business en-
vironment is the worst rated quality, but is
still evaluated as being above average (the
average is 3.1, on a scale from 1 to 5). CEFTA
business leaders are particularly satisfied with
the better competitiveness of their own com-
pany and improved trade relations with oth-
er CEFTA Parties as well as with the EU (3.5).
Simplified and more transparent regulations
and procedures related to export and import
come in second (3.4), followed by sales in the
domestic market and trade with the rest of
the world (3.3).

Comparison of all seven economies shows
that business representatives from Kosovo*
are again more enthusiastic than others on
all of these issues. On the other hand, those

from Serbia more frequently mention stagna-
tion in international trade and customs regu-
lations. Moldovan companies above average
stress the deterioration of trade with Russia,
Turkey and third countries, as wellasadrop in
domestic sales. Taking into account the num-
ber of respondents who were not able to pro-
vide a response, it seems that Moldova (75%)
and Albania (64%) have least developed col-
laboration with other CEFTA Parties. Besides
Montenegro (77%), Albania has the weakest
trade links with the rest of the world (93%).

Industrial manufacturers and related compa-
nies rate recent development in foreign trade
more positively than service oriented compa-
nies. Agricultural producers cite an increase
in domestic sales more often than others, and
the same can be concluded for those in the
educational sector and related companies, in
terms of their own competitiveness.

Figure 6: How do you evaluate the progress/development of the following issues over the

last 10 years?
(All respondents, N=1400, %)
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Trade with the EU
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Figure 7: In your opinion, which of the following had an impact on the worsening/improve-
ment/stagnation of the overall business environment?

(Respondents who were able to make an estimate, N=1371, %)
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The glohal economic crisis is perceived asthe  (26%) also contributed significantly to pro-
key reason for both worsening (70%) and stag-  gress. Interestingly, Albanian businessmen

nation (63%) of the business environment in emphasize activities taken by the government
general during the previous decade. Moreover,  significantly more often than others - not only
in both cases it is followed by inappropriate when it comes to stagnation (67%), but also
government measures (worsening 45%; stag-  when they talk about improvement (80%).
nation 36%). At the same time, the latter factor =~ Compared to others, companies in Kosovo*
is the one which most had an impact on the find subsidies more important for economic
improvement of the business situation (56%).  recovery, while those in Macedonia give pri-
Alignment with EU laws (27%) and subsidies ority to alignment with laws of the EU (59%).

Table 3: Party specific reasons for worsening/improvement/stagnation of the overall
business environment.

Bosnia and Herzegovina

Own social capital and internal Improved cooperation with Improved marketing
IMPROVEMENT capacity partners and supplier activities
19 5 2
1 | | |
STAGNATION Political situation Corruption Unfair competition
3 1 1
1 | | |
Political situation
WORSENING

4
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Reasons recorded in Bosnia and Herzegovina

own social capital and internal efforts to create

and Montenegro were particularly interesting,  a more favorable business climate.

with companies relying a great deal on their

Figure 8: In your opinion, which of the following had an impact on the worsening/improve-

ment/stagnation of the overall business environment?

(Respondents who were able to make an estimate, N=1371, %)
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It seems that exporters (74%) are hit by the economic crisis much harder than importers (59%).

Figure 9: In your opinion, which of the following had an impact on the worsening/improve-
ment/stagnation of export/import procedures?

(Respondents who were able to make an estimate, N=1364, %)

[ —— i B - E —= = Government
A KT K
3 | - . rrTeasu.res
(3] = Financial or
E advisory support of
the friend/relative
12 &l = Alignment with the
EU laws
0 The opportunities
1 provided by the
0 o3 existence of CEFTA
31 = General economic
&8 crisis
0 -
S R - A A T TITIYYITITIT Y T T = Subsidies
g%gqﬁ'fﬂ°'>'u’=’*ajg|g|||°‘J 3>|,:”|>|,:””>Ig&zg i i i
o |l = 3 ¢ ® o5 'g''=s © 5 <l 3 I S © B Financial credit
v 5 sl &% 858 L2 » 5121 & ‘al,_llml E_ILIIDJ)IIQ_I v 5 5
S EEIEEEZ2E E2g S E2u8i E208E £ & E =Other
el el lal,
CEFTAregion| Albania Bosniaand Kosovo* Macedonla Moldova Montenegro  Serhia = DK/refuse to
Herzegovina answer

T Small base for
. _ » valid conclusions



At the regional level, the majority claim that
export and import procedures were further
complicated by government measures (56%).
The economic crisis is marked as the second
bhiggest culprit (39%), followed by the necessi-
ty to harmonize local laws with EU legislation
(27%). In the case of stagnation, the same rea-
sons are selected, but their order is somewhat
different - the crisis 57%, government activ-
ities 35% and law harmonization 17%. When
they were asked to consider factors allowing
improvement, business leaders chose actions

taken by government (48%), law harmoniza-
tion (45%) and the opportunities provided by
CEFTA existence (19%).

With regard to all economies, the most notice-
able finding is that no-one in Albania thinks
that customs regulations have worsened over
the last ten years. Actually, we find the same
situation in Kosovo* where only one respond-
ent notices deterioration. Serbian companies
(73%) blame the global crisis for stagnation to
a greater extent than others.

Table 4: Party specific reasons for worsening/improvement/stagnation of export/import

procedures.

Bosnia and Herzegovina

Own social capital and internal
IMPROVEMENT capacity

7

Higher customs costs

WORSENING
2
Macedonia
Unfair competition
STAGNATION
3
WORSENING Complicated administration
19
Montenegro
STAGNATION High customs costs
2
WORSENING Complicated administration
8
Moldova

High customs costs
STAGNATION

2

Improved relationships with
customers and partners interested

Disrespect or poor
implementation of law

Lack of information

Foreign partners are more

3 3

Complicated administration

2

A common reason for dissatisfaction is the
complicated, vague and insufficiently trans-
parent paperwork required for export and
import.

Complicated administration

3 1

Disrespect or poor
implementation of law

4 4

Serbia

Complicated administration
WORSENING

13

43
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Figure 10: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of export/import procedures?

(Respondents who were able to make an estimate, N=1364, %)
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Once again, exporters complain about the eco-  the service sector are more convinced that
nomic crisis more often than importers. The harmonization with EU laws brought some
latter ones, as well as representatives from progress to export and import procedures.

Figure 11: In your opinion, which of the following had an impact on the worsening/
improvement/stagnation of trade with the EU?

(Respondents who were able to make an estimate, N=1211, %)
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A small part of the CEFTA business communi-
ty (7%) which thinks that trade links with the
EU have become weaker in the last decade
think that the economic crisis is the key rea-
son. Inappropriate government actions come
in second, followed by law alignment. One
third of the total number reports stagnation,
caused by the same factors. Almost half of

all respondents (47%) feel an improvement
in relations with EU members, brought about
primarily by harmonization with their laws
(69%). This opinion is particularly popularin
Kosovo*, and has more supporters in Albania
(77%) and Serbia (73%) than in Bosnia and
Herzegovina 43%) and Moldova (48%).

Table 5: Party specific reasons for worsening/improvement/stagnation of trade with the EU.

Bosnia and Herzegovina

Lack of competitiveness of domestic products/services

Political reasons

2

Political reasons

3

Political situation

3

STAGNATION
3
Complicated administration
WORSENING
6
Macedonia
mpetitiven f products (quality, pri
R R Competitiveness of products (quality, price)
2
STAGNATION Lack of competitiveness of domestic products/services
3
Montenegro
Lower customs costs
IMPROVEMENT
2
STAGNATION Complicated administration
3
WORSENING Demand decreasing
17
Moldova
IMPROVEMENT New contracts Sanctions to Russia

3

Quality of our services

2 2
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Figure 12: In your opinion, which of the following had an impact on the worsening/im-

provement/stagnation of trade with the EU?

(Respondents who were able to make an estimate, N=1211, %)
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In terms of trade with the EU, the crisis was impact of law alignment more frequently than
more damaging to producersand companiesac-  those from manufacturing companies and ed-
tive in more than one market. Representatives ~ ucational institutions.

from the service sector emphasize the positive

Figure 13: In your opinion, which of the following had an impact on the worsening/im-

provement/stagnation of trade with Russia, Turkey and EFTA?

(Respondents who were able to make an estimate, N=771, %)
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Slightly more than half of the respondents stagnation (64%) are primarily explained by
(55%) were able to give an estimate of the the global economic crisis. On the other hand,
development of trade relations with Russia, = government measures are recognized as the
Turkey and EFTA countries over the last main factor of their improvement (49%).
ten years. Their deterioration (45%) and

Table 6: Party specific reasons for worsening/improvement/stagnation of trade with
Russia, Turkey and EFTA.

Bosnia and Herzegovina

Own social capital and Long term and reliable High quality and favorable price
IMPROVEMENT internal capacity cooperation of imported products
7 2 2
Irresponsibility, disrespect of Malpractice of domestic
STAGNATION deadlines of foreign partners exporters
5 2
Political reasons
WORSENING
4
Macedonia
Business growth and increased
IMPROVEMENT investments
2
STAGNATION Political reasons Lack of foreign partners Demand decreasing
4 2 2
WORSENING Demand decreasing
7
Moldova
Serious and reliable Simplified New contacts bring Competitiveness of their
IMPROVEMENT foreign partners administration new contracts products/services
16 6 6 3
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Montenegro

Serbia

IMPROVEMENT

Serious and reliable
foreign partners

7

We don’t cooperate/don’t plan

STAGNATION

to cooperate with them

8

4

High quality and
favorable price of
imported products

Competitiveness of their
products/services

4

Business growth and
increased investments

4

Regardless of the economy, those who believe
their trade relations with Russia, Turkey and
EFTA have improved, consider reliable and
long term partnerships to be main reason.

Figure 14: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of trade with Russia, Turkey and EFTA?

(Respondents who were able to make an estimate,
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Figure 15: In your opinion, which of the following had an impact on the worsening/im-

provement/stagnation of trade in the CEFTA region?
1%
73

(Respondents who were able to make an estimate, N=988, %)
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About 70% of interviewed business people taken by the government (48%). Companies in
were able to provide an assessment of chang-  Albania (93%) and Kosovo* (92%) point out ad-
es in trade within the CEFTA region which oc-  vantages of the CEFTA Agreement in the con-
curred over the last ten years. According to text of the progress of regional trade signifi-
them, the global crisis is by far the biggest  cantly more than others. Firms in Macedonia
reason for worsening (66%) and stagnation (7%) rely on financial credit to advance trade
(60%). When it comes to improvement, two relations with neighboring economies more
factors are rated almost equally - opportu-  than those in Kosovo* (1%) and Serbia (1%).
nities provided by CEFTA (50%) and actions

Table 7: Party specific reasons for worsening/improvement/stagnation of trade in the
CEFTA region.

Bosnia and Herzegovina

Own social capital and internal
IMPROVEMENT capacity

5
Serbia

We don’t cooperate/don’t plan
STAGNATION to cooperate with them

g 49
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Macedonia
Competitiveness of products (quality, price)
IMPROVEMENT
2
! ! |
Lack of information about CEFTA market Lack of competitiveness of products (quality, price)
STAGNATION
5 3

Montenegro
Reliable partners High quality . Better cooperation
within the CEFTA cus,:c?ms lgtfel;/izslgurf'nt:;f of our imBgtlevler;Sen t within the CEFTA
IMPROVEMENT region P products P region
3 3 3 5 3 3
[ N (N N N N
Lack of Exit of C licated
information about Croatia from N dcr]nn:rﬂ;tcfa;on
STAGNATION CEFTA market CEFTA

2 5 2
1 /! ] ! ] |

Complicated

WORSENING administration

18

Figure 16: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of trade in the CEFTA region?

(Respondents who were able to make an estimate, N=988, %)
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As in most previous cases, exporters (75%)
stress the negative impact of the global crisis
on trade links within the CEFTA region more
frequently than importers (61%). Compared to

industrial manufacturers (53%), the same is-
sue is also mentioned more often as the cause
of stagnation by companies from the service
sector (68%).

Figure 17: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of trade with the rest of the world?

(Respondents who were able to make an estimate, N=807, %)
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According to the number of the respondents
who were able to assess how trade relations
with the rest of the world have progressed in
the previous period, nearly 60% of surveyed
companies are active in third markets. That
number significantly differs from economy to
economy; more than 90% of Albanian compa-
nies, for example, remain without an answer
to this question while this percentage is sev-
en times lower in Kosovo* (13%). Once again,
the global economic crisis is earmarked as the
most problematic issue, while improvement
is seen to be provided mainly by government
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activities. Comparing two largest economies
in the CEFTA region, the latter opinion has no-
ticeably more supporters in Serbia (73%) than
in Bosnia and Herzegovina (30%).
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Table 8: Party specific reasons for worsening/improvement/stagnation of trade with the
rest of the world.

Bosnia and Herzegovina

Improved relations with foreign partners Internal efforts and capacity
IMPROVEMENT
8 5
Customs and borders
STAGNATION
4
Macedonia
Simplified administration
IMPROVEMENT
3
STAGNATION Distance Political situation
4 2
WORSENING Political situation Distance
8 8
Moldova
Internal efforts, capacity and needs High quality and favorable price of foreign products
IMPROVEMENT
7 5
Increased costs of customs clearance
STAGNATION
5
Increased costs of customs clearance
WORSENING
3
Montenegro
Reliable partners from China
IMPROVEMENT and other countries
17
Serbia
We don’t cooperate/don’t plan to cooperate .
STAGNATION with rest of the world R

8 3



Figure 18: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of trade with the rest of the world?

(Respondents who were able to make an estimate, N=807, %)
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Unlike the service sector (38%), industrial
manufacturing and related sectors (63%)
are quite convinced that government activi-
ties have helped improve trade relations with

the rest of the world. On the other hand, the
former group more often stated that harmoni-
zation with EU laws and financial credits con-
tribute to progress.

Figure 19: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of sales in the domestic market?

(Respondents who were able to make an estimate, N=1294, %)
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Taking into account the whole region, almost
two fifths of respondents (38%) claim their
domestic sales improved over the previous
decade. They believe it is mainly due to gov-
ernment activities (39%), followed by subsi-
dies (25%) and financial credits (19%). Their
colleagues who have the opposite opinion see
the key reason for deterioration (75%) and
stagnation (71%) in the global economic crisis.
Probably the most interesting finding is that

no-one in Kosovo* reports a drop in sales in
the domestic market. They also emphasize
the importance of the government (87%) as
well as subventions (63%) for recent improve-
ments significantly more than all others. In
addition, business people from Serbia consider
the economic crisis to be more problematic
than those who come from Macedonia and
Bosnia and Herzegovina.

Table 9: Party specific reasons for worsening/improvement/stagnation of sales in the

domestic market.
Bosnia and Herzegovina

Internal efforts and
IMPROVEMENT capacity

17

Market saturation

High quality and
competitiveness of
our products

Increased competition

Good relationship
with customers

2

Deterioration of

Lack of finance industry in general

STAGNATION
5 3 3
. . . o Decreased purchase
Unfair competition Political situation
WORSENING 4 power
8 3
Macedonia
Competitiveness of products Fair competition Stabilization of the global
IMPROVEMENT (quality, price) economy
14 3 3
Unfair competition Political situation
STAGNATION
4 4
Unfair competition Political situation CRTEAILE RIS i £
WORSENING . hard to collect
12 12 5



Montenegro

High quality Internal Business Favorable

of our efforts and growth and in[::err:g;g prices of our Iir]n\/c‘erzgsniint
IMPROVEMENT products capacity improvement & products g
21 9 7 4 3 3
Unfair Market Increased I%euc rrceha ng
STAGNATION competition saturation competition E-
10 8 6 4
Increased and Demand Decreased
unfair decreasin purchase
WORSENING competition g power
10 6 6
Moldova
Demand increasing Internal efforts and capacity High quality of our products and services
IMPROVEMENT
8 6 5
Competition
WORSENING
3
Serbia
Improved High quality Demand Improvgd Improved Increased Business
ff of our increasing marketing business purchase growth and
IMPROVEMENT QnEr products activities environment power improvement
6 6 6 5 3 2 2
Decreased
purchase
WORSENING power
2

Bearing in mind the quantity and diversity of increasing is mostly affected by high quali-
answers obtained, it seems that CEFTA Parties ty of the own products and internal efforts
are still preoccupied with their respective and hardworking. On the other hand, those
domestic markets. It can be concluded they who rate this aspect as being poor, consider
state similar reasons for all situations they increased and unfair competition to be main
were asked about. Therefore, domestic sales reason for their failure.
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Figure 20: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of sales in the domestic market?

(Respondents who were able to make an estimate, N=1294, %)
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opportunities which CEFTA provides cause
stagnation of their domestic sales.

Figure 21: In your opinion, which of the following had an impact on the worsening/im-
provement/stagnation of your company’s competitiveness?

(Respondents who were able to make an estimate, N=1310, %)
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Half of the CEFTA business leaders agree that
their company’s competitiveness has recorded

success during the last ten years. The opinion

on reasons for improvement is quite divided -
same number (23%) states government meas-
ures, financial or advisory support of close

people and bank credits. Slightly more than

one third (36%) of the total number observes

stagnation primarily caused by the crisis

(67%). The same main reason is reported by

8% of those who report deterioration of the

own competitiveness.

Albania (40%), Kosovo* (32%) and Serbia
(28%) credit the government with strength-
ening their capability to compete successful-
ly more often than Bosnia and Herzegovina
(12%), Moldova (10%) and Montenegro (10%).
In context of progress, Kosovo* also relies on
support of friends/relatives (88%) and subsi-
dies (29%) more than other economies.

Table 10: Party specific reasons for worsening/improvement/stagnation of your compa-

ny’s competitiveness.

Bosnia and Herzegovina

Constant improvement
of product/service

Internal efforts and

Wide range, high quality

and favorable price of Business growth

IMPROVEMENT quality capabilities I . and improvement
15 11 8 3
. Unstable political
Lack of capacities - :
STAGNATION situation
5 3
Unfair competition
WORSENING
18
Macedonia
Competitiveness of Internal efforts Investment in qualified
IMPROVEMENT products (quality, price) and capabilities employees, equipment etc.
18 1 3
STAGNATION Unfair competition Saturation of domestic market Demand decreasing
10 3 3
WORSENING Unfair competition Demand decreasing

37
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Moldova
Internal efforts and Hich quality of our QU [l Good relations with current
capabilities focused on pro%ugts anz service force foreign partners as well as
IMPROVEMENT achieving set goals finding new ones
10 7 5 3

Increased and Increased costs of

stronger competition customs clearance Decreased purchase power

Demand decreasing
STAGNATION

4 2 2 2
-/ ! ] ] |

Increased and stronger Demand decreasin Increased costs of

WORSENING competition g customs clearance
12 9 3

Montenegro
High quality of Business Increased Demand
our products and improvement cooperation with increasing
IMPROVEMENT service and innovation foreign partners
19 10 7 3

I Y Y D D
Increased and

stronger Financial reasons
STAGNATION competition
12 5
! | /] ! | |
Increased and Increased .
. Disrespect of law Demand Decreased
stronger number of foreign - "
WORSENING e . investors by competitors decreasing purchase power
27 7 7 7 7
Serbia
Business High quality of . Improved
improvement our products In;'e"rjn;‘lpei?tr;s Gocég cl?:izlrrllsess ir? f:::s'}g e marketing
IMPROVEMENT and innovation and service activities
11 8 4 4 2 2
Unfair
STAGNATION competition
3
Unfair Increased
. number of foreign
WORSENING competition companies

28 11



Analogously to the previous question, busi-
nesses are convinced their competitiveness
advanced mostly due to their own efforts,

knowledge and skills. Those which recorded
deterioration feel that stronger or disloyal
competition is responsible.

Figure 22: In your opinion, which of the following had an impact on the worsening/im-

provement/stagnation of your company’s competitiveness?

(Respondents who were able to make an estimate, N=1310, %)
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Firms from the service sector again stress
that they feel threatened by competitors from
neighboring economies due to the influence of

N

Mature companies Stagnated [IENES

~N
N

Improved

= Government
measures

= Financial or
advisory support of
the friend/relative

= Alignment with the
EU laws

The opportunities
provided by the
existence of CEFTA

= General economic
crisis

= Subsidies
Financial credit

= Other

= DK/refuse to
answer

T Small base for
. _ . valid conclusions

CEFTA more often than manufacturers. They
also apply for bank loans in order to improve
their competitiveness more frequently.
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Figure 23: Please express your agreement or disagreement with following statements

related to CEFTA.
(All respondents, N=1400, %)
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When it comes to CEFTA, its focus and aim,
almost 40% of the respondents would agree
that the most positive aspect of the Agreement
is encouragement of free competition (the av-
erage is 3.4 on a scale from 1 to 5). Slightly
less than one fourth (23%) is convinced that
CEFTA does not affect local government sov-
ereignty, but on the other hand, 26% believe it

CEFTA has no
influence on local influence on
government
sovereignty domestic

- 5,0 = Fully disagree
= Disagree

- 4,0 = Neither agree
nor disagree

= Agree

- 3,0
= Fully agree

= DK/refuse to
- 2,0 answer

-o- Mean

*Mean is calculated
- 1,0 on the basis of the
respondents who
could evaluate
indicated issues

CEFTA has no
protection of

production

cannot protect domestic production (for both
statements the average is 3.2). It seems that
company leaders are most skeptical about the
influence of CEFTA on businesses of different
sizes and origins - almost one fifth does not
agree it treats foreign and domestic investors
or large and small companies equally (in both
cases the average is 3.1).
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Comparing economies to each other, and bear-
ingin mind all listed aspects, it can be said that
Kosovo* has a more positive attitude to CEFTA
than other Parties. Those reserved towards
the Agreement and its intentions are more
numerous in Serbia, Montenegro and Bosnia

and Herzegovina than in the rest of the region.
Judging by the number of respondents who
were not able to provide an evaluation, there
is a lack of relevant information on CEFTA in
Moldova and Albania.

| CEFTA region |
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Industrial manufacturing and related firms
seem more cautious about CEFTA than those

from trade, transport and associated service
sectors.
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CEFTA has no influence on local government sovereignty |
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| CEFTA region |
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Figure 24: How much do you think your company’s products and services are competitive

in the following markets?
(All respondents, N=1400, %)

CEFTA region |
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market Parties countries

As might be expected, company representa-
tives show the highest level of self-confidence
regarding their company’s competitiveness in
the domestic market - as much as four fifths
have no doubts in this regard (the average is
4.0). Nearly half of the respondents (47%) con-
firm that the situation is the same in other
CEFTA markets (3.6), while 40% believe their
products and services can compete successful-
ly in the EU market as well (3.3). Percentage of

5,0 = Fully uncompetitive
= Uncompetitive

4,0 u Neither competitive
nor uncompetitive
= Competitive
3,0
Fully competitive

= DK/refuse to

20 answer
-o-Mean
1,0 *Mean is calculated
Russia Turkey  Rest of the on the basis of the
world respondents who

could evaluate
indicated issues

those who remain without answer proves that
businesses within the CEFTA region are signif-
icantly less familiar with other listed markets.
Compared to others, Kosovo* and Montenegro
are more self-assured with regard to their
competitiveness in the local market as well as
CEFTA one. In Serbia, the opinion is the same,
but to a more moderate extent. An analysis of
results makes it clear that Kosovo* is actually
more optimistic, even when it comes to more
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distant markets. Macedonia and Moldova see
their chance in cooperation with Turkey, and
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the latter also has faith in opportunities of-
fered by the Russian market.
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Itis not surprising that the largest companies smaller ones do; there are no significant dif-
rate their own competitiveness on domestic,  ferences, however, when it comes to distant
neighboring and the EU market better than markets or those which are not well known.
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The same can be concluded by comparing is bolder in the assessment of their own
production and service sectors. The former  strengths in local and CEFTA markets.
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| CEFTA region |
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| Rest of the world |
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Figure 25: How competitive do you think your company’s products and services will be in
the following markets in the next 10 years?
(All respondents, N=1400, %)
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It is immediately clear that the CEFTA business
community is convinced of arise in its compet-
itiveness in all markets in forthcoming period.
The largest discrepancy between current as-
sessment and future expectation is evident in
case of EFTA countries and Russia (2.9 vs. 3.3).
When it comes to the CEFTA market, 60% of
the respondents have no doubt they will be
able to compete better (47% consider their
products/services are currently competitive).
Compared to the question on present com-
petitiveness (40%), the number of those who
expect a future improvement on the EU market
is also increased (49%).

Domestic market |

0% 20% 40%

Once again, Kosovo* and Montenegro are
most optimistic about their local, CEFTA and
EU markets. Serbia follows with more modest
expectations, as was the case of current com-
petitiveness. Compared to the rest, with the
exception of Kosovo*, Moldovan businesses
more often expect to become more important
players in EFTA, Turkey, and especially Russia.

As expected, exporters have brighter forecasts
regarding their positioning on neighboring
and EU markets in the next decade. In addi-
tion, companies with a larger workforce and
industrial manufacturers are more self-confi-
dent about future opportunities.
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CEFTA Parties (Bosnia and Herzegovina, Serbia, Kosovo*,
Macedonia, Albania, Montenegro, Moldova)
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Figure 26: How easy or hard did you find working in the agricultural sector over the previous
years?

(Respondents whose main activity is agriculture, forestry or fishing, N=51, %)

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

CEFTA region m Very hard

Albania " Hard

. . = Neither easy
Bosnia and Herzegovina

nor hard
Kosovo* = Easy
Macedonia = Very easy
Moldova = DK/refuse to
answer
Montenegro
Serbia
F=——— == == - 1
1 1+ Small base for valid conclusions
CEFTA region, N=51
0% 20% 40% 60% 80% 100%
Exporters = Very hard
= Hard
Importers )
u Neither easy
nor hard
e
| Large companies = Easy
P o=
1 Medium companies = Very easy

= DK/refuse to
answer

There is an insufficient number of companies Asked to evaluate the recent situation in their
which listed agriculture or related activities business sector, two thirds agree it was hard
as their main occupation, and therefore the to work in agriculture over the previous years,
responses to the next few questions canonly  and 13% are of the opposite opinion.

be interpreted for the regional level, except in

cases where the total base is also too limited.
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Figure 27: Why do you think this is so?

(Respondents who think that operating in the agricultural sector is very hard or hard, N=33, %)
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explains the drop in demand, which is seen as
the second most important factor (23%).
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Figure 28: Why do you think this is so?

(Respondents who think that operating in the

agricultural sector is very easy or easy, N=6, %)
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Figure 29: How do you evaluate trade in agriculture during the previous years?

(Respondents whose main activity is agriculture, forestry or fishing, N=51, %)
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More than two fifths of companies (44%) inag-  to be neither good nor bad. One third is not
ricultural fields consider trade in their business satisfied, while one fifth does not complain.

CEFTA region, N=51
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Figure 30: In your opinion, what caused this situation?

(Respondents who think that agricultural trading during the previous year was very hard or hard, N=18, %)
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Figure 31: In your opinion, what caused this situation?

(Respondents who think that agricultural trading during the previous year was very easy or easy, N=10, %)
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Figure 32: Now, | would like to talk more thoroughly about your company’s trade relations
with other CEFTA Parties. In which of them do you export your company’s products/services?

(All respondents, N=1400, %)
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Looking at regional results, it can be seen that
Montenegro is the largest importer from oth-
er CEFTA Parties (24%). This is not surprising,
bearing in mind that the two largest econo-
mies in the region, Serbia (43%) and Bosnia
and Herzegovina (25%), have a higher export
rate to Montenegro than to other markets. On
the other hand, Moldova has the least devel-
oped trade exchange with the rest of the CEFTA
region - as much as 95% of businesses do not
cooperate with neighboring markets in terms

of export. Kosovo* and Albania collaborate
more with each other than with other Parties.
Also, compared to those coming from the rest
of the region, Macedonian products are more
present in Kosovo’s market.
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Figure 33: To what extent do you agree with the following statement: 1 would start exporting
to markets of other CEFTA Parties if | could offer my products/services there?

(Companies which do not export to other CEFTA Parties, N=765, %)
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Two fifths of non-exporters in CEFTA region
would gladly export there if they could of-
fer their products/services in those mar-
kets. Moldovan companies seem to be most
willing to consider this opportunity, with as
much as two thirds confirming this. Bosnia
and Herzegovina follows with 57% of like-
minded leaders. On the other hand, there are

= Fully disagree
= Disagree

u Neither agree
nor disagree

= Agree
u Fully agree

m DK/refuse to
answer

significantly less of those who agree with this
attitude in Albania (20%) and Serbia (25%).

As expected, the answer given by represent-
atives of companies active in foreign markets
is affirmative more often than those given by
their colleagues heading firms which operate
exclusively in domestic markets.
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Figure 34: To what extent do you agree with the following statement: 1 would consider
increasing my export activity in the markets of other CEFTA Parties?
(Companies which export to other CEFTA Parties, N=635, %)
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Two thirds of enterprises which already ex-  in Kosovo* (81%), Montenegro (80%) and
port their goods to neighboring economies Macedonia (79%) than in other Parties. But
are ready to consider expanding this activity.  even in Serbia, where this number is the low-
Supporters of this opinion are more numerous est, it exceeds 60%.
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Figure 35: From which CEFTA Parties do you import products/services?
(All respondents, N=1400, %)
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At the regional level, Serbia is established as economies. Moldova is again notable for its
the economy with the highest rate of export number of companies which do not import
to other CEFTA economies (17%). The import from any CEFTA Parties (95%).

of Serbian goods by Montenegro (55%) and

Bosnia and Herzegovina (51%) is significant-

ly above average. The same can be conclud-

ed on Montenegrin import activity related to

Bosnia and Herzegovina (20%). As in the case

of exports, Kosovo* and Albania have a closer

cooperation with each other than with other



Figure 36: To what extent do you agree with the following statement: | would consider
starting to import from other CEFTA Parties?
(Companies which do not import from other CEFTA Parties, N=891, %)
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Unlike exporting, companies within the CEFTA Herzegovina, Macedonia and Moldova seem
region are not so willing to start import-  particularly enthusiastic about potential op-
ing from other Parties (the average is 2.8).  portunities which could improve their import
Although the opinion is divided, those whoare  activity. On the other hand, their colleagues
not interested prevail (38%). Observing econ-  from Serbia and Kosovo* are not very pleased
omies separately, significant differences can with the idea.

be noticed. Business leaders from Bosnia and
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Figure 37: To what extent do you agree with the following statement: |1 would consider
increasing my import activity from markets of other CEFTA Parties?
(Companies which import from other CEFTA Parties, N=509, %)
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More than half of the respondents (53%) from follows, with 72% of business people having
companies which already import from other  the same opinion.

CEFTA Parties are interested in expanding this

area. Those from Albania have the most posi-  Compared to more experienced ones, com-
tive attitude towards this type of opportunity -  panies founded after 2004 seem to be more
as much as 82% of them would try to import ready to expand their import activity within
more from neighboring economies. Macedonia  the region.



Figure 38: How long has your business been selling goods and services or licensing its
products abroad?

(Respondents whose companies export, N=921, %)
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Two thirds of all surveyed companies sell their  Interestingly, it appears that companies op-
products and services abroad. Most export-  erating in agriculture and related fields have
ers (40%) have been exporting more than been active in foreign markets longer than
ten years while one third have been export-  others.

ing their goods for the past six to ten years.

Compared to other Parties, the percentage

of most experienced businesses in terms of

export is significantly higher in Albania.
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Figure 39: Do you have plans to start exporting or licensing your products or services
abroad in the next 12 months?

(Respondents whose companies do not export, N=479, %)
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When they were asked to talk about potential Managers of industrial manufacturing com-
expanding of their business to foreign mar-  panies are more interested in starting to ex-
kets, one fifth of non-exporters stated that port their goods than those representing firms
they plan to do so in the near future. from the service sector.



Figure 40: Why do you think this is so?

(Respondents who do not have plans to start exporting in the next 12 months, N=358, %)
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Most enterprises (37%) which do not plan to
start selling their goods abroad in the com-
ing period actually state that they are not
interested in expanding their business out
of their domestic market. The second most
important reason is a lack of knowledge and
skills pertaining to export activity and proce-
dures (28%), followed by insufficient capac-
ities (26%). The Party outlook on this topic
mostly complies with the regional one, except
for Albania, where lack of knowledge is by far
the most common reason, as well as Moldova
and Kosovo* which consider their own capac-
ities to be restricted. In addition, the existing

. B Small base for
fm e — - . valid conclusions

administration is perceived as an obstacle
more often in Serbia than in other economies.

Managers of industrial firms have doubts
about their knowledge, but also complain
about complicated administrative procedures
and linguistic differences more frequently
than their colleagues from the service sector.
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Figure 41: Within the past 3 years, has your business received any unsolicited enquiries

or orders from potential foreign buyers?
(All respondents, N=1400, %)
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Slightly more than one third of companies in
the CEFTA region (35%) have been contact-
ed by potential foreign buyers in the previ-
ous three years. It appears that businesses in
Bosnia and Herzegovina (50%) receive unso-
licited enquires more frequently than those
in Albania (1%), Macedonia (24%), Moldova
(38%) and Serbia (39%). According to the

= DK/refuse to
answer

number of companies which report this type
of requests, Albanian goods seem to be least
interesting to purchasers from abroad.

Compared to others, exporters, larger compa-
nies and industrial manufacturers more often

claim that foreign buyers initiate contacts with

them.
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Figure 42: If your company had not been exporting at that time, did this enquiry prompt
you to consider or decide to start exporting?

(Respondents who received unsolicited enquiries or orders from potential foreign buyers, N=485, %)
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' - Small base for valid conclusions

Unsolicited enquiries prompted 28% of com-  perceived as a greater incentive in economies
panies which received them to consider or  other than Serbia.
decide to start exporting. Such requests are
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Figure 43: Regardless of whether your company had already exported or not, could such
an enquiry prompt you to consider or decide to start exporting?

(Respondents who did not receive unsolicited enquiries or orders from potential foreign buyers, N=865, %)
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One third of the CEFTA business community  those in Serbia are again the least interested,
agrees that unsolicited enquiry from potential or perhaps the most skeptical, on this issue.
foreign partner could prompt them to consid-

er, or even decide to start selling their goods Companies dealing with agriculture and relat-
abroad. Enterprises in Bosnia and Herzegovina ed activities would be more willing to consider
would be particularly motivated to explore cooperation after an unexpected enquiry from
new opportunities (66%). On the other hand,  abroad. The same is true for exporters.

93



94

Figure 44: How desirable do you find cross-border movement of services providers (within
the CEFTA region)?
(All respondents, N=1400, %)
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Taking into account the entire region, the Representatives of largest companies (250 or
majority of company leaders (60%) would more employees) emphasize the importance
gladly welcome cross-border movement of of cross-border movement of services provid-
services providers within the CEFTA region ers more often than others. Interestingly, this
(the average is 3.7). Considering economies type of liberalization has less support among
separately, the biggest difference is observed companies in service sectors. Probably due
between Albania, with fewest business lead-  to concerns about an increase in competition,
ers who would support this action (25%) and they do not recognize the benefits it could
Montenegro where 83% of the respondents offer.

would be pleased about it.



Figure 45: To what extent do you agree that access to workers from other CEFTA Parties

is beneficial for your business?
(All respondents, N=1400, %)
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The opinion on potential benefits of the availa-
bility of the workers from other CEFTA Parties
is quite divided. About 30% find it beneficial,
37% remain indifferent towards this issue, and
other 30% consider it to be without any value
for their business. Montenegrin businesspeo-
ple more frequently say that access to foreign
employees contributes to their business than
their colleagues from other economies. The
fact that most of those who have the opposite

opinion live in Moldova (44%) confirms again
that this economy has the weakest relations
with the rest of the CEFTA region.

Analogous to the previous question, the larg-

est companies are more enthusiastic about the
possibility of reaching the neighboring labor
force. On the other hand, compared to other
fields, service sectors are more convinced of
its lack of merit.
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Figure 46: Why do you think this is so?

(Respondents who disagree that access to workers from other CEFTA Parties is beneficial for their business, N=410, %)
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Some CEFTA business leaders who do not
support hiring foreign workers are primarily
concerned ahout increased competition (61%).
The possibility of higher taxes and increased
management costs come in second (21%).
Another reason which has come up refers to

Figure 47: Why do you think this is so?

high unemployment rates in the local econo-
my (14%). Strengthening of the competition
as a result of labor market liberalization is
perceived more seriously in Kosovo* (89%),
Macedonia (76%) and Serbia (77%).

(Respondents who agree that access to workers from other CEFTA Parties is beneficial for their business, N=408, %)
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Company representatives are of the opinion
that employing workers from other CEFTA
Parties would positively affect their produc-
tivity (46%), followed by their business growth
(38%). In addition, one third finds it benefi-
cial because they are not content with the
number of qualified employees in domestic
labor market (35%). Enterprises in Kosovo*
and Macedonia believe it would cause a
drop in wage costs, while those in Serbia are
convinced that it would improve efficiency
more than others.
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Compared to service providers, lower wage
costs are more frequently highlighted by the
other three business sectors.

97



Because f f f Disinterest and
of lack of B0 Becg useo Becgl!s.e 0 unwillingness DK/refuse
CEFTA region valified lower wage higher possibility of of domestic Other B EETET
q costs productivity expansion
workers workers
Exporters 36 15 42 43 0 0 1
Importers 34 16 46 37 0 0 2
i Large companies 44 37 26 0
Medium companies 37 9 38 47 0
Small companies 33 18 48 37 1 0 2
. Agriculture, hunting, .. o0 ae e e
! fishing and forestry 26 30 39 59 0 0 0
Industry, mining,
construction o e e e u v .
Transport, trade
ST GETEES 34 18 44 40 1 0 1
Education, science, 45 33 35 38 1 0 3
culture...
Young companies 34 17 42 41 1 0 2
Mature companies 37 14 44 40 0 0 2

hl . .
' + Small base for valid conclusions
4




CEFTA THROUGH NUMBERS e

ATTITUDES TOWARDS INVESTMENT,
INTERNATIONALIZATION AND VALUE-CHAINS

Figure 48: How likely would you be to welcome foreign multinationals increasing their
presence in the country and in the region?
(All respondents, N=1400, %)
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At the regional level, approximately half of  Heads of largest companies claim that it would
the companies would welcome increasing the be important more often than those who man-
number of foreign multinationals in local and age smaller firms. Also, firms operating in the
regional market (the average is 3.3). Kosovo*  education sector and related activities recog-
is particularly enthusiastic about that oppor-  nize opportunities in the increased presence
tunity (71% of supporters), while Serbia seems of multinationals more clearly.

most reserved (with 45% supporters).

99



Figure 49: Why do you think this is so?

(Respondents who would not like foreign multinationals to increase their presence in the country and in the region, N=306, %)
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One fifth of the total number of surveyed com-  economy and in the region. A vast majority
panies thinks it is not smart to increase the (88%) state the potential of taking over a lot
100 presence of foreign multinationals in their of local businesses as the main reason for this



attitude. This is followed by the belief that re-
lying on existing supply chains will dry local
companies out of business (34%). Comparing
economies to each other, Serbia is once again
the most skeptical towards opportunities com-
ing from abroad.

Figure 50: Why do you think this is so?

Compared to industrial manufacturers, firms
operatingin transport, trade and related areas
are more concerned about declining business
if foreign multinationals rely on their own sup-
pliers. Exporters have similar fears related to
taking over large segments of local businesses.

(Respondents who would like foreign multinationals to increase their presence in the country and in the region, N=665, %)
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Two thirds of those who support activities of
foreign multinationals in local and regional
market believe they bring innovations and new
technologies which will improve their business.
More than half emphasize it is good to coop-
erate with big global players, while two fifths
are convinced it would increase demand for
domestic services. The former opinion is more
common in Serhia (78%), and the latter one
is particularly widespread in Kosovo* (75%).
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Industrial manufacturers seem to be more
willing to accept new technologies provided

by foreign multinationals than firms in ser-

vice sectors.
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' Small base for valid conclusions

Figure 51: 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?
(All respondents, N=1400, %)
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The majority of CEFTA business representa-  for those from Bosnia and Herzegovina (64%)
tives (59%) agree that small and medium com-  and Serbia (59%). On the other hand, Kosovo*
panies will be threatened if large cross-border ~ (43%) and Macedonia (47%) seem to be the
firms increase their presence. Albanian lead-  least troubled about this issue.
ers (71%) are more worried than others, except
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Figure 52: To what extent do you agree that multinationals are needed for development?
(All respondents, N=1400, %)
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Regardless of their concerns about how multi-
nationals could affect local businesses, more
than half of the CEFTA business community
(53%) is of the opinion that foreign compa-
nies are necessary for further development;
30% are restrained while 14% think differently.

Figure 53: Why do you think this is so?

Companies in Kosovo* (78%) support the ar-
rival of multinationals more than others.

Heads of large companies (250 or more employ-
ees) more often completely agree that business-
es coming from abroad are needed for progress.

(Respondents who disagree that multinationals are needed for development, N=194, %)
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Those convinced of the harmful impact of mul-
tinationals have this attitude mostly because
of concerns they will eliminate local brands
(78%). Almost half of them are quite self-con-
fident and claim that improvement can be
achieved using local resources and capacities.

Figure 54: Why do you think this is so?

Serbian business people (86%) cite the poten-
tial risk of eliminating domestic brands more
frequently than their colleagues in Bosnia and
Herzegovina (62%), who are almost equally
cautious about both possible threats.

(Respondents who agree that multinationals are needed for development, N=740, %)
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Business leaders who support the arrival of
multinationals consider innovations they bring
to be of major importance for further devel-
opment (71%). Almost two thirds also agree
they provide more access to foreign markets
and make this access easier. Enterprises in
Serbia (81%) are more inclined to cite the for-
mer reason than others, except for Moldova
(74%) and Macedonia (71%). Another benefit
which is particularly frequently recorded in
Montenegro, refers to increasing the number
of jobs. The latter is also more frequently men-
tioned by representatives from the service
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sector. The number of managers of the largest
companies who believe multinationals benefit
the local business environment by creating
healthy competition is above average.
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Figure 55: In your opinion, how do foreign investments affect your local economy?
(All respondents, N=1400, %)
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Taking into consideration the entire CEFTAre-  which believe that foreign investments
gion, three fifths of respondents are convinced contribute to improvement, Kosovo* and
that the impact of foreign investments on Montenegro would welcome them more gladly
their economy is positive (the average is 3.7).  than others (the average is 4.3 in both econ-
Looking at markets separately, a positive at-  omies), followed by Moldova (4.0). Albania is
titude also prevails. With 84% of companies most distrustful of overseas capital (3.3) and
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this is corroborated by the fact there are no
respondents who think foreign investments
affect local economy very positively.

Firms employing 250 or more people and
those established after 2004 emphasize their
favorable impact more than others.

| CEFTA region |
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Figure 56: Why do you think this is so?
(Respondents who think that foreign investments affect the local economy negatively, N=128, %)
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Other
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The minority (9%) who doubt that effects of
foreign investments are positive state that
the reason is that companies from abroad

7 Small base for
s valid conclusions

are primarily interested in capturing the
domestic market and will let it deteriorate
(58%). Furthermore, they state that the local
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market is attractive to investors from abroad Representatives of mature companies (estab-
only because it provides an easy opportunity lished before 2005) are more concerned about
for establishing monopoly (49%) and cheap the possibility of being driven out of business.
workforce (47%).
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Small base for valid conclusions

Figure 57: Why do you think this is so?

(Respondents who think that foreign investments affect the local economy positively, N=848, %)

Business leaders who expect betterment due Producing intermediate goods is also more
to foreign investments (60%) consider in-  challenging for large companies and industrial
creased employment to be most creditable manufacturers.

for that (72%). Improved business climate

is marked as second most important reason

(65%), followed by favorable opportunities to

develop intermediate production (30%). Firms

in Bosnia and Herzegovina (48%) recognize

their chance in last mentioned issue signifi-

cantly more often than others.
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Figure 58: To what extent do you agree that liberalization of the market for services (no
restrictions for foreign firms and individuals to offer labor and other services within the
CEFTA region) would benefit your business?

(All respondents, N=1400, %)
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The CEFTA business community is convinced of the market for services - those who fully be-
advantages which would be provided through lieve it would benefit their business are most
liberalization of the market for services (the numerous in this economy.

average is 3.4). 44% agree it would be useful

for their business; 38% remain indecisive,and  Also, larger enterprises are more optimis-
13% do not consider it beneficial. Compared tic than smaller ones, and so are education-
to the rest, Montenegrin companies have the al institutions compared to other business
highest expectations from the liberalization of ~ segments.
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Figure 59: Why do you think this is so?

(Respondents who disagree that liberalization of services markets would benefit their business, N=180, %)
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At the regional level, stronger and increased
competition is perceived as the biggest prob-
lem which could be caused by the liberaliza-
tion of the services market (57%). The possi-
hility of decline or even losing the business
comes in second (50%) followed by concerns

Figure 60: Why do you think this is so?

about lower standards (20%). Fear of compet-
itors is more pronounced in Serbia (69%) than
in Bosnia and Herzegovina (27%). Companies
in the latter economy are more worried about
business loss. The same is true for importers
compared to exporters.

(Base: Respondents who agree that liberalization of services markets would benefit their business, N=628, %)
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Companies which welcome the liberaliza-
tion of the services market are particularly
pleased with having a better choice of ser-
vices (59%) and enhanced service in general
(55%). Two fifths of them also expect more fa-
vorable prices. Compared to most of the other
Parties, Serbia is more focused on the wider
variety and overall improvement of services.
Macedonia (56%) and Montenegro (63%) hope
for lowering of prices significantly more than
others.
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It seems that the largest firms are more op-
timistic with regard to this issue, especially
in terms of the general quality of service and
time management optimization. Those operat-
ing in transport, trade and related fields con-
centrate on more favorable prices to a greater
extent than others, while industrial manufac-
turers are more satisfied with having a wider
variety of options.
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Figure 61: How do you rate the competitiveness of domestic services in your own business
area?

(Respondents from the service sector, N=785, %)
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The majority of business leaders (60%) of
companies which provide some type of service
rate the competitiveness of domestic services
in their own business area fairly well (regional
the average is 3.7). Kosovo* stands out with

the number of those who are satisfied with
this issue (69%) and it could be said that this
economy is proud of the quality of their own
service sector more than all others (4.2).
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Figure 62: How do you rate the competitiveness of domestic services in other service
sectors?
(Respondents from the service sector, N=785, %)
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Although to a somewhat lesser extent than in
the own service sector, CEFTA business rep-
resentatives highly rate the competitiveness
of domestic services in other similar areas -
almost half of them agree it is at a satisfactory
level (the average is 3.5). Supporters of this
opinion are again more numerous in Kosovo*

(66%) than in other Parties, except for Albania
(62%).

Small companies (up to 49 employees) as well
as young ones (established after 2004) have
more confidence in the competitiveness of do-
mestic services.

Figure 63: To what extent do you agree that cross-border (within the CEFTA region) services

in education and health are beneficial?
(All respondents, N=1400, %)
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Once again, the majority in the CEFTA business
community (56%) agree that cross-border co-
operation, related to education and health ser-
vices, would have positive effects. Considering
the number of those who answered affirmatively,
Kosovo* most firmly believes in the benefits of
this action (79%), followed by Montenegro (70%).

Compared to others, representatives of large
and young companies agree more frequently
that regional collaboration in the area of ed-
ucation and health would be beneficial.
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Figure 64: Do you seek external advice or information on matters affecting your business?
Please focus on situations when this has been more than a casual conversation.

(All respondents, N=1400, %)
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At the regional level, an equal number of en-
terprises consult external sources for issues
they find important (49%) and do not seek
other opinions (48%). Companies in Albania
are more distrustful of outside informa-
tion than all others; in fact, there is no firm
whose representatives confirm this practice.
Although to a far lesser extent than Albania,
a high proportion of businesses in Serbia and
Macedonia also do not seek external advice.

Compared to small firms, larger ones (over 49
employees) more often rely on outside experts.
The same can be concluded for agricultural
and educational firms compared to industrial
manufacturers and the service sector.
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Figure 65: What type of assistance or support do you use?

(Respondents who seek external advice, N=682, %)
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Two fifths of companies usually contact out-
side advice sources in order to obtain both
information related to daily operations and
strategic assistance aimed at overall business
growth. The number of leaders from Serbia
who say they rely on external information for

day to day running of their business is higher
than average (55%).

Managers of large companies consult external
experts for both types of guidance more often
than heads of smaller firms.

Figure 66: On what issues do you use to seek external advice?

(Respondents who seek external advice, N=682, %)
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Taking into consideration the whole CEFTA
region, companies most often contact exter-
nal sources for information related to overall
business growth (31%) as well as legal issues
(30%). Export and import procedures (25%)
and marketing (23%) seem to be the next in-
sufficiently clear topics, followed by financial
questions (22%) and various regulations (21%).
Issues which require additional advice pro-
vided by external sources differ from econ-
omy to economy - Bosnia and Herzegovina,

510 84 22 5 211
112553
25 | 21
18 08 6l

E-commerce/technology
Financial advice e.g. accounting, for general running of business
Export /Import procedures

Tax/national insurance law and payments

Relocation

Business growth

Environmental advice (e.g. energy efficiency, renewable energy)
Improving business efficiency/productivity

Health and Safety
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Montenegro and Serbia are primarily unclear
on legal matters, Kosovo* and Moldova con-
sider business development to be the most
important, while Macedonia is preoccupied
with export and import administration. In ad-
dition, companies in Kosovo* least hesitate to
seek outside support for very diverse issues.



Figure 67: Where do you usually seek advice, i.e. who is your source of information or
support?

(Respondents who seek external advice, N=682, %)
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It seems that enterprises in the CEFTA region economies prefer different sources. Bosnia
consider their colleagues (26%), the Internet ~ and Herzegovina and Montenegro trust their
(25%) and business consultants (24%) to be colleagues the most; Kosovo* and Moldova
the most reliable sources of advice. Somewhat ~ mainly search the Internet looking for clar-
less than one fifth also appreciates the ifications, Macedonia looks for accountants
help of lawyers and accountants. Different while Serbia mostly relies on business advisers.

Figure 68: In what way do you obtain the main piece of information you seek for?

(Respondents who seek external advice, N=682, %)
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Most required information is obtained by per-
sonal contact (43%). This is followed by email
(22%) and telephone conversations (21%).
When seeking help, companies in Serbia and
Montenegro apparently prefer face to face
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contact; those in Kosovo* talk to their advisers
on the phone more than others, while Moldova
and Macedonia prefer using electronic com-
munication to get information they need.
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SAMPLE STRUCTURE

Figure 69: Sample structure by respondent’s position
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Figure 70: Sample structure by majority ownership structure
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Figure 71: Sample structure by number of employees
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Figure 72: Sample structure by main business area
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Figure 73: Sample structure by origin of ownership
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QUALITATIVE SURVEY

The idea of a single multilateral free trade

agreement came as expected, after the es-

tablishment of a free trade zone in Southeast

Europe, based on the Memorandum of liber-

alization and trade facilitation, signed in 2001
in Brussels, within the Stability Pact. The main
objectives of CEFTA are:
» to increase the volume of international
trade and investment;

« to perform further liberalization and fa-

cilitation of trade;

« to increase the level of compliance and
transparency;

- to strengthen regional cooperation;

« to simplify the process in the administra-

tion of trade and trade systems;

This agreement replaced 31 bilateral agree-

ments that were established within CEFTA

Parties. CEFTA is the only free trade agree-

ment that links all the economies of the
Western Balkans and Moldova.

Considering that the signatories of CEFTA are
small economies, CEFTA provides possibil-
ities for eliminating weaknesses created by
the ‘small economy’ and ‘small market’ labels.
At the same time, it generates a climate for
improving the overall image of the Western
Balkans that has always been known as a re-
gion notorious for constantly generating crisis
and instability.

This agreement helps economies which want
to join the EU to harmonize legislation and
implement very low or no custom charges.
CEFTA brought a liberalization of the market
that made investing in, or exporting goods to
any of the Parties problem-free.
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Liberalization of trade in industrial and agri-
cultural goods has mostly been implemented,
while establishing the trade in services be-
tween CEFTA Parties is still in progress.

Negotiations on simplifying border procedures,
trading information and mutual recognition of
Authorized Economic Operator certificates are
still ongoing (Serhia).

Kosovo* is still in need of stabilizing the econ-
omy and establishing the rule of law in order
to create the appropriate basis for the private
sector to flourish and have the opportunity to
use all the advantages that implementation of
CEFTA can bring. There are many outstand-
ing issues between Bosnia and Herzegovina
and Serbia, Albania and Serbia, etc. That is
why Kosovo* is not able to state at present if
CEFTA is beneficial and whether they are fully
involved. Problems concern customs control,
transport and transport infrastructure, recip-
rocal recognition of certificates, etc. The sit-
uation concerning services is also very com-
plicated. That is why there are four working
groups in CEFTA at the Chambers of Commerce
level: on agriculture, certification, tariff and
non-tariff barriers, services and in particular
customs.

The main barriers for full CEFTA implementa-
tion are as follows:

« Montenegro is not a member of the World
Trade Organization, but still needs to do
business pursuant to their regulations,
since their partners might require this.
Required sampling of products and goods
that are being exported for analysis dis-
courages Montenegrin businesses to
export.

« Non-tariff barriers are frequently men-
tioned as the reason for CEFTA not being

fully implemented (e.g. repudiation and
nonconformity of laboratory certificates,
accredited and unaccredited laboratories,
etc.).

« Complicated inspections and customs pro-
cedures keeping goods at border cross-
ings for too long.

* Failure across the region to keep up with
advanced technologies and information
systems.

e Administration - Parties are trying to
protect their domestic products, and use
the amounts they produce as a bench-
mark for trading with other Parties.

« Slow pace of the process of incorporating
changes arising from the specific char-
acteristics of markets or procedures of
other Parties.

It is expected that some of the mentioned
obstacles will be resolved with the signing of
Additional Protocol 5, which will introduce a
simplification of border procedures, initiate
exchange of information and establish mu-
tual recognition of certificates for authorized
economic operators.



National Chambers of Commerce have been

working diligently through the years on rais-

ing awareness about the CEFTA among local
businesses, thus in general it could be said
that awareness of the small businesses about

CEFTA is satisfactory. Only in Serbia small com-

panies, due to their lack of staff and resources
do not know much about the CEFTA agreement
and what it means for their businesses.

After signing the Central European Free Trade
Agreement, the overall business environment
started developing over the past 10 years.
Local businesses are progressively learning

and getting used to following rules and pro-

cedures that implemented in the European
Union. Legislation was created and amended

to make the business environment in the re-

gion attractive to foreign investors, especially
through introducing lower and more appealing
taxes (mainly VAT).

In Albania, frequent and uncontrollable fluc-

tuations marked the last 10 years: after 2008,

the economy was affected by the global finan-

cial crisis. Naturally, the economy which had
not really been consolidated was shaken, and
this brought changes to the structure of the
economy. The business community and local
production were strongly affected by these
changes, because the lack of financing result-
ed in a drop in production in some sectors,
and production costs increased significantly,
making local production more expensive and
not competitive, both in terms of importing
and exporting. Moreover, continuous legal and

On the other hand, although business leaders
in Kosovo* are quite sure of their knowledge
about the Agreement, the dominant feeling
of Chamber of Commerce is that correct and
appropriate information about the benefits of
CEFTA for local businesses was missing at the
start of implementation, and that more effort
is still needed to inform local businesses about
the benefits CEFTA brings.

fiscal changes have negatively impacted the
business climate, often resulting in Albania
being ranked among problematic economies
for ‘doing business’.

Downsides of joining CEFTA that are perceived
by the business environment might concern
para-fiscal charges, the grey economy and
administrative procedures. But, on the oth-
er hand, positive elements in the regulatory
framework include operating licenses, inspec-
tions, customs and procedures in foreign trade
and obtaining building permits.

CEFTA Parties state that they are also be-
coming more aware and acquainted with new
technologies and the ways it can help local
businesses.

In the past 10 years, thanks to CEFTA im-
port-export regulations developed in Parties,
CEFTA market has become more attractive for
both CEFTA Parties and foreign investors. But,
the import-export regulations are still being
modified and are in the ongoing process of
implementation.
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Main improvements in trade in the CEFTA re-
gion were achieved by signing bilateral agree-
ments on the recognition of certificates. But
there is still room for improvement. The main
obstacles are related to retaining food at bor-
ders, so there is still need for improving effi-
cacy of control.

Customs procedures have advanced, and cus-
toms waiting periods are shorter. Parties are
currently working on speeding up inspections
so that the flow of goods across borders will
be even faster.

In Kosovo*, the so-called ‘translated laws’ (i.e.
Latvian, Finnish and Swedish laws and legis-
lations to be translated and come into effect
in Kosovo*) have not been harmonized and

CEFTA introduced EU standards that made
trading with EU countries possible or easier
(e.g.1S0O and HACCP standards for food). Serbia
is noting slow, but steady growth in trade with
EU members, especially since Croatia, as an
important export market, joined the EU.

CEFTA's standards allow good quality domestic
products to enter foreign markets. Similar to
Serbia, Macedonia reports stagnation of trad-
ing with other CEFTA Parties, while trade with
EU countries is on the increase.

Moldova is facing a problem with lack of
branded domestic products appealing enough
for foreign, EU markets.

In Serbia, after signing CEFTA, regional trade
was on the increase until 2010. Currently, re-
gional trade is stagnating, because of the cur-
rent structure of trade - raw materials and
intermediate goods are mostly being traded
in the region.

adapted to economy’s current economic indi-
cators. This creates collision between different
legal acts, noncompliance or incompatibility
with other procedures, incompatibility among
different agencies; there are contradictions
among institutions, different interpretations
from various ministries. This is making import
and export more difficult. Problems are also
reported with regard to awareness and rap-
id changes in laws. This is a major problem
because, with new laws being passed almost
every week, there is hardly any time to dis-
seminate information and implement different
standards. This makes it is very difficult for
business to change focus and to adapt on short
notice, and enterprises therefore lag behind,
do not adapt and fail to keep up.

Kosovo* is mostly dependent on import, while
export is something that has to be worked on
internally (through developing and harmoniz-
ing legislation).

Since the beginning of the Agreement imple-
mentation, growth has been recorded in the
volume of trade exchange between Macedonia
and CEFTA signatories. Since 2006, when the
Agreement was signed, the growth of trade
between Macedonia and other CEFTA Parties
grew by around 35% in 2007, but the trend did
not continue over the following years. The rea-
son for this can be found in the drop in CEFTA
Parties (Bulgaria and Croatia left and are now
in EU) and the tendency of companies to be
oriented towards EU countries.

until now, Macedonia and other Parties of
CEFTA were less competitive in the Kosovo*
market due to the absence of the Stabilization
and Association Agreement of EU and Kosovo*,
which only became valid on April 1, 2016.



They were not able to use the diagonal ac-

cumulation of origin of raw materials from

the EU incorporated into Macedonian prod-

ucts and intended for export to Kosovo*, and

In general, over the past 10 years, competitive-

ness of local businesses has grown, but has not
achieved its full potential. Growth was slowed
down by the effects of the global economic
crisis and by inconsistent economic reforms.

Kosovo* is facing problems with written and

unwritten rules and regulations of neighbor-
ing economies which, at this time, create in-
surmountable barriers for Kosovo* export.
Generally speaking, CEFTA had a positive ef-

fect on Kosovo*, albeit insufficient. It should

be noted that its role was more one of a ‘mes-

senger’, i.e. to inform the business community
onwhat is required. A representative from the
Kosovo* Chamber of Commerce believes that
a lot more should have been done at the same
time - awareness, action and support should
have been worked on.

During the past year, the Albanian Ministry

of Finances launched an initiative to formal-
ize the economy and this action significant-

ly helped increase proper competitiveness

among entrepreneurs. However, the devel-
opment of competitiveness was not only af-

fected by its informal nature, but also by other
factors, closely linked to better governance of
corporations, reducing corruptive practices of
state administration, etc.

CEFTA Parties now make up a single available
market and, because of its size, it is attractive
to foreign investors. CEFTA brought about the
introduction of unique regulations, increased
transparency and simplified administration

this significantly affected export capacity and
competitiveness of the Macedonian economy
in relation to Kosovo*.

making this market appealing for both domes-
tic and foreign investors.

In the Kosovo* market, foreign investors prof-
ited more from CEFTA than domestic ones.
This is attributed to the overall very sensi-
tive and vulnerable climate that is present in
Kosovo*: a lack of the rule of law, incapability
to protect domestic production as well as the
fact that there is a continuous involvement
of politics and illegal activities. The ordinary
citizen therefore perceives ‘foreign capital and
foreigners’ extremely positively as opposed to
the domestic companies. The fact that Kosovo*
companies need to get certificates more fre-
quently, even on a daily basis, and not weekly
or monthly, makes them less competitive at
the national market. This is not the case with
foreign companies which do not need certifi-
cates that are required from Kosovo* compa-
nies. It reflects on the total cost of products.
Foreign companies have appropriate mecha-
nisms and a more favorable climate for doing
business in this market which is not the case
with domestic firms.

In other Parties, CEFTA is not seen as favoring
either domestic or foreign investors.

CEFTA agreement treats all small and large
businesses equally.

When it comes to free competition, CEFTA
provides equal terms and open access to the
market. On the other hand, CEFTA ensures that
economies make changes to comply with the

129



130

legality of the liberalization of trade, i.e. to
free trade. It is expected that all Parties are
to introduce adequate competition protection
policies, in order to maximize potentials of the
liberalized market.

Connecting CEFTA Parties and their region-

al cooperation requires a certain degree of
co-dependence and joint decision-making on
a lot of issues. Some economies have more
power than others, and want to achieve their
geopolitical and economical goals. Sometimes,
when sensitive issues are being decided on,
achieving compromises might repress the

In the upcoming 10 years, Montenegro plans

to increase the competitiveness of their prod-

ucts through branding and positioning them
as high quality local products that would be
presented to the foreigners through tourism.

Serbia is expecting that the improvement of
the business environment in the economy will

have positive impact and that all the compa-

nies operating in this economy, both local and
foreign, will have access to raw materials of
higher quality and wider base of local vendors,
which will, in effect make Serbian products
more competitive in the future.

Kosovo* has the economic community that has

the potential and knowledge, but will need bet-

ter coordination, activity and diligence in order
to use their potential and opportunities. The
main aim for the future is to find support for
production of ‘made in Kosovo*’ products. Bigger

support to domestic production and bigger pro-

tection of domestic producers are needed.

Bosnia and Herzegovina hopes to in upcoming
10 years become full member of EU, which will

sovereignty of the Parties. But, overall CEFTA
is a trading agreement and it does not have
much influence on sovereignty of governments.

CEFTA has an impact on protection of local
products via tariff and non-tariff barriers, cus-
toms procedures, customs code and diverse
short-term and long-term strategies.

CEFTA makes products and services com-
ing from the Parties competitive in diverse
markets, such as: Turkey, Russian Federation,
Iceland, Lichtenstein, Norway, Switzerland,
Belarus, Germany, Italy, and Austria.

have positive influence on the competitiveness
of their local products.

Moldova will put more focus on the training
and education of the local businesses than on
increasing the competitiveness of their prod-
ucts. Next year the European Road through
Business will be launched, which is seen as
a good road to creation of a brand of the
Republic of Moldova. There will be many pos-
sibilities in education and development of joint
programs for professional training and profes-
sional technical education.

In the future more and more companies will
be oriented toward foreign markets and will
strongly consider exporting or licensing their
products abroad. Many advantages of licens-
ing products over exporting are more and
more evident: research risk is divided, as well
as the efforts surrounding the research, devel-
opment, production, promotion and sales of
goods. By licensing products, company prof-
its are increased through intellectual prop-
erty, but also through increasing the share
on the certain market. On the other hand, by



using existing distribution and sales channels,
time and transport expenses are saved. And

Companies seek information and advice regard-
ing Central European Free Trade Agreements
from external sources. Information is ob-
tained from consulting companies which as-
sist businesses, but also from local Chambers
of Commerce. Main information that is asked
for from Chamber of Commerce concerns the
import-export statistics for certain products
and goods:

« Information about unexpected or un-
known barriers in the process of import
or export.

« Information about documents and paper-
work needed for the process of import
or export.

« Information about certificates needed for
export.

Attitudes towards trading workforce within
the CEFTA region are positive. The possibility
is seen as attractive, since the workforce from
the region is more affordable and has better
qualifications. But administrative barriers are
making it expensive for employing workforce
from CEFTA. Moldova currently has no pos-
sibility of accessing and hiring workers from
the CEFTA region.

Larger companies from the CEFTA region en-
tering the local market may or may not present
a threat to local small and medium business-
es. In Montenegro, there is some concern that
small and medium local firms would not be

companies are protecting their brands on the
new markets, as well.

Local businesses communicate with Chambers
of Commerce usually by telephone, through
call centers, but also via e-mail, Internet or
by personally visiting the Chamber with ques-
tions. Usually, one needs to listen carefully
and pay attention to the problem which local
businesses describe in order to find out which
organization could be helpful. The Chamber
then organizes meetings of local businesses
with institutions like Customs Administration,
Ministry of Finance, Tax Administration, etc.,
depending on the issue in question.

Local Chambers of Commerce organize train-
ings and workshops for local businesses in or-
der to educate them about CEFTA and best im-
port and export practices, on a regular basis.

able to compete with larger retail chains from
Europe. But, for all Parties, larger companies
can also present opportunities, since they are
likely to engage local small and medium busi-
nesses as partners for acquiring raw materials
and business services. Transfer of knowledge
and new technologies would be faster if larger
companies from the CEFTA market entered
local markets. Overall, it can be said that pres-
ence of multinational companies could only be
seen as positive where domestic companies
have the opportunity to develop their pro-
duction or service to a higher level through
foreign technology and knowledge.
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Foreign investments in the market have had
and will continue to have a positive impact on
local economies. New jobs are created, which
leads to the creation of more tax payers, and
these taxes are paid into local economies. Also,
through cooperation with local businesses,
foreign investors are accelerating the devel-
opment of local economy.

Businesses in the CEFTA region are somewhat
aware of the benefits that the liberalization of
the services market brings. It is evident that
the increasing competitiveness of services
needs services to be of the highest quality.
Liberalization of service trade allows free
access to a qualified workforce and a wider
range of vendors, which will drive the devel-
opment of the domestic service market.
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CONCLUSIONS AND
RECOMMENDATIONS

On the actual evidence, trade is the main driv-

ing force in the region and will continue to be

in the future. Also, investments, developmen-

tal one as well as in production, are expected

to rely on regional and EU market access re-

maining free of unnecessary barriers. Clearly,

growth prospects of the region and of econ-

omies within it are going to be dependent on
the ahility to export. Similarly, modernisation
and innovation will depend on productivity

improvements driven by imports and invest-

ments from abroad.

In that context, low level of information about

CEFTA and remaining doubts about the hene-

fits of trade agreements with EU is worrisome.

In addition, lack of cooperation in the devel-

opment of production chains is standing in the
way of faster economic recovery.

This is particularly problematic in view of still
high levels of unemployment and the existence
of skill mismatches throughout the region.

Finally, there is a belief that states are not
doing enough or are not doing the right things

to spur economic activity and exports in par-
ticular. Though the expectations of subsidies
are mostly misplaced, political and policy in-
frastructure for faster trade and investment
growth is not sufficient.

With these conclusions, there is the need for
more information on the opportunities opened
up by CEFTA.

Also, further policy measures to support
regional trade in services in particular are
needed.

In connection with that, the key to regional de-
velopment and trade are region-wide invest-
ments and development of production and val-
ue chains in order to make use of comparative
advantages as well as of economies of scale.

Finally, there does not seem to be needed pol-
icy coordination beyond the indirect influence
of institutional and policy harmonisation with
the EU. However, trade within the region is
highly unbalanced, with surplus and deficit
economies, so that better regional policy co-
ordination would prove stabilising.
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NOTE ON METHODOLOGY

In quantitative part of the survey ‘CEFTA
through Numbers’, CATI (Computer-Assisted
Telephone Interviewing) methodology was ap-
plied. The research was conducted via tele-
phone interviews in selected companies by
trained interviewers from GfK. Some adjust-
ments and preparations were necessary for
the successful implementation of the survey:

Questionnaire

General survey topics were agreed between
CEFTA Secretariat and GfK, and the question-
naire was further developed in close coopera-
tion of their teams. It was originally writtenin
English and subsequently translated into seven
local languages, with the exception of Kosovo*
where both Albanian and Serbian versions of
the questionnaire were used, and Macedonia
and Moldova, where questionnaires in two dif-
ferent languages were also used. The CEFTA
Secretariat reviewed and approved the final
English version of the questionnaire.

Due to CATI software, all questionnaires were
converted to a digital form and installed on
interviewers’ computers. Project coordinators
in each Party thoroughly examined the digi-
tal questionnaires in order to avoid potentials
confusions and make them as clear as possible.

Interviewers

Written instructions containing general descrip-
tion of the questionnaire, of the target group and
of the respondent selection process were giv-
en to all interviewers. In addition to providing
written instructions, GfK has organized training
for interviewers which explained research goals.
Moreover, each interviewer was obliged to exam-
ine the questionnaire, and project coordinators
emphasized some important elements (e.g. the
need to read individual answers where one or
more answers were possible, etc.).

Sample

Quantitative research was conducted on the
N=200 companies for each Party, with the to-
tal of 1400 companies for the CEFTA region.
The survey encompassed:
« Companies which deal with export or import
 Companies of various sizes - micro (4 -
9 employees), small (10-49 employees),
medium (50 - 249 employees) and large
(more than 250 employees)
« Various business (21 business fields ac-
cording to NACE classification)
 Companies which are not majority-owned
publicly or by government
« Companies established earlier than 2015
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It is important to note that the data were
weighted on the basis of GDP. The GfK used
official data provided by the World Bank Group
as a source.

Interviewing Procedure

Before the main part of the fieldwork, i.e. in-
terviews with business respondents, GfK con-
ducted a preparatory phase to select compa-

nies whose representatives will be potentially
interviewed.
1. Company selection

The selection of the companies was per-

formed randomly within different regions,
sectors, sizes and ownerships. Official
data provided by national statistical of-
fices of all seven CEFTA Parties were used
as data source. The selection was com-
pleted before the fieldwork, allowing in-
terviewers to receive lists of companies
to be contacted.
2. Telephone interviewing

The target group in the quantitative part
of the survey ‘CEFTA through Numbers’
were members of companies’ managing
boards.

At the beginning of the telephone conversa-
tion, the interviewer presented the idea and
the objectives of the survey to respondent and
then kindly tried to persuade him/her to take
part in it. The interviewer needed to be very
familiar with the project, but also to be elo-
quent, persuasive, polite and persistent. The
mentioned contact lists contained the compa-
ny’s name, address and telephone number and,
in some cases, the name of contact person. In
cases in which persons from the list believed
they are not qualified to discuss the stated
topics, the interviewer asked to be referred to
a person who is more knowledgeable. A similar
request was made when no contact person
was indicated on the list.

Every telephone interviewer was obliged to
contact a potential respondent at least three
times, except in cases when a person cate-
gorically refused to participate in the survey.



CEFTA THROUGH NUMBERS

QUALITATIVE RESEARCH

Qualitative research within the survey ‘CEFTA
through Numbers’ was carried out thorough
In-depth interviews, with representatives
of national chambers of commerce (one per
Party). The target group were professionals
in leadership positions (President/Deputy
President/Vice President), under the assump-
tion they are most competent to talk about
the Agreement.

Discussion guide

The discussion guide was created in collab-
oration with the CEFTA Secretariat, follow-
ing agreed topics of the survey. It was orig-
inally written in English and subsequently

translated into seven local languages (in
Kosovo*, Macedonia and Moldova it was
translated into mother tongue of the inter-
locutor). The CEFTA Secretariat reviewed and
approved the final English version of the dis-
cussion guide.

Interviewing Procedure

As mentioned above, In-depth interviews were
led in local language (mother tongue of the
interlocutor). After completion, transcripts of
the interviews were translated into English
and, jointly with moderators’ observations,
submitted to GfK office in Belgrade as a lead
member of GfK consortium.
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