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TRODUCTION

The Regional Cooperation Council (RCC)
Secretariat coordinated the development of
the regional growth strategy titled "SEE 2020
Strategy: Jobs and Prosperity in a European
Perspective”. The strategy was adopted by
Ministers of Economy of seven South East
European economies (Albania, Bosnia and
Herzegovina, Croatia, Kosovo*, Montenegro,
Serbia and The Former Yugoslav Republic of
Macedonia) on 21 November 2013. Inspired
by the EU’s 2020 Strategy it seeks to boost
prosperity and job creation and to under-
score the importance of the EU perspec-
tive to the region’s future. The SEE 2020
Strategy contains eleven specific targets
covering the following five pillars:

Integrated growth - by deeper regional
trade and investment linkages and poli-
cies enhancing the flow of goods, invest-
ment, services and persons.

Smart growth - by commitment to com-
pete on value added, promoting knowl-
edge and innovation across the board.

Sustainable growth - by enhancing com-
petitiveness, entrepreneurship and a
commitment to greener and more ener-
gy-efficient development.

Inclusive growth - by skills development,
employment creation and labour market

participation by all, including vulnerable
groups and minorities.

Governance for growth - by improving
the capacity of public administrations
to strengthen the rule of law and re-
duce corruption so as to create a busi-
ness-friendly environment.

With the intention to engage more closely
the general public and the business com-
munity in the context of the SEE 2020
Strategy, the RCC has commissioned a com-
prehensive survey on attitudes, experienc-
es and perceptions, which was carried out
in December 2014, in all seven economies
covered by the Strategy.

This report presents the results of this
survey and includes two main components,
which are The Public Opinion Barometer -
a survey of public opinion of South East
Europe (SEE) citizens, and the Business
Opinion Barometer - a survey of business
sentiment. The report provides data and
analysis on various topics covered by five
pillars of SEE 2020 Strategy, including life/
business satisfaction, assessment of general
trends and attitudes on EU integration and
regional cooperation.

The surveys were conducted face to face
with 1000 respondents per each economy,

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

Kosovo declaration of independence.
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with the total being 7000 respondents for
Public Opinion Survey aged 18 and older,
and for Business Opinion Survey 200 com-
panies per each economy of different size
and different business areas, which are not
majority-owned by the state or government.
A technical note concerning the method-
ology of survey is annexed to this report.*

The Balkan Barometer report is envisioned
to become an integral part of the SEE 2020
monitoring system, along with the other
components of Annual Implementation
Report, such as the SEE 2020 Scoreboard
and SEE 2020 Competitiveness Outlook.
The Balkan Barometer surveys will be con-
ducted annually in order to assess how
these sentiments are changing and what
progress is being made.

*Throughout the report values in percentages were calculated using the decimal rounding so there is a chance of fluctuations
+/-1% in categorical variables (with 3 or more response categories).
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The Business Opinion Survey has looked
into the current sentiment and the expec-
tations of the businesses in South East
Europe. Besides general assessment of the
situation, the main pillars of the SEE 2020
Strategy have been covered.

The findings paint a stark picture of a set
of economies that have not been doing
well and are not expected to do much bet-
ter in the future. On top of that, they are
burdened with difficult problems in all the
covered areas of growth: integrated, smart,
sustainable and inclusive growth, as well as
governance for growth.

The Balkan Business Sentiment Index (BBSI)
is about one half of the best possible score.
Probably the main characteristic of the
business sentiment is that it is not very op-
timistic i.e. expectations of the businesses
are cautious and do not see much improve-
ment in the short run. Business people sig-
nal that they would be ready to increase
employment, but are facing deteriorating
prospects in most economies, and certain-
ly in Bosnia and Herzegovina, Croatia and
Serbia. Demand factors do not seem to be
seen as the only and perhaps not the most
important ones. The supply and obstacles
tend to stand in the way of investments
and expansion.

Widespread problems of liquidity, financial
squeeze due to high levels of non-perform-
ing loans in the banking sector, and increas-
ing costs do not sound a very loud alarm
in the business community. Also, the con-
cern with macroeconomic issues, e.g. fiscal
sustainability, does not seem to be felt as
dramatic.

There is general support for regional inte-
gration among the business comunity, it is
believed that trade and commerce links be-
tween SEE econimies should be improved.
Business people do see differences in open-
ness across economies, which sometimes do
not coincide with the level of cross-border
trade. Also, high trade deficits on the part
of most CEFTA members do not seem to
influence the overall positive assessment of
its role. In terms of hiring foreigners, both
from the region or outside of it, it can be
concluded that the business community
does not have a lot of experience with it.
Clearly, improvement in the regional labour
market would help.

In the area of smarth growth, policy needs
to be ahead of the business because of
widespread externalities, which certainly
are present in education. Businesses, how-
ever, seem generally content with the offer
of skilled labour and with the quality of the
education. This is, in part, consequential to
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the fact that firms do not tend to be very
innovative and internationalised. They also
do not seem to use modern communica-
tion technologies for trade and transfer
payments.

Regarding sustainable growth, business
people primarily emphasize roads and their
improvement, while clearly the more glaring
deficiency is the lack of railways. There is a
perception that a sustainable environment
is needed, but there is scant indication that
this is being translated into policies, regu-
lations and the needed investments. Again,
these preferences signal the existence of
externalities, in infrastructure, and public
goods in environmental protection. In other
words, there is understanding of the need,
but no mechanism to mobilise investment in
satisfying it, which is typical of public goods
and the problem of externalities.

Issues on inclusion indicate that businesses
employ more men than women and tend to
favour experience over first time job seek-
ers. Also, they rely on personal recommen-
dations rather than on more formal proce-
dures of job seeking and hiring.

There is some indication that business peo-
ple see the governance as too costly. There
are also general complaints that the input of
the business community in legislation and
policies is close to non-existent.

The overall conclusion is that a comprehen-
sive, sustained, regional and EU-oriented
policy effort is needed in whole region in
order to speed up growth and development.
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SUSITTESS OPITHOLN
SURVEY ReESULTS

BALKAN BUSINESS SENTIMENT INDEX

In order to monitor changes over time
about business present sentiment and op-
timism, GfK has conducted Balkan Business
Sentiment Index (BBSI) which is composed
of the following five questions:

. How has your business situation devel-
oped over the past 12 months? Has it
deteriorated, remained unchanged or
improved?

. How has demand for your company’s
products/services changed over the past
12 months? Has it deteriorated, remained
unchanged or improved?

Figure 1: Balkan Business Sentiment Index
(0 -100 scale, index):

63.72 67.13
4 57.24 60.00 g0 71 = BBSI - Present

3.

5.

How has the general economic situation
in your place of living changed over the
past 12 months? Has it deteriorated, re-
mained unchanged or improved?

. How do you expect the demand for your

company’s products/services to change
over the next 12 months? Will it be de-
creased, mostly unchanged or increased?
How do you expect the general economic
situation in your place of living to develop
over the next 12 months? Will it be dete-
riorated mostly unchanged or improved?

= BBSI

Situation indeks

SHLT - sl

Expectation
indeks

Albania Bosnia and Croatia Kosovo* The Former Montenegro  Serbia

Herzegovina

Yugoslav
Republic of
Macedonia
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BBSI contains questions related to the cur-
rent/recent respondents’ experience on the
general economic situation and on the situ-
ation in their business - regarding business
development and demand for products/ser-
vices. On the other hand, it also contains
questions related to their predictions for
the future when it comes to the demand
for their products/services and general eco-
nomic situation in their place of living.

Therefore, index is constructed from the an-
swers on the above-mentioned questions.
Answers are scored as follows: better - 100
points, worse — O points, the same - 50
points.

After responses are recoded, average value
is calculated for the whole SEE region as
well as for each economy separately (see
Figure 1). The index values are expressed
on a scale of O to 100.

We can divide the BBSI (Balkan Business
Sentiment Index) to two sub indexes and
separately monitor the present sentiment
among population as well as their expec-
tation for the future or their degree of
optimism.

a) BBSI - Present Situation index
b) BBSI — Expectation Index

In order to analyze the impact of each in-
dividual pillar of the SEE 2020 Strategy
on the BBSI, it is important to determine
what and to what extent affects the index
the most. Considering the fact that the
SEE 2020 Strategy consists of five pillars
and each of them covers a specific area and
has own objectives, this part of the anal-
ysis needs to determine how much each
of the pillars (as an independent variable)
influences the BBSI (dependent variable).
Besides the five defined pillars, the analysis
also includes the segment called General
questions.

First of all, the reliability of the chosen
questions (Reliability analyses) was verified,
with the help of the Cronbach’s Alpha co-
efficient. After that, a Regression analysis
was used (with the help of a Shapley value)
with the aim to determine the influence of
each of the chosen questions on the BBSI.

Questions that are used for each individual
pillar in the analysis:

GENERAL QUESTIONS

1. How has your business situation devel-
oped over the past 12 months?

INTEGRATED GROWTH

1. To what extent do you agree with the
following statements? Please rate your
answer from 1 to 4, where 1 means to-
tally disagree, 2- disagree, 3 - agree and
4 - totally agree.

A. My company’s products, goods and
services can compete well with prod-
ucts, goods and services from other
economies of the SEE region.

B. My company’s products, goods and
services can compete well with prod-
ucts, goods and services from other
EU countries.

C. My company has benefited from the
regional free trade agreement (CEFTA
2006).

SMART GROWTH

1. Would you agree that tt
in the educational syster
living meet the needs of

2. How would you assess
employees in your con
additional qualification
vance and got promote

3. To what extent are digi
in general (internet, soci
and similar for promof
tion or sales) used in yc

SUSTAINABLE GROWTH

1. In what way the infrastructure in ger
eral (transportation and communicatio
means, supply) impacts your business

2. In your opinion, to what extent is yot
business in general organized in envirol
mentally friendly way?

INCLUSIVE GROWTH

1. In what way active employment policies
(solving “informal” employment issues,
develop programmes for vulnerable
groups, etc). carried out by labour market
institutions in your economy, influence
your business?

2. In what way healthcare system supports
your business (good healthcare service,
enabling manpower to solve healthcare
problems fast and effective, etc).?

GOVERNANCE FOR GROWTH

1. To what degree do you agree with the
following statements?

A.Information on the laws and regu-
lations affecting my firm is easy to
obtain.

B. Interpretations of the laws and regula-
tions affecting my firm are consistent
and predictable.

2. Thinking about officials, at what ex-
tent would you agree with the following
statements?

A. It is common for firms in my line of
business to have to pay some irrequ-
lar “additional payments/gifts” to get
things done with regard to customs,
taxes, licenses, regulations, services
etc.

B. Firms in my line of business usually
know in advance about how much this
"additional payment/gifts” is.

The primary conclusion derived from men-
tioned analysis is that the resulting relia-
bility indicator and the pillar and index con-
nectivity indicator are very low.

The effects of the pillars on the overall

Balkan Business Sentiment Index (BBSI) are

hard to detect. This is probably the result of
a disconnection between the relatively pos-
itive assessment of the current business cli-
mate and the more detailed assessment of
the state of affairs across individual pillars.
In order to obtain information on issues that
impact on overall BBSI, future surveys need

to be set up in a way that provides deeper
insight into areas covered by the pillars.

The very weak correlations between the
assessment of the importance of the pil-
lars and the overall business sentiment
could also be the result of a disconnection

BUSINESS OPINION SURVEY I
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between the naturally microeconomic con-
cerns of business people and the macro-
economic character of the pillars, so the
perceived influence of the latter is small-
er or more distant. This is also consistent
with the fact that most of the businesses
are small and medium sized and they are
not very internationalized and innovative.
Bigger companies are usually more sensitive
to macro or general influences.

BALKAN BAROMETER 2015 I

This very faintly and not very reliably tran-
spires from the greater emphases put on
market conditions - for products, labour,
financial and educational - than on policy
oriented factors, which are harder to influ-
ence and more distant. In addition, though
problems with governance, especially with
changing regulation, are seen as important
and detrimental to business results, this
survey shows that business people do not

see themselves as influential on the legis-

lative and policy decisions. That, perhaps,
accounts for the significance given to other

factors as opposed to the issues of govern-

ance that are seen as exogenous.

20

Differences across the region are sugges-
tive, though not much can be made of them
given the low level of significance. It makes
sense, in the context of what is otherwise
known, that governance seems to be, com-
paratively, a more important issue in Albania,
Bosnia and Herzegovina, and Croatia, and
less so in other parts of the region. Other
differences are hard to interpret due to the
disconnect between the individual pillars
and the overall BBSI. Those could be used in
future surveys and research to check more
thoroughly what holds up and what doesn't.

GENERAL QUESTIONS

Figure 2: Do you think that EU membership would be/is a good thing, a bad thing, or
neither good nor bad for your company?

SEE 8 KZ) 56 2 B Bad thing
B Neither good
Kosovo* 13 11 76 nor bad
Bosnia and 5 27 68 B Good thing
Herzegovina DKINA
Albania 14 19 67
Croatia 8] 35 59
Montenegro 3 35 55 4
The Former Yugoslav
Republic of Macedonia 8 36 53 4
Serbia 12 42 41 5

In terms of EU membership, majority of
business respondents in the SEE region
have positive attitude, while only 8% in av-
erage see EU membership as something
bad (see Figure 2). However, situation per
economy differs significantly.

In Kosovo* even three fourths of respond-
ents think that the membership could im-
prove their business (although with higher
then average number of sceptics).

Serbia proved to have the biggest number
of sceptics: it stands out by the lowest num-
ber of those who perceive membership as a

good thing for their company (41%), signif-
icantly lower then in Kosovo*, Bosnia and
Herzegovina, Albania and Croatia.

Detailed data are showing that companies
which are active regionally (export to other
parts of the region) are more positive to-
wards EU membership.

BUSINESS OPINION SURVEY I
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Figure 3: How has your business situation developed over the past 12 months? It has

been...

m remained

Bosnia and

Herzegovina 19 33

Kosovo* 24

Montenegro 38

Albania

Croatia

The Former Yugoslav 20
Republic of Macedonia

Serbia 36

Bearing in mind the whole SEE region, most
of the companies’ leaders (39%) state that
situation on their business progress has re-
mained unchanged over the past 12 months
(see Figure 3). Almost same number of re-
spondents to this question report deterio-
ration (30%) and improvement (31%).

Businessmen in Bosnia and Herzegovina
and Kosovo* felt some positive improve-
ments as there are much more those who
improved their business comparing to those
whose business deteriorated.

The only two economies with significant
deterioration of business (domination over
improvement) are Albania and especially
Serbia.

Last 12 months were especially difficult for
small sized companies in the region (about
40% say that situation deteriorated, only
11% that it improved). As company gets big-
ger, situation is improving. For more then
half big companies (those with more then
250 employees) situation improved.

49 Tmchanged
= improved
48 DK/NA
40
33 29
42 29
28
38 24

The issue of demand for products and ser-
vices over the past year divided the region
(see Figure 4).

Compared to other economies and to-
tal SEE, demand is significantly better in
Bosnia and Herzegovina (48%), Kosovo*
(46%) and Montenegro (43%).

Serbia is again at the negative end, only
one fourth of companies’ leaders report
improved demand - number of those with
decline in demand is about 10% higher than
those who faced improved demand.

The companies that faced growth in demand
are bigger and dealing more with agricul-
ture, hunting, fishing and forestry, as well
as those that export to the region.

Figure 4: How has demand for your company’s products/services changed over the

past 12 months? It has been...

| deteriorated
SEE .
m remained

Bosnia and

Herzegovina 18 35

Kosovo* 24 30

Montenegro 19 36

The Former Yugoslav

Republic of Macedonia 21 47

Croatia 33

Albania 36

Serbia 37

unchanged
48 = improved

DK/NA
46 2

43 2
32
36 31
34 31

37 25

Figure 5: How do you expect the demand for your company’s products/services to
change over the next 12 months? It will be...

Montenegro 3 30

Kosovo* 1" 27

Bosnia and

Herzegovina 12 35

Croatia 1 45

The Former Yugoslav

Republic of Macedonia 12 40

Albania 25 38

Serbia 24 35

Despite difficult previous year, businessmen
show some optimism. Approximately 2 out
of 5 believe in future increase of demand for
their products or services and they domi-
nate over those with negative expectations
(see Figure 5).

Montenegrins are most optimistic - more
than 60% are convinced of demand growth,

H mostly
62 2 unchanged

M increased

59 4 DK/NA
53
43
43 6
37

35 6

followed by managers from Kosovo* (59%)
and Bosnia and Herzegovina (53%).

Compared to the rest of the region, in
Albania (25%) and Serbia (24%) significantly
more respondents state that demand will
be decreased over the next year. However,
even in these two economies those with
positive expectations prevail.

BUSINESS OPINION SURVEY I
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Figure 6: How has your firm’s total employment changed over the past 12 months?

It has been...

Bosnia and

Herzegovina 18 41

Kosovo* 53
Montenegro 52
The Former Yugoslav 64

Republic of Macedonia

Croatia
Serbia

Albania 24

At the regional level, more than half (54%)
of the companies have not changed the lev-
el of total employment over the past year
(see Figure 6). One fifth of them have de-
creased the number of employees while one
fourth have noted the opposite experience.

Bosnia and Herzegovina stands out by
number of firms that have increased their
total employment (42%), it being in contrast

B Remained
42 mostly
unchanged
37 2 ® Increased
33 DK/NA
25
54 24
55 21
58 19

to Albania (19%), Serbia (21%) and Croatia
(24%) where the number is significantly
lower.

Although the biggest companies faced over-
all improvements more than smaller com-
panies, one third (which is higher then av-

erage) decreased the number of employees
and kept with cost containment measures.

Figure 7: How have your labor and other costs (e.g. energy, etc). changed over the

past 12 months? Costs have been...

Kosovo* ¥4 17

The Former Yugoslav
Republic of Macedonia

“

Serbia

Bosnia and
Herzegovina

Croatia

Albania

Montenegro

B stayed about

81 the same
B increased
66
DK/NA
58
49

46

45

44

52% of SEE business leaders think that their
labour and other costs have increased dur-
ing previous year (see Figure 7).

That number is especially high in Kosovo*
where even 4 out of 5 respondents report
cost expansion.

In Croatia (14%), Montenegro (13%) and
Serbia (9%) significantly more business

people mention cost decreasing than in
Kosovo* (2%) and The Former Yugoslav
Republic of Macedonia (2%).

There is no influence of company size, in-
dustry or export activity in the region on
evaluation of costs, the country of origin is
much more important.

Figure 8: How has the general economic situation changed over the past 12 months?

It has been...
SEE 68 24 6 B deteriorated
® remained
Kosovo* 52 28 20 unchanged
m improved
Albania 47 41 13
DK/NA
The Former Yugoslav
Republic of Macedonia 43 43 11 4
Montenegro 54 29 10 7
Serbia 74 19 5 K}
Bosnia and
Herzegovina 73 23 4
Croatia 75 22 &

Considering the whole SEE region, the vast
majority (68%) of business people agree
that the general economic situation in their
place of living has become worse over the
past 12 months (see Figure 8).

Business people from Croatia (75%), Serbia
(74%) and Bosnia and Herzegovina (73%)
are significantly more disappointed by cur-
rent economic conditions than their col-
leagues from Albania (47%) and The Former
Yugoslav Republic of Macedonia (43%).

Significantly more of those who feel eco-
nomic improvement live in Kosovo* (20%)
thanin Croatia (3%), Bosnia and Herzegovina
(4%) and Serbia (5%).

If we talk about the entire region, almost
equal number of business respondents
think that general economic situation will
remain at the same level (35%) and that
it will be deteriorated (34%) (see Figure
9). Slightly more than one fourth of them
(28%) believe in improvement.

People from Montenegro and Kosovo* are
the greatest optimists - approximately two
fifths are convinced of the progress.

Compared to the rest of the region, Serbia
has significantly more pessimists — even
48% of business population talk about
economic deterioration over the next 12
months.

BUSINESS OPINION SURVEY I
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Figure 9: How do you expect the general economic situation to develop over the next

12 months? It will be...

Montenegro 21 32 42 4

Kosovo* 21 39 41

Albania 16 51 33

Croatia 36 29
The Former Yugoslav

Republic of Macedonia 42 29 8

Bosnia and
Herzegovina

Serbia 48 23 23 6

41 27 3

B deteriorated

H mostly
unchanged

B improved

DK/NA

Figure 10: How do you expect the number of people employed to change over the next

12 months? The number will be...

Montenegro 23 26 47 4

Kosovo* 23 38 38 2

Croatia 28 39 31

Albania 53 30
The Former Yugoslav

Republic of Macedonia 40 28 12

Bosnia and

Herzegovina 36 26

Serbia 23 21 9

B decreased

B remain
unchanged

® increased

DK/NA

As one might expect, results at the regional
level are very similar to those of previous
question (see Figure 9), about general eco-
nomic situation. Approximately one third of
SEE business people state decreasing (33%)
or unchanging (35%) number of people em-
ployed in their economy while 28% believe
in increasing (see Figure 10).

Serbia is marked as economy with signifi-
cantly more of those who report that the
number of employees will be reduced over
the next year.

Figure 11: Can you tell me how problematic are these different factors for the
operation and growth of your business? Can you please rate each?
(1. Major obstacle, 2. Moderate obstacle, 3. Minor obstacle, 4. No obstacle)

PERAY X Ty )s%’
3.0 et S 084301430 2.0

"
A

P e

1.0

Access to land

Title or leasing of land
Telecommunications
Transportation
Customs and trades
regulations

Electricity

Skills and education of
available workers
Street crime, theft

and disorder
Organised
crime/mafia

Business licensing
and permits

Results for the entire SEE region show that
businesspeople in this region recognize
tax rates as major obstacles for operation
(see Figure 11) and growth of their busi-
ness (mean is 2.1), followed by the financ-
ing costs and anti-competitive practice of
other competitors (mean is 2.3). The least
problematic are title or leasing of land and
access to land (mean is 3.4).

If we compare seven economies and their
perception of potentially problematic fac-
tors, we can see that companies’ leaders
from Kosovo* are most concerned about
majority of factors - especially corruption,
organised and street crime.

On the other hand, for The Former Yugoslav
Republic of Macedonia the most of issues

Access to financing
Labor regulations
Contract violations by
customers and suppliers
Functioning of

the judiciary

Tax administration
Macroeconomic
instability

Corruption

Uncertainty about
regulatory policies
Anti-competitive practices
of other competitors
Cost of financing

Tax rates

are least problematic, with exception of
business licensing and permits, electricity
and to some extent, title or leasing of land.

Croatians and Serbs state tax rates as ma-
jor obstacle; for Bosnia and Herzegovina
uncertainty of requlatory policies is the
biggest problem while in Montenegro cost
of financing causes most difficulties. Anti-
competitive practice of competitors is the
most problematic issue in Albania.

Bigger companies are more than others
worried by tax rates, uncertainty about reg-
ulatory policies as well as macroeconomic
stability.

BUSINESS OPINION SURVEY I
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General Questions - Summary

Two groups of economies emerge, similar-
ly as in the Public Opinion Survey. In the
group doing worse tend to be Bosnia and
Herzegovina, Croatia, and Serbia, while
in the group doing better are Kosovo*,
Albania, and The Former Yugoslav Republic
of Macedonia, with Montenegro somewhat
in between. This corresponds to the overall
economic performance in the last few years,
i.e. during the global economic crisis.

In terms of expectations, Serbia and Croatia
are more pessimistic, but also The Former
Yugoslav Republic of Macedonia does not
seem to look for continued improvement.

Diverse factors may be in play, but the
assessment of the effects of policies and
growing uncertainty are probably the dom-
inant ones.

There is hardly any indication that labour
market performance will improve in the
short run. Bosnia and Herzegovina is some-
what more optimistic, most probably be-
cause a recovery is expected this year due
toincreased investments in reconstruction
of areas affected by last year’s floods. Most
forecasting institutions see sharp speed up
of GDP growth in this economy this year.

Table 1: Consumer prices (CPI) and producer prices (PPI)

e
2009 2010 2011 2012 2013 2014 Average

Costs tended to be seen as rising, though
prices, and producer prices in particular, did
not increase markedly if at all (see Table 1).
Labour costs did increase, though not in
Croatia and Serbia. So, this possibly reflects
hikes in administrative prices and some in-
creases in taxes.

Finally, there is little surprise when it comes
to the obstacles to doing business. The
Former Yugoslav Republic of Macedonia
emerges as economy with least obstacles
to doing business. Also, costs of financing
are reported as a significant obstacle, which
accords with what is known about the over-
all decline in lending and high interest rates.

Albania 2.3 3.6 3.4 2.0 19 16 2.5
-16 0.3 2.6 1.1 -05 0.3 0.4

Bosnia and Herzegovina -04 21 37 20 02 -095 11
-3.4 10 55 03 -18 -0.7 0.2

Croatia 2.2 11 2.2 3.4 2.3 0.2 19
-04 4.3 7.0 54 -02 -26 2.2

Kosovo* -24 35 73 25 18 04 2.2
3.8 4.7 5.7 1.7 25 -06 3.0

The Former Yugoslav -0.8 16 39 33 28 -03 1.7
Republic of Macedonia 72 87 119 14 -14 -20 1.9
Montenegro 34 05 35 41 22 -07 2.2
-39 -09 3.2 19 16 0.1 0.3

Serbia 86 68 110 78 78 29 7.5
56 137 127 6.8 2.7 13 7.1
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INTEGRATED GROWTH

Figure 12: What percentage of your firm’s sales are sold domestically, exported to the
SEE region, exported to the EU or exported to third countries?

0 0

SEE Albania  Bosnia and Croatia Kosovo*
Herzegovina

86% of total SEE sales are sold domestical-
ly and the export is done primarily to the
European Union (8%) (see Figure 12). Only
4% are exported to the SEE region.

= Exported to
third countries

Exported to the
SEE region

= Exported to the
EU

= Sold
domestically

The Former Montenegro  Serbia
Yugoslav

Republic of

Macedonia

Kosovo* (96%) and The Former Yugoslav
Republic of Macedonia (94%) lead in do-
mestic sales, while Bosnia and Herzegovina
(11%) is at first place by exporting to the
EU, followed by Croatia (10%). That is sig-
nificantly less in Serbia (5%).

Figure 13: What percentage of your firm's material inputs and supplies are...

4

SEE Albania  Bosniaand  Croatia Kosovo*
Herzegovina

_-__

= Imported from
third countries

Imported from
the SEE region

= Imported from
the EU

m Purchased from
domestic
sources

The Former Montenegro  Serbia
Yugoslav

Republic of

Macedonia

At the SEE level, about two thirds of mate-
rial inputs and supplies are purchased from
domestic sources (see Figure 13). This type
of procurement is especially conspicuous
in Serbia (77%) and The Former Yugoslav
Republic of Macedonia (76%).

22% of SEE supplies are imported from
European Union. Croatia (28%) has

significantly larger EU import than The
Former Yugoslav Republic of Macedonia
(10%).

Kosovo* (23%) has a leading position re-
garding import from the SEE region, which
is significantly more compared to all other
economies, except Montenegro.

Figure 14: What percentage of your domestic sales are to...

Herzegovina

60% of domestic sales in SEE are to small
firms and individuals (see Figure 14). Large
private domestic firms are marked as sec-
ond biggest purchaser (13%), while 8% are
going to state owned or controlled enter-
prises and multinationals located in SEE.

Compared to Serbia (10%) and Albania (8%),
Croatia has significantly more buyers among
large private domestic firms (17%).

SEE Albania  Bosnia and Croatia Kosovo*

= Your firm's
parent
company or
affiliated
subsidiaries

m Other
= Multinationals

located in your
economy

= 4 m Government or
government
4 agencies
1 5 8

State owned or
contolled
enterprises

= Large private

The Former Montenegro  Serbia

Yugoslav domestic firms
Republic 9f u Small firms
Macedonia

and individuals

Albania (79%) and The Former Yugoslav
Republic of Macedonia (76%) stand out by
sales amount to small firms and individuals,
especially in comparison with Bosnia and
Herzegovina (47%) and Croatia (55%).
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Figure 15: If you have imported goods over the past 12 months, what is the average
number of days that it takes imported goods to clear customs?

THOSE WHO IMPORT, N=562

| SEE [ 3 | | SEE

Kosovo* 6 Serbia

Serbia

The Former Yugoslav
Republic of Macedonia

Montenegro

The Former Yugoslav
Republic of Macedonia

Montenegro Kosovo*
Croatia Croatia
Bosnia and Bosnia
Herzegovina and Herzegovina
Albania Albania

= Number of days

Regarding duration of import procedures
in the SEE region, it takes 3 days on aver-
age (see Figure 15 - ,those who import”).
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= over 5 days Do not have imported goods
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Process of clearing customs lasts the long-
est in Kosovo* (6 days) while in Albania it
required the least time (2 days).

Figure 16: If you have exported goods over the past 12 months, what is the average
number of days that it takes exported goods to clear customs?

THOSE WHO EXPORT, N=365

| SEE

— B3 | seE

4 Serbia
s Montenegro

The Former Yugoslav
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Serbia

Bosnia and 3 *
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’ Bosnia and

Croatia [ 2 Herzegovina
Albania |77 1 Albania

= Number of days

As in the case of import, Albania has fastest
export procedures - only 1 day is needed
for exported goods to clear customs (see
Figure 16 - ,those who export”).
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Compared to the rest of the region, time
necessary for clearing customs is signifi-
cantly longer in Kosovo* - 4 days.

At the regional level, average time for ex-
ported goods to clear customs is 2 days.

Figure 17: If your company exports to the SEE region, what are the main obstacles to

your exports?

THOSE WHO EXPORT TO
THE SEE REGION, N=357

[ see |

Need to hardcopy
SEE documents or certificates 6
Bosnia ard GAT  Neod for censes o permis 4
Herzegovina . .
Obscure or inconsistent 4
Croatia [T rules of origin
Unnecessary physical 4
Serbia 72 examinations or inspections
VAT 2
Montenegro )
Slow import-export 2
Albania procedures
Wide variability in - 2
Kosovo* clearance time
The Former Yugoslav Classification uncertainty 2
Republic of Macedonia Custom delays 1

® Export in SEE Region
= Do not export in SEE Region

If we take into consideration the entire SEE
region, one fourth of companies export to
some parts of the region (see Figure 17).

Bosnia and Herzegovina (36%) is the lead-
er in the number of firms that export to
the SEE region - there are significantly
more of them than in The Former Yugoslav
Republic of Macedonia (9%), Albania (11%)
and Kosovo* (11%). Business leaders whose
companies export to the neighbouring
economies recognize as main obstacles to

Risks of unclear 1
compliance rules

* Top 10 obstacles

their exports the need to hardcopy docu-
ments or certifications (6%), then the need
for licenses and permits (4%), obscure of
inconsistent rules of origin (4%) and unnec-
essary physical examinations or inspections
(4%) (see Figure 17 — ,Those who export to
the SEE region”).
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Table 2: If your company exports to any of the economies in the SEE region, what are
the main obstacles to your exports? (top 10 obstacles)

2]
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3 [T o35 c 2 < o0 23 o B i g
N =S Z 05 oz Do > na B (@] O x o
358 SEE 3.60 2.00 1.78 164 1.27 121
13 Albania 2.00 1.50
59 Bosnia and Herzegovina 2.00 2.50 0 1.50
146 Croatia 0.98 1.96 0.98 0.98
7 Kosovo* 0.50 1.50 1.00 1.00 3.50 2.00 2.50 4.00 0.50

The Former Yugoslav

9 Republic of Macedonia 1.00 1.00 0.50 1.00 1.50 1.00 1.00 0 0 1.00
9 Montenegro 3.00 1.50 3.00 2.50 2.00 3.00 2.50 1.50 1.00
115 Serbia 10.00 5.50 4.50 3.50 1.50 2.00 3.00 1.50 1.50 1.50

- Main obstacles

Serbian and Croatian businessmen find that
need to hardcopy documents is the most
problematic issue related to exports to the
SEE region. Number of people who have
this opinion is significantly higher in Serbia

- Small base for valid conclusions

(10%) than in Bosnia and Herzegovina
(2.5%) where the main obstacles are obscure
or inconsistent rules of origin and unneces-
sary physical examinations or inspections.

Figure 18: How would you describe your company’s trade and commerce links with the

neighboring SEE economies?
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Herzegovina

Kosovo*

The Former Yugoslav
Republic of Macedonia

Albania

Serbia

Croatia

see _
oM

w Just about right

= They're already
too strong

= DK/NA

Half of the business population in the SEE
region agree that their company’s trade
and commerce links with the neighbouring
economies should be better (see Figure 18).
Approximately one fifth see them as devel-
oped enough, while only 5% believe they are
already too strong.

Compared to The Former Yugoslav Republic
of Macedonia (39%) and Croatia (45%),
significantly higher number of business

leaders from Albania (72%) and Bosnia and
Herzegovina (63%) think that trade links
should be improved.

Montenegrins (16%) more often than Serbs
(4%) and Croatians (3%) emphasize that cur-
rent trading relations within the region are
too strong. Improvement of business links
with neighbouring economies is growing
with the company size.

Figure 19: My company’s products, goods and services can compete well with products,

goods and services from SEE.
(Agreement level; 1-4 scale)
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59% of businesspeople in SEE are totally
convinced of competitiveness of their prod-
ucts comparing with products/services from
other parts of the region (see Figure 19).

Respondents from Kosovo* estimate com-
petitiveness of their products significantly
lower than the rest of the region (mean is
1.6).

Business leaders from Bosnia and
Herzegovina and Serbia show the most con-
fidence regarding their own goods (mean
is 3.6).
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Figure 20: My company’s products, goods and services can compete well with products,
goods and services from other EU countries.

(Agreement level; 1-4 scale)
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Even four fifths of SEE business population
believe that their goods can compete well
with those from (other) EU countries (see
Figure 20).

Lowest level of trust in domestic products is
in Kosovo* (mean is 1.7) and that is signifi-
cantly different from the rest of the region.
Business leaders from Bosnia and
Herzegovina are most convinced of own
goods’ competitiveness (mean is 3.6).

Considering the whole SEE region, business
population have divided opinion in a view
of CEFTA agreement - 37% of them agree
that their company feels benefits from it,
while slightly more - 41% have opposite ex-
perience (SEE mean is 2.4) (see Figure 21).

Serbian businessmen are least satisfied
with regional free trade agreement (mean
is 2.1), about one third of them say that
their firms do not have advantages at all.

The highest level of satisfaction is among
business people of Albania and The Former
Yugoslav Republic of Macedonia (mean is
2.9), but among last ones, 45% did not an-
swer to the question.

CEFTA agreement is more appreciated by
larger companies as well as by those com-
panies who actually export to SEE.

Figure 21: My company has benefited from the regional free trade agreement (CEFTA
2006).
(Agreement level; 1-4 scale)
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Figure 22: In your opinion, when procuring products and services, should the
governments in the region give priority to local suppliers, or should they be
treated the same as all other suppliers (provided price and quality is equal)?

m Local suppliers
SEE —_2 e eepr.
Bosnia and 89 2 priority
Herzegovina = Local suppliers
should be treated
Serbia 80 4  thesameas
foreign suppliers
The Former Yugoslav 79 in public
Republic of Macedonia procurement
Croatia 77 DKINA
Montenegro 77 &
Albania (4
Kosovo* 62 6

Vast majority of SEE business population
(78%) believe that the governments in the
region should give priority to local suppliers
over all others (see Figure 22). 1 out of 5
does not agree with this opinion.

Followers of the option that local suppliers
should be treated the same as foreign ones
are significantly more numerous in Albania
(38%) and Kosovo* (33%) than in Bosnia and
Herzegovina (10%) and Serbia (16%).
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Figure 23: Overall, to what extent do you think that you are informed about the
business developments in SEE?
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At the regional level, awareness of business  is 3.3). But there is no significant differences
developments in SEE is average (mean is 3) regarding this issue across the region.
(see Figure 23).

As might be expected, companies that ex-
Least informed are business leaders from port to the SEE are more informed about
Serbia and Croatia (mean is 2.9) while the business developments in this region.
Bosnians stand out as most informed (mean

Figure 24: If your company is an exporter, can you tell us whether it is easier to export
to the CEFTA region, or the EU?
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Montenegro e L eponttothe
CEFTA region
Republic of Macedonia = DK/NA
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39% of SEE business population can com-
pare exports to the CEFTA and EU (see
Figure 24). 16% of the total number of re-
spondents (N=1404) think that it is eas-
ier to export to the European Union and
slightly less (15%) believe it is the same. 8%
specify that it is easier to export to CEFTA
region.

Compared to others, Croatia has signifi-
cantly more businessmen who find that it
is easier to export to the EU (31%) while
Albania stands out by number of those who
think it is the same (45%).

Figure 25 (a): According to your opinion, which market in the SEE region is the most
open one? Please give us your opinion no matter you/your company had
direct experience with it. Rank these 7 markets from1 (most open) to 7
(least open).
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(companies) Republic of

Macedonia

(companies)

If we take into consideration the entire SEE
region, Serbia is marked as the most open
market (mean is 3.4) while Kosovo* is the
least open (mean is 4.7) (see Figure 25a).

Serbian businesspeople state openness of
Albanian market significantly less often
than their colleagues from Croatia, Bosnia
and Herzegovina, Kosovo* and Albania.

(companies) (companies) (companies) Serbia

(market)
e e SEE

Reversed situation gets the similar results

- business leaders from Croatia and Bosnia
and Herzegovina rate Serbia as open mar-
ket more often than those from Albania and
Kosovo*.

Further, compared to Albanians, Serbs
and Croatians emphasize openness of
Montenegrin market more often.
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Figure 25 (b): According to your opinion, which market in the SEE region is the most
open one? Please give us your opinion no matter you/your company had
direct experience with it. Rank these 7 markets from 1 (most open) to 7

(least open).
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Figure 26: Do you believe that your economy is good place to invest?
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Half of the SEE companies’ leaders report
that their economy is good place to invest
(see Figure 26).

Those from Kosovo* (49%) and Albania
(42%) believe significantly more in great po-
tentials of their economy than businessmen
from Croatia (7%), Bosnia and Herzegovina
(15%) and Serbia (19%).

Compared to other economies except
Bosnia and Herzegovina, Croatia has the
lowest number of business people who
think it is an encouraging place regarding
investments.

Confidence in the potential of one’s own
economy increases with the company’s size.

Integrated Growth - Summary | S

The objective of Integrated Growth pillar is
to promote regional trade and investment
linkages and policies that are non-discrim-
inatory, transparent and predictable. Goal
of the SEE 2020 Strategy is to support
export-led and FDI-driven type of growth
in SEE.

Actions directed towards the achievement
of these goals refer to removing intra-re-
gional trade barriers, promote policies that
support inward FDI, introduction of further
trade-facilitating measures and enhance
free movement of skilled workforce.

Table 3: Export of goods and services/
GDP, 2014

Albania 315
Bosnia and Herzegovina 335
Croatia 47
Kosovo* 20

The Former Yugoslav

Republic of Macedonia 48
Montenegro 43
Serbia 33

The region is relatively closed in terms of
exports of goods and even when services
are included, though they play significant
role in exports of Croatia and Montenegro.
Thus, it is not surprising that firms sell pre-
dominantly in the domestic markets. The
result for The Former Yugoslav Republic of
Macedonia is somewhat surprising because
it is not the most closed economy in this
group, indeed quite the opposite as seen
from Table 3. In any case, there are most
probably few firms that target predomi-
nantly the foreign markets.

By contrast, openness in terms of imports is
significant, which is reflected in the results
on the origin of the suppliers.

There are also not so many firms that pro-
duce intermediate goods for large firms,
with relative exception of Bosnia and
Herzegovina and Croatia. This is a reflection
of the fact that there are few multinational
corporations operating in the area.

Clearing customs has improved and in some
cases further improvement is hard to ex-
pect. It does not seem to present a major
obstacle to trade. Rules of origin do, in a
number of cases, as those apply to exports
to the EU. Given that usually non-tariff bar-
riers increase in free trade areas, the re-
ported obstacles are fairly mild.

One of the indicators of fair competitive-
ness is perception of anticompetitive prac-
tices of other competitors. In average in the
region (with similarities across economies)
this factor is among top three problems of
businesses.

The answers on the state of inter-SEE trade
are positive as expected. There are some
large numbers of respondents that do not
know in some cases, which is another re-
flection of the fact that export sectors tend
to be small.

Firms feel fairly confident that they can
compete with other firms from SEE and
EU, except in Kosovo*. With large imports
and very low exports, that is not surprising.
The protectionist and domestic bias is rather
strong with some differentiation. Businesses
would like to be preferred to foreigners by
the authorities. Also, there are relatively
more of them that think that integration
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in the SEE market has gone too far and
significant number is not informed about
the regional market.

Interesting result is that Serbia is seen
as the most open regional market, even
though it is the largest net exporter to the
region. Also, Kosovo* market is seen as rel-
atively closed, even though it has very large
trade deficit. Truth to be told, there are
some differences - for example, for Albanian
companies and Kosovo*, Serbia is not per-
ceived as open as by Croatian companies.
In average, having in mind all limitations
of the question, it can be concluded that
there are more companies convinced it is
easier to export to EU than to the region
- so there is still room for improvement.
CEFTA has helped local markets as it has
become instrumental in securing open and
accessible regional markets. However, when

looking how CEFTA helped the observed
companies to gain some benefits, it can be
concluded that opinions are divided, more
negative than positive. This does not nec-
essarily mean that CEFTA failed to provide
benefits to the companies as this opinion
is highly influenced by orientation of the
company towards the export or towards
domestic market. If we take into account
opinion of those who export to the region,
opinion is much better: two thirds of them
claim that they benefited from CEFTA.

Finally, the perception in most economies
is that they are a good place to invest,
though notably less in Croatia and Bosnia
and Herzegovina. This is in contrast with
relatively low foreign investments and low
shares of investments in GDP altogether.
Also, most rating companies and suppliers
of doing business indices do not agree.

SMART GROWTH

Figure 27: What of the following does your firm regularly use in its interactions with

clients and suppliers?
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Vast majority (93%) of companies in the SEE
region regularly use mobile phone in their
communication with clients and suppliers
(see Figure 27). Second most commonly
used communication tool is e-mail (86%),
while companies in Kosovo* (47%) use it
significantly less compared to companies
in the rest of the region, except Serbia. On
the other hand, companies in Bosnia and
Herzegovina (94%) and in Croatia (97%) use
e-mail in communication with clients/sup-
pliers significantly more than companies in
Albania (81%), Kosovo* (47%), The Former
Yugoslav Republic of Macedonia (76%) and
Serbia (80%).

Fixed line telephone is used in Croatia sig-
nificantly more (90%), compared to the oth-
er parts of the region except Bosnia and
Herzegovina (86%), while in Kosovo* sig-
nificantly less (23%) compared to others. In
interaction with clients, Internet (without
e-mail) is used by more than two thirds of
companies in the SEE region, but signifi-
cantly more in Croatia (90%). Companies use
fax machine the least (64% - SEE), but in
Bosnia and Herzegovina (84%) and Croatia
(81%) that percentage is significantly higher
compared to the rest of the region.
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Figure 28: Does your company use virtual social networks (Facebook, Twitter, LinkedIn,

etc). for communication?

Albania 65
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Bosnia and
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More than half of the companies in SEE do
not use social networks, such as Facebook,
Twitter or LinkedIn, for communication (see
Figure 28).

Albania (65%) and Kosovo* (64%) use virtual
social networks significantly more compared
to Serbia (40%) and Croatia (39%). Albania
also uses these networks in significantly

® No
35 u DK/NA
37
51
53 1
56
)
58 3

larger extent than Bosnia and Herzegovina
(46%).

Companies within service industry, as well
as those from the fields of science, culture,
education and health protection use virtual
social networks for communication in their
economy more than others.

Figure 29: Could you please tell me what percentage (%) of your total firm spending in
2014 went on each of the following:
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At the SEE level, almost one third of total firm
spending went to new buildings, machinery
and equipment (see Figure 29). This is sig-
nificantly lower in Albania (18%), compared

SEE Albania  Bosniaand  Croatia Kosovo* The Former Montenegro  Serbia
Herzegovina Yugoslav
Republic of
Macedonia

to Bosnia and Herzegovina (38%), Kosovo*
(38%), The Former Yugoslav Republic of
Macedonia (43%) and Serbia (37%). In ad-
dition, Serbia spent more in 2014 on this

equipment, compared to Croatia (25%) and
Albania (18%). Again, total expenditure for
advertising and marketing was significant-
ly lower in Albania (2%) than in Bosnia and
Herzegovina (15%), Kosovo* (21%), The
Former Yugoslav Republic of Macedonia
(26%) and Serbia (17%).

Albania is also spending significantly less on
research and development compared to all
other SEE economies, except Croatia and
The Former Yugoslav Republic of Macedonia.

Companies in Serbia spent significantly more
for R&D (17%) than companies in Croatia
(10%) and Albania (2%). The Former Yugoslav
Republic of Macedonia spent more on adver-
tising (26%) than Croatia (10%) as well.

Companies in the area of education, science,
culture, information and health protection
invest in R&D above average, while firms
dealing with service activities recognize
importance of advertising and marketing
more often than others.

Figure 30: Has your firm acquired new production technology over the last 36 months?

Bosnia and

Herzegovina 55

Kosovo* 55
Albania 53
Montenegro 48
Croatia 46

Serbia 36

The Former Yugoslav 31
Republic of Macedonia

55% of the SEE region did not acquire new
production technology over the last 36
months (see Figure 30).

Companies from Bosnia and Herzegovina
(55%) and Albania (53%) claim that they
acquired new production technology sig-
nificantly more compared to The Former
Yugoslav Republic of Macedonia (31%) and
Serbia (36%).
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Companies with highest number of employ-
ees (over 250) and those that export to the
SEE region acquire new product technology
more often than others.
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Figure 31: What was the most important way your firm acquired this new technology,

choosing from the list below?
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Generally, the most important way that
firms in the SEE region acquired new tech-
nologies is embodied in new machinery and
equipment, and this particularly refers to
Albania (88%), where this way is significant-
ly higher than in all other SEE economies,
except The Former Yugoslav Republic of
Macedonia (see Figure 31). All other forms
of acquiring of new technology are almost

= Developed or adapted
within the firm

= New license or turnkey
operations from
international sources
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= New licensing or turnkey
operations from domestic
sources
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technological expertise
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Transferred from the
parent company

Obtained from a business
or industry association

Obtained from
universities or public
institutions

DK/NA

not used in Albania. Contrary to that, com-
panies in Serbia and Croatia use wider scope
of ways to acquire new technology. Firms
in the fields of agriculture and similar are-
as (although the base is smaller) and those
dealing with industry, mining and construc-
tion acquire new technologies through new
machinery and equipment more than others.

Figure 32: Would you agree that the skills taught in the educational system meet the
needs of your enterprise? Please rate your answer from 1 to 5, where 1
means fully disagree, 2- disagree, 3 - neither agree nor disagree, 4 - agree

and 5 means fully agree.
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SEE business population in average neither
agree nor disagree with the statement that
taught skills through education meet the
needs in their enterprises (average rate is
3.2) (see Figure 32). However, there are dif-
ferences among economies.

Significantly lower rate is in Bosnia and
Herzegovina (2.6), compared to The Former
Yugoslav Republic of Macedonia (3.7), Serbia
(3.4), Albania (3.3), and Croatia (3.2).

Largest companies, those with more than
250 employees, are the least satisfied with
current educational system in their econ-
omy (2.9).

Companies in SEE review the skills and
training needs of individual employees
mostly regularly or partly (see Figure 33).

Companies from Albania and Serbia do
not review the employees’ skills and train-
ing needs to a significantly larger extent
(45% and 40%), compared to Bosnia and
Herzegovina (16%), Croatia (17%) and
Kosovo*(18%).

Also, in Kosovo* (58%), Bosnia and
Herzegovina (57%) and Croatia (54%) com-
panies review the skills and training needs
of individual employees to a significant-
ly larger extent compared to The Former
Yugoslav Republic of Macedonia and Serbia
(28% each).

Reviewing employees’ skill and training
needs is growing with the company’s size.
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Figure 33: Thinking about skills requirements in your company, does your company
regularly review the skill and training needs of individual employees?

SEE —_-1 " ves

Kosovo* 58

Bosnia and

Herzegovina 57

Croatia 54
Albania 43
Montenegro 37
Serbia 28

The Former Yugoslav
Republic of Macedonia 28

23

40

40

H No
18 23 2
u Partly (e.g.
only for
16 27 some
employee
17 29 group)
DK/NA
45 13
38 2
28 4
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Figure 34: In the previous 12 months, did your employees participate in any external
or internal training courses that were wholly or partly paid by your company,
except any training obliged by law?

SEE m " Yes
= No

Croatia 64

Bosnia and
Herzegovina

64

Montenegro

The Former Yugoslav
Republic of Macedonia

Kosovo*

Serbia

Albania

During the previous 12 month, half of the
companies in the SEE have organized or
paid training courses for their employees
(see Figure 34).

Employees in Bosnia and Herzegovina
and Croatia have significantly more train-
ings (both 64%), compared to employees

35 = DK/NA
36
48 2
59 2
62 3
63 2

68

in Albania (33%), Serbia (35%), Kosovo*
(36%) and The Former Yugoslav Republic
of Macedonia (40%).

Investment into educational courses de-
pends on the company'’s size - larger ones
more often organize or pay trainings for
their employees.

Figure 35: Did you have vacancies over the past 12 months that have proved hard to fill?

m Yes
= No

Bosnia and

Herzegovina 43

Montenegro 36
Croatia 28

Serbia 21

The Former Yugoslav 16
Republic of Macedonia

Kosovo* 15

Albania 12

Generally, one fourth of vacancies in the SEE
region were hard to fill during previous year
(see Figure 35). This is especially the case
in Bosnia and Herzegovina where 43% va-
cancies were hard to fill, what is significantly
higher compared to the rest of the region,
except Montenegro. The most common rea-
son for this was the lack of the applicants’
skills (in almost 4 out of 5 cases), especially
in Albania (96%) and The Former Yugoslav
Republic of Macedonia (94%), compared to
Serbia (62%) (see Figure 36). Second most
common reason is - not competitive salary

57 u DK/NA
63 1
72
79
83 2
84 %

88

that was offered - that reason is significant-
ly more frequent in Serbia (17%) than in
Croatia (2%).

Companies in Albania have significantly less
difficulties with filling the vacancies (12%),
compared to Bosnia and Herzegovina (43%),
Montenegro (36%), and Croatia (28%).

Bigger enterprises have faced more dif-
ficulties to fill vacancies over the past 12
months, but smaller ones are more disap-
pointed by skills of applicants.

Figure 36: If yes, why do you think this is the case? (Those who have difficulty in filling

vacancies)

N 356 14 69 148 10

Herzegovina

SEE Albania Bosniaand  Croatia Kosovo*

15 14 86

DK/NA
Other, what?

m Salary and
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company is not
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Figure 37: What percentage of the workforce at your firm has following education

levels?

v || sec | T | (" Sovon™
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oshia an
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In 2014, Albania has significantly higher per-
cent of workforce with primary school (9%)
compared to the other parts of the region
(see Figure 37) and situation was the same
three years ago (when it was 12%, but this
drop is not significant) (see Figure 38). At
the same time, companies in Albania have
significantly more university educated work-
force (44%), compared to Serbia and Bosnia
and Herzegovina (both 26%) and The Former
Yugoslav Republic of Macedonia (22%).

Additionally, enterprises in Serbia have
significantly more employees with second-
ary school qualification (63%), compared
to Albania (30%), Bosnia and Herzegovina
(42%), Croatia (37%) and Kosovo* (46%).
Workforce structure, in general, is pretty
much similar as three years ago.

When we talk about company's size, number
of highly educated staff decreases with the
company growth.

Figure 38: And what was the percentage 3 years ago?
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Figure 39: What do you think about hiring skilled and educated labor from abroad for
a work in local companies? How likely would you employ such labor?
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Companies in SEE are moderately (3.0) open
for hiring skilled and educated labour from
abroad (see Figure 39).

Albania (3.6) is most likely to hire this work-
force, which is significantly higher, compared
to Serbia (2.8), Croatia (2.9), The Former
Yugoslav Republic of Macedonia (2.7) and
Bosnia and Herzegovina (3.0).

Medium firms (between 50 and 249 em-
ployees) are inclined to engage educated
and skilled foreigners more than others
(3.5).

However, high unemployment rates across
the region certainly influence reply to this
question.

Figure 40: How would you assess the readiness of employees in your company to
acquire additional qualifications in order to advance and got promoted?

SEE
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Kosovo*

Croatia

Bosnia and
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_2 qualifications

®They are not
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- 6  ™Neither interested or
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in acquiring
additional

6 They are interested
1

®They are very
interested in
acquiring additional
qualifications
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At the SEE level, employees are glad to ac-
quire additional qualifications in order to get
promoted (65%) (see Figure 40).

Employees in Croatia are more ready to ac-
quire additional qualifications than those
from Albania, Serbia and The Former
Yugoslav Republic of Macedonia.

Figure 41: To what extent are high-quality, specialized training services available in

your economy?
1 0, - r .
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Generally, specialized training services are
moderately available in the SEE region (see
Figure 41). They are available above average
in Croatia (2.9) that is significantly higher
compared to Bosnia and Herzegovina (2.3),
Montenegro (2.3) and Serbia (2.4).

Leaders of the largest companies (>250
employees) assess availability of special-
ized trainings in their economy lower than
others .

4 out of 5 companies in the SEE did not
have cooperation with any of the universi-
ties on R&D or technology projects for new
product development (see Figure 42).

Companies in Bosnia and Herzegovina
have this type of cooperation significant-
ly more (29%) compared to Albania (11%),
The Former Yugoslav Republic of Macedonia
(11%) and Serbia (15%).

Furtheron, cooperation with universities is
proportional to the size of the company -
even half of the biggest firms made this
type of collaboration in the past 3 years.

Figure 42: In the past 3 years, did you have cooperation with any of the universities on
research and development (R&D) or technology development projects to
help develop new products or services?

HYes
SEE
®ENo

The Former Yugoslav

Republic of Macedonia 11

Albania 11
Kosovo* 14
Serbia 15
Montenegro 18
Croatia 19
Bosnia and
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84 3
85
81 1
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Figure 43: Do you have a website that presents your company and/or products or
services and provides customer services?

®ENo

Croatia 91

Bosnia and

Herzegovina 84

Serbia 72
Montenegro 57
Kosovo* 50

Albania 43

The Former Yugoslav

Republic of Macedonia 38

3 out of 4 companies in the SEE region have
website with company presentation (see
Figure 43). Companies in Croatia (91%) and
Bosnia and Herzegovina (84%) have com-
pany’'s website to a significantly larger ex-
tent compared to others. Serbian compa-
nies (72%) also have websites to a larger
extent compared to Albania (43%), Kosovo*

9 ®DK/NA
16
27 f
41 %
51
57

61 I

(50%) and The Former Yugoslav Republic of
Macedonia (%38).

Companies that are active within the SEE
region use the presentation of their prod-
ucts or services on the website significantly
more than others.
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Figure 44: Do you sell any of your products/services via the internet (e-commerce)?

= Yes
= No

ooena e 33
Montenegro 27
Kosovo* 27
Serbia 25
Croatia 24
The Former Yugoslav 16

Republic of Macedonia

Albania 1

About one fourth of companies in the re-
gion sell their products/services via Internet
(see Figure 44). Companies in Bosnia and
Herzegovina (33%), Montenegro (27%) and
Kosovo*(27%) use e-commerce for selling

67 1 = DK/NA
72 1
73 L
75
76
84 1

89

significantly more compared to to Albania
(11%).

Exporters to the region sell their products
and services via the Internet more often.

Figure 45: Do you buy any of your inputs via the internet (e-commerce)?

SEE m " Yes
= No

Croatia 39
Kosovo* 39
Lo e 35
Serbia 32
Montenegro 25

The Former Yugoslav

Republic of Macedonia 22

Albania 9

Approximately one third of the firms in the
region buy inputs via Internet (see Figure
45). Again, Albanian companies buy inputs
via internet significantly less (9%) than those
from Croatia (39%), Kosovo* (39%), Bosnia
and Herzegovina (33%), and Serbia (32%).
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74 1
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91

Internet purchase is growing with an in-
crease of the company’s size.

Figure 46: To what extent digital technologies in general (internet, social networks,
mail and similar for promotion, communication or sales) are used in your

business?
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Digital technologies are moderately in us-
age in business within the SEE region (3.0
on average) (see Figure 46). Enterprises in
Croatia use digital technologies significant-
ly more (3.2), compared to Serbia and The
Former Yugoslav Republic of Macedonia
(both with 2.9).

In a view of the company’s size, larger firms
use digital technologies more extensively
than smaller ones.

Smart Growth - Summary |

Smart growth refers to the greater com-
mitment to innovation and competitiveness
in terms of added value, not higher labour
costs. The main goal of this pillar of the
SEE 2020 Strategy is to stimulate the de-
velopment of growth based on knowledge
in the region. Innovation and knowledge
are considered to be the main competitive
advantages.

Actions aimed at realization of these ob-
jectives are investment in research and
innovation, knowledge and information

infrastructures, education, training, support
to creative industries and new manageri-
al work structures crucial in encouraging
smart growth.

We know from various other sources, that
firms in these economies are not very in-
novative (e.g. from EU's SME Performance
Index). The reason is in part that they are
not very internationalised, i.e. do not ex-
port, as they sell mostly on domestic or lo-
cal markets. This is born out in this survey.
One thing that comes clearly out is the
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realisation of the importance of skills and
skills acquisition. The stress is more on ed-
ucation and on-job training rather than
on research and development. This goes
together with investment decisions be-
cause the acquisition of new machinery is
the dominant item. Clearly, imitation rather
than innovation is the way to technological
advancement.

The education system seems adequate to
the existing levels of innovation, though
with some variations across the region. In
general, skills, technology and education are
consistent with the improvement in human
capital that is characterised as learning by
doing: on job training and education, and
transfer of skills through the education
system.

Similarly, modern means of communica-
tions are used more to exchange informa-
tion than for commercial transactions. This
also reflects the fact that markets are rather
local and transactions are done face to face.

The variations across the region pretty
much correlate along most indicators cov-
ered by this group of questions with the
GDP per capita. That essentially indicates
that human capital development adjusts
to GDP, rather than investment in human
capital being the driver of the GDP growth.
This is characteristic of businesses in the
economies that experience decline or longer
term stagnation or both, as is certainly the
case in the SEE region.

SUSTAINABLE GROWTH

Figure 47: What proportion of your firm's working capital and new fixed investment
has been financed from each of the following sources, over the past 12

months?

= |nternal funds/retained
SEE 1 earnings
= Borrowing from local

Serbia

Montenegro

The Former Yugoslav
Republic of Macedonia

Kosovo*

Croatia

Bosnia and
Herzegovina

Albania

Having in mind the entire SEE region, over
the past 12 months, 52% of working cap-
ital and new fixed investments have been
financed from companies’ internal funds
or retained earnings (see Figure 47). This
source is followed by borrowing from local
private commercial banks (9%) or foreign
ones (5%).

When we talk about mentioned main source,
in Albania as much as four fifths working
capital is provided from internal funds/re-
tained earnings, which is significantly more
than in the rest of the region. It seems that
Albanian companies are under biggest pres-
sure to provide capital to finance their activ-
ities as they have to rely on their own funds.

private commercial
banks

= Borrowing from foreign
banks

= Equity (i.e. issue new
shares)

® Loans from family/
friends

= Trade credit from
suppliers

= Leasing arrangement

Borrowing from state-
owned banks, including
state development banks

u Credit cards

Money lenders or other
informal sources (other
than family/friends)

= Trade credit from
customers

The government

= Other, specify source

Companies from Bosnia and Herzegovina
more often borrow from foreign banks than
others.

Slightly less than one third of companies
in the SEE region have had the bank loan
in the past 12 months (see Figure 48). In
Bosnia and Herzegovina number of bank
loans is significantly higher (45%) compared
to SEE average (31%).
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Figure 48: Percentage of companies with bank loan.
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Bosnia and aloan
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The Former Yugoslav

Republic of Macedonia 22

Loan approval procedure takes 22 days on Kosovo* (10 days). Smaller sized companies
the average (see Figure 49). That process (more then three fourths) did not use a loan
lasts the longest in Bosnia and Herzegovina ~ from the bank in past 12 months.

(25 days) and minimum time is required in

Figure 49: If you've had a loan from the bank in the past 12 months, how many days did
it take to agree the loan with the bank from the date of application?
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Figure 50: If the loan application of your firm was rejected, what were the main

reasons?
WITH REJECTED LOAN* (N) THOSE WHO HAD A LOAN APPLICATION
43 SEE m 89
2 Serbia 90
10 Montenegro 91
The Former Yugoslav
13 Republic of Macedonia 95
4 Kosovo* 78
0 Croatia 91
Bosnia and
1 Herzegovina 81
12 Albania 92
*Small ® Perceived lack m Lack of = Inadequate ® Incompleteness = Others We did not = DK/NA
base of profitability of  acceptable credit history of the loan (Specify) have rejected
the firm collateral of the firm application loan

Vast majority (89%) of the SEE companies profitability and lack of acceptable collateral
which have applied for a loan over previous  are stated as main reasons for loan rejection.
year, obtain it. 10% of applications were re-

jected (see Figure 50). Perceived lack of firm

Figure 51: Have you had to resolve any overdue payments in the last 12 months (either
as a result of your or other company responsibility)?

= Yes
SEE 2
= No

Croatia 55 DK/NA

Kosovo* 41 5
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Montenegro 32 3
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2 out of 5 firms in the SEE region had to
resolve some overdue payments in the last
12 months (see Figure 51).

Number of overdue payments cases is
significantly larger in Croatia (55%) than

in the rest of the region (except Kosovo*

and Bosnia and Herzegovina). The lowest

percentage of those cases is recorded in
The Former Yugoslav Republic of Macedonia
(17%).

Problems regarding overdue payment is
growing with the company’s size.

Figure 52: Have you had to launch a court action to resolve an overdue payment
(either as a result of your or other company responsibility)?

Croatia 39

Bosnia and
Herzegovina

38

Montenegro

Serbia

The Former Yugoslav
Republic of Macedonia

Kosovo*

Albania |5

At the regional level, one fourth of firms
have resolved cases of overdue payment
through the court (see Figure 52). Legal
cases regarding overdue payment are more
frequent in Croatia (39%) and Bosnia and
Herzegovina (38%) than in other economies
with the exception of Montenegro.

Albania is marked as the economy with
minimum court actions caused by overdue
payment (4%).

= No

DK/NA

In comparison with companies that do not
cooperate with neighbouring economies,
exporters to the SEE region more often
seek court assistance in resolving an over-
due payment.

Figure 53: What percentage of your firm's sales’ to customers in value terms in the

previous 12 months were...?

m Paid on delivery
sc | iz [ e on detven

Serbia

Montenegro
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Croatia

Bosnia and
Herzegovina

Albania

45% of SEE sales to customers are paid
on delivery of products and services (see
Figure 53)., while slightly less - 43% are
sold on credit. Lowest percentage of sales
is paid before delivery - 12%.

Paid on delivery is significantly more fre-
quent in Kosovo* (77%) and Albania (70%)
than in rest of the region except The Former
Yugoslav Republic of Macedonia (67%).

services

12 m Sold on credit

(payment due
after the time of
delivery of
prodcuts and

8 services)
10 Paid before
delivery of
products or
13 services

At the same time, sales on credit is much
more specific for Croatia (53%) than for
Albania (24%), Kosovo* (13%) and The
Former Yugoslav Republic of Macedonia
(25%).

Advance payment is above average common
among SEE exporters.

Figure 54: What percentage of your firm's purchases of material inputs or services in
value terms in the previous 12 months were...?
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At the SEE level, equal number (39%) of
companies’ purchases is paid on delivery
and on credit while 23% of procurement is
paid in advance (see Figure 54). First men-
tioned payment type is significantly more
practiced in Albania (73%) and Kosovo*
(78%) compared to the rest of the region.

It can be concluded that companies gener-
ally accept less favourable payment terms
when they buy inputs than when they sell.
Croatian companies (50%) use to pay their
material inputs and services on credit sig-
nificantly more often than those from the
rest of the the region. Also, purchases on

credit is more frequent in Serbia and Bosnia
and Herzegovina (each 37%) than in Albania
(18%) and Kosovo* (11%).

The rarest payment method of companies’
purchases within the SEE region is advance
payment (23%) and it is used in Albania sig-
nificantly less (9%) than in Croatia (25%),
Bosnia and Herzegovina (28%), Montenegro
(30%) and Serbia (23%).

As in the case of sales, firms that export to
the SEE region pay their purchase before
its delivery more frequently than average.

Figure 55: For your business purposes, how would you rate the combination of availability,

quality and affordability of road, rai

Iroad, waterway and air transport in your

economy? (1-5 scale; 5 means “excellent”; 1 means “very poor”)
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If we talk about the whole SEE region, com-
panies’ leaders are most satisfied with air
and road transport (mean is 3.3) (see Figure

55). Waterway transport has been marked

as average (considering the scale from 1 to

5) - mean is 3.0, while railroad transport got
the lowest score — mean is 2.2.

Generally, among all seven economies,
Croatia shows the highest level of satisfac-
tion with all modes of transport. This espe-
cially applies to road transport where busi-
nesspeople from Croatia are significantly

more content (mean is 4.1) than their col-
leagues from all other economies.

In a view of air transport, businesspeople
from Bosnia and Herzegovina (mean is 2.6)
are significantly less content than others.
Besides Kosovo*, they are also less satisfied
with waterway transport (mean is 2.1). At
the regional level, largest companies (>250
employees) are satisfied with all mentioned
transport modes significantly below aver-
age. To conclude - there is significant space
for improvement.

Figure 56: For your business purposes, how would you rate the combination of
availability, quality and affordability of mobile phones/mobile
telecommunications and internet connection in your economy?
(1-5 scale; 5 means “excellent”; 1 means “very poor”)
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Both - mobile telecommunications (mean is
4.1) and internet connection (4.0) have got
pretty high marks from SEE businessmen
(see Figure 56).

Quality, availability and affordability of
mobile communications are significantly
better in Serbia (mean is 4.3), The Former
Yugoslav Republic of Macedonia (4.2) and
Croatia (4.1) than in Albania (mean is 3.7)
and Kosovo* (3.6).

Compared to others, Kosovo* also shows
significantly less satisfaction regarding in-
ternet connection (mean is 3.0), followed by
Albania (3.4) which does not significantly
differ only from Montenegro (3.7).

If we compare SEE companies by size, we will
see that largest ones are the least satisfied
with mobile telecommunications.

Figure 57: For your business purposes, how would you rate the combination of
availability, quality and affordability of electricity, gas and water supply in
your economy? (1-5 scale; 5 means “excellent” ; 1 means “very poor”)
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Bearing in mind the entire SEE and the
scale (from 1 to 5) used for assessment of
satisfaction, we can conclude that all three
aspects — electricity supply (mean is 4.0),
gas (3.5) and water supply (4.0) have been
estimated above average (see Figure 57).

Firms from Albania (mean is 3.3) and
Montenegro (3.4) are significantly less satis-
fied with electricity supply compared to the
rest of the SEE region except Kosovo* (3.6).
Businessmen from Croatia (3.9) show sig-
nificantly higher level of satisfaction with
gas supply than all others, while those from
Serbia (3.5) are more satisfied than their

colleagues from Albania (2.7), Kosovo* (2.9),
The Former Yugoslav Republic of Macedonia
(2.7) and Montenegro (2.6).

According to the results, Albania (mean is
3.1) and Kosovo* (3.1) have significantly
more troubles with water supply than oth-
ers, apart from Montenegro (3.6).

In general, gas supply is especially low rat-
ed by the biggest companies while water
supply is the most problematic for those
in the field of agriculture, hunting, fishing
and forestry.

Figure 58: In what way the infrastructure in general (transportation and
communication means, supply) impact your business?
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Figure 59: Would the removal of mobile phone roaming charges when travelling to SEE
have a positive impact on your business?
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38% of SEE business leaders agree that
removal of mobile phone roaming charges
within the region would have a huge posi-
tive impact. This opinion is significantly more
frequent among businesspeople from Bosnia
and Herzegovina (68%) than among others,
except Montenegrins (50%) (see Figure 59).

Almost one fourth of respondents claim
that the impact would be moderate, more
often in Albania (40%), The Former Yugoslav
Republic of Macedonia (39%) and Kosovo*

impact
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(41%) than in Bosnia and Herzegovina
(17%), Serbia (19%) and Croatia (20%).

About one third of SEE business respond-
ents think that removal roaming charges
would have no impact. Largest number of
business leaders from Serbia (40%) and
Croatia (39%) share this opinion.

As expected, exporters to the SEE region
state benefits of roaming costs removal
most often.
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At the SEE level, infrastructure in general,  positive impacts of infrastructure on their
have more positive than negative impacts business than businesspeople from Croatia
on business (mean is 3.4) (see Figure 58). (3.6), Kosovo* (3.6), The Former Yugoslav

Republic of Macedonia (3,6) and Albania

Companies’ leaders from Bosnia and (3.5).

Herzegovina (mean is 3.1) and Serbia (3.2)
significantly less frequently emphasize

Figure 60: According to your opinion, which infrastructure upgrades would have the
highest positive impact on your business?
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About half of the companies’ managers
from the SEE region believe that roads up-
grades would have the most positive impact
on their business (see Figure 60). 17% of
them would be most satisfied with telecom-
munications improvement, while 9% report
electricity as the infrastructure area whose
improvement would be of key importance
for their business.

Compared to rest of the region except
Montenegro, businesspeople from Croatia
less often (31%) state roads upgrades (be-
cause they are already satisfied), but more
often - telecommunications improvement
(29%).

Importance of roads improvement is grow-
ing with the company’s size.

Figure 61: In your opinion, to what extent your business in general is organized in

environmentally friendly way?
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The SEE managers believe that their busi-
ness is pretty high environmentally organ-
ized - mean is 4.0 (see Figure 61).

Those from Serbia and Bosnia and
Herzegovina (each 4.1) are significantly
more convinced of ecological way of their

work compared to their counterparts from
The Former Yugoslav Republic of Macedonia
and Kosovo* (each 3.7).

Further, largest companies especially be-
lieve in ecological way of their business.

Sustainable Growth - Summary |

Goal of the whole region is not only to grow,
but to have growth that is sustainable and
to grow on sustainable way. As said in the
SEE 2020 Strategy, sustainable growth
demands adequate transport and energy
infrastructure, competitive economic base
and resource efficient economy. Dimensions
of this pillar (needed to achieve main tar-
gets) are energy, transport, environment
and competitiveness.

Most firms rely on retained profits rather
than on loans (just one third of companies
used a loan from a bank in past 12 months)
and only marginally on the capital markets.
Transactions are done in cash as often as
by delayed payments. Overdue payments
are also influencing short term sustaina-
bility — Croatia is under strongest pressure
- more than half companies face with this
problem. Liquidity problems are still settled
by extension rather than settled in court.
This confirms that there is much space for
further financial development.

Electricity, gas and water supply are in gen-
eral evaluated better then transport infra-
structure, although gas supply has signifi-
cant space for improvement in Montenegro,
The Former Yugoslav Republic of Macedonia,
Kosovo* and Albania.

Transport infrastructure is not evaluated
as good as energy - there is significant
space for improvement. Road transport
(with significant differences across the re-
gion) is most developed (although majority
of businesses would appreciate improve-
ments in roads, as they expect this would
have positive influence on their business)
and the least satisfying is railway transport.
At the regional level, largest companies

(>250 employees) are satisfied with all men-
tioned transport modes significantly below
average.

All in all, infrastructure is correlated with
development, which suggests that there
should be significant gains from investment
in them. However, as is often the case, there
is preference for the improvement of the
existing infrastructural needs rather than
for investments in the underdeveloped
ones. This is especially the case with re-
liance on roads as opposed to railways. As
already mentioned, the latter are the least
developed and could come with large posi-
tive externalities, but there is little pressure
for investing in them.

Also, there is still space for improvement in
telecommunications and Internet connec-
tion (especially in Kosovo*), although overall
satisfaction is above average.

Self-evaluation shows the perception of
compliance with environmentally friend-
ly way of doing business. Consequence is
that some next environmental policies and
activities should firstly start with raising
awareness of what environmentally friendly
way of doing business means. Companies
can not change if they are not aware that
change is needed and what the real change
means. Therefore, approach to environment
is one of interest and concern, though there
is little evidence that there is effort to stop
its deterioration.

The differentiation across the region, again,
is correlated with the indicators of devel-
opment in particular with GDP per capita
(see Table 4).
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Table 4: GDP per capita, Euro current, 2014, and in purchasing power parity, PPP Euro,

2013
e

EURO PPT
Albania 3500 7600
Bosnia and Herzegovina 3500 7200
Croatia 10100 15800
Kosovo* 3000 5800
The Former Yugoslav Republic of Macedonia 4000 9500
Montenegro 5500 10700
Serbia 4700 9900

INCLUSIVE GROWTH

Figure 62(a): How often do you use the following when hiring new employees? (At regional
level, 1-3 scale; 1 means often, 2- sometimes, 3 - never and 4 - DK/NA)

SEE

Through personal contact
(following recommendations of
friends and colleagues)

Through placing
advertisements in the
papers and/or online

With the intermediation of the
official employment agency

By cooperating directly with
education institutions

With the intermediation of
private employment agencies
and/or "head hunters"

"Poaching" employees
from the competitors

The most common way of hiring new em-
ployees among the SEE region is personal
contact i.e. following recommendations of
friends and colleagues - 65% of companies
often use this method (see Figure 623a). It
is followed by placing advertisements in
the papers or/and internet. SEE companies
most rarely deal with “poaching” employees
from the competitors - 81% of them never
do that.

Company'’s size to some extent determines
the ways of engaging new people - more
often than smaller ones, larger firms post
advertisements and cooperate with official
employment agency.

Method of “poaching” employees from the
competitors is used in Albania significantly

m Often
m Sometimes
= Never

DK/NA

more often than in Bosnia and Herzegovina,
The Former Yugoslav Republic of Macedonia,
Montenegro and Croatia (see Figure 62b).

Business community from Kosovo* and
Montenegro practice to select new employ-
ees through advertisements placed in the
papers and/or online more frequently than
companies from Bosnia and Herzegovina
and Serbia.

Vast majority (86%) of companies from The
Former Yugoslav Republic of Macedonia
never hire new people through direct co-
operation with education institutions (see
Figue 62b) and that is significantly different
than in rest of the SEE region, with excep-
tion of Albania.
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Figure 62(b): How often do you use the following when hiring new employees? (At national
level 1-3 scale; 1 means often, 2- sometimes, 3 - never and 4 — DK/NA)

(a) Through personal contact
(following recommendations
of friends and colleagues)

(b) “Poaching” employees
from the competitors

(c) Through placing
advertisements in the papers
and/or online
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(d) By cooperating directly
with education institutions

(e) With the intermediation
of the official employment

(f) With the intermediation of
private employment agencies

SEE
Albania
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Croatia
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Bosnia and
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Republic of Macedonia

agency and/or “head hunters”
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When engaging new employees, Croatia
collaborates with the official employment
agency more often than Kosovo*, Albania
and The Former Yugoslav Republic of

Macedonia.

Intermediation of private employment
agencies and/or "head hunters” is more fre-
quent in Kosovo* than in Serbia and The
Former Yugoslav Republic of Macedonia.

Figure 63: If you could change the number of regular full-time workers your firm
currently employs without any restrictions, what would be your optimal
level of employment as a percent of your existing workforce? Would you
decrease, increase or remain the same level of employees?
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Serbia
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Republic of Macedonia
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= Remain the same DK/NA

62% of firms in the SEE region would not
change current number of employees, 28%
would consider to hire more people while
7% claim that they would think about staff
reduction (see Figure 63). Potential expla-
nation for the bigger number of those who
would increase number of employees (in
case there is no restriction) is that com-
panies, due to the crises, severally reduced
number of employees and redistributed
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tasks to the existing number of employ-
ees. Workers that remained might be under
heavier burden.

Considering the whole SEE region, average
percentage of preferred decreasing in em-
ployees’ level is 5.5%. That is significant-
ly higher in Serbia (8.9%) than in Croatia
(2.8%). Regional average of increasing the
staff number is 22.9%.

Figure 64: Of the total number, how many of your employees are men and how many

women?
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At the regional level, 63% of employed peo-
ple are men and 37% are women. Regarding
this issue, there are no significant differenc-
es in the region. (see Figure 64).

On the other hand, if we take into con-
sideration company’s size, we will see that
number of employed women is significantly
higher among largest companies - 46%.

Figure 65: In what way active employment policies, carried out by labor market
institutions in your economy, influence your business?
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Considering the entire SEE region as well
the scale from 1 to 5, active employment
policies are moderately estimated - 3.1.
(see Figure 65). That means their influence
on business is neither negative nor positive.

In comparison with their colleagues from
Serbia (3.0), Montenegro (3.0) and Bosnia
and Herzegovina (3.0), businessmen from
Albania (mean is 3.3) and Croatia (3.2) as-
sess the efforts of labour market institu-
tions in their economies significantly more
positively.

Compared to their colleagues who are at
the head of the smaller firms (3.1), leaders
of the largest companies are more content
with active employment policies (3.4).

Generally, opinion of business leaders from
the SEE region is that healthcare system in
their economies makes their business nei-
ther harder nor easier (mean is 3.1) (see
Figure 66).

Business representatives from Bosnia
and Herzegovina assess support of their
healthcare system significantly lower (mean
is 2.6) than all others.

Further, citizens of The Former Yugoslav
Republic of Macedonia (3.4) are convinced
of that system’s benefits more than citizens
of Serbia (3.0).

Figure 66: In what way healthcare system support your business (good healthcare
service, enabling manpower to solve healthcare problems fast and effective,

etc.)?
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Inclusive Growth - Summary

The aims of Inclusive Growth pillar is to in-
crease overall employment rate, promote
employment strategy in SEE through re-
gional actions, enhance labour market gov-
ernance for employment, stimulate social
economy initiatives and improve health and
wellbeing of all inhabitants.

Hiring is done mostly through personal
recommendations. This confirms the wide-
spread anecdotal evidence. There are var-
ious inefficiencies in this type of hiring, so
the performance of the labour markets
could be significantly improved either by
public intermediation, i.e. active labour pol-
icies, or through a private one.

Men are preferred to women, which is in
conformity with the statistics on employ-
ment and unemployment.

=== |t makes business much harder

Apparently, firms are either demand or fi-
nancially constrained as they would increase
their working force if they could. Both con-
firm to what is known from macroeconomic
studies and overviews.

Regarding the current healthcare system,
results show that it does not affect the
business i.e. its impact is neither negative
nor positive.

Overall, there is significant scope for im-
provement in active labour market policies.
Though some firms report that they use
government services, they clearly lose out
to more informal types of labour markets.
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GOVERNENCE FOR GROWTH

Figure 69 (a): Information on the laws and regulations affecting my firm is easy to
obtain. (1-5 scale; 1 means completely disagree, 2- tend to disagree, 3 -
neither agree nor disagree, 4 - tend to agree and 5-strongly agree)

Figure 67: What percentage of total annual sales would you estimate the typical firm
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If we talk about the whole SEE region, com-
panies’ managers assess that typical firm
reports 88% of total annual sales for tax
purposes (see Figure 67).

Regarding actual wage bill, SEE business
leaders believe that 86% of it is report-
ed for tax purposes (see Figure 68). That
number is significantly larger in Albania

Figure 69 (b): Interpretations of the laws and regulations affecting my firm are

consistent and predictable. (1-5 scale; 1 means completely disagree,
2- tend to disagree, 3 - neither agree nor disagree, 4 - tend to agree
and 5-strongly agree)
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Having in mind the entire SEE region, busi-
nesspeople agree that information on the
laws and regulations affecting their com-
panies is easy to obtain (mean is 3.4) (see
Figure 69a). This opinion is especially
spread in The Former Yugoslav Republic of
Macedonia (3.7).

Availability of relevant information depends
on the company’s size - bigger enterprises
obtain them more easily.

SEE managers are not sure that interpreta-
tions of the laws and regulations affecting
their firms are consistent and predictable
(mean is 2.9) (see Figure 69b).

Croatians (2.5) are convinced of that sig-
nificantly less than the rest of the region,
except Bosnia and Herzegovina (2.8).

Figure 70: To what extent you are satisfied with how the government consults and
involves private sector in the process of drafting new laws and
regulations relevant for doing business? (1-5 scale; 1 means not
satisfied at all, 2- not satisfied, 3 - neither satisfied nor unsatisfied, 4 -

satisfied and 5 - fully satisfied)
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In general, companies from the SEE region
do not agree that government adequately
consults and involves private sector in the
process of drafting new laws and regula-
tions relevant for business — mean is 2.1.
(see Figure 70).

Firms from Bosnia and Herzegovina (1.7)
are much more dissatisfied with mentioned
issue than enterprises from Albania (2.8),

=== Not satisfied at all

The Former Yugoslav Republic of Macedonia
(2.6), Kosovo* (2.4), Montenegro (2.4) and
Serbia (2.2).

Also, representatives of smaller companies
are less content with this issue than those
of larger ones.

Figure 71: Have there been any changes (in practice or in the laws and regulations)
that have affected your revenues in the last 12 months?
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In the last 12 months most of the SEE busi-
ness leaders (48%) have noticed changes (in
practice or in the laws) with neither positive
nor negative effect on their revenues (see
Figure 71).

One third of them report changes with neg-
ative reactions, while only 10% state pos-
itive impacts of changes (nobody marked
impacts as very positive).

= Changes with
3 neither negative
nor positive effect
on revenue

m Yes, changes with
positive effect on
revenue

m Yes, changes with
very positive effect
on revenue

12 DK/NA

14

Businesspeople from Kosovo* more fre-
quently recognize positive effect of chang-
es than their colleagues from Bosnia and
Herzegovina.

Figure 72: Percentage of those who had cases in arbitration courts.
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Figure 73: How many cases in civil or commercial arbitration courts have involved Figure 74: Thinking about officials, at what extent would you agree with the
your firm either as a plaintiff or defendant in the last 36 months? following statements?
(those who had cases in arbitration courts)
It is common for firms in my line of business to have to pay some
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even half of the firms had court cases, which
is significantly more compared to rest of
the region.

==o==\ean

Firms in my line of business usually know in advance about how
much this ‘additional payment/gifts’ will cost

At the regional level, 8 cases (on average)
have been arbitrated in civil or commercial
courts in the last 36 months (see Figure
73). The largest number of the cases are re-
corded in Montenegro (12 on average) while
Albania had the least (in average 3 cases).
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Businessmen from SEE region think that
practice of “additional payments or gifts” for
“getting things done” is not common (mean
is 2.3) (see Figure 74, first part).

Those from Bosnia and Herzegovina (2.8)
are more convinced of that type of payment
than managers from Kosovo* (1.7), Albania
(1.9), Croatia (2.2) and Serbia (2.3).

Unofficial payments become more frequent
with company size i.e. it is more common
among larger firms. Also, exporters to the
SEE region more often practice additional
payments or gifts.

At the first glance, Kosovo* and Albania
might look as a place with the lowest cor-
ruption level, however, if we look other views
(shown in following pages) conclusion is
opposite.

Considering the entire region and the es-
timation scale (from 1 to 5), we can say
that companies’ leaders do not agree that
amount of “additional payment or gifts” is
known in advance (mean is 2.2) (see Figure
74, second part).

Compared to Kosovo* (1.8), Albania (2.0),
Croatia (2.2) and Serbia (2.2), Bosnia and
Herzegovina (2.7) again stand out by
more belief in the accuracy of the above
statement.

Figure 75: Thinking now of unofficial payments/gifts that a firm like yours would make in
a given year, could you please tell me how often would they make payments/
gifts for the following purposes...? Please rate your answer from 1 to 4, where
1 means never, 2 - seldom, 3 - frequently and 4 - always.

SEE

To obtain

government contracts
To deal with

To deal with
environmental inspections

To get connected to and
maintain public services
To obtain business
licenses and permits
occupational health and
safety inspections

To deal with fire and
building inspections

Vast majority (from 75% to 79%) of busi-
nesspeople in SEE region believe that com-
panies never make some unofficial pay-
ments or gifts for any of listed purposes
(see Figure 75).
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Approximately 10% of them claim that “ad-
ditional payments” are made rarely, while
only 4% think they are frequent.

Croatians (86%) think that unofficial pay-
ments for public services are never made
significantly more than rest of the re-
gion (except Bosnia and Herzegovina and
Montenegro) (see Figure 75a).

Opinion on occasional extra payment for
business licenses and permits is much more
frequent in Albania (30%) than in Croatia
(9%) and Bosnia and Herzegovina (11%)
(see Figure 75b).

Figure 75 (a): To get connected to and maintain public services (electricity and

telephone)
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Figure 75 (b): To obtain business licenses and permits
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Albanians (26%) think that firms sometimes
need to pay unofficially to obtain govern-
ment contracts significantly more often
than Croatians (7%), Serbs (8%) and busi-
nesspeople from Bosnia and Herzegovina
(8%) (see Figure 75c).
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Business leaders from Croatia (85%) are
convinced of incorruptibility of health and
safety inspections more than those from
Albania (56%), Kosovo* (68%), The Former
Yugoslav Republic of Macedonia (62%) and
Serbia (75%) (see Figure 75d).
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Figure 75 (c): To obtain government contracts
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In terms of fire, building (see Figure 75€) and On the other hand, business representa-
environmental (see Figure 75f) inspections,  tives from Kosovo* consider that additional
companies from Croatia state that they nev-  charges for mentioned inspections are made
er expect additional payments significantly more frequently.

more often than others (except Bosnia and

Herzegovina and Montenegro).

Figure 75 (f): To deal with environmental inspections
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Figure 75 (g): To deal with taxes and tax collection
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Figure 75 (h): To deal with customs/imports
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As with the previous questions, Croatians charges are made occasionally, more often
are the most convinced in the absence of  than others. (see Figures 75g and 75h).
unofficial payments regarding taxes and

customs, while Albanians claim that informal
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Figure 75 (i): To deal with courts
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Compared to Croatia, Serbia and Bosnia and impacts on new legislation and rules signif-
Herzegovina, Albania reports occasional icantly more often (see Figures 75i and 75j).
informal payments concerning courts and

Governence for Growth - Summary

Governance for Growth pillar is about in-
creasing the capacity of the administration
to strengthen the rule of law and combat
corruption, in order to create relevant busi-
ness environment and public services es-
sential for economic development. This pillar
could be interpreted as all-pervading com-
ponent and a precondition for the effective
achievement of the objectives of the SEE
2020 Strategy.

The answers on tax evasion and corruption
are more difficult to interpret because they
tend to be less informative. Usually, they are
under reported in surveys.

Having that in mind, there is indication that
tax evasion is not insignificant. This con-
forms to what is known from other sources.
This goes for both profits and wages. Still,

the numbers and the distribution across the
region do not square with what is known
from other sources of information - they
are smaller.

Similarly, the information on various types
of corruption is more benign than is gen-
erally reported in other sources. Assuming
that actual numbers are higher, it comes out
that gifts and bribes are rather widespread.
This does not correlate with the level of
development in the expected way. That
may also be due to different perceptions
of these practices, which is not unusual in
these kinds of surveys.

Finally, the use of courts and arbitration
could be improved upon, which again con-
firms what is otherwise known.
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COMNCLL
AND RE(
DATION

Overall assessment of the business envi-
ronment is critical, though not as starkly as
the economic development would warrant.

Crucially, growth drivers are seen in further
improvement in technology, in investment
in human capital, and in infrastructure.

In addition to that, improvements in gov-
ernance are seen as needed to support in-
vestment and growth.

Finally, regional and EU integration is wel-
comed, though there is some variation in
that which reflects deep preference for
domestic goods, production, and markets.
That reflects the fact that these are rather
closed economies when it comes to exports
to overall production.

The region basically needs development
policies. Those are characterised by the
leadership role of the policy makers and of
the economic measures. In most areas, the
views of the business community reflect
the current state of affairs and their rec-
ommendation go in the direction of their
improvement.

However, these policies need to address
growth and market needs that would in-
crease investment and change the structure
of production. The policies demanded by
the business executives do not differ sub-
stantially from those identified by the larger
public. More specifically, public investments,
institutional reforms, and improved govern-
ance would support business activity. The
following broad sets of measures are seen
as a priority:
Investment in infrastructure, mostly in
that which is almost non-existent (rail-
roads and water transport).
Investment in education and science to ad-
dress skill mismatches and spur innovation.
Ambitious active labour market policies
to reform the market institutions and de-
crease inefficiencies in currently mostly
informal search for jobs and hiring.
Increased regional investment opportu-
nities in order to exploit economies of
scale; there is conspicuous absence of
large, multinational, manufacturing firms .
A boot to total factor productivity through
the improvement in governance; this may
be the main obstacle, though it is not
necessarily perceived as such.
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Me THODOLOGY

Methodology used in Business Opinion

Survey is CAPI (Computer-Assisted Personal

Interviewing). The survey was conducted via

personal interviews in selected companies

by trained interviewers from GfK. Some ad-
justments and preparations were necessary
for the successful implementation of the

survey:

QUESTIONNAIRE

The questionnaire was provided by the RCC.
It contained 85 questions divided into six
categories (general questions and five pil-
lars according to the SEE 2020 Strategy).
The questionnaire was originally written
in English. It was subsequently translated
into seven local languages, with the excep-
tion of Kosovo* where both Albanian and
Serbian versions of the questionnaire were
used, and The Former Yugoslav Republic of
Macedonia, where questionnaires in two dif-
ferent languages were also used. The RCC
reviewed and approved the translations of
the questionnaire.

Since the CAPI software was used in the re-
search, all questionnaires were converted to
a digital form and installed on interviewers’
laptops. The programmes were reviewed by
a competent person in each economy.

INTERVIEWERS

The survey was conducted by the GfK in all
economies, except Montenegro where De
Facto Consultancy was hired as a sub-con-
tractor. All interviewers were given written
instructions containing general description
of the questionnaire, of the method of se-
lecting addresses for the interviews and of
the respondent selection process. In addi-
tion to providing written instructions, GfK
have organized training for interviewers
which explained research goals. Moreover,
project coordinators examined the entire
digital questionnaire jointly with the ex-
aminers and emphasised some important
elements (especially the need to read indi-
vidual answers where one or more answers
were possible, etc).

SAMPLE

Business Opinion Survey was conducted on
the N=200 companies for each economy,
with the total of 1400 companies for the
SEE region.

The survey encompassed:

companies of various sizes — micro (1 - 9
employees)*, small (10 - 49 employees),
medium (50 - 249 employees) and large
(more than 250 employees),

*Upon to Client’s request, sample included firms with 4 and more employees
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various business (21 business fields ac-
cording to NACE classification),
companies which are not majority-owned
by the state or the government,
companies established earlier than 2013.

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.
interviews with business respondents, GfK
conducted two preparatory phases: Company
selection and Telephone recruitment.

a) Company selection

The selection of the companies was per-
formed randomly within various regions,
sectors, sizes and ownerships. Official data
provided by national statistical offices of the
seven economies were used as data source.
The selection was completed before the first
phase of fieldwork, enabling interviewers to
receive lists of companies to be contacted.

b) Telephone recruitment

The target group in the Business Opinion
Survey were members of companies’ man-
aging boards. Considering the fact that per-
sons in leadership positions have a lot of
responsibility and are probably very busy,
telephone recruitment was organized. This
was the first step of fieldwork which in-
creased the response rate and therefore
led to a successful implementation of in-
terviewing process.

In telephone conversations the interview-
er presented the idea and the objectives
of the survey to respondent and then at-
tempted to arrange a face-to-face interview.
The interviewer needed to be very familiar
with the project, but also to be eloguent,
persuasive, polite and persistent. The de-
scribed lists contained the company’s name,
address and telephone number and, in some
cases, the name of contact person. In cas-
es in which a person from the list believed
they are not qualified to discuss the topics
mentioned, the interviewer asked to be re-
ferred to a person who is more competent.
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 and arrange an appointment
(except in cases when a person categori-
cally refused to participate in the survey).
They needed to note down the scheduled
date and time clearly. Thus the contact lists
contained only relevant information; they
were filtered and ready for face-to-face
interviews.

SAMPLE STRUCTURE

Figure 76: Sample structure by respondent’s position
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Figure 78: Sample structure by No. of employees
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Figure 79: Sample structure by business areas
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Figure 80: Sample structure by ownership
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