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Executive summary

Introduction and rationale

ince 2005, the Regional

Competitiveness Initiative (RCI), a

project sponsored by USAID, has
providing
assistance for entrepreneurship, industry and
policy development in the countries of
Southeast Europe and the Caucasus. In
planning a second generation of activities, in
2009 RCI took into account a broad set of
factors related to increasing competitiveness
in these regions, as well as mitigating the
effects of the ongoing economic and financial
crisis.

been technical and financial

This report will primarily present,
discuss and analyze data related to the
Southeast Europe region - Albania, Bosnia &
Herzegovina, Croatia, Serbia, Macedonia,
Kosovo, Montenegro, and  Bulgaria and
Romania (i.e., EU member states since 2007),
also known as the countries of the Western
Balkan region.

Since all of these countries are to a
great extent integrated within the global
economy yet struggle with
administrative, social and political challenges,
development and implementation of reforms
there largely depends on their access to
foreign capital and the overall performance of

economic,

their main trading partner and primary
funding contributor - the European Union. In
this respect, this report strives to provide an
exhaustive survey of the type, scale, target and
origin of investment activity in the region
after the global

before and economic

downturn, as well as findings and projections
related to other factors that have proved
crucial to the growth  and
competitiveness landscape of the region.

overall

Access to financing and growth-enhancing
factors prior to 2008

As a part of the global economic boom
in the years prior to 2008, the region primarily
benefited from enhanced FDI activity,
originating mainly in the EU. Attracted by the
benign location of the countries, large scale
privatization, low labor cost, favorable tax
policies and palpable fragmentariness and lack
of saturation in certain sectors, strategic
investors and investment funds from abroad
stepped in and considerably increased rates of
GDP growth in all of the countries. Special
interest in the tourism, real estate and
construction sectors was evident, as massive
amounts of foreign capital were invested
there. Another example shows that as of 2010,
sixty percent or more of the banking and
financial intermediation sector of the region
had been acquired by foreign (mainly EU
based) entities.

Next to that, growth in the region was
boosted by facilitated and unobstructed access
to bank lending. For example, a 50 percent
raise in bank loan growth helped Romania's
economy double in size from 2004 to 2008
(the Economic Times; CRB’s data), while a
similar trend gave Bulgaria and Serbia a big
boost. Nevertheless, in the second half of 2008
many of the countries experienced a decline in
credit lending, which deteriorated further in
the beginning of 2009.
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The EU, USAID and a number of
International Financial Institutions (IFIs),
including the EBRD, EIB, the World Bank,
IMF, GtZ and KfW, among others, have also
played a major role in enhancing the
countries’ economic performance.
Considering the dire state of development in
the region, structural assistance has been
provided to all of the countries, considering
individual needs and addressing priority areas
such as administrative capacity and
building, fiscal stability,
legislation and rule of law enforcement, cross-
border cooperation!. etc. This type of
assistance is of great importance for these
countries, as it primarily aims to identify and
obviate deficiencies which may hamper the
countries’ long-term competitiveness.

overall

infrastructure

As a result of a slumping economy on a
global scale in 2007-2008, investment interest
in the region registered a sharp downturn.
Strategic investors and investment funds
either ceased operations, or tended to migrate
to the faster-growing markets
Additionally, with the ongoing recession in the
Euro zone in 2008, the banking sector in the
region sensibly contracted and levels of credit
lending sank tremendously, as access to
financing became more limited and expensive.

of Asia.

Commendably, macroeconomic
stability and the continuation of reforms were
safeguarded in the Southeast European region,
as governments and external entities such as
the EU, USAID and the IFIs took timely and
adequate measures to retain confidence in the
economies, crisis
packages and securing liquidity inflows to the

business sector.

announcing response

As of April 2010, the countries in the
SEE region are still in a process of weathering

! Montenegro cross-border cooperation framework
under the IPA

the worst threats of the crisis; in fact, figures
already show slight trends of stabilization and
growth. Although rates of unemployment have
risen significantly for the period 2008-2009
(Center of Public Employment Services of
Southeast European Countries) and access to
financing has become more expensive and
difficult to attain, no signs of major economic,
political and social disturbances have been
evident, nor are there present projections for
such. Moreover, ongoing reforms have been
further implemented despite the crisis and
slight signs of economic improvement are
already evident.

Growth factors and opportunities that lie
ahead for the region today

Based on the conducted interviews
with economists from the region, this report
predicts that the countries to come out of the
crisis first and to attract foreign capital will
not necessarily be the first countries to
register better rates of GDP growth. Gaps in
the development rates in the region can be
large; hence what is considered progress in
one country may be regarded as a dire
condition in another. For example, countries
such as Albania, Bosnia and Herzegovina, and
Kosovo do not yet
administrative, workforce and infrastructure
capacity to assume, host and safeguard
investment on a large scale. Several other
factors that this report takes into account
(besides GDP) are the EU accession status of
the country, its relative market share and its

show sufficient

overall preparedness in terms of human
capacity,
infrastructure, as principal in determining the
future of the region.

legislation and available

As of 2010, our projection is that the
first countries to show better economic
performance and to lead a new investment
trend in the region will be Croatia, Romania
and Bulgaria, followed by Serbia and

Macedonia. The main reason for this
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assumption is the fact that while these
countries are the most advanced in their
relations with the EU (Romania and Bulgaria
have been official EU members since 2007,
while Croatia is an officially recognized
candidate), hence they benefit from the most
intense EU funding for the real sector and free
access to the Single European market, they
also enjoy functioning market economies and
human capacity preparedness to institute
reforms and provide guarantees for the
security and sustainability of foreign
investments.

Facing more difficult conditions and
holding the status of potential EU candidate
countries, Albania, Bosnia & Herzegovina,
Kosovo and Montenegro will continue to
benefit from intensive funding from both the
EU and IFIs with the general aim of enhancing
necessary reforms in administration, fiscal
policies and labor market efficiency, in order
to pave the way for EU membership and FDL
Commendably, despite conditions,
Albania and Bosnia & Herzegovina continue to
carry out reforms and to register sustainable
rates of GDP growth. However, the lack of
energy and water supply infrastructure in
Albania is a concern for investment and
general economic development. As stated,
however, since international institutions have
prioritized such projects with subsidies, these
deficiencies are due to be rectified in the near
future, while improvements in judiciary and
workforce capacities are also expected. In
conclusion, although performing well in the
current crisis conditions, these countries have

crisis

a long way to go before being able to turn into
a sound investment hotspot. This is likely to
happen in the years after 2014, when reforms
will have taken more palpable effect and an EU
accession is indicatively scheduled for these
countries. Until then, major capital inflows are
expected to come predominantly from
international entities such as the EU, USAID
and IFIs in the form of structural aid and
lending.

Attractive sectors and investment sources

Privatization of key assets in
telecommunications, manufacturing, transport
and services is expected to remain a principal
attraction in the
countries, especially in the non-EU members.
A general outflow is expected in real estate
and construction, as well as in tourism and
banking and financial intermediation services
sector, since these markets have been to a
large extent saturated in previous years and
do not present a favorable market niche. At
the same time certain other sectors, such as
ICT, Energy, Infrastructure, Retail,
Healthcare and Education, Agriculture and
Environment are expected to provide
opportunities for Greenfield, Brownfield and
other types of investment in addition to
privatization.

factor in investment

Given the constantly increasing need
for energy throughout the SEE Region, the
concerns about global warming due to rising
CO; emissions, and the notion that renewable
energy (e.g., hydro, wind, solar, biomass and
nuclear) will be among the primary energy
sources of the future, energy companies are
allocating resources to energy projects in
Southeast Europe. Considerable
improvements are anticipated in the
development of the energy sector in Albania.
On the other hand, two major projects for gas
deliveries from Asia to Europe are underway -
the European Nabucco pipeline, which goes
through Bulgaria and Romania, and the
Russian South Stream pipeline, which is
projected to cross Bulgaria and Serbia. In the
energy, Bulgaria has
announced its determination to proceed with
the construction of its second nuclear facility -
Belene - only if a European strategic investor

field of nuclear

is involved.

The retail sector will also draw
investment interest, mainly due to the
considerable fragmentation of the sector. The
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current supply-demand chain in the region is
far from  optimal, implying higher
transactional costs, which large retail-chain
entities can reduce by consolidating the sector
and profiting from advantages
Multinational enterprises such as IKEA, Wall-
Mart and Delta MAXI have already announced
their intentions to expand in the region.

of scale.

The agricultural sector of the region
is also to a large extent fragmented and
dominated by small, individual farms, not all
of them market-oriented. This rather uneven
structure causes an unsuitable and unstable
ratio of the number of farms to the total area
of arable agricultural land, which leads to
lower competitive advantages and
productivity within the sector. In this respect,
agricultural policies in all of the countries of
the region foresee the
implementation of broad market reforms,
which will eventually lead to a more balanced
and effective sector. These initiatives are
subject to funding and technical assistance
from the EU, IFls and national budgets and
promise to improve the sector’s potential in
the coming years.

lower

introduction and

A clean environment and waste
treatment are priorities for the European
Union Environment Policy, and as members,
candidate members, or potential candidate
members of the EU, all of the countries qualify
for financial and technical aid from Brussels
for development of the sector. With rates of
recycling close to 0% in all of the countries
and with sanctions already being imposed on
some of the countries for not complying with
EU criteria, this sector is regarded as highly
promising.

The manufacturing sector is also
expected to attract investments, especially in
the automotive industry. There are talks of
opening Fiat and SAAB plant factories in
Romania, while in Montenegro, the Italian

sports car manufacturer Lamborghini is due to
open an electric car factory. In December
2009, another Italian car manufacturer, Fiat,
bought 67 percent of the Serbian Zastava
Automobili for 200 million EURO and has now
announced plans to a build a new plant in
Serbia. It plans to invest another 500 million
EURO by 2012 with the goal of exporting 95
percent of the output to western countries.

Given China’s ambitions to a global
position in the automotive sector, strategic
interest from Chinese companies is also to
be expected, but perhaps at a later stage.
Today China generally prioritizes acquisitions
of major strategic entities on a global scale - as
the recent acquisition of Volvo by the Chinese
Zhejiang Geely Holding Group shows. In the
years around 2014, however, when at least
some of the Western Balkans countries are
due to accede to the EU, increased interest by
Chinese companies is to be expected, as they
will use the Western Balkans as a
manufacturing and outsourcing hub for their
EU-market-related operations. In this respect,
growth indicators of the Euro zone will also
play a crucial role in the attraction of Chinese
investments in the Southeast Europe region.

Until then, countries like China and
India are expected to mainly channel funds
into portfolio investments in the region, along
with European, Russian, Middle Eastern and
local stakeholders, as a means of financial
portfolio diversification and risk alleviation.
No major projects of strategic importance and
considerable scale in the region have been so
far announced by companies from Asia.
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According to the findings of the Global
Competitiveness Report 2009-2010, some of
the most problematic factors for doing
business in the SEE countries were:

(i) Widespread corruption;

(ii) Inefficient government bureaucracy;
(iii) Policy instability;

(iv) Obstructed access to financing;

(v) Inadequate supply of infrastructure;

(vi) Inadequately educated workforce.

Findings from interviews with
investment funds and major strategic
investors active in the region show that the
lower degree of corporate
preparedness is also a major obstacle for the
sustainability and soundness of foreign
investments in the region. Common business
practices, such as development of a business
plan and accounting practices, have been
adopted and strictly applied by a large number
of economic entities in the region. For many

culture

others, however, these practices remain
obscure and imply a distorting effect on
competitiveness and the overall sophistication

of the market environment.

However, countries and entities across
the region show growing capacities for
tackling these issues and creating a better
business and
Additionally, with growing confidence in the
economic performance of the Euro zone,
exports from Southeast European countries to
EU countries are expected to rise and produce
a favorable effect on both unemployment
figures and trade deficits. Thirdly, as the
countries’ EU accession processes progress,
investment opportunities will also increase.
Access to EU funding will be available in a
number of sectors, while in their investment
decisions companies will focus on free access
to the EU Single market, which these countries
will enjoy after their successful accession to
the EU.

investment environment.
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1. Background

1.1. Overview of the Southeast European
Region

outheast Europe is a relatively new

geopolitical

Balkan states, a region frequently
regarded by Western
heterogeneous set of countries with their own
cultural  specifics, dynamics, and an
interconnected and complex modern history.
The countries that form this part of Europe are
Albania, Bosnia & Herzegovina, Bulgaria,
Croatia, Kosovo, FYR Macedonia, Moldova,
Montenegro, Romania and Serbia. With a
combined population of more than 57 million
people, an area of 550,000 kmz,
favorable geographical location (the Black Sea
to the east, the Adriatic Sea to the west and the
Mediterranean Sea to the south), the SEE
region plays an important role to European
countries as a “bridge” to Africa, Middle East
and Asia.

denotation for the

countries as a

and a

RO
HR

BA RS

BG
ME Ks

MK

AL

Although diverse in nature and rich
with differing histories, the
European countries have one thing in common

southeast

- all have expressed a desire and immense
willingness to become part of the European
Union and thus benefit from one democratic
European market with all countries having
equal rights and favorable future prospects.
However, at present the SEE countries differ
substantially in their status of EU accession.

The EU accession itself is one of the
key factors that influence the investment
climate in the region. Cases in point for SEE
are Bulgaria and Romania, which in the
process of their EU accession managed to
attract record levels of FDI to their economies.
In this respect, it could be argued that with the
advancement of the EU accession process, the
investment climate in the rest of the Balkan
countries would improve significantly.

1.2. Types of financing sources

Broadly defined, the financing
sources can be either internal (company
assets, personal savings and profit that
hasn’t yet reinvested or
distributed among shareholders) or
external (ownership capital acquired
through an IPO, funds lent from banks
or private creditors, etc.). For the

purpose of this report, we will examine

been

only the latter type and further
differentiate between five types of
financing sources: (i) strategic
investors, (ii) investment funds

(financial investors), (iii) banks, (iv)
EU funds and (v) others (IFIs).
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Following the cease of the hostilities
and conflicts which marked the disintegration
of Yugoslavia, the Balkan countries faced many
challenges. Most of the economies in the
region were seriously weakened from a
decade of warfare and economic embargos.
The region as had to deal
simultaneously with democratic and economic
reforms and also with improving cooperation
between states, which had been shattered in
the course of the hostilities.

a whole

An equally important challenge for the
region was how to attract investment. The
SEE region, and more specifically former
Yugoslavia, because of its non-aligned political
status and more liberal economic policy (e.g.
allowing its citizens to work abroad, so that
they could bring back foreign capital and
knowhow) was not entirely immune to
Western influences and ideas. Despite being
behind the “Iron Curtain,” Yugoslavia
managed to reap the benefits from both
superpowers in their struggle for supremacy.
In other words, if the succession wars had not
happened, Yugoslavia would have been much
more prepared to transition to a market
economy and attract Western capital much
more easily than the rest of Eastern Europe.

This situation deteriorated during the
conflicts, but as soon as the region began to
recover and security so did
investment interest. It is safe to assume that
the increase of investor interest will go hand
in hand with the advance of political,

improved,

economic, social and legal reforms in the
region. There are a number of available
sources of financing in the SEE region, some
are traditional (e.g. financial investors), while
others are new, resulting from the region’s
determination to reform itself (e.g. EU funds).

Strategic investments

One way for a company to obtain funds
is through a strategic investment. What's
important here is that the strategic investment

(and the strategic investor, respectively)
supplies a company with much more than just
capital - along with the capital, the strategic
investor also provides valuable business
experience and advice, management sKkills,
marketing techniques, know-how, technology,
intellectual property, a network of potentially
useful contacts, clientele, vision and last but
not least, a sense of direction. His or her main
aim is to generate value for the company in the
long term through constant involvement in the
management and an active role in the decision
making process.

Investment funds

The second source of acquiring finance
is through a financial investment. This
usually occurs when a person (e.g. an angel
investor), group of people (e.g. a venture
capital fund or risk capital fund) or a financial
institution (e.g. an investment bank) provides
capital to companies. Its sole interest is to gain
maximum
investment, which is often characterized by an
“exit strategy’ within a five-year time frame.

return on its short-term

Financing from these two sources
forms the core of Foreign Direct Investment
(FDI). FDI in essence represents any form of
investment that allows a foreign investor to
acquire a certain amount of interest (at least
10 percent in order to be considered FDI) in
an enterprise or enterprises that operate
outside of his/her own country. A study?
confirmed that the volume of FDI in developed
countries was usually within the 4-17 percent
range of the total amount of investment. In
Central and Southeast Europe, the volume of
FDI is nearly 30 percent.

Banks

A third and widely accepted funding
source is a loan from a commercial or
investment bank. This source of finance had

’See Bevan, Estrin & Grabbe, 2001)
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been predominant in the pre-crisis years due
to easily accessible loans at reasonable rates,
which allowed many companies to thrive and
develop on such cash infusions. The downside
was that companies and people became
dependent on their
momentum. The seriousness of this
dependency became all too clear at the onset
of the crisis, when banks abandoned their
previous positive loan policy. The direct
repercussion of this was a serious slow-down
in growth.

loans to sustain

EU funding

The forth and possibly the safest and
most available source of financing during the
crisis is EU funds. The process of EU accession
requires serious transformation of the country
applying for membership. To facilitate this
process, the EU offers financial disbursement
to the country applying via different financial
instruments. One such instrument is the
Instrument for Pre-Accession Assistance (IPA).
The purpose of EU funds is to better prepare
countries for actual membership within the
EU.

International Financial Institutions (IFIs)

Last but not least, there are many
International Financial Institutions (IFIs)
that provide different types of financial
support (e.g. grants, lines,
investment, etc.) to both the public and private

credit direct
sector. These institutions, which include the
World Bank (WB), International Monetary
Fund (IMF), International Finance Corporation
(IFC), Black Sea Trade and Development Bank
(BSTDB), Deutsche Gesellschaft fiir Technische
Zusammenarbeit (GTZ), European Bank for
Reconstruction and Development (EBRD) and
the European Investment Bank (EIB), can
allocate financial resources via two channels:
(i) directly to a private beneficiary and (ii)
indirectly through national banks and

other financial institutions. It is not

uncommon for a number of such institutions
team up and offer joint investment schemes.

1.3. USAID and the Regional
Competitiveness Initiative (RCI)

Since its inception in October 2004, the
Regional Competitiveness Initiative, a project
funded by the Europe and Eurasia Bureau of
USAID in Washington, D.C, has striven to
improve competitiveness across Europe and
Eurasia by complementing and creating
regional synergies through bilateral USAID
missions and USAID projects. Since 2005, in
close collaboration with USAID missions
throughout the SEE and the Caucasus, RCI has
engaged in all three levels of intervention -
enterprise, industry and policy - in order to
enhance the overall competitiveness of the
countries and regions.

In planning the second generation of
activities, RCI has recognized the great
importance of FDI in developing countries. At
the same time, during the past year RCI has
taken into account the crucial effects of the
current economic and financial crisis. Most
experts agree that it is a crisis of a whole new
kind. What sets it apart from previous
downturns is that all sides lack the available
capital to sustain investments, which clearly
means that financial inflows are affected much
more than previously. As the amounts of FDI
and local investment inflows worldwide drop
significantly, so does their resilience. The
scarcity of available capital and the general
reluctance towards mass investment means
that more careful selection will be a leading
factor from now on.

Adopting the approach of prudent
lending, highly
experienced source of local information, giving
them the right advice and guidance regarding
investment opportunities in the SEE region.
Local markets hide larger potential than the
stagnating developed world, since the
countries in the region continue to develop;

investors will need a
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thus, there is an increasing number of good
Nevertheless, a
number of obstacles to implementing projects

investment opportunities.

in South East Europe remain.

As an initiative that strives to be on the
cutting edge of the global and local business
environment, RCI is currently working on the
new theme to its project portfolio: Access to
Financing in the SEE region. The overall goal
is to increase the level of successful business
development  initiatives by  matching

promising projects with interested investors,
ensuring positive results for all stakeholders.
In doing so, for the purposes of the report the
methodology was the following : (i) Desk
research - various countries’
national banks, countries’ investment
agencies, WB, IMF, EBRD, (ii) Numerous

interviews with key industry representatives,

sources:

CEOs, economists, business analysts and (iii)
Surveys sent to local and international
companies (MNEs).
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2. Access to financing before the crisis

Concentration of capital

aving  briefly outlined the
different types of financing
sources in the background

section, the report will now go into more
detail and thoroughly analyze the five
distinctive financing sources accessible to
companies and business alike in the Southeast
European region prior to the crisis. In doing
so, four things will be investigated and
analyzed: (i) which sectors/industries were
more or less interesting to foreign investors -
i.e,, sectors of interest, (ii) which countries in
the SEE region were more and less attractive
with regards to the different types of financial
sources - i.e.,, countries of interest, (iii) what
was the origin of the different investment
projects that have taken place - i.e, origin of
finance, and (iiii) the corresponding volumes
of the investments - i.e., volumes. Due to the
different approach the EU and IFIs adopt
towards the region and the significant scale of
aid and assistance they provide,
institutions are a subject of a more detailed
review in a separate body of this report.

these

2.1. Sectors of interest

When looking at investment projects
that have taken place in the SEE region in the
period prior to the crisis, a common trend can
be identified. To no one’s surprise, the real
estate and construction sectors proved to be
the most attractive, with strategic investors
and investment funds allocating almost one-
third of their capital is such projects, while
SEE banks financed even more projects - more
than half of all loans given to businesses were
for real estate and construction projects.
Another three sectors, namely financial

intermediation, ICT and telecom, also proved
to be highly attractive to foreign investors
given the global trend toward digitalization
and virtualization. Still other projects were
undertaken in the manufacturing sector,
transport and logistics, healthcare, energy and
agriculture sectors.

Sector of interest for the strategic investors

The years prior to the financial crisis
represent a period of strong economic growth
for the countries of the Southeast European
region. During that time those countries saw
extensive capital inflows into many sectors of
their national economies in the form of
strategic investments by both wealthy
individuals and big multinational companies
(MNEs). Although investment activity in the
region can be traced back to the beginning of
2000, the bulk of strategic investments that
have taken place in SEE have occurred since
2004. They took place in two ways, primarily:
(i) through privatization and (ii) through
Greenfield/Brownfield investments or M&A.

In the period 2004-2009, major
privatization opportunities were the main
driver for private capital inflows and strategic
investments into the SEE region. Feeling the
need to change their direction towards
Western Europe and the US, and to reap the
benefits that would come with the new and
bigger market, the Southeast European
countries initiated many important changes.
To be competitive, those countries started to
liberalize many sectors in their economies,
moving away from the communist command
economy towards a market economy. The
graph below outlines the different stages of
the liberalization of a sector.
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Graph 1. Stages of the liberalization process of a sector
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When looking at the privatization
opportunities in the SEE countries prior to the
crisis, a common trend can be identified. As no
surprise, one of the first sectors to be
liberalized in the Southeast European
countries after the collapse of their communist
regimes was the banking sector. The main
reason was that the countries in the region
needed to attract fresh capital and to make the
sector more competitive, which in turn would
help the business sector. This process of
liberalizing the banking sector started firstly
through partial and then by complete
privatization. Next, after several years of
continuous reforms and improvements in the
legal and tax systems, the telecom sector
became attractive and experienced FDI
inflows. At present, almost all of the SEE
have telecom

countries liberalized their

sectors and have on average three mobile
operators and many internet providers. After
that, around 2005, the real estate industry and
construction sector became attractive, with
many investors pouring money into
residential, office and retail construction.
However, at the end of 2008 everything came
to a standstill with the negative effects of the
financial crisis and the drying up of easy
credit. The construction sector was severely
hit. To support the above presented
arguments with figures, Table 1 and Graph 2
below outline the gradual process of
liberalization of southeast European countries’
economies and the corresponding
privatization revenues of the SEE countries in
the period 2004-2008.

Table 1. Privatization revenues (cumulative, in per cent of GDP)

Columni 0042005 2006|2007 12008

Albania

Bosnia and Herzegovina
Bulgaria

Croatia

Kosovo

Macedonia

Montenegro

Romania

Serbia

11,4 11,5 11,7 13,7 13,6

2,6 n/a n/a n/a n/a
18,0 21,4 22,8 23,3 n/a
14,6 14,7 15,7 16,7 17,0
n/a n/a n/a n/a n/a
13,8 14,3 20,0 20,2 20,6
n/a n/a n/a n/a n/a
9,2 9,5 9,8 9,9 10,0

7,7 10,2 17,4 20,2 21,4

Source: Transition report, 2009EBRD
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Graph 2. Privatization Revenues (cumulative,

in percent of GDP)
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Source:Transition report, 2009 EBRD

In terms of strategic investments in
Southeast Europe prior to the crisis, several
industries that attracted the attention of
foreign investors can be identified. For the
past several years, the countries of the SEE
region have been one of the best places in
Europe for investments in many sectors,
namely construction and real estate, financial
intermediation (banking, insurance), telecom
and ICT. Additionally, several other sectors,
such as manufacturing, transport, telecom,
trade, energy and agriculture have attracted
the attention of many foreign companies.

The two sectors that proved to be most
lucrative to foreign investors prior to the crisis
were the real estate and construction
sectors. Attracted by the bright prospects of
healthy profits that the sectors offered,
complemented by cheap credit and available
funding, strategic initiated big
investment projects in many of the SEE

investors

countries - e.g. Bulgaria, Romania, Macedonia,
Serbia, etc.,. Another set of industries, namely
telecom and ICT, also proved to be lucrative
sectors attracting huge amounts of investment

due to the interest of SEE countries to develop
necessary infrastructure and capacity. This
investment came mainly in two forms - from
(i) strategic investors such as IBM and Hewlett
Packard aiming at introducing of software and
development and desk
management outsource as principal services,

innovations

and (ii) countries investing in capacity
building to meet the sector’'s business
requirements.

Last, but not least, the low operational
costs in terms of low labor costs, low taxes
and fees to start business gave a boost to the
region to become a favorable destination for
outsourcing production lines of big European
companies and to lift the attractiveness of the
manufacturing sector as a whole. After 2007,
however, many of the countries initiated
reforms aimed at improving their
competitiveness within key targeted sectors,
namely automotive, agribusiness, business
support services and ICT, and thus strategic
investments have changed direction. Since
that year, the region has seen a movement
from  strategic investments in  the
manufacturing sectors to emerging sectors
such as business services, food, non-metallic
mineral products, automotive components,
electronics, plastics, and chemicals, as well as
higher value-added business support services
such as headquarter operations, back office
functions and call centers.

Sector of interest for the Investment funds

Although venture capital (VC) and
private equity funds (i.e, investment funds)
have always been associated and used as a
financing source in the United States and
Western Europe, in the years prior to the crisis
the Southeast European
increasing interest, as the private equity
industry was gradually putting it on the map.
In the process of writing this report, extensive
research was undertaken (i.e, both desk

countries saw
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research and thorough interviews with
investment managers of large investment
funds); in the following pages the results will

be presented.

From the total number of 81
investment funds identified in the research, 26
funds were investing primarily in real estate
properties and the construction industry. It
is worth mentioning here that although many
of the investment funds in the database have

invested mainly in one or two sectors, their

portfolios  included companies under
management from a variety of other
sectors/industries.

The second most attractive sector for
both domestic and foreign investment funds is
the Information and Communication
Technologies sector (ICT) with 21 funds,
followed by telecommunications with 20
funds, media with 18 funds and healthcare
with 17 funds (see Graph 31 below). Still other
attractive sectors include energy, transport
and logistics, retail, manufacturing, food and
beverage, agriculture and pharmaceuticals. As
the graph below shows, the least attractive
sectors in the SEE prior to the crisis were the
automotive industry, bio science, utilities,
natural heavy industry, water
supply and fashion.

resources,

Graph 3. Sectors of Interest by investment funds (Until December 2009)
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Similarly, in the period 2007-2008 Sectors of interest for the Banks

investment funds have been making Banks and other financial institutions

investments and buying companies mainly in
the services sectors. Again, the primary reason
can be linked to reforms initiated and changes
in the national legislation of many SEE
countries to improve their competitiveness -
i.e., introducing subsidies to targeted sectors,
attractive investment incentives, technology
parks, etc.

have been one of the main drivers of economic
growth in the past decade, but also a source of
increasing vulnerability in SEE. Virtually all
countries in the region have enjoyed a credit
boom - defined as annual growth in total
credit to the economy by more than two
percentage points of the GDP (EBRD
Transition Report 2009 Chapter 3) - lasting
four or more years. The most extreme
example is Montenegro, where credit growth
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at one point was close to 200 per cent (year-
on-year). The effects of this growth could be
seen in various ways. Many small and
medium-sized businesses thrived as they
accessed loans at reasonable rates, perhaps
for the first time in their existence.

Looking at the sectors of interest to the
187 commercial banks operating in the SEE
region, several conclusions can be drawn from
the research “SEE Banks research 20094
Although 37% of the banks in the region did
not disclose information about their priority
sectors/industries, the remaining 70 banks
provide more than enough data to analyze the
sectors of interest and identify the most and
least attractive sectors. For the period prior to

the crisis, the findings of this report show that
26% of the banks in the region were prone to
finance real estate projects and other 23% -
construction projects. This was especially true
for the three years from 2006 till 2008, when
the real estate sector in Southeast Europe
experienced a boom in project growth. The
third sector in terms of attractiveness was the
technology sector, with 21% of the banks
stating that this was their top priority. The
remaining industries by
agricultural projects - 16%, EU projects -
13%, infrastructure - 9%, energy projects -
9%, water management and environmental
projects - 6%, transport - 5% and tourism -
4% (see Graph 4 below).

interest are:

Graph 4. Sectors of interest for banks prior to the financial crisis
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2.2. Countries of interest

Not surprisingly, the countries that
proved to be the most attractive to foreign
investors prior to the crisis were Romania
and Bulgaria. Given their status of full EU
members, their large populations (relative to
the other SEE countries) and high levels of
GDP per capita, these two countries attracted
the bulk of investments to the region. Serbian
and Croatia make up the second group of
countries with a lower number of investments,
though still above the average of the region.
The rest of the SEE countries, namely Albania,
Bosnian and Herzegovina, Kosovo, Macedonia

and Montenegro, were not able to attract
many investment projects, mainly because of
their small markets, small population, low
levels of GDP per capita and the fact that they
have a long way to go to become EU members.

Countries of interest for the Strategic
investors

In the years prior to the financial crisis,
many strategic investors entered the SEE
economies attracted by the region’s strategic
geographic location, natural endowments,
macroeconomic stability, privatization
opportunities and low operational costs such
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as low labor wages, energy and affordable
taxes, flexible labor policy and increased
future productivity potential. Nevertheless,
the amount and the size of the strategic
investments would have been much bigger if
not hampered by the low quality of the
infrastructure in some of the SEE countries
(e.g., Albania, Macedonia, Montenegro and
Kosovo) and the rather underdeveloped
regulatory frameworks and economic policies
that discouraged strategic investors from
investing in the region.

On a national level, the countries that
have attracted the most and biggest strategic
investments to the region were Bulgaria and
Romania. Even before their acceptance to the
European Union in the beginning of 2007,
those two countries had the best prospects for
attracting foreign investments. Big
multinational companies
Netherlands, Austria, France, Belgium, etc,
invested heavily in the
industry, plastics and rubber, and transport
services.

from the

manufacturing

The above mentioned analysis is
supported by a recent study by Ernst & Young
called “South Central Europe Attractiveness
Survey 2009”. According to the consultancy
firm and the final results of the study, for the
period 2004-2008, Romania has been the
leading country with respect to foreign capital
inflows, attracting nearly half of all the FDI
projects in the region, followed by Bulgaria
with 23 %, Serbia with 13% and Croatia with
5%. The least attractive countries were
Bosnia & Herzegovina with 4% of total FD],
FYRO Macedonia with 3%, Albania with 1%,
and Montenegro and Kosovo,
information is not available.

for which

Countries of interest for the Investment
funds

The countries that saw a significant
increase in interest among investors in the VC
and private equity funds prior to the crisis

were Croatia, Bulgaria, and Romania.
Triggered mainly by their
governments’ continuous efforts to improve
the business climate and harmonize national
legislation with relevant EU regulations, those
countries were able to attract both foreign and
local investment funds to allocate capital to

companies with high potential growth.

national

Based on the findings of our research
and the many interviews conducted with
experts from different industries/sectors in
the SEE countries, we were able identify the
following information presented in Table 2
and Graph 3 below.

Table2. Investment fund projects by country

Number of projects by

Albania 85
Bosnia &

Herzegovina 119
Bulgaria 247
Croatia 172
Kosovo 11
Macedonia 89
Montenegro 29
Romania 362
Serbia 141

Source: SEE Investment fund research 2009,
BC Serdon

Graph 5. Projects of investment funds by
country

Number of projects by country

Montenegro - 29

Macedonia- 89

Kosovo-12

Source: SEE Investment fund research
2009, BC Serdon
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As one can see from both the table and
the graph, the three countries that have
attracted the largest number of investment
projects are Romania, Bulgaria and Croatia.
Romania ranks first with 362 investments
initiated by both domestic and foreign
investment funds, followed by Bulgaria with
247 projects and Croatia with 141.

The rest of the SEE countries can be
characterized by fewer projects by investment
funds. In Serbia there were 141 initiated
investments, followed by Bosnia and
Herzegovina with 119 projects, Macedonia
with 89 and Albania with 85 projects. Lastly,
the projects for Montenegro were 29 projects
and Kosovo - only 11. Logically, the number of
investment projects in those two countries is
small given their short history as separate
countries (apart from Yugoslavia).

Countries of interest for the Banks

In the years prior to the crisis (i.e.,
2004-2009), Serbia, Bulgaria and Romania
were the three countries with the most
attractive national economies and business
enviroments (see Table 3 and Graph 6 below).
From all the eight major foreign banks that are
present in one or more of the SEE countries
(e.g., Raiffeisen Bank Group, Erste Group Bank
AG, Hypo Group Alpe Adria, UniCredit Group,
Societe Generale, National Bank of Greece, EFG
Group and OTP Group), Serbia tops the list,
having subsidiaries of all of them. In the two
other countries, Bulgaria and Romania, seven
out of the eight banks already operate with
subsidiaries there.

With regards to the rest of the SEE
countries, Croatia had six foreign banks,
followed by Macedonia and Montenegro with
four, while in Albania there were three foreign
banks, in Bosnia and Herzegovina - three, and
Kosovo with only one bank - Raiffeisen Bank
Group (Austria).

Table 3. Foreign banks and countries of interest prior to the crisis

Number of international banks operating in the country

Albania

Bosnia & Herzegovina
Bulgaria

Croatia

Kosovo

Macedonia
Montenegro

Romania

Serbia

“ﬂ**ﬁﬂww‘

Source:SEE Banks research 2010, BC Serdon
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Graph 6. Number of international banks operating in the SEE countries
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2.3. Origins of financing Besides Austrian and  Dutch

Considering the origin of the financing
in the SEE region, the majority of investment
projects were financed with EU capital
Similar to the strategic investors in the region
(most were EU-based), most of the capital of
the investment funds was from within Europe,
the same as for the Banks. The main reason is
that the EU was and still is the main trading
partner for the countries in the region.

Origin of financing of the Strategic investors

With regards to the origin of the

foreign investors who have undertaken
investment projects in SEE, EU countries has
the majority stake of the total strategic
investments in the region (in Bosnia and
Herzegovina it is around 90 percent).
Austrian companies have been the major
foreign investors in the most of the SEE
countries. For example, over the past three to
four years Austrian companies have been the
biggest investors in Albania,
Herzegovina, Kosovo, Serbia, and Romania and
the second biggest investors in Bulgaria and
Macedonia following foreign investors from

the Netherlands.

Bosnia and

companies, other major investors to the
countries in the region include companies
from Norway, Germany, Italy, Greece, Slovenia,
France, Luxembourg and Hungary. Bosnia and
Herzegovina, however, is an exception among
the SEE countries. Although Austria tops the
list of foreign investors, the other most active
investors were from neighboring Serbia,
Slovenia and Croatia, which is not common for
the rest of the SEE countries. Another
interesting fact is that US-based investors
represent only a small fraction of all foreign
investors. However, the actual rate of US
investment is much higher given the fact that
US companies invest primarily through their
European affiliates.

The companies that have been most
active in both Greenfield/Brownfield projects
and in acquiring different types of assets in the
region are some of the biggest blue-chip
companies in the world. In the banking sector
(i.e, insurance, financial intermediation),
some of the largest investors in the region
were and still are Raiffeisen Zentral Bank,
Erste Group Bank, Hype Group Alpe Adria,
UniCredit Group, Societe General, NBG, EFG
Group, OTP Group and KD Group; in the

energy sector: EVN, CEZ, E.ON, Enel, Hellenic

Page | 21



Access to Financing in Southeast Europe: Before and After the Crisis

Petroleum, OMV, Shell, Naftex; in the telecom
industry: Telenor Mobile Communication AS,
Matav, Telecom Austria, T-Home; in the retail
industry: Mercator, METRO Cash & Carry,

Kaufland, Carrefour, Hit; in the
goods sector: Philip Morris, Coca-Cola, AB
InBev, Carlsberg, Nestle, Linde, Heineken,
Kraft foods, McDonalds (See Table 4 below).

consumer

Table 4. Multinational companies (MNEs) in Southeast Europe

Sector/Industry

Financial intermediation sector

Raiffeisen Zentral Bank, Erste Group Bank, Hype Group Alpe

Adria, UniCredit Group, Societe General, NBG, EFG Group, OTP
Group and KD Group

Energy sector
Telecom industry
T-Home
Retail chain industry
Consumer goods sector

EVN, CEZ, E.ON, Enel, Hellenic Petroleum, OMV, Shell, Naftex
Telenor Mobile Communication AS, Matav, Telecom Austria,

Mercator, METRO Cash & Carry, Kaufland, Carrefour, Hit
Philip Morris, Coca-Cola, AB InBev, Carlsberg, Nestle, Linde,

Heineken, Kraft foods, McDonalds

Source: Multiple sources

Origin of financing of thdnvestment funds

With regard to the origin of capital that
has been used to finance investment projects
in the SEE countries, we can differentiate
between three groups of investment funds: (i)
multinational (i.e., the capital is from the US,
Europe, Asia, etc.,), (ii) European (i.e, the
capital comes from individuals, corporations
and institutions within Europe), and (iii)
Southeast European (the capital comes from
the SEE region).

Graph 7. Types of investment funds

Investment funds

-

Multinational

European

Southeast
European

Based on the finding of this research, the
origin of the investment funds’ capital is as
follows:

¢ 41 funds with multinational capital - the
investors were both private and public
institutions form US, Europe, Asia, etc.

e 23 funds with European capital - the
investors were both private and public
institutions from European countries

¢ 14 funds with southeast European capital
- the investors were both private and
public institutions from within the SEE
region

The above-mentioned results are presented in
Graph 8 below.

Source: SEE Investment funds research 2009, BC

Serdon
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Graph 8. Origin of capital of investment funds
Origin of financing of the Banks

Origin of capital of investment funds
Almost all the commercial banks in

the southeast European countries are
privately owned, most of them belonging to
banking groups based outside the region.
Austrian, Italian and French banks are the
biggest players in the SEE banking sector.
Banking groups from Hungary and Greece also
entered the region’s unsaturated financial
market and quickly expanded their networks
, Bén 2006 and 2007 (see Table 5 below).

BMultinational
W European

@ Southeast European

Source: SEE Investment funds research 20
Serdon

Table 5. Biggest non-SEE banks in Southeast Europe

Bank Present in

Raiffeisen Bank Group Albania, Bosnia and Herzegoivna, Bulgaria, Croatia, Kosovo,

(Austria) Macedinia, Romania, Serbia

Erste Group Bank AG Croatia, Serbia, Romania

(Austria)

Hypo Group Alpe Adria Bosnia and Herzegoivna, Bulgaria, Croatia,Macedonia,
(Austria) Montenegro, Serbia

UniCredit Group (Italy) Bosnia and Herzegoivna, Bulgaria, Croatia, Romania, Serbia

Societe Generale Albania, Bulgaria, Croatia, Macedonia, Montenegro, Romania,

(France) Serbia
National Bank of Greece  Albania, Bulgaria, Macedonia, Romania, Serbia
(Greece)

EFG Group (Greece)
OTP Group (Hungary)

Bulgaria, Romania, Serbia

Bulgaria, Croatia, Montenegro, Romania, Serbia

Source: SeeNews

Non-SEE banks controlled the banking banks held 77% of Serbia’s market, while in

sector of most SEE countries in 2008. In
Bulgaria, some 80% of the banking market
was in the hands of foreign banks. Foreign

Romania 88.2% of local banks’ assets were
under foreign ownership (see Graph 6 below).
Greek banks represent four of Bulgaria's top
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10 banks and three of Serbia's. Two of
Romania's top 10 banks are Greek, accounting
for 15 percent of banking assets, while in
Bulgaria it is 30 percent. In Serbia, Greek
banks control more than 15 percent of assets.
In Romania two banks remained state-owned
- Casa de Economii si Consemnatiuni (CEC
Bank) and EximBank. The
government 99.9%
Development Bank.

Bulgarian

owns of Bulgarian

Graph 9. Share of foreign banks in 2008 in the
SEE
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2.4.Volume

Given the fact that
investments and

strategic
projects by
investment funds comprise the bulk of foreign

financial

direct investments to a country, this report
will consider the volume of FDI as
representative of the volume of those two
types of financing. It is worth mentioning
here that FDI to a country also includes some
types of credit lending and reinvested capital
from business corporations.

In the years prior to the crisis, the
Southeast European countries experienced a

Graph 9 shows the percentage of bank
capital owned by foreign banks in each
country. The figures range from 75 per cent
in Serbia to 95 per cent in Bosnia and
Herzegovina. In short, foreign banks (i.e., big
Western banks) largely control the banking
sectors in the region, with all the attendant
benefits and risks that this dominance
entails.

boom in their domestic economies, mainly
fueled by large inflows of FDI (see Table 6 and
Graph 10 below). Seeing the many benefits
that the region offered, namely a highly
qualified and  motivated  multilingual
workforce, low operational costs, productivity
benefits, advanced ICT infrastructure and a
strategic location, many foreign investors
initiated big investment projects in the region.
Table 6 and Graph 7 below summarize the FDI
inflows into the SEE countries since 2001.
Since the largest number of investments in the
SEE has taken place since 2006, this part of the
report will take a closer look at the 2006-2009
period.
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Table 6. Inward FDI in the SEE region (USD million) in the period 2001 - 2009

" Country | 2001] 2002|2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 |

Albania 207 135 178 332 260 325 658 956 654
Bosnia and Herzegovina 119 265 381 606 398 423 2197 946 610
Bulgaria 813 905 2097 3443 2223 5172 11716 9205 4336
Croatia 1338 1213 2113 1262 1695 3556 4954 5656 2293
Macedonia, FYR 442 78 95 157 100 351 683 538 243
Montenegro 303 247 287 149 518 618 915 924 1283
Romania 1157 1144 2213 6517 6388 11394 9923 13305 6601
Serbia 165 475 1360 966 1550 5474 1479 2700 1410
Average 4544 4462 8724 13432 13132 27313 32525 34230 11790

31 OOAAq #1 O1 OOEAOS
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Graph 10. Inward FDI into the SEE region (USD million) in the period 2001 - 2009
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The countries that benefited the
most from FDI to the region were Bulgaria
and Romania. Given the relatively large size
of their economies (compared to the rest of
the SEE region), EU accession in 2007 and the
gradually rising standard of living, foreign
investors (i.e., mainly from Europe) lined up to
initiate investment projects. For instance, in
2006 in Romania inward FDI amounted to
USD 11.394 billion, while in 2007 and 2008 it

was USD 9.923 billion and USD 13.305 billion
respectively. In 2006, Bulgaria attracted USD
5,172 million as FDI, in 2007 - USD 11.716
billion, and in 2008 - 9.205 USD billion. These
figures show that FDI growth for the two
countries prior to the crisis was more than 50
percent year on year, and would have been
more if not for the negative effects of the
crisis.
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Graph 11. Inward FDI in the SEE region (USD million) in the period 2001 - 2009
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Another set of countries, namely
Croatia and Serbia, attracted a relatively
large amount of FDI, though not as much as
Bulgaria and Romania. One of the primary
reasons is that those countries are still in a
process of becoming EU members and thus
have not become part of the large EU market.
Nevertheless, in 2006, 2007 and 2008
Croatia’s FDI inflow amounted to USD 3.556
billion, USD 4.954 billion and USD 5.656
billion respectively. In Serbia, on the other
hand, in 2006 the FDI were USD 5.474 billion,
in 2007 relatively lower USD 1.479 billion and
in 2008 FDI have risen to USD 2.7 billion.

Although the remaining countries from
the region - ie, Albania, Bosnia and
Herzegovina, Macedonia and Montenegro
saw a record number of investment projects
by foreign investors between 2006 and 2008,
they attracted the least amount of FDI of all
the SEE countries. The FDI for those countries
were mainly targeted at the privatization of
enterprises. The  foreign
investment varied ranged between USD 400
million to USD 1 billion, with the exception of
Bosnia and Herzegovina in 2007 - USD 2.197
billion.

state-owned

Banks

The years prior to the financial crisis
can be characterized by rapid credit lending
growth by commercial banks. A more than 50
percent leap in bank loan growth helped
Romania's economy double in size from 2004
to 2008, while similar trends gave Bulgaria
and Serbia a big boost. Nevertheless, in the
second half of 2008 many of the countries
experienced a decline in credit lending, which
deteriorated further in the beginning of 2009.
In the end of 2009 in almost all SEE countries
credit lending stopped, which
reflected on the on the volumes of credits lent
to the private sector (see Graph 12 below).
The only exception was Croatia with a mild
credit lending growth of around 3-5 per cent
in November 2009.

inevitably

Graph 12. Credit growth in the SEE region,

year-on year in percent
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2.5. EU Funding

Evolving from a small core of
European countries, the EU today is a
dynamic political and economic union of 27
European states, based on a single market
allowing for the free flow of capital, goods and
people. The enlargement process requires
candidate countries to implement certain
political, economic and legal reforms in order
to harmonize with EU standards. With the
accession of Bulgaria and Romania in 2007, it
has become clear that the EU will continue its
enlargement with the countries of Eastern
Europe.

SEE and the EU: types of countries and their
status

In the light of the major changes in
political regimes in the 1990s, the countries of
the SEE region have seen the accession into
the EU as a viable option for their future
development given the much bigger market
and business opportunities. The eruption of
hostilities in the Western Balkans over the
collapse of Yugoslavia was a major setback for
the region. The countries were preoccupied
with the conflict and could not focus on the
necessary reforms. Bulgaria and Romania, on
the other hand, were only mildly affected by
the conflict and could devote their attention to
restructuring their nations to meet EU criteria.
Depending on the political, economic, legal
and social development on one hand and the
level of progress of accession negotiations
with the EU on the other, a few clear
categories of countries could be highlighted.

Bulgaria and Romania have already
completed the necessary reforms and have
become members of the EU. Macedonia,
Croatia and Turkey are officially recognized as
candidate countries and as such they must
implement the remaining necessary reforms
in order to become member states. Albania,
Bosnia and Herzegovina, Kosovo, Montenegro

and Serbia are identified as potential

candidates and need to focus more on
restructuring in order to move on. Depending
on the category, there are different types of
financing available to the countries to assist
them in the process of implementing EU
standards.

EU funding 7 past and present financial
instruments. EU funding for the Western
Balkan countries

As a core factor in the EU’s
Enlargement Policy, the countries of the SEE
region are subject to close monitoring and

substantial assistance from Brussels.
Although different in size, culture and
economic standing, Albania, Serbia,

Macedonia, Montenegro, Kosovo, Bosnia &
Herzegovina and Croatia share similarities in
issue areas and priorities to be addressed.
Hence, these countries are regarded, by the
EU, as constituents of a politically fragmented,
but virtually unified economic and political
landscape - namely the region of the Western
Balkans. These countries qualify for structural
aid and assistance from a number of EU
foreign policy instruments, with the
fundamental purpose of tying these countries
to EU legislation, the European
economy and values and successfully
integrating them within the EU’s Single
Market.

closer

An officially recognized benchmark for
the preparedness of countries to join the EU
and to comply with the pursuing obligations of
full membership was adopted in 1993 and is
commonly known as the “Copenhagen
Criteria.” These criteria require that a state
has the institutions to preserve democratic
governance and human rights, has a
functioning market economy, and accepts the
obligations and intent of the EU. Consequent
structural and financial aid and assistance
from the EU to
predominantly channeled to promote and
institute reforms in the countries, designed to

pave the way for full compliance with the

these countries is
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Criteria and hence - to ensure preparedness
for EU membership.

Accession criteria (Copenhagen criteria)

“Any country seeking membership of the European
Union (EU) must conform to the conditions set out by
Article 49 and the principles laid down in Article 6(1)
of the Treaty on European Union. Relevant criteria
were established by the Copenhagen European
Council in 1993 and strengthened by the Madrid

European Council in 1995.

To join the EU, a new Member State must meet three

criteria:

political: stability of institutions guaranteeing
democracy, the rule of law, human rights
and respect for and protection of minorities;

economic: existence of a functioning market
economy and the capacity to cope with
competitive pressure and market forces
within the Union;

acceptance of the Community acquis ability to
take on the obligations of membership,
including adherence to the aims of political,
economic and monetary union.

For the European Council to decide to open

negotiations, the political criterion must be satisfied.

Any country that wishes to join the Union must meet
the accession criteria. The pre-accession strategy and
accession negotiations provide the necessary
framework and instruments.”

Taken from the official site of EU -
http://europa.eu/scadplus/glossary/accession_criter
ia_copenhague_en.htm

Therefore, financial aid and technical
assistance from the EU to these countries is
generally channeled through a set of uniform
instruments - pre-accession programs -
applicable to multiple beneficiaries in
different volumes, but founded on common
principles and priorities. For the period 2000-
2006 the following countries in the Western
Balkans region were eligible for Community

assistance: Albania, Bosnia and Herzegovina,
Croatia, Serbia and the Former Yugoslav
Republic of Macedonia. Aid for these countries
was generally provided under the single
framework of the CARDS program
(Community Assistance for Reconstruction,
Development and Stabilization).

Croatia, which was officially recognized as a
candidate country in 2004, was henceforth
subject to funding and assistance from pre-
accession strategy instruments, including
PHARE, ISPA and SAPARD.

The main objective of the CARDS
program for the period 2000-2006 was to
enable the countries of the region to actively
participate in the Stabilization and Association
Process and to bring the countries closer to
compliance with the Copenhagen Criteria. To
that end community assistance was focused
mainly on building up an institutional,
legislative, economic and social framework
directed at EU values and models, as well as on
promoting a market economy, with due regard
for priorities agreed upon with the partners
concerned. A precondition for
assistance was that the recipients respect
democratic principles, the rule of law, human
and minority rights, fundamental freedoms
and the principles of international law.

receiving

The particular objectives of the CARDS

program were:

e Reconstruction;

o Stabilization of the region;

eAid for the return of refugees and
displaced persons;

e Support for democracy, the rule of law,
human and minority rights, civil society,
independent media and the fight against
organized crime;

e Development of a sustainable market-
oriented economy;

e Poverty reduction, gender equality,
education and training, and environmental
rehabilitation;
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¢ Regional, transnational, international and
interregional cooperation between the
recipient countries, the European Union
and other countries of the region.

The CARDS program budget for the period
2000-2006 period totaled a gross amount
of 4.65 billion EUR.

As of 2007, due to the improved
political and economic standing of the
countries, as well as in light of the need to
allocate assistance within a more uniform
framework, a new instrument was created
that replaced all pre-existing programs -
namely the Instrument for Pre-Accession
Assistance (IPA).

IPA is delivered through five fundamental
components:

1. Transition and Institution Building;

2. Cross-border cooperation;

3. Regional Development (providing support
for transport, environment infrastructure and
enhancing competitiveness and reducing
regional disparities);

4. Human Resources Development;

5. Rural Development;

Graph 13. [PA’s five fundamental components

Transition and Institution Building

Cross-border cooperation

Regional Development

Human Resources Deve\opment

Rural Development

Source: IPA

The IPA replaces all
existing EU programs and financial
instruments (PHARE, PHARE CBC, ISPA,
SAPARD, CARDS), which were designed to
assist countries in the implementation of
reforms and in aligning economic, judiciary,
political and human capital capacity to EU
criteria, i.e. the Criteria of Maastricht.

previously

N.B. The first and second components of
IPA are available to all countries (both
candidate countries and  potential
candidates), whereas the third, fourth and
fifth components are available only to
candidate countries.

The IPA is based on strategic multi-
annual planning established in accordance
with the broad political guidelines set out in
the Commission's enlargement package, which
includes a Multi-annual Indicative Financial
Framework (MIFF). The MIFF takes the form
of a table presenting the Commission's
intentions for the allocation of funds for the
three forthcoming years, broken down by
beneficiary and by component, on the basis of
the needs and the
management capacity of the
concerned and compliance with the
Copenhagen criteria.

administrative and
country
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Macedonia

Financial assistance for FYROM
(Macedonia) under the IPA was officially
launched on 1 January 2007. The 2009 -
2011 Multi-Annual Indicative Planning
Document for the country was adopted in
June 2009 and anticipates a gross allocation
of 81.8 million Euro under the five
respective IPA components.

As the 2009 Progress Report on
Macedonia, presented by the European
Commission in October 2009, reads, by July
2009, more than 25% of the EU financial
portfolio, managed by the Commission
Delegation in Skopje has been contracted
and more than 21% disbursed. Focus areas
of the assistance provided included
strengthening the administrative capacity
and economic development of the country,
rule of law and harmonization of the
national legislation with the EU Acquis,
implementation of the Ohrid Framework
Agreement and preparation of the country
to assume the obligations of EU
membership. It is anticipated that the
management of IPA funds will be
transferred to national authorities under the
Decentralized Implementation System (DIS),
once Macedonia shows the necessary
capacity to assume this responsibility.

For the program period 2009 7 2011
the Multi-Annual Indicative Planning
Document (MIPD) for Macedonia focuses
on three specific areas of intervention,
namely:

e Support for institution building -
implementation of sectoral reforms
(i.e. public administration reform,
judicial reform, police reform, etc,;
transposition and implementation of

the Acquis; support for the
implementation of decentralized
management of EU funds)

e Cross-border cooperation
improvement

e Preparation of the country for
actual participation in the

CommuniOUS6 O Al EAOEI]

rural development instruments

Institution building is main focus of
IPA’s Component I. Financial assistance
will be granted for the implementation of
strategies and initiatives that aim to
improve the judiciary and the rule of law,
as well as for the full implementation of
the Ohrid Agreement, the fight against
corruption, and the creation of a skilled
and secure civil service. The main priority
of Component [ remains the support of
economic development and social cohesion,
as in this respect assistance will be provided
for the transposition and adoption of the
Community Acquis, as well as for building
institutional and administrative capacity,
which is crucial for the successful adoption
of Community standards and EU
membership obligations in Macedonia.

Cross-border cooperation (CBC) is the
main focus of IPA's Component II.
Activities and assistance under this
Component for the 2009-2011 period will
concentrate primarily on creating closer
links between border regions and countries
and preparing the country for utilization of
funds wunder the European Territorial
Cooperation, once the accession process is
completed. The ongoing MIPD focuses on
improved cooperation with Albania,
Bulgaria, Greece, as well as participation in
the “South-East Europe Program” -
administered and financed by the European
Regional Development Fund (ERDF).

In terms of preparation for the
participation of Macedonia in the EU
cohesion and rural development policy, the
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country will be provided financial assistance
under the Components III, IV and V of the
IPA. Focus areas of intervention are
transport, environment and regional
competitiveness (added in  2010).
Assistance in the transport sector will be
provided for the construction of pan-
European corridors 8 and 10. In the
environment sector, priorities are the
introduction of wastewater collection and
treatments systems that meet EU
environment criteria.

Component IV will predominantly
address social inclusion, education and
labor market issues, as assistance is due to
be granted in support of measures to
improve the services of the Macedonian
Employment Service Agency and labor

Table 7. IPA Components for Macedonia

market, and to modernize the educational
system. In the field of social inclusion,
assistance will be provided for the
integration of disadvantaged people and for
civil society development.

Component Vv addresses
sustainable development of rural areas
and the implementation of the Acquis
concerning the Common Agricultural
Policy of the EU and related policy areas,
such as food safety, veterinary and
phytosanitary matters. Anticipated activities
are intended to progressively upgrade the
agricultural production and the processing
sector to Community standards and to
improve employment  and income
opportunities in the rural areas of
Macedonia.

Macedonia Aim, Focus, Priorities

Component 1 E )I bpOl OET ¢ OEA EOAEAEAOU A

Support for institution

full implementation of the Ohrid Agreement, the fight against
corruption, and the creatiorof a skilled and secure civil service

i £ AATTTI EA AAOGATI

transposition and adoption of the Community Acquis

building

Z 30pDI 00
Component 2 E &1 AOOGAO
Cross-border cooperation @ E O AOOQE A
(CBC)
Component 3

Regional Development

IT Ei DOTI OAA Al | peA®

E &1 AOO AOAAO 1T &£ ET OAOOAT OEI
regional competitiveness

Component 4 E ! AAOAOO Ol AE AlandEaboAmafe Eduds h

Human Resources
Development
Component 5
Rural Development

E 3000AET AAT A AAGAT T PI AT O I £
of the Acquis concerning the Common Agricultural Policy

Source: IPA

Priorities for the enhancement of
regional competitiveness still remain to be
programmed as of 2010. Support is needed
and is expected to be provided in the areas
of SME development and promotion of
entrepreneurship, ICT  services and
infrastructure, R&D investments and

infrastructure, and human capital.

It is expected that Macedonia will be
invited to start accession negotiations for
EU membership in 2010. The targeted
date of accession is 2014. One major
obstacle facing the country’s accession,
along with discrepancies in political and
economic matters, remains the dispute with
Greece over the country’s name.
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Croatia

Croatia was officially recognized as a
candidate country in 2004 and accession
negotiations were officially opened in 2005.
The country has to cover overall criteria in
35 Chapters; 30 of them have been opened
to date and 17 have been provisionally
closed. The two most recent chapters -
Fisheries and Environmental Policy - were
opened on 19 February 2010. The three
policy chapters Croatia has yet to open are:
Foreign, Security and Defense policy;
Competition; Judiciary and fundamental
rights.

Although certain issues (the border
dispute between Slovenia and Croatia) have
posed obstacles and delays in the
negotiation process, preparations have
advanced substantially and are nearing the
final phase.

IPA aid for Croatia for the 2009-
2011 period under the five IPA
Components amounts to a total of 462.6
million Euro.

IPA Component I in Croatia for the
2009 -2011 framework will prioritize
interventions in the political sphere and the
improvement of civil society, as well as
support for the economic sector. Assistance
will be provided to fight organized crime, to
implement public administration reform,
de-mining, promoting respect for and
protection of minorities, local community
development, as well as for the
development and implementation of pilot
projects and strategies aimed at raising
awareness about the challenges of the EU
accession and the transposition of the
Acquis Communautaire.

Support for economic criteria will be
distributed primarily to the sectors of public
finance, statistics, health care and social
policy, improvement of incentive structures
and flexibility in the labor market, as well as
for the overall improvement of the
economic environment.

IPA aid under Component II will
address activities and projects in matters
of cross-border cooperation and will aim
to improve good relations between
Croatian regions with border areas in
Slovenia, Hungary, Italy, Bosnia &
Herzegovina, Montenegro and Serbia.
Focused assistance will be provided to
prepare Croatia to manage European
Territorial Cooperation aid under the
Structural Funds.

Aid assistance under IPA
Components III (Regional Development), IV
(Human Resources Development) and V
(Agriculture and Rural Development) aims
to prepare Croatia for actual participation in
the Community’s Cohesion Fund, the
European Social Fund, the European
Regional Development Fund and the
European Agricultural Fund for Rural
Development.

Aid under Components III and IV
will be provided in the fields of regional
competitiveness (reducing
disparities, enhancing
competitiveness, as well as institutional
capacity building); transport (railway
sector, inland waterway infrastructure as

regional
economic

well as institutional capacity building);
environmental protection (treatment and
disposal of solid waste, drinking water
supply, collection, treatment and discharge
of waste water).
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Component V will provide aid for
the promotion of policies and actions
AARAOCGECT AA O1 EIi bOil OA
agricultural sector for participation in
OEA #7111 01 EOUBO
Development Policy, as well as for the

Table 8. IPA components for Croatia

| COE A OtheGradebonoryl. A

related implementation of the Acquis in the
sector. Funds will be provided for
measures and LEADER development within
2 O0AI

Croatia Aim, Focus, Priorities

Component 1
Support for institution
building

Component 2 E
Cross-border cooperation

E OOEI OEOEUET ¢ ET OAOOAT OEIT 1 «
improvement of civil society; support for the economic sector

between Croatian regions with border areas in Slovenia,

(CBQ) Hungary, Italy, Bosnia & Herzegovina, Montenegro and Serbiz

Component 3
Regional Development

E )1 OOEOOOEI T Al

A N oAz o A

EProviding aid in the fileds regional competitiveness
E 40AT OPI OOh

AT GEOT T 1 AT OAT ¢

s o~ oA N

Component 4 E )1 OOEOOOET T Al AAPAAEOU AOdtE
Human Resources
Development
Component 5 E Promotion of policies and actions designed to improve and
Rural Development AAADPO #0O1 AOEAGO ACOEAODI OOOAI
#1 11 OT EOQUBO ! COEAOI OOOA AT A
Source: IPA
Coordination and development of EU e Cross-border Operational

Funds under the IPA in Croatia is managed
and distributed under six operational
programs, namely:

e Transport Operational Program

e Environmental Operational
Program

¢ Regional Competitiveness
Operational Program

e HR Development Operational
Program

e Agriculture and Rural
Development Operational
Program

Programs

A resolution, drafted and presented by
Hannes Swoboda in February 2010 to the
suggests  that
accession negotiations with Croatia will be
finished up by the end of 2010 and sets 2014
as a possible date of accession. A successful
end of the integration process in Croatia is

European  Parliament,

seen as a positive impetus for other
countries of the region in their relations with
the EU.
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Albania

Albania formally applied for EU
membership in April 2009 and is hence
regarded as a potential candidate country. As
such, it is eligible for financial aid under the
[PA instrument only under Components [ and
I - Transition Assistance and Institution
Building and Cross-border Cooperation. The
assistance will be provided mainly in
coherence with the recommendations of the
2008 Enlargement Strategy and Progress
Report, as with the European
Partnership priorities and the requirements
under the SAA. Financial aid for Albania for
the 2009-2011 planning period totals
269.4 million Euro.

as well

As the country still shows clear signs of
incapacity to institute the necessary reforms
in the judiciary and public administration, as
well as to conquer corruption and organized
crime, for the 2009-2011 period rule of law
enforcement and public administration
reform will constitute a priority for IPA aid
in the country. The economic sector will also
be the focus of structural aid, as it needs
substantial improvements in order to cultivate
a positive and secure business environment.

Aid under Component I will address
issues of a political and socio-economic
character and will mainly aim at improving
the administrative and

institutional capacities of the country.
Assistance will also be provided for securing
financial control, judicial and police reform,
implementation of anti-corruption measures,
freedom of speech and civil society dialogue,
structural reforms and the development of a
functioning labor market, tied closely with the
educational system.

The most aid under Component II will
be distributed under two priorities. The first
one is Enhancement of Cross-border Economic
Development and it focuses on promotion of
entrepreneurship, development of tourism,
promotion of people-to-people actions, and
improvement of border accessibility. The
second priority is  Promotion and
Development of the Environment and
Natural and Cultural Resources, which puts
emphasis on protecting natural and historical
heritage ~ while facilitating  sustainable
development.

The areas of agriculture and rural

development, regional development,
environment, consumer protection, transport
and particularly energy are also prioritized for
aid assistance under the [PA. Funding for these
areas will range between 40% and 50% of the
total funding planned under Component [ and
is expected to include major municipal
projects in infrastructure, as a possible

medium-term response to the financial crisis.
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Table 9. IPA components for Albania

Albania Aim, Focus, Priorities

Component 1 E
Support for institution E
building country
Component 2 7
Cross-border cooperation

(CBC)

I A A OA O polticaEadds0ckd0ondmic

%1 EAT A AT Adrdér Ecodemit DévedbPment.e.,
promotion of entrepreneurship, developmenf tourism,
promotion of peopleto-people actions, and improvement of

border accessibility.

Z 001 i T OETI

AT A $AOGAITT Pi AT C

and Cultural Resources

Source: IPA

The Albanian Government expects to
improve align
international national
priorities through the Department of Strategy
and Donor Coordination (DSDC) under their
Council of Ministers. The Minister of European

donor coordination and

assistance  with

Bosnia and Herzegovina

The proposed allocation to Bosnia and
Herzegovina under the Multi-annual Indicative
Financial Framework (MIFF) for 2009-2011
amounts to EUR 303.2 million. Emphasis will
be placed on institution building, as aid will be
provided to support public administration
customs and taxation

reform, including

administration, law  enforcement and

constitutional reform.

Financial support will be granted for
educational reform and for developing a
national strategy for research - both aimed at
improving the economic sector and triggering
an increase in employment.
reforms are also anticipated, as the current

Healthcare

Integration has been appointed as National
IPA Coordinator. Organized crime and rule of
law issues still represent major obstacles for
Albania’s EU integration. The country’s
expected date of accession is targeted at 2015
at the earliest.

state of the healthcare sector is rather
inadequate to provide quality care to citizens
and also has proven to be a burden on public
finances.

IPA funds under Component I will
be allocated for the development and
implementation of strategies to harmonize
Bosnia & Herzegovina with the Acquis and
the Single Market regulations. Support will
be offered for the
implementation of strategies in agriculture
and rural development, for the adoption of a
national environmental strategy, strategies for
the energy and transport sectors, as well as for
information society and statistics sectors.

creation and
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Financial aid will be distributed under the
framework of an I[PA Annual
Programme. Support under Component II
(Cross-border Cooperation) will be granted
under the IPA CBC Adriatic Programme in

National

support of Bosnia and Herzegovina's
participation in joint projects within the
European Regional Development Fund's

(ERDF) transnational programs "South-East
Europe" (SEE) and "Mediterranean" (MED).
Organized crime and corruption, along with
ethnic insecurities pose a threat for the
sustainable and secure development of the
country. Bosnia and Herzegovina’s anticipated
date of accession will not be prior to 2015.

Table 10. IPA components for Bosnia and Herzegovina

Bosnia and Herzegovina Aim, Focus, Priorities

Component 1
Support for institution
building

E (AOITTEUETC
Single Market regulations
E #OAAOQEIT 1

"1 O1EA Q (AOUA

AT A Ei bsikdgricilt@aDE |

rural development, energy and transport sectors, information
society and statistics sectors.

Component 2
Cross-border cooperation
(CBQ)

Z 30bpDPI 00
EJint projects within the European Rgonal Development
Fund's (ERDF) transnational programs "Soutbast Europe"

xEi 1 AA dgaiciProgrdmine &1

(SEE) and "Mediterranean” (MED).
Source: IPA

Montenegro

Negotiations over a Stabilization and
Association Montenegro
started in 2005. The country officially applied
for EU membership in 2008, and following a
European

Agreement for

procedure of assessment, the
Commission is due to express an opinion on
whether to start accession negotiations in
2010. The prime minister of Montenegro, Milo
Djukanovic, expresses hopes that the country
will accede to the EU before the neighboring
countries of Macedonia and Serbia. Expected
allocations to Montenegro under the IPA

scheme for the 2009-2011 period amount
to a total of 102 million Euro.

Under IPA Component I, assistance
will be provided for the consolidation of
democratic institutions and for the adoption
and implementation of strategies to reform
the judiciary and public administration, as
well as to address urgent issues, such as
widespread corruption and organized crime.
Certain areas, such as protection of human
rights and protection of minorities, consumer
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protection, and civil society development will
also receive financial support.

In the economic sector, assistance will
be allocated for strengthening economic
competitiveness, developing an appropriate
business environment by increasing research
capacity, investing in human capital and
education, improvement of the healthcare
sector, improvement of infrastructure in the
areas of transport (with a special emphasis on
railways), energy and the environment (solid
waste and waste water management and the
protection of nature).

Table 11. [PA components for Montenegro

To prepare the country for assuming
the obligations of EU membership, focused
assistance will be provided for the
transposition of community-internal market
legislation, rural development and food safety,
the environment, transport, energy, statistics,
and security (integrated border management,
visa and migration policy).

Cross-border cooperation activities between
Montenegro and neighboring candidate and
potential candidate countries will be funded
under Component II. Funds for -cultural
heritage will also be allocated under this
component.

Montenegro Aim, Focus, Priorities

Component 1
Support for institution

E #1101 1 EAAQET I
implementation of strategies to reform the judiciary and public
administration, addressing widespread corruption and

s s oA

EOI AT OE @og,0¢(

E # ©drdér@ooperation activities between Montenegro and
neighboring candidate and potential candidate countries

building
organized crime
E 001 OAAOCETT 1 &
and civil society

Component 2

Cross-border cooperation

(CBC)

E &O1T AO &I O AOI OOO0AI

EAOEOAC

Source: IPA

Serbia

Serbia formally submitted an accession
application on 22 December 2009. Projected
IPA aid for the country for the 2009-2011
period amounts to a total of 596.2 million
euro.

Assistance under Component I will
prioritize the development and
implementation of strategies and reforms
in public administration, rule of law and
judiciary, civil society development,

decentralization and rural development,
fiscal management and the fight against
corruption. Under this Component special
attention will be also given to social inclusion
related to
generation, such as investment in education,

and measures employment
healthcare, improvement of the business
environment, transport (incl. inland waterway
rural

transport and flood prevention),

development and culture.

Labor-enhancing measures foresee the
adoption of Active Labor Market Policies
(ALMPs), as well as the
introduction  of

creation and
efficient labor market
institutions able to identify and foster the
development skills and fight
unemployment.

of new
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Assistance for the creation of a positive
business and investment climate will generally
be provided through the implementation of
the Strategy for the Development of
Competitive and Innovative SMEs 2008-2013
- a legislative and policy framework, as well as
through versatile industrial, innovation and
FDI strategies and action plans aimed at
improving the FDI environment and
promoting export-oriented companies in
Serbia.

Aid for Serbia’s transport sector will be
provided for work on Corridor 10 (road and
rail), as well as for Corridor 7 (Danube basin).
Funds will
prevention.

also be allocated for flood

Table 12. [PA components for Serbia

Cross-border cooperation with
adjacent countries will focus on
development of cross-border

infrastructure, flood prevention, economic
cooperation and environmental problems,
administrative cooperation, cultural and
educational exchange, research, job
creation, etc. The total funds projected under
this Component amount to 37.5 million Euro
for the three-year period.

2014 is mentioned as a possible
target date of accession for Serbia, as it is
expected that the Kosovo issue will be
resolved after Serbia becomes a full member
of the EU.

Serbia Aim, Focus, Priorities

Component 1
Support for institution
building

E $AOAITT bi AT O AT A EgieDdndréfdkrhs@mA
public administration, rule of law and judiciary, civil society
development, decentralization and rural development, fiscal

management and the fight against corruption

Component 2
Cross-border cooperation
(CBQ)

E $AOAI T bi-doidé inflagBuchu®,ifléddprevention,
economic cooperation and environmental problems,
administrative cooperation, cultural and educational exchange,

research, job creation

Source: IPA

bt

Kosovo

As confirmed by the Thessaloniki
Summit in June 2003, Kosovo is firmly
anchored in the framework of the Stabilization

and Association Process. The indicated

funding available for Kosovo for the period
2009-2011 amounts to 242.1 million Euro.

Under the of the
Transition Assistance and Institution Building
Component, assistance for Kosovo will be
reforms in public
administration and local self-government,
rule of law enforcement, human rights and

political axis

provided for
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protection of minorities. The economic
sector is due to be enhanced by support for
SMEs through the continued implementation
of the European Charter for SMEs, as well as
by activities aimed at promoting investment
and import/export. Agriculture and rural
development will be funded in line with
priority measures indentified in Kosovo’s
Agriculture and Rural Development Plan

Table 13. [PA components for Kosovo

2007-2013, as contributions will seek to
secure farmers’ access to credit and to
improve the quality and availability of
statistical data on rural areas and agriculture.

On a regional level, Kosovo would benefit
from funds under the Component II of IPA,
in order to further its cross-border
activities with the countries of the region.

Kosovo Aim, Focus, Priorities

Component 1
Support for institution

building minorities

Component 2
Cross-border cooperation
(CBQ)

E 2A&E Oi 0 EI
rule of law enforcement, humarights and protection of

DOAI EA Advérer, O (

E # ©OdrdérQctivities with the countries of the region

Source: IPA

2.6. International Financing Institutions
(IFIs)

The term “international financial
institutions,” or IFIs, refers to financial
institutions that have been established (or
chartered) by more than one country, and
hence are subject to international law. Their
owners or shareholders are generally national
governments, although other international
institutions and organizations occasionally
figure as shareholders. The most prominent
[FIs have been created by multiple nations,
although some bilateral financial institutions
(created by two countries) exist and are

technically [FIs. Many of these are multilateral
development banks. The IFIs analyzed within
the report are: the World Bank (WB), the
International Finance Corporation (IFC), Black
Sea Trade and Development Bank (BSTDB),
Gesellshaft  fur
Zusammenarbeit (GTZ), the European Bank

Deutsche Technische
for Reconstruction and Development EBRD),
the European Investment Bank (EIB), the
Council of Europe Development Bank (CEB),
the European Fund for Southeast Europe
(EFSE) and KfW Entwicklungsbank (KfW).
These are the main actors from the IFI sector
that play a major role in the SEE region.
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Table 14. International Financing Institutions, operating in the SEE region

. : Type of financial Volumes of
Countries of interest .
support Sectors investments

World Bank
(WB)
International
Finance
Corporation
(IFC)

Black Sea
Trade and
Development
Bank (BSTDB)
Deutsche
Gesellschaft fiir
Technische
Zusammenarbe
it (GTZ)
European Bank
for
Reconstruction
and
Development
(EBRD)

European
Investment
Bank (EIB)

CEB (Council of
Europe
Development
Bank)

European Fund
for Southeast
Europe (EFSE)

Kfw

All of the SEE countries

All of the SEE
countries, excluding
Kosovo.

Albania, Bulgaria and
Romania

All of the SEE countries

All of the SEE
countries.

Bulgaria and Romania
(end of activities
planed for 2011).

All of the SEE countries

All of the SEE
countries, excluding
Kosovo.

Investment loans
with a long term
focus (5 to 15 years)

Loans

Equity investments
Loans

Guarantees

Trade finance

Grants

Loans

Grants

Guarantees

Leasing facilities
Long term loans
Venture capital (only
in EU member
countries - BG and
RO)

Loans
Investments

Loans

All of the SEE countries (microfinancing)

All of the SEE countries Investment loans

Energy, transport, water and
environment, municipal
infrastructure, social sector

Financial sector, Infrastructure,
Agro business

IT, Energy, General
manufacturing, Social sector

Private sector

Public sector, social sector,
SME sector (in cooperation
with EU programmes)

Energy, transport, water and
environment, municipal
infrastructure

Energy, transport, water and
environment, municipal
infrastructure, private sector
(only in BG and RO)

Financial sector, private sector

Private sector (SME)

Infrastructure, financial sector,
environment

EUR 1160 mln.

EUR 3140 mln.

N/A

N/A

EUR 1059 mln.

EUR 2534 mlin.

EUR 160 mln.

EUR 578 mln.

EUR 728 mln.
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Countries of interest

As shown in the table above most of
the IFIs operate in all of the countries of
Southeast Europe. The exception is the Black
Sea Trade and Development Bank, which
operates in the countries of the Black Sea
region as well as Albania

Since Bulgaria and Romania have
become EU members, allowing them access to
a growing number of financing opportunities,
some of the IFIs such as EBRD are changing
their strategies for these countries. They will
focus on the regions, sectors, and projects
where [FIs’ developmental role is crucial and
for which private financing remains limited,
emphasizing socially and environmentally
sensitive sectors.

Types of financial support
Loans

All of the IFlIs analyzed here offer loans for
the implementation of different types of
projects and in support of various initiatives.
Usually
conditions. For example, the IFIs usually offer
lower interest rates and longer repayment
periods. These organizations offer long-term
investment loans for the implementation of
large strategic projects. The BSTDB and the
EFSE offer small loans in support of the SME
sector. The EFSE is the largest microfinance

such loans have preferential

investment fund worldwide and the first
public-private partnership of its kind.

Grants

Apart from the different lending programs
of the other organizations, GTZ offers grant
financing and advisory services for projects in
different spheres, such as the public sector, the
social sector and private sectors (mainly
SMEs). GTZ has implemented different types
of projects, including: vocational training,
economic policy advice, financial systems

i

development, private sector promotion,

sustainable urban development, etc.

EBRD is another institution that offers grant
schemes, usually in cooperation with other
donors. One such grant scheme is the BAS
program, which is designed to support the
SME sector by financing consultancy services,
increasing the companies’
competitiveness.

aimed at

Equity investment and venture capital

The BSTD and EIB are two organizations
that are also involved in equity investments
and venture capital. They operate funds, with
portfolios, including equity investments in the
private sector. Investments are usually made
in support of highly competitive projects or
companies of high strategic
importance.

in sectors

Sectors

The sectors that attract the most IFI
attention are energy, transport, water and
environment, and municipal infrastructure.
These sectors play an important strategic role
development. The IFIs
continuously invest in projects within these
sectors, which the overall
competitiveness of the economies in SEE. The
spheres  of
underdeveloped in these countries and are
crucial for their integration to the European

in the countries’
increases

selected intervention are

Union.

The IFIs invest in large projects in the
energy sector, which is a key sector for all of
the countries. For instance, countries such as
Albania, Macedonia and Kosovo lack the
necessary electric power plants to meet their
consumption needs. Other countries, such as
Bulgaria and Romania, which are already EU
members, EU
regarding the production of electricity from
Renewable Energy Sources (RES). Therefore,
organizations such as the EBRD continually
support projects within this sphere.

must meet requirements
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The countries in the SEE region have a
relatively poor road and IT infrastructure,
due to the continuous wars in the Western
Balkans, the lack of state financing for
construction of new and the rehabilitation of
existing Considering that
transport connections and
technologies play a key role in increasing the
competitiveness of the countries’ economies
and attracting investors’ attention, the IFIs
have identified infrastructure as one of the
most important issues that needs to be
addressed. The institutions offer financing for
small municipal projects, as well as for larger
projects of high importance. In some cases
several different organizations may offer joint
financing in order to allocate the necessary
funds.

infrastructure.
information

Since Bulgaria and Romania became
EU members, IFI
infrastructure sectors is lower, due to the
existence of EU Operational Programs for
financing the infrastructure development in
these countries.

involvement in their

The environmental sector is another
sector that attracts IFIs’ attention. The
environmental infrastructure in the countries
in the Western Balkans region, as well as in
the EU member states of Bulgaria and
Romania are still undeveloped. The
importance of the environmental sector, along
with the urgent necessity for investments, has
influenced the IFIs’ programs in the region.

They offer different types of financing to
with
infrastructure, since the project costs are

investors  dealing environmental
typically extensive. In such cases IFIs offer
preferential loans with low interest rates and

long periods.

The private sector is being financed
by several IFIs as well. For instance, the World
Bank, the Black Sea Trade and Development
Bank (BSTDB), GTZ and EIB offer financing to
SMEs, as well as to large companies needing
financial support for their investment
activities and projects. Some of the institutions
such as the IFC have chosen certain subsectors
- agribusiness and general manufacturing -
for their financing services. Others, such as the
BSTDB offer their services to different
subsectors of the private sector.

The IFC, the CEB and KfW have
included investments in the financial sector
in their portfolios. These institutions operate
on the financial market in the SEE countries
and play an important role in supporting the
economies and the banking sector within the
region.

Organizations such as the WB, IFC and
GTZ offer support for the social sector as
well. They offer financial support for projects
aimed at increasing the level of social services
such as healthcare and education. In some
cases organizations such as GTZ support
projects designed to build administrative
capacity as well.
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Western Balkans Investment Framework

European
Investment
Bank

The EU, being the most important
donor for the countries in the region, offers
significant amounts of financing in certain
sectors such as infrastructure, private sector
development and energy efficiency, which are
also subject to financing by the IFIs. The
separate, approach to
subsidizing these sectors made the whole
process ineffective, which led to the idea of
combining the efforts of EU and the IFIs

non-coordinated

In order to increase the efficiency of
the investments in several major sectors of
intervention, the European Commission, the
European Investment Bank, the European
Bank for Reconstruction and Development,
the Council of Europe Development Bank
launched the Western Balkans Investment
Framework (WBIF) in December 2009 to
finance priority projects in the Western
Balkans.

The initiative’s objective is to
coordinate the financing institutions and to
leverage
accumulate

in order to
priority
projects in the Western Balkans region. The
main targets of the program are to finance
projects in  the  following  sectors:
infrastructure, including social
infrastructure, energy efficiency and to
support the SMEs.

loans with grants

larger financing for

The program is designed to enhance
the impact of these priority projects and to

European Bank

for Reconstruction and Development

o, $¥CEB

COUNCIL OF EUROPE DEVELOPMENT BANK
BANQUE DE DEVELOPPEMENT DU CONSEIL DE L'EUROPE

to finance. The
institutions involved in the initiative have
already allocated a budget of EUR 26 million
targeted to finance 26 projects in different
countries of the region. In addition, it is
expected that these projects will attract over
EUR 2 billion in the form of loans by the IFIs.

increase the access

The initiative consists of two major
parts Z the joint grant facility and the joint
lending facility. The plan is for the joint grant
facility to finance the preliminary activities for
preparation of priority projects in the
countries of the region, as the instituons
involved consider this stage of the projects to
be essential in the process of attracting
financing for their successful implementation.
In this regard, the European Commission has
already allocated some EUR 110 million,
aimed at financing
projects and municipal infrastructure projects
in the countries of the Western Balkans. In
addition, the EIB, EBRD and the CEB have
allocated a fund of EUR 10 million for
financing technical assistance projects and
other grant supported activities. Additional
funds will be accumulated from EU member

technical assistance

states through the co-managed by the EIB and
EBRD European Western Balkans Fund. The
different of financing will be
combined under the Joint Grant Facility, which
is designed to support the EU accession of the

sources

Western Balkans countries.
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The second part of the program is the
Joint Lending facility. It is designed to
accumulate financing resources for investment
loans, targeted at projects in the region. The
EIB and EBRD have already allocated a budget
of EUR 1 billion and the CEB have declared
their intention to increase their financial

support for social projects.

As stated by the European Commission
decision C(2009)4518 of 16 June 2009, it

the highest savings in energy and reduction in
CO2 emissions.
Strand HI: Promotion of
infrastructure investments: Support the
development and upgrading of transport,
environment, and energy infrastructure and in
the social field, so as to contribute to the
creation of the conditions for sustainable
development in the region as well as Beioéry
countries and territories; support preparation

cooperates with International Financial of projects that may be financed by grants
Institutions to achieve the following and/or loans provided by the Beneficiaries, the
objectives: IFls, IPA resources, and/or other
sponsors/donors
083 0O0AT A ) 4 0 OEOAOQA OAAOT O

development:. Strengthen the capacity of the
financial sector to make financing available to
economic actors in the long term and to
effectively play tha role as financial
intermediaries contributing to the reduction of
the size of the informal economy. Facilitate
investments of micro, small and mediugsized
enterprises;

Strand II: Energy efficiency:
Financially assist the IPA Beneficiaries to
promote investments in energy efficiency and
renewable energy generation in order to
improve the energy performance of the building
and industry sectors offering opportunities for

The initiation of the program will be a
key factor for the development of the
countries of SEE and will increase their
competitiveness. As a result, they will become
more attractive to foreign investors.
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3.1. EU membership

he status of EU accession of the

SEE countries has always been

considered as a competitive
advantage and a positive factor, influencing
the flow of foreign investments by both
strategic investors and investment funds. In
the beginning of 2007, Bulgaria and Romania
became full members of the EU and for the
past two years have benefitted the most from
inward FDI. For them, EU membership means
access to a much bigger market, unrestricted
capital flow and no tariffs and duties for
exported goods and services. All this has
motivated foreign investors (i.e., mainly from
the Netherlands, Austria and Belgium) to
initiate big investment projects either to serve
the two countries’ market or simply to
outsource production lines there.

At present the rest of the SEE countries
are at a different stage in their EU accession.
On the one hand, Croatia and Macedonia have
been officially accepted as EU candidates and
are expected to become full members in the
beginning of 2014. As a consequence, they are
now benefiting from EU financial aid to
develop local infrastructure and
administration. Once they are accepted into
the EU, they are expected to attract more
foreign investments into their economies. On
the other hand, Albania,
Herzegovina, Kosovo and Serbia still have a lot

Bosnia and

to do in order to eventually become EU
members. Nevertheless, it is expected that in
the future, as they move toward EU accession
and membership, those countries will attract
more investors and investment projects.

3. Factors of Attraction/Motivators

3.2. Market size

The market size of a country is an
important factor to foreign investors when
considering investment projects abroad, for
the simple reason that countries with bigger
markets and thus bigger market potential are
able to provide more opportunities to
multinational companies and foreign investors
for their products and services.

Compared to the rest of the world, the
SEE region represents a small fraction and
thus a small share of the global market.
However, looked at on the country level within
the region, Romania, Bulgaria and Croatia
stand out as the countries with the biggest
market sizes, which was an important factor
for attracting foreign investments before the
crisis. Romania, with its population of over 20
million, is the most attractive to foreign
investors, followed by Bulgaria with its 7.6
million population.

The results of  the Global
Competitiveness Report 2009-2010 provide
support for the above argument. In the report,
Romania ranks first based on the factor
market size (within the SEE region) with a
score of 4.5 out of 7. Bulgaria and Croatia
occupy the second and the third places with
scores 3.9 and 3.8 respectively. The rest of the
SEE countries scored lower on their market
size in the report. As such, Bosnia and
Herzegovina has 3.2, followed by Macedonia
with 2.8, Albania with 2.8 and Montenegro
with lowest score - 2.2.

This indicates that like in the period
prior to the crisis, when foreign investors
were lured by the countries’ market sizes, in
the forthcoming years we can expect this
trend to continue. Once the world economy
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has gone back to its normal path, foreign
investments will first go to the countries with
the biggest market size (Romania, Bulgaria
and Croatia) and to a lesser extent to Bosnia
and Herzegovina, Macedonia, and Albania.

3.3. Location

SEE countries are strategically situated
as a connecting point between Europe and
Asia, while also offering access to Russia and
Africa. In the context of globalization and
world markets’ specialization in providing
goods and services, this becomes a vital
consideration for any investment initiative.

In the years prior to the financial crisis,
the geographical situation of the SEE countries
proved to be an important factor for attracting
investments to the region. With their strategic
location (i.e., the Black Sea to the east, the
Adriatic Sea to the west and the
Mediterranean Sea to the south), good road
network, well developed railroad system and
many seaport and airport facilities, the SEE
countries proved to be a favorable destination
for many investments
outsourcing, and business services.

in manufacturing,

At present, with the development of
modern communication technologies and the
specifics of the FDI typical for the region, (e.g.
outsourcing of services and IT products,
rather than manufacturing), the location of the
region seems to become less important for
investors. Yet it is an important consideration
in terms of international trade.

3.4. Geographical characteristics

The geographical features of the
countries in the SEE region have proved to be
an important factor of attraction to foreign
investments. In the past, countries such as
Bulgaria, Montenegro, and Croatia have lured
foreign investors to support their tourism
sectors. Those three countries have favorable
geographical locations - a mild continental

climate and access to coast lines (e.g., the

Black, Adriatic and Mediterranean Seas),
which played in important role in the
construction boom of vacation homes in the
years prior to the crisis. Moreover, the
mountainous landscape of the SEE countries
has attracted
tourism projects, such as eco-paths, rural
tourism, ecotourism, adventure and thematic
tourism. Last but not least, the region’s
remarkable cultural and historical heritage,
combined with its hospitable people, have
helped to attract tourists from all over the
world.

investments in alternative

The SEE countries’ natural resources
are another factor that has acted as a magnet
for foreign investments for several sectors in
the region (e.g.,, mining, renewable energy and
agriculture). The  Southeast European
countries vary in terms of their mineral
deposits, oil and gas reserves, water resources,
forests and arable land.

However, the crisis halted all
investments in the tourism sectors in the SEE
countries. The can be said for
investments in other sectors, such as mining,
agriculture and energy. It is expected that once
the crisis has fully passed, these natural
endowments  will again

investments to the region.

same

once attract

3.5. Macroeconomic stability

Macroeconomic stability as a factor is
important to foreign investors when deciding
whether to undertake investment projects or
not. Although frequently regarded as a single
figure, it is comprised of several components,
namely the level of inflation in the country, the
level of interest rates, the levels of GDP per
capita, the amount government debt and
whether the country has a surplus or a deficit.
It is worth mentioning that this factor applies
with equal weight to investment projects in all
the sectors of a national economy.
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In the period prior to the crisis, the
macroeconomic stability of several of the SEE
substantially to
attracting foreign investments. Since 2005,

countries  contributed
foreign investors have been willing to invest in
Bulgaria, Romania and Croatia due to their
stable domestic economies with rising levels
of GDP per capita, affordable interest rates and
relatively low inflation rates. According to
their national banks, these three countries had
the highest levels of GDP per capita in the
region (see the Table 15 below).

Table 15. GDP per capita (USD) in the SEE
countries

Country 2008 | 2009 |

Albania 4,073 3,824
Bosnia and Herzegovina 4,625 4,278
Bulgaria 6,856 6,223
Croatia 15,628 14,242
Kosovo n/a n/a

Macedonia 4,656 4,482
Montenegro 6,509 n/a

Romania 9,291 7,542
Serbia 6,781 5,808

31 OOAAJ ftiodalbénksE A O6

Bulgaria, Romania and Croatia have
the highest levels of GDP per capita, with
$6,223, $7,542 and $14,242, respectively.

Compared to developed economies,
which suffered most from the financial and
economic crisis, the countries of SEE region
were able to withstand the negative effects
due their relatively stable macroeconomic
development from the recent past and their
limited exposure to the financial markets. The
countries in the region have shows resilience,
whereas neighboring Greece has suffered
severely from the crisis. For example, Albania
was one of the few countries in Europe that
enjoyed economic growth in 2009.

The countries of the SEE region have
implemented  different
undertaken the necessary steps to avoid huge

incentives and

government deficits and significant increases
in government debt, which is essential for the
preservation of macroeconomic stability. This
ability to withstand destabilizing effects
contributes greatly to attracting foreign
investments and will play an important role in
the future, as investors are seeking stability.

3.6. Taxes

Although the SEE countries varied in
terms of their tax systems in the period prior
to the financial crisis, they were in general
more favorable to foreign investments than
the rest of the countries in Europe. The
following part of the report investigates the
four main types of taxes: (i) personal income
tax, (ii) Value Added Tax, (iii) corporate tax
and (iiii) pay-roll tax within the countries in
the southeast European region.

Personal Income Tax

Graph 14. Income tax to Individuals
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Source: Doing Business Report 2009, 2010; The

World Bank Group

With regard to personal income tax,
the countries in the Southeast European
Region can be divided into two sub-groups: (i)
countries with a flat income tax (Romania,
Montenegro, Moldova, Macedonia, Kosovo,
and Herzegovina, and
Albania) and (ii) countries with variable tax
(Serbia and Croatia). From the countries in the

Bulgaria, Bosnia
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former group, Kosovo has the lowest personal
income tax rate of 5%, followed by Moldova
with 8%, Albania, Bosnia and Herzegovina,
Bulgaria and Macedonia with 10%, and
Montenegro and Romania with the highest
fixed personal income tax at 15%. Ranging
between 5-15%, the tax rate in these counties
is far below the average of 20% in the rest of
the EU countries, and thus represents an
advantage for investors when deciding to
undertake activities. As for
countries with variable income tax, Serbia’s
individual tax rates vary between 10%-20%,
while in Croatia the rate ranges between 15%
and 45%. Realizing the negative effects of a
high income tax and the burden on both
private companies and individuals, those two
countries are now considering changes in
their tax policy. If this occurs happens, the
consequences will be twofold: (i) it will
provide more income to existing companies
and employed people, and (ii) this incentive

investment

will encourage more inflows of foreign
investment in the future.
Value added tax (VAT)
Graph 15. Value added tax (VAT)
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World Bank Group

The Value Added Tax (VAT), also
known as a goods and services tax (GST), in
the SEE Region varies from 15 % to 23%. The
countries that enjoy the lowest VAT are
Kosovo with 15%, Bosnia and Herzegovina

and Montenegro with 17%, and Macedonia
and Serbia with 18%. In the rest of the
countries, VAT is higher; Croatia has the
highest tax at 23%. Although these low VAT
rates (compared to the EU average) helped
attract FDI prior to the global financial crisis of
2007, at present
considering an increase in the tax so as to
raise money for their national budgets. For
instance, the Bulgarian government is now
weighting the pros and cons of increasing the
VAT by 2% to 22%. In a still fragile economy,
increasing the tax rate may discourage foreign
investors, which are still struggling with high
costs and low profits due to low domestic
consumption and low exports.

several countries are

Nevertheless, with their low VAT rates
compared to the rest of Europe, the SEE
countries are considered as good destinations
for FDI once the global economy has
recovered from the financial crisis.

Corporate Tax

Graph 16. Corporate tax
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Source: Doing Business Report 2009, 2010; The

World Bank Group

Just as SEE countries can be split into
two groups according to their personal income
tax systems, they can also be grouped into two
subgroups depending on their corporate tax
rates: (i) countries with low corporate taxes
and (ii) countries with high corporate taxes.
The first group includes Montenegro with only
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9%, followed by Albania, Bosnia and
Herzegovina, Bulgaria, Macedonia and Serbia
with a corporate tax rate of 10%, while the
second group is made up of Romania with a
16% corporate tax, followed by Croatia and

Kosovo with 20%.

A high corporate tax is regarded by
analysts and experts as a burden on corporate
profit and thus as an impediment for foreign
investments. Based on the table above, the
first group of countries represent good
destinations for investmet in the SEE region;
i.e., the level of their corporate tax is far lower
than the average in the rest of the European
Union. In comparison, the corporate tax in
Hungary is 16%, while in Slovakia and Poland
itis 19%.

To be competive with the rest of the
SEE region, the countries in the second group
- namely Romania, Kosovo and Croatia - have
to initiate changes in their legislation, provide
more incentives and lower their corporate tax.
With an average corporate tax of 20%, weak
domestic consumption and dim prospects for
economic recovery, these countries currently
have little chance of attracting FDI in the near
future.

Pay Roll Tax/Social Security

Graph 17 . Social security tax
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The countries in Southeast Europe are
quite diverse in terms of pay roll tax (PRT).
Kosovo is the country with the lowest PRT of
only 5%, followed by Montenegro with 9.6%,
Bosnia and Herzegovina with 11.5 %, Bulgaria
with 17%, Croatia with 17.2% and Serbia with
17.9%. With respect to the rest of the
countries, Romania has 19.5% PRT, Albania
21.7%, while Macedonia tops the list at nearly
25%. The countries with low PRT are at
present more attractive to foreign investors.
Bulgaria and several other countries are now
considering a reduction in their tax policies
and thus may lower the pay roll tax. This may
turn out to be helpful in attracting FDI in the
future.

3.7. Infrastructure

Like the other factors presented above,
the overall quality of a country’s infrastructure
can be seen as a factor that influences foreign
investors when deciding where to invest.
According to the Global Competitiveness
report, among the SEE countries, Croatia ranks
first with respect to overall road
infrastructure,  electricity  infrastructure,
railroad infrastructure, port infrastructure,
and second in the quality of its airport
facilities.  Although Bulgaria and Romania
scored low in the report on the quality of their
road, railroad, airport and port infrastructure,
their technological infrastructure may be
considered more important. In the report,
those two countries lead SEE in the number of
broadband internet subscribers and ranked
high in technological readiness, mobile
telephone subscriptions and the number of

personal computers.

In the future, the infrastructure of the
SEE countries is expected to be a more
influential factor in attracting investments
(i.e., financial support) from the EU funds and
various International Financial Institutions
(IFIs), rather than strategic investors and
investment funds. On the one hand, Bulgaria
and Romania still have poor overall
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infrastructure; however, their EU membership
will allow them to access EU funds to address
this problem. Furthermore, the Western
Balkans Investment Framework, initiated in
December 2009, envisages the allocation of
funds both by the EU and IFIs to invest in
infrastructure, which is one of their four main
targets for intervention. The realization of this
program will ensure substantial development
of the infrastructure in the region.

Seaport Facilities

In terms of maritime logistics and
seaport facilities, the countries of the Western
Balkans, except for Serbia, Macedonia and
Kosovo, have access to the Adriatic Sea and
maintain an adequate water transportation
infrastructure. Albania occupies an important
strategic location in the Balkans along the
Strait of Otranto, which links the Adriatic Sea
to the lonian and Mediterranean Seas. The
country has four main seaports: Durres, Vlore,
Sarande, and Shengjin, making it an important
sea-hub in economic relations between the EU,
Africa and Asia.

Croatia’s six seaports make it the most
preferred country for maritime transport from
Asia, Australia and Oceania through the Suez
Canal to Europe. The country also offers good
logistic facilities for the transport of goods
from Europe to North and South America and
Africa.

Montenegro is situated in the central
Mediterranean area, on the coast of the
Adriatic Sea. The country has three seaports -
Bar, Kotor and Zelenika; however, only Bor
has the capacity to handle industrial cargo on
a larger scale. Kotor and Zelenika are better
suited for harbor tourist vessels, such as
cruise ships.

Bosnia has the right of passage to the
outer sea via its only port: Neum. Neum is not
significant as a freight port. The main freight
port for Bosnia today is Ploce (in Croatia),
which lies further north and is connected to

Bosnia via a railroad. Plans to build a real
seaport in Bosnia are being proposed.

Bulgaria and Romania have access to

the Black Sea and the Danube, which
significantly contributes to their overall
import-export  potential and logistic

connectivity between Asia and Europe.
Bulgaria has two major cargo ports at the
Black Sea - Varna and Burgas - while the
major ports in Romania are Constanta (the
largest Black Sea port), Mangalia and Sulina.

Macedonia, Kosovo and Serbia are
landlocked countries with no sea access.
However, they are important to cross-regional
transportation. Macedonia is especially crucial
in this respect, being situated centrally on all
international transport corridors.

Road Network

In terms of ground transport facilities,
the region enjoys an adequate network of
roads and highways, which secure good intra-
regional connectivity and provide access to
key international road corridors. Still,
investments are needed for road repairs and
the rehabilitation and improvement of
transport links, as well as for increasing access
and improving road safety.

Six of the ten Pan-European transport
corridors pass through the Western Balkans,
Bulgaria and Romania. Of these corridors,
Numbers 7, 8 and 10 are highly significant for
the overall development of the region.

The Pan-European Transport Corridor
7 refers to the Danube’s inland waterway
stretching from the river’s origin in Germany
to its emptying into the Black Sea.

Corridor 8 directly supports regional
by developing a
transportation system that would clearly
foster improved trade between Albania,
Macedonia and Bulgaria. It would bring
economic development benefits to the sub-

economic cooperation
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regions and municipalities along its route and
better connect inland localities to ports on
both the Adriatic and Black Seas, allowing
better access to raw materials and markets.

Corridor 10 runs from Austria to
Greece, passing through Slovenia, Croatia,
Serbia and Macedonia. It consists of 2,528 km
of railways and 2,300 km of motorway.

Railroad Systems

The railroad network of the region is
well developed and - as a successor to the
former Yugoslav logistical system - quite
interconnected in terms of cross-country
relations. Current investments address the
rehabilitation and improvement of the
networks, as well as the construction and
completion of certain sections along the Pan-
European transport corridors.

Countries from South Eastern Europe
have committed to developing a new railroad
infrastructure that will allow high-speed
trains to cross the region in accordance with
EU standards. The agreement was signed in
2006 in Athens by transport ministers from all
nations involved in the international project:
Albania, Macedonia, Greece, Croatia, Turkey,
Moldova, Romania, Bosnia and Herzegovina,
Montenegro and Serbia, with Bulgaria
eventually confirming the treaty in April 2009.
The document envisages improvements in the
quality of service, reduction of the duration of
travel, and less time spent at border crossing
points. Furthermore, the agreement implies
that existing networks in South Eastern
Europe, which are sufficiently advanced in
terms of technology, will be linked with trans-
European corridors, where they are expected

3.8. Low labor costs

The cost of labor in 2009 remained
relatively inexpensive in the countries of the
region, compared to labor markets in Western

to be able to accommodate train speeds of up
to 160 kmh, and by 2020, 220 kmh.

Airport Infrastructure

All countries of the Western Balkan
region including Bulgaria and Romania have
aircraft infrastructure. However, the relatively
small size of the aviation markets in these
countries proves to be a major obstacle for the
development of aviation on national level. At
the same time, some of the existing national
airports have the capacity to
neighboring flight markets. The Macedonian
airport in Skopje and the Albanian airport in
Kukes, for instance, are less than 20 km from
the border with Kosovo and could manage
Kosovo's air traffic needs. Similarly, the
airport in Dubrovnik, Croatia,
passengers and cargo from the smaller airport
in Mostar, Bosnia. Hence, investments in
aircraft facilities in the region clearly have
significant potential, but need to be
coordinated on a regional level in order to be
sustainable. For this to happen, some
secondary airport expansion and construction
projects would need to be reconsidered, as
well as road and rail links improved, and
border-crossing procedures streamlined.
Reaping such synergies will require regional
coordination as well as a willingness to
concede that there cannot be a hub in every
country. The memorandum of understanding
for the South East Europe Core Regional

serve

receives

Transport Network, signed by national
transport ministers and the European
Commission in mid-2004, has identified

eleven priority airports, but the modalities for
coordinating airport development have not
yet been established.

and Central Europe. The average monthly
salary in Bulgaria and Romania, both EU
member states, amounts to 310-350 euro; the
figures for Serbia and Macedonia are similar.
Average remuneration is slightly higher in
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Bosnia and Montenegro at around 450 euro,
with a peak registered in Croatia at 731 EUR.
By comparison, the average monthly salary in

Central European countries is significantly
higher - around 879 EUR in Poland and 923
EUR in the Czech Republic.

Graph 18. Gross average wage per month (in EUR)
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Doing business in the region comes at
lower costs than in most other European
countries; however, the quality of the
provided is not comparable to
European Union levels. For multiple reasons,
the economies of the countries in question are
generally dominated by unskilled-labor and
resource-intensive productions, which hinders
the sustainable growth of exports.

services

A research study conducted by the

European Commission Croatia,
Montenegro, Serbia and Macedonia shows that
investment per employee is the highest in the
electricity,

communication and financial sectors. Yet at

on

gas, water, transport,
the same time, these are the most productive
sectors in terms of output per employee.
Secondly, sectors that have invested more
than average per employee have achieved a

faster improvement in labor productivity.

However, it should be noted that the
link between investment in particular sectors
and their output and labor productivity is not
perfectly straightforward. Many
besides capital formation influence output and
productivity, capital and
endogenous technological progress being the
most important ones. For example, a report by
the World Bank states that the financial sector
has attracted foreign investment, which in
turn has brought positive spill-overs (better
managerial  skills),
indicating that the increase in output and
labor productivity can be attributed to this
factor. Nonetheless,
important role as it not only brings new input

factors

with  human

organizational  and

investment plays an

but is the key driver of technological progress.

In the future, SEE’s low labor cost will
become a less important factor in investors’
decision making progress of the investors. The
reason for this is the low productivity and the
slightly rising wages in the region, which
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makes the countries less attractive to
investors aiming at establishing low cost and

low-to-medium quality production facilities.

Furthermore, since 2007 many of the
countries initiated reforms aimed at
improving their competitiveness within key
targeted  sectors, namely automotive,

agribusiness, business support services and
ICT, thus providing incentives to foreign
investors to undertake projects in those
sectors - business services, food, non-metallic
mineral products, automotive components,
electronics, plastics, and chemicals, as well as
higher value-added business support services
such as headquarter operations, back office
functions and call centers.

3.9. Legislation

The legislation, related to doing
business is essential for the decision of
investors to enter certain market. Most of the
countries implement different legislative
incentives, aiming at providing a good
business environment, which encourages the
business development and inflow of foreign

investments.

For the purpose of the report, the countries in
the region were compared in several main
categories, related to the legal framework for
establishing and doing business.

Graph 19. Days to Obtain a Business License
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Most of the countries in the region
have undergone significant reforms in order to
reduce to a minimum the time needed to
obtain a business license. It takes less than
two calendar weeks to complete the process of
business registration in most of the countries.
This is competitive with respect to the
Europe,
procedure is usually longer; in some cases,

countries of Central where the
such as Poland, obtaining a business license

can take up to 32 working days.

At present, Macedonia and Albania
have proven to be the champions among their
neighbors with the introduction of a one-stop-
shop system that enables investors to register
their businesses within hours. The process
requires visiting one office, obtaining all the
necessary information and documentation
from a single place and a single employee.
Thanks to this shortening of the application
process to a minimum, the overall procedure
takes a total of four working days in
Macedonia and five to be
completed, which is the shortest in the region
and far ahead of the Central European
countries.

in Albania

The two countries in the region that
lag behind their neighbors and need to put
serious effort into reducing the time it takes to
obtain a business license are Bosnia and
Herzegovina and Kosovo. According to the
World Bank, it takes more than 50 days to
start a business in Kosovo. It is fairly easy to
explain the
Kosovo, as the country is only two years old.

inefficient administration in

All countries are undertaking serious efforts in
developing e-government services on central,
regional, and municipal levels, which will
include online company registration among
catered towards

other essential services

businesses.

At present, all governments have made
legislative changes so that foreign and
domestic companies are treated equally under
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the law with respect to the number of
procedures required in order to open a
business. It is important to mention that such
equal treatment does not yet exist in all
countries with respect to owning land and
construction. In comparison to Western
European countries, government institutions
in South-East Europe are frequently criticized
for having non-transparent regulations,
inefficient bureaucracy, and corrupt practices
that tend to discourage foreign investors.

Cost for Business Registration

Although relatively low, the costs to
establish a business vary quite a bit among the
different countries in South East Europe.
Administrative charges in Bulgaria, Macedonia
and Moldova are below 100 euros, which is
within the affordable range for all local
citizens, let alone domestic and foreign
investors. Montenegro has established slightly
higher rates (140 euros), while the rest of the
countries charge around 500 euros. Croatia is
the only exception, with fees totalling more
than 800 Euros, which is higher even than the
costs in the Central European countries.

Graph 20. Initial Capital Required Starting an
Ltd.

Initial Capital Required for Ltd. EUR

Romania
Serbia
Montenegro
Moldova
Macedonia
Kosovo M Initial Capital Required for

Croatia R

Bulgaria

Bosnia and Herzegovina
Albania

0 500 1000 1500

Source: Doing Business Report 2009, World

bank

The SEE region has become oriented
towards
Bulgaria, Montenegro, and Macedonia stand
out as leaders in the liberalization of business
regulations in this respect, with the first two
requiring the symbolic capital of one euro in

encouraging  entrepreneurship.

order to register a company, while Macedonia
requires no deposits These
policies are unquestionably encouraging both
business

whatsoever.
domestic and foreign private
initiatives. However, some governments
consider the initial capital requirement a
less-than-serious
entrepreneurs, as well as potential
wrongdoing. The existence of
“phantom companies” is a common problem
within the SEE countries. It causes overloads
to government administration and provides
tools for financial fraud and money
laundering. This concern is at the root of the
policies in Kosovo and Croatia, which require
the highest bank deposits in the region,
approximately 2,750 and 2,500 Euros

respectively for establishing a business.

useful barrier to deter

massive

Days to Issue a Permit for Construction

Most of the SEE countries have
managed to organize the process of issuing
construction permits according to Western
and Central European standards. Bulgaria and
Macedonia have optimized the process of
issuing construction permits, bringing the wait
down to less than four months. This is two
times shorter than the average length for the
region - 265 days (or more than eight
months). The obtaining a
construction permit could be functionally
divided in two stages - first, applying for and
receiving various licenses and permissions
from the local administrative bodies and
registering with national real estate agencies

process of

(where applicable); and second, negotiating
and signing contracts with utilities providers.
For all of SEE the most time-consuming
procedures are those dealing with the
administrative bodies. Additionally, these are
the procedures that create a favorable
environment for corrupt practices, which,
unfortunately,
problems when doing business in South

Eastern Europe.

remains one of the main
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As a whole, the countries of the SEE
region offer a favorable legal framework for
establishing and doing business. The tendency
is for further development of e-governance
and incentives, such as the one-stop-shop for
registration of companies, which Macedonia
and Albania have already introduced. The
incentives in this regard play an important
role in attracting foreign investments and are
a key to increasing the
competitiveness.

economies’

3.10. Privatization

A significant part of the process of
transition from command to market economy
in the countries from the SEE region was the
privatization of the state owned companies.
Most of the privatized companies are in
strategic sectors in each country and usually
own significant assets (either production
facilities or land and buildings). This factor,
along with the relatively low prices of the

privatized assets makes them very attracting
for foreign investors. Thus, in the years before
the crisis, some of the largest investments in
the region were made in privatization deals.

In the process of liberalization of the
countries’ economies, many strategic investors
identified the great opportunity to occupy
certain strategic sectors (such as telecoms,
companies from the energy sector, transport,
mining, etc.) of these transforming and
developing markets.

Although the process of privatization
slightly differs by time frame in the different
countries, it runs in all the states in the region.
Bulgaria and Romania, the two EU member
states have started their liberalization process
earlier and now there are not much state
owned companies left to be privatized, but still
they have some interesting opportunities for
investment in the rest of the countries in SEE.
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Crisis effects on a global scale

he global financial crisis is seen by

many renowned economists as the

worst one since the Great
Depression (1929-1933). After a period of
economic boom that lasted more than 4 years,
the global financial system took a hit in 2007
by the collapse of the sub-prime mortgage
market in the United States, and the domino
effect of the housing boom in other
industrialized economies around the world. As
a consequence in both
developed and developing countries tumbled
(e.g., the financial crisis so far has caused loss
of more than $14,5 trillion of market
capitalization), followed by the collapse of
many large financial institutions and private
businesses. The outcome of all this so far this
has been financial instability and uncertainty
in many industrialized sectors of the economy,
soaring commodity and food prices, currency
fluctuations, change in monetary policies in
countries around the world, and last, but not
lease, a human rights crisis.

stock markets

The effects of the global financial crisis
begun to appear in the second half of 2007 and
more vividly during the first few months of
2008. Developed countries were the ones
most affected due to their tight integration
with the global economy and demand. After
growing by more than 3.9% in 2007, world
GDP abated to 1.7% in 2008 and contracted by
-2.2% in 2009 .FDI projects fell by nearly 39
per cent in 2009, after growing by 39.1 per
cent and 15.1 per cent in 2007 and 2008
respectively (see Graph 21). World trade were
also affected - after growing by 5.2 per cent in
2007 and 2,9 per cent in 2008, exports

3. The Global Financial Crisis and the effects on the SEE

worldwide fell by -18.0 per cent in 2009, while
imports tumbled even more -20.0 per cent in
2009 alone.

Graph 21. Global FDI in 2009, compared
to 2008
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The financial crisis has had a direct
consequence on nearly every aspect of the
economy. Deeply worried about their financial
stability and liquidity, financial institutions
around the world shored up reserves and thus
reduced access to credit, or in other instances
ceased lending to businesses and individuals.
This shortage of capital resulted in higher
costs of borrowing, leading to decrease in
business activity and eventually millions of
laid-off workers in both developed and
developing countries. According to the
International Labor Organization (ILO), for the
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period 2007-2009 the number of unemployed
workers increased by 34 million and reached
the staggering 212 million in the end of 2009,
labeling the current crisisas O C1 1T A A1

On a national level, the global
financial crisis has affected many national
financial systems. For instance, countries such
as Bosnia and Herzegovina, Hungary, Iceland,
Romania, Ukraine, Serbia, and the Baltic States
have been driven to seek financial help from
the International Monetary Fund (IMF), the
European Union and even the World Bank due
to their dependence consumer spending (both
domestic and international), exports and
foreign capital. Furthermore, countries such as
Greece, Portugal, Spain, Italy and Ireland are
now having troubles with their budget deficits
due to lower tax revenues and increased
government expenditures in the years prior to
the crisis.

Greece is the extreme example - due to
its excessive spending in the past years and
the low levels of tax revenue, which have
resulted in national debt of nearly 130 of their
GDP and a budget deficit of 13.6 per cent of
GDP (Eurostat), in the beginning of May EU
countries had to step up and to access a 80
billion loan to rescue the country so as to
prevent a default on their national debt. IMF
would also help with a EUR 30 billion in the
form of a three-year loan, which will be
accessing if Greece carries out the needed
reforms. The other troubled countries, namely
Portugal, Spain, Italy and Ireland also at
present a possible thread to the EU with their
high levels of budget deficits and public debts.

Although the financial crisis of 2007
has wrought a negative impact on economy on
global scale, it is worth mentioning positive
effects of it, too. Countries such as China, India,
Brazil and regions from Europe, Asia and Latin
America are gradually becoming hubs of huge
investments, which in turn will bring about
more stability to the world financial system. In
other words, the old “world investment map

has changed to a completely new one with
developing economies playing a main role.

)

These so-called “emerging investment hubs

guarantees to foreign investors than US.

Crisis effects on the SEE region

Prior to the crisis, the countries of the
Southeast Europe region had an average
growth rate of more than 6% and their
domestic economies were booming. In 2007
alone, GDP growth for the region peaked at
6.8% and was projected to rise even more for
2008 (see Table 16); unemployment rates
reached their lowest rates for the past 15
years and GDP per capita amounted to $
5,3003, however rises in inflation were raising
concerns. Foreign Direct Investment (FDI) was
flowing into the region and countries were
able to borrow cheaply due to favorable credit
rating by rating agencies.

* OECD estimates.
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Table 16. Growth in real GDP for the SEE Region in the period 2006 - 2011

Growth in Real GDP

Albania 5,5 6,0 6,5 2,2 3 4,5
Bosnia and Herzegovina 6,9 6,8 5,5 -3,0 0,5 n/a
Bulgaria 6,3 6,2 6,0 -6,5 -2,0 3,6
Croatia 4,7 5,4 2,3 -5,0 1,1 1,2
Macedonia, FYR 4 59 5,0 -1,3 1,9 3,8
Montenegro 8,6 10,7 7,5 -4.0 -2,0 n/a
Romania 7,9 6,2 7,1 -7,8 0,5 4,2
Serbia 5,2 6,9 54 -4 1,5 n/a
Average 6,1 6,8 5,7 -3,7 0,6 2,3

Source: World Bank, IMF, World Economic Outlook

Likewise the developed world, the
global financial crisis has brought about many
and important consequences to the developing
countries of the Southeast Europe Region.
However, the initial impact and the intensity
of the crisis differed considerably. Given the
fact that SEE countries was to a lower extend
integrated with the world economy and trade,
the region experienced a lag of roughly a year
before feeling the negative effects of the crisis,

which happened in the last quarter of 2008
and more vividly in the beginning of 2009 (See
Graph 22 below). After a decrease in foreign
exports and FDI inflows, the crisis hit the
industrial and services sector. Credit lending
by local banks dried up, production output
declined which in turn resulted in the layoff of
many workers and eventually with the
of spending

of economic

decrease consumer and

worsening the situation.

Graph 22. Growth in real GDP in Southeast Europe 2006 - 2011
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Macroeconomic figures and
economists’ projections proved to foresee
versatile scenarios for the future of the region
and the capacities of the countries to timely
and effectively
impacts of the crisis. Commendably, although
growth rates and fiscal stability could not be
sustained at pre-crisis rates, no uncontrolled
devaluation of currencies was evident, neither
the collapse of a major regional company, or

bank institution happened.

counterfeit the negative

Stakeholders across sectors and
countries reacted differently, but as an overall
assessment, in the
region slumped down sharply as a result of the
crisis and changed
dramatically. Being highly depending on
foreign capital inflows and foreign markets
demand, the region ceased to be a hotspot of
interest for strategic investors and investment
funds, as they to a large extend ceased
operations, or migrated to the markets of
Eastern Asia, which proved to show more
growth capacity.

investment incentives

access to finance

Strategic investors and investment
funds were the first to react to new conditions
and withdraw capital. As a result of previous
upward growth trends, countries of the region
had started to develop a specialization in
certain industries, as Bosnia & Herzegovina,
Macedonia, Romania and Serbia showed
capacities and interest in developing their
steel sectors, while Bulgaria, Croatia and
Montenegro,

due to natural endowments

prioritized tourism. As construction and
recreational industries are among the most
vulnerable to crisis conditions sectors, major
decline in interest in these sectors was evident
region wide and significantly contributed to

the overall growth slump.

Large scale privatization policies and
incentives have been a major factor in
attracting FDI to SEE countries for the last 15-
20 years. While the privatization process is
almost complete in Romania and Bulgaria,

crisis conditions have wrought to the
disruption or delay of Kkey privatizations
throughout the region. Shipbuilding sector in
Croatia, telecommunications sector in Bosnia
& Herzegovina and mining sector in Serbia,
among others,
acquisition by private entities, however, due to
limited access to finance and overall economic
slowdown of the region investment interest

has ceased.

have been scheduled for

Banks and other financial
institutions, which had shown as principal
drivers of the economic boom in the pre-crisis
period, also showing signs of
stagnation. With levels of credit growth
approximating more than two percentage
points of GDP on average for the region for the
2005-2007 period, by the end of 2008 a
sensible plummet in credit supply was already
evident. Basic reason for this trend must lie in
the fact, that the financial sector is largely
dominated by foreign banks. According to
national banks data, the percentage of foreign
ownership in the banking sector significantly
exceeds 50 % in the region as a whole, with
figures for Albania and Macedonia showing a
rate of approximately 80%.

started

Commendably, with timely
government and central banks interventions
in the banking sector, i.e. a pronounced
decrease in reserve rates and state guarantees
of deposits, measures were taken to bolster
liquidity and credit supply to the private
sector and no serious threat of collapse in the
system was seen. Additionally, within the
Vienna initiative, an initiative concerted by the
EBRD and other multinational stakeholders,
international banks with affiliates in Western
Balkans countries pledged to maintain assets
in local banks, not withdraw them, and to
provide additional aid, if need be.

However, rates of credit

supply
decreased significantly, with access to lending
becoming more difficult and expensive. At the

same time economic and policy analyzers
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across the region point out certain positive
effects of the slump in credit supply, in so far
figures from previous years show that
unhealthy levels of credit growth have
wrought increasing rates of inflation and other
imbalances during the years of growth. For
example, due to drop in domestic demand and

lower prices of oil and natural resources
commodities, Bulgaria, from being among the
countries with highest average annual rates of
inflation in the region (appx. 7.4% in 2006 -
EUROSTAT data) is today one of the countries
with lowest such (appx. 2.5% in 2009 -
EUROSTAT data).

Table 17. CPI Inflation for the SEE Region in the period 2006-2010

Country/Year m 2007 2008 m 2010*

CPI Inflation

Albania 2,4 2,9 3,4 1,7 2,0
Bosnia and Herzegovina 6,1 1,5 7,4 0,9 1,6
Bulgaria 7,4 7,6 12,0 2,7 1,6
Croatia 3,2 2,9 6,1 2,8 2,8
Macedonia, FYR 3,2 2,3 8,3 -0,5 2,0
Montenegro 2,1 3,5 9,0 3,4 2,1
Romania 6,6 4,8 7,8 5,5 3,6
Serbia 12,7 6,5 11,7 9,9 7,3
Average 5,5 4,0 8,2 3,3 2,9

Source: IMF, World Economic Outlook

While the crisis was taking over,
concerns were made about the readiness of
the countries to continue to institute the
ongoing market and political reforms. Over the
past two decades these reforms were highly
depending on financial and technical
contributions from the EU, IMF, the World
Bank and a number of other International
Financial Institutions (IFIs), including the
European Bank for Reconstruction and
Development = (EBRD), the European
Investment Bank (EIB), the Council of Europe
Bank, etc.

As a consequence of the crisis, an
obvious shift in direction and speed was
evident in the approach of these institutions
towards the region. The IMF, which had closed
offices in several countries, including Bosnia &
Herzegovina and Serbia, and had a scheduled
closure of office in Romania in 2009, was first
approached by Serbia with the contraction of a

precautionary agreement in January 2009.
Later, in May, this agreement was repealed by
another arrangement totaling some 3 billion
EURO over a 27 months period. Next countries
to seek assistance from the IMF were Romania
and Bosnia & Herzegovina, with the Romanian
deal approximating assistance in total of 13
billion EURO, tied explicitly with a 5 billion
EURO tranche from the EU. The massive
financial headline was further supplemented
by a 1 billion EURO
investments in the country by both the EBRD
and the World Bank for the 2009 2010 period.
In addition to that, recently (in the beginning
of May) IMF approved a EUR 30 billion loan to
Greece to help preventing default its national
debt. As a result risk perceptions lowered and

commitment to

investment climate significantly improved.

Beside assistance readiness from the
IMF, the region favored support from the
consolidated efforts of three other major
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financial institutions, active in the region - the
EBRD, the EIB and the World Bank, which in
February 2010 pledged a headline of 24.5
billion EURO in new funding for banks over
the next two years. Additionally, the EBRD and
the EIB, together with the European
Commission and the Council of Europe Bank
(CEB) launched the Balkans
Investment Framework in the end of 2009,
with the idea to accumulate and channel
financial assistance to implement projects in
social infrastructure (including support to
small and medium-sized enterprises (SMEs)),
energy efficiency and other investment
sectors.

Western

The most major stakeholder in the
region - the EU also showed readiness and
flexibility to retain the pace of reforms in the
region. In July 2009 a 100 million in budgetary
support for Serbia was granted, and in August
2009 Bosnia & Herzegovina received direct
SMEs, infrastructure,
environment, energy and deposit insurance
totaling 39 million EURO. Additionally,
assistance under the main assistance tool of
the EU for the Western Balkans region - the
Instrument for Pre-Accession Assistance (IPA)
has not ceased and the implementation of EU
criteria aligning reforms in the country
continues.

assistance for
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5. Conclusions

5.1. The Southeast European region: What
follows next?

Economically speaking, the countries
of the region are already facing and
weathering the grave threats of the crisis and
figures already show slight trends of
stabilization and growth. Although rates of
unemployment have risen significantly for the
period 2008-2009, and access to finance has
become more expensive and difficult to obtain,
no signs of major economic, political and
social disturbances were evident, nor there
are present any projections for such. Even
more, national governments, central banks,
lending institutions and versatile international
financial institutions (IFIs), active in the
region, have taken timely and decisive
measures to safeguard confidence in the
economies and most of all - to secure the
further implementation of ongoing transition
reforms.

With EU countries being the main
export trading partner for all of the Southeast
Europe countries (e.g., over 50% of the
exports of all countries are EU related), it is
expected that investment interest in the
region, especially in the segment of strategic
investment, will come mainly from EU based
entities. One reason for this is the relatively
small size and export orientation of the
economies in Southeast Europe and hence -
the lack of considerable interest from global
investment stakeholders, who tend to be
active in larger, faster-growing markets, such
as India and China. On the other hand, with all
Western Balkan countries being subject to
intense funding for structural and market
reforms from the EU, the foundations for an
EU friendly economic environment are being

laid. Once these countries successfully accede
to the EU, they will be integrated within a
market of over 500 million people and will
have transposed European legislation within
their national systems. In this respect, it will
be easier and more cost effective for European
companies to expand their operations
networks to countries with lower transition
costs, but uniform EU administrative and legal
framework.

Presently, a few factors are
determining which countries will be the first
to arrest crisis conditions and hence -
become an investment hotspot. One factor is
the different level of progress in economic
and social matters these countries have
achieved in previous years. With GDP of nearly
$14,500 per capita (2009), Croatia is hardly to
be put on the same scale with countries such
as Albania (GDP p.c. $3,824.8 in 2009), or even
neighboring Bosnia & Herzegovina (GDP p.c.
$4,278.5 in 2009). For a progress in figures in
Albania will not necessarily translate into a
sizeable advantage of investment conditions
there, in so far levels of workforce
sophistication and functioning market and
rule of law institutions are still low and
reforms take place slowly. In other words,
what will be regarded as progress at one
country, will be considered dire conditions in
another, and will not bring to a sensible draw
of foreign investment capital.

On the other hand each of the Western
adopted different
crisis

Balkan
approaches in

countries has

tailoring response
packages and it is not yet clear which of these
will prove successful, which not. As a general
counter crisis reaction, governments have
increased the coverage limits for bank
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deposits and have managed to sustain
liquidity, even at lower volumes and a hard
access to finance. Unlike sizeable Western
economies, such as the USA, Germany and the
UK, however, none of the local governments
was able to adopt and earmark a large deficit-
spending program, aimed at enhancement of
private demand. With restrained access to
international capital markets, it was only
Croatia, who in 2009 succeeded to raise a total

of nearly 2 billion EURO from capital markets.

Fiscal measures were taken in the
whole region, as Romania announced in
February 2009 a 13 billion EURO counter
crisis stimulus package, which, however never
gained momentum and is considered by
experts as more “imaginary, than real”. Other
crisis responses across other countries of the
region included tax breaks, investment loans
at subsidized rates to business (in Serbia),
business facilitation measures, such as the
implementation of a one-stop-shop for doing
business in Macedonia, among others. The
range and intensity of these interventions,
however, even though too early to estimate,
has been sufficient to prevent major collapses
and disturbances in the economies, but not to
lead to considerable
investment or doing business environment in
any of these countries.

improvements in

Sizeable and adequate assistance from
international entities, such as the EU, IMF, the
World Bank and other [FIs, including EBRD,
EIB and CEB has also contributed to a large
extend for the preservation of confidence in
the region and for lowering risk perceptions.
As a general conclusion from all foreseen and
undertaken counter crisis measures in the
region, however, it is clear, that due to the
relatively small size of the economies and
their general dependence on  outbound
markets, it is not only from within that
changes will come. More likely, it is to be
expected, that once the EU economy, and
precisely the euro zone shows resolute signs

of stability and growth, it is then when more
considerable interest on Western Balkans
economies and markets should be expected. In
other words, the first countries to overrun
crisis probably the
countries with better investment potential, as
change is expected to come from outside,
rather than from inside the countries.

conditions will be

5.2. The SEE countries after the crisis in
terms of investment attraction

As of 2010, the projection of this
report is that the first countries to indicate
better economic performance and to headline
a new investment trend in the region will be
Croatia, Bulgaria and Romania, followed by
Serbia and Macedonia. Among the main reason
for this projection is the fact, that these
countries are the most advanced in their
relations with the EU (i.e., Bulgaria and
Romania are full right members since 2007,
while Croatia is an officially recognized
candidate), hence subject to most intense EU
funding for the real sector. They also enjoy the
statute of a recognized by the EU functioning
market economies and project human capacity
preparedness to institute reforms and provide
guarantees for the security and sustainability
of foreign investments.

Present fiscal deficits and the large
share of Greek owned banks in the financial
sectors of the proposed countries pose
uncertainty (i.e., 30% of the Bulgarian banks
are Greek owned). However, crisis response
package of EUR 110 billion from 8 EU
countries (EUR 80 billion) plus the IMF (EUR
30 billion) have been recently approved to
help the distressed country. There is also a
pledged readiness by Austrian and other
foreign banks to fill the credit lending niche,
once overall business environment shows
better signs of improvement. Additionally, in
the case of Croatia, Greek banks are not a
major obstacle to fiscal security, as banks
there are mostly Austrian and Italian owned.
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Looked from a different perspective,
Romania, Bulgaria, Serbia and Croatia happen
to be the countries with largest market size
among the whole set of countries surveyed.
Generally dealing with crisis conditions on a
bigger market translates into a bigger concern,
but in this case, although biggest in the region,
these countries do not enjoy tremendous
market sizes in real terms (the biggest market
is Romania with 21.3 million people
population and $199 million GDP in 2008).
Provided they all hold a stable political stance
and sufficiently well developed infrastructure
in transport, ICT and energy, it is to be
expected, that bigger market size will be one
of the key drivers to investment activity.
Additionally, the countries,
including Macedonia, share the first places for
intensity of local competition, according to
2008 World Economic Forum data. This
should be regarded as another clear sign of a
higher degree of administrative, economic and
market preparedness of the country, which is
supposed to safeguard investment in the
shorter term and promise profits and growth
in the long term.

same four

Another advantage of three of these
countries - Romania, Bulgaria and Croatia - is
the fact, that they are currently subject to the
largest volumes of EU funding available in the
region. To facilitate and improve the process
of aid utilization concrete measures are being
adopted in Bulgaria. The new government
assigned an EU funds minister and announced
determination to double the figures of funds
utilized and projects approved. Present issues,
related to this matter are administration
incapacity, alleged corruption and
procedures, which, if sided, will give way to
extensive structural aid streams for the

slow

sectors Rural development and agriculture,
Infrastructure,  Manufacturing and IT,
Environment and others. EU funds utilization
landscape in Romania is generally similar,
showing slightly better

performance in the matter than Bulgaria. Put

with indicators

together, the two countries have to utilize
approximately 26 billion EURO in EU
structural aid for the timeframe until 2013,
which is a considerable driver of attraction for
foreign investors.

On the other hand, implications with
the fiscal deficit of Bulgaria occurred in April
2010. After a meeting of the Council of the
ministers of finance of the EU countries in
Madrid the same month, however, the
convergence program of the government has
been approved and the country is also
expected to apply for entry in the euro zone.
An eventual introduction of the euro will
further enhance countries’ attractiveness and
lower interest rates by projected at least 3
percentage points. Introduction of the euro
currency in Bulgaria and Romania is not due
to happen in the next 2 years at minimum. The
process of monetary integration, however,

remains a priority for the national
governments of the two countries.

Croatia is the country showing
considerable  potential for investment

attraction in the coming years. Figures from
previous experience show, that in years prior
to EU accession, FDI inflows in a country mark
a remarkable growth. With Croatia being
almost done with the negotiation process and
hence - shows compliance with EU accession
criteria, a soon coming accession is to be
expected. The possible accession of Croatia,
among all, is regarded to send a positive signal
to the overall development and process of
integration of the whole region. Croatia has a
well developed and maintained transport
infrastructure network, benign
corporate legislation. Commendably, the
country ranks first among the Southeast

tax and

European countries in Innovation readiness,
according to 2008 WEF data. While capacity
for innovation ranks 52nd worldwide, the same
factor ranks 64t in Romania, 120th and 121th
in Bosnia and Albania, respectively.
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Two of the countries already mentioned -
Serbia and Macedonia should be regarded as
successors of the first group of countries, in so
far both have functioning market economies
(Macedonia is the second country in the
region, after Croatia, to assume an official EU
candidate status, which, among all, means a
functioning market economy), but reforms are
still due and in general these countries cannot
yet present the security of investment and the
access to markets EU members Bulgaria and
Romania can. At the same time these countries
have a well established and developing
infrastructure, especially in energy supply, as
well as educated and skilled workforce, which
is not the case with Albania, Kosovo and
Bosnia. Projections for EU accession are not
made for a date prior to 2014, fortified
investment interest there, however, is to be
expected earlier.

The rest of the countries - Albania,
Kosovo, Bosnia & Herzegovina and
Montenegro are currently subject to intensive
funding by both the EU and IFIs with the
general aim to enhance necessary reforms in
administration, fiscal policies and labor
market efficiency and pave the road for EU
membership and FDI. Commendably, despite
crisis conditions Albania and Bosnia &
Herzegovina continue to carry out reforms
and to register the highest rates of GDP
growth in the region (starting from a lower
point than the other countries). However,
lacking infrastructure in energy and water
supply in Albania are a general concern for
investment and

general economic

development. As stated, however,
prioritized for subsidies by international
institutions, these deficiencies are due to be
sided in the near future, as also improvements

in judiciary and workforce capacities are

being

expected. In conclusion, although performing
conditions,
countries have a long way to go before being
able to turn into a sound investment hotspot.
This is likely to happen in the years after 2014,

well in current crisis these

when reforms will have taken effect and EU
accession will find place. Until then major
capital expected to
predominantly from international entities as
the EU, USAID and IFIs in the form of
structural aid and lending.

inflows are come

5.3. Sectors of interest in the near future

Privatization, low labor cost, taxes and
close proximity to European markets have
been among the main drivers of investment
interest in the years prior to the crisis. Rates of
pre-crisis growth, however, planted the seeds
of raising inflation and as a result the cost of
labor is no longer among the main investment
drivers of the region.

In the forthcoming years, privatization
of key telecommunications,
manufacturing, transport and services is
expected to remain a principal factor of
investment attraction in the
especially in the non-EU members. A general
outflow is expected in the real estate market
and construction, as well as in tourism and
banking, since these markets have been to a
large extend saturated in previous years and
don’t present a favorable market niche. At the
same time certain other sectors, such as ICT,
Energy, Infrastructure, Retail, Healthcare
and Education, Agriculture and
Environment are due to  present
opportunities in Greenfield, Brownfield and
other types of investment,
privatization.

assets in

countries,

besides

ICT and Telecommunications

IT and Telecommunications have
proven to be two rather competitive and
lucrative sectors in recent years, as countries
of the region have also shown considerable
interest in developing
infrastructure and capacities in the fields.
Global IT brands, such as IBM and Hewlett
Packard introduced new departments to their

existing offices, as they no longer aimed at

necessary
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retail representation of hardware and
software products,
introduction of software and innovations
development and desk management outsource

as principal services.

but rather aimed at

To further boost and
development in the IT and ICT sectors, the
countries also invest in capacity building for
meeting sector specific requirements and
provide benign legal basis to facilitate growth
in the sectors. Bulgaria ranks 43rd in WEF
Competitiveness index for Laws related to ICT,
followed by Croatia (54th) and Montenegro
(57t). More, universities across the region
offer appropriate education basis in IT and ICT
studies.

secure

Remaining infrastructure in the
telecom sector, which has not yet been
privatized, is expected to draw particular
interest to Bosnia & Herzegovina. The
telecommunications industry is expected to
experience inflow of strategic investments by
domestic and foreign companies due to
increase in mobile internet services. These
investments will come mainly in the form of
reinvestments by mobile operators in the SEE
countries. With the development of new
services such as mobile internet and data
transfer, telecom enterprises are now
considering investments in infrastructure,
new services (e.g, EDGE technology), etc.. For
instance, Telecom Srbije (Serbia) plans to
invest 20 billion dinars in 2010 and 2011 in
infrastructure development and improving
data transfer service. Furthermore, Norway's
Telenor and Germany's T-com are expected to
expand their operations in the
telecommunications sector of Montenegro.

further

Energy

Given the constantly increasing need
for security of energy supplies throughout the
SEE Region, the concerns of global warming
due to rising emissions of CO2, and the notion
that renewable energy (e.g., hydro, wind, solar,

biomass and nuclear;) will be one of the
primary energy sources of the future, energy
companies are allocating resources in energy
projects in Southeast Europe.

For example, as previously mentioned,
considerable improvements are anticipated in
the development of the energy sector of
Albania. An idea exists for the construction of
a 350 000 kW hydro-power plant on the Drin
river. Additionally, there are currently no
power-plants on the Vjosa river (the second
largest in Albania) and, according to studies
eight plants can be constructed there with a
total capacity of 2030 million kWh. The
implementation of these, and numerous other
projects for building energy infrastructure in
Albania is considered to be of momentous
importance in paving the ground for a
sustainable energy sector of the country - a
prerequisite for outbound strategic capital
from all sectors to consider the country as a
sound investment location.

A few examples of major energy
projects foreseen or ongoing in the region give
a good overview of the overall assets and
drivers that attract investors’ interest. The
Austrian-owned power utility EVN has laid
down plans for investing in many of the SEE
countries. For such, the company has planned
to invest BGN 100 million in a new electricity
and heating plant in Bulgaria, starting in 2010.
The Czech-owned CEZ, which is one of the
largest European energy companies and is
operating in most of the SEE countries, has
also proposed plans for building new

electricity plans in Bulgaria, Serbia and

Romania in the near future.

In Serbia, the Electric Power Industry
of Serbia (EPS) plans to invest 9 billion EURO
over the next 5 years. By 2015, the company
intends to revitalize thermal and hydro power
plants, as well as to invest in the mining sector
and renewable energy. Further, the US-based
Farmers’ Ethanol, which has been active in the
country for more than four years, is now
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initiating a new wave of investments. The
company has announced plans to invest $ 135
million in the construction of an eco fuel-
biodiesel plant in Smederevo - in the western
part of the country.

For 2010, Petroleum Industry of Serbia
plans to invest more than $370 million in
modernization and expansion of its retail
network. Allegedly, Petroleum Industry of
Serbia is majority owned by Russia's Gazprom
Neft, which bought 51% of shares for 400
million EURO under an energy accord between
the two countries in late 2007. The same
accord also enables Moscow to develop its
South Stream natural gas pipeline (expected to
deliver a third of Russia’s gas supplies to
Europe by 2015) through Serbia and to
complete a major natural gas depot near
Banatski Dvor in the Northeast of the country.
In this respect, Russia is considered a major
stakeholder in the region and substantial
Russian investments in the energy sector of
Serbia are to be expected.

As opposed to the South Stream
Pipeline Project, the NABUCCO Pipeline
project aims to secure Europe’s energy
supplies
sources, such as Turkmenistan, Azerbaijan and
Kazakhstan, bypassing Russia. This pipeline,
whose construction is estimated at 5 billion
EURQO, is planned to go through the territories
of Turkey, Bulgaria and Romania, among
others, as each of the countries will control an
ownership share of approximately 17%, until

demand with from alternative

new stakeholders show up.4

Another headline

considerable

project of
importance for the general
development of the energy sector in the region
lies within the future of the Bulgarian second
nuclear plant - Belene. Construction works are
currently held up, as figures do not
unilaterally show sizeable advantages of

4 .
www.allbusiness.com

putting the project forward. Although, there is
a clearly outspoken interest for financing the
project by the Russian State Corporation for
Energy Rosatom, Bulgaria’s prime minister Mr.
Borisov declared, that unless a strategic
European investor is found to put stakes in
Belene, the project will be discontinued.

On a lower scale, several MNEs have
expressed interest in investing in energy
projects in Bulgaria and Romania. The UK-
based company Melrose Resources PLC
currently plans to invest in the development of
several offshore gas fields in Bulgaria and
Romania, and is supposed to start drilling in
mid 2010. Also, an American company, which
is still not disclosed, is considering an
investment of around $300 million in
Romania’s energy and industrial equipment
sectors in the near future. With regards to
nuclear power, several American companies -
e.g., AMEC, Autodesk, Babcock and Wilcox,
CH2M Hill, Froehling and Robertson, Hill
International, Honeywell, Mathey Dearman,
NuScale Power,
Westinghouse are
nuclear power plants in Romania.

International and
in building

Trax
interested

Retail chains

The retail sector will also draw
investment interest, mainly due to the
considerable fragmentation of the sector. The
current supply-demand chain in the region is
to a high degree not optimized and
fragmented and implies higher transactional
costs, which large entities as the above
mentioned can reduce by consolidating the
sector and profit from scale advantages.
Expansion intentions to the region have been
already  announced by  multinational
enterprises such as IKEA, Wall-Mart and Delta
MAXI.

Present in many countries throughout
the world, the Swedish furniture retailer IKEA
has devised long-term investment plans for
the SEE Region as new markets as well as a
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place for producing some of its items. The
company has said that it would invest 300
million euro in a shopping center that would
host its first store in Croatia, and will be
opened in the mid 2011. Next to that, after a
cancellation of a project due to the financial
crisis in the late 2009, the Swedish company is
now on track with its plans for a 1 billion
EURO investment plan in Serbia in the next
seven to ten years. Soon enough, the company
will expand in some of the other SEE countries
- Bulgaria - by the end of 2010, and Albania
by 2013

Serbia’s food retailer Delta Maxi plans
to invest EUR 15 million in Montenegro this
year (2010). The group has already opened its
first largest market in Bulgaria with a 3.5
million euro investment. It plans to invest
more than 80 million euro for its expansion in
the Bulgarian market.

After fully acquiring Serbia’s M-Rodic
in 2009 and opening 30,000 square meters of
retail space , Slovenia's largest food retailer
Mercator plans to invest around than 20
million euro in Serbia in 2010 by opening
more than 27,000 square meters of new retail
space.

Agriculture & Environment and waste
management

In so far agriculture represents a major
share of countries’ economies and of the rural
sector, as a whole, it is expected, that it will
remain interesting for investment for the
coming years. One reason for that is the urgent
need for restructuring and modernization of
the sector, which opens a great niche for
concerned stakeholders to step in at lower
cost. The agricultural sector of the region is to
a large extend fragmented and dominated by
small, individual farms, as not all of them are
market oriented. This rather uneven structure
causes an unsuitable and unstable ratio of the
number of farms to the total area of arable
agricultural land, which

leads to lower

competitive advantages and lower

productivity of the sector.

In this respect, agricultural policies in
all of the countries of the region foresee the
introduction and implementation of broad
market reforms, which will eventually bring to
a better balanced and effective sector. These
initiatives are subject to funding and technical
assistance from the EU, IFIs and national
budgets and promise improved potential of
the sector in the coming years.

Another  anticipated sector  of
investment attraction will be the sector of
Environment and particularly the fields of
waste management and waste
treatment. Scarce statistical data available
shows, that waste management capacities of
the countries are insignificant and the
percentage of recycled waste is close to zero.
According to EUROSTAT data, for example, in
2007 Croatia reportedly collected 380 kg
municipal waste per person, while 95.7 % of it
was landfilled. Data for the rest of the
countries, where available, shows similar
findings.

water

Clean environment and  waste
treatment are priorities of the European Union
Environment Policy, and as members,
candidate members, or potential candidate
members of the EU, all of the countries are
subject to financial and technical aid from
Brussels for development of the sector. More,
sanctions are already being imposed on
Bulgaria for not
environment policies on waste management
and wastewater treatment and as a result the
matter is regarded as a priority by the ruling

authorities of the country.

complying with EU

Transport

Transport infrastructure is generally
well developed in the region, as according to
WEF data the countries of the Western
Balkans have better transport networks in
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disposal, than the EU member states Bulgaria
and Romania. In all countries, however,
infrastructure development will be funded by
both EU and IFIs, and, as was the case with the
concession of the Thrace highway in Bulgaria,
foreign companies are anticipated to manifest
Additionally,
governments tend to announce large scale
notices and tenders for

interest. in times of crisis
procurement
infrastructure development, for it is regarded
to create employment and enhance economic

good standing.
Automotive industry

The Automotive industry in the SEE
region has also started to gain momentum and
to attract investments by western companies
in recent years. For instance, in 2011
Romania’s most attractive industry will be the
automotive industry, with foreign investors
already lining for building plants there. While
at presents there are talks of opening a Fiat
plant factory in Romania, the Swedish
company maker SAAB assured that it will
invest in a plant for spares production.

In Montenegro, the Italian sports car
Lamborghini is planning the opening of a
factory for electric cars. The company plans a
new wave of investments in the period 2010-
2013. In December 2009, another Italian car
manufacturer - Fiat bought 67 % of Zastava
Automobili for 200 million EURO and now has
also announced plans to a build a plant in
Serbia. It plans to invest another 500 million
EURO by 2012 with the goal of exporting 95%
of the output to western countries.

Business services

The Services sector should be also
considered as an investment hotspot in
coming years. Outsourcing and desk support
are among the fields to have accumulated
large amounts of FDI in recent years. The
reasons for this are multiple, but generally the
countries tend to provide favorable tax and

legislation environment for this type of
This, accompanied by
remuneration costs and availability of skilled
bilingual workforce, is due to continue to draw
investments

activities. lower

from outbound companies,
predominantly in the IT, ICT and financial

intermediation sectors.
Healthcare and Education

Improvements in healthcare and
education are also due in all of the countries of
the region. Both sectors are deemed to be very
parceled and underdeveloped in recent years,
which lay ground for extensive reforms in
legislation, privatization, consolidation and
consequent modernization of equipment in
the sectors. With a market niche opening of
this scale, if the countries manage to institute
the legal basis for development of the sectors,
investors interest is by all means to be

expected.
5.4. Origin of investment

In the short term, enhanced interest in
the strategic investment segment in Southeast
Europe is expected to come mainly from EU
based entities - as the EU is a principal trading
partner for the countries of the region.
Strategic investments are also expected from
Russia, as the Russian Federation and Russian
companies show interest in the acquisition
and development in Serbia,
Montenegro, Bulgaria (the case with the

of assets

Belene nuclear plant) and Bosnia.

With China’s ambitions for a global
position in the automotive sector, strategic
interest from Chinese companies is also to be
expected, but perhaps at a later stage. Today
China does generally prioritize acquisitions of
major strategic entities on a global scale - as
the recent acquisition of Volvo by the Chinese
Zhejiang Geely Holding Group shows. In the
years around 2014, however, when at least
some of the Western Balkans countries are
due to accede to the EU, a fortified interest by
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Chinese companies is to be expected, as they
will use the
manufacturing and outsourcing hub for their
EU market related operations. In this respect,
growth indicators of the euro zone will also
play a crucial role in the attraction of Chinese
investments in the Southeast Europe region.

Western Balkans as a

Until then, countries like China and
India are expected to mainly channel funds in
portfolio investments in the region, along with
European, Russian, Middle Eastern and local
stakeholders, as a means of financial portfolio
diversification and risk alleviation. No major
projects of strategic importance and
considerable scale in the region have been so
far announced by companies from Asia.

5.5. Impediments for the SEE countries

According to the findings of the Global
Competitiveness Report 2009-2010, some of
the most problematic factors for doing
business in the SEE countries were: (i)
widespread corruption, (ii) inefficient
government bureaucracy, (iii) policy
instability, (iv) obstructed access to
finance, (v) inadequate supply of
infrastructure and (vi) inadequately
educated workforce.

For instance, corruption and
insufficient government bureaucracy were
among the main problems in Albania, Bosnia
and Herzegovina, Croatia and Serbia. Political
instability was among the most problematic
factors for doing business in Albania, Bosnia
and Herzegovina, Macedonia, Romania and
Serbia. Certain countries, such as Albania and
Kosovo, suffer considerable gaps in energy
infrastructure, which may significantly exceed
overall transaction costs, despite low labor
cost and other competitive advantages these
countries have to offer. As long as it concerns
transport  infrastructure,
Romania suffer from both lack of existing high
quality roads and highways, as well as of
overall decay of existing such. There is a

Bulgaria and

possibility, that funds for development and
modernization of infrastructure
countries comes from the EU, however slow
administrative  procedures and alleged
corruption practices hamper the process. The
new Bulgarian government is committed to
improve the utilization of EU funds, as one of
the major priorities is mainly road and other
transport infrastructure.

in these

from interviews  with

and major strategic
investors, active in the region show, that the
degree  of  corporate
preparedness is also a major obstacle for the
sustainability and of foreign
investments in the region. Common business
practices, such as development of a business
plan and accountancy are adopted and applied
strictly by a large share of the economic
entities. For another large share, however,
these practices remain obscure and imply a
distorting effect on competitiveness and the

Findings

investment funds

lower culture

soundness

overall sophistication of the market
environment.

Disregarding these gaps in the
economic and political systems of the

countries, however, a major obstacle for the
general lack of interest of global investors in
the region is also the small market size it has
to provide. With aggregated population
totaling less than 55 million people and a
sensible fragmentation of national markets,
the region can hardly offer considerable
advantages of a scale. This is the main reason
why cross-border cooperation is prioritized by
all major stakeholders, including the EU,
USAID and IFIs. One of the 5 five pillars of
structural aid, under which EU aid is disbursed
in the region, is designed precisely to facilitate
and support
cooperation. However, although effects of
these interventions are present, further steps
need to be taken into account and it is mostly
accepted, that economic integration of the
region is not likely to be achieved before the

activities in cross-border
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EU accession of the countries (as member
states of the EU they will be all constituents of
the EU Single market. Projected dates of
accession show, that these countries will
become EU members no earlier than 2014.

All in all, one can conclude that the
positive development of the region in recent

months, it must be noted that investors still
remain very conservative, and funds have
concentrated much of their focus from new
investment opportunities to their current
portfolios, Nevertheless, it's expected soon
this to change in a positive way.
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Annexes

1. IPA Multi-annual indicative financial framework for 2007-2011 (figures in EUR) 7
candidate and potential candidate countries

Country Component 2007 2008 2009 2010 2011

Transition Assistance and [ 49,611,7|45,374,2|45,601,4 | 39,483,4 |39,959,1

Institution Building 75 74 30 58 28
Croatia 9,688,22(14,725,7(15,898,5 [16,216,5 |16,540,8
(candid | Cross-border Co-operation 5 26 70 42 72
ate
country 45,050,0(47,600,0(49,700,0 [56,800,0 [58,200,0
) Regional Development 00 00 00 00 00

11,377,0|12,700,0| 14,200,0 | 15,700,0 |16,000,0
Human Resources Development | 00 00 00 00 00

25,500,0( 25,600,0( 25,800,0 | 26,000,0 |26,500,0

Rural Development 00 00 00 00 00
141,227,/ 146,000,| 151,200, | 154,200, | 157,200,
Total 000 000 000 000 000
Transition Assistance and |41,641,6]| 39,922,0|38,128,4 |36,317,0 |34,503,4
Institution Building 13 01 99 68 10
Maced 4,158,38(5,277,99(5,571,50 |5,682,93 [5,796,59
E:fiz 0| Cross-border Co-operation 7 9 1 2 0
(candid
ate 7,400,00(12,300,0( 20,800,0 | 29,400,0 |35,000,0
country | Regional Development 0 00 00 00 00
)
3,200,00] 6,000,00( 7,100,00 | 8,400,00 |9,400,00
Human Resources Development |0 0 0 0 0
2,100,00(6,700,00(10,200,0 |12,500,0 |14,000,0
Rural Development 0 0 00 00 00
58,500,0( 70,200,0( 81,800,0 {92,300,0 |(98,700,0
Total 00 00 00 00 00

Source: European Commission
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Compone

2007

Access to Financing in Southeast Europe: Before and After the Crisis

2008

2009

2010

Albania
(potenti
al
candidat
e
country)

Transition
Assistanc
e and
Institutio
n Building

54,318,790

61,111,756

70,917,079

82,711,421

84,301,650

Cross-
border
Co-
operation

6,681,210

9,588,244

10,282,921

10,488,579

10,698,350

Total

61,000,000

70,700,000

81,200,000

93,200,000

95,000,000

B&H
(potenti
al
candidat
e
country)

Transition
Assistanc
e and
Institutio
n Building

58,136,394

69,854,783

83,892,254

100,688,099

102,681,861

Cross-
border
Co-
operation

3,963,606

4,945,217

5,207,746

5,311,901

5,418,139

Total

62,100,000

74,800,000

89,100,000

106,000,000

108,100,000

MNE
(potenti
al
candidat
e
country)

Transition
Assistanc
e and
Institutio
n Building

27,490,504

28,112,552

28,632,179

29,238,823

29,843,599

Cross-
border
Co-
operation

3,909,496

4,487,448

4,667,821

4,761,177

4,856,401

Total

31,400,000

32,600,00

33,300,000

34,000,000

34,700,000

Serbia
(potenti
al
candidat
e
country)

Transition
Assistanc
e and
Institutio
n Building

181,496,352

179,441,314

182,551,643

186,206,679

189,956,810

Cross-
border
Co-
operation

8,203,648

11,458,686

12,248,357

12,493,321

12,743,190

Total

189,700,000

190,900,000

194,800,000

198,700,000

202,700,000

Kosovo
(potenti
al
candidat

Transition
Assistanc
e and
Institutio
n Building

68,300,000

121,993,920

63,339,798

64,484,594

65,828,286
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e Cross-

Ui, bocr(‘)i_er 0 2706,080 | 2,760,202 | 2815406 | 2,871,714
operation
Total | 68,300,000 | 124,700,000 66,100,000 | 67,300,000 | 68,700,000

Total Country
Programs 0

0 0

1,109,427,0C 1,248,600,0C 1,263,900,00 1,399,400,00 1,547,000,00

0

0

Source: European Commission

2. Top investor countries in BiH May 1994 - December 2009 7 Total amount 5.8 bill E T 1

Austria |
Serbia |, eee——
Slovenia
Croatia
Switzerland
Gemany
Russia
Netherlands
ltaly
Turkey
USA

All other Countries }

e 667

S| 374

e, 346
218
131

.y 125

w115

| 100
| 674

1,524
850

o rmessnsml 669

0 500

1000 1500 2000

Source: Central Bank of BiH; FIPA

3. FDI Stocks by Industry, May 1994 - December 2009

Transport

Real estate
2%

2%

Senice
7%

Other financial
senice
7%

Trade
12%

Telecommunion
13%

Source:Central Bank

Tourism
1%

Manufacturing
4%

Banking
22%

of BiH; MOFTER; FIPA
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4, FDI Stocks in B&Hby Countryh | E1 1 ET 1 ©

December |December|December| December | December

2005 2009
Austria 929 1,190 1,294 1,446 1,524
Serbia 51 65 773 832 850
Slovenia 278 365 427 610 669
Croatia 357 423 546 626 667
Switzerland 51 203 337 364 374
Germany 221 255 270 294 346
Russia 167 202 218
The
Netherlands 77 95 113 134 131
[taly 52 75 103 114 125
Turkey 29 53 64 68 115
USA 31 27 81 99 100
All other
countries 387 262 366 487 674
Total 2,463 3,013 4,641 5,342 5,793

Source: Central Bank of BiH; MoFTER, FIPA

6. Major Foreign Investors in Bulgaria

SOLVAY Belgium SODI DEVNYA chemical industry
AES USA AES Maritza East 1 electricity distribution
Aurubis Germany Aurubis Bulgaria Copper smelter
[talchementi [taly Devnya Cement A cement industry
Lufthansa Technik Lufthansa Technik Sofia
Germany Aircraft maintenance
Gmbh. 00D
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TELECOM AUSTRIA Austria MOBILTEL AD Telecommunications
ENEL Italy EK MARITZA EAST 3 energy
SCHNEIDER ELECTRIC Germany SCHNEIDER ELECTRIC electronics
MONTUPET SA France MONTUPET SA automotive supplier
Yazaki Japan Yazaki Bulgaria EOOD | automotive supplier
OTP Hungary BANK DSK finance
PIRINSKO PIVO,
CARLSBERG Denmark brewery
SHUMENSKO PIVO
Witte Automotive Germany Witte Automotive automotive supplier
Automated
ABB Germany ABB Bulgaria
components
Melexis Belgium Melexis Bulgaria Microelectronics
INTERBREW Belgium KAMENITZA brewery
Wienerberfer Austria Wienerberfer Building materials
ALPIQ Holding Group Switzerland Vetrocom EOOD Sofia energy
NESTLE Switzerland NESTLE BULGARIA food industry
SISE CAM Turkey TRAKIA GLASS glass industry
SOFIAMED, STOMANA
VIOHALCO Greece copper,metal products
INDUSTRY
IDEAL STANDARD,
AMERICAN STANDARD| USA, Netherlands A plumbing, sanityware
VIDIM

Johnson Controls

USA

Johnson Controls

Electronics Bulgaria

Automotive industry

Microsoft

USA

Microsoft Bulgaria

IT
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SAP Germany SAP Labs Bulgaria Itd IT
TUMBLEWEED USA TUMBLEWEED software consultancy
SKF BEARINGS Sweeden LAGEREN ZAVOD metal products

Hewlett Packard Hewlett-Packard
USA Bulgaria IT
AMIS USA AMIS BULGARIA electronics
IBM USA [BM Bulgaria IT
FESTO Germany FESTO PRODUCTION automation
HEIDELBERGER ZLATNA PANEGA.
Germany cement industry
ZEMENT GRANATOID
Mitsubishi Heavy
Japan Kaliakra Wind Power AD Energy
industries
LIEBHERR refrigerators
Germany LIEBHERR MARITZA
HAUSGERAETE manufacturing
E. MIROLIO [taly E. MIROLIO trade
HOLCIM
Switzerland BELOIZVORSKI ZEMENT cement industry
(HOLDERBANK)
KNAUF Austria KNAUF GIPSFASER buildig materials
GLOBUL, COSMO
OTE Greece communications
MOBILE
LINDNER
Germany BUSINESS PARK SOFIA construction
INTERNATIONAL
SPARKY Germany ELTOS, AGROMASHINA | electrical instruments
EPIQ Belgium EPIQ BULGARIA elctronics
ACTAVIS Iceland BALKANPHARMA pharmacy
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VIVA VENTURES
Austria BTC AD communications
(Advent International)
UNICREDITO Italy BULBANK finance
CEZ Czech Republic EDC SOFIA, EDC PLEVEN | electricity distribution
EDC VARNA, EDC
E.ON Germany electricity distribution
G.ORYAHOVITZA
EDC PLOVDIV, EDC
EVN Austria electricity distribution
ST.ZAGORA
GRAMER Germany GRAMMER automotive supplier
KRAFT FOODS
KRAFT FOODS USA food industry
BULGARIA
LINDE GAS Germany LINDE BULGARIA industrial gases
DUNDEE PRECIOUS
Ireland, Canada BIMAK mining
METALS
LUKOIL Russia, Netherlands | NEFTOCHIM, PETROL |petrochemical industry,
PALFINGER Austria PALFINGER BULGARIA mashinebuilding
HYUNDAY ELPROM
HYUNDAI Korea power transformers
TRAFO
safety-match
SWEDISH MATCH Sweeden KOSTENETZ
manufacturing
KERAMIK HOLD./ ROCA| Spain FAYANS KASPICHAN sanitatyware
MIROGLIO BULGARIA,
MIROGLIO [taly, Germany textile manufacturing
INTERPRED
SOCOTAB Switzerland SOCOTAB BULGARIA tobacco processing
McDONALDS USA McDONALDS BULGARIA restaurants
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KAUFLAND Germany KAUFLAND BULGARIA trade
METRO Germany METRO BULGARIA trade
EUROBILLA Austria BILLA BULGARIA trade
HIT Germany HIT HYPERMARKET trade
IMMOFINANCE IMMOFINANCE trade
KARBO LTD UK KARMAKO trade
RAO GAZPROM Russia OVERGAZ trade
HELENIC PETROLEUM Greece ECO ELDA trade (petrol)
BREWINVEST Greece ZAGORKA brewery
WILLIAM HUGHES UK WILLIAM HUGHES automotive supplier
ROLLMANN &
Germany PIRINTEX clothing
PARTNER
oMV Austria OMV BULGARIA trade (petrol)
SHELL UK SHELL BULGARIA trade (petrol)
WILLI BETZ Germany SOMAT transport
BOYAR
INTERNATIONAL UK DOMAIN BOYAR wine production
CRONOSPAN Austria CRONOSPAN BULGARIA wood products
Hit Immobilien Germany Hit Immobilien Sofia Trade
SPLTD
Tokushukaial Corp Japan Tokushukai Sofia EOOD Healthcare
Carrefour France Carrefour Bulgaria AD Trade
Keros Spain Keros Bulgaria AD construction
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Tengelmann Konzern Germany Immobilia Bulgaria logistics
Vyataren Park Stanata
WE2 and WPD Germany energy
EOOD
Eolica Navara Spain Eolica Bulgaria energy
Saint-Gobain
Saint-Gobain France Construction Products |construction materials
Bulgaria EOOD
Ixetic Germany Ixetic Plovdin EOOD automotive supplier
Hamberger Germany Hamberger Construction materials
Bramac Dachsysteme
Bramac Austria Construction materials
International
Eichhoff Electric GmbH Germany Eichhoff Components |Electrical engineerimg
Zobele Group [taly Zobele Group Electrical engineerimg
NEWS INC USA BTV TV broadcasting
Sutherland Global Sutherland Global
Services USA Services BPO
Adecco Switzerland Adecco Bulgaria HR
C3i USA C3i Europe EOOD BPO
Nemetschek AG Germany Nemetschek 00D IT
NAFTEX (UCOS UCOS PETROLEUM,
Cyprus trade (petrol)
PETROLEUM), NAFTEX
SIEMENS Germany DIGICOM SPLTD electrical engineering
RAIFFEISEN BANK
RAIFFEISEN BANK Austria finance
BULGARIA
SAFIL, Italy Italy BULSAFIL textile manufacturing
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SOCIETE GENERALE France SG EXPRESSBANK finance
ALLIANZ BULGARIA
ALLIANZ Germany finance
HOLDING
VIDEOTON Hungary DZU STARA ZAGORA electonics
Source: Bulgarian National Bank
7. Major Investors in Kosovo
Company Country Sector
RAIFFESEN BANK Austria Financial sector
PRO CREDIT BANK Germany Financial sector
KASABANK/NOVA LJUBLANSKA BANKA Slovenia Financial sector
TELECOM SLLOVENIA & IPKO NET Slovenia Telecommunication
) . 352! . #% #/ - 01! . ¢ Albania Insurance
) . 352! . #% #/ - 01! . g Albania Insurance
IMR 7 ALFERON Great Britain Mining
LLAMKOS India Metal processing
HARO TRADE AND CONSULTING L.T.U.
XELLA Austria Construction
KOSOVAPLAST Macedonia Construction
ROFIX Austria Construction
IMN BRICK FACTORY, GJAKOVA - Construction
SHARR CEM Switzerland Production of cement
Kosovo/Macedon
SILCAPOR/GRAND HOTEL ia Construction/hotels
RENOVA Macedonia Construction

M&SILOSIZ8 R2 8 R

Switzerland and

Macedonia

Food industry

RAHOVECI VINERY

USA

Food industry
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PEJA BREWERY Kosova Food industry

NEWCO TROFTA ISTOG Belgium Food industry

O,5+/ 6 Luxemburg Food industry
03%- %. ! 2.16 +/3 Slovenia Agriculture

BALLKAN BELT Turkey Leather and rubber
SCAN COLOR Norway Colors
Source: IPAK

8. FDI in Macedonia by Activity 1997 - 2007

ACTIVITY % of total FDI stock

Manufacturing 35.6
Transport and Communications 21.3
Financial Intermediation 12.6
Trade and Repair 10.4
Electricity, Gas and Water 6.4

Real Estate and Business Activities 4.2

Construction 3.4
Hotels and Restaurants 2.1
Mining and Quarrying 2.0
Other 0.9

Source: National Bank of the Republic of Macedonia

9. FDI in Macedonia by country of Investors 1997 7 2007

COUNTRY % of total FDI stock

Netherlands 16.9
Hungary 16.6
Greece 15.2
Austria 9.4
Switzerland 6.6
Slovenia 6.5
UK 4.0
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3.4
2.8
2.6

16.0

Source: National Bank of thRepublic of Macedonia

10. List of major Investors in Montenegro

DAIDO METAL

V"
o
D'A

MAESTRAL

Resort & Casino, Montenegro

The Greek company Hellenic Petroleum S.A, in 2002 became the
mayor owner, with 54.4% of shares of Jugopertol AD Kotor -
previously state owned company for exploration, exploitation and
trade of petroleum and petroleum products. Hellenic Petroleum
paid €65 million for shares and provided additional €35 million for
investments. The company has expanded its activities (wholesale,
retail, distribution of petroleum). In cooperation with partners
from UK Jugopetrol is involved in exploration of gas in the Adriatic

Sea.

The Japanese Daido Company, founded in 1939, had bought
majority of shares of the Factory of Ball Bearings - now called
Daido Metal Kotor. The Japanese investor has made €9 million of
investment in the company to date. Daido is a world leader in
lubricated bearing production (used for automobiles, shipping and
other industries), with the capital of $3.8 billion and 1,260
employees. Daido Global Network is present in Europe, Asia and
North America. Daido’s plan for the next 10 years is to reach €130

millions in sales in the European market.

The sale of the Hotel Maestral in 2001 to the biggest Slovenian
Hotels group HIT for €4.5 millions is one of the most successful
privatizations in hotel industry in Montenegro. The investor from
Nova Gorica had invested over €30 million, although the
contractual obligation only required an investment of €7 million in

the four years time. The Hotel is now in the 4* category and already
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has won many international awards.

Belgian Interbrew purchased the brewery Trebjesa from Niksic for
total amount of DEM 41 million. Local brewery is producing beer
since 1896. After purchasing over 70% of shares Interbrew had
introduced new packing for the beer as well as new products such
and light beer and bottled water. These products are exported into

region.

The first GSM call was performed on July 10th 1996. The
Norwegian telecommunication company Telenor Mobile
Communication AS is 100% owner of the first mobile operator in
Montenegro. With 225 employees Pro Monte is the largest
greenfield investment in Montenegro. Total investments made so

far are reaching €90.0 million.

Hungarian Telecommunication Company Matav owned by one of
the four worldwide leaders Deuche Telecom had become in April
2005 the major owner of Telecom Crne Gore. The purchase price
for 51% of shares bought from the State of Montenegro was €114
million. Matav had bought additional 22% of shares at stock-
exchange for €22 million. In addition in next 5 years company is

planning to invest €67.3 million.

Hotels Group Montenegro Stars was founded in July 2003. The
core business of the company is tourism and hotel services. The
company is the owner of three hotels: “Blue star” in Budva,
“Montenegro” and “Splendid” in Becici. “Montenegro stars”
purchased Hotel “Splendid” for 2.4 million euros, but is investing

over 50.0 million. Company plans to open about 700 new jobs.
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British company Beppler&Jacobson invested over 9 million euros
in recently opened hotel Bianca. Hotel “Bianca” with the
accompanying facilities and the land was sold to the British
company for €1.6 million. At the moment this company is involved

in reconstruction and modernization of the ski tracks, ski lifts and

Beppler & JaCOhson LTD cableway. Same company purchased hotel “Avala” for €3.2 million

GEMNERALE

GROUPE

HYPO

ALPE-ADRIA-BANK

and plans to invest over €10 million in the hotel modernization.

One of the leading financial groups in the euro zone with over 386
billion assets under management, Societe Generale Group
purchased 64.4% shares of "Podgoricka Banka" for 385 euros per
share. Societe Generale Group is the third corporate and
investment bank in the euro zone with more than 19 million

customers in the retail-banking in the world.

After opening branch offices in Austria, Italy, Slovenia, Croatia,
Bosnia and Herzegovina, Serbia and Germany Hypo Alpe-Adria-
Bank Group opened leasing and bank in Montenegro. HAA Group
employs more than 5.200 people that serve more than 750.000

customers.

Source: MIPA
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11. Top foreign investors in Serbia 2001-2009

Leading Foreign Investors (2001-2009)

Company Country Industry Investment Type Investment (mln euro)
Telenor Norway Telecommunications Privatization 1,602
G:szrom Neft Russia Energy Privatization 047
[ntesa Sanpaolo [taly Banking Acquisition 660
Philip Morris USA Tobacco Privatization 611
Mobilkom Austria Telecommunications Greenfleld 570
Stada Germany Pharmaceuticals Acquisition 475
AB InBev Belgium Food and Beverages Acquisition 427
National Bank of Greece Greece Banking Privatization 425
Mercator Slovenia Retail Greenfield 240
Fondiaria SAI [taly Insurance Privatization 220

12. Inward FDI by industry in Serbia 2004 7 2008

Inward FDI by Industries (2004-2008)

Industry Investment Value (USD million)
Financial Intermediation 51834
Manufacturing 2,691.1
Transport and Telecommunications 2,5322
Wholesale, Retail, Repairs 1,8743
Real Estate, Renting 1,865.3
Construction 3310
Other Utility, Social and Personal Services 1453
Agriculture 1.3
Public Administration and Social Insurance 101.2
Hotels and Restaurants 90.2
Mining and Quarrying 64.9
Electricity, Gas and Water 6.4

Source: National Bank of Serbia
13. Net FDI by countries 2004 - 2008

Net FDI by Countries (2004-2008)

Country Investment Value (USD million)
Austria 25044
Greece 1611.1
Norway 1,556.3
Germany 13035
Netherlands 4624
italy 7225
Slovenia 605.6
France 408.2
Luxembourg 437.8
Hungary 3478

NOTE: The National Bank of Serbia reparts FDI data by country
of payment and not by country of actual investment.
Source: National Bank of Serbia
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