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PREFACE
Chesapeake Associates, under a grant from the U.S. Agency for International
Development (USAID), organized a regional project to explore ways to increase
competitiveness in the Balkans. Five independent economic think tanks in the
Balkans were asked to participate: (in alphabetical order) the Albanian Center for
Economic Research (ACER) in Tirana, Albania; the Institute for Market Economics
(IME) in Sofia, Bulgaria; the Institute for Development Research (RIINVEST) in
Prishtina, Kosovo; the Association for Modern Economy (AME) in Skopje,
Macedonia; and the Institute for Strategic Studies and Prognoses (ISSP) in
Podgorica, Montenegro.
During the course of one year, we met together four times: twice in Skopje, once in
Vienna, and once in Podgorica. During our first meeting, we agreed on our mutual
goal: to determine the factors necessary to increase competitiveness, investment,
and regional trade across the Balkans. To accomplish this, we decided it was
necessary to determine what common problems businesses faced while operating
in the region. We decided to examine the role of regional cooperation and foreign
direct investment in the region’s competitiveness, and to discover whether
common factors were affecting each country’s ability to compete.
Together, we agreed that each of the five institutes would interview twenty-five
companies1: one test case to refine the procedures, eight domestic companies,
eight regional companies, and eight international companies. We also agreed on
thirty questions that would comprise a questionnaire. These included questions on
the businesses’ important markets and their competition; obstacles they had faced
in starting and in operating their business; what they used for instruments of
payment, method of transport, and means of contract enforcement; and changes
needed to increase business opportunity.
The five institutes each conducted twenty-five surveys (although in some cases
they had to conduct far more which they discarded because the respondents were
uncooperative) and summarized their work. The answers were combined and
collated; the Albanians put them into charts for us and we met again to pour over
the responses. All of the results were interesting, although some were not
surprising. For example, we saw that to conduct transactions, the vast majority
(84 percent) used the DM or Euro, and 52 percent used the Dollar, while only 40
percent used their local currency. We saw that 91 percent used bank transfers as
their instrument of payment; 69 percent used cash; 25 percent used barter; and
only 20 percent used checks. The E.U. was viewed as the source of both their
main competition, as well as among their most important markets. Kosovo was
also an extremely important market (possibly due to rebuilding after the war);
1

Some of the names have been changed of companies profiled in the case studies in this volume.
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aside from that, most of their competitors, in addition to their most important
markets, were other countries in the region.
The majority of respondents were frustrated by the same barriers to operating their
businesses. Out of twenty options (including problems with the banking system,
utilities, infrastructure, and telecommunications), the respondents consistently
mentioned the same obstacles: customs related problems; taxes (both the rate
and the frequency of change); the lack of transparent, consistent information from
the government; and contract enforcement. Surprisingly, regardless of the type of
business (domestic, regional, or international), we saw that the companies had to
combat the same problems. We also saw that, overwhelmingly, the companies
considered their major obstacles to competitiveness to be externally generated, as
opposed to the normal, every day type of internal problem companies generally
face. We decided to investigate further by doing in-depth case studies, two per
institute, of companies that had experienced at least one of the three obstacles
(customs, taxes, lack of information) most frequently cited in the questionnaire.
We brought in a widely respected case study expert, Professor Neil G. Cohen of
The George Washington University, who spent two days instructing the institutes`
economists in the art of conducting the research for and writing case studies.
They spent the next several months doing in-depth interviews in their selected
companies and writing the first drafts of their case studies. We met a final time to
review the ten cases, discuss the current status of regional trade and cooperation
in the Balkans, and outline the challenges and opportunities for enhancing
business opportunities, trade, and investment across the Balkans, as well as for
expanding regional cooperation.
It was a privilege for me to work with the five Executive Directors of the premier
independent economic think tanks in the Balkans. Zef Preci (Albania), Krassen
Stanchev (Bulgaria), Muhamet Mustafa (Kosovo), Trajko Slaveski (Macedonia),
and Petar Ivanovic (Montenegro) are among the most impressive people with
whom I have ever worked: smart, enthusiastic, hard working, and committed to
change in the Balkan region. Much of the credit for this project also goes to their
staff, who did an enormous amount of work on the surveys and case studies:
Ledia Muco (Albania), Martin Dimitrov (Bulgaria), Muhamet Sadiku and Petrit
Gashi (Kosovo), Pece Nedanovski and Fatmir Besimi (Macedonia), and Jadranka
Kaludjerovic and Milorad Katnic (Montenegro). More on these institutes, their
activities, and this project, can be found on our web site, www.balkannetwork.org.
Margot E. Machol
Chesapeake Associates
Washington, D.C.
September 2001
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SUMMARY
This volume presents ten first-person stories, case studies, about how
entrepreneurs in the Balkans cope with obstacles to the success of their
businesses. In producing the ten cases, we labored to produce something new.
We realize that many of the issues covered in the case studies are not new, and
that these topics have been written about before. However, what is different here
is that each case study documents the specific experiences of a real business in
the Balkans, revealing frustrations and difficulties through the eyes of the
principals involved, in their own words, as they struggle to survive and grow.
Additionally, many of the cases show the impacts of these obstacles on revenues,
costs, and profits, putting the damages in financial terms, information that is not
usually seen.
These ten businesses, as with all other businesses around the world, faced
problems with marketing, production, distribution, financing, and personnel. But
they also faced problems that are unimaginable to most western companies:
customs procedures that were applied indiscriminately among companies, tax
levies that changed from month to month, government contracts that were
abrogated after they were signed. In fact, most of the problems cited by these
companies that created pressing problems were generated by government policies
or procedures. It is our hope that these cases can be used as a starting point to
evaluate those laws and regulations across the Balkans that have created barriers
for businesses such as these to become prosperous and competitive.
How to Use These Cases
We invite elected government officials, appointed ministers, trade representatives,
chamber of commerce officials, international bankers, representatives of
multilateral organizations, and all parties interested in the economic development
of the Balkans, who play a role in influencing change, to read these case studies.
We also invite teachers and students in universities, and participants in
management education programs, to use these case studies as the basis for
spirited discussions about obstacles to trade and prospective solutions. The
personal nature of these cases is likely to generate exciting class discussions.
Suggestions for teaching these cases is available at the Balkan Network website,
noted below.
These case studies personalize standard themes, taking them out of the dry and
sterile arena of aggregate data and policy recommendations. You will learn about
the entities behind the statistics: real businesses and real people, whose job it is
to employ citizens to make and sell products. For those who are not familiar with
the Balkans, we provide brief statements about country background. Electronic
copies of these case studies can be downloaded for electronic distribution from
http://www.balkannetwork.org.
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Ten Case Studies – A Brief Overview
The words in the ten case studies come from the people who run businesses in
the Balkan states. They offer testimony about conditions they face every day,
which limit their ability to do business at home, in the region, and internationally. In
their own words, they describe events that hamper their firms, providing unusual
insight into these situations that are usually described in a general way, without
the benefit of the personal view. These case studies are written not only about
actual businesses, but about people in those businesses who have the day-to-day
responsibility to make them grow and become successful. Even though some of
the names have been disguised, the situations and stories are current and real.
The objective of each of the businesses, taken one at a time, is to sell its products
into the marketplace at a price enabling it to pay its suppliers and employees, to
pay the appropriate taxes to the government at a reasonable level, and to have
enough profit left over that will provide a reasonable return on the investment
required, so more capital can be raised to make the business grow. The problems
they face, unlike western businesses, are often imposed from outside the
company: government rules and regulations that are difficult to understand,
constantly changing, and applied in an inconsistent and arbitrary manner. While
the cases look at ten businesses, one at a time, in the aggregate they stand for the
economy of the states within the Balkans. Companies such as these can provide
the engine for economic growth, if the barriers they face are removed.
ALBIT is an Italian-owned company registered at Tirana, Albania in 1992. It sews
upper portions of shoes using imported materials. The resulting product is reexported to the mother company in Italy. ALBIT is looking for better returns by
integrating the production process to include leather cutting as well as sewing. In
2000, the company had a profit rate of 3.5% that would be significantly higher in
the absence of the present administrative and governmental bureaucratic barriers
in customs and tax offices. To the extent that costs of doing business can be
reduced by improvements in administrative and bureaucratic obstacles to trade,
ALBIT feels that it can justify its increased investment in the business.
ROSSI in Tirana, Albania produces about 700 smoking pipes each day. They are
sold in Europe as well as in the USA, Canada, Japan, China, Australia and United
Arab Emirates. Rossi is a successor to the Capuji organization established in
1949, which benefited from World War II reparations in the form of machines and
technology. As much as 40% of Rossi’s potential profit is absorbed by customs
delays and slow reimbursement of Value Added Taxes, threatening its ability to do
business, let alone expand. Solutions to these problems are vital for a business
that relies on export sales.
MAGNOLIA is a private Bulgarian joint stock company established in 1991,
working in the cosmetic and perfume business. Foremost among their concerns is
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getting access to timely information for monitoring existing markets and new
opportunities, mitigating the negative impacts of regional tariffs and VAT on their
business, and getting support for commodity hedging operations. They also
wonder about the appropriate role of government in fostering, rather than harming,
the growth of small and medium-sized international businesses based in Bulgaria.
WIRE&CABLE is the only large-scale producer in Bulgaria of copper and
aluminum wire products. The senior managers of Wire&cable play a tight-wire
balancing act in running a profitable large business. As a producer of commodity
products with little or no differentiation among producers, competition can be fierce
and leads to low profit margins. In addition to running the business day-to-day,
they must provide an adequate rate of return to their investors, in the context of
worldwide capital markets, if capital for modernization and growth is to be attracted
and retained. Domestic tax regulations, customs duties, and payments
mechanisms can act as a drag on their business. Interest-free loans to the
government as a result of delays in reimbursements, the cash flow, profit, and rate
of return consequences can be serious and damaging to the vitality of the
business which otherwise operates efficiently.
BESHOLLI Commerce in Kosovo sells slabs, sanitation equipment, Knauf gypsum
products, and offers transport and engineering services. Products are imported
from Greece, Spain, Egypt and Italy. After the 1999 war, when the Besholli family
suffered losses for the fourth time in this century, they quickly rebuilt as in the past.
Border crossing delays, excessive taxes, and lack of a functioning banking system
hamper Besholli’s business. The brothers find the obstacles to trade particularly
frustrating because most of the problems are not in their power to change.
LESNA Prishtine was developed from one of the most famous wood producers in
the former Yugoslavia, Lesna Gradec in Slovenia. In 1982, it opened in Kosovo to
sell windows and doors, and later expanded into manufacturing for both the
domestic and regional markets. According to its managers, controls, fines with no
legal support, the black market economy, and unfair competition hamper its
business and keep it from developing its opportunities. Additionally, frequent legal
and regulatory changes, lack of confidence in banks, differential taxation, and lack
of business security have a bad influence on business.
MAKSTIL represents the heart of the former Skopje Mines and Steel Mill in
Macedonia. It offers products to the local market, to the neighboring countries
markets (FR Yugoslavia, Croatia, Bulgaria), and markets of the European Union
and the United States. Because of anti-dumping regulations, the EU started to
close its markets to producers from non-EU countries, and filed an anti-dumping
case against Makstil. Also, during the last two years, while all big consumers in
Macedonia have been granted reduced electricity prices, Makstil’s price was
increased by 40-50%, increasing its cost of production and limiting its ability to
compete internationally.
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VIPRO started in Gevgelija, Macedonia with soft drinks production, adding mineral
water and fruit and vegetable products. This company, which emphasizes high
quality raw materials and traditional production processes, fights against the gray
economy, where its major competitor enjoys much lower labor costs because its
employees are unregistered and do not pay taxes. Further, big companies create
competitive pressures, causing the volume of production to decline and the costs
to rise. As VIPRO tries to use export markets as a solution to the problem of a
limited domestic market, it finds itself marginalized, without influence on the trade
association in this industry, and thus on government policy.
PRO MONTE GSM was founded in January 1996 in Podgorica, Montenegro. It is
a modern telecommunication company. Total investment in Pro Monte GSM by
foreign investors was close to DEM 100 million over the period 1996-2000. It plans
to invest another DEM 40 million during 2001, based on its long-term plans and
strategy for Montenegro. As it makes these plans for capital spending, it ponders
the impacts on profitability and return on investment of the Montenegrin
government’s decision to license a second telecom provider, contravening its 1996
contract with the Government for exclusive operating rights over a 20-year period.
BREWERY TREBJESA traces its origins in Montenegro to 1896. The major
product of the brewery, located in Niksic, is Niksicko beer. Management uses an
event at the border to highlight its most serious problem: three illegal truckloads of
a competitor’s beer are confiscated by the Montenegrin police. That beer would
have been sold to consumers at an unrealistically low price, if the smugglers had
succeeded. Management hopes that the government will become more interested
in the problem of illegal competition at the hands of those who escape taxation
and customs duties. Trebjesa, in spite of its foreign ownership and large size, can
not endure loss-making operations if it is to attract the capital that is vital to sustain
and grow a business.
Professor Neil G. Cohen
Department of Finance
School of Business and Public Management
The George Washington University
Washington, DC 20052
ngcohen@gwu.edu
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ALBANIAN CENTER FOR ECONOMIC RESEARCH – ACER
Dr. Zef Preci, Executive Director

The Balkan Network Competitiveness Project

ALBIT COMPANY – TIRANA, ALBANIA:
SAFETY SHOE RE-EXPORTER
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In the summer of 2001, the owners and managers of ALBIT are considering
increasing their production capacity by extending the vertical integration of its
manufacturing process. Because the factory is narrow and insufficient, it needs
additional space. “If the company could create a leather-cutting division, the
number of workers could reach 2,000, and of course the company would expand
production and profits,” says Mrs. Ahmetaj, ALBIT’s administrative manager. “The
bigger the investment in the business, the greater is the profit we earn.” ALBIT is
looking for better returns by including the leather-cutting process in producing the
upper parts of shoes. In 2000, the company had a profit rate of 3.5% that would
have been significantly higher in the absence of the present government legal and
bureaucratic customs and tax barriers. To the extent that the costs of doing
business can be reduced by improvements in administrative and bureaucratic
obstacles to trade, ALBIT feels that it can justify increasing its investment in the
business.
Company Background
Because of the low cost labor force available in Albania, Michele and Saverio
Bassolli came to Albania in 1992 to develop ALBIT Company, the name coming
from the first syllables of Albania and Italy. The Bassolli brothers are the coowners of the mother company CAFOR, a southern Italian manufacturer
producing safety shoes for the European market. CAFOR’s turnover grew from
about USD 2.5 million in 1990 to about USD 50 million in 1999.
ALBIT is a 100% Italian-owned company. It was registered at the Tirana Law
Court in December 1992 and started its activities in July 1993. The company’s
owners used the period between registration and start up to restore buildings and
2

By Ledia Muco and Fatmir Mema of the Albanian Center for Economic Research (ACER) in
Tirana, September, 2001. This case study was prepared under the auspices of the Balkan
Network, directed by Margot Machol of Chesapeake Associates, as part of a case study project
focusing on factors that enhance competitiveness, investment, trade, and economic development
in the region. Professor Neil G. Cohen of The George Washington University in Washington DC
was the supervisor and editor. This case and others are available at http://www.balkannetwork.org.
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bring the first machines from Italy. ALBIT specializes in semi-finished products,
producing the upper parts of shoes. It started its production in 1993 by producing
the upper parts of sport shoes. In 1997, the production structure was changed,
producing the upper parts of both sport shoes and boots used in hospitals. In
1998, it was changed again, to the production of only the upper parts of safety
shoes used by workers in dangerous sectors of the mechanics industry. Since the
start, ALBIT has been producing for export to the foreign market, using imported
raw material, producing the semi-final products and exporting them to the foreign
contractor CAFOR, which receives 100% of production.
They have rented from the Ministry of Public Economy and Privatization a part of a
former electronics complex. It consists of several small buildings functioning as
offices, as well as two stories in the main building (a six-story building) that are
used for production. Government institutions, such as real estate registration
offices, use the other parts of the building. The company pays a monthly rent of
Lek 79,507 for the land and USD 2,953 for the working location. The rental fee is
USD 1 per square meter. The company is entitled to a lease discount of 30%
because it fulfills certain conditions3. The first machines they used at the
beginning were second hand. Now, investment in new machines makes up 90%
of the machines used. The company has changed its working method, moving
from big lines to small ones, a modification that increased efficiency. Currently,
machines are organized into 10 lines for sewing and 10 lines for pre-assembly.
The administrative staff consists of the two owners, one manager, the personnel,
finance and accounting sectors, and the customer relations sector. There are nine
employees in total working as the company’s administrative staff. Mrs. Ahmetaj,
the administrative manager of the company, graduated in finance from the
Economics Faculty of Tirana University in 1987. She worked as an accountant at
the Center of Economic Informatics until 1993. Having been recommended by the
former administration manager, she joined ALBIT in October 1993 in the finance
and accounting department. In 2000, her predecessor manager left the company
to join another Italian firm and Mrs. Ahmetaj became the administrative manager.
The major products exported from Albania are manufactured by the inward
processing method, considered as re-export. Textiles and footwear are the main
group of goods exported in this way. According to statistical data provided by the
Ministry of Economic Cooperation and Trade, the share of re-exports in total
exports increased from 66% to 71% from 1999-2000. Since ALBIT works on an
inward processing contract entirely for re-export, all raw and supporting materials
except for electric power and fuel are imported, from Italy in this case. Therefore,
the company operates under the 1% customs regime, i.e., it pays only a 1% tax
on the value of its imports.

3

According to the Decision of Council of Ministers No.430, dated on July 9, 1998 on “Leasing the
buildings to Enterprises, Anonymous Companies, and Other Institutions,” ALBIT meets the criteria
for the number of people employed and the amount of annual financial investment in the business.

10

The company has shown a continuous increase in production, except during
1997, which was a year of disorder and disintegration in Albania. From 388
workers employed in 1993, the company has 835 workers today, with only 9
working in administration and 10 production engineers. The company produces
2,300,000 upper parts of shoes each month. Profit has increased from Lek 58,000
in 1993 to Lek 3.5 million in 2000. The profit is either invested to expand
production capacity or saved.
Graph 1. Increase in the number of workers over the years
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Obstacles to Trade
Administrative. Because production on long lines was not very efficient, it was
changed to short lines. This was experimented with during 1999 and applied to
the whole company in July 2000. Moreover, the payment method used to be a flat
salary, but in September 1999, a piecework system was started. From January
2000, the company moved entirely to a piecework system. Meanwhile, the salaries
were increased many times, usually every 6 months, starting from Lek 5,000 in
1993 up to Lek 20,000 in 2000, while today a worker’s salary reaches Lek 25,000.
The firm pays social insurance for each worker, which in some cases puts it in a
difficult situation of unfair competition.
Under the conditions where the company produces for re-export, it is
understandable that it does not face any local competitor, so ALBIT does not face
problems of unfair competition in production and sales. Sales are guaranteed
because the mother company imports all of the products.
The company faces unfair competition only in the case of paying workers’ salaries.
Many other companies sewing upper parts of shoes have not registered some of
their workers. They do not pay them social insurance. There are many employees
from poor Albanian families who do not care if they are insured or not; they want
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the maximum take-home pay. Therefore, by avoiding social insurance, many
companies carry out unfair competition.
Under these conditions, ALBIT was obliged to increase the salaries at the end of
2000 by 40%, just to avoid losing its workers who had been working there for
about 7 years. However these increased costs were not reflected in production,
which increased by only 20%, so the company lost ground in productivity.
Theft. Theft concerns have been low and now they do not exist. An important
factor has been that the product is such that it cannot be used in the Albanian
market. This is because they are semi-finished products with a re-export
destination in Italy.
Customs. ALBIT is a company heavily involved with customs. Each month it
imports 25 truckloads and exports 40 truckloads. Barriers during exportation are
few and rare and procedures are much faster in comparison to the many barriers
faced during the import of raw material.
Talking about customs related issues, the administrative manager said: “There are
many honesty problems, but also legislative gaps. If you do not pay at customs,
you will have many difficulties in solving your problem.” Among the barriers faced
at customs is that Tirana customs closes its books at 12.30 p.m. If a truck does
not arrive before 12.30, clearance is delayed until the next day. This hampers the
job and keeps many workers from working. On the other hand, if it arrives before
12.30, in order to clear the load you have to go through three signatures: register;
sign for a documentation check; and sign for a physical check. When it comes to
the third signature, if it is after 15.00, then the customs officer will say, “Sorry, my
official working time is over and you should wait for the third signature tomorrow.”
Tirana customs has a very small parking lot, so, the truck has to stay in one of the
private parking lots recognized by customs. Despite the fact that it is customs that
has caused the delays, you also have to pay for the parking lot, USD 7 per night.
It happens very often that the truck must park for an extra day (70% of the trucks
each month face this problem, costing them more than USD 120 per month.) This
adds unfairly to the cost of production. Adding to the unfairness is the fact that
different customs officials across the country have different operating procedures.
“Why does Tirana customs work in one shift, while in Durresi it works in two
shifts?” asks Mrs. Ahmetaj.
Furthermore, customs expects that the time to drive from Durresi to Tirana should
not exceed two hours, otherwise the company is subject to fines. What happens if
the truck breaks down on the way, or if there is heavy traffic? Given that the trucks
at Durresi customs are sealed and can be opened only by Tirana customs, then
why is there such a narrow deadline? It is a problem that exists between the
government institutions themselves. There is a lack of coordination between them.
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Besides that, customs officials carry out irresponsible checks. Thus, the
administrative manager, Mrs. Ahmetaj, complains that “loaded trucks that come in
the name of the company have been occasionally unloaded in Durresi for a
physical check, stopped by anti-smuggling units on the way and unloaded again
for a physical check, and when they have reached Tirana they have gone through
a third physical check!” Again, this adds greatly to costs, as well as to uncertainty.
Weighing the truck at the customs office is another issue. Generally, the truck is
weighed at Durresi customs, and if there is a difference between the weight
written on the receipt and that at customs, then the company is penalized via
fines. This process is prescribed by law. The problem arises in the way the truck is
weighed. The customs office in Bari, Italy where the product originates, does not
weigh the load. The weight is based on an estimate made by the supplier, derived
from the number of pieces and the weight per piece. In this way, the calculations
are approximate, and in some rare cases there have been some discrepancies
between the weight at Durresi customs and that printed on the receipts. Mrs.
Ahmetaj explained, “The weight is not important for the company, since they work
with pieces. Therefore, legal sanctions should be imposed only when the number
of pieces in the truck measured by Durresi customs is different from that on the
receipts from Italian customs.” The company was fined twice and trucks have
been forced to stay at customs for three consecutive days, which means at least
USD 50 lost in the parking lot, not to mention the delays in production, and
problems with the mother company, leading to financial losses. “If we did not have
enough reserved material to produce upper shoes during these days, it would
mean the factory would be closed for these days” says Mrs. Ahmetaj.
The necessary time for shipment is two days, but if prolonged customs procedures
were eliminated, then it would be just one day. In this case, the goods would enter
the production process immediately and be re-sent to Italy on the very next day,
avoiding costs associated with storing procedures.
Taxes. Speaking about barriers from the Tax Office, Mrs. Ahmetaj stresses that,
“The tax office works with central socialist planning, but wants to realize the
income according to a free market capitalist economy.” Therefore, based on
enforced laws, advance payment of profit tax is decided using profit figures
realized over the last two years. But tax officials come up with their own plan that
does not have any realistic basis from the profit and working conditions of the
company, other than that it is based on the revenues they need to realize in the
plan created by the Ministry of Finance. Moreover, if the company does not agree
with the plan and refuses to pay the demanded amount, then based on an
agreement between the tax and customs offices, customs has the right to block
your shipment. You have to pay the profit tax demanded by the tax office; whether
you agree or disagree is irrelevant, you have to pay it.
In addition to that, the company faces the problem of VAT reimbursement. After
much effort, it recently succeeded in getting the VAT reimbursement for 1999,
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which is supposed to be done every six months. In compliance with enforced
laws, within 30 days of receiving a company’s reimbursement request, tax officials
should come and check the documentation and, if everything is in order,
reimbursement should immediately take place. Under these conditions, ALBIT, in
October 2000 wrote an application for VAT reimbursement for the first six months,
but as of six months later, tax officials had not yet come to verify the
documentation, and almost one year later, there has still been no reimbursement.
“Why does the government unjustly keep the scarce and crucial working capital of
the company for such a long period of time?” asks Mrs. Ahmetaj. “Why is it
necessary to take requests up to the Prime Minister’s level just to ask for the
implementation of the law? These are unjustified delays, which negatively affect
the company.”
Bureaucracy. The administrators state regretfully that their relations with the
government encounter huge bureaucratic barriers. In order to finish a job with the
customs or tax office you have to visit up to 10 times. Even then, the bureaucrats
are hardly finished with the work or have not done it at all.
The company has not faced any security trouble. This advantage probably comes
from the fact that the company is located within the city of Tirana, in an area
beside a jail that has special protection. It is also probably a result of paying
reasonable wages that give workers a sense of respect for their work and
workplace. But even during the turmoil of 1997, it did not face any problems.
During that period, the company was neither robbed nor damaged. The
administrative manager says that employees themselves protected the company.
She believes that when private companies were robbed during 1997, it did not
happen to ALBIT, because the companies’ employees themselves protected it.
Utilities. At present, ALBIT has another problem. In order to cope with the
electrical power crisis, it has invested in powerful generators. So, from Lek 0.6
million that the company formerly paid for electricity bills, today it pays less, but
when the generators are switched on, about 300 liters of fuel is burned daily. This
incurs a monthly expense of Lek 2.5 million, an additional cost burden for the
company. Anotherl unfortunate consequence is that the noise from the generators
adds to employee fatigue and reduces efficiency, adding to production cost.
Significance of Obstacles
Customs – Delays in customs are increasing the costs, with a monthly value of at
least USD 120 per truck, considering only the parking cost. It is also followed by
the loss of time (at least 5 days) of at least one worker from the factory, who has
to deal with the customs officials because of the delays. This results in an
additional cost of at least USD 40 per month. Huge and unjustifiable delays at
customs generate higher transaction costs, bring about administrative problems,
and delay or terminate the production process.
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Tax Offices – The manager loses at least 15 working days a month, about USD
225, just to deal with the state administrative delays in the Municipality, Customs,
and Tax departments. At a minimum level, these costs would be USD 4,800 per
year, which could be better invested in extending the factory’s activity and
increasing the profits for the firm. “If the government’s arbitrary and bureaucratic
obstacles were removed, the factory’s profit would reach higher levels,” Mrs.
Ahmetaj stated. The situation would be as follows:
Possible profit during 2000
(without government costs and
other difficulties)
The real profit realized during 2000
Government costs and other difficulties,
of which:
- Customs delays
- Tax administration problems/ delays

USD 28,758
USD 24,138
USD 4,620
(19% of current profit)
8%
11%

There is a significant impact of government-induced costs on reducing the annual
profit for the firm. In 2000, ALBIT had a profit rate of 3.5%, or 3.5 million lek, and
over USD 1 million was invested in the firm. Losses from obstacles to trade
caused about an 8% reduction of possible investments in the company, affecting
the general level of investments made in the Albanian economy.
Prospective Solutions to Obstacles
The administrative manager stresses that, “I am for respecting the law from all
government structures, so if the government designs and approves laws, such as
customs and tax requirements, they should be implemented by its administration.”
But, according to her, there are legal gaps and irregularities that have to be
repaired:
•
•
•
•

The customs code has to be enforced, but it has to take into consideration
various circumstances, such as whether the company works with inward
processing or simply export-import.
Bearing in mind the successful track record of many responsible companies, a
privileged working status could be created for this type of company, speeding
their work and eliminating administrative and bureaucratic barriers.
Customs procedures across the country should be harmonized. For example,
considering the huge flow of shipments, Tirana customs should work in two
shifts like Durresi customs.
Adopt a process of “trust but verify” with random checking. If irregularities are
found, companies should be penalized with very heavy fines.
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•
•

Fiscal reimbursement should always be on time and perhaps there should be
legal sanctions against tax officials who do not meet deadlines.
A strict control should be executed on all companies, to be sure that they are
operating in a legal manner and that social insurance and taxes are paid for all
employees. If companies are checked and current workers are counted,
differences should be immediately exposed. In case of violation, legal
sanctions should be harsh.
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ROSSI PIPES FACTORY - TIRANA, ALBANIA
4
PRODUCERS OF SMOKING PIPES SOLD WORLDWIDE
Ilir Vishka, Executive Director of the Rossi Smoking Pipe Factory, was concerned
by the diminishing profitability of his business caused by expenses that were
beyond his control. A May 2001 study prepared in cooperation with a local thinktank, the Albanian Center for Economic Research in Tirana, showed that as much
as 40% of Rossi’s potential profit was absorbed by customs delays and tax
administration. Mr. Vishka, his management team, and economic analysts
wondered about the impact on the stability of ROSSI, it’s ability to continue
production and grow in the future, and the dampening effects of these obstacles to
trade on the viability of the Albanian economy.
Company Background
In 1954, as a result of economic policies followed by the state, in the framework of
improving Albanian industry, the artistic enterprise CAJUPI was established, a
department of which was a factory producing smoking pipes, located near the
Tirana city center. Decades later, in 1991, the pipes section of CAJUPI
participated in the Frankfurt business fair. Among the foreign investors interested
in the pipes factory was Guissepe Alberto, an Italian citizen. He visited Albania
right after the Frankfurt Fair and decided to invest.
In June 1991, Mr. Alberto signed a contract agreement with state institutions,
buying 45% of the shares. This status remained until May 2000, when Mr. Alberto
bought the rest of the shares of the company, which is now called Rossi Pipes
Factory. The newly established joint venture company needed several investments
because of the old technology and depreciated machines and equipment. About
95% of all machinery and equipment were replaced at the time. At the present
4

By Ledia Muco in cooperation with Fatmir Mema, both of the Albanian Center for Economic
Research (ACER) in Tirana, September 2001. This case study was prepared under the auspices of
the Balkan Network, directed by Margot Machol of Chesapeake Associates, as part of a case study
project focusing on factors that enhance competitiveness, investment, trade, and economic
development in the region. Professor Neil G. Cohen of The George Washington University in
Washington DC was the supervisor and editor. This case and others are available at
http://www.balkannetwork.org.

17

time, they have been 100% replaced. Start up capital came from Mr. Alberto’s
owner’s equity of USD 800,000, considered as equity capital of the owners.
Mr. Alberto has a family tradition in the smoking pipe business. His family owns
the Rossi Factory in Italy, a renowned company in this field. When the previous
owner died a long time ago, he unfortunately had not passed his knowledge and
technical skills on to his sons. Mr. Alberto bought all the necessary furniture and
equipment, as well as the ROSSI trademark.
The history of ROSSI in Albania extends over two periods: before and after the
democratic changes of 1990-91. All of the machines and technology were
provided by Italy as compensation for World War II damages caused in Albania.
Because of the increase in the variety of products and production volume some
years later, this enterprise was moved from the center to the industrial zone of the
city.
Now, under the ROSSI name, it is organized in four sectors: semi-final products;
bolting; abrasion; and final products. The average daily production is about 700
pipes, consisting of several varieties, which are very flexible in accordance with
market demand. The pipes are sold in European countries (England, France,
Germany, Netherlands, Spain, Portugal, Switzerland, etc.) as well as in the USA,
Canada, Japan, China, Australia, United Arab Emirates, etc.
The market breakdown is as follows:
Main markets
Northern European Countries
(England, Denmark, Norway)
USA
Other countries
(Japan,
France,
Germany,
Australia, etc.)
Total

Market share
80%
10%
10%
100%

The factory is managed by the Executive Director, Ilir Vishka, who graduated from
the Polytechnic University of Tirana in the Department of Engineering. He joined
the factory in 1993, after working for ten years as an engineer. According to him,
there are no serious internal problems in managing the factory now. It has a very
simple administrative structure. It consists of three main levels: the President; the
Executive Director; and four departments: Accounting; Cost; Cashier; and
Marketing, as pictured below.
There are about 100 people working in the four sectors of the factory, averaging
40 hours per week per worker. The average monthly salary for workers is Lek
16000–17000, or USD 100–120. The firm pays the social insurance costs for the
workers, about USD 30–40 per worker. As a result of good administration and
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management of the factory, it realized an annual profit rate of 7-12% during the
period 1993-97.
President
Executive Director

Accounting

Cost
Department

Cashier

Marketing
Department

ROSSI enjoys a monopoly in the pipe export business. It also controls the
Albanian domestic market. Most of the other pipes on the markets were produced
in the 1990s, or were produced recently but “obtained informally” (i.e. stolen). The
primary raw material is heath, called kucka in the Albanian language. It is
harvested in Albanian forests, such as the forests around Gramsh, Skrapar, Berat,
Durres, and Tirana.
However, because of some recent difficulties in providing it, some heath must be
imported. Heath is a seasonal item, which can be gathered only from October to
March, so ROSSI must hold a large raw materials inventory in order to produce
pipes throughout the year. The company organized a process of gathering heath
through contacts with residents of those zones, using a cash payment for each
consignment. Other materials such as pipe ends, pigments, etc., are imported.
Obstacles to Trade
Among the issues currently of concern to the company are the unreasonable and
unjustified delays in customs, the lack of efficiency of state structures in paying
duties (the VAT reimbursement) to their clients, the lack of coordination between
government institutions (customs and taxation offices), as well as the lack of credit
from banks operating in Albania. These kinds of issues increase transaction costs
for the company.
The informal way of releasing the pipes from the factory has been one of the major
issues of concern for the manager during the first years of transition. The pipes
factory had several organizational problems, especially during its first two years of
operation as a joint venture company, such as lack of discipline, lack of knowledge
about the technology, as well as poor administration, and theft. For every seven
pipes produced, six were stolen. According to Mr. Vishka, this was not only
because of the firm’s problems at the start, but also because of the low level of
education of the workers, as well as the socialist perception of working. This
phenomenon has gradually been reduced and is no longer a real problem.
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Concerns about personal safety and political destabilization made the process of
obtaining raw materials difficult. People were afraid and uncertain about entering
forests to gather heath because several were murdered during that period.
Gathering heath still remains a great concern. That is not because of instability
any more, but because of the limited natural resources. Because of the scarcity of
nearby forest zones, people who used to gather kucka are obliged to go far from
the previous zones, deep into the forest. They have to spend more time and use
transport to gather the raw material there. In addition, there are some difficulties in
finding the available labor force willing to work in the forest, because of internal
and foreign migration.
Thus, the cost of obtaining raw materials domestically has risen to converge with
the cost of importing them from Italy, Greece, Morocco, etc. In this way, since the
crisis of 1997, the annual profit rate has been reduced to 3%. The value of
imported raw materials (heath and pigments) on an average monthly basis is
about USD 11,000. The cost of importing machinery and equipment over this
period averaged USD 40,000 per month.
Customs issues are of great importance for the factory. The real problems begin
when ROSSI must deal with the Albanian government administration. The
company does get reimbursement for imports, reducing the customs duties to 1%
of the value. This rate applies to raw materials, while there is another tariff for
machinery, 5% of the value.
The firm faces many unreasonable delays in customs, waiting for several hours or
days until customs releases the material, increasing transaction costs. According
to Mr. Vishka, "I should have some priority with the government as a very regular,
reliable client for the last 10 years, and with a considerable value of turnover,
instead of their causing unnecessary delays.” There have been some instances
when customs officials have purposely caused delays in releasing ROSSI trucks
from the Port of Durresi, merely in order to have some conversations with the
Executive Director.
Mr. Vishka states, “Tirana customs demands that we cover the distance from
Durres to Tirana within one hour, otherwise it will suspect that the truck has been
opened on the way. But it is really very difficult to cover that distance in one hour,
because from Tirana to Durres there will be at least 5 or 6 controls from tax police
and customs police. Then, how can you imagine covering the distance from
Durres to Tirana in just an hour? What about if we also take into consideration the
fact that there might be heavy traffic, or the vehicle might break down on the way?”
Long delays at customs increase his operating costs and create bottlenecks in the
production process. In some cases, the urgent desire of customs officials to
contact the firm’s manager forces him to leave work and go to Tirana and Durres
just to meet them. It is understandable that this costs him too much. Working in

20

these circumstances, the only solution the manager mentioned is, “We also do as
all the others do”.
Another ROSSI manager, Mr. Haxiymeri, claimed that, “If the goods arrive on
Saturday at the Port of Durresi, they would not be released for two days, until
Monday; so the truck has to be parked for two days at the customs parking lot, and
no one is responsible if the goods are damaged, stolen, etc. while staying there.
So, we are under pressure and face uncertainty that something might happen to
the truck, which contains imported goods at a value of about USD 40,000.”
Problems with Tax Offices
It seems that Mr. Vishka, being a regular client who pays what he owes, does not
have any problem with the Tax Offices. On the contrary, he comments on some
anomalies observed:
•

Until recently, the Tirana Tax Offices used to ask for documents endorsed
by the Italian port (Trieste Port), doubting those provided by Albanian
customs. So, there was not any synchronization between Albanian
institutions. How is it possible that various bodies within a country do not
trust each other? However, this problem has now been solved.

•

Value Added Tax (VAT) reimbursement remains a problem for the company
since it operates under a reimbursement regime. The tax office directorate
should refund a value of Lek 2 million when this amount of VAT is attained.
But 3 to 4 years have gone by since the company paid USD 2 million and it
still has not received anything back. The amount to be refunded now
exceeds the value of Lek 8 million. Four reimbursements should have
taken place.

•

In the meetings carried out with government officials, the manager states
that he realized that the tax officers, being in a budget crisis, do not want to
return his money but, he says, “At least, they could straightforwardly tell me
they do not have the funds to reimburse me, without trying to find various
reasons, are asking often for other documents, and in many cases are
asking for documents that are based on Italian regulations and require a lot
of money to get them in Italy.”

•

In addition to that, the increase in the profit tax rate remains another
problem, given that computations for the coming year are done in October.
The manager asserts that, “it is difficult to estimate the market in advance,
when the Frankfurt fair is held in March”.

21

Significance of Obstacles
“If the government’s arbitrary and bureaucratic obstacles were removed, the
factory’s profit would reach 12-13%, as it used to be in the good old days,” Mr.
Vishka forecasts.
If customs and tax problems could be removed, the annual profit rate could rise by
5%. The situation breaks down as follows:
The possible profit rate
(without government costs and other difficulties)
The current profit rate
Costs of obstacles and other difficulties
of which:
- Customs delays
- Tax administration problems
- Access to the market

12-13%
3%
10%
2%
3%
5%

Prospective Solutions to Obstacles
On the topic of how these hurdles could be overcome, Mr. Vishka concentrated on
customs obstacles. He stressed that, given the company has been serious and
reputable for the last 10 years, even during the most sensitive times (1997), in
order to speed up the procedures, it should receive various priorities and
assistance from the government. He suggested a number of steps the government
could take to help companies like his that are trying to operate honorably and
legally.
•

He thinks that, “Controls at customs normally should be fewer and easier, and
via a selected and unannounced check, a deep and thorough control could be
performed. If there were no problems found through these controls, then we
should be treated better in the future. If there were problems, then the penalties
should have been more severe.” This is because he has never been involved
in illegal or criminal activities, such as drugs, weapons, etc. He has always
worked fairly.

•

Under these circumstances, he believes that the customs office could also give
to the company the right of priority in completing customs documentation
formalities. A special and quick service could be established for those clients
who carry out a large volume of business with customs and show long-run
stable, honest behavior.

•

Regarding VAT reimbursement, on one side the government asserts that it
wants to foster business growth, and on the other side does not return the
money owed, adding to a company’s financial pressures and restricting growth.
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•

As far as the loan issue is concerned, it is obvious that the role of the Bank of
Albania has to be more active, particularly in setting credit limits and interest
rates. Possibilities of quick credit with easy terms of reference could be made
available to successful businesses. The inefficiency of the current banking
system in Albania makes it difficult for businesses to consider banks as close
partners in their activities. The lack of loans also makes it difficult to expand
business volume and so hinders trade development while the state claims to
be promoting it.

•

Second-tier banks need to be more flexible in loan issuance, particularly to
those businesses that fully or partially operate for export and have the market
secured for a long period of time. A combination of short-term loans for raw
materials and long-term loans is necessary.

•

He is registered as a member of the Tirana Chamber of Commerce and
Industry as a legal requirement. According to Albanian laws, no one is allowed
to export without being a member of Chamber of Commerce and Industry.
However, the law on the Chamber of Commerce and Industry remains to be
discussed, because since 1994, transformations have taken place in the
Albanian economy that have not been reflected in the law.

•

For three years, the new law on the Chamber of Commerce and Industry has
been under discussion, but it has not yet been approved. Prospectively, an
effective Chamber of Commerce could provide information and contacts that
are vital to a growing business. As a first step, it should provide updates to
those companies every three months, with all potential legal changes that
impact on their business, as well as full information on actual legal changes.

•

ROSSI’s permanent membership in the Frankfurt fair and in many others
provides it with sufficient information about marketing and trade. Its ability to
export to markets in the West has resulted in its success. The fact that ROSSI
is in the first generation of Albanian companies in those markets, and that
every wholesale unit in those countries owns a broad pipe retail network,
requires it to have information about the competitive environment.

•

It is very important that the more successful and stable companies be given an
opportunity to play a consultative role in the legal and regulatory decisionmaking process related to business development.
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MAGNOLIA AD – SOFIA, BULGARIA5
COSMETICS AND PERFUMERY
In mid-2001, Ivan Ivanov and Peter Petrov are thinking about the future of the
manufacturing and distribution company they run, about the solutions to problems
that they can control within the company, and about those beyond their control.
They understand that growth requires new capital, that profit is the engine for
growth. They know that their high quality-low cost products are in demand
throughout the region and beyond, especially in the poorer countries. They know
that foreign suppliers offer lower raw material prices than domestic ones.
Foremost among their concerns is getting access to timely information for
monitoring existing markets and new opportunities, mitigating the negative impacts
of regional tariffs and VAT on their business, and getting support for commodity
hedging operations. They also wonder about the appropriate role of government in
fostering, rather than harming, the growth of small and medium-sized international
businesses based in Bulgaria.
The Balkan market has become an increasingly attractive alternative for the firms
in the region. Magnolia is an example of a company that, until recently, ignored
this regional market, but gradually began to realize its great importance. The trade
conditions in the Balkans are gradually improving and for now only Serbia remains
isolated from this process, although the situation in Serbia is gradually improving.
The right way for the economic development of the region leads to trade
liberalization and unification of the separate standards, which is a pre-condition for
the realization of the potential for economic growth of the whole region.
Magnolia is a private Bulgarian joint stock company established in 1991, working in
the cosmetic and perfume business. Initially, the company was registered as a
limited liability company with capital of BGN 50,0006, the minimum amount required
5

By Martin Dimitrov, Krassen Stanchev, and Magdalena Koutupova of the Institute for Market
Economics (IME) in Sofia, Bulgaria, based on interviews with Magnolia`s Sales Manager Maria
Andreeva and subsequent consultation with Ivan Ivanov, Chairman of the Supervisory Board and
with Peter Petrov, Executive Director, September 2001. This case study was prepared under the
auspices of the Balkan Network, directed by Margot Machol of Chesapeake Associates, as part of
a case study project focusing on factors that enhance competitiveness, investment, trade, and
economic development in the region. Professor Neil G. Cohen of The George Washington
University in Washington DC was the supervisor and editor. This case and others are available at
http://www.balkannetwork.org.
6
Bulgarian Lev 50,000 is approximately USD 3000 at the exchange rate of 1991.
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for registration. In 1996, the company was re-registered as a joint stock company
with capital of BGN 1 million7. In February 1996, Magnolia acquired 67%8 of the
cosmetic plant Nevena for 628 million BGN9. Acquiring a production site was a
new stage in the company`s development. In fact, the rapid increase in demand
for Magnolia`s products led to the decision to invest in its own production facilities.
The chairman of the supervisory board and the main shareholder of Magnolia is
Ivan Ivanov. He is a middle-aged engineer who, after the political and economic
changes of 1989, became an entrepreneur. The executive director of Magnolia is
Peter Petrov. The turnover of the company for 1999 amounts to 25 million USD,
and the workers and specialists employed in Magnolia exceed 860.
Company Background
The company has passed through developments that were very characteristic of
the current period of Bulgaria’s transition to a market economy. Initially, the main
scope of activity of Magnolia was wholesale and retail. The company was running
a grocery shop in Sofia and a wholesale warehouse for cigarettes and paper
products in Yambol10.
From wholesaling and retailing cigarettes, food and paper products, Magnolia
gradually changed its orientation to wholesaling and exporting a specific product
group, Bulgarian cosmetics and perfume. Bulgaria has traditions in the field of
perfumery. It has long been a producer and exporter of one of the basic raw
materials, rose oil. In the 1960s and ‘70s, several state-owned factories were
established, which mass-produced products oriented to the unpretentious exUSSR and Bulgarian markets. In fact, at that time, the Bulgarian toothpastes and
hair care products were among the few that were broadly available, especially on
the ex-USSR market, and were perceived as luxury items due to the fact that they
were “imported” and of better quality than the local products. With the dismantling
of the former Soviet Union in 1991, and especially after market reforms fostered in
1993 and 1994, the Russian market has developed its demand conditions, and
now companies such as Magnolia compete with the world’s perfume leaders.
In 1991-92, Magnolia established commercial contracts with all Bulgarian perfume
and cosmetic factories. Most of these companies have huge inventories of finished
products, which they are not able to sell due to the lack of contacts, skills and
incentives. Magnolia started buying and exporting these inventories to Russia and
Ukraine. The ex-USSR countries had been traditional markets for the Bulgarian
7

Approximately USD 5700 at the exchange rate of 1996.
According to Bulgarian trade law, 34% of the shares provide the holder with a blocking quota in
decision-making, purchase of 67% of the total shares means a full control over the enterprise.
9
62.8 million BGN or 10% are paid at signing of contract with the Agency for Privatization and the
remaining 90% are paid in the following way: 50% - Brady bonds, 23% - ZUNK bonds and the
remaining 17% - cash
10
In the beginning of the 90`s, there were a number of private companies (more than 350 000),
registered with the minimum required partnership capital of BGN 50 000.
8
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perfume and cosmetics industry and Magnolia found a way to use this competitive
advantage.
The next step was placement of special orders to Bulgarian producers for the
production of selected Magnolia products, the raw materials for which are supplied
by the ordering party. In this way, Magnolia was able to influence production and
to order products that corresponded to the demand of foreign markets. Parallel to
this, Magnolia established a research unit for the creation of new products under
contemporary parameters and high technology.
Currently, the company`s
trademarks are registered under the Bulgarian patent authority and governed by
the Madrid convention in 11 countries, where the main markets for Bulgarian
toothpaste and cosmetics are located.
In 1994, Magnolia became the biggest Bulgarian exporter of toothpaste and
cosmetic products, using the strategy of ordering products by supplying the
producers with raw materials and introducing its own trademarks11.
The next stage of Magnolia`s evolution was the privatization in February 1996 of
the plant Nevena12. Magnolia acquired its own production site, which enabled the
company to continue to grow and to revitalize the traditional cosmetic industry.
Production Structure in 1999
48-50% - toothpaste
30-32% - hair colorants
7–9% - shampoos
6-8% - cosmetics
3-5% - aerosol sprays
1-2% - perfumes

Markets
1997
1998
72%
65%
Russia
10%
18%
Bulgaria
10%
8%
Ukraine
Romania
1%
3%
1%
2%
SE Europe*
6%
4%
Others
* South East Europe, with the exception of Romania

1999
57%
21%
6%
5%
2%
9%

11

For example, in 1994 105 million units of toothpaste were exported from Bulgaria, of which
Magnolia exports 83 million units or 79%.
12
The conditions of the sales contract assume Magnolia will repay the BGN 219 million debt of
Nevena (USD 1,245, 584.9 according to the exchange rate in 1996), to keep the existing 650 jobs,
and to invest USD 4,950,000 for the period of five years.
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The table above shows Magnolia sales in percentages during the period 19971999. The dependence on the Russian market and the former Soviet Republics
has been decreasing and, in the meantime, a constantly growing presence is
recorded of Magnolia on the local Bulgarian and on the Romanian market, which is
a sign for the process of trade reorientation of the company.
Suppliers
Magnolia works with well-established suppliers of raw materials like 4P Ronsberg
Verpackungen, BASF, Henkel, Hercules, NIPA, ALUMAN, Albright & Wilson,
Chemopharma etc. The foreign producers offer 20% cheaper materials than the
local suppliers. Bulgarian producers have a small production scale (for example
Verila), which makes them uncompetitive compared to their competitors in Western
Europe. That is the reason why Magnolia is working exclusively with suppliers
from the EU.
Strategy
Marketing. The company is implementing the strategy of differentiated marketing,
which means various selling and production strategies, taking into consideration
the peculiarities of the target group. The company policy is rather flexible because
of its quick adaptation to changing demand through introduction of new modern
brands and improvement of packaging13. The competitive advantage of Magnolia
is reinforced by the fact that it can respond to changing conditions much more
quickly than local producers and wholesalers.
Magnolia established advertising and marketing departments, which monitor
traditional cosmetic and perfume market developments. Their on-line research and
analyses enable the company to keep its market position and to develop new
market segments. Their market monitoring interacts with the research unit of the
company. This gives them the possibility of quick reaction and response to market
demands with new products, or through the improvement of existing products
(product modification).
The creation of each new product complies with strict technological standards,
including preliminary market research. As part of the innovation process, the
company`s specialists work in close cooperation with leading scientific institutes
and laboratories, such as ISP Europe, Schulke Mayer, Deutsche Praezisions
Ventil, etc.

13

40 new products were released in 1999 alone.
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Competitive Advantages
 Bulgarian cosmetic products are known and they have a good “image” for high

quality, low-priced goods;
 Magnolia has its own design department and six modern laboratories;
 Magnolia has historical and traditional contacts with the CIS countries, which

have developed into highly competitive markets with constantly increasing
demand conditions;
 They have been able to sustain their market position by investment and
technological innovation in the industry;
 Their existing production facilities provided an opportunity to produce goods for
which they had markets to their specifications;
 The production cycle in Nevena is closed, which makes the firm more
independent and flexible.
Investment. Magnolia`s investment policy focuses on the modernization and
expansion of production through modern equipment and new technologies.
Investment in the company, from privatization of Nevena in 1996 until today,
amounts to 10 million USD; 13% of the turnover goes for the development of new
products and trademarks. Investments for the purchase of modern production
equipment as part of the joint investment project with the European Bank for
Reconstruction and Development (EBRD) exceed 8 million USD. This is the
EBRD`s first private sector industrial transaction with a 100% private Bulgarian
company.
Equipment. The production cycle in the plant is closed, which makes the firm
independent and flexible. Nevena has its own production lines for aluminum cans,
laminated tubes and plastic packaging. The technological equipment has been
supplied by the world leaders in this field: FRIMA (toothpaste), POLYTYPE (monoblocks), PAMASOL (aerosol production), AISA (laminated tubes), IWKA
(toothpaste), NORDEN (toothpaste, hair colorants) etc. Over the past few years,
the company`s infrastructure and communication systems were entirely updated.
The implementation of an integrated information system for business management
(MIS) BAAN IV is at its final stage, while the ISO 9001 production standard was
introduced in Nevena in 1999.
Market reorientation. As a result of the unstable market in the CIS, Magnolia is in
the process of reorientation of its exports toward the Balkan region. In 1998,
Magnolia established a daughter company in Romania, Magnolia Cosmetics
Romania. The firm is a joint venture (Magnolia owns 60%), with its main activities
being import and distribution of Nevena`s products on the Romanian market.
Competitors. The main competitors of Magnolia are global companies such as
Colgate, Procter & Gamble, Sterling Health, etc. The basic competitive advantage
of Magnolia compared to these companies is the considerably lower selling price
combined with an acceptable quality of its products.
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Makers of cosmetic products in the home market are also Alen Mak – Plovdiv,
Rubella – Rudozem, Farmacia – Dupnitza, Troyafarm – Troyan, Bulgarska Roza –
Kazanluk, etc. An advantage of Magnolia compared to its competitors in the home
market is the large scale of manufacturing that enables them to obtain a decrease
in production cost, as well as the implementation of long-term contracts with
suppliers.
Magnolia’s orientation toward markets with lower purchasing power that find the
price a basic measure for the product’s attractiveness is not accidental. Therefore,
the conclusion of Ivan Ivanov, the major stockholder in Magnolia, is very
interesting: “In crisis conditions, when people’s purchasing power declines, the
demand for Magnolia’s products considerably increases.”
Obstacles to Trade
Lack of information. Magnolia has a sizable potential to develop within the Balkan
market, but this potential has not been realized. Despite the fact that exports to
Romania have risen about five times during the last three years, with its 5% it still
remains an inconsiderable part of the entire activity of the company. In spite of
this, the establishment of a joint venture in Romania with a majority stake (60%) for
the Bulgarian side is a serious step toward further intensifying the exports to this
country. This foreign enterprise is a guarantee for lower transaction costs, better
supply of information on the demand dynamics and, last but not least, more
efficient marketing.
On this basis, the question is very interesting: Why is the company not present in
such markets as Macedonia, Serbia14 and Albania, which have a similar structure
of demand and purchasing power? The lack of easily accessible information on
these markets makes most companies ignore them. Magnolia relies on traditional
trade contacts, and although the company has a flexible product strategy, it is
conservative concerning any diversification of markets. Magnolia explains the
absence of trade contacts with countries such as Macedonia, Albania and Serbia
with the lack of their trade partners in these states.
The potential for trade with Greece and Turkey is also considerable. The results of
market research of the Greek market, ordered by Magnolia in 2000, show the
serious absorption capacity of the market, and the competitive assessment of the
company’s products is very auspicious. An immediate task for Magnolia in 2001 is
to create trade contacts and start exporting to Greece. Realizing the importance of
the Balkan market seems to be a continuous process for Magnolia. As a result of
the sizable investment in new technologies, the company has fully competitive
products, with very serious potential for export within the region, but this potential is
not used.

14

Serbia’s case is specific and it will be described elsewhere.
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Tariffs. Serbia’s import tariffs for Bulgarian cosmetic products are extremely high
(over 20%) which, according to the Chairman of the Board of Directors of
Magnolia, Ivan Ivanov, “make export to this country impossible.” The forthcoming
implementation of a VAT in Serbia will further complicate the opportunities for
export to this country. Undoubtedly, the practice of using VAT as a basic indirect
tax also has its positive effects. However, from the Bulgarian exporter`s point of
view, the implementation of VAT (e.g. 20%) will result in a total selling price
increase of 50 percent. Magnolia shows interest in production co-operation with
packaging enterprises in Serbia, but considering the tariff policy of our western
neighboring country, this idea could not be put into practice at this time.
The currency instability in Romania. Magnolia’s strategy plans for a reorientation
of trade toward the Balkans, with interests of the company basically directed at the
Romanian market. The sales in Romania are made in the local currency (lei) that,
in the last few years has recorded some serious rates of devaluation. For example,
in 1999 the annual rate of inflation was around 60 percent. There is a 6% expected
inflation rate included in the monthly selling price, but there is also a serious risk of
considerable difference occurring between the expected and the real inflation. To a
certain degree, an effective protection against the inflation risk is the fact that
Magnolia has its foreign branch, which keeps track of the local economy, and if
necessary could correct the prices of the supplied goods, as well as limit the
quantity of products offered at the market.
Prospective Solutions to Obstacles
What can be done in order to improve the business environment in the region?
1. The innovative approach concerning the product mix provides the expected
results: Magnolia manufactures products of good quality and with a low selling
price that guarantees the competitive power of the company in the market.
Magnolia directs its production to the mass consumer, who is the main target group
for the company. Concerning the selection of markets, the company’s strategy is
rather irrational. Magnolia carefully observes the dynamics of its traditional
markets, but does not keep track of the changes in other potential markets. For
example, the company found its way to Romania two to three years after the
favorable conditions for penetrating this market were created. This resulted in
missed profits and prolongation of this market’s development. The situation in
Greece, Turkey and Macedonia is similar. There are preferential tariff agreements
between Bulgaria and these countries, and that leads to the interesting forecast in
market research (ordered by Magnolia) that there is a serious potential for sales in
Greece.
Therefore, the fact that 13% of Magnolia’s turnover is invested in the creation of
new products is at the root of the company’s good competitive power. However,
the optimal use of the competitive advantages is related to the constant monitoring
of potential markets. A basic priority for Magnolia should be to provide research
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into the attractiveness of the markets of Macedonia and Turkey. The main
disadvantage in Magnolia’s marketing policy is the fact that the favorable trade
conditions are taken advantage of considerably later than they first occur, which
leads to a decrease in the company’s potential development.
2. Regarding the current tariff policy in Serbia, the tariffs on Bulgarian imports are
quite high and have a rather limiting effect on trade between the two countries.
The Bulgarian government is in the process of preparing a tariff agreement with the
Republic of Serbia, but it is most likely that the signing of an agreement will be
postponed for a long time. The Bulgarian government is not ready yet with the final
version of the proposal for the tariff agreement, and besides, the agreement in
question has to be considered by the Serbian government before any accord is
reached. Both countries are interested in further development of trade co-operation
after the normalization of the situation in the region; therefore, reaching a tariff
agreement should be a bilateral priority. Magnolia finds the opportunity for
production co-operation with Serbian firms very attractive for both sides, but
considering the current tariff regulations it remains inapplicable.
3. Providing increasing exports to Romania in the last few years amid the high
inflation in that country, Magnolia remains open to any currency risk. The
establishment of a joint venture on Romanian territory enables the collection of
more information on market trends, and also gives an opportunity to react more
quickly when necessary to correct the market prices. It is part of the company’s
strategy to compensate for the devaluation of the Romanian currency, preliminarily
calculating the expected monthly inflation as part of the price. Providing that the
sales in Romania are realized mainly on the principle of consignment, each
considerable deviation of the actual from the expected rate of inflation will result in
serious losses. With the increase of exports to Romania, it is necessary for
Magnolia to use more efficient forms of hedging their currency risk, such as
different currency derivatives or operations in the money market.
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WIRE&CABLE PLC, BULGARIA15
INTEGRATED COPPER PRODUCER
The senior managers of Wire&cable, Mr. Ivanov and Mr. Petrov, play a tight-wire
balancing act in running a profitable large business. As a producer of commodity
products with little or no differentiation among producers, competition can be fierce
and leads to low profit margins. In addition to running the business day-to-day,
they must provide an adequate rate of return to their investors, in the context of
worldwide capital markets, if capital for modernization and growth is to be attracted
and retained. Domestic tax regulations, customs duties, and payments
mechanisms can act as a drag on their business. For example, when Wire&cable
effectively offers interest-free loans to the government as a result of delays in
reimbursements, the cash flow, profit, and rate of return consequences can be
serious and damaging to the vitality of the business which otherwise operates
efficiently.
Despite the fact that there are a number of obstacles to regional trade, Wire&cable
Plc is proof that trade among the Balkan countries can be profitable and
strategically oriented. Improvement of the terms of trade has to become the main
goal of the local governments, because the increasing trade activity leads to the
desired economic growth. The correct course is toward liberalization of trade;
Serbia should be included in this process. The first goal of the local governments
should be the improvement of Balkan firms` competitiveness by eliminating
administrative, tariff, infrastructure problems, and other barriers to business. All
the SEE economies are quite small, and factors such as trade openness,
liberalized trade regimes, and regional cooperation are fundamental to economic
performance.
The Velikovi brothers, the pioneers of copper processing in Bulgaria, established
Wire&cable in 1919. During the years 1919–1945, Wire&cable was one of the
biggest producers of conductors in Bulgaria. In 1948, the company was
nationalized. In 1993, Capricorn privatized the company, but subsequently the
firm was sold in 1994 to the present owner: LEI Holding. It is the only producer in
15
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Bulgaria of copper and aluminum wire rods, aluminum conductors steel reinforced,
all aluminum conductors, and hard drawn stranded copper conductors. The
company is the main supplier of all cable factories and of the National Electric
Company (NEC), the monopoly provider of electricity.
Company Background
Wire&cable Plc is a part of Financial Industrial Group LEI Holding. The Holding
was established in 1990 as a private trading company. The quick expansion of
the business and the necessity of better organizing and specializing the activities
were the main reasons for establishing 42 subsidiary companies. LEI Holding
covers a large range of activities, mainly in the electrical industry, commerce,
insurance, stock brokerage and other services. The Holding employs over 3,500
persons. The turnover for 1999 is a bit over 250 million USD. The executive
director of the Holding is Mr. Ivanov, who has ten years experience in regional
trade. The trade director is Mr. Petrov.
REI Holding has acquired the controlling stake (at least 34%) of the shares in
Wire&cable Plc - Sofia, Elprom Trafo CH - Varna, Gamakabel Plc - Bourgas,
Metalic Plc -Plovdiv, EAZ Plc - Vidin, LEI Invest Ltd., LWZ Pernik Plc, WRZ Levski
Plc, WRZ Kazunluk Plc.
Production structure




60-70% copper wire rods;
20-25% aluminum wire rods;
10-15% aluminum and copper conductors;
Factory Capacity





For production of copper wire rod: 50 000 to 60 000 MT (Metric ton) per year –
Southwire (USA) equipment for continuous casting;
For production of aluminum wire rod: up to 18 000 MT per year;
For production of aluminum and copper conductors: 12 000 MT per year
(German and Italian equipment);
Revenue Structure

The copper wire rod, which produces 60-70% of Wire&cable’s revenue, has the
highest weighted average in the income structure. Another item of great
significance is the aluminum wire rod, which produces 20% of the company`s
revenue. The different kinds of copper and aluminum conductors create about
10% of total revenues.
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Markets: average share 1995-2000

copper wire rod
40%
20%
Serbia**
Albania
10%
Romania
Ukraine
30%
Internal market
*Sporadic export for the Balkan countries
** The figures are for 2000

aluminum wire
rod
10%
60%
10%
10%
10%

conductors*
100%

Suppliers
The production is guaranteed by the import of the necessary quantities of raw
materials (cathode - copper and aluminum) from Russia, Uzbekistan and
Kazakhstan. Until 1992-93, the plant in Pirdop (Bulgaria) used to supply copper
wire rod, but since its privatization in 1993 by Union Miniere16, the quantities it has
supplied to the domestic market have been constantly decreasing. All of this
forces the company`s management to resort to suppliers from the former Soviet
Union for deliveries. The prices of the raw materials are determined on a
settlement basis from the respective commodity trading exchange session. The
average settlement price for cathode copper (for the period 1999-2000) is about
2000 USD per metric ton (MT), and for aluminum is 1800 USD per cubic metric
ton (MT3).
Strategy
In this branch, the firm`s competition is based mainly on the price, because of
negligible quality differences of the products. The profit margin of Wire&cable is
1-2% of the total turnover. That circumstance forces the company to implement
an innovative strategy (constantly changing the production base), which
guarantees economies of scale and relative advantages vis-à-vis the competitors.
At the processing of cathode copper, Wire&cable creates 7-8% added value. At a
buying price of 2000 USD per MT, the end-selling price is 2160 USD. The added
value of the aluminum wire rods goes to 10% or 180 USD of the raw material
price, which is 1800 USD per MT. During the manufacturing of copper and
aluminum conductors, the added value is too great; it varies from 15 to 30%.
The strategy of Wire&cable is based on:
16

Union Miniere is dealing on the basis of long-term contracts with its own subsidiaries. Since its
privatization, the plant in Pirdop is among the top five producers of cathode copper in the world.
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•

Long term production experience;

•

Quality as per international standards;

•

Cheap highly skilled labor;

•

Competitive prices and terms of delivery;

•

Professional management.

Because the products of Wire&cable have high average weight per unit of volume,
transportation costs increase considerably, which means that while the delivery
parity increases, the company`s competitiveness is decreasing. This is one of the
reasons why the Balkan market is of great priority: lower transportation costs.
Furthermore, because of the intense competition and the oligopolistic market
structure in the region, prices of end products are very close. Sofia is considered
by many to be the logistical center of the Balkans: because of its location,
transportation costs to the neighboring countries are optimized.
The company has strict quality control, necessary to meet the requirements for
various export certificates.
A serious problem for Wire&cable is the lack of long-term contracts with suppliers
of the raw materials, which makes the firm vulnerable to variations of prices.
Competitors
The major rivals of the company are located in Greece, Romania and Serbia. A
serious competitor is the Romanian “Alro,” which has its own raw material
resources and processing capacities and operates mainly in the Balkan market.
An interesting case is the Serbian company “Mini bor,” which possesses its own
beds of copper. The London Exchange classifies these beds as A rank certificate.
“Mini bor,” however, does not have the necessary technologies to obtain and
process the ore. Considerable investments are needed, but the cultivation of
these beds will make “Mini bor” a leading supplier for the region. Currently, by
irony of circumstances, Serbia imports copper wire rod because it lacks developed
production capacity.
Obstacles to Trade
Domestic tax regulations. Bulgarian goods exported to Macedonia enjoy
preferential customs tariff; the unified rate is 1%. However, in order to take
advantage of the preferential rate, it is necessary that certificate Euro 117 (of the
EU) be presented. When the suppliers of the raw material are Bulgarian or
17

This certificate is compulsory for Macedonia, Romania, Greece and Turkey. For now, Serbia and
Albania do not require such a certificate. However, the introduction of the document in these
countries is a question of time.
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Romanian producers, this kind of certificate is issued, but the major suppliers for
Wire&cable are the CIS countries, which cannot issue that document. In order
that certificate Euro 1 be issued, it is necessary for the Bulgarian party to pay off
the import duties and taxes due. The import of raw materials is free of duty (in
Bulgaria), but 20% VAT is due. The monthly consumption of cathode copper and
aluminum is 1500 and 500 MT respectively. This production has a market value of
about 3,900,000 USD. On this basis, the VAT due is 780,000 USD. Wire&cable is
exporting 70-75% of its production and the corresponding VAT on the export
component is 585,000 USD.
The term of reimbursement of VAT begins from the moment the product is
exported; the export has a zero rate, because VAT is a territorial tax. To purchase
the necessary quantities, the company uses a 4 million USD credit, and it has to
pay off an additional 585,000 USD, which means it is necessary to use additional
funding. The time limit to reimburse the difference between input VAT and output
VAT was reduced from 6 to 4 months in 2000, but this term is still too prolonged
and results in a serious barrier to the business.
According to Bulgarian legislation, when the firm is more than 30% export-oriented
on a yearly basis, the term of VAT reimbursement is reduced to 45 days after the
monthly declaration is issued. However, this declaration is prepared at the end of
the month, which means that even in this exceptional case, the average delay in
VAT reimbursement is two months. During these two (or even up to four) months
the government enjoys zero interest loans from the companies. At a rate of
interest for credits at about 17-18% on a yearly basis, retaining the sum of 585,000
USD for two or four months costs an additional payment of 8,775 USD per month
and in this way, indirectly, the government is financed. Furthermore, the company
has to cover the interest on the 4 million USD credit. Wishing to decrease its costs
on VAT, Wire&cable imports the raw materials under a preference based on its
low additional added value, about 10%18.
After a client is found, VAT is paid only on the actual deal. This procedure is very
convenient for deals that are executed on the internal market. This way, the firm is
retaining its payment on VAT and, when the client is found, VAT payments are
transferred to the client19.
Another solution is the possibility for balancing input VAT and output VAT through
entering into sometimes ineffective treaties, but in the meantime taking into
consideration the alternative cost.
Duties. The import duties of Serbia for copper and aluminum are too high: 15%.
During the last year, there was an increase in the export of Wire&cable products to
Serbia (mostly aluminum wire rod), but this increased demand was a consequence
18

According to the Bulgarian legislation, if the value of the merchandise after processing is
changed less than 50%, the business deal is treated as a temporary import
19
VAT is an indirect tax
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of the circumstance that the country is in process of recovering its infrastructure,
i.e. it is a short-term conjuncture demand. Mr. Ivanov, the trade director of
Wire&cable, says, “If, in the shortest time, the high Serbian import duties are not
decreased, it is very probable that, in the next year, exports to this country will be
reduced several times.” If Romania or Greece is able to sign a customs agreement
with Serbia before Bulgaria signs, this 15% duty will make the Bulgarian products
uncompetitive on the Serbian market.
Payments. All deals with Serbia are carried out by payment in advance, both
because bank correspondence20 is not developed and the country is classified as
too risky. The scheme is 50:5021, i.e. the first 50% is paid on signing the treaty,
and the rest is paid after both the goods cross the border and the customs
documentation is formalized. The lack of developed bank correspondence
between the two countries is a serious obstacle to business, because it prevents
the use of the traditional form of payment guarantees - the letter of credit, where
there is equal distribution of both risks and costs under the contract. When
Wire&cable is exporting to Macedonia, the letter of credit is issued, the cost for
which is about 1% of the entire transaction, and is shared by both parties.
The cheapest form for Wire&cable to guarantee the payment appears to be export
insurance, conducted by the Bulgarian Agency for Export Insurance (BAEI)22.
When exporting to Greece, the Agency guarantees the payment of 85% of the
contractual price and this service costs 0.3-0.4% of this price. Wire&cable takes
actions for settling the payments on business treaties with Serbia, Romania and
Macedonia by the principle of export insurance, but because of the high risk of
these markets, the Agency requires a premium amounting to 2-3% of the
contractual price. Mr. Ivanov thinks that this is “an impossible prerequisite,
considering the existing rate of profit.” Otherwise, export insurance (according to
the scheme applied to Greece) proves to be more effective than the letter of credit,
because the letter of credit requires additional costs for opening and confirming
(usually 0.2%), which increase the transaction costs.
Infrastructure. The lack of railroad transport between Bulgaria and Macedonia is
considered to be a serious infrastructure defect. This circumstance results in the
necessity of consignments to Macedonia being transported by road, which is 50%
more expensive. Average costs for transportation of goods at distances of 300400km. could be reduced from 5-6 USD to 2-3 USD per MT.

20

There are no correspondent relations between Bulgarian and Albanian banks either.
According to the Serbian legislation
22
BAEI is a government institution with the purpose of promoting exports through insuring the
receipts of the parties.
21
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What could be done to improve the business environment in the Balkan
region?
1. Although the term for VAT reimbursement was reduced from six to four months
in 2000, it still is too prolonged and, as a result, considerable sums of money are
frozen for four months. Furthermore, even export-oriented firms, which are
preferentially treated,23 have to wait two months for VAT reimbursement. As a
result, the companies are paying off additional interest on credits, the turnover of
funds is retarded and, as a whole, the company`s profit is reduced. There had
been a proposal to the Budget and Finance Commission that this term be reduced
to one month, but the Committee rejected it, bringing forth the argument that “the
tax administration could not possibly cope within such a short time.”
The VAT payment when exporting is directly connected with the issuing of Euro 1
certificate, which is compulsory when trading with Macedonia, Romania, Greece
and Turkey. Therefore, if the term for reimbursement of VAT is reduced to one
month, this will be a big help for those companies, because it will considerably
increase their liquidity. Firms such as Wire&cable, which are export-oriented (the
export component is 75% of the total turnover), should benefit from a very short
term of VAT reimbursement, for example 15-20 days. There will not be this
paradox; sometimes a payment in advance is required from the client so that the
tax payment and the issuing of Euro 1 certificate are covered. Meanwhile,
considerable funds remain frozen for a four (or two) months period and cannot be
used by the companies.
2. Now that the war in Yugoslavia is over, it is necessary that an agreement be
signed between Bulgaria and Serbia in the shortest possible time in order both to
evade imposition of double taxation and to reduce the duties in trade. In
comparison to Macedonia, Serbia has 13-15 times higher duties on Bulgarian
goods, which is a clear sign of the effect of trade diversion: the diversion channels
commodities to other countries. Bulgaria has preferential customs tariffs with
Greece (in respect to the negotiations for EU membership), with Romania (in
respect to CEFTA), and with Turkey and Macedonia (on the basis of bilateral
agreements).
Serbia, as much as the whole region, can only win if it reduces its duties on the
goods imported from the other Balkan countries. Otherwise, Serbia risks being
isolated from regional trade.
3. The lack of developed bank collaboration among the countries in the region
(the Bulgarian banks do not have correspondent relations with Serbian and
Albanian banks) is a serious obstacle to business, because it hinders the
utilization of traditional forms of payment guarantees, such as the letter of credit
and the bank receipt. In this regard, an interesting opportunity, which could be
fulfilled at an interstate level, would be an agreement among the Agencies for
23

If the export component in the total turnover is more than 30% on a yearly basis
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Export Insurance from the Balkan countries. They may guarantee the realization
of contracts, whereas each Agency now takes the risk in refusing to execute the
contracts by companies treated as residents in its own country. For these
companies, the local Agency has complete information; thus the risk premium due
is minimized. One characteristic of the Balkan region is the high level of trade risk,
and therefore this proposed form of receipts guarantee would stimulate regional
trade.
4. The building of a railway connection between Bulgaria and Macedonia would
considerably decrease transportation costs and, in the meantime, would increase
the quantities traded between the two countries. Although such infrastructure
equipment will cost a lot, it will soon be paid off, considering the increasing
commodity turnover. Another problem is whether local governments could finance
the project or whether external sources would be needed.
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BESHOLLI COMMERCE - KOSOVO24:
SANITARY PORCELAIN AND BUILDING PRODUCTS
The philosophy of Besholli Commerce is to offer all clients (Aldex in Peja, Tornado
in Ferizaj, Lindi in Prishtina, Dardania in Prizren) the best quality and payment
conditions for different types of slabs, sanitation equipment, a full line of Knauf
gypsum products, and to offer transport and engineering services of high quality.
The products are imported from foreign markets, mostly Greece and Spain, but
also Egypt and Italy. The Besholli vision is to develop continuously and to improve
knowledge, personnel and contemporary ways of doing business, as well as to
fully understand their clients’ needs. Besholli finds solutions for its clients, offering
them a variety of products and adopting these solutions to their clients’ needs and
requirements.
Company Background
Besholli Commerce is backed by a business tradition dating to World War I.
“Fighting for survival, my grandfather, Sylejmani i Beshirit, as they called him at
that time, started to trade, selling grains collected from peasants”, says Skender
Besholli director of the enterprise. Hilmi, Skender’s father, with a smile on his
face, shaking his head says, “I had a need to reminisce about the past.” With
emotions he evokes memories; he doesn’t forget to mention the year 1924, when
his father built a house all out of wood, with a unique ceiling, with a chimney made
from stone, and with built-in shelves inside the walls…. ” I still have that image
inside my head; a painting that was standing on the wall showing the culture of
that time,” Hilmi says.
“Besholli existed as a trade name even before World War I. In the early 1920’s,
my grandfather, who inherited land from his grandfather, started to trade. His
24
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grandfather was a trader as well, buying livestock in Bosnia and the Sandjak
region, and selling them in Kosovo,” says Skender. “But after World War I, his
inherited land was confiscated by the Serbian kingdom. This was the first strike to
our family. So my grandfather had to start buying and selling simple stuff, primarily
food and clothes,” he says.
In 1930, Besholli’s grandfather got the exclusive right in Kosovo to sell rubber
products, notably shoes, from the Tigar factory in Pirot. When World War II
started, Podujeva was under German rule, so Besholli’s grandfather had to move
to Prishtina in 1941, which left him without anything for the second time in his life.
Prishtina at that time was under Italian rule. Besholli’s grandfather restarted his
activities and very quickly regained the trust of his clients.
This time, he expanded his activities to Shkup, Pirot, Nish, and Belgrade in Serbia
and to Tirana, Durres, Elbasan, Vlorë and Sarandë in Albania. “When communists
took over, my grandfather lost his fortune for the third time. He was sentenced as
a war profiteer and had to pay an enormous fine,” says Skender. “He got back to
work in the field, my father got a job in a trading company, which was a stateowned enterprise.”
In 1989, the Besholli brothers, Skender, Jakup, Ahmet and Muhamet, opened a
construction material retail depot. They registered their first private company in
September 1990, using reforms that took place at that time. “More precisely, it
was September 15, 1990 when we started our activity, with a loan of 11,000 DM
(6,000 DM from my friend Rabit Biçkaj and 5,000 DM from Enver Leci, my brotherin-law). We continued until 1999, experiencing lots of challenges and overcoming
many obstacles and pressures made by the regime at that time,” says Skender.
The war started, and everything the Besholli family owned was looted and
destroyed. Houses and warehouses were burned. “This was the fourth time our
family suffered destruction and loss of total fortune. But there is incredible moral
energy and self-confidence among the brothers that we have to work more now,
since we don’t have any more problems that generations before us had. We are
finally free,” Skender continues, with joy in his face. Besholli Company revived
quickly and regained its credibility. Former partners were providing their products
in trust.
“We worked 24 hours a day for the first five months after the war, because the
demand was huge. We succeeded in creating a strong financial base and got
references from local people and international companies; for example, one of our
best partners is Hatxigeorgiu in Greece.”
In 2000, the European Union opened a bid where more than 80 companies
applied, both international and national. There was an initiative from a group of
Kosovar companies to form a consortium and to apply jointly. “We joined this
consortium which had four enterprises all together: Besholli Commerce, Euro
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Kosova, Bryma, and SM Komerc. We were leading it and had the biggest financial
burden. I got 1.5 million DM from Telesis Bank in Greece, and was responsible to
pay the suppliers,” says Skender. Last year, we were the winner of the tender in
the amount of 22.5 milion DM from EAR-European Agency for Reconstruction.
Just after this, Besholli Commerce initiated a bank that was approved by the
consortium and they were expecting to get a license in March. The consortium
also approved an initiative to establish business relations with Northern Italy,
creating a new Italian-Kosovar consortium called Friuli Kosova. “Lots of powerful
companies will take part in this consortium, including Pitini iron factory, Fantoni
wood industry, LUCI, and FINEST in a domain for collecting and recycling
garbage,” says Skender.
Besholli Commerce employs more than 26 employees that continuously get
training to be attuned to new methods of work and new developments. They all
are aware that they should understand every client’s needs and to offer them full
services of high quality. Their salaries are on average 800 DM per month.
Besholli has its own hierarchy, so everybody, both managers and staff, knows his
place. This way, they achieve high quality and find better solutions. External and
internal partners are included from among the employees, and they are carefully
chosen. Thus, Besholli has created an organized team that is focused on
developing, supplying and providing new services.
“Our company cooperates with more than 20 other companies, both foreign and
local. We have a special department which is responsible for promoting products
and creating new lines of communications with buyers,” says Jakup, the manager
in charge of sales. Finance department personnel are responsible for expanding
and improving finances. All of the work is being done by a modern computerized
system. “Our main goal is to offer products that fulfill all the needs and, as a result,
provide better living conditions,” says Jakup. “ One of the opportunities that gave
us a good reputation was the demand in trade.”
Obstacles to Trade
As with every other Kosovar firm, Besholli Commerce is facing numerous
problems. They had problems before the war and they face different problems
now. “Problems are of a different nature and I can say that there is a difference
between those we had before the war and those we face now,” says Skender. But
Besholli breathes more easily now: they do not have to pay fines every day to
Serbian financial police and racketeers and crooks any more. There are better
conditions to run business after the war, they say.
But nevertheless, even in these conditions, where security is improved compared
to the pre-war situation, there are still some problems that entrepreneurs face.
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One of the biggest is the lack of appropriate institutions that would support a
proper market economy. Skender lists all obstacles that his company now faces:
•

fiscal policy

•

non-existence of banking system

•

problems with infrastructure and transport

•

lack of banks

These are the most difficult ones, although he admits that the situation now is far
better than it was before the war. “But it still is not enough to run a business
properly,” he says. According to him, all these problems are emerging as a result
of the failure of government institutions to create a better environment to work.
Significance of Obstacles
Skender says that that the problems Besholli Commerce faces are not unique.
“More or less, the problems that we face are general, the type of problems that
every company faces, in fact, the entire Kosovar economy faces,” he says.
Besholli deals with its own problems successfully, Skender thinks. “This happens
to us because we sell with good conditions and sometime we sell the goods at a
lower price, to fulfill the client’s need, not only to earn the money. These problems
should be short-term problems, since they are related to the aftermath of the war.”
Since their activity is more or less dependent on imports, Skender highlights these
problems:
•

Transport problems, such as border crossing, long queues of trucks waiting
in the border. This, he thinks, is a consequence of the state’s failure to
create order. This problem became even bigger during the spring of 2001,
when the border with Macedonia was closed for more than ten days.

•

Fiscal system. Skender objects to the entire fiscal system. “I think,” he
says, “that taxes are not stimulating business at all after the war. According
to him, there should be equality for all taxpayers. “There should be a law
for taxes in general, for every kind of business and other activities that
generate incomes. Respecting these laws will bring order and would
stabilize Kosovo’s market,” he says. He opposes the situation where there
are no taxes for some products, and some businesses find ways to avoid
taxes, while others have to pay a high percentage of their income in taxes.
If state institutions were functioning properly, problems such these would
not be present.

•

Competition, as a problem is related to the fiscal system. Currently there is
no fair competition, because there is widespread tax and customs evasion.
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•

Banking system. Having no proper banking system offering loans and
warranties, Kosovo’s further development is hampered. Kosovo cannot
have a modern economy without having a proper banking system. Besholli
conducts its financial transactions in two ways: In cash when domestic
transactions are concerned, and with bank transfers, when international
transactions are concerned. Checks and credit cards are non-existent.
Prospective Solutions to Obstacles

“To overcome these obstacles that Besholli Commerce faces, we don’t have any
particular strategy, because, as we made clear, most of them are not in our power
to change,” says Skender. These problems, he says, are different from the normal
types of internal problems often faced by companies, and the government should
be responsible for them. Nevertheless, Skender proposes some measures that he
thinks could be appropriate to eliminate these obstacles, and any other obstacles
in general:
•

Reducing taxes would stimulate businesses to fulfill all the obligations they
have toward the state. This would help establish a habit of paying taxes,
and bring more companies into the legal framework.

•

Customs control and an efficient customs office would help put an end to
one important aspect of unfair competition.

•

A banking and payments system must be enacted.

•

Enforcement of law and order must be widespread.

•

The business community should be more organized and firm to influence
changes and to call for the establishment of a favorable business
environment that will provide better conditions for progress.

•

Kosovar businesses should learn about experiences in other countries
dealing with and solving similar problems, so that we can learn and benefit
from their experience.
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LESNA PRISHTINA :
WINDOW AND DOOR MANUFACTURER
“If you want to be a great and successful businessman, so your family and your
country can benefit from you, you should be truthful. After gaining the buyer’s and
supplier’s confidence, then you can be successful.” These were the words Uncle
Adem repeated when he talked of his past, and of his philosophy of work that
brought him where he stands today. “I was afraid I was going to starve,” says
Adem Deshishku, “so I started to sell eggs. I bought 400 eggs in Podujeve and
went to sell them in apartment buildings in Prishtina.” His wrinkled face showed
pride somehow. He felt he had won the battle with life, learning its lesson: “There
is a formula for everything. You should be fair with everyone!” He laughed while
talking about things that bothered him, about himself, about damages that had
been caused by war. ”I’ve created all this, thanks to LESNA and my fairness,”
Uncle Adem said.
Company Background
The Deshishku family started in 1965 as wooden plank traders. They were supplied
mostly from Slovenia, Bosnia, and Montenegro. In the year 1974, they made their
first contacts with the Slovenian company, LESNA, based in Slovenj Gradec. They
bought wooden products, mostly planks, until 1982, when they become an official
agent of LESNA Slovenj Gradec for Kosovo and the Sandjak region. LESNA Slovenj
Gradec was one of the most famous wood producers in the former Yugoslavia. The
Slovenian wood products industry was powerful and had a big influence in
Yugoslavia’s market, employing about 20,000 people. Industry revenues are 2.4% of
the total economy and they account for 9.5% of total exports. The most important
markets are in Germany and Italy, but also the markets in Southern and Eastern
Europe.
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Uncle Adem says, “Our present enterprise started in the early 1980’s. At that time,
the famous enterprise LESNA, based in Slovenj Gradec, Slovenia opened its
affiliation in Kosovo to sell windows and doors. People who were chosen at that
time to manage the enterprise are still managing it now. Since the beginning,
products from this enterprise were among the most requested in Kosovo’s market.
LESNA quickly became a widely known and respected name.” This continued until
early 1990, when the process of transition and the collapse of the former
Yugoslavia started simultaneously.
When Serbia and Slovenia imposed sanctions during Yugoslavia’s disintegration,
Slovenian products were not allowed to enter Kosovo. The new environment
required a new strategy, to form a private firm holding the former name and
activity, while relations with LESNA Slovenj Gradec remained the same. LESNA
Prishtina remained an agent of LESNA Slovenj Gradec. “In early 1990, this
affiliation was transformed into a modern, privately owned enterprise. People who
were managing it with success, now got another more difficult task: to continue
successful management under new circumstances. They did it. This was our
privately owned enterprise, LESNA Prishtina. In a short time, it was a symbol of
success in Kosovo.
In 1997, we opened production for doors and windows made from PVC. Since that
time, our partners have been, among others, KBE-Nurnberg, Germany and
INTERLES. After the end of the war in 1999, our company used new business
circumstances, a greater security, and a greater breathing space to increase
invested capital. Now we are preparing to open production of doors and windows
out of wood. In the meantime, we have begun production of thermo-pane glass.”
Damages caused by the war did not hamper successful continuation of their
activity. In total, LESNA Prishtina suffered from looting and damaged goods losses
caused by the war, up to 700,000 DM, which was around 25% of total turnover for
the year 2000 26. But since they had good relations with LESNA Slovenj Gradec,
they rebounded very quickly, and soon were standing on their feet again.
Today’s value of fixed funds is about 4 million DM, while investments made in
2000 go up to 600,000 DM, and cover 20% of total turnover in the year 2000.
These investments were made mainly on expanding activities and they were
covered entirely from internal funding sources. The monthly average turnover is
around 100,000 DM. This figure reached up to 500,000 DM monthly, while
reconstruction of municipalities in Kosovo took place, funded by the European
Commission.27
Among all private companies in Kosovo, 11.1% are manufacturers, who employ
30.5% of the workforce. Among all manufactures, 15.7% are door and window

26

RIINVEST estimate
The amount of this project was about 32 million DM and was won by a consortium, of which
LESNA Prishtina is a part.
27
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producers, indicating that the business is competitive and must be operated
efficiently to survive.28
Obstacles to Trade
LESNA managers distinguish their problems as those from before the war, and
those after the war. “We have problems the same as every other company that
emerged as a consequence of a classical occupation that had a looting character,”
says Riza Deshishku. “Often controls, fines with no real legal support, the black
economy, and unfair competition hampered to a certain extent our business.”
He goes on to say that “frequent law changes, lack of bank confidence, different
taxes, lack of business security, all of these, had a bad influence on business of
LESNA Prishtina and other Kosovar companies. The tax level for enterprises with
limited liability was based on the estimation of individual inspectors.”
When the war ended, new and more suitable conditions were created for
business, and security was greatly increased. Yet, Kosovar enterprises face
obstacles as a consequence of many institutions that still have not been
established, but that are needed to create a proper environment for businesses.
The obstacles include:
•

Lack of laws

•

Undeveloped fiscal policy

•

Lack of banks

•

Lack of business security

•

Lack of business ethics at a large number of enterprises

•

Weak activity of Chamber of Commerce and other business associations

•

A large number of enterprises oriented only to trade

•

Lack of courses, schools, and seminars that would increase the
management ability and skills of businessmen

Such a large range of problems and obstacles hampers the normal business
activity of Kosovar companies. We can conclude that these problems in general
are the consequence of nonfunctional institutions in Kosovo. That is why there is
a lot to do to create better business conditions.
Significance of Obstacles
During the aftermath of the war, better business conditions were created. The
main improvement was on security. When the issue of security was solved, better
circumstances for business activities were created, so that many companies had
more successful activities than they had before the war.
28

“Business Directory”, Statistical Office of Kosovo; April, 2001
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“For a short time, Kosovar enterprises had opportunities to do business in those
fields that, before the war, were strictly reserved for servants of the regime. In
addition to this, the energy that previously was used to overcome those obstacles,
now is used for appropriate purposes,” says Riza Deshishku, trying to draw
distinctions between the problems before and after the war.
Nevertheless, LESNA Prishtina thinks that there are no internal problems that
would seriously hamper their activities. The problems LESNA faces are more of an
institutional nature, and they are caused by the lack of state institutions that would
normally regulate business activity.
As LESNA Prishtina has focused its activities on foreign trade, they have had to
focus more on problems of this kind. Before the war, LESNA Prishtina had
exported its PVC products to Kosovo’s neighboring countries, Albania and
Bulgaria, and its parquetry, planks and Kosovo-made radiators to Macedonia and
Slovenia. But today, things have changed. It is very difficult to export today from
Kosovo, if not impossible.
Problems that influence the activities of LESNA Prishtina are more or less similar
to those of other companies in the region, especially Kosovar companies that have
business relations within the region and beyond. These problems in general are
characteristic for countries in transition with an unstable institutional structure.
Customs: Activities of LESNA Prishtina are very dependent on import. Both raw
material and processing technology are imported. Raw material for PVC doors
and windows is imported from Germany, glass from Italy, while commercial
products are being imported from Slovenia and Croatia. Production technology is
mostly German.
Most Kosovar companies share the opinion that, in large part, production is being
discouraged. Hashim Deshishku, director of LESNA Prishtina, thinks the same.
“It is totally unacceptable to have such a policy, where imports are stimulated on
the one hand, while Kosovar producers are being discouraged,” the director says,
expressing his anger at the current situation.
Hashim emphases some of the problems that create a situation such as this,
starting from customs and customs preferences that are given to Macedonian
products, to the absence of customs checkpoints on Kosovo’s borders with Serbia
and Montenegro. The main problem, he says, is the Agreement for Trade
Preferences between the Federal Republic of Yugoslavia and the Former
Yugoslav Republic of Macedonia, which is still valid and, according to which,
goods coming from Macedonia are not obliged to pay custom tariffs, but instead
pay an administrative tariff of 1%.
This has caused an inequality among importers and has discouraged local
producers. LESNA Prishtina must pay all customs tariffs and taxes for imported
goods. Such an agreement is not beneficial at all for the Kosovar economy,
because goods imported from Macedonia mostly are for wider consumption.
Kosovo needs technology and equipment, and you cannot get those from
Macedonia with customs preferences.
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In addition, further delay in establishing customs checkpoints on the borders with
Serbia and Montenegro allows dishonest importers to avoid paying customs duties
and taxes. As a consequence, this creates an inequality between importers who
respect customs obligations and those who do not, and furthermore, it creates an
unfair competition based on wide disparities in the costs of doing business. These
things hamper production in Kosovo and create an atmosphere or ideal
environment for a “gray economy,” as Hashim says.
It is interesting that he does not think the value of 26.5% of customs and taxes
(including 10% fixed customs and 15% taxes on goods value) paid for imported
goods is a big obstacle; however, he has objections regarding the fixed charge
approach.
The majority of Kosovar business managers do not think in the same way. They
consider the current rate of customs and taxes to be excessively high and
unbearable. LESNA’s director sees the issue of tax payment as a duty of every
person toward the government of Kosovo. “Everybody must pay them no matter
how they influence our activities,” he says. But the business community is not
satisfied with tax policy in Kosovo. They think that taxes are one of the main
problems hampering their activities.29
Taxes: Other taxes imposed in Kosovo, such as presumptive taxes, are also
considered to be a serious obstacle for business activities. LESNA’s management
thinks the same. They think that the presumptive tax is a failure and add: “We are
not aware that it exists anywhere else in the world.” A presumptive tax means
taxing a tax. A tax rate of 3% on total circulation is very high, taking into
consideration that this already includes 10% of customs based on which importers
must pay 15% sales tax at the border. A presumptive tax is very unfavorable for
wholesalers, because sometimes it goes up to 50% of the profit rate. “You cannot
impose a presumptive tax without having an accounting system,” says Hashim,
explaining that this stimulates fiscal evasion when there is no bookkeeping
documentation and financial evidence30.
In general, the fiscal policies in Kosovo are unfavorable and damage the business
community. It should be stressed that such a fiscal policy was meant as a shortterm emergency measure for the current situation in Kosovo. It was designed to
generate more money for the consolidated budget of Kosovo. Up to 94% of
Kosovo Gross Domestic Product is generated from taxes and customs (51% from
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Research on small and medium-sized enterprise development in Kosovo shows that the tax
burden is one of the biggest obstacles, especially for medium-sized enterprises, such as LESNA
Prishtina. The first-ranked problem is found to be lack of laws and the fourth-ranked problem is
punitive taxation.
30
A lump-sum, presumptive tax is set at a similar level for almost all businesses located within the
same tax area. This is beneficial for mid-sized firms, which operate close to the 15,000 DEM
threshold. However, small businesses are in a disadvantaged position, because their tax in relation
to sales is higher. Nevertheless, lump-sum tax rates are relatively low. For instance, a business
located in Prizren with monthly sales of 3,000 DEM pays a quarterly 300 DEM lump sum tax, which
is equal to 3.3% of sales
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sales taxes, 29% from customs duties and 14% from excise taxes), making it
obvious how the tax burden falls on the business community.
Banking: The banking system in Kosovo is still in its initial phase. There is still
only one fully operating bank (Micro Enterprise Bank) and only recently, another
bank, (New Bank of Kosovo) started operating. To help modernize and develop
the payment system and commercial banking system, a Banking and Payment
Authority of Kosovo (BPK) was established. This institution gives licenses and
supervises all banking and non-banking financial institutions in Kosovo.
LESNA Prishtina uses cash to conduct all financial transactions within Kosovo,
while those companies dealing with foreign countries use bank transfers. This form
of operating does not seem to be a big problem for LESNA Prishtina because it
has a stable financial base. But the managers think that the situation in which only
one bank operates (MEB) creates an obstacle for businesses, as this bank has a
monopoly and imposes its own conditions. The main objection LESNA Prishtina
has is the high money transfer rate imposed by the bank; initially it was 1.5%, then
1% and now is 0.5%, which is still considered to be very high. “This rate in
Slovenia is 0.18%,” says Hashim, while in many other countries it is even smaller.
Possible Solutions to Obstacles
“It is the government who is responsible to overcome these obstacles. It has to
decide what policies Kosovo should have, and whether they should stimulate
production or not. We, as an individual business, are not in a position to contribute
to this,” says the LESNA Prishtina director.
It is obvious that production in Kosovo is discouraged as a whole, says the
management of LESNA Prishtina. Many plans that LESNA Prishtina made are
dependant on how much production will be stimulated. LESNA Prishtina plans to
open new production of wooden windows and furniture production in cooperation
with Slovenian companies. So they think that possible stimulation made by the
government will be of crucial importance for them. New investments will reach
500,000 DM.
“Inputs targeted to production in Kosovo should not be taxed, nor should any duty
or customs be paid for them,” continues the LESNA director. “There is no other
country in the whole world that imposes customs duties for raw materials,” he
says. LESNA Prishtina management stresses another issue that needs to be
analyzed. The state-owned enterprise, Sharri in Hani i Elezit, a cement producer,
has a license to import spare parts without taxes or customs duty. There is no
doubt that such measures will be effective and will increase production capacities
in this enterprise. It will also stimulate international trade.
LESNA Prishtina thinks that all preferences should be accessible to all producers
and not just to a particular group of enterprises. LESNA Prishtina believes in
creating market equality and fair competition. LESNA recommends canceling
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artificial advantages given to some countries and to treat all economic subjects
equally as far as fiscal policy is concerned. Just as the state-owned enterprise,
Sharri, will benefit from a reduction in customs duties and taxes, so would all other
Kosovar companies involved with cross-border trade.
LESNA Prishtina is also not satisfied with current fiscal policy. It is thought that
fiscal policy is more the responsibility of international experts, but yet, there are no
sufficient initiatives from local experts. LESNA Prishtina suggests that Kosovo
“imitate a fiscal policy from another developed country that would be appropriate
for our circumstances,” and they believe that “Slovenia’s fiscal policy would be
suitable for Kosovo.” They also think that imposing other forms of taxes (such as
the Value Added Tax, or VAT), in the near future would greatly improve the current
tax structure in Kosovo. But after the VAT is introduced, there will be changes in
the market because the prices will increase, possibly from 0 to 5%31.
Nevertheless, LESNA Prishtina shows great optimism regarding the problems and
the strategies to overcome them. “These problems emerged after the war and
they cannot be resolved quickly. We need more time to solve them,” Hashim
says. But in one thing he is firm: “I will put a particular emphasis on one thing, we
should stimulate domestic production, because it has been a pillar of development
in every other country in the world.”
*************************************************************************
A presumptive tax is based on a taxpayer’s presumed income. This tax depends on the
type and location of economic activity. Large businesses with sales greater than 15,000
DEM per quarter pay 3% on this amount and lump sum tax. Businesses below this
threshold pay only the lump-sum tax. These rules assume that the profit margin in large
firms is linear to sales. This is certainly not the case in all sectors.
Important points about the presumptive tax:
•
•

31

Weak tax enforcement of the presumptive tax leads to underreporting of sales, and/or
non-registration of businesses for this tax. This encourages the informal economy.
The presumptive tax assumption that sales are linearly related to income is wrong. It
creates relative incentives for high profit and low sales activities, and disincentives for
high sales and low margin activities (like trade).

RIINVEST estimate
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MAKSTIL – SKOPJE, REPUBLIC OF MACEDONIA:32
STEEL MANUFACTURER
In the mid 1970’s, Mintcho Yordanov was a director of a metal sheet
processing plant, which was a part of the Skopje Mines and Steel Mill. Despite
the satisfactory results achieved at that time (the production had reached a
record level of over 1,000,000 tons of products), Mintcho was not fully
satisfied. He believed that the company’s future rested with a fully integrated
production process, instead of the concept of finishing operations practiced at
that time.
The realization of these ideas depended on the recruitment of young experts
comfortable with that philosophy. Mitko Kotchovski was one of them.
Immediately after graduation from the university in 1978, the Metal Sheet
Processing Plant employed him. “Our vision was to produce our own steel
semi-finished products, and to expand fully our plants for finishing operations,
instead of the existing concept of exclusively finishing operations,” recalls
Mitko. Today, twenty years later, this thinking has proved to be farsighted and
fully justified. The signing of the Stabilization and Association Agreement
between the EU and Macedonia has proved correct the visions of Mintcho and
his young team.33
Company Background
The Makstil joint-stock company derives from the process of organizational,
financial, and ownership restructuring of the former socially-owned enterprise,
the Skopje Mines and Steel Mill. In 1994, the Government of Macedonia
decided to include the company in a group of 25 of the largest loss makers,
subject to a special program for organizational and financial restructuring. As
32
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At the moment Mintcho Yordanov is president of the Governing Board of Makstil, and at the
same time is a member of the non-executive Board of Directors of Duferco. In the past, he has
been a director of the Duferco representative office in the former Soviet Union.
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a result of this policy, the former large, state-owned enterprise was divided into
ten separate legal entities.
The problems with big loss makers continued during the following few years.
The Macedonian Privatization Agency carried out the decision to transform
parts of the former company as late as March 1997, by means of a debt for
equity swap.34 Agreements for conversion of debt into equity were signed with
some of the creditors, such as: Fershped – Skopje (a forwarding agent);
Tehnometal-Vardar – Skopje (a trading company); Makpetrol – Skopje (an oil
derivatives distributing company); ZOIL-Macedonia – Skopje (an insurance
company); and Komercijalna Banka – Skopje (a major commercial bank).
These creditors transferred their claims into equity in a separate joint-stock
company: Makstil, created from pieces of the former company, the Skopje
Mines and Steel Mill. Makstil was born in such a way at the beginning of July
1997, as a joint-stock company for production and trade with black metallurgy
products. In the course of the same year, the dominant owners sold a major
part of their shares to the Swiss company Duferco, based in Lugano,
Switzerland.35 Following its strategy for purchasing metallurgical companies,
in October 1997, Duferco bought 54.4% of the shares of Makstil, thus gaining
control of the sole producer of steel in Macedonia.36
Makstil represents the heart of the former Skopje Mines and Steel Mill. It
consists of two production plants: the Steel Plant and the Metal Sheet
Processing Plant. The investment by Duferco meant infusion of fresh and
efficient management, which complemented the local experts’ skills and
knowledge. At the same time, Duferco prepared an investment program and
business plan for the succeeding 12 years. With this company’s assistance, in
1998 the EBRD (European Bank for Reconstruction and Development)
extended a credit to Makstil exceeding 15 million USD, aimed at modernization
and expansion of steel production, and full modernization of the Metal Sheet
Processing Plant as well. This was the first loan granted by the EBRD to a
private company in Macedonia.
Through the sales network of Duferco, as well as individually, Makstil offers its
own products in smaller quantities to the local market and to the markets of
34

According to the Macedonian Privatization Law from June 1993, large enterprises could be
privatized using the following methods: sell off, purchase of a part of the enterprise, management
buy-out, share issue for additional investment, and debt/equity conversion.
35
Duferco is one of the largest multinational steel producers, established in 1979 by Bruno Bolfo
and other metallurgy professionals, with representative offices in New York (USA) and Sao Paolo
(Brazil). Total sales range from 12 to 15 billion tons, out of which one-half is steel, and the other half
is raw materials. The consolidated net sales reach 2-3 billion USD.
36
The previous dominant owners, Fershped, Tehnometal-Vardar, and Makpetrol, kept 4% of the
shares each; Komercijalna Banka owns 3.7%; ADOR-Macedonia (the new name of the same
insurance company) kept 4.4% of the shares; and the remaining part of the shares of 25.5%
belongs to smaller shareholders.
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neighboring countries (Serbia, Croatia, Bulgaria), and traditionally mostly to
markets of member countries of the European Union and the USA, meeting
the requirements and realizing the expectations of their customers.
Three radial machines carry out the continuous casting, with a dimensional
range for slabs of 900-1,550 mm in width, and 175-250 mm in thickness. The
high steel quality allows production of steel plates for general and structural
purposes, boilerplate, and shipbuilding plates up to 50 mm. In supporting this,
certificates of quality have been achieved from the biggest societies for
shipbuilding approval such as: American Bureau of Shipping, Lloyd’s Register
of Shipping, Germanisher Lloyd, Bireau Veritas, Det Norske Verita, Registro
Italiano Navale, Croatian Register, and the Yugoslav Register.
In 2000, the steel production plant fulfilled its business plan with 99.3%
production. During the same year, production was increased by 259.4%. The
sheet metal plant fulfilled its business plan by 96.6%, thus increasing its
production by 54.5% compared to the year earlier. Makstil contracts with a
number of domestic firms, of which the most important are: ESM (public
electricity company), Okta Refinery, Makpetrol-Gas Company, Jugohrom,
Macedonian Railways, and Silika-Gostivar. The total number of employees in
Makstil is over 900. The average wage is more than 50% higher than the
average Macedonian wage.
Obstacles to Trade
The period of privatization and restarting of Makstil was full of uncertainties.
Many of the problems that the firm’s management faced derived from
legislative actions. Part of the difficulties resulted from the export orientation of
the firm, i.e. its efforts to penetrate the EU market, where the quality standards
are rather high. This is related to the recent conclusion of the Stabilization and
Association Agreement between Macedonia and the EU, which creates
additional obligations for the country as a whole, and each economic entity in
the Republic of Macedonia in particular.
The basic problems are classified into the following areas, which are
elaborated on below:
1. Problems related to the company’s establishment and its operation as an
independent economic entity;
2. Problems related to overcoming the old mentality of the employees;
3. Political situation in the country and the region as a whole;
4. Problems related to technology;
5. Problems related to the strict anti-monopoly regulation of the EU market,
and the situation in the international steel market.
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1. The problems related to the company’s establishment and its operation as
an independent economic entity were due to the fact that Makstil was born
out of the former giant, the Skopje Mines and Steel Mill, which in the past
was a technologically integrated production entity. In order to be privatized
more easily, the company was split into several parts. Although Makstil
represents the core of the former company, it bears the consequences of
that approach. “Nowhere in the world could you find such a practice. An
integrated company where the economic logic exists only in the case where
it functions as a whole, is split into parts and privatized. As a consequence,
today we have a situation where only Makstil, as a part of the former
Skopje Mines and Steel Mill, is profitable, utilizing 90% of its capacity.
Other plants’ capacity utilization does not exceed 25%. Makstil is in a more
favorable position because the central production plant was bought by
Duferco, which has an excellent development strategy,” says Yordanov.
Makstil managers are not satisfied by the arbitrary enforcement of utility
prices through the Special Restructuring Law (1995). They complain
about the electricity prices they pay to the sole producer and distributor of
electricity in Macedonia at the moment, Electrostopanstvo na Makedonija
(ESM), which is still a public enterprise. “Unfortunately, we have been
discriminated against in terms of electricity prices. During the last two
years, all big consumers have been granted reduced electricity prices,
while the price we pay has increased by 40-50%. All other big consumers
pay 2.2 cents per Kw/h on the grounds that they are in the process of
consolidation; it is unclear why Makstil, which is also consolidating, has to
pay 2.67 cents per Kw/h. In addition, we have no unpaid bills, while other
consumers have accumulated significant debt despite the lower prices
they pay for electricity,” says Yordanov.
2. Problems with employees were not serious to the extent that was expected
at the start of the operation of Makstil. There were some problems at the
very beginning related to the old philosophy of employees inherited from
the former system, bearing traces of the self-management logic from
socialist times. However, the relatively high and stimulating wages
motivated the employees to accept the market approaches quickly.
3. The political situation in the country and the region as a whole certainly
represents a potential threat to the profitability of Makstil. The security
crisis in Macedonia, which has raged during the last several months, has
contributed to reservations on the part of the foreign partners. Here the
problem is not only the lack of investment, but also customers. “Once
earned, a bad reputation as an unreliable producer,” says Mr. Yordanov,
“means a dark perspective for the firm for a longer period of time.“
However, with regard to the favorable results achieved in the first half of
2001, Makstil has not felt the consequences of the security crisis. “Makstil,
even in conditions of war in parts of the country, has increased its
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production of steel by 50% compared with the year before, and the
production of final products has been 20% higher,” says Yordanov.
4. The problems related to technology were quite significant at the start of the
operation of Makstil. The inherited technology was relatively obsolete and
did not contribute to profitable production. This was due to the relatively
long period of inactivity of the former steel mill. We refer to the period from
1991-1997 when, as a result of ownership transformation problems, the
majority of plants were idle. After resolution of the problems related to the
definition of property rights, and particularly after the arrival of Duferco
which came with a workable 12- year business plan for new investment and
development strategy, the first steps toward reconstruction of the old
technology were made. “An important factor has been that the development
strategy of Duferco was embraced by the young managers in Makstil and it
suited their vision and ambitions,” says Mr. Mitko Kotchovski.
The Metal Sheet Plant reconstruction started in 1999 with the gradual
introduction of automated equipment. Reconstruction should have been
completed within a few months; however, due to the Kosovo crisis it was
postponed. The experts of the British equipment producer Davy United
from Sheffield, UK, were coming back and forth several times, because of
the deterioration of the situation in Kosovo. This hampered the
reconstruction, which, despite all the difficulties, was finalized in March
2000. In 2000, the reconstruction of the steel plant started and it is still
underway.
5. The most serious problems that Makstil faces at the moment have to do
with international trade laws: the strict anti-dumping regulations in the EU
market and the situation in the international steel market. The 1990s were
the golden years in the international steel market. At that time, the world
steel industry reached its height, resulting from increased demand in the
world markets. However, things changed in 1998 as a result of the East
Asian financial turmoil. Many countries started to close their own markets
in order to protect their domestic producers.
This was the case with the EU market also. The EU has gradually started
to close its markets to the producers from non-EU countries. EUROFER
(the European association of steel producers) filed an anti-dumping case
against Makstil with the General Directorate 1. EUROFER did not take into
account the fact that Makstil, as a part of the former Skopje Mines and
Steel Mill was restarted in 1997, and its increased production resulted from
a gradual revitalization of capacities that had stood idle for several years in
the past.
This dispute is still unresolved. However, it has had a negative impact
upon Maktil’s operations. The recently signed Association and Stabilization
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Agreement between Macedonia and the EU included a separate protocol
(Protocol 2) addressing the production and trade of steel and steel
products between Macedonia and the EU.
Significance of Obstacles
In order to get acquainted with the real meaning of Makstil’s problems, those
with long-term consequences on the firm’s business deserve special attention.
The political situation in the country and the region as a whole is at the top of
the list. For the firm, this is an exogenous problem. The only advantage might
be the fact that imports and exports are done through the port of Thessaloniki,
Greece, thus avoiding the road routes that pass through other countries of FR
Yugoslavia (including Kosovo).
The solution to the problem of technological backwardness will represent an
important impetus for the further development of Makstil. Basically, the
technological modernization opens the possibility for expansion of Makstil’s
product range. Unlike the previous narrow product range, which was limited to
production of metal sheets 8-15 mm thick, now the product range has been
extended to 6-100 mm and up to 3 meters width. This is of particular
importance because the market demand has been increasingly oriented
toward thinner metal sheets, which should at the same time be wider and
manufactured with higher precision. In addition, the reconstruction should lead
to reduction of the production costs, which at the moment amount to 160-165
USD per ton, and the product quality meets European and world standards.
The strict anti-dumping regulations of the EU and the situation on the
international steel market as well might have the most serious consequences
for Makstil’s business. Makstil’s management planned to increase production
in the steel mill by 61.64%, or 260,000 tons in 2001. The production of the
Metal Sheet Plant is expected to increase by 8.56% or 270,000 tons. Mr.
Yordanov sounds optimistic when he points out that the expected net foreign
exchange effect is about 40,000,000 USD. This optimism lies in the fact that
the biggest share of Makstil’s production is sold outside Macedonia. Only
5.6% of the total production is sold on the domestic market. The same share
of the production (5.6%) is exported to the USA; 20.65% to the neighboring
Balkan countries (Croatia, Yugoslavia, Bulgaria); and the biggest share,
68.15%, is exported to the EU countries.
Having in mind this distribution of Makstil’s exports, the seriousness of the
problem is quite obvious. The solution to this problem is of the highest
importance for Makstil. Here Makstil is subject to double control (doublechecking): on the one hand, it is necessary to obtain export licenses from the
Ministry of Foreign Affairs of Macedonia, and on the other hand, it must obtain
import licenses from Brussels and a certificate of origin for the goods. The EU
attempts to protect its steel producers from possible finishing operations of
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imported metal sheets from Ukraine (in the past also from USSR and Finland),
which was a common practice in the past when the Skopje Mines and Steel
Mill was still active.
As a result of the above, Protocol 2 of the Association and Stabilization
Agreement fully addresses the production and trade with steel and steel
products.37 This protocol precisely regulates the technological, financial and
environmental standards that should be met by our steel mills. With the signing
of the Association and Stabilization Agreement between Macedonia and the
EU on 10 April 2001 in Luxembourg (later ratified by the Macedonian
Parliament), a reciprocal relationship has been introduced in the tariff system
for steel and steel products trade between Macedonia and the EU. This means
that our steel could be exported to EU countries tariff-free, while Macedonia
could import steel with tariffs, which will be gradually reduced by 20% each
year during the following 5 years.
However, it is assumed that the steel that is exported to the EU is fully a
Macedonian product and not a product with only finishing operations
performed in Macedonia. Therefore, “the EU has requested preparation of a
study for restructuring the metallurgical sector, which will contribute to enabling
this industry to do business under normal market conditions and to be
profitable. We could not possibly have an industry or a company which will be
profitable only when world demand is high (high prices),” says Mr. Yordanov.
The above offers a possible solution to the problem.
Prospective Solutions to Obstacles
The problems that Makstil is facing do not affect this company only, but they
also have an indirect impact on the Macedonian economy, due to the
importance of this industry to the economy. The solution to the most serious
problem of Makstil, as explained above, according to the company’s
management, and in accordance with the development strategy of Duferco, is
seen in the launch of its own new project, titled “steel with Macedonian sun.”
Makstil’s management expects support from the Macedonian government for
this project, and from the scientific and financial institutions, as well as its
numerous business partners. The basic goal of the project is the promotion of
the strategic importance of the revitalization and affirmation of the black
metallurgy complex in Macedonia. This project underlines the importance of
production and trade with steel and steel products in the Republic of
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The EU thus intends to protect European steel production by using strict measures for
protection from steel imports, particularly from the East Asian countries. This measure is
also undertaken in the relations with each Eastern and Central European country that is a
candidate for a EU membership, and not only against Macedonia.
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Macedonia.38 In addition, this project emphasizes the fact that Macedonian
steel producers are faced with the necessity of exporting to the EU markets,
because the domestic market is insufficient to absorb total steel production.
As designed, the project is directed toward the relevant factors involved in the
governing of the Second Roundtable of the Stability Pact in the form of
initiating a draft Regional Initiative. In addition to the role and importance of
production, processing, and trading steel and steel products in South Eastern
Europe, this initiative should support the development of a legal framework in
the Balkans, which will be harmonized with the relevant legislation in the EU
member countries, regarding steel production and trade. Of even greater
importance is the role of the Regional Initiative: emphasizing the need for
increased foreign investment in the region. In the end, in its totality, this
initiative should contribute to inter-governmental co-operation against money
laundering, corruption, and other forms of organized crime, which will greatly
facilitate trade among neighboring countries.
*
*
*
As a result of the security crisis in the Republic of Macedonia, the problems
that Makstil faces have become aggravated. However, Mintcho has not
abandoned his vision: “The Macedonian companies could stay in business
only if they had quality products with competitive prices, demanded by the
world market, and if they are seen as reliable partners by their counterparts.
Unfortunately, the war activities have had a terrible impact on the Macedonian
economy. However, at least for the time being, Makstil has still not been
seriously hit by the consequences of the crisis. For the first six months of this
year, we’ve achieved a record high production in our history. This year, we
plan to produce 220,000 tons of steel and over 300,000 tons metal sheets. But
unless we can resolve our political difficulties, I am uncertain whether our
partners will continue to buy and place orders with us in the future.”

38

According to relevant statistical data, textiles and steel are the most important export
industries in Macedonia.

59

ASSOCIATION FOR MODERN ECONOMY – AME
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VIPRO - GEVGELIJA, REPUBLIC OF MACEDONIA:39
MANUFACTURER OF HEALTHY FOODS AND DRINKS
In the summer of 2001, Viktor Petkov, the co-owner and primary officer of VIPRO,
prepared to examine survival tactics and strategies in his domestic market,
Macedonia. Facing all the obstacles involved in running a food processing
business in a developing and war-torn economy, he wondered about the feasibility
of various options open to him.
Mr. Petkov tried to find a solution by increasing the number of products his firm
produced. In 1998, VIPRO started producing mineral water. Near Gevgelija, there
are a lot of mineral springs. Viktor tried to get a concession for using them, in
order to plan his production of natural mineral water over a long term, but due to
some inconsistencies in the law and legal procedures, the local government did
not grant him this right.
After that, Viktor turned his firm to export. He realized that the circumstances of
the Macedonian market did not allow the firm to be more productive. First, at that
time, it seemed impossible to win “the battle” against the gray economy. Second,
the bigger companies created a big competitive pressure against him. Third, the
relatively low standard of living in Macedonia put a limit on the domestic demand
for his products. Consequently, the volume of production started declining, and
the costs started rising. Viktor tried to find an answer to this situation in export.
About 20 years ago, right after his graduation from the Faculty of Economics in
Skopje, he was employed at VINOJUG, a state-owned agribusiness in his
birthplace, Gevgelija. He was very dissatisfied in this job with his circumstances
and situation. The contacts he had with the foreign partners of the company
showed him that the market economy could mean something other than the
current situation in the local firm where he was employed: more responsibility,
39

By Pece Nedanovski M.A., and Trajko Slaveski Ph.D., from the Faculty of Economics, Skopje,
Macedonia, September, 2001. This case study was prepared under the auspices of the Balkan
Network, directed by Margot Machol of Chesapeake Associates, as part of a case study project
focusing on factors that enhance competitiveness, investment, trade, and economic development
in the region. Professor Neil G. Cohen of The George Washington University in Washington DC
was the supervisor and editor. This case and others are available at http://www.balkannetwork.org.
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higher quality, and higher earnings. Mr. Petkov did not have the chance to apply
the knowledge he had earned at the university, where he had learned about the
functioning of a real market economy. He was sure he had knowledge, but his
managers did not give him enough free space to realize his ideas. He was sure
that his own business would be the only possible solution for his frustrations.
Then, a few years later, as the process of transition in the former Yugoslavia
started in the early 1990’s, he had the chance to realize his dreams.
Company Background
VIPRO was registered in 1992 in Gevgelija as a partnership with limited liability.
From the very beginning, the firm was registered as a partnership between
Macedonian and Greek partners, 65% belonged to Viktor’s Greek friend, and 35%
to him. Today, this relation is quite different: 97% of the capital belongs to the
Macedonian side, and only 3% to the Greek side. This has been achieved by
reinvestment of profit by the Macedonian partner.
VIPRO sprouted from the vision and desire to integrate the traditional and the
modern. It all started with soft drinks production. The first expansion came with
the mineral water being included in the program. Today it has grown into a health
food manufacturer of fruit and vegetable products. The method of preparation uses
modern technology applied in a time-honored, traditional practice.
VIPRO is a small-sized enterprise with 15 employees. Annual production of nonalcoholic beverages and mineral water is almost 2,000,000 litres, sold at a
competitive price in a competitive market. Also, it produces 200 tons of vegetable
products. The firm’s strategic objective is to participate in both the domestic and
international food markets with products of impeccable health, taste, safety and
quality. Simultaneously, it is focused on the revival of the exquisite savories
attained by the methods that Macedonian grandmothers used in their recipes.
Those are the savories of Southeast Europe, the Mediterranean, and Macedonia,
the regions widely recognized for food of highly nutritional health benefits.
The processing operations use traditional home recipes and the ingredients are
fresh crops from the surrounding regions. During many processing phases, the
ingredients are deliberately treated in the old way, such as crushing by hand in a
marble mortar and pestle, and manual skinning that contributes to the high quality
and preserves the original taste.
The plant facilities, processing machinery, and technology meet the most rigorous
standards of hygiene and quality in accord with both local and international
requirements. The firm’s objective is to acquire ISO 9000 standards as soon as
possible. The management team keeps abreast of the latest studies in the field,
permanently implementing them in food processing. Every year, the firm’s
employees have been trained in accredited programs around Europe.
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It obtains needed vegetables and fruits generally from the surrounding region. The
associated producers and farmers cultivate the slopes, valleys, and the base of
the Kozuf Mountain (on the Macedonian-Greek border), the Belasica Mountain (on
the Macedonian-Greek-Bulgarian border), and the lowland area of Gevgelija and
Valandovo. The producers are usually small traditionally organized units
specialized in production of limited quantities of fresh vegetables. Nevertheless,
the quality and specific flavor are excellent and traditionally distinguished. VIPRO
ingredients are always fresh, naturally ripened, wholesome produce.
VIPRO (as well as the monitoring offices in the Republic of Macedonia) maintains
continuous co-operation with its associate producers, i.e. ingredient providers
including farmers, throughout all the stages of production: selection of the best
sorts before seeding, and a close look and regular check-ups at harvest time.
Thus, all the principles (both local and international) that ensure high quality
ingredients are observed.
The plant facilities are 2 km. from the Macedonian-Greek border, 65 km Northeast
of the Aegean Sea (in Thessaloniki, Greece). This region abounds in sunshine,
mountain waters, pastures and meadows, rivers and a natural freshwater lake, so
the ingredients grow in a perfectly healthy environment. There is no polluting
industry near by. The imperative of the company is to serve the clients with
adequate, safe, high quality, healthy and tasty products. The motto VIPRO has
adopted is: “VIPRO products are gifts from the Gods.”
Obstacles to Trade
Mr. Petkov faced a lot of problems since the very beginning of the business. He
resolved some of them very effectively, but unfortunately he could not find an
appropriate solution for the rest of them. The problems are classified into five
areas, and each is discussed in turn:
1. establishing the firm and starting the business;
2. employees (problems with the workers’ mentality, as a residue
from the past economic system);
3. the political situation in the region as a whole, and in Macedonia
especially;
4. disloyal and unfair competition on the Macedonian market;
5. problems with the technology.
1. In regard to establishing the firm, it is interesting noticing that the firm was
established in 1992-93. After 7 to 8 years of work spent at VINOJUG, when Viktor
left his job in order to run his own business, it was a time of hyperinflation in
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Macedonia40, blockades from the North (due to UN sanctions against the Federal
Republic of Yugoslavia), and from the South (a blockade from Greece due to its
dispute with the Republic of Macedonia concerning the name of the country). At
that time, the government tried to stabilize the Macedonian economy, but it failed
because of a rapidly shrinking revenue base and a growing wage-price spiral.
Soon after that, the international financial institutions (IMF-International Monetary
Fund, IBRD-International Bank for Reconstruction and Development, and EBRDEuropean Bank for Reconstruction and Development) started streaming into the
country to help the situation. Upon their advisory role, the Macedonian
government started restructuring the financial and industrial sectors.
Mr. Petkov reminds himself that it was almost impossible to find a capital source
with which to start the business and to realize the ideas he already had in his
mind. His savings were low. He decided to call for help from one of his foreign
friends from Greece. After a short explanation of his ideas, they decided to
register a Macedonian-Greek firm as a joint venture. Because of the blockade on
the Macedonian south border, communication was extremely difficult. “Despite
the fact that Thessaloniki is only 65 km far from Gevgelija, I had to find a
Bulgarian partner who would help us in transportation. We were forced to
transport our machines and goods via Petric (Bulgaria). In this way, the transport
costs were more than doubled. That was a very hard time and we had to persist.
Fortunately, we did it!” says Mr. Petkov. However, this squeezed profit margins
quite a bit.
2. The problems with employees’ working habits were very serious at the
beginning. They lacked proper discipline at the work place, and expressed a
motivation problem, being suspicious of their new bosses and their intentions.
Actually this was a problem inherited from the previous economic system. In order
to understand this problem, note that Gevgelija is a small town of 20,000
inhabitants. Mr. Petkov started his business employing five workers.
From the very beginning, he realized that despite the fact he employed young
people only, they were thinking almost in the same way their parents used to, in
the previous system. They did not show an appropriate level of responsibility at
work. “When I came here, I was not aware what the private sector and private
business meant. My parents spent all their work period in completely different
circumstances. In the period of socialism, they didn’t worry about the survival of
the firm they worked in. Despite the fact that they didn’t work very hard, they were
paid regular wages necessary to make a relatively good living. At the beginning of
40

Macedonia introduced its own currency, the denar on 26 April 1992, almost eight months after
the Declaration of Independence from the Former Yugoslavia. The monthly rate of inflation in
Yugoslavia, was 86%, due to inflationary financing of the federal budget and the war activities.
Croatia, and Bosnia and Herzegovina. The possibility to run its own monetary policy proved
successful for Macedonia. In August 1992 the monthly inflation rate fell to a relatively low rate of
around 6.5%. The official annual rate of inflation in Macedonia in 1992 had been 1,920%.
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my work at VIPRO, I was confused. I thought my career should be like theirs. But,
after two or three months, I realized that this was something completely different.
Now, I know very well what responsibility means. I have realized that the
profitability of VIPRO is directly correlated with my well being,” said Snezana
Markova, a 32 year-old VIPRO worker.
Viktor had no doubts: he must not allow workers to think in the old way. It was
difficult to explain to the workers that the circumstances were quite different from
what they used to be. “I had a big problem explaining to the people I have
employed that since 1990, the economic system is changed. Nothing was like in
the previous economic system. I was curious about the reasons for this kind of
thinking. When I started the business, I thought it was enough to employ young
people only, so I will not have problems with the ‘worker’s conscience.’ Now I saw
that I was wrong. After some time, I realized that problems were coming from the
parents of my workers. Actually, my workers had copied their parents’ behavior.
By and large, I was faced with a serious problem. It took me a long several
months, but I succeeded to put into the workers’ minds a sense of real
responsibility to the work,” says Viktor. He fulfilled this by continuously talking to
and intensively training his workers.
3. The political situation in the region has not been good for the whole past
decade. This was the main reason for problems. Local wars and conflicts
undermined the possibilities for doing business. In the case of Macedonia, this is
so explicit during past months, with conflicts against Albanian terrorists. Of
course, the previous situation was not so good either. From VIPRO’s viewpoint,
tensions with Greece are seen as a main obstacle for business. The blockade on
the south border of Macedonia (with Greece), because of the dispute over the
name of the country, caused Viktor a lot of problems in importing of some of the
needed raw materials and exporting of the final products to the foreign markets.
The port of Thessaloniki in Greece represents a main gate for overseas transport
of goods. Even though it was just 65 km. away from Gevgelija in Macedonia, it
was impossible at that time to use it in a normal way. Viktor had to transport his
products via Petric, in Bulgaria. This meant additional mileage of almost 200 km.,
more time, and higher costs.
4. Concerning the unfair competition in the Macedonian market, the period of
transition can be divided into two parts: before the introduction of the VAT system,
and after that. The first part is from 1990 until 2000, and it is characterized by the
existence of a large number of firms that were in fact in a gray economy. Mr.
Petkov explained, ”The situation was catastrophic. This industry encompassed a
large number of firms. They were registered like firms that employ illegals (in order
not to pay a tax duty or even not to pay an excise tax). Also, there was a huge
gray economy. Namely, a lot of firms employed workers who were not registered
by the fiscal authorities.” The situation was slightly improved after the VAT system
was introduced on April 1, 2000. However, the problem of unemployment in
Macedonia is the main factor that still produces a gray economy. For example,
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unemployed people try to earn some money by investing a small amount of capital
in a private and almost illegal “factory” for producing non-alcoholic beverages.
On the other side, the big companies in Macedonia like Skopje Brewery and Prilep
Brewery hold licenses from the biggest multinational companies in this industry,
such as Coca Cola and PepsiCo. They try to protect their interests by organizing
a trade association that is under control of their own. Viktor is complaining that a
lot of firms like VIPRO become marginalized, and they cannot have any influence
on this kind of association. The real power rests with a handful of larger producers
led by the Skopje Brewery, whose market power is partly maintained by producing
internationally recognized trade marks such as Coca-Cola and Pepsi products.
An additional problem is a rigid approach by the fiscal authorities. Officials from
the Ministry of Finance very often come to inspect his firm, and they spend a lot of
time controlling his work. Despite previous problems, Viktor hopes the situation
will positively change in the near future, as a result of introducing the VAT system.
He has no doubt that the business environment in Macedonia needs a reasonable
period of time (1-2 years) in order to accommodate to this new system.
5. The high level of entrepreneurship and enthusiasm that Viktor showed at the
beginning of the 1990’s led him to buy a high technology that was used in the
production processes in VIPRO. Of course, it would have been impossible to
realize it without the capital provided by his Greek friend. Today, nine years later,
Viktor complains that VIPRO possesses use the same technology, and he is
frustrated that he still cannot be more productive.
The tight monetary and fiscal policy, practiced by Macedonian government for the
last decade in order to resolve the transition problems, has brought about an
increase in the level of interest rates to 20% at an annual rate. The Macedonian
capital market has been in a poor condition, and this has also been inconvenient
for doing business. He could not borrow needed capital, in order to expand and
modernize. It was almost impossible for him to apply for a loan at some of the
country’s banks. Instead of modernizing the production processes, he had to go in
the direction of widening the range of products, as a way of resolving this problem.
As a result, excess production capacity was created.
Significance of Obstacles
In order to have an idea about the significance of the obstacles VIPRO faces, one
must note that in 1999 total revenues were almost 2 million German marks (DEM),
and in 2000 around 1.8 million DEM. Mr. Petkov thinks that without any export,
total revenues in 2000 would have been much lower, around DEM 1 million.
It has not been easy to decide on the range of products for export. Viktor thought
about finding a niche market abroad that could absorb VIPRO products. He
realized that the emigrants from Macedonia who live in Western countries (mainly
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Western Europe, USA, Canada, and Australia) have a unique kind of taste.
Before going abroad, they ate a lot of products from tomatoes and peppers, and
they cannot find the same taste in the countries where they had emigrated.
One of these products is aivar, from red peppers, that Macedonians make at the
end of summer. They eat it during fall and winter. Viktor’s idea was to produce
aivar according to the traditional recipe, i.e. to produce it in the same way that
Macedonian women used to in the past. He decided to export aivar first to
Denmark, where a lot Macedonian emigrants live. His experiment was successful,
because people accepted it very well.
For the beginning, VIPRO started exporting modest quantities of aivar, but this
was a good sign for him. Of course, he was faced with problems in regard to
transport and customs, that increased the overall costs, but he realized that it was
still more profitable to export, and to continue in that direction, than to stay in the
domestic market only. Encouraged by this, he proceeded with export to the USA.
New Jersey, in the eastern US, was the final destination, because of the
concentration of Macedonian emigrants. At the moment, he plans to export aivar
to Sweden, Germany, and Australia, as well.
Prospective Solutions to Obstacles
The problems that VIPRO is faced with are very relevant, not only for itself, but for
the industry too, or even for the economy as a whole. The employees and
management of VIPRO are aware of this fact, but the question is whether the
wider business community and the State are aware of the fact as well. In case the
response to this question is positive, then the process of finding a solution to the
problems would be much easier. Unfortunately, no one can confirm that the
situation at the moment is where he or she would like it to be.
It can be said that one of the most serious problems VIPRO is faced with is the
problem of disloyal, illegal competition. In this regard, it would be necessary for
the State to strengthen fiscal control. On the other side, the second serious
problem is with monopolistic tendencies of the bigger companies in the industry.
The problem is very relevant for the smaller firms, and as a solution one can
propose establishing independent sector associations that would be similar to
chambers of trade for separate industries. This type of association could protect
the smaller firms in the sector from the dominant position of the biggest
companies.
The transition process is not yet finished in Macedonia. The possibilities for
getting a loan from the banking sector are very narrow. Small entrepreneurs with
excellent ideas cannot realize them because they lack their own capital. They face
a lot of difficulties in obtaining credit from the banking system. Loans are typically
very small, and compounding these problems are both court practices and the
legal framework that work against lenders, because buildings and production

66

inputs are not used as collateral.
The banking sector as a whole needs restructuring (this process has started with
privatization in this sector, but especially with the entry of the National Bank of
Greece, which is a commercial bank, into the Stopanska Banka, Skopje). Newly
privatized banks in Macedonia have not developed their liability management and
risk management. Interest rates are still very high despite the efforts of the
Ministry of Finance and Central Bank of Macedonia to support step-by-step
decreasing of interest rates.41
From the viewpoint of the small and medium-sized enterprises, it seems very
important to simplify the credit application procedure with the commercial banks.
These firms complain that very often the complex procedures are coupled with a
large and unnecessary amount of paperwork. It must be noted that this situation
averts possible applications from the firms. As far as the banking sector is
concerned, last but not least, is the need for supports of export. So far,
Macedonian banks have shown significant restraint in granting banking guaranties
for exports, and on a very selective basis. In addition to this, the fees are high.
From the point of view of VIPRO, it can be said that one particular problem has
been identified during the last few years, namely that the tax system needs
improvement. No one can dispute the role that fiscal control plays in the
economy. But, from the management of VIPRO, as from other small and mediumsized enterprises, remarks often come that this control can be so complex as to
create many difficulties in running the business. A VIPRO manager’s position is
that this control has to be simpler and more efficient. In this regard, accepting
international accounting standards, an ongoing process in Macedonia, would be a
great improvement.
The problems that VIPRO faces are relevant from the Macedonian economy’s
point of view. Bearing in mind the small size of the Macedonian economy, exports
and imports are of vital importance. No economy of this size, around 2 million
people, with GDP per capita less than 2,000 USD, can survive without exporting
and importing the major part of its GDP. The management of VIPRO and its
director, Viktor, learned this lesson a decade ago, and they try to do the best they
can. They hope that the business environment will improve in Macedonia,
especially for small and medium-sized enterprises, and they hope that other
entrepreneurs have been learning the same lesson and will support their goals.
Of course, the State and the government must be included in this process. This
sector cannot provide representation by itself at the international fairs. The
Macedonian Economic Chambers and the government should help them. From
41

Lending rates of Macedonian banks during 2000 averaged around 20% for small-business loans,
although they were reduced by the end of 2000 and early 2001. Unfortunately, because the
security crises in Macedonia has increased uncertainty in the economy, the cost of capital has
risen again.
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the central government one can expect to increase the number of diplomatic and
consular missions in the foreign countries that are the main trading partners for
Macedonia. Mr. Petkov thinks that co-operation between the businesses and the
local governments can be of big importance. According to him, establishing closer
relationships with the local governments could help business managers appear
better in front of their foreign partners.
*

*

*

Despite all the problems, Mr. Petkov is still an optimist. “These days I’m going to
Australia, where I hope I will find new markets for my products. A lot of
Macedonian emigrants live there. I expect they will be interested in buying my
products. I’ll take in my bag a few CD’s containing basic data for my firm, and
some modest advertising material, made with the help of the former Macedonian
Ministry of Trade. I believe it will be quite enough to help me create demand for
my products on this market,” he said before going to Australia, where once again
he will be faced with a lot of uncertainties. After all, he is aware that nothing so far
was given to him as a gift. He had to fight with problems. His “business battle”
goes on.
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PRO MONTE GSM – PODGORICA, MONTENEGRO42
DEFINING COMPETITION IN THE TELECOM BUSINESS
As Pro Monte makes plans for capital expenditures, it ponders the impact on
its profitability of the decision by the Montenegrin Government to license a
second telecommunication provider, contravening its earlier 1996 contract for
exclusive rights over a 20-year period. To date, the total investment in Pro
Monte GSM by foreign investors is close to DEM 100 million over the period
1996-2000. Their investors plan to invest another DEM 40 million during
2001, based on its long-term plans and strategy for Montenegro.
The Telecommunication Law was adopted in December 2000 by the
Montenegrin government. Mobile telecommunication in Montenegro has
become part of the daily life of all citizens. At the beginning, a mobile phone
was a luxury; now it is considered a necessity. It is very hard to find a person
in Montenegro who does not have a mobile phone, because everyone has
one: business people, housewives, pensioners, and even school children. At
first glance, everything is functioning well. But from the viewpoint of Pro
Monte’s own management, the situation is extremely frustrating.
The political and economic situation was difficult for foreign investors when
Pro Monte started operations in Montenegro in 1996. Pro Monte invested in
this region because they had an opportunity to get a concession as the only
mobile telecommunication operator in Montenegro for twenty years. When the
government realized that the business was very profitable, it decided to
license another company as a second mobile phone operator. This company,
MONET, is owned by Telecom of Montenegro, which also holds 9% of Pro
Monte shares. The government alluded to the European Union antimonopoly
law when it explained the decision to license a second telecom operator as a
competitor to Pro Monte. This situation was unacceptable to Pro Monte
because their exclusive contract was not respected. They started an
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international arbitration procedure in a Belgrade court, but later agreed that the
problem would be solved by an out-of-court settlement.
According to Pro Monte’s management, “By signing a contract with Pro Monte,
the government of Montenegro agreed to an exclusive right for Pro Monte and
after five years they took it away from us. On our side, everything was done
according to the contract, actually many things were finished before the time
limit that was arranged by the contract. But then they made a decision to
license a new operator, MONET, and after a period of adjustment, we hope
that problems will be solved. After the legal settlement, the ownership rights of
the new telecom company will be bought, because it can not be an owner of
both Monet and Pro Monte.”
Company Background
Pro Monte GSM is a modern, well-organized telecommunication company, whose
work is based on the use of high-tech cellular equipment, employee expertise and
modern management techniques of doing business. Despite a very difficult project
period, less then six months after it was founded, a mobile phone system was
implemented. With this event, the citizens of Montenegro became part of the big
family of global telecommunications. What was planned for ten years was
achieved in five. Gradual implementation of new techniques and expanded
capacity made Pro Monte a modern telecommunication company.
In the beginning, an international tender for a mobile operator was organized. Five
offers were submitted. The Ministry of Industry, Energy and Mining decided to
award this project to a Greek–Norwegian consortium, European Telecom, owning
91% of Pro Monte shares. This is divided among four owners: Telenor Invest AC
with about 42%, South Telecommunication LTD with 30%, WestSouth Telecom
LTD with 10%, and 9% owned by PTT of Montenegro, a public company.
The biggest owner and the most famous is Telenor Invest AC. It is a leading
telecommunications company in Norway, a country that hosts one of the most
advanced telecommunications markets in the world. Telenor has substantial
international operations and investments, particularly in the areas of mobile phone,
internet and internet protocol-based communication services, satellite services,
and pay television services. It is totally owned by the Norwegian Ministry of Trade
and Industry as a limited company. The company expanded into several markets
outside Norway in the later half of the 1990s; one of these markets is Montenegro.
“In August 1995, we were unofficially informed that we got the business. Then in
January 1996, the final decision was made and signed by the Prime Minister,”
explained Pro Monte management. “Why is 91% owned by European Telecom
and why they are the only operator in Montenegro?” Pro Monte explains this
situation. “In most other countries, there are two types of licenses: one that state
companies receive, and another for private companies. Because Montenegro is a
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small country, we concluded that there is no space for more then one license. In
order to help PTT Montenegro, we decided to invest capital in this project. Our
interest in Montenegro throughout this process was to provide up-to-date mobile
telecommunication for public use. Although it only has 9% of the shares, PTT
Montenegro may look like a small partner, but actually its part in
telecommunications is very important. It is a big source of revenues for the State.”
Pro Monte started its preparations before the Prime Minister signed a contract. “In
October 1995, we started preparations. We immediately began working on
technical implementation, detour of terrain and buying equipment.” This approach
to business made it possible for the mobile telephone system to start in less than
six months from the signing of the agreement.
From the start of Pro Monte’s investment, the environment was characterized by a
difficult political situation. The war, lack of information, absence of other foreign
investments, a non-stable currency, and international sanctions were negative
circumstances faced by the first operator of mobile phones in Montenegro. Pro
Monte GSM management commented about the start of their investment and the
evolution of their business: “It was not easy, but day to day, the situation improved
and, after the introduction of the DEM as the official currency, business and
investments in equipment are more safe. Of course, progress in the resolution of
the political situation is also more evident.”
Their ambition to follow world trends in telecommunications presented Pro Monte
as a responsible company that the Montenegrin people believed in. Today, 93%
of the territory and all major roads are covered by the mobile network, and Pro
Monte plans to cover 100% in the future. Starting plans have been achieved on
time and investments are much higher than planned. In 2000, Pro Monte invested
between 23 and 24 million DEM, bringing its total investment to nearly 100 million.
They have plans to invest more then 40 million DEM during 2001, demonstrating
that it has long-term plans and a strategy for working in this country. Pro Monte
explained, “We will continue with an aggressive investment program. We will
invest to phase-in station services and network accessibility.”
Pro Monte had 30 workers at the beginning. The number of employees increased
and today there are 132 permanent and 48 contract employees. The work during
the preparation period was performed by foreign experts, but by the start of the
investment, it was able to be performed primarily by domestic employees and
experts in Montenegro. During the starting period, 16% of the workers were from
abroad and 84% were domestic. Today, only the general manager is a foreigner.
In addition to investing DEM 2 million in professional improvement, employees get
continuous on-the-job training.
Pro Monte provides services, while equipment is provided by authorized dealers
who have developed a network all over Montenegro. Services include F&F tariff,
fax inquiry, billing inquiry, SMS messages, voice mail, secret number, identification
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prohibition, caller identification, detailed bill, call prohibition, GSM fax, GSM data,
conference connection, transmission of calls, and two simultaneous calls. Since
August 1997, Pro Monte has provided roaming service with 87 operators of mobile
telecommunications from 54 countries. Today, Pro Monte has more then 100,000
customers.
Obstacles to Trade
Pro Monte achieved a certain amount of success, despite all of the problems that it
has faced. Some problems were solved, but some continue to exist today, too.
Pro Monte was the first foreign company in Montenegro. Its type of work was
previously unknown in Montenegro. From the beginning, legislation and the
institutional framework caused a majority of their problems. Actually, some laws
that have crucial importance for this kind of business do not exist; some are not
clear enough or not applicable; and all are subject to change whenever a lawmaker
thinks that is necessary.
Pro Monte’s work is based on high tech equipment and it always needs imported
hardware and software. In the import procedure, Pro Monte faces several
problems. This procedure is complex and takes a long period of time. For each
international payment, Pro Monte needs a license from the Ministry of Economy
that should be submitted to the House for Payments and Settlements.
Subsequently, money is transferred to Pro Monte’s banking account, and only after
that can the transaction be finished. The government adopted a law on imports that
stated the procedure should be shorter and faster. But Montenegrin institutions
are not transformed simply because a new law has been adopted. A process that
is outlined in the law is rarely implemented in practice. The new law exists, but Pro
Monte has to do business according to the old one.
A specific problem is the importation of software, the most important input for
telecommunications companies. It is not a physically measurable good, which
creates a problem with identification of its value. As this question is not explained
by import regulations, Pro Monte cannot get customs and other documents based
on what it should pay. Because of this, it can be very difficult to get a license from
the Ministry of Economy.
Another problem is a recently adopted regulation that Pro Monte needs to pay an
additional 5% of total revenues for maintaining the radio diffuse center. This is just
one of the many examples of newly established obligations that did not exist
previously. ”We just received a decision that we need to pay an additional 5%.
They simply put in a number--5%--and they are not aware how much it is and
whether it is possible for us to pay that sum of money. In other countries, there is
a long period of discussion prior to making a decision of this magnitude, and then it
is more likely that an increase will be in the range of 0.2 or 0.3%. We submitted an
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appeal. Maybe one day it will be accepted, but anyway now we have to pay this
obligation,” says the management of Pro Monte.
Another example shows how arbitrary the legislature has been. When Pro Monte
started to operate in Montenegro, the turnover tax on services was 7%. Then the
government implemented an additional 2%, plus 2% turnover taxes to support the
railway and army. They explained that these taxes will be applied only for a
limited period of time and then will be removed. But these taxes still exist and Pro
Monte pays them. Additionally, Pro Monte thinks that the payroll taxes are very
high. “These taxes present extremely high expenditures for Pro Monte, because
we pay all duties and do not have unrecorded employees.”
The lack of a developed financial market and an underdeveloped banking system
presents additional problems for Pro Monte. If inefficient court procedures are
included, it is clear why Pro Monte has problems with collection of claim
repayments. If a sound banking system were present in Montenegro, customers of
Pro Monte would be motivated to pay their obligations on time. ”We have a big
problem with collection of claim repayments. We are waiting for court decisions for
months. Banks are the institutions that should influence their customers to pay
their bills on time.”
All of these problems present little pieces of a big picture, which shows the major
problem that Pro Monte is facing. The regulatory framework should present clear
rules that facilitate good market operations. The present conditions do not allow
competitors to build a long-term strategic plan, because the rules are changed
frequently during the game.
Significance of Obstacles
What were the rules at the beginning, and how have they changed? How much
have these changes cost Pro Monte?
Pro Monte signed an exclusive contract with the government of Montenegro for
twenty years. This meant that, for twenty years, during a very difficult political and
economic situation, Pro Monte would have been the only telecommunications
operator in Montenegro. This was the major reason that Pro Monte decided to
invest in Montenegro. Their first steps were difficult, because Pro Monte was a
pioneer in Montenegro, the first foreign investor who had to pass through all of the
procedures. Montenegrin institutions, lawmakers, and administrators did not have
prior experience in this field. Existing laws were explained in different ways by
different institutions; everyone had his own version. However, these starting
problems were successfully solved.
But the political and economic situation started to change and the rules of the
game changed, too. A new operator, MONET, was granted a license to compete
five years into Pro Monte’s exclusive twenty-year contract. The strategic plan of
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Pro Monte had to be revised. New plans were implemented, and today the
strategic plan has to be discussed during every decision-making process.
Management explained its frustration. “We are not against competition, but we are
for clear rules that cannot be changed during the game. On the other hand, we
understand that Montenegro is in the process of transition and there is a need for
change, but we hope that the government will have an understanding of our
interests and position, too.”
The transition period they spoke of is connected to the relationship between Serbia
and Montenegro. This relationship raises the question of jurisdiction. Some laws
that affect Pro Monte are federal laws for both Serbia and Montenegro, under the
jurisdiction of federal institutions. Montenegro resumed control of some other laws,
and they are now under the jurisdiction of Montenegrin institutions. Some of these
laws are in the process of creation, with European Union legislation as the starting
point. But limits are still not clear enough, and there is no clear understanding of
which laws are under whose jurisdiction. This presents a very important problem
for Pro Monte.
“We do not know whom to refer to. Sometimes we need an allowance from
institutions in both Serbia (federal level) and Montenegro (republic level) because
they cannot agree who is in charge. This makes certain procedures longer and
more difficult. To get an approval, we need more time, more people and, of course,
our costs are higher.”
A Pro Monte manager continued his explanation. “If we are talking about arbitrary
costs that we face regarding uncertain legislation, it is very difficult quantitatively to
express them. We want to know who is responsible for each question and on
whose doors we need to knock. It’s very hard to work with the government. That
is only one part of the story if we are talking about expenditures. From day to day,
we confront new expenditures that are the consequences of additional government
regulations. This situation with the regulatory and institutional framework results in
a lack of motivation for a greater investment in Montenegro, because we do not
know how many new rules will be implemented tomorrow. We just want more
economic freedoms with more efficient and transparent institutions that will
implement and respect clear rules.”
Prospective Solutions to Obstacles
It is important to notice that all of Pro Monte’s problems can be divided into two
parts: those that Pro Monte can have some influence on, and those that Pro Monte
can not influence at all. As one of the biggest companies in Montenegro, Pro
Monte can identify some problems in current law and can suggest some changes.
It already did this when the new Telecommunication Law was under discussion.
Pro Monte suggested some changes, which were considered but, unfortunately,
were not accepted. Pro Monte has also tried to influence the customs procedures,
which are more complicated in practice then in law. In this kind of situation when
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Pro Monte gives proposals, their suggestions tend to correspond with European
Union legislation and practice. If certain areas are not clearly outlined by law, Pro
Monte has decided to request formal regulation of these issues. For example, at
this moment, the treatment and import of software is a key focus of its attention.
On a different set of problems, Pro Monte cannot have an impact. Those are
problems caused by the still-undefined relationship between Montenegro and
Serbia. The management of Pro Monte is ready for other challenges in the future.
They know that the process of transition is very difficult. “We will be here to give a
hand to the government when they do the right things,” they explained. People in
Pro Monte are happy because they have partly succeeded in this difficult situation,
to the extent that their customers are able to think only about the quality of service.
“The problems with regulation are not and can not be the problems of our
customers. As long as the situation is like this, with our customers focused on our
service, we are sure that we are on the right path.”
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TREBJESA BREWERY – NIKSIC, MONTENEGRO43
ILLEGAL COMPETITION
One day in January 2001, Patrice Dierick was in his car, as usual, on the way to
Niksic. During the drive he was thinking about the obligations that he had to finish
that day. But something else was on his mind. That morning in the daily
newspaper, Pobjeda, he had read information about three illegally imported trucks
of Lasko beer that had been confiscated by the Montenegrin police. He wondered
what would happen with the trucks. If he were at home in Belgium now, instead of
in Montenegro, Mr. Dierick was thinking, he would see on the TV evening news
that the beer had been destroyed and the trucks had been destroyed. However,
he knew it was unrealistic to expect that this picture would be seen in Montenegro.
Anyway, he was satisfied. If the trucks had not been confiscated, the beer would
have been sold in the market at unrealistically low prices. That would have meant
that three trucks of beer that his factory produces would not have found
customers. Now, he hopes that the state will be more interested in the problem of
illegal competition he faces, and he hopes that his factory will find solutions and a
way out of this difficult situation. The hour that Mr. Dierick needed to reach Niksic
from Podgorica passed quickly as he thought about this, and he was already at the
gate of the brewery.
Company Background
Brewery Trebjesa, of which Mr. Dierick is the general manager, traces its origins to
1896. From the beginning until today, the major product of the brewery has been
Niksico beer. The quality of the beer has been recognized outside of Montenegro’s
borders. The brewery Trebjesa attended many international fairs and meetings,
and has many awards and medals in its portfolio.
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Political Background
Doing business for so long has meant doing business in different times, under
different regimes and different economic systems. This has especially been true
for companies in the Balkans. Trebjesa was always able to find solutions for most
of the problems that it had. It built its name and kept its reputation. The Brewery
was one step ahead the entire time, compared to the local business environment.
However, it shared in the future of the society and the economy in Montenegro.
This future was not so happy.
Montenegro, the smallest republic of the Yugoslav federation, with only 600,000
citizens, was the least developed. All the defects of a command economy had
manifestations here. The major problem was lack of motivation of the workers to
provide their full contribution to work in companies. The main reason for this
situation was an undefined ownership structure. The brewery, as most other firms,
was social property. Its owner was not defined; it belonged to everyone. No one
took responsibility for the consequences of decisions that were made.
After the fall of the Berlin wall, the only right way was privatization. But then
politics came on the stage, with the disintegration of the former Yugoslavia and the
distractions that came along. The precious time for changes has gone forever.
The political powers in Montenegro wanted the first steps of privatization to be
successful. That is why this process started with the best companies. The brewery
Trebjesa was first on the list of companies to be privatized.
InterBrew of Belgium
In 1997, the tender for selling the brewery was published. Several companies
from abroad were interested. After a long negotiation process, in November 1997,
the major shareholder of Brewery Trebjesa became the Belgian beer company
InterBrew, buying 67.8% of the shares. Minor shareholders were state funds and
workers at the brewery.
InterBrew is one of the most famous beer producers in the world, the second
largest brewery in the world in volume. Its portfolio consists of a combination of
strong international and local brands sold in more than 110 countries. InterBrew is
distinctive among global brewers in the way it builds a local power base. They do
not just buy breweries; they buy brands and distribution. They have the expertise
to make a good brand even stronger. Their strategy is a combination of respect for
what is local, and a commitment to the global standing that makes them “the
World’s Local Brewer.”
InterBrew agreed to invest 16 million DEM in the brewery during a period of three
years. Mr. Dierick, with his family and several other experts, moved from Belgium
to Montenegro. The fight for rehabilitation and efficiency of the company started.
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Obstacles to Trade
The new owners confronted many problems, only some of which had internal
solutions:
• Excess number of employees and bad employee attitudes
• Old technology
• Unstable economic situation and inflation
• Uncertain political situation in the country
• Lack of an institutional framework
• Problems with customs, taxes, duties
• Lack of modern commercial banking practices
• Difficulty with currency conversion and international transactions mechanisms
•

Illegal competition

“We didn’t have that level of obligation according to the contract, but we invested
50 million DEM in the brewery. Investments in new technology caused a worker
surplus. But, we had to make those changes and investments were necessary if
we wanted to increase efficiency,” said Mr. Dierick with satisfaction.
One of the most important changes was the introduction of new packaging. In
1999, the decision was made that beer will be packed in cans. New world trends
dictated this change. To the customers’ satisfaction, new Niksico beer in cans
appeared on the market. Buyers did not need to return empty bottles;
transportation was easier, as well as consumption. Beer from Niksic after this had
a better chance in the race with its competition in the marketplace. “It was a
necessary condition for our return to foreign markets. Our research showed that
this change gave strength to our brand and moved our image in the right
direction,” said Mr. Dierick.
Some of the problems that have been mentioned were solved during the last three
years. The managers hope that most of the rest of them will be solved in the
future. The brewery is satisfied with the achieved results, but just partly. The
question is why? What is the reason that prevents the brewery from being more
successful? Why is it not so successful as it has been in other countries, such as
Croatia? According to its managers, the most important factor that creates this
major obstacle is illegal competition.
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Aside from everything the brewery did to increase its strengths, efficiency and
productivity, the overall situation in Montenegro was very difficult. Relations
between Montenegro and Serbia became more complicated and this increased
problems with the placement of Trebjesa products in these markets. Niksico beer
is produced only in Montenegro, but a significant volume was sold in the Serbian
market. The fact that the Serbian market is 20 times bigger than the Montenegrin
market explains the need to sell there. When the bigger market closed, sales
decreased by 50,000 hl per year.
At the beginning of their work in Montenegro, InterBrew also faced problems with
currency conversion and inflation. In these circumstances, doing business was
very hard. But at the end of 1999, the DEM became the sole legal means of
payment. That made transactions easier and presented one kind of collateral for
payments. Introducing the DEM as the only means of payment was very useful,
but on the other hand, it complicated trade with Serbia. The payments between
Serbia and Montenegro were stopped and that was a big problem for Trebjesa. “In
this new situation we can trade with Serbia only by barter arrangements,” said the
director of the brewery.
Unexpected problems appeared with international payments and transactions.
“We have to wait several days for ordinary transactions to be made. The bank fee
is very high, an almost unbelievable 1.85 % per transaction. When you give the
money to the bank, you are not sure that you will see that money again.” While he
is talking, Mr. Dierick's face showed pain over his inability to influence these
problems.
It is hard to understand that Trebjesa, the only brewery in Montenegro producing
beer of high quality, and for which high demand exists, should have these
problems. During the last ten years, sanctions were enforced and legal trade was
impossible. The state was in a difficult position. It felt it had to “close its eyes” to
some things because the citizens were in a very bad situation. They could not
afford the minimum level of existence without allowing illegal import of goods.
Importers did not pay customs and other taxes. The result of this was that the
goods were sold at unrealistically low prices.
At the border, importers paid a transit tax for goods that ostensibly pass through
Montenegro on the way to other markets. But the real situation was completely
different. The goods came to Montenegro, but were not transported further. They
stayed in the country and were sold internally. This situation could not be changed
automatically after the removal of sanctions, so Montenegro still does not have a
level playing field for many products, including beer.
Trebjesa, as part of a giant multinational company, must obey the legitimate rules
of the game. It pays customs duties, turnover tax, profit tax and other taxes on all
imported materials and raw materials. Therefore, a well-known foreign beer
producer has to compete unfairly against a producer operating illegally for part of

79

the Montenegrin market. Trebjesa faced competition with good quality, famous
brands that charged lower prices, and were able to charge lower prices because
they had evaded tax and customs payments that Trebjesa had paid.
Another problem is beer from Serbia. This beer is lower quality compared to
Niksicko beer, and is sold at lower prices. However, the prices are significantly
lower than they would be if the Serbian beer manufacturers paid all duties and
taxes. That should not be the situation. Trebjesa believes that if the true price were
charged, the lower quality would not justify its purchase. But, since the Serbian
beer avoids customs and taxes, they can charge a significantly lower price. The
result is that part of the supply that should be provided by Niksico beer is provided
by Serbian beer. “We have problems with illegal competition. It should be just the
opposite; we should have a level playing field as the first foreign investor in
Montenegro,” said Mr. Dierick.
There are obstacles for exports, as well as for imports. Brewery Trebjesa exports
part of its production to international markets. It pays Montenegrin customs and
other duties, which it considers very high. Thus, the beer from Niksic has higher
prices compared to the prices of other foreign beers on foreign markets. Foreign
beer in the countries where they are produced have some kind of protection. The
same foreign beers come to Montenegro without any barriers and no duties are
paid; thus, it has a competitive advantage over the domestic producer Trebjesa.
The result of these obstacles is that Niksico beer has to charge higher prices than
its foreign competition, both in Montenegro and in foreign markets. The reason for
this, as explained by its manager, is not that they produce beer more expensively,
nor is that they are inflating the price to make a profit. The reason is that the rules
are not the same for everyone.
Significance of Obstacles
The problems that Trebjesa faces are not only very important for it, but resolution
of these problems is very important for Montenegro. Trebjesa is a signpost for all
foreign investors that are interested in Montenegro. As long as potential foreign
investors see that an honest foreign corporation cannot make a profit in
Montenegro due to illegal competition, they will not choose to invest in
Montenegro.
These problems have an impact on the privatization process, and that is why they
need to be solved very soon. Until that happens, Trebjesa will be forced to find
ways to compete with illegal competitors and to take solace in the occasional
examples of detention of illegal imports, such as the confiscation of trucks that
happened in January. ”If the state does not give everyone the same rules to play
by, no one will invest in Montenegro anymore,” suggested the director of the
brewery.

80

Trebjesa has solved many of its operational problems, but the results of all the
improvements can only be realized at the market level where beer is sold.
Regardless of the changes carried out and the problems solved, unfair competition
undermines the other successes. The brewery cannot influence that unfair
competition. This means that the brewery's turnover is much lower than it would
be in the absence of this unfair competition. As a consequence, the Trebjesa's
profit is much lower that it could have been.
According to the estimations from Trebjesa Brewery, there were at least 150
trucks with beer that had come into Montenegro in an illegal way. This resulted in
approximately 35,000 hl of beer, which came into Montenegro illegally during
2000. There were no customs duties paid for that imported beer and a transit tax
of only 5% was paid. This means that the importers paid approximately 0.2 million
DEM for transit tax, instead of the 4.9 million DEM they should have paid
according to the official laws in Montenegro. This situation was beneficial for the
importers because it sharply reduced their operating costs and enabled them to
make a profit, even though this beer is sold at a lower price than Niksico beer from
Trejesa.
Beer illegally imported into MN
Unpaid taxes to MN
Transit tax (5%)
The loss for MN Budget
Losses of the brewery
Assumption of sales loss

Margin

34,560 hl of beer
230 hl per truck
150# of trucks
4,892,842 DM
138,240
4,754,602
70%
24,192 hl sales loss
16,934 (33cl Nik in bottles)-70%
7,258 (50cl cans)-30%
1,323,302
1,185,408 (33cl Nik bottles); 70

DM per Hl
Taxes for the Government

137,894 (50cl cans); 19 DM per Hl
913,756
646,894 (33cl NIk bottles); 38.20

DM per Hl
266,862 (50cl cans); 36,77 DM per
Hl
+ Import duties on production materials (raw materials, cans, etc.)
What does this mean for the Trebjesa brewery? This brewery has not been able
to sell its beer because unfair competition has taken over a part of Trebjesa's

81

market. About 70% of the imported beer would have been sold by Trebjesa
instead, had the imported beer paid all taxes and duties. Imports would drop to
30% of completely legal imported beer. So, the brewery would have sold 105 more
trucks of beer, or 24,500 hl during 2000. In this way, the brewery would earn 1.3
million DEM. So, due to the illegal imports and the absence of the same rules for
all competitors, the brewery suffers losses.
This estimation is probably too optimistic, because it is based on the fact that 150
trucks with beer have illegally entered Montenegro. “The real situation is probably
different. There is a possibility that the number of trucks with beer which crossed
the border and came into Montenegro is much larger than 150," say people from
the brewery.
On the other side, if the imports were completely legal, Trebjesa would restore to
the market 105 trucks of legal beer. It would have paid 1 million DEM to the State
in taxes. The rest of the beer (45 trucks) would be imported in a legal way and the
amount of 1.41 million DM for customs would also be paid. This would mean that
the budget revenues of Montenegro would increase by 2.41 million DM. Currently,
the State obtains only 0.2 million DM for the transit taxes, losing 2.2 million DM.
During 2000, beer imported from Serbia was also a problem. The payment system
between Serbia and Montenegro was suspended. According to the laws that had
been implemented in Serbia and Montenegro, turnover tax is paid at the place of
final consumption. That means that if beer is imported from Serbia, the turnover
tax should be paid in Montenegro. Nevertheless, beers were crossing the border
illegally between Serbia and Montenegro and were delivered illegally by the
distributors and salesmen in Montenegro.
Furthermore, the production costs of beer from Serbia were lower than for Niksico
beer. This was due to exchange rate differentials, subsidies in the Serbian
market, and distortions arising from the full blockade of Serbia. This entire
situation enabled suppliers and sellers of beer in Montenegro to purchase one
beer crate for 3.5 DEM, and sell it for 8 DEM, thus making enormous profits. The
sales price of beer from Serbia was not much lower than that of Niksico beer, but
the salesmen, of course, had higher earnings in selling the beer from Serbia. This,
of course, influenced their behavior, so they used every opportunity to purchase
the beer from Serbia. Trebjesa was unable to do anything to prevent this situation.
Besides this problem that is linked to the domestic market, which has limited
potential because the population is small, there is a problem with import duties into
other markets. Taxes paid for beer sold in some of the countries in the region are
so high that the wholesale price of one crate of Niksico rises from 4.5 DEM to 11
DEM. In this way, Trebjesa beer becomes uncompetitive with other beers in the
foreign market because of its high price. ''This creates a paradoxical situation for
us; we don't earn a pfennig by exporting the beer," say the Trebjesa manager.
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The question is how to continue to operate in the presence of these barriers in
order to succeed in the market. The answer must be found in changes.
Possible Solutions to Obstacles
•

The major obstacle is inefficiency of state control functions and corruption.
Some rules now exist, but they should be enforced on all participants in the
market. That means that if the brewery pays taxes and customs fees, other
companies should do that too, including importers of foreign beers.

•

Customs control should be improved. Each truck that wants to come to
Montenegro should not cross the border without customs control and
without paying the proper customs fee.

•

Control has to be improved within Montenegro, too. Financial police should
control wholesalers and retailers. They should check the source of the
goods that are sold, and in that way they should try to stop the sale of
illegally imported goods for which import papers are not provided.

•

Use the fiscal system to promote exports, because the potential of the
Montenegrin market is not big enough on its own to lure foreign investors.

•

Introduction of a sound banking sector and payments system should
contribute to the decrease of illegal imports of goods into Montenegro.
*

*

*

After the workday, Mr. Dierick went back home to Podgorica. He switched on his
TV. On the news, there was no information about confiscated trucks; there were
no pictures of these trucks. He concluded that his earlier prediction, that nothing
would happen, had in fact come true.
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Factors to increase Competitiveness, Investment,
Cooperation and Regional Trade
Results of the Survey: Albania
ACER - Albanian Center for Economic Research
Domestic Albanian firms. In general terms, Albanian firms are mainly producing
for the local market and their main competitors are basically the ones located in
Albania. However, there are a few firms that are trying to reach markets in other
countries such as Kosovo, Macedonia, and the EU countries.
Among the reasons for starting a business in the selected market are: a) better
returns; b) larger markets; c) higher demand; d) firm strategy; e) cheaper labor.
Most of the firms (40% of the firms, or 16% of the total sample) started their
operations as local production plants. However, the actual situation shows that
most of them have combined local production plants with their own affiliates.
80% of the firms (32% of the total sample) are registered on their own, and the
registration procedure took approximately 15-30 days. (pond rated average=23)
The firms surveyed considered that most of the problems are caused by the fact
that the government’s administrative procedures are frequently changeable and
interpretable. According to the firms’ declarations, 60% (24% of the total sample),
of the regional cooperation has led to higher profits and low costs. Among the
main obstacles faced by firms during their operation in the markets are: a)
customs related problems; b) lack of information; c) problems with energy; and d)
difficulties of transportation.
The main products traded by Albanian firms that are the subject of this survey are
alcoholic drinks, detergents, construction materials, etc. While their markets are
mainly in Kosovo, Macedonia and Bulgaria, with regard to trade relations with
countries outside the region, the firms considered Italy as their main partner.
The main form of cooperation in production is the production of inputs of the same
products (for example, export of drinkable water). In this framework, the main
markets for their trade activities are in Albania (50%), then in Kosovo, Macedonia
and Former Yugoslavia. The main products are alcoholic drinks, detergents, and
construction materials. The firms have had better profits and lower costs as a
result of cooperation in the region. Regarding countries outside the region, the
main trade relations are established in Italy. They are mainly focused on producing
parts of the same product or are producing single products.
Half of the firms consider the regional business environment to have been
improved, compared with one year ago. What they generally think regarding doing
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business in the region is that the situation is improving now, as compared to one
year ago (50% of businesses). However, based on this survey, there are many
other improvements required, especially with regard to political stability as well as
tax implementation and customs facilitation. The firms did consider knowledge
about the market, lower transport cost and legislation, as the special factors that
facilitate cooperation, investment and trade in the region. The unstable political
situations, unfair competition and protectionism are considered among the factors
that somehow inhibit such cooperation.
With regard to access to information on international markets and business
opportunities, the firms included the mass media and business partners as helpful
sources of information.
Firms are continuing doing their transactions in cash or through banks rather than
in checks. Most businesses used as currency the USD, DM, or EURO rather than
local currency.
Generally, the interviewed firms did not have any bad experience with their
partners regarding contract enforcement. They declare that partners in the region
and outside are serious and their relationship is based on reciprocity, trust, and
partnership. Nevertheless, if there were such a case, they would rely on courts
system (40%), would try to fix the problem through informal channels (30%) or
would not care at all due to insurance coverage against such risk (30%).
Another issue was fear of crime in the countries of the region. 70% of those
interviewed were concerned about this because of thieves, investment and life
insecurity, and unfair competition as a result of smuggling.
The firms did consider that the most needed improvements in order to increase
opportunities for trade and prosperity in the region are, as follows:
-improvement of political stability;
-implementation of credit facilities;
-improvement of infrastructure, and
-avoidance of customs’ points after 5 years.
Albanian firms operating in the region are mainly concentrated in EU countries;
the trade relationship is there, rather than with other parts of the world. The main
competitors are located in Albania.
It seems that among the other reasons for starting business in the selected market
are: a) cheaper labor, b) better returns, c) better human capital, d) higher demand,
and e) bigger markets.
Most of the firms (37.5%, or 12% of the sample) started their operations by exports
through an intermediary and their own affiliates, continuing the same at the

85

present. All firms 100% (32% of the sample) are registered on their own, with a
registration time of approximately 20 days. (pond rated average=21.5)
Firms consider the administrative procedures mainly as bureaucratic ones (50%).
Regarding their financial situation, according to the firms’ declarations, 75% of
them (24% of the sample) have had lower costs as a result of cooperation in the
region. The main trade markets for this category of firms are Albania (50%), then
Kosovo in the region, and Italy, Greece, and USA in countries outside the region.
The main products traded are shoes/re-exporting, medicinal herbs, confections/reexporting. Most of them (50%) are providing services or products by partners or
assembling parts produced.
Among the main obstacles faced by firms during their operation in the markets are:
a) poorly shaped legislation, b) problems with energy, c) high taxes, and d)
customs related problems.
They generally think regarding doing business in the region, that the situation is
the same, as compared to one year ago (50%). There are a lot of things to do to
further improve the situation, such as strengthening of public order and political
stability, improvement of energy and infrastructure situation, increasing trade
cooperation between the countries, etc. The main source of information for
businessmen is links through business partners.
They are mainly thinking of stability and public order in other countries as factors
that facilitate their cooperation in the region, while lack of knowledge about the
markets and lack of security from unfair competition are considered as barriers to
that cooperation. Firms are continuing doing their transactions in cash or through
banks rather than with checks. The currencies used most frequently are USD,
DM/EURO.
Generally, the interviewed firms did not have any bad experience with their
partners regarding contract enforcement. In order to prevent such cases, they
would concentrate on making necessary coordination and relations and
emphasizing the importance of correctness in contract implementation.
Nevertheless, if there were such a case, they would rely on the courts system
(37.5%), or would try to fix the problem through informal channels (37.5%).
Another issue was even fear of crime in the countries of the region. 75% of
interviewed firms were concerned about this because of robbery, transport
damages, or unfair competition because of smuggling.
Among the most needed improvements to increase opportunities for trade and
prosperity in the region are: improvement of political stability and public order,
elimination of custom duties for machineries, implementation of customs and tax
facilities, improvement of infrastructure, and establishing bilateral and multilateral
agreements between governments of neighboring countries in order to develop
regional cooperation.

86

Foreign enterprises are mainly doing business with EU countries (Italy and
Greece), rather than Albania and are having as their main competitors the EU
countries. It seems that among the other reasons for starting a business in the
selected market are better returns and cheaper labor.
Most of the firms (48% of them or 12% of the total sample) started their operations
as a mix of exports and direct investment, continuing the same at the present.
71% of the firms or 25% of the total sample are registered on their own, with a
registration time of approximately 20-25 days (Pond rated average=23).
Generally, these firms are not considering administrative procedures as barriers to
starting up their business. Regarding their financial situation, according to these
firms’ declarations, 71% of them or (20% of the total sample) have had less than
50% better benefits and lower costs as a result of cooperation in the region.
The main trade markets for this category of firms are Greece (50%,) Italy, and
other EU countries. The main products traded are shoes/re-exporting, tobacco,
wood semi-products and pipes. Most of them (72%) subcontract semi-made
products or assemble produced parts (28%). These firms are doing their
transactions through banks, rather than with checks. The most frequently used
currencies are USD, DM/EURO.
Among the main obstacles faced by firms during their operation in the markets are:
problems with energy, and high taxes. What they generally think regarding doing
business in the region is that the situation is worsening, as compared to one year
ago (43% of them).
There are a lot of things to do to improve the situation such as implementation of
existing laws, improvement of the energy and infrastructure situation, increasing
trade cooperation between the countries, etc. The main source of information for
businessmen is considered links through business partners. They are considering
the available information from Greek partnerships as very useful.
Generally, the interviewed firms did not have any bad experience with their
partners regarding contract enforcement. They consider the cooperation with
partners in the region and outside as very serious, and they are mainly basing
their cooperation on reciprocity, trust, and partnership. They are insured against
such risks, so they are not so concerned as other types of firms without insurance.
Another issue was fear of crime in the countries of the region. 75% of interviewed
were concerned about this because of the high cost of securing the goods, and
they feel threatened by robbery and thieves.
Among the most needed improvements in order to increase opportunities for trade
and prosperity in the region are: legislative enforcement, further foreign
investment, improvement of infrastructure, improvement of political stability, and
public order.
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Factors to increase Competitiveness, Investment,
Cooperation and Regional Trade
Results of the Survey: Bulgaria
IME-Institute for Market Economics
General information on the sources
Type of ownership. All of the companies in the survey are private. Twenty of
them are joint/stock companies. The other companies are as follows: three – Ltd.,
and two – holding. Fourteen companies were founded with domestic capital. The
other companies were established with foreign capital (five cases) and mixed
capital (five cases). Only one firm is based on capital from other Balkan countries.
Type of activities. The survey was extended into three main groups of trade
sectors: domestic firms operating outside the country, regional firms, and foreign
ones.
Domestic firms operating outside the country. This category includes domestic
firms importing and exporting to the EU and other Balkan countries. The six
import-oriented companies are trading with neighboring countries: (a) cigarettes,
(b) electronics and electronic equipments, and (c) batteries. The other three
companies are importing from the EU: (a) black metal articles, (b) cosmetics and
perfumes, and (c) cigarettes production equipment. We interviewed five
companies exporting to the EU: (a) machine equipments, (b) glass products, (c)
textile, (d) wire articles, and (e) vehicle parts. The other five export-oriented
companies are trading: (a) chemical products, (b) metal-processing equipments,
(c) food-processing equipments, (d) paints, and (e) cellulose and silk.
Regional firms. This category includes five companies re-exporting in the region.
Foreign firms/foreign direct investments. Five of the interviewed companies are
trading with: (a) building materials (one company), (b) foods and industrial goods
(two), (c) fertilizers (one), and (d) restaurants services (one).
Size. Twenty-three of the interviewed companies have more than 20 employees.
The other two companies are classified as small companies (small firms were
defined as having less than 20 employees).
Location of Markets and Competitors. Regarding Bulgaria`s firm orientation, their
most important markets are the local (Bulgarian) and the EU market. The Balkan
and Former Soviet Union Countries are ranked next in importance in market
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attractiveness. The main competitors of Bulgaria`s firms are considered to be
located in the EU and the Former Soviet Union Countries. The Balkan region
measured on a firm level is not a primal competitor (excluding Turkey), but it is
presenting good trade opportunities; that is why the appreciation is of “good trade
potential” in the region.
Market/Rivalry44

rank 1

rank 2

rank 3

rank 4

rank 5

n.a.

Albania

1/1

2/0

0/0

1/0

10/14

11/10

Bosnia and
Herzegovina
Bulgaria

0/1

2/0

3/0

4/0

8/14

8/10

13/5

5/3

0/5

0/2

4/6

3/4

Croatia

0/1

2/0

3/3

4/0

6/11

10/11

Greece

3/1

4/4

3/3

4/2

4/7

7/8

Kosovo

1/1

1/0

4/0

2/1

8/12

9/11

Macedonia

2/2

6/2

3/3

1/1

6/9

7/8

Montenegro

1/1

2/0

1/1

5/0

5/12

11/11

Romania

1/4

3/5

6/1

3/3

5/7

7/5

Slovenia

0/0

5/3

3/3

2/0

5/10

10/9

Turkey

5/6

4/3

7/3

1/4

2/3

6/8

Other CEE
countries
Former Soviet
Union countries
EU countries

4/3

3/2

5/5

1/1

1/5

11/11

7/6

2/0

3/4

1/2

3/3

9/10

13/10

2/2

2/4

3/0

0/1

5/8

Other

3/2

1/2

2/2

2/0

2/4

15/15

Analyzing trade interests of Bulgaria`s entities in the Balkan region, we can form
several groups of interest. The first includes Turkey and Greece as a center of
trade gravitation. The second is formed by Croatia, Macedonia, Slovenia and
Bosnia and Herzegovina. The third includes Montenegro, Romania and Kosovo.
According to the sample, the most decisive criterion for market selection and trade
attractiveness are the market’s size (ranked first by 15 firms), the firm’s strategy
(13 firms), and proposed special conditions (ranked first or second by 10). A
considerable number of the firms (10) started their operations using export
intermediaries or sporadic exports, which represents a part of their export
marketing strategy. In the present situation, a considerable number of them are
continuing to use intermediaries (7), or there are no significant investment
activities (3) or production cooperation projects.
The prime reasons for Bulgarian firms to operate in the Balkan region are better
returns (ranked first by 13 firms), higher demand (ranked first by 12) and currency
stability (ranked first or second by 14). Transactions are in foreign currencies that
determine currency stability.
44

Figures in black are indicating concentration of answers.

89

Major administrative obstacles to start business consist in bureaucratic
administrative procedures (ranked first by 12), incomplete administrative
procedures (ranked first by 6), and frequently changeable legislation (ranked first
by 10). The majority of respondents in the sample estimate that administrative
barriers are seriously perturbing exports.
Driving factors in the decision-making process
The decision-making process on a firm level could be based on several grounds.
The choice depends on a company’s estimations and the available information.
We asked companies how they decided to operate in the market. We arranged
the questions into three groups:
¾ External conditions (currency stability, ease of financial transactions,
political stability, lower taxes, and lower environment liability);
¾ Human resources (better human capital, cheaper labor, factor
endowments);
¾ Firm strategy (better returns, higher demand, firm strategy, bigger market).
According to the sample, the competitive strategy is the basic decision-making
process. A firm`s trade orientation is a question of its long-run strategy, and not of
short-run conjuncture factors. The main objectives of this strategy are higher
demand (12 firms), better returns (13), and a bigger market (15).
Human resource factors (human capital, cheaper labor and factor endowments)
are appreciated differently by the different firms. The answers deviate greatly,
which means variable risk comprehension. Cheaper labor is not considered to be
a common relative advantage; the reason is serious production differentiation and
diverse value-added of labor.
External conditions are not uniformly appreciated because the business
environment in the area is not stable. Different participants have various
measurements of the risk components of the factors: currency stability, ease of
financial transactions, political stability, lower taxes, lower environment liability.
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Major obstacles to regional trade
The major problems for regional trade consist in relations with partners, local
institutions, and legislation. In relations with partners, the major difficulties are
contract enforcement (ranked first, second, or third by 12 firms) and receiving
payments (ranked first by 6). The business environment is characterized by a high
degree of transactional risk. Local authorities in the region are not providing a
stable legislative framework (ranked first, second, or third by 14). A serious
problem for trade performance is the process of buying or lending property (ranked
first, second, or third by 7). Trade relations are perturbed by complicated
procedures (ranked first, second, or third by 14). High operational costs include
custom-related problems (ranked first by 7), licensing (ranked first, second, or third
by 12), duties (ranked first, second, or third by 13), taxes (ranked first, second, or
third by 9) are considered seriously to impede the potential for regional trade.
Financial results of regional cooperation
Regional trade is appreciated as a serious source of benefits for a significant
number (12) of resident firms in the sample (we are analyzing firms with export
orientation). They are responding that regional trade represents more than 50% of
their benefits. Thanks to regional trade and cooperation, many of the businesses
(12) are realizing economies of scale that result in lower average costs.
Instruments of payment
The most preferable instruments of payment are cash (14) and barter (13).
Frequent utilization of cash payments could be explained with a desire to avoid
imposition of taxes. In addition, the shadow economy has a significant share in
Bulgaria, which means that a considerable part of the money used in foreign
transaction does not have a legal origin and they cannot be used in payments
through banks.
Potential partners
The EU common market and (surprisingly) Turkey are the countries considered to
be the best potential trade partners. The CEE, the CIS countries, Romania, and
Slovenia are the second trade centers of interest for Bulgaria`s firms.
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Factors to increase Competitiveness, Investment,
Cooperation and Regional Trade
Results of the Survey: Kosovo
RIINVEST- Institute for Development Research
Company profile
The Survey sample included 25 companies: nine domestic companies
operating outside the country, eight regional companies, and also eight
international companies with economic operations in Kosovo’s market. Only
one company belongs to the social-owned sector; all of the others are
private companies. Domestic capital dominated the ownership structure of
the interviewed companies (72%), while capital from other countries is only
16%, and mixed capital is 8%. Capital from other Balkan countries has
symbolic participation (4%). More than half of the interviewed companies
(56%) have fewer than 20 employees, while 44% have more than 20
employees. The interviewed companies are mostly located in Prishtina (19).
The majority of the interviewed companies (10) are dealing with trade
operations; eight are dealing with production; five with services; and other
companies are focused in other economic activity. Within production, the
major operations are: meat and milk products, leather processing,
construction materials, shoes production, window and doors, and color
production. Within the services sector, the major activities are: banking,
consultancies, insurance, and financial transfers.
Important market priorities
The priority markets for the surveyed companies are: Kosovo (33%),
Macedonia (10%), EU and Slovenia (9%), Albania (8%), Montenegro (5%).
Bulgaria, Greece, Croatia, Bosnia and Herzegovina, and Turkey are the
priority market for 3- 4% of companies. It is obvious that in this stage of
post -war reconstruction of Kosovo, the transport difficulties and transitional
markets have influenced the respondents in prioritizing their markets.
Location of main competitors/ rivalries
The main competitors of the surveyed companies are located in Kosovo
(26%). Macedonia (16%) and the EU countries (10%) also show a strong
presence in the Kosovar market. The following countries had a stronger
presence in the region than the others: Albania (8%), Bosnia and
Herzegovina (7%), and Bulgaria (6%). The main competition from other
countries in the region is located in: Slovenia (5%), Turkey (4%),
Montenegro (3%), Croatia (2%), and Romania (1%).
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Major obstacles to operating in the region
The responses about major obstacles to doing business in Kosovo are
concentrated mostly in problems with physical infrastructure:
telecommunications, lack of infrastructure, energy, and transport are the
major obstacle for 31% of the surveyed companies; customs-related
problems are also highly ranked and considered major obstacles by 12% of
companies. Banking and receiving payments from partners is considered
to be a main obstacle by 16% of companies. Legislation, local authorities,
procedures, and contract enforcement are not considered as main
obstacles for the majority of companies. Only 2% of companies considered
political risk to be a major obstacle. This may be due to the fact that a
significant international presence in Kosovo brings better security conditions
for the companies operating there.
Why to operate in the region
The motivation for doing business in the region comes mainly from
economic reasons: better returns (15%) and higher demand (11%). The
firms’ strategy is the most important reason for 8% of companies, lower
taxes for 7%. Other reasons are less important.
Currency and payments
Companies are using different instruments of payment for their business
transactions. Cash payments are the dominant way of making payments.
Bank transfers were used by 72% of companies. Only 12% of companies
do not use cash, while only 24% do not use bank transfers. Barter is not
used by 84% of companies. The main currency used is the DEM/EURO
and US dollar.
The overall situation for doing business and how to improve it
The overall situation for developing business activities in the region is better
than one year ago for 80% of respondents; the situation is worsening for
8%; and it remains the same for 4% (8% did not respond).
The surveyed companies had many proposals on how to improve the
business situation, based on the current barriers in operating a business in
Kosovo: improving the legal environment (completing the legal framework)
is the top priority for 7 companies; reforming the banking system for 5
companies; achieving political stability and security for 3 companies;
capacity building for 2 companies; improving customs for 2 companies; and
speeding privatization and investments for 2 companies.
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Factors to increase competitiveness, investment,
cooperation and regional trade
Results of the Survey: Macedonia
AME - Association for Modern Economy
General information on the sources
Representatives (mainly general managers) from 27 companies were interviewed
in the framework of this survey. Following the consultations, the companies were
classified into three categories: domestic firms operating outside the country,
regional firms, and foreign (international) firms. Each category consists of 9
companies.
Size: 25 of the interviewed companies have more than 20 employees, and only 2
have less than 20 employees.
Residence: 12 companies are located in Skopje (capital of the country), and 15 in
the other cities.
Type of ownership
All of the companies surveyed are private. In regard to the origin of their capital,
the situation is as following:
• domestic capital – 15
• capital from other Balkan countries, - 3
• other foreign capital - 5
• mixed capital - 4
Type of activities
Domestic firms operating outside the country (and out of the region): The majority
of the firms in this category (4 out of 9) produce clothing. The others produce:
chocolates and biscuits; mineral water, juices, fruit and vegetable processing;
non-metal raw materials; sanitary ceramics; and seatbelts.
Regional firms (that is, domestic firms operating outside the country, but in the
region): These companies produce: electrical equipment up to 38KV; dairy and
juices; metal and ceramic products; buses; furniture; medicines, cosmetics,
chemical products, food, and organic chemical products; one of them trades in
metallurgy and civil engineering products; and one offers construction services.
Foreign (international) firms: This category consists of different companies that
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produce, offer, or trade with: oil derivatives, clothing, cement, steel, ladies
footwear, cigarettes, transport services, banking services, and consultancy.
Important markets
The most important markets for Macedonian companies are: domestic market, the
EU market (Germany, Netherlands, Denmark), and some of the markets outside of
the EU (USA, Australia). From Central and Eastern Europe, the most important
markets are FR Yugoslavia. Relatively little interest was shown in the Former
Soviet Union countries, and Greece.
Competitors
The main competitors of the interviewed Macedonian firms are located in the EU
countries, other domestic (Macedonian) firms, Turkey, Greece, Bulgaria, and FR
Yugoslavia. Some of the competitors also come from Hungary, Croatia, and
Slovenia.
Driving factors on decision-making process
How the companies decided to operate in the selected markets: The results of the
survey show that the important factors for making a decision are a firm’s strategy
and the size of the market (bigger market). Also, the higher demand and the
currency stability are considered to be very relevant factors. The easy of financial
transactions, political stability, and better returns are also important factors. The
rest of the alternatives have relatively little importance in the process of decisionmaking.
Administrative barriers for starting up the business: The major obstacle is
considered to be interpretation of the legislation. It is followed by the bureaucratic
procedures. The incomplete administrative procedures and frequently changeable
rules are smaller obstacles.
Expected financial results
Almost half of the respondents have similar expectations: increasing their profit by
more than 50% and diminishing their costs by more than 50%.
What kind of products (goods/services) are traded
most frequently and in what country
Domestic firms: Textile, wool, clothing and sanitary ceramics are the most frequent
products in trade with Italy, Germany, Netherlands, Denmark. Chocolates,
candies, clothes, shirts are traded with USA and Australia.
Regional firms: The most frequent products that companies trade are: steel

95

frames, long-life milk, lamps, buses, living room furniture, medicines, and
detergents. In most cases, the trade is oriented toward the following countries: FR
Yugoslavia, Greece, Kosovo, Albania, and the domestic market.
International firms: This category of firms trade mostly with: Greece, Germany, FR
Yugoslavia, Kosovo, Bulgaria and England. The most frequent products are:
cigarettes, shoes, steel sheets, cement, ladies suits.
Major obstacles for regional trade
Macedonian companies consider that receiving payments from their partners,
finding reliable business partners, and licensing are the highest obstacles for
regional trade. The lack of information, poorly shaped legislation, banking,
customs, and duties are seen as smaller obstacles for regional trade. The other
alternatives are not important. Concerning the situation in the region, the majority
of the interviewed companies find a relevant improvement of the situation.
Instruments of payment
The most preferable instrument of payment is bank transfers (literally all
companies surveyed use this kind of payment). Cash and barter are used in a
relevant number of cases. The lowest importance is given to payments by checks.
What to do in a case of contract failure
In most cases, companies would rely on the courts system. Relatively little
importance is given to use of insurance against risk, or of using commercial
arbitrage, or trying to fix the problem through informal channels.
Potential partners
Domestic firms: The companies find that their best potential partners are located in
the other Central and Eastern European countries (FR Yugoslavia, Hungary), and
the EU countries. Also, they declare their willingness to find partners in: Bosnia
and Herzegovina, Croatia, Kosovo, Slovenia, Bulgaria, and Greece. The reasons
are: proximity, mentality and habits, known market, established contacts, etc.
Regional firms: The EU countries, Kosovo, Croatia, Montenegro, Slovenia, and the
other Central and Eastern European countries are where the most preferable
partners are located, because of the following reasons: proximity, mentality, raw
materials supply, bigger market, and the most stable situation for doing business.
International firms: CIE countries, FR Yugoslavia, Kosovo, the EU, and Greece are
considered as the best potential partners. This category of companies is oriented
toward the domestic market as well. The main reasons for this orientation are: low
transport costs, traditional and bigger markets, and proximity.
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Factors to increase Competitiveness, Investment,
Cooperation and Regional Trade
Results of the Survey: Montenegro
ISSP - Institute for Strategic Studies and Prognosis
The Survey sample included 24 companies: 8 domestic companies, 8 regional and
8 foreign.
Type of ownership
All of the companies in the survey are private. Twelve of them are established with
domestic capital, five with the foreign capital (except the capital from Balkan
countries), and the other seven with mixed capital.
Size
Fourteen companies or 58.3 % have more than 20 employees and the rest ten
(41.6%) less than 20.
Period of operation
The same number of firms, five, operate in the region since 1989, 1990, and 1999.
Eight firms operate in the region since 1997 and just one since 1986. There are
fifteen firms, which have operated outside the region since 1999 and nine since
2000.
Type of activities
Domestic firms that operate abroad export to the other countries the following:
different traded goods (five companies), wood (three) tourism (two) and beer and
juice (one).
Of firms that present direct foreign investments, two trade with wood, two with
other different goods, and one is in the field of tourism. The situation is similar for
the companies with mixed capital. Three of them trade with different goods, three
do tourist services, and one trades with wood.
If we observe only the firms that trade different goods, no matter what their type of
ownership, they trade most frequently with Bosnia (6 firms), Croatia (2), Kosovo
(1) and Slovenia (1). The firms that have tourism as a main activity work with
Bosnia (3 firms), Macedonia (2), and Slovenia (2). All six firms that trade with
wood have Kosovo as the most important market for operations. The firm that
trades with beer and juice trades the most frequently with Croatia.
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Markets and competition:
The major markets for Montenegrin firms are Montenegro (for 25% of all
companies) and Kosovo (for 19 % of companies). In third place is Croatia (14 % of
companies see Croatia as a major market). Then the order is the following
Slovenia (10 % of firms), Bosnia (10 %) and Macedonia (9 %). No firms do
operations in Romania, and most of the firms marked the following markets as less
important: Greece and Bulgaria (21 firms), Turkey (18), EU countries (13),
Slovenia and Bosnia (11).
market/
competition
Albania
Bosnia
Bulgaria
Croatia
Greece
Kosovo
Macedonia
Montenegro
Romania
Slovenia
Turkey

rank 1

rank2

rank3

rank4

rank5

0/0
0/0
0/0
4/0
0/0
5/0
0/0
6/0
0/0
0/7
1/0

0/0
4/0
0/0
3/3
1/0
9/0
0/0
11/13
0/0
3/9
1/0

0/0
4/3
0/0
7/12
0/0
7/0
4/1
6/10
0/0
8/6
1/0

0/0
5/12
3/0
3/7
2/0
3/10
13/9
1/8
0/0
2/2
3/0

24/24
11/9
21/24
7/2
21/24
0/14
7/14
0/2
24/24
11/0
18/24

Other C/E European
Countries

24/24

Former Soviet Union

EU countries
Other, please
name

no
cases

24/24
0/0

0/1

2/9

9/9

13/15
24/24

Actually, they do not work with Albania, Greece, Romania and Turkey, and the
reason is lack of business information. The countries that the interviewed firms
consider the best to work in are the EU countries, Slovenia, Croatia and Bosnia.
Eleven companies or 45% have some fear of crime in the region, for nine of these
(or for 72%) that country is Bulgaria and for six (or 28%) Albania. Regarding the
competition, Montenegrin firms have their main competitors located in Slovenia,
then EU countries, Montenegro and Croatia. All companies from the survey
consider that the least important competitors are in Albania, Bulgaria, Romania
and Turkey. The survey shows that firms do not at all consider as important
competitors other Central Eastern European countries and the countries of the
Former Soviet Union.
Reasons for operation in the selected markets
The companies from the survey (12 firms or 50%) stated that better returns are the
major reason for starting their business in selected markets. Important reasons, in
addition to this, are the firms’ strategy, bigger market, lower taxes, higher demand
and political stability. Less important reasons for operations are currency stability,
cheaper labor, better human capital and easy financial transactions. Reasons that
are not important for this decision are lower environmental liability, factor

98

endowments and special conditions that were proposed to the firm. All firms stated
that they had specific reasons in deciding to operate in selected markets.
Most of the companies (45.8%) started operations in foreign markets by sporadic
exports. Six firms or 25% started by a mix of export and direct investments, four
(16.6 %) by exports through an intermediary and three or 12.5 % opened their own
affiliates. Now the situation is the same for all companies, except only three that
have started exports through an intermediary and now have their own affiliates.
Today, 25 % of all firms have their own affiliates in foreign countries.
Information
Most of the firms get the information about their market by informal channels.
Other important sources of information are business partners and official sources.
Firms get less information by mass media and other business channels.
Obstacles
The answers given by the firms about major obstacles are very different, but we
can say that four major obstacles are: information, customs related problems,
duties and taxes. The lack of information is a major obstacle for 10 % of all firms.
Customs related problems are a major obstacle for 9% of companies, taxes for 8%
and duties for 9% of firms. If we are talking about the administrative barriers, all
firms stated that the major problem is frequent changes of legislation. Important
barriers are that the regulations are bureaucratic and difficult to interpret (16 firms).
Financial results
All firms have favorable financial results of operating in the region. As a result of
the fact that they operate on the regional markets, 14 firms have more then 50%
better profits compared to the option not to operate in these markets. The same
number of firms has more then 50% lower costs.
Transport
The question of transport was solved by all firms using road transport, first
because it is the cheapest way (13), only way (6), and safest way (5). In addition
to road transport, five firms use air transport, too, and the reason is safety.
Payments
The survey shows that all the firms use bank transfers and cash as instruments of
payment. There are no firms that use checks or barter. Of the firms that use bank
transfer, for eight firms (or 33%) it represents more than 80% of their transactions,
for nine (or 37%) between 50% and 80%, and for seven (29%) less then 50% of
the payment structure. If we analyze the use of cash, six firms (25%) pay in cash
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more than 80% of the time, four between 50% and 80%, and eleven less then 50%
of all transactions. All firms do transactions in DM or EURO. Some of them (6) use
the US dollar too, and that is also the number of firms that use local currency.
Fourteen companies use other currencies in transactions.
Situation
Comparing the current situation with previous times, for eleven firms (45.8%) the
situation is the same, for seven (29.2%) it is improved and for six (25 %) it is
worse. Removal of trade barriers is the measure that could improve the situation
for nine firms or 37.5%. Sharing information will be the most useful measure for six
(25%), improvement of the banking system for five (20.8%), simplification of
procedures for three (12.5%) and unification of the region for one firm (4.2%).
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Figure 1

What are your important markets?
(All firms)
Kosovo
EU countries
Macedonia
Montenegro
Other Central / Eastern European countries
Bulgaria
Slovenia
Albania

Series1

Croatia
Turkey
Greece
Other country
Former Soviet Union countries
Bosnia and Herzegovina
Romania
4.8

4.6

4.4

4.2

4.0

3.8

3.6

3.4

3.2

3.0
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Figure 2

Where are your main competitors located?
(All Firms)
EUcountries
Slovenia
Macedonia
Bulgaria
Albania
Kosovo
Turkey
Greece

Series1

Other Central / Eastern European countries
Croatia
Montenegro
Romania
Former Soviet Union countries
Bosnia and Herzegovina
Other country
4.8

4.6

4.4

4.2

4.0

3.8

3.6

3.4

3.2
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3.0

Figure 3

How did you decide to operate in the selected market?
(All firms)
Better returns
Higher demand
Firm s strategy
Bigger market
Currency stability
Better human capital
Political Stability
Cheaper labor

Series1

Lower taxes
Ease of financial transactions
Special conditions proposed to your firms
Factor endowments [split into items]
low level of accountability
Other
No special strategy, it happened by accident
5.0

4.5

4.0

3.5

3.0

2.5

2.0

1.5

1.0
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Figure 4

Ten main obstacles
(All firms)
Custom related problems/customs/duties

Taxes

Contract enforcement/receiving payments from partners

Lack of information

Lack of infrastructure/telecommunication, energy, transport

Series1
Poorly shaped legislation

Complicated procedures/licensing

Finding reliable business partner

Banking

Political risk (fear of expropriation)

4.2

4

3.8

3.6

3.4

3.2

3
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Figure 5

In case of contract failure, how do you intend to get damages fixed?
(All firms)

I will rely on court`s
system

46%

I am insured against
such risks and will
not border

16%

I would try to fix the
problem through
informal channels

13%
Series1

I will use commercial
arbitrage or business
based dispute

10%

I would rely on
government
institutions

10%

No response

0%

5%
10%

20%

30%

40%

50%
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Figure 6

In which currency are transactions executed?

84%

DM/EURO

52%

USD

Series1

40%

Local Currency

28%

Other

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%
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Figure 7

What instruments of payment do you use?

91%

Bank Transfers

69%

Cash

Series1

25%

Barter

20%

Checks

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%
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Figure 8

Where there any administrative barriers to start up your business?

37%

Frequently changeble

35%

Bureaucratic

35%

Interpretable

Series1

20%

Incomplete administrative
procedures

4%

Other

0%

5%

10%

15%

20%

25%

30%

35%

40%
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Questionnaire
The purpose of this survey is to better understand constraints that hinder the development of
businesses like yours. This study is being conducted to provide recommendations to further
develop the regional cooperation, as well as to determine the factors that increase the
competitiveness, investments, cooperation and regional trade. The information obtained here
will be treated strictly confidentially, and neither your name nor the name of your firm will be
printed or used in any documents.
Any firm will have a code number instead, and the data will be averaged with other
respondents. No data from individual questionnaires will be used. ACER is performing the
survey.
Please state your company……………………………………………………………………..
[1]
Number of employees
above 20
below 20
[2]
1. What is your company’ s ownership structure?
[3]
1= Domestic capital
2= Capital from other Balkan countries
3= Other foreign capital
4= Mixed capital
2. What do you produce / trade / or offer as a good or service?
[4]
_____________________________
3. What are your important markets?
(Please rank them from 1 to 5, in order of their importance: 1-highest, 5-lowest)
A Albania
(1) (2) (3) (4)
(5)
B Bosnia and Herzegovina
(1) (2) (3) (4)
(5)
C Bulgaria
(1) (2) (3) (4)
(5)
D Croatia
(1) (2) (3) (4)
(5)
E Greece
(1) (2) (3) (4)
(5)
F Kosovo
(1) (2) (3) (4)
(5)
G Macedonia
(1) (2) (3) (4)
(5)

[5]
[6]
[7]
[8]
[9]
[10]
[11]
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H Montenegro
I

Romania

J

Slovenia

K

Turkey

L

Other Central / Eastern European countries (please
specify) _________
M Former Soviet Union countries (please specify)
________________
N EU countries
O Other, please name

(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)

[12]
[13]
[14]
[15]
[16]
[16a]
[17]
[17a]
[18]
[19]
[19a]

4. Where are your main competitors located?
(Please rate them according to their importance from 1 to 5: 1= highest, 5= lowest)
A Albania
(1) (2) (3) (4)
[20]
(5)
B Bosnia and Herzegovina
(1) (2) (3) (4)
[21]
(5)
C Bulgaria
(1) (2) (3) (4)
[22]
(5)
D Croatia
(1) (2) (3) (4)
[23]
(5)
E Greece
(1) (2) (3) (4)
[24]
(5)
F Kosovo
(1) (2) (3) (4)
[25]
(5)
G Macedonia
(1) (2) (3) (4)
[26]
(5)
H Montenegro
(1) (2) (3) (4)
[27]
(5)
I Romania
(1) (2) (3) (4)
[28]
(5)
J Slovenia
(1) (2) (3) (4)
[29]
(5)
K Turkey
(1) (2) (3) (4)
[30]
(5)
L Other Central / Eastern European countries (please
(1) (2) (3) (4)
[31]
specify) _________
(5)
[31a]
M Former Soviet Union countries (please specify)
(1) (2) (3) (4)
[32]
________________
(5)
[32a]
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N EU countries
O Other, please name

(1) (2) (3) (4)
(5)
(1) (2) (3) (4)
(5)

[33]
[34]
[34a]

5. How long have you been operating in the region or outside it?
(Please, indicate starting year.)
a. Region, since _________
[35]
b. Outside, since _________
[36]
6. How did you decide to operate in the selected market?
(Please mark as appropriate and rate them according to their importance from
1 to 5: 1=highest, 5=lowest)
A Better returns
(1) (2) (3) (4)
(5)
B Higher demand
(1) (2) (3) (4)
(5)
C Currency stability
(1) (2) (3) (4)
(5)
D Ease of financial transactions
(1) (2) (3) (4)
(5)
E Political Stability
(1) (2) (3) (4)
(5)
F Lower taxes
(1) (2) (3) (4)
(5)
G Better human capital
(1) (2) (3) (4)
(5)
H Cheaper labor
(1) (2) (3) (4)
(5)
I Lower environment liability
(1) (2) (3) (4)
(5)
J Factor endowments [split into items]
(1) (2) (3) (4)
(5)
K Bigger market
(1) (2) (3) (4)
(5)
L Special conditions proposed to your firms
(1) (2) (3) (4)
(5)
M Firm s strategy
(1) (2) (3) (4)
(5)
N No special strategy, it happened by accident
(1) (2) (3) (4)
(5)
O Other (Please, identify)
(1) (2) (3) (4)
(5)

[37]
[38]
[39]
[40]
[41]
[42]
[43]
[44]
[45]
[46]
[47]
[48]
[49]
[50]
[51]
[51a]
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7. How did you start your operations there?
[52]
(Please mark the appropriate answer)
1= Sporadic exports
2= Exports through an intermediary
3= Own affiliate
4= A mix of exports and direct investments
5= Local production plant
8. How do you operate there at the time?
[53]
(Please mark the appropriate answer)
1= Sporadic exports
2= Exports through an intermediary
3= Own affiliate
4= A mix of exports and direct investment
5= Local production plant
9. How did you register your firm?
1. On your own
[54] [54a]
_______ Days
2. Through an intermediary
_______ Days [55] [55a]

(0=No, 1=Yes)

0

1

- if yes, how long did it take?

0

1

- If yes, how long did it take?

10. Were there any administrative barriers to start up your business?
0= No, 1= Yes
A Incomplete administrative procedures
(0)
(1)
B Bureaucratic
(0)
(1)
C Interpretable
(0)
(1)
D Frequently changeable
(0)
(1)
E Other (please, specify)
(0)
________________________________
(1)

[56]
[57]
[58]
[59]
[60] [60a]

11. Is there any (expected) financial result of your cooperation/operation in the
[61]
region?
0=No 1=Yes
12. What is the (expected) financial result of your cooperation/operation in the
region compared to the option not to cooperate or operate regionally?
1=Less then 50%, 2= More than 50 %
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A Better profits
B Lower costs
C Other

(1)
(2)
(1)
(2)
(1)
(2)

[62
]
[63
]
[64
]

13. What kind of products (goods/services) do you trade most frequently and in
what country?
Product
Country in the
Country outside the
region
region
A
[65
[65
]
a]
B
[66
[66
]
a]
C
[67
[67
]
a]
14. How do you cooperate or trade in your industrial sector?
[68]
(Please mark the appropriate answer)
1= We produce different parts (inputs) of one and the same product
2= We assemble parts (inputs) produced
3= We subcontract semi-made products
4= Partners provide us with services
15. What kind of transport do you use for delivering and why?
a. Railway
0
1
!………………………………………………..
[69] [69a]
!……………………………………………..
b. Water transport 0
1
[70] [70a]
c. Road transport 0
1
!………………………………………………..
[71] [71a]
!………………………………………………..
d. Air transport
0
1
[72] [72a]
16. What are the major obstacles that you face when operating in other country (s)
of the region?
(Please rank them from 1 to 5, in order of their importance: 1- highest, 5lowest)
A
Custom-related problems
(1) (2) (3) (4) (5) [73]
B
Receiving payment from our partners
(1) (2) (3) (4) (5) [74]
C
Lack of information
(1) (2) (3) (4) (5) [75]
D
Lack of infrastructure
(1) (2) (3) (4) (5) [76]
E
Local authorities
(1) (2) (3) (4) (5) [77]
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[65
b]
[66
b]
[67
b]

F
G
H
I
J
K
L
M
N
O
P
Q
R
S
T

Poorly shaped legislation (please explain)
_________________________
Contract enforcement
Energy
Banking
Telecommunications
Transport
Customs
Licensing
Duties
Political risk (fear of expropriation)
Taxes
Complicated procedures
Ease of buying/renting property
Finding reliable business partner
Other (please identify)

(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)
(1) (2) (3) (4) (5)

[78]
[78a]
[79]
[80]
[81]
[82]
[83]
[84]
[85]
[86]
[87]
[88]
[89]
[90]
[91]
[92]
[92a]

17. Regarding doing business in the region, do you think that
[93]
(Please mark the appropriate answer)
1= The situation is improving now, as compared to one year ago
2= The situation is the same
3= The situation is worsening now, as compared to one year ago
18. What can be done to improve the situation?
[94]
________________________________________________
19. Where do you get information about the other country’s market?
(Please rank them from 1 to 5, in order of frequency: 1-highest, 5-lowest)
A Mass-media
(1) (2) (3)
[95]
(4) (5)
B Your business partner (intermediary,
(1) (2) (3)
[96]
affiliate, etc.)
(4) (5)
C Other business channels
(1) (2) (3)
[97]
(4) (5)
D Official information
(1) (2) (3)
[98]
(4) (5)
E Informal channels (friends, acquaintances, (1) (2) (3)
[99]
relatives)
(4) (5)
20. Is there something special about other countries of the region that facilitates
cooperation, investment and trade?
0= No
[100]
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1= Yes (please describe)……………………………………………………….
[101] [101a]
21. Is there something special about other countries of the region that inhibits
cooperation, investment and trade?
0= No
[102]
1= Yes (please describe)……………………………………………………….
[103] [103a]
22. What instruments of payment do you use?
0= No, 1= Yes
A
Bank transfers
(0) (1)
B
Checks
(0) (1)
C
Cash
(0) (1)
D
Barter
(0) (1)

[104]
[105]
[106]
[107]

23. Could you name the rough share of the above means of payment in your total
regional deals?
A
Bank transfers
_______% [108]
B
Checks
_______% [109]
C
Cash
_______% [110]
D
Barter
_______% [111]
24. In which currency (currencies) are transactions executed and/or denominated?
0= No, 1= Yes
A
B
C
D

Local Currency
DM/EURO
US Dollar
Other

(0) (1)
(0) (1)
(0) (1)
(0) (1)

[112]
[113]
[114]
[115]

25. How do you make sure that contracts are enforced?

[116]
(Please describe)
_________________________________________________________________
26. In case of contract failure, how do you intend to get the damages fixed?

[117]
1= I would rely on courts system
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2= I will use commercial arbitrage or business based dispute resolution
mechanism (please point it out)
3= I would rely on government institutions
4= I am insured against such risks and will not border
5= I would try to fix the problem through informal channels (please name them)

[117a]
27. Do you have some fear of crime in the countries of the region? If yes, could
you mark those you think crime related risks are high.

[118]

0= No

1=Yes (please specify)_______________________________________

[119] [119a]
28. You operate regionally, which are the countries you do not work in, why?
0=No 1=Yes
If NO why
A

Albania

B

Bosnia and Herzegovina

C

Bulgaria

D

Croatia

E

Greece

F

Kosovo

G

Macedonia

H

Montenegro

I

Romania

J

Slovenia

K

Turkey

(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)

[120]
[121]
[122]
[123]
[124]
[125]
[126]
[127]
[128]
[129]
[130]

[120a
]
[121a
]
[122a
]
[123a
]
[124a
]
[125a
]
[126a
]
[127a
]
[128a
]
[129a
]
[130a
]
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L

Other Central / Eastern
European countries
(please specify) _______
M Former Soviet Union
countries (please specify)
___________
N EU countries
O

Other, (please name)

(0)
(1)

[131]

[131a
]

(0)
(1)

[132]

[132a
]

(0)
(1)
(0)
(1)

[133]

[133a
]
[134a
]

[134]

29. You operate regionally, which are the countries you would consider best to
work in, why?
If Yes why
A

Albania

B

Bosnia and Herzegovina

C

Bulgaria

D

Croatia

E

Greece

F

Kosovo

G

Macedonia

H

Montenegro

I

Romania

J

Slovenia

K

Turkey

L

Other Central / Eastern
European countries
(please specify) _______
M Former Soviet Union
countries (please specify)
_______________
N EU countries

(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)
(0)
(1)

[135]

(0)
(1)

[147]

[147a
]

(0)
(1)

[148]

[148a
]

[136]
[137]
[138]
[139]
[140]
[141]
[142]
[143]
[144]
[145]
[146]

[135a
]
[136a
]
[137a
]
[138a
]
[139a
]
[140a
]
[141a
]
[142a
]
[143a
]
[144a
]
[145a
]
[146a
]
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O

Other, (please name)

(0)
(1)

[149]

[149a
]

30. If you were in a position to change the situation, could you name five
improvements in order increase opportunities for trade and prosperity in the
region?
1.
_________________________________________________________________

[150]
2.
_________________________________________________________________

[151]
3.
_________________________________________________________________

[152]
4.
_________________________________________________________________

[153]
5.
_________________________________________________________________
[154]
Please state your position in the company
[155]
1= Executive director, 2=Owner, 3=Co-owner, 4=Manager
Date of interview
[156]

Thank you for your cooperation!
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BACKGROUND STATEMENTS - BALKAN ECONOMIES45
ALBANIA
The collapse of communism in Albania came later and was more chaotic than in
other east European countries and was marked by a mass exodus of refugees to
Italy and Greece in 1991 and 1992. Attempts at reform began in earnest in early
1992 after real GDP fell by more than 50% from its peak in 1989. Most agriculture,
state housing, and small industry were privatized. Progress continued in the
privatization of transport, services, and small and medium-sized enterprises. In
1995, the government began privatizing large state enterprises.
Led by the agricultural sector, real GDP grew by an estimated 11% in 1993, 8% in
1994, and more than 8% in 1995, with most of this growth in the private sector.
Annual inflation dropped from 250% in 1991 to single-digit numbers. The Albanian
currency, the lek, stabilized, and Albania became less dependent on food aid.
Beginning in 1995, however, progress stalled, with negligible GDP growth in 1996
and a 9% contraction in 1997. A weakening of government resolve to maintain
stabilization policies in the election year of 1996 contributed to renewal of
inflationary pressures, spurred by the budget deficit, which exceeded 12%.
Inflation approached 20% in 1996 and 50% in 1997. The collapse of financial
pyramid schemes in early 1997 - which had attracted deposits from a substantial
portion of Albania's population - triggered severe social unrest which led to more
than 1,500 deaths, widespread destruction of property, and an 8% drop in GDP.
The lek initially lost up to half of its value during the 1997 crisis, before rebounding
to its January 1998 level of 143 to the dollar. The new government, installed in
July 1997, has taken strong measures to restore public order and to revive
economic activity and trade. In 1998, Albania recovered the 8% drop in GDP of
1997 and pushed ahead by 7% in 1999. International aid has helped defray the
high costs of receiving and returning refugees from the Kosovo conflict.

BULGARIA
Bulgaria earned its independence from the Ottoman Empire in 1878. It fell within
the Soviet sphere of influence and became a People's Republic in 1946.
Communist domination ended in 1990, when Bulgaria held its first multi-party
election since World War II and moved toward political democracy and a market
economy while combating inflation, unemployment, corruption, and crime.
Bulgaria suffered a major economic downturn in 1996 and 1997, with triple digit
45
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inflation and GDP contraction of 10.6% and 6.9%. The government which took
office in May 1997 after pre-term parliamentary elections - stabilized the economy
and promoted growth by implementing a currency board, practicing sound financial
policies, invigorating privatization, and pursuing structural reforms. Additionally,
strong assistance from international financial institutions - most notably the IMF
which approved a three-year Extended Fund Facility worth approximately $900
million in September 1998 - played a critical role in turning the economy around.
After several years of tumult, Bulgaria's economy has stabilized. Its better-thanexpected economic performance in 1999 - despite the impact of the Kosovo
conflict, the 1998 Russian financial crisis, and structural reforms - and strong
growth in 2000 portends solid growth over the next few years; this assumes
continued fiscal restraint, additional structural reforms, aid from abroad, and
prosperous times in the EU economy.

KOSOVO
Official statistics indicate that from 1990 to 1995, Kosovo's GDP contracted by an
estimated 50 percent, falling to less than $400 per capita. Most economic activity
was centered on mining and the production of raw materials and semi-finished
products, largely sold at below-cost prices to other republics. There are some 31
thousand registered active business firms in Kosovo, which is much more than in
previous years. But, it is only the matter of quantity. These are mostly trade, family
business and non-profitable investments. Investments made in the second half of
1999 and the first ten months of 2000 mounted to DM 743 million, with commercial
credits accounting for only 5%. When this 5%, as well as 30% of funds from
Kosovo sources are excluded, the major share of investments, some 65%, were
secured from humanitarian sources and mostly used for the re-establishment of
various services and infrastructure.
This fact illustrates best that the main source of sound economic development is
still beyond Kosovo's reach. Local businessmen think that interest rates are too
high. They say that even the trade sector cannot pay them, not to mention
production. Kosovars do not have their own capital.
Since NATO expelled Serbian forces from Kosovo, some efforts to rebuild housing
and infrastructure have succeeded. Unemployment remains around 60% and
production is deeply depressed. Incomes remain dependent on foreign aid.
Although simple cash transactions thrive, much of the trade is in stolen goods,
Extortion and protection schemes are common.
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MACEDONIA
International recognition of The Former Yugoslav Republic of Macedonia's
(FYROM) independence from Yugoslavia in 1991 was delayed by Greece's
objection to the new state's use of what it considered a Hellenic name and
symbols. Greece finally lifted its trade blockade in 1995, and the two countries
agreed to normalize relations, despite continued disagreement over FYROM's use
of "Macedonia." FYROM's large Albanian minority (22-23% of the total population,
according to the last census, 1994) and the de facto independence of neighboring
Kosovo continue to be sources of ethnic tension
At independence in November 1991, Macedonia was the least developed of the
Yugoslav republics, producing a mere 5% of the total federal output of goods and
services. The collapse of Yugoslavia ended transfer payments from the center and
eliminated advantages from inclusion in a de facto free trade area. An absence of
infrastructure, UN sanctions on its largest market Yugoslavia, and a Greek
economic embargo hindered economic growth until 1996. GDP has subsequently
increased each year, rising by 5% in 2000. Successful privatization in 2000
boosted the country's reserves to over $700 million. Also, the leadership
demonstrated a continuing commitment to economic reform, free trade, and
regional integration. Inflation jumped to 11% in 2000, largely due to higher oil
prices.

MONTENEGRO
During the era of communism Montenegro experienced a rapid period of
urbanization and industrialization. An industrial sector based on electricity
generation, steel, aluminum, coal mining, forestry and wood processing, textiles
and tobacco manufacture was built up, with trade, and overseas shipping, Tourism
increasingly important by the late 1980s.
The loss of previously guaranteed markets and suppliers after the break up of
Yugoslavia left the Montenegrin industrial sector reeling as production was
suspended and the privatization program, begun in 1989, was interrupted. The
disintegration of the Yugoslav market, and the imposition of the UN sanctions in
May 1992 were the causes of the greatest economic and financial crisis since WW
II. During 1993, two thirds of the population lived below the poverty line, while
frequent interruptions in relief supplies caused the health and environmental
protection to drop bellow the minimum of international standards. The financial
losses under the adverse effects of the UN sanctions are estimated to be
approximately $6.39 billion, the second highest hyperinflation in the history of
humankind (3 million percent in January 1994). The economic stabilization and
recovery of Yugoslavia, which were initiated at the beginning of 1994, prevented a
financial and economic collapse of the country. Inflation was reduced to few
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percent, the growth of unemployment stopped, and the DEM as introduced as the
official currency.
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