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Three Seas Initiative Countries and Their Competitiveness in Europe

Bogdan Wierzbinskit

ABSTRACT: The paper shows reginal characteristics of three sees area in terms of defining
competitive advantage of the whole region and its countries through development of relationship
from the north to the south of Europe and chagdheir approach to a competitive paradigm of

this area. The scientific discussion undertaken in this paper is related to internal resources as of
ICT and human resources development (and its involvement in science and techmkagured

by HRSC) as welas innovativeness€Regional strategy should be focused on knowlduged
economy giving possibilities to fast development of this area. This gives opportunity to fast
progress of the region with central location in Europe which generates appattunity to
strengthening accumulated resources and in the nearest future gives opportunity of becoming a
hub between east and west in Europe.

Keywords: regional development, regionampetitivenessevolution of economics processes.

JEL: F23, 011019.

INTRODUCTION
The Three Seas Initiative was launched in 2015 on the initiative of presidents of Poland and
Croatia for establishing cooperation in the fields of energy, transport, digital communications
and economy. The boundaries of the region are designated prilmatie coastlines of the
three seas: the Adriatic Sea (in the sew#st), the Baltic Sea (in the north) and the Black Sea
(in the soutkeast). The range of the region is determined not only by geographical
boundaries, but also by shared historical expegeand similar economic and geopolitical
conditions of the countries in this area.

The region includes 12 Central European countries (112 million people). The
declaration of these countries of 23 August 2016, signed in Dubrovnik, facittaipsration
in the field of supraegional projects, as well as crdssrder cooperation between countries.
Twelve countries constitute a large endogenous potential which is used to a limited extent in
shaping the socieconomic development of the region.

Analysis of the literature on the subject indicates the links between the increase in the
level of intellectual capital and the economic growth of individual countries. Economic
growth is usually measured by changes in gross domestic product, whilectotlsapital is
determined by many factors, the selection of which (in the research aspect) depends on the

type and direction of the analysis.

1 Dr., University of Rzeszow, Poland, bo.wierzbinski@gmail.com.
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In this study, three categories were used as measures of intellectual capital potential
creating the ability tdouild competitive advantage and competitiveness of countries (Szajt,
2013, pp. 144145): - number of employees working in Knowledijgensive ServicesKIS,
which are directly related to the creation of business innovations based on technological
changesin the areas of new concepts of services, new client interface and new services
delivery system (Hertog, 2000, p. 495) and importance of knowledge intensity in the
development of knowledge based economy. Human resources for science and technology
HRST, echnology has significant importance in raising the competitiveness of countries, it is
synonymous with the survival and development of economies, therefore HRST is important
from the perspective of the country's characteristics and its ability to bumgetiveness
(Chou et al., 2008). On the other hand, the innovative activity of a society inhabiting a given
area (country) is usually measured by the number of patents submitted by residents registered

by the European Patent Office.

THE EVOLUTION OF ECO NOMIC PROCESSES- FROM THE INDUSTRIAL
ECONOMY TO THE NEW ECONOMY AND KNOWLEDGE -BASED ECONOMY IN
TERMS OF DEFINING COMPETITIVE ADVANTAGES OF REGIONS

The economy is primarily a material, technological, political, legghnizational and socio
civilization category. It consists of both the real sphere and the sphere of regulation, covering
a variety of phenomena and processes related to economic activity.

The growth of the economy is referred to the real sphere of the economy which includes
the material basef production along with natural resources, population and changes in its
structure as well as manufactured production and consumption goods. However, the term
"economic growth" includes only the increase in the volume of production and consumption
goods ad services, i.e. certain production factors and means of meeting needs. The
development of capitalism has shifted research over " the nature and causes of the wealth of
nations" from a family household to a capitalist company appearing in the form otivari
types of enterprises, thereby shifting emphasis on the driving forces of multiplying
entrepreneur profits and domestic productidine wealth of nations, i.e. lortgrm economic
growth, as one should capture it in modern economic language.

The reseait on the growth of the economy breaks down the emphasis on micro and
macroeconomic determinants of growth, they can also refer to various scale of economic
processes, such as a country or its individual regions, the state and society. When using the

term e&onomic growth, we usually refer it to the national economy. Economic growth may

10
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also be referred to the group of countries distinguished by various criteria, such as the
European Union or even the ent-i®).e gl obal =eco
The devebpment and foundation of the knowledggsed economy is directly related to
the growing importance and dissemination of new information and communication
technologies (which could be used to manage mass society using software and computers
(Bell, 1973, p.344)), services and building an information society as well as the approach to
acquiring knowledge of the necessary competing processes (LBiaoooff, Syske
Roma E&c zuk, & Moszor o, 2004, p . 87) . I nf or ma:
(Mitchell, Inouye, Blumenthal, & National Research Council (U.S.), 2003, pR827
However, economic changes such as innovations related to the absorption of
technological solutions (diffusion of innovations) would not be possible or their spread would
be unstisfactory if not for the quality of human capital. The microeconomic approach to
KBE considers knowledge as a factor of compe
discussion about the character of competitiveness should be carried out by défening
phenomenon leading to the creation of the enterprise and its development capabilities, as a
competing entity in the volatile environment
flow of information and the approach to running a business irdkgethe competitiveness of
knowledgebased economies, in which more and more often virtual solutions, mainly related
to information (and its management), were created than conventional ones. Generally, it can
be concluded that computers and electronic camoation have enabled the emergence of
virtual organizations and virtual chains (Franke, 2002, p. 94).
Summing up, it can be concluded that competitiveness can be achieved by generating
value resulting from the provision of innovative solutions basedigim technology sectors
more efficiently than competitors in a unique way, distinguishing a company or industry on

the market.

THE DEVELOPMENT OF INFORMATION TECHNOLOGIES AND
INTELLECTUAL CAPITAL IN THE IMPROVEMENT OF COMPETITIVENESS

The development of information and communication technologies (ICT) has an impact on the
growth of Gross Domestic Product (GDP). Studies on this issue, initiated in the second half of
the 90s of the twentieth century, emphasized the increase in laborciviidyas well as
highlighted the importance of ICT in industry as well as maanal micrescale. The subject

of research was also the contribution of ICT to the convergence of developing and highly

developed countries. With the development of techngltapor performance (productivity)

11
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increases, which in turn increases the efficiency of management processes, measured by
productivity. Many studies characterize the positive impact of ICT on strong profit growth
and economic development of highly develdpcountries (Piatkowski, 2006, pp.-309),

(Oliner & Sichel, 2002). On the other hand, transition economies are characterized by a
significantly lower return on invested capital in ICT solutions (Dewan & Kraemer, 2000, p.
552), (Pohjola, 2001). Adequatendwledge resources gathered through improving the
efficiency of information processes play a special role in the process of adapting to changes of
a competitive environment. They increase the company's possibilities in terms of adaptability
and innovativeass of companies as conditions for survival in the market and achieving a
competitive advantage.

However, it should be emphasized that ICT is not something that was started 30 years
ago. The development of ICT was initiated in the 19th century, startingrigproduction and
collecting documentation, in which, for example, a typewriter helped. The appearance of
calculators and data processing methods (188Barles Babbage's work on the differential
machine "calculator of the time", 1887 an American Hermn Hollerith patented a
calculating machine using punched cards as a data storage medium). Also, the revolutionary
appearance of a telegraph that enabled sending information over long distances has caused a
“reduction” in the distance and rapid, as it wasthat time, flow of information. The
introduction of these innovative technical solutions has had a significant impact on the way
businesses operate. The 20th century is characterized by a very turbulent development of
technology, in which we can distiagh very different periods:

18801941- development of modern administration: (introduction of typewriters).

19141957 - mechanization of offices which was associated with the introduction of
mechanization to offices, special attention was paid to watkilglition and improvement of
work efficiency. The scientific approach to management was emphasized.

19571980- increasing importance of computers: in the period after the end of World
War 11, the departments of the central administration were transfameedomputer centers.

19802000 - computer revolution: characterized by the development of personal
computers, broad access to the Internet. At that time, the importance of people and
organizations and the integration of many different systems can lmedolCT blurs the
boundaries between organizations, groups or individuals (Bouwman, Hooff, Wijngaert, &
Dijk, 2005, p. 29).

12
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Importance of innovation processes

According to literature, (Rogers, 1983, p. 363) innovations in busorgssizations arise in

the process of initiation and implementation. Initiation which is information collection,
conceptualization and planning of innovation adoption, consists of designing stages of agenda
setting, which are an attempt to define orgamrat problems justifying the need to
implement innovation, as well as identify relevant innovations available in the environment at
this stage. Matching is a link between the problem created with innovation and matching
between the plan and the projecheTsecond stage is implementation (these are all activities
related to the implementation of innovation)definition / restructuring, when innovation, is
adapted to a specific problem situation and in connection with the implementation, the
organizatioml structure of the company is adapted.

However, it should be remembered that the change in the structure, strategy and
technology must be related to solutions in the area of human resource management
(Czubasiewicz, 2007, p. 135). Clarification is the tigdationship between an innovation and
an organization where innovation should be used in a full and correct way. The last element is
routinization; innovation ultimately loses its separateness and becomes an element in current
operations of the organizen.

Analyzing this phenomenon from the perspective of the essence and importance of ICT
in an economic organization, as an innovative approach to the management process, the
process of diffusion of innovation associated with the introduction of ICTasnb&g more
and more important in this context. The organization is developing the last three phases
(adaptation, introduction and implementation), which are an extension of the approach
(Cozijnsen & Vrakking, 2003) characterized by research, developuiénsion, adaptation,
introduction and implementation of new solutions.

However, it should be noted that there are many factors that affect therabotiened
processes regarding the implementation of ICT solutions in the organization and its proper
useby employees. These are mainly (Bouwman et al., 2005, p. 15):

1 organizational factors all factors related to the nature of organization and business

environment in which the company operates,

1 technological- all elements of activity related to informati@md communication

technology (software, devices, networks or standards)

1 economic- cost factors as well as profit factors relevant to the decisiaking

process in the field of ICT and having direct impact on them,

13
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1 end user perspectiveariables characterizing an employee in an organization using
technology, his position, tasks as well as his psychological determinants associated
with making decisions in the field of ICT in the context of using these solutions in
the company.

The techneeconomic paradigm changed the current understanding of economics by
introducing new rules and vocabulary, one of them being the "new economy" with many
interpretations. However, the general understanding of this concept refers to a change in the
understanishg of economics in the context of changes in information technology. These
changes are particularly significant from the perspective of the hitherto prevailing
understanding of the economy of mass production in the 1980s (Kudyba & Diwan, 2002, p.
6). The concept of economic evolution described earlier by Thorstein Veblen is based on
constantly changing institutions (technological institutions and ceremonial institutions)
describing a dichotomous set of institutions that is confronted with an unchangiragn hum
nature (Ekelund & Hébert, 1997, p. 415).

This process is inseparable from education; you can look at it as an investment in people
who are "carriers" of human capital, capable of adapting knowledge from the outside world
(Nelson & Phelps, 1966, p. 7#Accumulation of the appropriate quality of human capital is a
guarantee of development and proper use of technological achievements that give a chance to
improve the quality of life. Some channels related to technological diffusion are directly
related tanternational trade and foreign direct investments (FDI) (Keller, 2004, pp7 53R
Diffusion of knowledge is of global importance, as well as local in relation to regions and
cities, it may also lead to the formation of geographically limited econolmétecs in this
area.

In this wider, global scope, the spread of technology and knowledge through foreign
trade, the development of telecommunications and the Internet provides access to the same

scope of knowledge (Keller, 2002, pp. 1221).

POTENTIAL O F INTELLECTUAL CAPITAL CREATING CAPABILITY FOR
CONSTRUCTION OF COMPETITIVE ADVANTAGES

However, it should be noted that knowledge, which is inextricably linked to human capital, is
only part of a wider phenomenon called intellectual capital, characteszib@ avealth of the
organization. Intellectual capital is perceived as the main element taking part in the process of
globalization of economies. It has changed the essence of understanding the concept of

organization's wealthboth in terms of itsusedn cr eati on (Jarugowa &

14
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p. 7). The intellectual capital of the organization can be divided into the unconscious part,
which includes organizational capital and social capital, as well as the conscious patrt, i.e.
human capi t &@09, pi 168)nlaljealgpaesent2the percentage of employees in

high-tech industries among the countries of theSeas region.

TABLE 1
Human resources in science and technology (HRST)ree Seas Countries 2002018

TIME 2007 |2008 |2009 |2010 |2011 |2012 |2013 |2014 |2015 |2016 |2017 |2018
European Union- 28 countries 39 39,5 |40,1 |40,8 |42,3 [43,1 (43,8 |444 |452 |46 46,6 |47,5
Euro area (19 countries) 40 |405 |409 |41,4 |423 |431 |437 |443 |45 |456 |463 47,1
Bulgaria 30,8 |31,4 |31,8 [321 (32,7 |328 |34 354 |363 |368 [365 |[36,8
Czechia 3 37,1 |379 |378 [359 [366 [372 [381 |381 [387 [396 |399
Estonia 44,4 44,4 |459 |452 |47,3 (49,2 (489 |489 (49,3 |[49,1 |50,3 |52

Croatia 283 |29 30,3 [31,6 |298 |315 |345 |351 [362 |37,4 |382 |40

Latvia 369 (39,4 387 |38 (382 |40,1 |412 |40,7 |42,4 |433 |44,4 |44,4
Lithuania 39,9 (42,3 |41,7 |42,7 |43,6 |439 |456 |465 |482 |49,1 |494 |505
Hungary 31,8 |333 |333 |33 [346 [356 |36 |363 |36,7 |363 |365 |373
Austria 375 |37,7 |389 [39,1 |404 |41,7 |43 |483 |486 |49,1 |50,1 |504
Poland 325 |334 |349 (359 [366 [37,7 |39 |404 |41,6 |428 |44 |452
Romania 23 |238 |241 |24 |254 |255 |251 |256 |27 |27,6 |27,7 |27,9
Slovenia 389 |40,1 |40,6 [40,8 (42,4 |428 |435 |43,7 |451 |46,5 |478 |474
Slovakia 31,8 |32 |32 [335 [339 [325 [325 [329 |335 [342 [352 [36,9

Source: Eurostat (Percentage of active population, people with tertiary education (ISCED) and/or employed in
science and technologyfrom 25 to 64 years)

Analyzing the table, it should be emphasized that six countries belonging to the Tri
Seas region 2018 reached a state where employment in the field of science and technology
was similar to that occurring in the European Union but Lithuania, Estonia and Austria hire
more workers in this area, which shows that they are becoming leaders in this field of
knowledgebased economy.

Figure 1 shows the employment growth rate in the technology sectors i¥2Q087as
shown by the chart, the increase in employment from the science and technology sector in
years is similar to the dynamics observed in the entirefiean Union.

However, it should be noted that Romania and Slovakia can not withstand the pace of
employment, which in the long run may cause problems of growth and competitiveness for
these countries. Another very important indicator (Table 2) ipéneentage of employees in
the mediurdhigh technology manufacturing sectors and knowlddggnsive service sectors
(KIS), which characterizes the structure of employees in the service sector based on high

technology and knowledge.

15
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FIGURE 1
Growth dynamics in Human Resources in Science and Technology (HRST)
Three Seas Countries 2002018

60

50 a4

40 -

Source: Eurostat

TABLE 2
Employment in high- and medium-high technology manufacturing sectors and
knowledgeintensive service sectors Tree SeasCountries 20072018

TIME 2008| 2009| 2010 2011 2012 2013 2014 2015 2016/ 2017| 2018
European Union- 28 countries 5,9 5,6 55 5,6 5,6 5,6 57 57 5,8 5,8 5,8
Euro area (19 countries) 6,2 6,1 59 6 6 6 6 6,1 6,1 6,1 6,1
Bulgaria 4,2 3,6 3,3 34 3,6 3,9 3,7 3,9 4 3,8 4
Czechia 10,2 9,5 9,5 9,9 10,6 10,5 11,2 11,2 11,5 11,4 11,3
Estonia 4 4,1 3,5 4,4 4,2 4,1 3,5 3,6 4 3,8 4,1
Croatia 38 33 31 3,8 3,8 3,6 3,3 3,2 34 3,7 3,5
Latvia 1,9 1,4 1,3 1,3 1,5 1,8 1,6 1,6 1,8 1,7 1,6
Lithuania 2,1 2,1 1,8 1,7 1,8 1,8 19 2,1 2,1 2,2 2,2
Hungary 8,6 7,8 8,2 8,7 8,4 8,5 8,9 9,1 9,5 9,8 9,9
Austria 5 5 51 55 5,8 5.8 59 6,2 6 59 6,3
Poland 54 4,8 4,6 48 49 5 5,2 53 5,7 59 59
Romania 5 4,6 44 47 45 48 53 5,6 58 59 6,4
Slovenia 9,1 8,5 8,6 8,2 7,8 8,3 8,6 9,4 9,6 9,8| 10,2
Slovakia 10,2 8,6 8,6 9,7 10,2 9,8 94| 106| 10,8 11,2 113

Source: Eurostat (The definition of high and mediurhigh technology manufacturing sectors and of
knowledgeintensive services is based on a selection of relevant items of NACE Rev-digi@neel and is
oriented on the ratio of highly qualified working in these argas

16
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According to the table in 2018, countries such as Slovakia, Slovenia, Czechia and
Hungary are the leaders in this area. These countries are leading in the field of services based
on high technologies and knowledge, which is the basis for building tbhenpetitive
position. Characterizing the employment structure in the high technology and knowledge
sectors in the T+beas area, the visible effect of this employment structure (Table 3) is the
number of patents submitted to the EPO in individual couwntrie

TABLE 3
Patent applications to the European Patent Office (EPO) by priority year
Tree Seas Countries 200@017

TIME 2006 | 2007 |[2008 |2009 |2010 (2011 |2012 |2013 (2014 |2015 |2016 |2017
European Union- 28 58407,| 58578, 57049,| 56815, 56769,| 57445, 56771,| 56757, 56753,| 57237,| 55984,| 54648,
countries 5 3 7 3 6 7 7 1 0 4 2 8
Euro area (19 countries) 48433,| 48318,| 47067,| 46994, 46671,| 47003,| 46162, 45885,| 45623,| 46035,| 44869,| 43571,
2 7 9 4 5 9 9 8 9 2 8 2
Bulgaria 27,1 12,2 18,7 15,8 17,0 26,4 33,8 39,8 47,4 31,9 31,1 29,3
Czechia 152,9| 189,3| 209,6/ 176,1| 192,6| 222,8| 232,0| 250,6| 269,9| 2954| 318,7| 357,4
Estonia 21,2 28,2 353| 450 389 279| 237 279| 242 383| 330l 363
Croatia 355| 31,2 28,9| 220 303 17,0/ 19,4 185| 14,6 17,9 21,1 199
Latvia 16,4\ 15,7| 22,8 18,7 158 17,9 27,1 67,2 : 26,2 21.6| 223
Lithuania 9,7 98| 16,9 8,3 159| 18,9| 32,6/ 406| 48,9 245 192| 216
Hungary 165,01 191,1| 181,2| 184,4| 195,55 221,6| 207,8| 215,6| 222,3| 205,2| 201,3| 196,8
Austria 1750,3| 1722,0| 1626,2| 1711,3| 1770,5| 1800,3| 1863,0| 1913,5| 1961,2| 2001,6| 2025,2| 2029,6
Poland 140,3| 201,8| 233,7| 291,6| 361,4| 384,8| 483,3| 547,2| 609,2| 578,4| 627,3| 686,6
Romania 20,2| 32,6/ 335 31,1f 346| 604 71,6 851 101,99 93,5/ 989 996
Slovenia 100,4| 120,12 138,9| 123,3| 106,3| 112,1| 126,7| 127,9| 135,1| 119,1| 112,4| 1143
Slovakia 40,4| 38,9| 36,9 289| 46,5 548 445 498 : 41,9 54,2 551

Source: Eurostat(The data shows the total number of applications per country. If one application has more

than one inventor, the application is divided equally among all of them and subsequently among their countries
of residence, thus avoiding double counting.)

The bes in this context is Austria, which takes full advantage of the accumulated
competitive potential in the high technology sectors. This translates into a record number of
innovative patents submitted to the EPO. The next country is Poland, which occepies th
second position in the ranking but nevertheless it is not a satisfactory position because the
country has a significant base based on high technology and science.

SUMMARY
Summing up the above considerations, it should be emphasized that the area of the Three
Seas located in the central part of Europe can be crucial not only for the countries located
between the three seas. It is justifiable to emphasize the fact thatghibecomes a link
between east and west, which is conditioned by the developed competitive potential of
individual countries implementing the initiative of ThiBeas. The fact the area is

simultaneously bringing northern Europe together with the soutiagh jointly implemented
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infrastructure investments that integrate this project and which is also an element increasing
the competitiveness of the entire area as well as its individual members is becoming more and

more important.
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Dutch Disease in Eastern Mediterranean

Grigoris Zarotiadis*

ABSTRACT: Mediterranean accounts for the one fifth of global "blue economy" production,
which makes it the fifth largest "economy" in the European area. Therefore, thenaweth case

of the secalled "Dutch Disease", along with the priorities set in the UN 2030 sS&itategy,

forces us to raise specific concerns and alternative proposals against the prospects of marine
mineral extraction in Eastern Mediterranean.

In the present paper we start with analysing three types of concerns: (i) the problems arising
from ecommic "monocultures” and the crowding out of alternative industries, (i) the
environmental opportunity costs and the i1iiancial sustainability concerns, (iii) the
international political imbalances. Following, we evaluate existing relevanteaosfitanalyses
and we conclude by setting the framework of those that needs to be done in order to efficiently
study the alternative perspectives towards aexiraction zone.

Keywords: Blue Economy, Marine Mineral Extraction, Dutch Disease, Mediterranearmego

JEL: Q35, Q37.

INTRODUCTION

Sustainability is becoming more and more the central issue of our time, through its three key
perspectives (starting from Barbierds popul :
Arushanyan et al. in 201@ne of the latest relevant contributiohs)

I. the avoidance and / or reversal of adverse effects on the natural environment, caused
either by the immediate ovexploitation of natural resources, or by the indirectly
imposed limitations on the physical reduztion on our planet (the issue of
environmentakustainability);

ii. the economicdimension, meaning the ability of producing the needed wealth with
the lowest possible effort (microeconomic approach), as well as the avoidance /
utilization of negative / paive macroeconomic externalities;

iii. sustaining conditions that secure equal opportunities,-lve@élg and continuous
improving living standards in the socieso€ial sustainability).

Contrary to the beliefs of orthodox economists, all these cannot beysatipeved by

letting market laws perform their balancing role. Monopolization being the inescapable result

of increasing returns to scale technology and deepening product inhomogeneity on the one

1 Assoc. Prof. Dr., Aristotle University of Thessaloniki, Greece, gzarotia@econ.auth.gr.
2 Ben Purvis, Yong Mao and Darren Robinson (2019) provide a useful comprehensive review in search of
su¢ ai nabilityés conceptual origins.
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hand, along with imperfect Information and the resultingnaied or supply driven
externalities on the other, make Aperfect <co

Discussing about sustainability led to various, secondary or related concepts of political
significancei e . g . Agr een growt hograentkReomamho,t om
responsibility, social and environmental accounting and reporting, the transformation of
Millennium Goals into the Sustainable Development Goals 2030, etc.

ABl ue economyo is perhaps t he thearécensiyt terr
increasing awareness for the economic significance of sea related acfivit@gism,
transportation, fisheries, coastal activities, (sustainable) energy, R&D (for a more detailed
analysis see the following figure, originally representetha cover page of the Eeport
AWhat is the blue economy?0 published i n Ma
The 2015 WWEF briefing puts the value of key ocean assets over US$24 trillion, with two
thirds of that based on assets that require Ingafiroductive oceans. For instance, even if
fisheries are now overexploited, there is still plenty of room for aquaculture, which is the
fastest growing food sector with the supply of 58% of fish to global markets, being vital to
food security of the poest countries especially.

The Mediterranean is extremely important with respect to the perspectives of blue
growth, as it accounts for 1/5 (!) of global blue economy output and it makes the 5th largest
economy in Europe (Randone et al. 2017), where weI862.510 people being employed in

blue economy sectors in 2014ttps://ec.europa.eu/assets/mare/infographid@slis explains

the fact that European Commission shows strong interest in gimgpthe exploitation of

blue economy in the Mediterranealce C Co mmuni cati on (2017) 183 ¢
sustainabl e devel opment of t he bl ue econ
https://ec.europa.eu/transparency/regdoc/rep/1/2017/ENCOIM 183 F1-EN-MAIN -

PART-1.PDFand EESC Referral Opinion REX/4EESCG2 017 on @ABl ue econc
Western Me d ihttps/fwnwe gese.aunopa.eu/en/avork/opinionsinformation

reports/opinions/blueconomywesteramediterranean

Neverthel ess, when we @acialy i ithe frame di politlkak e c or
documents and discussions, we tend to forget the most important feature of the specific term,
namely that the development of this sekated activities should happen in a sustainable way.
AForgetti ngo waious misinterprataions ey andlwlingt far instance drilling

economy.
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FIGURE 1
A diagrammatic approach of the term fAbl
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The relevant discussion is ongoing and the present paper contributes by setting the
theoretical framework foevaluating in a holistic way the developmental effect of exploiting
the mineral reserves beneath Mediterranean. For this reason, we start with a review of the
standard ADut ch Di seaseo and w e proceed i
characteristicsof our area. Next, we evaluate existing doshefit analyses for drilling
economy in the Mediterranean and we conclude in defining the dimensions that need to be
additionally examined in order to have a final, complete evaluation and to support relevant

policy decision making under the principles of sustainable development.

STANDARD DUTCH DISEASE

The term ADutch di seaseodo was "Xovembet19%7)inant r odu
article that analyzed a crisis in the Netherlands after the discovery of vast natural gas deposits

in the North Sea in 1959 (2,8 trn cubic meters of natural ghs largest field in Europg

under the city of Groningen). The massigports of natural gas caused the value of the

Dutch guilder to rise sharply, making Dutch exports of all-abmproducts less competitive.

Unemployment rose from 1,1% to 5,1%, and domestic capital investment dropped.
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Corden and Neary (1982) providect thtandard economic theoretical explanation in the
model with tradable and ndaradable sectors. The extraction of natural resources affects the
economy in two ways: (i) the "resource movement effect”, where employment and production
shift toward the boomig sector, away from the | agging
deindustrializationo. However, this effect
extraction sectors has much lower labor intensity; (i) the "spending effect" occurs as the
resource bom increases demand for services leading to thecalded indirect
deindustrialization.

Dutch disease became widely used as a short description of the paradox where
seemingly good news, such as the discovery of large natural reserves, have negative
macraconomic impacts. In fact, we are dealing with a case of retewnality that takes
two forms, the resource movement and the spending effect. Figure 2 presents a graphical
analysis of the phenomenon. The vertical axis depicts the quantity of producti@sector
of tradable products and the horizontal the analogue for the sector-tbhdables.

FIGURE 2
St andard Dutch Disease in terms of t he

T(p*e)!

“.slope=p /p*e

| -_.____\"x.\_\\slope: p/p*e

»
|

NT (p)

The discovery of large natural resources means that the blue production possibilities
frontier changes into the red one. In the new equilibrium, price ratio changes due to the two
prementioned effects and becomes higher. In other words, we have bothnfatenary

pressures (p rises) and domestic currency appreciation (e, in other words domestic currency
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per US$ falls). Even though the new PPF leads to higher levels eb&iel, the increase of
real exchange rate (p/p*e) induces (i) adverse disgtobal effects, in social and spatial
dimension, (ii) stagnation, even decrease of employment ecewiheyin the shortun and

(i) adverse long run growth effect, especially in case of drilling economy.

DUTCH DISEASE ALA MEDITERRANEAN

There are severather cases in global economic history, in recent times but also back in time,
where ADutch diseased0 emerges. I n the 19t h
for the economy of the continent. Cairns have first documented this in 185%(Caa84).

A recent Australian case is the one of mineral commodities in the 2000s and 2010s (Peter and
Schniders, 2011 and Peter 2012).

Signs of emerging Dutch disease appear in almost all contemporary mineral reserves
boom: for instance in Chile and Abaijani oil in the 2000s (The Economist 2007).

The phenomenon takes place even in bigger economies: for instance consider the effect
of North Sea oil on manufacturing sectors in Norway and the UK inTI®BD (Bjgrnland,

1998).

Moreover, there are versie of Dutch disease that appear due to a direct boom in
foreign oriented services and in speculation markets. In Philippines, where strong foreign
exchange flew in the country in the beginning of the 21st century led to losses of
competitiveness, but alsn the UK, where increasing reliance on the Financial Sector since
the middle 1980s was preventing manufacturing growth (Christensen et al. 2016). A similar
argument has been made regarding the effect of financial sector growth in exacerbating
regional ecaomic differences such as the NeBbuth divide in Britain (Mody, 2016).

The case of Eastern Mediterranean and the prospects of various mineral reserves that
have been discovered can be also discussed by using the toolbox of the Dutch disease theory.
Moreover, when dealing with this area, given the-prentioned prospects of blue growth and
the geopolitical / geoeconomic experiences from the Near and the Middle East as a whole,
this helps us in widening the causal mechanism:

i. First, because of the massiveportunity costs that can be caused, especially when

the opportunities of the adversely affected, alternative sectors are very important.

ii. Second, because world prices (p*) of the booming tradable products may be

adversely affected, either due to the magiet of the discovered reserves and / or

because of the adverse evolution of relevant consumer preferences.
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The case of Eastern Mediterranean mineral reserves is a suitable scenario for widening
the Dutch disease mechanism: (a) blue economy, which hagicsighiprospects, will be
probably adversely affected (the opportunity costs argument); (b) the magnitude of this
reserves can be big enough to cause a fall in world mineral prices (foreign price effect). This
will be even stronger in case the-ckrbonizéion of world production (and thereby the fall of

relevant world demand) will actually succeed.

FIGURE 3
The Mediterranean version

T (p*e)t

_slope=p/p*e

\_slope=p [/ p*e

NT (p)

Figure 3 provides a diagrammatic analysis of the Mediterranean version of Dutch
disease. Note that the main difference to figure 2 is the way how production possibilities
frontier changes. In this case, the increase in the booming sector of tradablemggobe
accompanied with a decrease in the production possibilities of the rest lagging and non
tradable industries (the new picture of the red curve refers to the mentioned massive
opportunity costs).

At the same time, a combination of an increase in dvsdpply with a change in
preferences that lowers world demand may lead to a significant fall of p*. This sharpens even
more the slopé in other words the new equilibrium price ratio.

Both developments the massive opportunity costs and the strongeofg/p*ei may

induce a fall in overall GDP and the wbking of the society, additionally to the severe
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adjustment costs that will occur in the short run according to the standard version of the Dutch
disease scenario.

Mediterranean version transfordsut ch di sease from a simpl e
that incorporates several difficulties with respect to the necessary, structural readjustments in
the short run, into a more severe fAcrowding
long run.This is because, next the standard economic effect (through domestic inflationary
pressures and a combined exchange rate effect in all participating countries), there are two
additional categories of significant impacts:

I. Environmental effects that can ea ) direct Acl eaningo cost
for other sectors, especially in those of blue economy (in other words the
Aenvironment al c r o wd-finangial aduetse éffects,rodbet(er3 ) t I
expressed, those adverse environmental efthbetiscan not be easily measured in
financial terms (majorly because they include public-ocemmercialized goods).

i.Geopolitical ef fect t hat Il ncludes (1) di
reserves generates major antagonisms between locaitanhtional state or private
interests, (2) induced opportunity costs for other sedtoisge op ol i t i c al c

o u t and (3) the analogue ndimancial adverse effects.

EPILOGUE: TO DRILL OR NOT TO DRILL
World Wide Fund for Nature (WWF) Greece pubbsl in January 2019 a cdstnefit
analysis of the exploitation of hydrocarbons in Greece (Kuyer et al. 201@) research team
based the estimation on four alternative scenarios:
Scenario 1 that provi des a fcestimate farloil est i m
prices, levels of oil reserves in each field and cost of extraction);
Scenario 2 assumes a more positive economic outlook (e.g. higher oil prices and level
of reserves and therefore for example more tax revenue and employment),
whilst sceario 3 assumes a slightly more pessimistic outlook relative to scenario 1 (e.g.
lower than forecasted oil price or size of oil reserve or higher cost of extraction and

therefore lower taxation revenue).

SCheck also the article @AOil and gas frenzy threaten:
https://www.wwf.gr/crisiswatch/crisiswatch/biodiversitynaturatresources/biodiversity/candgasfrenzy
threatenggreeknature
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Scenarios 1, 2 and 3 include minor to large oillsmver 25 years (according to the
relevant literature review). Therefore, the difference in the final scenario 4 that there

woul d be a singl e dvayaoveattsetsame Puiperidd. oi | spi | |
The study concludes on the estimated total ¢cgstsented in 2017 prices using a 4%
di scount rate. Scenarios 1 through 3 indicat
al. 3 bil |-yearmperiodyvehite scenar® 3l indicates the potential present value costs

to be ar oum @he im&or Sourde iofl Idss ie to the tourism sector, followed by
carbon emissions associated with extraction, and to a lesser degree, losses to the fishing
sector, and costs associated with the clgaof spills.
Nevertheless, despite the usability ofstHirst quantitative evaluation and the political
courage to counteargue against the dominant view that strongly favors the prospects of
drilling sector in Greece and the Eastern Mediterranean as a whole, there is more job to be
done in terms of a holis costbenefit analysis:
. widen the feconomic (standard) crowding
prospects of blue growth;
i.include the Aenvironment al crowding out o
i,as wel | as t he adnidr etchte ffidgeeaol pionlgi ot iccoaslt scr o w
iv.improve the setip of scenarios and the calculation of benefits by taking into
consideration the prieeffect of the combined massive increase of minerals and the
highly possible (even wishethansformation of preferences towards a decarbonized
production;
v. and finally the application of the enriched cbshefit analysis for each Eastern
Mediterranean country, summarizing the results for the whole region.
Proceeding with the above is one of thest significant tasks for the academia in this region.
The answer to the question Ato drill or not
evolvement of drilling economy), careful, efficiently designed and holistic, based upon
scientifically justified scenarios and calculations, as it may be of decisive importance for the

future of Mediterranean as a whole.
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GDP Production Structure Convergence
of Selected CEE Countries with the Eurozone

Stela Raleva
Dimitar Damyanov?

ABSTRACT: Convergence of the production structures of member economies is an important
contributor to the synchronization of business cycles in the Eurozone and the effectiveness of the
monetary policy of the European Central Bank. This paper explores the progrdssdy several

of the newest EU members from Central and Eastern Europe in terms of the convergence of their
sectoral production structures towards the Eurozone. We employ two indicators that allow us to
evaluate the degree of similarity between the peotidn structures of the selected CEE economies
and the Eurozone over the period 1998018. The results indicate that they have slowly become
more similar, although some significant differences remain.

Keywords: structural convergence, economic intdigna, monetary unions, monetary policy

JEL: E52, FO2, L16, O47

INTRODUCTION

Convergence of thproduction structures of member economies is often seen as an important
contributor to thesynchronizatiorof business cycles in the Eurozone and the effectiveness of
the monetary policy of the European Central Bank. This, along with the expansion of the euro
area fself, isamongthe reasons for the renewed interest in the topic in recent years. In
addition, the global recession of 2008 has raised questions over the differences in the effects
of such events on the individual economies of the single currency bloc.

The CEE countries that joined the EU over the past 15 years are among the members
with important differences in production structures from the Eurozone. They went through a
long and difficult transition period during the 1990s before startingribeess baccession to
the EU. There is also considerable variation in their subsequent adaptation to the common
market.

This paper examines the evolution of the production structures of some of the newest
EU member countries from Central and Eastern Europe (@&¥Eyds synchronization with
the Eurozone. More specifically, the countries that we look at are Bulgaria, Croatia, Czech
Republic, Hungary, Poland, Romania, Slovakia and Slovenia. Most ofafresyet to join the
Eurozone, which makes the issue of convecgevery important for themAdditionally, the
15year period since some of these countries joined the EU sheulothg enough to allow

1 Assoc. Prof. Dr., University of National and World Econoim§ofia, Bulgariast.raleva@unwe.bg
2 Chief Assist. Dr., University of National and World Econom§ofia, Bulgariaddamyanov@unwe.bg
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for an evaluation othe contribution otheir deepening integration with tle¢ther Eurozone
membersdwardsthe narroving of the differences between thpnoductionstructures

In order to study this process, we first analyze the dynamics of the shares of the three
main sectors in the production structures of the eight economies and the Eurozone over the
period 1998¢ 2018. We then apply a sigma convergence approach by estimating two
indicators of structural convergence for the above economies against the Eurozone, namely
the divergence indexDfv.) and the dissimilarity indeXdISSIM. Using the estimated values,
we comre the economies to each other and to the Eurozone and interpret the results in the

context of their (future) membership in the monetary union.

LITERATURE REVIEW
There has been increasing interest in the analysis of the convergence gfrGidetion
structures and their dynamics in recent years. Most of the publications are focused on the
convergence of GDP production structures of given countries in the EU or the Eurozone and
they are usually conducted at different levels of disaggregafi@VA. The results of these
studies are usually interpreted in the context of their influence on business cycle
synchronization, which is seen to be of much importance for the response of national
economies to the implementation of a common monetarcyahnd to other economic
shocks.

The prevailing part of these theoretical analyses attempt to identify the main
determinants of the convergence of GDP production structures (see Chenery (1960), Kuznets
(1971) Krugman & Venables (1995), Barro & Salslartin (1992), Wacziarg (2004), Imbs
(2000)). Some of these determinants lead to an acceleration of this process, while the impact
of other factors is negative. The balance between these two opposite tendencies is not
constant and depends both on the counuieser consideration and the selected level of
disaggregation. At the sectoral level some prerequisites for structural convergence emerge as
a result of the narrowing GDP gap and the positive demand effect of the common market.

In a broad empirical study eering more than ten EU member countries Kridgeden
et al. (2013) focus on some of the challenges of the convergence process from the perspective
of the individual countries. Palan & Schmiedeberg (2010) use data for the whole EU (EU15
with the exceptiorof Luxemburg) and confirm the existence of structural convergence within
the group. Darvas and Szapary (2004) run an empirical survey of the behavior of GDP
production structures in Hungary, Poland and Slovenia, and find a high correlation to the

Eurozondn industrial production and a lack of such correlation in services.
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Angeloni et al. (2005) view the composition of output as an important indicator for
structural convergence and a benchmark for an assessment of the stage of economic
development. On thether hand, according to MPC task force of the ECB (2004) the changes
and the composition of GDP by main economic sectors are relevant to monetary policy. This
may be explained by their impact on the transmission mechanisms of monetary policy as well
as bytheir direct and indirect inflationary effects. Following Krugr@afi993) methodology,
the above authors construct the distance index of output composition towards the Eurozone
and estimate it for the new member states. For the same purposes von Hagast&u
(2005) calculate the dissimilarity index and analyze its dynamics. Applying a similar
approach, van de Coevering (2003) composes the output divergence index for the EU
countries, the CEE countries (except Bulgaria), and for USA and Japan fenoefe

Stattev & Raleva (2006) estimate the divergence index of GDP production structure of
Bulgaria to the Eurozone and outline some positive trends, especially in the relative shares of
agriculture, forestry and fishing, and services. Figuet & Neno\&2B§g) analyze the nominal
and real convergence of Bulgaria and Romania and explain the weak real convergence with

the different structural characteristics of the economies.

METHODOLOGY
In order to study the convergence of production structures, GVA df eaonomy is
disaggregated into its constituent components by the product approach. This means that the
total GVA is decomposed into the GVA of the three main sect@griculture, forestry and
fishing (AFF), industry, and services. All relevant data abiwe Eurozond9 and the
selected CEE countries are obtained directly from Eurostat in accordance with ESA2010. The
only exception is the empirical information about GVA in industry, which is adapted in
advance to include construction.

The data used fathe analysis of the sectoral dynamics of output and the respective
structural convergence are on an annual basis and cover the period from 1998 to 2018. The
considered period is long enough, and the number of observations is sufficient to outline the
tendencies in both sectoral dynamics and GDP production structural convergence of the
selected CEE countries to the Eurozone. The starting year also corresponds theheme
the selected countries from the enlargements of 2004 and 2007 formally begamoactzéks
with the EU.
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The overall structural convergence of gross value added by main economic sectors in
each country with that of the Eurozone is estimated through the traced over time divergence
index, based on the following equation:

0"Qu o o Q)
O
where:x is the variable for which the divergence index is estimatedenotes the country;

Enx and Eezx are the relative shares of each production structure component (each main
economic sector) in the GVA of the countries and the Eurozonayv I O, then the GVA
sectoral composition of the country develops as that of the Eurozone, and when it is negative
it diverges from the respective composition in the Eurozone. The closer the value of the
coefficient is to zero, the better the structural convergence to the Eurozone.

Another indicator that can be used for measuring the GDP structural convergence is the
dissimilarity index, presented by the following formula:

00YYOL L O s 2

whereEnx is the relative share of sectrn countryn® GVA, andEgzx is the share of the
same sector in the GVA of the Eurozone. A higher degree of structural dissimilarity, or less
similarity, is indicated by a largemegativevalue of the dissimilarity index. The closer
DISSIM is to 0, the higher the similarity and thegdee of structural convergence between the

country and the Eurozone.

GDP PRODUCTION STRUCTURES DYNAMICS

There are some similarities in the initial positions of the CEE countries studied here in many
areas of their economies, mainly as a result of themnion prel990s political and
economic background. There is, however, considerable variation among them in terms of
their productionstructure at the start of the period. Most of them differ significantly from the
Eurozone averages as well. Table 1 demates this by comparing the shares of the three
main sectors in gross value added in those countries and in the Eurozone in 1998. There are
several observations that can be made from these data.

Firstly, two countries, Bulgaria and Romania, are clear erstlin terms of their AFF
share, which exceeds the average for the remaining countries more than three times. The
remaining countries have relatively similar shares of agriculture in their GVA with only
Croatia and Hungary showing a slight deviation. Hosvethey are also not very close to the

Eurozone whose AFF share is around half of the average for the group at the time. Bulgaria is
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the only economy in 1998 in which the share of industry in gross value added is lower than
that of the Eurozone. All of &hothers have industry shares that are above the Eurozone
average, with The Czech Republic being the most industrialised economy at 38.5%. The
lowest national share of services in GVA in 1998 is found in Ronwlass than half, while

Croatia is closesbtthe Euro Area in that regard, but the gap is still significant.

TABLE 1

Percentage shares of the three sectors in GVA of the economies as of 1998

AFF Industry (incl. construction) Services
Eurozone 12 2.4 28.5 69.0
Eurozone 19 2.5 28.6 68.8
Bulgaria 15.1 24.0 61.0
Czech Republic 3.7 38.5 57.7
Croatia 6.8 30.3 62.9
Hungary 6.9 32.6 60.5
Poland 4.3 35.3 60.5
Romania 15.9 35.7 48.2
Slovenia 3.9 36.1 59.9
Slovakia 5.2 34.7 61.0

Source: Eurostat, own calculations.

Overall, the CEEeconomies studied here show some similarities with the Eurozone, but
there are also substantial differences both between themselves and with the Eurozone. This is
an indication of the extent of the changes that the selected countries of CEE needed to go
through, if their production structures were to converge to that of the EZ.

In the years since 1998 the countries followed a broadly similar growth path, with most
of them growing at a relatively high annual rate of six to eight per cent throughout the 2000s
until the global recession of 2009. After the recession they went through a gradual recovery
period before reaching rates of GDP growth between three and five per cent, which, although
slower than the previous period, is still slightly higher than theZane.

When it comes to sectoral growth rates, A& sector expectedly grows slower than
total gross value added both in the Euro area and in thecGEries> As aresult, the share
of the sector falls in all countries, which corresponds to globatt in the sector during the
period. This trend is most pronounced in Bulgaria and Romania (especially until 2007), which
start the period with significantly higher shares of AFF than the other CEE economies but

reach levels within the same band as thgn2®18. This adjustment process appears to be

3 Data on GDP and sectoralgrowth rates for the selectedountries is available from Eurostat at
ec.europa.eu/eurostat/data.

33



1 @ 15" International Conference of ASECU (201Bgleva and Damyanov

much smoother irBulgaria than in Romania (séeg. 1). The Czech Republic remains the
closest to the Eurozone (as it was in 1998) in terms of the share of AFF over the period but is
closely followed by Sloveai, with the latter being even closer in some years.

As a result of these variations the differences in terms of the respective shares of the
AFF sector in total GVA both between the selected CEE countries and between them and the
Eurozone appear to be deasing (not solely because of the changes in Bulgaria and
Romania) and the share of AFF in the CEE economies is slowly approaching the average
Eurozone level. However, the process appears to take place mostly in the first half of the
period and to be stagting thereafter.

The growth rate oindustry in the selected Central and Eastern European economies is
also slightly below the growth rate of gross value added, although a lot of variation can be
observed. In line with this, the share of industry in total GVA tends to fall in most countries
during he period, but the trend is far from clearly identified. In Romania, for example, the
share of the industry sector increases significantly (by more than 10uptp.2011; only
after that year the direction is reversed and by 2018 that share falls ibelimitial level.
Similarly, after starting as the least industrialised country in 1998, by 2007 Bulgaria reaches a
share of industry in GVA comparable to the other new EU members, although that share
remains among the lowest in the group. After thisiaegss of slow convergence back down
towards the Eurozone begins. The newest EU member state, Croatia, is in fact the most
similar to the Eurozone in terms of its industry share during most of the period.

Generally, the differences between the countriggeapto be closing marginally until
around 2003 but stagnate or slightly increase thereafter much like the situation in the
agricultural sector. Differences with the Eurozone also remain substantial and in fact rise in
many countries (e.g. Hungary, Pola@¥echia, etc.y; despite the relatively stable share of
industry in the EZ after 200@which is evidence of divergence instead of convergence.

Servicesgrowth generally outpaces total GVA growth in most countries. An interesting
exception is Poland, wherservices grow much faster than total GVA between 1998 and
2002, but then their growth basically matches total growth. Romania experiences by far the
largest increase in the share of services, followed by Croatia. The services share in the newest
EU membe state remains the closest to the Eurozone in almost all years, replicating the
situation with the industry share of the country. There appears to be a relatively stable gap
between the shares of the services sectors of the selected CEE economie®38+20I020
which widens after that and in 2018 is larger than in 1998 (except Romania, which is initially

an outlier).
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FIGURE 1
Percentage shares of the main sectors in the selected CEE economie20P®8
a. ¢ Agriculture, forestry and fishing; lq. Industry (incl. construction); @ Services.
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The overall result of this is services generally increasing their share of GVA in all
countries studied here, although the differences between them and the Eurozone &&hich h
the highest services share throughout the period) are closing very slowly (except Romania, as
already mentioned), if at all, despite the slight decrease in the share of services in the
Eurozone in recent years.

Overall, there is some weak evidence ofiv@rgence in production structures between
the CEE economies and the Eurozone, mostly due to the AFF sector. The process is strongest
during the period 1998 2007 (for AFF) and 1998 200405 (for Industry and Services);
after that the picture is mixed éithe arguments for the existence of convergence are less well
supported. Croatia appears to be the country with the highest degree of structural convergence
towards the Eurozone and Slovenia and Bulgaria are also relatively close, while Romania is
probaby the least converged. Despite being a member of the Eurozone, Slovakia is among the
countries with the largest differences with the Eurozone averages.

THE CONVERGENCE PROCESS

The above analysis allows us to identify some basic trends regarding the produattamnes
in the selected CEE countries and the Eurozone. We can see positive developments in some
sectors as well as some less favorable ones. However, the complex compositieseof
production structures does not allow us to say whether the economies as aavehole
becoming more similar to the Eurozone or not. By applying explicit measures of structural
convergence like the dissimilarity indeRISGSIM) and the divergence indeRify) we can get
a better description of the process and draw better founded conslusion

The divergence indexDfv) generally confirms the observations made in the previous
section, but the picture is still mixed. Overall, we can identify a slow process of convergence
of the CEE economies towards the Eurozone, except for Bulgaria and Rowiare this
process is much stronger. There are, however, variations in it: initially, until around 2002, the
tendency to converge towards the Eurozone characterizes the group as a whole, except
Romania, where the index fluctuates without a clear dinectithen a period of slow
divergence begins, which lasts until 2009. Again, this does not apply to Bulgaria and
Romania, where a strong convergence trend is found. The third period from 2010 to 2018 is

mixed, but with a slight prevalence of the tendencyatols convergence (s€g. 2.
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FIGURE 2
Dissimilarity index and divergence index for CEE countries, X92818
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When it comes to the performances of individual countries Potatiglly stands out
with the highest level of convergence with the Eurozone, climbing to a valGeddfin 2002
¢ the highest of any country during the period. Then the country enters a period of
pronounced divergence, ending up further from the Euetoen it was at the start. Croatia
is the most convergent economy during most of the second half of the period, as well as at the
end of it as acombinedresult of its own convergence towards #iegle currency areand
the opposite developments imlBhd. Most of the countr@ progress is found during 20Q9
2018, after fluctuating up and down without a clear direction prior to that.

Romania is the most divergent economy in 1998 and remains so throughout the period.
The overalldevelopmenof the Div indexis towards convergence, hifluctuates a lot over
several subperiods; only in the lasb4ears it manages to reach values that put it among the
other countriesNeverthelessthe countryends the period much closerttee Eurozoneand to
the other countries compared to 1998 the beginning of the periodBulgariais the second
most divergent economyndit becomes thehird most convergent onby the end of the
period (after Croatia and Slovenial.he path of the country can bevided in two sub
periods:1998 ¢ 2007 and2007 ¢ 2018, in which the value of the index increases consistently,
but much more strongly in the firdten in the second sujperiod This is not surprising, given
the contribution of thagriculturalsector outned aboveif addition we should also be aware
thatthe more similar the economies become, the more difficult it is to maintamgheate
of convergence)

There is remarkable similarity in the paths of the Czech Republic and Slovakia, with
some mino exceptions. The two countries, part of the former Czechoslovakia, remain very
close in terms of their production structures throughout the period. They are, together with
Poland, the only economies that are more divergent at the end of the periocethaserth at
the start. The performance of Hungary is interesting asqib# country goes from being the
most divergent, except for the outliers Bulgaria and Romania, to the most similar to the
Eurozone in the middle of the period in 2609, and back tdeing the second most distant
one after Romania at the end.

When it comes to the differences between the CEE countries in terms of their
convergence with the Eurozone, as it was pointed out in the previous section, the gaps appear
to be closing until appsomately 2004, then they remain relatively stable until 2009 (with the

exception of Slovakia, which diverges briefly), but then a period of rising differences between
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the countries follows, although the general direction still seems to be towards very slow
convergence with the Eurozone.

The DISSIM index generally confirms the comments made uddig One notable
exception is that according to DISSIM Croatia is the most converged economy in almost all
years, not just the second half of the period. Also, INSShows Bulgaria as much more
similar to the Eurozone and to the other countries during the whole period. The second index
also confirms the slow progress of the CEE countries towards convergence with the

Eurozone, and makes the increasing differencegdast them more visible.

CONCLUSIONS

The process of convergence is a long one and we cannot expect all countries in the Eurozone
(as a single currency area) to have the same production structure. The CEE countries studied
here have a very different economic history from theated WoreQof the Eurozone and
many of them start the process of accession to the EU and subsequent membership in the euro
area from very divergent positions in terms of their production structures by main sectors.
Over the 26year period of gradual integration withet old members and the removal of trade
and other barriers and almost 15 years after many of them joined the union these production
structures have slowly become more similar, but some significant differences remain.

There is tentative evidence of slow andeven convergence of the CEE economies
towards the Eurozone. It is more easily identifiabléhim period until 2002004, and less so
after that, with even some indications of increasing divergence. At the end of the period the
productionstructures othe selected countries appear to be as a whole more similar to that of
the Eurozone, but the process is far from smooth and not without reversals. Some economies
are actually further away from the euro area at the end of the period than they wereaat the st
(Czech Republic, Poland and Slovakia). The developments in the AFF sector contribute most
to the convergence trend for the group, and especially for countries like Bulgaria and
Romania. The impact of the Industry sector is less clear, with individoahties
experiencing rising differences in its share and others becoming more smtilarEurozone.
To a large extent, developments in the Services sector mirror those in Industry and also
contribute to the absence of a more clearly identified tremdrtds convergence.

When it comes to individual countr@performance, Bulgaria and Romania are
obviously the most divergent countries at the beginning of the period, but while the strong
tendency towards convergence in Bulgaria makes it one of the mostrgent economies,

Romania remains the worst performer, although it is much closer to the group at the end than
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at the start. Countries that are already members of the Eurozone (Slovenia and Slovakia) do
not necessarily show a higher degree of convergtrae nonmembers. While Slovenia is
consistently among the best performers, Slovakia is the second most divergent country at the
end of the period.

The degree of convergence of the selected CEE countries with the Eurozone (along with
the slow progress taavds it) is perhaps not as high as could be expected after 20 years of
accession and EU membership. Nevertheless, they all appear to be similar enough so that any
potential outside shocks should not have significantly different effects on them and the euro
area. Additionally, as far as the future membership of most of these countries in the euro area
is concerned, we should not expect significant adverse effects either of the act of joining the

union, or of the common monetary policy of the European Cdbalk afterwards.
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The Prospects of Enlargement of the European Union:
Regional Trade Integration and Stability in the Western Balkans

Georgi Ranchev

ABSTRACT: Has the creation of free trade area in Western Balkans based on CEFTA 2006
resulted in acceleration of the economic development of the region? Considering recent research, it
could be confirmed that sheieérm impact of regional integration between deviglgpcountries

like the ones in Western Balkans in terms of economic growth and foreign direct investment
inflows are rather ambiguous. Coordinated efforts of all Western Balkénsountries including
Albania, Bosnia and Herzegovina, North Macedonia, Moegro, Serbia and UNMIK (Kosovo)

with respect to tax and customs harmonization on the grounds of European Union requirements
could lead to higher probability of sustainable macroeconomic and fiscal stability in the Western
Balkan region rather than regmirtrade integration taken as isolated factor. A brief analysis of the
trade between the WB countries and Bulgaria (Elemberstate since 2007, former member of
CEFTA and part of a free trade zone in Southeast Europe until the end of 2006) for the period
2006 till 2018 is also provided in the present paper. One of the main conclusions of the paper is
that in order to achieve sustainable economic growth and political stability in the Western Balkans
the process of European Union accession should be figeeded up. Although it looks like the
prospects of southeast enlargement of the European Union is not exactly on the current agenda of
politicians and societies in the present EU Member States a clearer vision for the accession of
Western Balkan countrsein the European Union is necessary more than ever.

Keywords: CEFTA 2006, regional tradategration tax harmonization, Western Balkans.

JEL: F13, F15, H25.

INTRODUCTION
Looking 18 years back to Southeast Europe we could see a rather glatohyork of small
and relatively isolated countries trying to find desperately their new geostrategic goals and
partners. Thus, on 27 June 2001 seven countries: Albania, Bosnia and Herzegovina, Bulgaria,
Croatia, North Macedonia (then referred as FYRORHmania and FR Yugoslavia signed in
Brussels a Memorandum of Understanding on the establishment of a Free Trade Zone in the
region by the end of 2002 on the basis of bilateral free trade agreements. The Memorandum
also confirmed that the signatory courdgrisitend to harmonize their tax and customs
legislation. Now in 2019 we face a completely different situation in Southeast Europe:
1 Croatia, Bulgaria and Romania have joined the European Union
1 Albania, North Macedonia, Montenegro and Serbia are EU caedidas North
Macedonia and Albania are expecting invitations to start negotiations with the EU
anytime soon
1 FR Yugoslavia has broken up into Serbia, Montenegro and UNMIK (hereinafter

AKosovoo) .

! Chief Assist. Dr., University of National and World Econoimgofia, Bulgaria, granchev@unwe.bg.

42



Ranchey15" International Conference of ASECU (2019) ASECU

1 The network of bilateral free trade agreements was cancehiddreplaced by
CEFTA 2006 agreement.

1 CEFTA is completely reshaped as a multilateral trade liberalization vehicle and its
currentmembers are Albania, Bosnia and Herzegovina, North Macedonia, Moldova,
Montenegro, Serbia and Kosovo.

In 2019 six of thecountries in Southeast EuropeAlbania, Bosnia and Herzegovina,
North Macedonia, Montenegro, Serbia and Kosovo (the Western Balkans -@) AfB still
struggling to achieve political, social and economic stability in a constantly changing
geostrategic enronment.

Further stabilization in the Western Balkans could be achieved if economic growth is
speeded up as deeper trade integration could be one of the paths to follow. However, the
removal of the trade barriers should go hand in hand with some lelvatrabnization of the
tax and customs legislation as the European guidelines should be taken as a benchmark
considering expected accession of the Western Balkans in the European Union.

REGIONAL INTEGRATION AGREEMENTS AND THE WESTERN BALKANS
Theoretical Badkground
The theory on regional integration generally identifies three main types of trade integration
(see Schiff and Winter2003):
1. ANonitNmrtho integration between devel ope
CUSFTA);

2. ANo i &b u integration between developed and developing countries (Mexico

joining NAFTA);

3. ASousbtut ho integration between developin

CEFTA).

This division is quite important as the economic implications of regionegration
agreements may vary substantially depending on the type of economic integration perceived.
The main implications of regional integration agreements between developing countries based
on recent research could be summarized in the following way:

1 Regional integration between developing countries could have a positive effect on

foreign direct investments for the Western Balkans as a whole while the bulk of FDI
inflows would be attracted by the countries in the region having the best locational

advanages (see general analysis of Blomstrom and KakB®7).
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1 There is no strong empirical evidence that regional integration between developing
countries (like the ones in the Western Balkans) will stimulate growth, as opposed to
the benefits in terms of gngh rates enjoyed by a developing country integrating
with developed countries (like the European Union) (see the analysis of Vamyakidis
1998 and Arora and Vamvakidig004).

1 Corporate income tax competition between members should be avoided, ad it coul
lead to substantial losses of budget revenues. As direct tax harmonization is
practically impossible even on EU level, countries may coordinate appropriate
corporate tax levels and conclude DTTs. Harmonization in the field of indirect taxes
will lead to limitation of budget revenue losses within the countries forming a

regional integration agreement (see also de B&8ig7).

CEFTA 2006

On the 18 of December 2006 the amendment of the Central European Freei Tuadally

now referred as CEFTA 2006 was signed by Albania, Bosnia and Herzegovina, Croatia,
Macedonia, Moldova, Montenegro, Serbia and Kosd@BFTA 2006 agreement actually
replaced the reork of bilateral free trade agreements based on the Memorandum of
Understanding from 2001 and which until then were existing between Albania, Bosnia and
Herzegovina, Montenegro, Croatia, Macedonia, Moldova, Serbia and Ko$beomain
objective of CEFTA2006 is to facilitate the expansion of trade in goods and services and
foster investment by means of fair, stable and predictable rules. An important aim of the
agreement is also the elimination of barriers to trade and appropriate protection of iaiellectu
property rights in accordance with international standards. The harmonization of trade policy
issues such as competition rules was also agreed. It is expected that the Agreement will
provide the necessary conditions for the members of CEFTA 2006 tarerémr EU
accession, which was the agenda successfully achieved by the previous and founding
members of CEFTA.

Selected WB6 Country Indicators
In order the discuss the potential effects of CEFTA 2006 on the economies of the six Western
Balkan countries & could analyze the basic economic indicators for the8Ad®untries,

which are given in outline below.
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TABLE 1
Selected WB- 6 country indicators

Indicator ALB | B&H KOS| NMAC | MON SER| TOTAL
Area in sg. km 28,748| 51,197| 10,887 25,713 13,812 77,474 207,831
Population, 1000 pers. (2018 3,057 3,850 1,907 2,119 614| 7,078 18,625
GDP at ER, USD billion 13.1 18.2 7.1 11.4 4.8 41.4 96.0
GDP/capita (USD at ER) 12,500{ 12,800/ 10,900, 14,900 17,800| 15,100

GDP, real growth, in % 3.8 3.0 3.7 0.0 4.3 1.9
Unemployment rate, in % 13.8 20.5 30.5 22.4 16.1 14.1

Trade balance, USD billion -3.2 -4.3 -2.8 -2.0 -2.2 -4.5 -19.0

Source: CIA World Factbook data estimated for 2017/ 20

The Western Balkans haveterritory of 207,831 square kilometers and population of
more than 18.6 million people. The economies although having positive growth rates with the
exception of North Macedonia are relatively small in terms of GDP and GDP/capita. The
unemployment rates iWB-6 are very high which could also be a sign for significant grey
economy. The trade balances for all the countries are negative. The structure of the WB

economies is given in Table 2 below.

TABLE 2
Structure of the WB -6 Economies for 2017 as % of GP
Sector ALB B&H KOS | NMAC MON SER
Agriculture 41.4 6.8 11.9 10.9 7.9 194
Industry 18.3 28.9 17.7 26.6 17.1 24.5
Services 40.3 64.3 70.4 62.5 75.0 56.1

Source: CIA World Factbook data estimated for 2017

Albania has the largest share axjriculturei 41.4 percent of GDP compared to the
other countries. For all the countries except Albania the share of services is significant part of

GDP as there is a clear shift from previous years from agriculture to services.

Trade relations of Bulgaria with the WB-6 countries: a case study

Going back to 2006, Bulgaria had bilateral free trade agreements with tk@ &iintries in

place and was a member of CEFTA. The trade liberalization outcome for Bulgaria as member
of the EU is to the benefitf WB-6 export to Bulgaria (see Figure 1 below). The trade statistic
information for the analyzed period shows a clear increase of the Bulgarian trade turnover
with WB -6 countries in line with reduction of positive trade balance with all V6B
countries.The sharp decrease in 2009 is explained by the drop in international trade due to the
global financial crisis. In Figure 1 below are shown the trends in trade turnover and trade
balances for the period 2006 until 2018 between Bulgaria and the Western Balidries.
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FIGURE 1
Bulgarian trade with WB -6 countries for the period 2006 2018 (EUR million)

Trade of Bulgaria with WB-6 Countries (EUR Million)

2500
2000
1500
1000
500
0
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Trade Turnover Trade Balances
Source: Ministry of Economy of Bulgaria and authoro6s

Although trade balances continue to be negative foii BMuntries except Serbia (see
Table 3 below) clearly the Bulgarian positive trade balance in nominal value is decreasing.
The further reduction or eliminations of trade barriers will provide for more opportunities for
WB-6 companies looking for expansion in the EU. If the WB tradenpestof Bulgaria are to
be ranked based on trade turnover, the following results can be observed for the year 2018
(Table 3).

TABLE 3
Most important trade partners on the basis of turnover (EUR million) for 2018

Countries Balance Turnover Rank
Serbia -102.8 1160.2 1
North Macedonia 100.3 742.8 2
Albania 66.1 101.2 3
B&H 38.5 83.1 4
Kosovo 61.4 77.6 5
Montenegro 16.2 25.0 6
Total 179.7 2189.9

Source: Ministry of Economy of Bulgaria and authoroés

As it can be seen from th#ata in Table 3, the most important trading partners of
Bulgaria within the region are Serbia and Macedonia. Trade turnover with Albania, B&H,
Kosovo and Montenegro is still insignificant and trade opportunities are to be further

explored.

Corporate and VAT tax rates in the Western Balkans

The corporate tax and VAT rates for 2019 for WBountries are shown in Table 4.

46



Ranchey15" International Conference of ASECU (2019) ASECU

TABLE 4
WB-6 Tax Systems in 2019

Corporate Tax Rate Standard VAT Rate
ALB 15 20
B&H 10 17
KOS 10 18
MAC 10 18
MON 9 21
SER 15 20

Source: KPMG Global (2019)

Based on the data above we could summarize that the levels of corporate tax rates for
the year 2019 are still rather low. This situation can be explained with the growing
globalization of the business aimdplementation of new technologies, the adverse risk profile
of investors in the WB countries and a significant pressure to provide competitive corporate
tax rates (Bulgariads corporate tax rate is
corporate tax rates in the region to historically low levels. Efforts to harmonize and/or
coordinate the tax and customs legislation is of paramount importance for the successful
operation of CEFTA 2006. The creation of clear rules, in line with the Europgaimements
in this field is needed for securing lotgym fiscal stability in the region. With the removal of
the trade barriers, the differences between the tax legislation become appespeatially
with respect to VAT and the excise duties. In thiaywif there would be significant
discrepancies in the applicable VAT and excise duty rates, which could lead to a decrease of
the budget revenues in the countries, which apply higher rates of indirect taxes. At the same
time bigger differences in the camate rates might have a substantial impact on the decision
of the few potential investors to prefer a specific location/country for new investment among

all other countries in the Western Balkans.

CONCLUSION

Deeper regional integration for the Western Balkan countries in parallel with relevant tax and
customs harmonization based on EU requirements can facilitate the efforts to maintain more
sustainable economic development in the WB region. In this way thereswgnts of the
European Union in the field of indirect taxation and customs can turn out to be a common
starting point in the direction of more active economic integration of the region in line with
the forthcoming accession of the Western Balkan casin the European Union.

Trade liberalization and fiscal stability through harmonization of tax and customs

legislation should remain on the agenda of the countries in the Western Balkans, in order to
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secure a longerm vision for the undergoing processef modernization on the way of
achieving European Union membership. The European Union institutions should provide
more clear messages regarding the timing of accession of each of tbec@ViBtries (notably

the recent recommendation of the European Cission to opening accession negotiations
with Albania and North Macedonia) as to further accelerate the processes of transformation in
the region via the Berlin process and the Regional Cooperation Council.

The main goal of the present paper was to oulorae of the most important aspects of
deeper regional integration of the economies of the six WB countries. The analysis shows that
although shorterm economic effects would be ambiguous for the -BVBountries, the
process of trade liberalization amongst Western Balkans and with the EU leads to gradual
reduction of negative trade balances with some EU countries and which could bring more

security having the effect of a greater degree of stability in these countries in the long run.
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Exchange Rate Volatility Impact on Financial Performance
of Small and Medium Enterprises Sector

Irsida Dinoshi?

ABSTRACT: For the macroeconomic importance that SME sector has, we decided to study the
impact of exchange rate volatility on the levefiofncial profits and liquidity of the business. Our
goal was to get some informationébés from managers
foreign currencies, their opinion on how do they evaluate the appreciation or the depreciation of
Euro and USDas the most used currencies in the country, and how these fluctuations have
impacted on the liquidity or on the profitability of the business. We drafted a questionnaire with 20
questions and addressed it at a target group of businesses operating rarthgdgion. We must
emphasize that this is a study based on qualitative data because the expression in quantitative dates
for managers constitutes a publication of confidential business information. The study period is
very short 201G 2015 in order to & as close as possible to the reality. It is a random selection of
firms and is mainly aimed at enterprises with expansion of activity domestically and
internationally or operates with foreign currencies other than domestic currency. The methodology
followed will be detailed at each step of the statistical tests to be used in the accurate processing of
primary data, in raising hypotheses, and realizing the analysis of results in support of the economic
reality in the country during the study period. Thedgtaoncludes with the results of data analysis

based on the study sample and ascertainment of the limitations of this study Of course, suggestions
are also made for further work following this study as this is a very large field and every day gets
even biger.

Keywords: exchange rate volatilitiffinancialperformance, managers, SMEs.

JEL: F23, F31, F 37.

INTRODUCTION

The change of the political and economic system after the 1990s in Albania was accompanied
not only with great challenges but Hasen commented and analyzed by many domestic and
foreign researchers for years. The Small and Medium Enterprises sector has an important role
in the economic development of the country and its financial performance has an important
role at the level of nainal finances. In an open economy country, it is estimated that
exchange rate fluctuations may affect both the economic performance of the country and also
the economic and political developments of it, the Bank of Albania monetary policy
decisions, andeson. The exchange rate is a dynamic variable, whose mobility is determined
by a wide range of economic, financial, political and social factbesmost important being

the following GDP, inflation rate, balance of payments and interest.r&@sed on empirical

evidence the real exchange rate is closely related to the level of production and economic

1 Dr., University College of BusinegsTirana, Albaniajdinoshi@kub.edu.al

2 Tertyshnaya, Ekaterina, and llona V. Tregub. "Effect of Exchange Rate Changes on Important Economic
Indicators on the example of Romani&6rum for Reseach in Empirical International Tradeebruary 14,

2013: 1109.
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development in the country. Local currency devaluation creates opportunities to increase local
exports and services by making our goods cheapfareign markets and lowering demand

for imported goods in the country. While the strengthening of domestic currency certainly has
the opposite effect, as it expands exports, import products become more competitive and this
will also affect the deepenirgf trade deficit.

SMEs create jobs, compete with big enterprises, become part of the global market,
contribute to poverty alleviation in developing countries, boost exports and reduce imports.
Of course, education and work experience are factorshtnag a positive impact on job
organization, business plan design; strategic objectives based on the mission and vision of the
company, as well as in the forecast of the future or the selection gfdbuwnvestments. The

main responsibility for this is k&ted to the company's manager or managerial skills.

PROBLEM STATEMENT

The most sensitive part of the exchange rate fluctuations is the business sector that operates in
international trade. The Bank of Albania conducts ongoing studies on the fluctubtotiset
exchange rate has from its equilibrium level in order to maintain balances in other
macroeconomic indicators where the impact is higher

The impact of these fluctuations is intended to be studied through an analysis at the
microeconomic level byocusing on a casual business group with international activities.
These businesses are localized at the industeebnomic zone Tirana Durres. We aim to
analyze the study in the SME sector operating activity through which we will understand
more abotithe level of experience of company managers on how do they manage the foreign
currency price fluctuations, liquidity management, management of profit or loss in

international trade etc.

OBJECTIVES OF THE STUDY
In this study we intend to:
1 Understand hownuch SME sector was affected by the exchange rate volatility
during the study period;
1 To find out about the way of liquidity management, customer relationship

management;

3 Referring to the publication of pedix reports of Monetary Policy and Financial Stability in the country by the

Bank of Albania www.boa.a).
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1 How much experience do the managers have in forecasting and preventing this

phenomenn, etch

HYPOTHESIS

In the light of the problem of our study, we have raised the main hypothesis and some
supporting hypotheses with some of the most important variables of the questionnaire as
follows:

Hi: The differences between the two variables aneot statistically significant

Ho: Differences between the two variables are statistically significant

Hoa: The currency with which most business transactions are carriedoast not have
significant links to the currency with which businesses keep taeings

Hob: The type of business activithas no significant relation with the assessment that
businesses give over the profitability level as the effect of exchange rate fluctuations.

Hoc: The type of business actividoes not havsignificant links withthe assessment of their
performance as the effect of European currency empowerment.

Hod: The type of business activijoes not havsignificant links with the assessment of their

performance as the effect of US currency empowerment.

LITERATURE REVIEW

What are small and mediusized enterprises? There is no standard definition of what
constitutes an SME making research into the doumtions made by SMEs to economies
around the world extremely challenging. Nevertheless, a substantial amount of work has been
done to assess the roles that SMEs play in driving gross domestic product (GDP) growth and
sustaining employment. The evidencegegjs that SMEs are vitally important for economic
health, in both higlincome and lowincome economies, worldwifleA considerable number

of studies have been worked out with purpose to demostrate the role of the education in
enterprices success, or ifetie is any relation between level of education of Small and
Medium Enterprises owners and the growth of their businesses, using some financial
indicators as variables. Peters and Brijlal (20knducted in their study that there is a
relation between leal of education and enterprises performance, using labour force and

turnover as success indicators. Professional experience has been cited as an important factor

4 Edinburgh Group'Growing the global economy throught SMBsttp://www.edinburgkgroup.org, Edinburgh

Group, 6.

5> Peters, Ricardo M, and Pradeep Brijlal. "The Relationship between Levels of Education of Entrepreneurs and
their Business Success: A Study of the Province of KwakRiatal. South Africa.” (IP Publishing
Ltd.Bedfordshire, UK) 25, no. 4 (August 2011): 2BF5.
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affecting many aspects of entrepreneurial firms. Regarding Cowling 00%s been an
increase in entrepreneurship courses taught in schools, further education colleges and
universities and government support programmes to help entrepreneurs gain the necessary
skills and knowledge

In developed countries and developing countries, SMEs cotgribuhe stability of the
national economy. They help the economy cope with the shocks of economic cycles. SMEs
serve as the main engine for the equal distribution of income among workers. Knowledge is
recognized as an important weapon for sustaining etitye advantage and many

companies are beginning to manage organizational knowledge

METHODOLOGY

Research Approach

It is used a descriptive research approach in aim to describe the key indicators selected from
the questionnaire as: type airrency that businesses use, the type of activity that businesses
exercise, the fluctuation of the US dollar and the European currency, their impact on the
financial performance of businesses ect.

For the testing of these links, we created four-lsyotheses supporting the main
hypothesis, and we would appreciate the statistical significance of the linkage through the
result of the Pearson Ghquare correlation coefficient. From the analysis offsgotheses

we give and answer the main hypothesis of #malysis, whether accepted or rejected.

Population and Sample

In order to gather the qualitative data, we developed a questionnaire with 22 different
questions. Its distribution forms were viarail addresses and in some cases direct meetings

on the pemises of these businesses located in the region of Tirana. The only requirement was
that business must have an international commerce or has considerable transactions in foreign
currency. The final sample comprised 96 respondents. Our aim was to inclesiBons

related to: the type of business activity, their opinion on foreign currencies and which is most

used in trade activity (based on their experience), the foreign exchange market in transactions,

6 Cowling, M. "The impact of Entrepreneurship Training and Small Business Experience on Future
Entrepreneurial Activity in the UK'UK: Institute for Employment Studies, 2009.

7 Chiliya, Norman, and Mornay Robeft®mbard. "Impact of Level of Education and Experience on
Profitability os Small grocery shops in South Africaht.J.Buss.Mgt.Eco.R&5 no. 1 (2012): 46270.

8 Myslimi, Grisejda, and Kriselda Kagani. "'Impact Of SMEs in economic growth in Albania"." European
Journal of Sustainable Development, 5 3, 2016:154.
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the impact of the fluctuations of the exchange raikatility on their profitability, lending

policies of their company etc.

Data Gathering

In this study project, we initially engaged in collecting business contacts that would be the
target group of this survey. The questionnaire was sent to the peesnasladdresses of
business leaders and each should take no more than 5 minutes to complete and click on the
alternatives for each question. Once a respondent sends the completed questionnaire, all the
responses were collected on an excel sheet that iizadand created the most important

links with some variables. The questionnaires were sent on the period November to December
2017.

Data Analysis

Based on the subypothesis and on the main hypothesis of the study, the links between
variables were anatgd using the result of the Pearson-&iuiare correlation coefficient in

aim to state whether the hypothesis is verified or not.

RESULTS

On the tables below we have analyzed the most important questions that serve to prove the
subhypotheses as well alset main hypothesis. The vast majority of surveyed businesses are
concentrated in the Industry (in 42 cases), in ImperExports (12 cases), and in Other

activities we have had almost the same number.

FIGURE 1
Type of businesses activity of the sample of the study

4V

Source: Author's calculations based on collected questionnaires.
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Chemical and plastic products
B Nanufacture of wood andpaper
roducts
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Constractionm aterials and
m etals

One of the questions asked by the questionnaire is related to the type of external trade

activity ie Import, Export or both, the survey showed that businesses were more focused on

53



1 = @ 15" International Conference of ASECU (201Bjnoshi

imports in 48 cases, as well as 28 businesses exercised both activitedyah@ businesses
alone exported. Although our study sample is not very large, this result demonstrates the
nature of the country's foreign trade development during the study period, where importers
prevail over exporters of consumer goods and servicedaras the partner countries with
which these businesses sell are Italy, Kosovo, Greece, and Germany.

A set of questions addressed to business managers had to do with the type of currency
they used most in their transactions as well as on savings intordenage the liquidity of
the cash with which they operate.

European currency as the currency most used in transactions is also linked to the
frequency of the European countries with which they develop foreign trade and have the most
cooperation cappemtions. The fact that these businesses choose to save more in the euro,
shows that they have chosen a hedging strategy above the required level of liquidity as well as
minimizing the level of losses as a result of the ALL / Euro exchange rate fluctuiatithres
market currency. This proves that these are businesses with long experience in the market and

have good knowledge of the exchange market in the country.

FIGURE 2
Uses of foreign currencies on businessansactions and savings currencies
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Source: Author's calculations based on collected questionnaires.

The group of the following questions relates to the estimates that businesses have made
on the profitability level as a result of foreign exchange ftattuations.

In the concept of profitability, we did not insist on specifying specific reports, indicia or
concrete financial values, but in their conclusions on the sensitivity of the annual profit
margin over the last five years, if it had grown, deseeleor remained almost in same levels.

According to this result, the exchange rate fluctuations during the study period have not
helped the private sector increase in monetary transactions, expanding the market abroad, or

undertaking the most appropriatew policies.
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Most businesses have claimed that the European currency empowerment did not affect
the expansion of the activity but kept the same growth rate and in some cases shrinking.
About 20% of businesses have thought about finding new policies whiBd% of the study

sample did not affect their activity.

FIGURE 3
Assessment of profitability levels affected by fluctuations in the exchange rate
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\fi_)/ O3teady perform ance

Source: Author's calculations based on collected questionnaires.

FIGURE 4
Impact of exchange rate fluctuations in operating business operations
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Source: Author's calculations based on collected questionnaires.

But on the other hand, these businesses have expressed a different stance on the US
dollar fluctuations, because for 41% of them there has been no impact, and for the rest these
fluctuations have led to lowering activity or undertaking new policies for the development of
economic activity of them.

The last group of questions wesated to the profitable business ability, their level of
lending, and the relationship with customers and suppliers.

Businesses estimate access to credit as flexible with séeonishnks (52 of them),
while 36 businesses have responded that they hatieed a rise in credit rating by the
banking sector. The businesses surveyed stated that they were interacting with desetond

bank to repay a loan or were in the process of application and even had plans again lending
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due to liquidity requirements.hls indicates a continued support from the sector of businesses
for additional liquidity.

Although the depreciation of the domestic currency over the study period, it has not led
to high levels of profitability and expansion of the business, the pursliquadity comes

from policies that have businesses with each other in the supplistomer relationship.

FIGURE 5
The business credit level in the second level banks
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Source: Author's calculations based on collected questioes

While connected to relations with customers and their suppliers, businesses say that
their level of liquidity is reduced because it is noticed an increase in the time required by the
clients to make the payment of credit sales. Thisbnasght some delays in the settlement of
their suppliers.

Statistical Analysis
In order to certify whether or not the main study hypothesis, we used the results of the
correlation coefficient Pearson GC8guare and the outcome of thevadue for each

connetion expressed through four shippotheses with a statistical significance of 5%.

TABLE 1

Results of the statistical analysis of suhypothesis verification
Sub Hypothesis | Pearson p-value Results

Chi-Sq.
Hoa 36.937 0.000 Is not verified
Hob 6.867 0.143 Is verified
Hoc 17.542 0.007 Is not verified
Hod 14.729 0.022 Is not verified

Source: Author's calculations according to theviEws statistical program 9.5.

On the basis of these results we have judged on the statistical significance of the

connections between the most important variables of the questionnaire and through them we
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appreciate the impact of exchange rate fluctuations of foreign currencies dbairstal

currency used.

THE RESULTS OF THE STUDY ANALYSIS

The main purpose of the questionnaire was to share business experience about the exchange
rate fluctuation impact on their annual earnings, the relationships and estimates they had for
the most coomon currencies used in their transactions and their liquidity management
capacity. Some of the most important results of the survey are:

1 Most of the surveyed businesses, regardless of the type of currency they use in
international trade transactions, a@ihsaving their savings in the Euro currency. So
this currency was noted to have a priority in stenn and longerm liquidity
planning by businesses. This also confirms the geographic extent of the international
trade exercise by the business sectdhe country.

1 The type of activity (focused solely on exports, only in the import or export of both)
has an influence on the estimates of the profitability of these businesses as a result of
domestic currency exchange rate fluctuations with the most ywidktd foreign
currencies (euro and usd).

1 Business activity is more focused on importing goods and products and the effect of
fluctuating domestic currency value against foreign currencies is estimated to have
led to a decrease in the annual profitabiliéyel during the study period (and
increase for exporting businesses). This means that ALL has shown stable and
appreciative positions against the euro and US dollar as the most used currencies in
the Albanian foreign exchange market.

1 In order to have a mme detailed assessment of the impact of each foreign currency
on the activity performance of the surveyed businesses, we tested the statistical
significance of the links if the type of activity exercised is more influenced by the
strengthening of the eurmr US dollars. Theoretically, the strengthening of foreign
currencies (or the depreciation of domestic currency) will lead to lower profits for
importers and higher profits for exporters.

1 As such, for export businesses the largest share in transactiorthevgsro, the
strengthening of which has depreciated the ALL.

1 The euro currency has had a more stable fluctuation level and a lower margin of
avoidance than the US dollar against the domestic currency. The US dollar has

shown divergence at higher marginather than euro) against the ALL. It also turns
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out that these businesses have been prudent in assessing the domestic currency and in
order to maintain good performance of their activity have undertaken new remedial
policies.

1 By analyzing the mostnportant variables of the questionnaire, we have come to the

conclusion that the differences between the two variables are statistically significant.

1 Managers, regardless of the nature of their activity, have been shown to be careful in

forecasting exchaye rate fluctuations.

Through this study we realized that they had gained a good working experience and
liquidity management by operating in the international market. Many businesses were not
only cautious in the monetary forecasts available for thawiggtbut also customer relations
often matched the curve of the currency price fluctuation in the country or even the
seasonality of the business within the year.

It is good to understand that for the study period, despite the divergence of the exchange
rate fluctuation being low, the SME business sector has not suffered any major losses during

its activity because the factors have been managed well by their managers.

LIMITATIONS

Limited sample of subjects who were willing to cooperate for this studhgisting of about

100 firms located in Tirana Region and with international activity, has limited the full impact
assessment of RER in this sector. It is recommended to conduct a study of the impact of RER
fluctuations in the sector of medium and largesgmrises that carry out international activity,

to collect quantitative data for the construction of financial indicators, to target the expansion
of the sample throughout Albania and to expand the period of study.
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Analysis of the FDI in Some of the Countries in South and Eastern Europe
and the Black Sea Region Bulgaria, Greece, Poland, Romania and Slovakia
in the 2013i 2017 Period

Aglika Kanevat

ABSTRACT: This research is dedicated to the analysis of the dynamics of FDI in the countries in

South and Eastern Europe and the Black Sea Region Bulgaria, Greece, Poland, Romania and

Sl ovakia. wvhe struct ur e econbmidabtivitiediy Soptraand Bagtern count r i ¢
Europe and the Black Sea Region countries has bee
these countries have been examined.

Keywords: FDI, FDI by partner countries, FDI by economic activities, countrieoirttsand
Eastern Europe and the Black $tegion Bulgaria, European Union

JEL: E22, F21.

The study of FDI in some of the Countries in South and Eastern Europe and the Black Sea
Region Bulgaria, Greece, Poland, Romania and Slovakia is concentrated on several key
indicators of the FDI such as their amount, FDI to GDP ratio, FDI from the EUaioRDI

ratio, classification of FDI by partner countries and FDI by economic activity. The countries
included in the analysis are EU Member States. The period is from January 2013 to December
2017 inclusive. In this study officiatatisticsof the Eurosdat have been used. For 2017 no
data are available for the FDI by economic activity with the exception of Romania.

The FDI rose gradually and almost and continuously till the end of the analyzed period
in all the analyzed countries. In Greece and Polaadricrease of the indicator values was the
biggest in the period under review although during some yeargi&thhed An exception
from this trend was also Slovakia, where the indicator also decreased its values in 2014. From
the figure it can be seenahthe highest indicator values were reached for Poland and
Romania. Its value was highest in 2017 in Bulgaria of 41.363 million euro, as this, compared
with the registered 36.752 million euro in 2013, was a riseeafly 5Smillion eura It has to
be notel that the values of FDI in Bulgaria and the other countries changed to a large extent in
parallel in the 2013 2017 period. A recommendation can be made that this positive trend
Sshould continue and measur es s hoieslindorderéo und e

stimulate FDI to rise at a faster pace.

! Chief Assist. Dr., University of National and World Econoim8ofia, Bulgaria, aglika.kaneva@aby.
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FIGURE 1
Total FDI in Bulgaria, Greece, Poland, Romania and Slovakia
in the period 20137 2017 (million euro)
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Source:https://ec.europa.eu/eurostat/data/database.

FIGURE 2
FDI to GDP ratio in Bulgaria, Greece, Poland, Romania and Slovakia
in the period 20131 2017 (%)
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Source: https://ec.europa.eu/eurostat/data/database.
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The values of the FDI to GDP ratio differ substantially for the countries under review.
The values of the indicator in Bulgagxceededver twofoldthoseof Poland and Romania,
andover eightfold higher than the average valuesGmrece. The indicatortd to GDP ratio
in our country was highest in value. The values of the indicator for Greece are much lower
compared with those for the other countries, but from 2013 to the end of the reviewed period,
the values of the indicator for Greece increased eaah with the exception of 2014, when
the FDI to GDP ratio decreased. It should be noted that the values of that indicator of the
analysed countries did nohange in paralleln Greece it increased, a decrease was observed

in Bulgaria, and in the other gotriesremained at almost unchanged levels.

FIGURE 3
FDI from the EU to total FDI ratio in Bulgaria, Greece, Poland, Romania and Slovakia
for the period 20137 2017 (%)
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Poland 90.76 91.65 92.23 92.35 92.30
°°°°°° Romania 90.52 90.50 89.83 90.49 89.80
Slovakia 91.03 90.33 90.52 92.98 92.71

Source:https://ec.europa.eu/eurostat/data/database.

All the countries in the analysis are EU Member States. The values of the skére of
from the EU in the total amount of FDI clearly reflects this fact. Between 80 and 90% of the
FDI came from the European Wm. Theindicatorvalues remained at relatively close values
during the analyzed period in these countries. Bulgaria had lowest levels of the FDI from the
EU to total FDI ratio followed by Greece. The highest share of FDI was attracted from the
European Uion in Poland and Slovakia.
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TABLE 1

Partner countries with highest value of FDI in Bulgaria

in the period 2013/ 2017 (million euro)

Partner 2013 2014 2015 2016 2017

European Union 28 countries 29,241 | 29,449 | 31,084 | 31,902 | 32,309
Euro area (1@ountries) 24,846 | 24,814 | 26,366 | 27,104 | 27,755
Netherlands 7,515 6,205 | 6,687 6,612 7,166
Austria 4,723 5,006 | 5,437 | 4,074 | 3,966
Germany 1,963 2,276 | 2,474 | 2,792 2,800
Italy 756 892 952 2,439 | 2,497
United Kingdom 1,999 2,230 | 2,248 2,335 | 2,277
Greece 2,574 | 2,477 2,631 2,699 [ 2,229
Cyprus 2,109 2,262 2,108 2,222 2,190
Russia 1,820 1,957 2,062 2,042 2,035
Luxembourg 1,340 1,312 1,506 1,524 1,581
Switzerland 1,097 1,269 1,361 1,278 1,481
Belgium 535 608 675 783 1,302
France 734 945 987 1,096 1,140
Spain 1,001 1,140 1,148 1,103 1,096
Hungary 949 962 980 927 949

United States 1,043 939 1,009 985 926

Turkey 418 600 707 792 869

Source: https://ec.europa.eu/eurostat/data/database.

The partner countries with highest value of FDBlgaria in the period 2018 2017

are EU member countriedhese were the Netherlands with 7,166 million euro in 2017,
Austria with much lower value of FDI of 3,966 million euro in 2017, Germany, ltaly, the

United Kingdom and Greece. Amongst the +klh Member States high values of FDI from

Russia, Switzerland, the United States and Turkey were observed.
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TABLE 2
Partner countries with highest value of FDI in Greece
in the period 2013/ 2017 (million euro)

Partner 2013 2014 2015 2016 2017
European Union 28 countries 15,357 | 13,260 | 17,712 | 18,685 | 21,100
Euro area (19 countries) - - 17,171 | 18,375 | 20,593
Germany 4,568 | 4,557 5,106 | 4,958 | 5,976
Luxembourg 5,001 | 4,812 | 4,378 5,346 | 5,729
Netherlands 3,460 | 3,676 | 4,575 | 4,757 5,087
Switzerland 1,165 1,162 1,636 1,830 | 2,819
France 2,188 1,513 1,892 1,389 1,486
Belgium 921 990 1,301 1,376 1,275
Italy 761 774 845 972 1,000
Spain 999 1,033 767 777 852
United States 750 790 733 541 813
Canada 66 935 688 561 720
Hong Kong 106 390 332 545 589
Bermuda (UK) 325 378 272 475 475
Austria 245 268 234 334 410
Ireland 127 389 346 390 407
United Kingdom -264 -705 314 101 230

Source:https://ec.europa.eu/eurostat/data/database.

The leading partner countries with highest value of FDI in Greece for the period under
review were Germany with 5,978illion euro in 2017, Luxembourgith 5,729million euro
in 2017, the Netherlands, Switzerland, France and Belgium. Most of these cantriEU
Member States and all of them are European countries. @é#ngrer countries were the
United States, Canada and Hong Kong.
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TABLE 3
Partner countries with highest value of FDI in Poland
in the period 2013/ 2017 (million euro)

Partner 2013 2014 2015 2016 2017
European Union 28 countries 152,673 | 160,564 | 157,753 | 166,037 | 184,320
Euro area (19 countries) 136,223 | 145,226 | 140,155 | 148,368 | 164,376
Netherlands 27,172 29,874 31,777 35,081 38,469
Germany 28,067 | 28,123 25,768 29,932 34,907
Luxembourg 17,626 | 19,869 22,163 22,932 27,659
France 20,294 | 20,080 18,367 18,630 18,313
Spain 11,051 | 11,462 10,377 10,301 12,033
United Kingdom 7,145 7,021 8,913 9,478 9,537
Austria 6,649 6,424 6,304 7,288 8,458
Cyprus 6,259 7,887 6,111 5,942 7,154
Belgium 3,482 5,086 5,234 5,997 6,376
Switzerland 4,406 4,007 4,847 4,805 5,914
Italy 9,376 9,479 8,472 7,457 5,229
United States 7,041 6,279 4,405 4,550 4,775
Sweden 5,612 4,423 3,905 3,590 4,218
Denmark 2,878 2,999 3,262 3,138 3,323
Hungary 568 659 835 749 1,587
Portugal 1,816 1,898 1,089 1,031 1,549
Ireland 1,341 1,922 1,960 1,260 1,519
Finland 1,589 1,542 1,463 1,363 1,400
Norway 1,015 1,070 704 897 1,337

Source:https://ec.europa.eu/eurostat/data/database.

The highest value of FDI in Poland were from the Netherlar38469million euro in
2017, Germany with 34,907 million euro in 2017, Luxembourg, France, Spain, the United
Kingdom. NonrEU Member States that have made substantial amount of FDI were
Switzerland, The United States, Norway, South Korea, Japan.
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TABLE 4
Partner countries with highest value of FDI in Romania
in the period 2013/ 2017 (million euro)

Partner 2013 2014 2015 2016 2017
Euro area (19 countries) - - 53,625 | 57,967 -
European Union 28 countries 54,440 | 54,468 | 57,883 | 63,473 | 68,129
Netherlands 14,670 | 14,222 | 16,101 | 17,069 | 19,643
Germany 6,765 7,481 7,991 9,261 9,706
Austria 11,472 | 9,693 9,132 8,340 9,578
Italy 2,825 2,776 3,350 4,430 | 4,740
France 4,581 4,162 4,350 4,873 | 4,732
Cyprus 2,684 | 4,274 | 4,422 4,528 | 4,648
Luxembourg 1,699 2,151 2,701 2,989 3,543
Switzerland 1,949 2,150 2,232 2,547 3,145
Greece 1,941 1,645 1,747 1,925 1,724
Belgium 1,497 1,281 1,444 1,914 1,584
Spain 1,114 1,471 1,423 1,710 1,560
United Kingdom 1,480 1,508 1,346 1,703 1,452
Czechia 1,085 838 652 1,192 1,431
United States 1,089 1,081 1,627 1,346 1,128

Source: https://ec.europa.eu/eurostat/data/database.

The main Partner countries with highest value of FDI in Romania in the period 2013
2017 are countries from the European Union such as the Netherlands with ffl)@&18
euro in 2017, Germany with 9,706 million euro in 2017, Austria, Italy, France. @Gasnt

from outside the European Union included Switzerland and the United States.
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TABLE 5
Partner countries with highest value of FDI in Slovakia
over the period 2013 2017 (million euro)

Partner 2013 2014 2015 2016 2017

European Union 28 countries 38,297 | 37,008 | 38,257 | 41,980 | 43,167
Euro area (19 countries) : 29,421 | 30,293 | 32,903 | 32,941
Netherlands 9,255 8,087 8,338 | 12,553 | 11,905
Austria 6,932 6,421 7,086 6,509 6,080
Czechia 4,509 4,215 4,167 5,145 5,005
Luxembourg 1,934 3,420 3,557 3,134 3,432
Germany 3,284 3,505 2,825 2,529 2,974
South Korea 2,470 2,623 2,967 2,903 2,948
Hungary 2,078 2,209 2,400 2,464 2,646
Belgium 1,489 2,050 1,989 2,220 2,424
Italy 4,159 2,628 3,123 2,193 2,187
Cyprus 1,189 1,126 1,271 1,716 1,632
United Kingdom 388 445 452 518 1,092
Sweden 332 243 237 333 915

France 947 960 842 837 915

Spain 491 505 540 618 729

Switzerland 705 696 660 563 619

Source:https://ec.europa.eu/eurostat/data/database.

The leading partner countries in terms of value of FDI in Slovakia were the Netherlands
with 11,905 million euro in 2017, Austria with 6,080 million euro in 2017, Czechia,
Luxembourg, Germany and Hungary. Countries that are not from the European Union were

South Korea and Switzerland.
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TABLE 6
FDI by economic activity in Bulgaria
in the period 20131 2016 (million euro)

Economic activity 2013 2014 2015 2016
Services 19,802 | 23,361 | 25,217 | 25,810
Real estate activities 6,682 | 9,801 | 9,904 | 9,718
Manufacturing 6,042 | 6,589 | 6,769 | 6,966
Financial and insurance activities 4,763 | 6,114 | 6,590 | 6,690

Wholesale and retail trade; repair of motor vehicles and motorcycl| 3,324 | 4,444 | 4,969 | 5,486

Financial service activities, except insurance and pension funding| 4,427 | 5,136 | 5,542 | 5,361

Electricity, gas, steam and air conditioning supply 0 3,063 | 3,190 | 3,213

Wholesale trade, except of motor vehicles and motorcycles 2,600 | 2,965 | 3,073 | 3,171

Manufacture of petroleum, chemical, pharmaceutical, rubber and

plastic products 2,486 | 2,518 | 2,620 | 2,642

Retail trade, except of motor vehicles andtorcycles 512 1,269 | 1,647 | 2,057
Manufacture of coke and refined petroleum products 1,804 | 1,652 | 1,764 | 1,783
Professional, scientific and technical activities 1,482 | 1,338 | 1,467 | 1,420
g/lqahrzgﬁgﬁire of metal and machinery products, exetguttrical 1,050 | 1,323 | 1,314 | 1,396
Construction 2,452 | 1,134 | 1,325 | 1,342
Other manufacturing (C15, C23, C27, C31, C32, C33) 1,109 | 1,259 | 1,304 | 1,253

Manufacture of basic metals and fabricated metal products, excep

) . 760 834 865 895
machinery aneéquipment

Manufacture of food products; beverages and tobacco products 825 882 859 857

Information and communication 1,971 277 785 817
Isr:asctargtl;ce, reinsurance and pension funding, except compulsory g 210 787 844 765
Accommodation and food service activities 868 625 638 678
Activities of head offices; management consultancy activities 582 478 468 622
Manufacture of chemicals and chemical products 532 669 641 606
Activities auxiliary to financial services amasurance activities 125 190 204 564

Manufacture of textiles, wearing apparel, wood and paper product

printing and reproduction 468 450 484 564

Transportation and storage 336 402 486 519
Transport and storage except postal and coadtvities 335 380 474 507
Management consultancy activities 367 292 275 426
Other professional, scientific and technical activities; veterinary

L 482 354 384 380
activities

Source:https://ec.europa.eu/eurostat/data/database.

FDI with highest values in Bulgaria in the period 2313016 are made in the area of
services - 25,810 million euro in 2016, real estate 9,718 million euro in 2016,
manufacturing, financial and insurance activities, wholesale and retail trade, firsmziaé,

electricity, gas, steam and air conditioning supply.
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TABLE 7
FDI by economic activity in Greece
in the period 2013/ 2016 (million euro)

Economic activity 2013 | 2014 | 2015 2016

Services 7,249 8,123 | 11,310| 11,610
Manufacturing 8,311 | 6,042 | 6,962 | 7,595
Wholesale and retail trade; repair of motor vehicles and motorcycley 4,762 | 4,567 | 4,990 | 5,168
Information and communication 4,283 | 4,366 | 4,021 | 3,926
Telecommunications 4,190 | 4,265| 3,913 | 3,777
Fl\)/lrigﬂt:atgture opetroleum, chemical, pharmaceutical, rubber and pla 3112 2.415| 2,701 | 2.856
Retail trade, except of motor vehicles and motorcycles 2,295 2,287 | 2,552 | 2,606
Electricity, gas, steam and air conditioning supply 2,022 2,494 | 2,740 | 2,400
Wholesale trade, except of motor vehicles and motorcycles 2,095 1,998 | 2,081 | 2,177
Real estate activities 1,354 | 1,406 | 2,377 | 1,996
Manufacture of food products; beverages and tobacco products 3,325 1,800 | 1,707 | 1,771
Transportation and storage 610 730 805 1,678
Transport and storage except postal and courier activities 606 727 801 1,671
Isnesctarar;ce, reinsurance and pension funding, except compulsory so 733 | 1,000| 1,079 | 1,506
(l\a/lqehr;gﬁgmre of metal and machinery products, exetguttrical 1.165| 1,006| 1,364 | 1,448
Other manufacturing (C15, C23, C27, C31, C32, C33) 575 602 1,057 | 1,396

Manufacture of basic metals and fabricated metal products, except

) : 948 951 | 1,200 | 1,316
machinery and equipment

Manufacture of coke anfined petroleum products 1,387 | 818 954 1,197
Mining and quarrying 496 430 356 1,160
Arts, entertainment and recreation 1,606 | 1,580 | 1,160 | 1,133
Gambling and betting activities; sporting and other recreational actiy 1,203 | 1,358 | 981 986
Accommodation and food service activities 734 767 746 830
Fl\)/lriggzﬁitg:se of basic pharmaceutical products and pharmaceutical 803 737 873 779
Manufacture of chemicals and chemical products 774 715 747 751
Activities of holdingcompanies 800 832 735 680
Administrative and support service activities 275 558 607 675
Warehousing and support activities for transportation 135 161 193 534
Land transport and transport via pipelines 62 35 31 521

Source:https://ec.europa.eu/eurostat/data/database.

The economic sectors in which the highest levels of FDI in Greece were observed were
services, manufacturing, wholesale and retail trade, information and communication,
telecommunications, manufacture of petroleum, chemical, pharmaceutical, rubber &nd plas

products, electricity, gas, steam and air conditioning supply, real estate.
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TABLE 8
FDI by economic activity in Poland
for the period 20137 2016 (million euro)

Economic activity 2013 2014 2015 2016

Services 99,944 | 103,511 99,645 | 109,076
Manufacturing 49,517 50,813 | 55,084 | 56,134
Financial and insurance activities 41,024 | 40,273 | 31,093 | 32,950

Financial service activities, except insurance and pension fund| 36,924 | 35,827 | 26,547 | 28,790

Wholesale and retail trade; repairmbtor vehicles and

23,882 | 24,372 | 26,122| 26,901
motorcycles

Real estate activities 10,831 | 12,203 | 14,621 | 16,425
Professional, scientific and technical activities 9,496 | 10,116 | 11,631 | 14,712
Wholesale trade, except of motor vehicles aralorcycles 12,529 | 13,216 | 14,650 14,376
Activities of head offices; management consultancy activities 8,278 8,680 9,770 | 12,522
Information and communication 8,235 | 10,163 | 9,426 | 11,902

Manufacture of food products; beverages and tobacco product] 9,585 9,385 | 10,136| 11,188

Manufacture of motor vehicles, trailers, semaiilers and of other

. 8,515 9,057 | 10,296 | 10,987
transport equipment

Retail trade, except of motor vehicles and motorcycles 9,785 9,348 9,692 | 10,357
Manufacture of metal anghachinery products, except electrical 9.221 9.654 9747 | 10331
equipment

Other manufacturing (C15, C23, C27, C31, C32, C33) 7,745 7,774 8,828 9,008

ManL_Jfacture of petroleum, chemical, pharmaceutical, rubber a 10,270| 9,652 | 10,016| 8,994
plastic products

Construction 7,232 7,773 8,431 8,556

Management consultancy activities 6,096 6,213 6,515 7,431

Manufacture of basic metals and fabricated metal products, ex

) : 6,262 6,563 | 6,405 7,085
machinery and equipment

Telecommunications 4,091 4,902 4,376 6,093

Manufacture of textiles, wearing apparel, wood and paper prod

printing and reproduction 4,183 5291 6,060 5627

Electricity, gas, steam and air conditioning supply 5,645 5,580 6,067 5,154
Activities of head offices 2,182 2,467 3,254 5,091
Manufacture of wood, paper, printing and reproduction 3,730 4,805 5,473 5,014

Source: https://ec.europa.eu/eurostat/data/database.

FDI in Poland for the analyzed period were concentrated mainly in services
manufacturing, financial andsurance activities, financial service, wholesale and retail trade,
real estate, professional, scientific and technical activities, activities of head offices,

information and communication.
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TABLE 9
FDI by economic activity in Romania
in the period 2013/ 2017 (million euro)

Economic activity 2013 | 2014 | 2015 | 2016 | 2017
Services 27,671 | 26,850 | 30,502 | 32,839 | 34,901
Manufacturing 18,705| 19,273 | 20,479 | 22,446 | 24,256

Wholesale and retail trade; repair of motor vehicles and

6,743 | 7,057 | 7,861 | 8,998 | 10,448
motorcycles

Financial and insurance activities 8,523 | 7,797 | 8,429 | 8,848 | 9,400
Ejnginn(;al service activities, except insurance and pensio 7464 | 7046 | 7589 | 7.891 | 8,400
Construction 2,290 | 2,515 | 3,527 | 4,475 | 6,021
Electricity, gas, steam and air conditioning supply 6,245 | 6,254 | 5,888 | 6,234 | 5,992

Manufacture of motor vehicles, trailers, semailers and of

. 3,450 | 3,243 | 3,804 | 4,712 | 5,627
other transport equipment

Real estate activities 3,616 | 3,400 | 4,351 | 5,323 | 5,594

Manufacture of metal and machinery products, except

: ; 4245 | 4,654 | 4,772 | 5,125 | 5,581
electrical equipment

Wholesale trade, except of motor vehicles and motorcyq 3,682 | 3,873 | 4,107 | 4,583 | 5,204

Manufacture of petroleum, chemicpharmaceutical,

rubber and plastic products 35441 3,419 | 3,859 | 4,495 | 4,885

Manufacture of motor vehicles, trailers and sérailers 3,043 | 2,847 3,378 | 4,216 | 4,685

Retail trade, except of motor vehicles and motorcycles | 2,675 | 2,788 | 3,317 | 3,696 | 4,591

Other manufacturing (C15, C23, C27, C31, C32, C33) 2976 | 3,257 | 3,394 | 3,358 | 3,284

Manufacture of basic metals and fabricated metal produ

: : 2,489 | 2,711 | 2,641 | 2,870 | 3,154
except machinery and equipment

Information and communication 4,141 | 3,597 | 3,691 | 3,630 | 3,150
Professional, scientific and technical activities 2,276 | 2,158 | 2,408 | 2,271 | 2,676
Fl\)/lrrél)r(;tLJJfCa;gture of food products; beverages and tobacco 2380 | 2430 | 2,199 | 2,383 | 2,517

Manufacture of textiles, wearing apparel, wood and pape

e : 2,111 | 2,270 | 2,452 | 2,373 | 2,360
products; printing and reproduction

Agriculture, forestry and fishing 1,282 | 1,504 | 1,662 | 1,837 | 2,273
Mining and quarrying 3,530 | 3,345 | 1,953 | 1,832 | 1,967
Manufacture of rubber and plastic products 1462 | 1,468 | 1,458 | 1,707 | 1,940
Telecommunications 3,393 | 2,771 | 2,726 | 2,477 | 1,936

Source: https://ec.europa.eu/eurostat/data/database.

Economic sectors with the highest share in FDI in Romania in the period 22057
were servicgsmanufacturing, wholesale and retadde, financial and insurance activities,
financial service, construction, electricity, gas, steam and air conditioning supply,
manufacture of motor vehicles, trailers, sdrailers and of other transport equipment, real
estate, manufacture of metal am@chinery products, manufacture of petroleum, chemical,

pharmaceutical, rubber and plastic products.
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TABLE 10
FDI by economic activity in Slovakia
in the period 2013/ 2016 (million euro)

Economic activity 2013 2014 2015 2016

Services 21,560 | 24,856 | 25,613 | 26,349
Manufacturing 13,612 | 13,690 | 14,055| 14,570
Financial and insurance activities 10,281 10,047 | 10,320 10,482

Financial service activities, except insurance and pension funding| 8,826 | 8,764 | 9,186 | 9,007

Manufacture of metal anghachinery products, except electrical

. 4,251 | 4,387 | 4,451 | 4,583
equipment

Wholesale and retail trade; repair of motor vehicles and motorcycl| 4,050 | 3,716 | 3,800 | 4,121

Manufacture of petroleum, chemical, pharmaceutical, rubber and

plastic products 2,630 | 3,061 | 3,241 | 3,403

Electricity, gas, steam and air conditioning supply 6,069 | 1,521 | 1,790 | 3,305

Manufacture Qf motor vehicles, trailers, semailers and of other 3323 | 2,895 | 3,009 | 3,210
transport equipment

Manufacture of motor vehiclesailers and serrirailers 3,323 | 2,893 | 3,006 | 3,150
Administrative and support service activities 223 3,087 | 2,648 | 2,996
Real estate activities 2,627 | 3,189 | 3,021 | 2,850

Manufacture of basic metals and fabricated metal products, excep

) . 2,410 | 2,475 | 2,399 | 2,634
machinery aneéquipment

Employment, travel agency, security and investigation, service an

landscape, office administrative and support activities -83 2,785 | 2,332 | 2,631

Other manufacturing (C15, C23, C27, C31, C32, C33) 2,094 | 2,068 | 1,966 | 2,127
Information and communication 1,716 | 1,592 | 2,177 | 2,032
Wholesale trade, except of motor vehicles and motorcycles 1,892 | 1,897 | 1,852 | 1,992
Retail trade, except of motor vehicles and motorcycles 1,847 | 1,594 | 1,684 | 1,878
Transportation andtorage 1,119 | 1,165 | 1,705 | 1,739
Telecommunications 1,416 | 1,314 | 1,905 | 1,735
Transport and storage except postal and courier activities 1,103 | 1,151 | 1,690 | 1,702
Professional, scientific and technical activities 1,152 | 1,626 | 1,469 | 1,552
Manufacture of coke and refined petroleum products 1,263 | 1,335 | 1,459 | 1,504
Islésctijrﬁ[r;ce, reinsurance and pension funding, except compulsory s 1466 | 1277 | 1,159 | 1,497
Land transport and transport via pipelines 811 812 1,335 | 1,346
Activities of head offices; management consultancy activities 719 1,238 | 1,131 | 1,286
Manufacture of machinery and equipment n.e.c. 1,057 | 1,088 | 1,167 | 1,201
Manufacture of rubber and plastic products 1,008 | 1,048 | 1,063 | 1,143

Source:https://ec.europa.eu/eurostat/data/database.

The leading economic sectors in FDI in Slovakia were servioemnufacturing,
financial and insurance activities, financial service, manufacture of metal and machinery
products, wholesale and retail trade, nfanture of petroleum, chemical, pharmaceutical,
rubber and plastic products, electricity, gas, steam and air conditioning supply, manufacture
of motor vehicles, trailers, seftrailers and of other transport equipment, administrative and

support service &iwities, real estate.
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