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Introduction

The area of South Eastern Europe has faced a lot of changes, political and
economical, during the last 15 years. FDIs constituted a tool for the economic
development of the newly established governments during the transition period. This
paper is aiming to connect strategic techniques with macroeconomic conditions in the
area of Balkans. The first chapters are explaining the steps that are needed to be taken
by a firm in order to ensure the success of the investment, the strategic management
theories, and the importance of forecasting tools. The second part is explaining the
economic conditions that exist in the widen area, emphasizing in the economies of
Albania, Montenegro, Serbia, Croatia, FYROM and Bulgaria. Before analyzing the
conditions in each country and the strategic approaches, is regarded important to
clarify general terms related to FDI, and the forms of the investments. So, FDI can be
broadly classified into two types: outward FDIs and inward FDIs. This classification
is based on the types of restrictions imposed, and the various prerequisites required
for these investments . The most common forms of FDI projects are the following:
wholly owned subsidiaries, joint ventures, Greenfield investment, and Brownfield
investment, acquisition of an existing company and merger and acquisition. The
Western Europe companies are using the following approaches in their applicable
investment strategies. There are three levels of strategic planning: operational,
strategic business unit, and portfolio. Operational planning is related with the
strategy at the functional levels of the firm dealing with marketing, production, and
other departments. The strategic business unit (SBU) is defined at the level of
organization such as an operating division or single enterprise firm?. Planning at the
level of the corporation may be the combination of several SBU plans, operating in
different environments and against different competitors. Express consideration of the
multi-SBU firm is portofolio planning. The appropriate strategic planning is
determined by the steps that are taken to react successfully to environmental

challenges as well as by the use of strategic forecasting tools. An organization must

! http://www.economywatch.com/foreign-direct-investment

2 Handbook of Decision making, P32, Nutt and Wilson
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continue to adopt each year the appropriate strategy as the environment changes are
on process. In this matter, the main purpose of the FDI is to maintain a strong match
between the organization and the changing environment. The goals for a successful
strategy policy is to continuously shape and adjust the Organization’s outputs 0N
the purpose to ensure the appropriate return to the investment capital. The

organization that plans the best will perform the best.’

Generally, FDI has been often considered an important way to promote the
modernization to downgraded economies and is mainly responsible for bringing
certain benefits to national economies. It is directly affected by the Gross Domestic
Product (GDP), Gross Fixed Capital Formation (total investment in a host economy)
and balance of payments. There have been empirical studies indicating a positive link
between higher GDP and FDI inflows. FDI can also debt servicing repayments,
stimulate export markets and produce foreign exchange revenues. Inflow of FDI into
the region of CE (Central and East) Europe was negligible until 1990. The effort of
transforming the transition states along with the development of the privatization
process created new opportunities for foreign capital owners which resulted in an
increase of FDI into the Balkan region.* The circumstances that dominated in the
economies during the transition years create great opportunities for the foreigner’s
investors. Liberalization of the trade regime and the price system, as well as support
in terms of tax-breaks and importation fees, has played an important role in attracting
FDI into the CE Europe region. Furthermore the availability of natural resources has
played a substantial role in attracting FDI into countries in the region and, in the
extractive sector; do not depend greatly on other economic and business policies in a

given country.

® Business Policy and Strategy, p41-46, Cherry Van Deusen,

* World bank annual report,2011
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The development of reforms represents a factor of decreased share of public capital in
the overall financial inflow. Additionally, the privatization played an extreme role in
the economies and composed the most important factor in attracting FDI into the
region of the CE Europe and, by large, the access to the EU market.

The proximity of the EU market, as well as the prospect of future accession, so that
countries that are closer to the EU received higher levels of FDI. Corporate strategies,
such as protective tariffs and transfer pricing, can reduce the level of corporate tax
received by host governments. Additionally, the import of intermediate goods,
management fees, royalties, profit repatriation, capital flight and interest repayments

on loans can limit the economic gain to host economy.
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2. The importance of Strategic Management

Improved strategic management processes can guarantee an enterprise’s long living.
This is facilitating the development of the more complex management structural that is
needed as firm grows. A good plan helps firms to articulate, communicate and monitor
the implementation of strategy using a system interlinked with the long-term vision of
the corporation. Even if, strategic planning is necessary in order to proceed in an
investment, managers seem to be reluctant to use strategic techniques.

The first step would be to define the importance of the adaptive management in firm’s
long living. Adaptive management is a systematic process for continually improving
management policies and practices by learning from the outcomes of operational
programs®. There are two types of adaptive management, and they are related to
strategic techniques: passive and active®. In both of the processes begin by setting
goals, modeling the system, selecting and implementing a management strategy.

Passive adaptive management is referring on how to implement a management strategy

at a time, whereas in active adaptive management multiple alternatives are examined
alongside in order to isolate factors which affect the system. The managed ecosystem is
then monitored to collect decision-oriented data regarding the effects of the
management strategy on the system’. The results of the monitoring affect model
estimation and parameter values, and the management strategy is evaluated and
adjusted as a result. In the adaptive management process, the change is expected and
welcomed and emphasized the flexibility in the goals and objectives, even though may
occasionally need to be modified based on the performance of the management

strategy.

® Hand book of Decision making , p 56, Nutt and Wilson
® Hand book of Decision making , p 43, Nutt and Wilson
" Handbook of Decision making, p 27, Nutt and Wilson
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Analysis

3. Methods

Scientific research indicates that in some firms managers expected the future as the
continuous of the past. As it is mentioned ®some others are explaining that the strategic
planning reduces manager’s ability to take advantage of environmental opportunities
that may present themselves and thus limits the organization’s flexibility.  While
techniques such as LISREL and PLS can enrich existing methodological approaches to
conducting strategic management research, they must be used appropriately. Most
researchers are well equipped with a basic understanding of LISREL- type models. In
contrast, current familiarity with PLS in the strategic management area is low.
Accessible applications of PLS in the strategic management area have used the

technique disconnectedly, and at times inappropriately.

®Business Policy and Strategy, p64, Cherry Van Deusen
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4. Analysis in business macro environment.

Macroeconomic condition has been a big issue and directly related to the success of the
investment. The success of the analysis can contribute to the successful prediction of
the investment’s hazards. For example in the case study of the enterprise Fibran which
it is going to presented in further stage, the company’s investment movement Wwas
following the environmental challenges and mainly driven the by the demographic
needs of the markets .

The macroeconomic environment includes the following elements:

I.  Economic trends

The basic elements that should be examined in order to determine the economic
trends are: the level of urbanization and the competiveness of the country.

The economic environment is best described as having the “factors that affect
consumer buying power and spending patterns"®.

These factors include income, levels of employment, inflation, value of domestic
currency®. Furthermore, the level of casual income of the country’s habitation is a
major key point. As the level of disposable income increases, customers are more

likely to purchase a high quality product than a lower.

II. Demographic elements

These include the size and growth rate of population in regions, countries or nations.
Things such educational level, household patterns or regional characteristics or
movements of people in the countries area constitute the demographic characteristic
of the market and should be examined thoroughly.

Ill.  Technological environment

The technology is related to the improvement of the level of services provision or the
product production. An assessment of this environment is based on the advancement
of the field.

® Multinational Cooperation and Spill over, journal of Economic Surveys,12, Bloomstrom and Koko
1% Handbook of Decision Making ,p87-88-89, Nutt and Wilson
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IV.  Socio-cultural environment

These factors are related to values, beliefs and norms that are shaped by societies. The
most common method of gathering all those factors and transforming them into useful

data for enterprise performance is the PEST analysis.

V. Pest

The PEST analysis is a measurement tool for understanding the variation of market
size, and as such the position, potential and direction for a business. PEST is an
acronym for Political, Economic, Social and Technological factors, which are used to
assess the market for a business or organizational unit. This is the analysis which is
mainly used in order to clarify the different characteristics of each market.

The PEST analysis provide a framework for reviewing a situation, and like SWOT
analysis, and Porter's Five Forces model, is used for the assessment a strategy, and

things such the direction of a company the marketing proposition, or an idea.

Sample

criteria examples political economical Criteria examples
home economy
economy trends

ecological/environmental Overseﬁ eccinomles

current legislation general taxation

future legislation taxation speqflc to

international legislation product/I_ser\_nces

regulatory bodies and seasonality issues

processes market/trade cycles

government policies specific industry factors

government term and market routes trends

change distribution trends

trading policies customer/end-user drivers

funding, grants and interest/ exchange rates

initiativés international trade and

home market pressure- monetary issues

groups

international pressure-

groups

wars and conflicts

Criteria examples social technological Criteria examples

lifestyle trends competing technology

demographics development

consumer attitudes and research funding

opinions associated/dependent

media views technologies



http://www.businessballs.com/swotanalysisfreetemplate.htm
http://www.businessballs.com/swotanalysisfreetemplate.htm
http://www.businessballs.com/portersfiveforcesofcompetition.htm
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law changes affecting
social factors

brand, company,
technology image
consumer buying patterns
fashion and role models
major events and
influences

buying access and trends
ethnic/religious factors
advertising and publicity
ethical issues

replacement
technology/solutions
maturity of technology
manufacturing maturity
and capacity
information and
communications
consumer buying
mechanisms/technology
technology legislation
innovation potential
technology access,
licensing, patents
intellectual property issues
global communications

Source: http://www.businessballs.com/pestanalysisfreetemplate.htm

The pest analysis is a useful tool that was identified by the firms in order to improve its
competitive advantage between the rivals. The Pest is being used by the managers in
order to improve business internal procedures, so as to gain better external market
positioning.

The basic framework of this tool was established after the field research of the five
enterprises and their five core competences. Mainly the framework is about the
following things:

How core competencies work

What they are made of (their element)

How core competencies work(internal market)

This technique is focused on industrial enterprises and is about the understanding the
network communication inside the enterprise and determine the ability of transferring
the knowledge into new enterprises. The competencies are five and the phenomenon
encloses four variations.

Something that created by the company holding the competence

Something the company’s customer create

Something that exists naturally

Something that people within the firm do

Things such communication network inside the enterprise or the understanding the
product service technologies (sub technologies), or even the integrated skills are
determining the competencies of the enterprises and gives it the ability to understand

the determinants of SWOT analysis.

10
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VI.  Portal’s five forces for macro-environmental analysis

As it is mentioned above, macro environmental analysis can identify issues that have a
great impact on a company and help the company expect the key change in order to
determine profit potential. The most common tool is the Portal’s analysis, which
indicates the five forces of the market and help the firm to strength its competitive
advantage. This is useful because it helps the firm to understand and in extent to
Improve its current competitive position. The understanding of where the power lies
provide an advantage in order to improve the market share.

The forces that impact on an organization, particularly those that can be improved in

order to provide a competitive advantage.

Threat
of
Mew
Entrants

C.ompetitive
Bargaining Power Rivalry Bargaining Power

of Suppliers Within The of Buyers
Industry

Threat
of
Substi-
tutes

Source: http://www.google.gr/imgres?imqurl=http://i.investopedia.com/inv

So according to Portal, the firm’s buyers exert pressure on the company to produce
goods and services, so as to fulfill their requirements. As Porter's 5 Forces analysis
deals with factors outside an industry which influence the nature of competition within.
A business has to understand the dynamics of its industries and markets in order to

compete effectively in the marketplace.

11
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The elements that should be firstly indentified according to Portal are:

The rivalry between existing sellers in the market.

The power exerted by the customers in the market.

The impact of the suppliers on the sellers.

The potential threat of new sellers entering the market.

The threat of substitute products becoming available in the market. **

The intensity of rivalry mainly is referring to the competition among rivals with in a

particular sector. The rivalry is becoming more intensive when the firm is aiming a
better positioning inside the market. The most valuable contribution of Porter's “five
forces” framework in this issue may be its suggestion that rivalry is the composition of
several forces that determine industry attractiveness. The characteristics of the rivalry
are:

Rivalry is located in the centre of the diagram that ensures the fact that is very
important for this frame work.

Is most likely to be high in those industries where there is a threat of substitute
products; and existing power of suppliers and buyers in the market.

Intensifies when the number of competitors increases and as competition is becoming
more equal in size and capability. Namely, that is when the competitors are fairly equal
the resources they posses, each can combat the others strategic movement. The
example of Microsoft indicates that a number that is dominated by a firm can exercise
considerable control.

Rivalry is stronger when demand for the product is growing slowly. This can happen
when a product is moving toward maturity or is declining in its life cycle. Firms are
using price cuts or other discounting weapons to boost unit volume.

The switching cost moves toward to the level of rivalry. When the switching cost is
low the rivalry is getting stronger and vice versa.

The rivalry is more intensive when the fixed cost as a percentage of total costs are high.
Because of a higher point , pressure to use capacity leads to lower prices

Also is intensive when there is a lack of product differentiation

! Business policy and strategy, p 43-49,Deusen, Williamson, Babson

12
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« Additionally the success of a strategic movement *2

To sum up, the more unstable and unpredicted the rivalry it becomes, the more diverse
the competitors are in terms of vision, strategic intent, objectives, strategy and
resources. This implies that when a group of competitors is homogeneous, a single

strategy might be sufficient to compete.

The new entrants

The threat of the new entrants is the second element; there is the belief that an industry
that earns a return on invested capital in excess of its cost of capital will attract
entrants. New entry into the industry invariably reduces the existing firms’ profitability
by adding capacity and introducing new methods of competition. New entrants are
affected: by economies of scale, characteristics of the product, the cost and experience
effects from repetitive activity. Entry is difficult where the switching costs are
relatively high. A further element is the distribution channels when distributors have
little confidence in new firms, in which case access to distribution is blocked.*® The
most common barrier that is further entry barrier is the differentiation of the product.
The government regulations are those that can affect a firm’s will to entry into

country’s industry.

Threat substitutes

According to Porter, the profit of a firm is determined by a customers will to pay.
According to the third force, a firm should pay attention to: The quality of the
substitutes, when the quality is low that means that the danger for substitutes is low.

Also when a substitute creates high switching costs to buyers, the threat is also low.

12 Business policy and strategy, p 43, Deusen, Williamson, Babson

3 Business policy and strategy, p29-30,Deusen, Williamson, Babson

13
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The bargaining source of suppliers

This force is related to the influence of the upstream suppliers to downstream suppliers.
The higher the bargaining power of the suppliers is, the weaker the firms of the buying

industry.

The bargaining source of buyers

It’s related to the ability of the buyers to negotiate and the establishment of good
bargaining terms. A sector is more attractive when the buyers have low bargaining
power. When the switching costs are high the switching from brand to brand is
extensively costly. When the number of buyers is small and their purchase is not
important to a supplier industry, they do not significantly affect the supplier industry
and lost. The profit is marginal and that means that the firm should work for the
reduction of its cost in order to increase its profit. Also buyers do have selling power
that means that they can affect the level of consumption. Porter indentify that the
collective strength of these forces determines the ultimate profit potential in the
industry.

Complementary is the Porter’s sixth force, and is referring to the companies or entities
that sell goods or services that are compatible with, or complementary to, the goods or
services produced and sold in a given industry. Complementary goods offer more value
to the consumer together than apart. When one product or service complements another
is known as complimentary. The vivid presence of complementary can influence the
competitive structure of an industry.

VII.  Positioning

Managers and entrepreneurs with a new and innovative product need to develop a
strong strategy for going abroad. Firms may not have sufficient resources, technology,
and know how to exploit the international market opportunities needed to sustain a
competitive advantage. Others can wander whether or not the targeted market is
sufficient international or not. These are some of the reasons that a firm should
schedule its positioning in global base. The analysis of external environments and the
appraisal of a firm’s provide the basis and impetus for developing and positioning

firm’s strategic choice.

14
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5. Risk analysis

The risk analysis is the safety network for an enterprise investment. Risk can be
defined as the combination of the probability of an event and its consequences™* . Risk
Management is increasingly recognized as being concerned with both positive and
negative aspects of risk. Therefore it deals with risk from both perspectives. As it is
mentioned above the thoroughly examination of the political and economical
environmental factors can certify the success of a business plan.

Many of the countries may present excellent market opportunities; they are also
overwhelmed with uncertainties which are arising from unstable economies and
political regimes. The Balkan countries are especially mainly determined by political
instability. So for each firm that wishes to enter in a Balkan market, the risk
management is an essential tool and a determinant factor of the investment. The risk
analysis will provide to strategy the security that is regarded necessary for the

achievement of the plan.

5.a) Characteristics of unsafe environment

The characteristics that compose whether or not an environment is safe to invest are:
the clarification if the government is discriminating against the foreigners or not. A
great example is the USA foreigners’ policy against the Japanese firms. The other point
that should be thoroughly examined is whether or not the institutions are supportive of
the intellectual government. Governments have been accused of supporting the fight
against the theft of intellectual property. An additionally point is whether or not there is
an issue dealing with autocratic regimes or people with tremendous power. The
uncertainty that comes from a non stable political regime is an issue that should be
dealt, in order to proceed to the investment. Investor should be aware of how to deal
the risk in an unstable country. Furthermore, the most crucial for enterprises is to
examine whether or not the government economic policy is willing to approve the

existing policy which is should be aiming to eliminate all the potential risks.

14 1SO/IEC Guide 73

15
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6. Risk management

The risk management is an ongoing process which is directly affected by the
employees working behavior at every level of an organization. The risk management
should be applied in strategy settings and across the enterprise at every level and unit.
The strategy should be designed in order to identify potential events that will affect
the entity and to manage risk. The main task is to provide reasonable assurance to an
entity’s management.*>This enterprise risk management framework is focusing on :
Strategic — high-level goals, aligned with and supporting its mission Operations —
effective and efficient use of its resources. Reporting — reliability of reporting.
Compliance — compliance with applicable laws and regulations. *°

This categorization of entity objectives allows a focus on separate aspects of
enterprise risk management. These distinct but overlapping categories address
different entity needs and may be the direct responsibility of different executives.
More specific the risk management is determined by risk factors such, interest rates,
foreign exchange, credit risks, the level of competition, the customer changes, the
industry changes and the customer demand. At the external factors were adding also
factors such contract, supply chain management procedures, natural events, the

composition of the board and generally regulations.

1 hitp://ww.businessdictionary.com/definition/risk-management.html,
http://www.investopedia.com/terms/r/riskmanagement.asp#axzz1f1S3PY 3s
18 Enterprise risk management — integrated framework- Executive summary 2004

16
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The Organisation's
Strategic Objectives

Risk Assessment
Risk Analysis
Risk Identification
Risk Description
Risk Estimation

Risk Evaluation
Formal

Audit

Risk Reporting
Threats and Opportunities

Modification

Decision

Risk Treatment

Residual Risk Reporting

Monitoring

Source: The risk management standard, IRM

7. Why going global is important

Markets and competition are global, mega-mergers, and rapacious acquisitions are
changing both the business landscape and its clock speed forever. Companies must be
ready when they choose to go global. The managers should clearly answer to issues
such whether or not is important to create value for shareholders or to whitewash
performance for personal gains, the expansion of the market or acquisition of key
resources like energy, technology, talents, and brand, different indicators will be used
to measure a company's success for different motivations. When the strategic intention
is clear, the next critical factor is whether a company meets the basics for going global.
Things such the competitive edges and what enables it to secure gives a forward step
in positioning.

I.The market globalization drivers are the forces and factors that affect the way into

the globalization procedure of a firm. Market drivers are essential for understanding

customer demand and patterns of consumption.

17
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The common customer needs and tastes represent the extent to which different
countries want the same things in the product or service category that defined an
industry. Many factors, such as culture, climate infrastructure and the mood affect the
tastes and preferences of consumers, the higher the level of commonalities among
consumer groups are determining the adoptive strategy. Global customers are typically
companies that purchase certain items in large quantities on behalf of an entire
organization and distribute them to subsidiaries. They produce a demand for large
batches of standardized products. The global channels are related to the distribution of
particular types of products on a large scale or in a global way. The transferable
marketing refers to the degree of adaption that has to be made for brands that are to be
transferred to overseas market. If the marketing schemes, models or strategies can be
transferred from country to country, provide a strong competitive advantage. Another
driver is regarded the lead countries. Lead are those countries where concentrate in a
few countries that are leading the development of new products and processes. Non-
lead consumers are looking to lead countries for trends. The cost global drivers are
those that are connected with the reduction of cost production. There are seven cost
drivers. The first one is the global scale economies, the adaption of global strategies are
related to global strategies. This mainly happened when single markets are not enough
for competitors to optimize economies of scale at which case the use of multiple
markets becomes necessary. The second is the step experience effects where the cost
efficiencies gained by repetitively performing an activity. That means that a manager
team should be able to utilized the experience from one place and make it applicable to
another place. The global efficiencies are another driver that should be examined
thoroughly in order to improve mainly the supply chain performance. *’

Y7 Business policy and strategy, p73-78,Deusen, Williamson, Babson

18
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A further driver is the logistics favorable and is referring to the economies in
transporting products versus the value of the products. When products are low in value
but have high transportation costs, the use of standardized products across multiple
consumer groups is discouraged. The other one is the high product development costs;
this one is highly relative to the size of the market and can be a driver for globalization.
A further cost driver is fast changing technology connected with the firms that have to
spread out the costs via multiple, large market before the product becomes obsolete and
before imitations. The policies related to economic development were always a great
issue as far as concern a firm’s strategy. The government drivers are related to
favorable trade policies which include trade liberalization for foreign investment and
user friendly business policies which create possibilities for global firms. The other
driver is related to compatible technical standards and is about the adaptation for
different technical standards for products .compatible technical standards among
countries provide platform for facilitating product transfer and product standardization.
The common marketing regulation is about the uniformity in different countries. The
more, uniform they are the easier it is for standards products to be marketed across
multiple consumer groups. The other driver that should be explained is the government
owned competitors who are tend to be more aggressive in entering foreign markets,
particularly if they have the support from their governments. Some aspects of foreign
firms global strategies cause legitimate concerns that discourage host countries for
establishing open- minded policies. Interdependence among foreign subsidiaries allows
firms to compensate for one subsidiary’s weakness by sharing resources among all
subsidiaries. Furthermore allows competitors to pursue similar strategies to offset
rivals. Many firms do not used it as the most important tool in the terms of the
transferability is the competitive advantage. Namely, the basis for its success in
competition can transferred from market to market. The globalization drivers along
with competitive advantage are those who guarantee the globalised potential of a firm.
Its ability to learn quickly from experiences and develop dynamic capabilities is

becoming important in a success full domestic register.

19
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Identification of Drivers in new markets, so as to establish a successful strategy is

important because:

All of them have low performance profiles at risk to interest rate, equity, currency,
and/or commodity price instability. There are liquid markets and instruments available
for managing the performance profile volatility within each economic driver and for
each financial intermediary. There is a growing level of management literacy regarding
the need and opportunities to manage performance profile. It is focused on
implementing a portfolio management and risk management process that can be
applied to the major global economic drivers and related financial intermediaries,
markets, and instruments. Furthermore, this process can be adapted to serve as a utility
function for those organizations with a fully internalized performance profile
management process. Similarly, it can be adapted to serve as a value added service to
enable management groups with less developed internal capability to make and
implement performance profile management decisions. The absence of an external
macro-environmental analysis may affect firm performance negatively. The following
propositions are those that indicate the connection between firm and external
environment. The first proposition is related to industry structure and firm performance
exists in a condition of dynamic equilibrium; sometimes industry structure may be seen
as a resultant of firm performance rather than a determinant. The second one is related
to the resources availability which may be as much a source of competitive advantage
as firm-specific resources, provided they exhibit a unique fit within the firm’s dynamic
capabilities. The third one is the existence of the competitive advantage may be related
to events that are beyond the domain of structural or strategic analysis; to that extent,
models of performance need to account for stochastic elements. The fourth one is
mainly about structural factors will play a far more vital role in under globalized
markets than in mature global markets, the more globalized a market, the less critical
will be the impact of structural factors. Final the networking and cooperative strategies
will be a powerful source of competitive advantage in technologically advanced
industries; in this extent, technological advancement will diminish the importance of

traditional structural attributes.
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The final is related to technology intensive sectors. It is essential that firms use their
internal strengths as well as their ability to leverage economic trends harmoniously;
this is the only way for them to succeed in an atmosphere as turbulent as the one we are
currently experiencing®®. The integration of strategy and structure contains tremendous
interdisciplinary possibilities. Theorists of political science, public administration,
sociology and education have been grappling with a similar need to balance the
deterministic elements of structure and the role played by individual will in this

process.

8. Transforming the business

Transforming the businesses into a new model requires a three-phase transformation: a
cultural transformation, implementing lean tools, and extending lean principles into the
value stream outside of the business. Organizational structures that support teams and
organizational linkages that cut across functional boundaries must be implemented.
The importance of extensive training and dedicated resources is stressed and a
recommended training. A commitment of resources to the training effort recognizes
that people are as important as equipment, tools, and processes in implementing a lean
transformation strategy. The connection between such business transformation and
leadership is an important point *

Without effective leadership, business transformation will not succeed and the
strategic vision will not apply. The business transformation is implementing lasting
change in the behaviors of an established organization, focusing on the preparation
necessary to create the right structure, behavior, and methodologies as the
underpinnings of business excellence, very low and high incomes, low , medium and
high incomes and mostly medium incomes. Business transformation moves an
organization from an existing condition to a future state that represents a targeted

strategic ideal.

*® Global strategy and manement, Urgson and Wong,2008
19 Conceptual review on retention strategies, Ganesan and Tanvir, 2009
% Business policy and strategy, Aurbach publications, Deusen , Williamson, Babson
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9. Forecasting tools

So as to lessen surprises firms should be using forecasting tools. The most common
techniques in order to predict the future are the Cross impact analysis, Trend impact
analysis and the Delphi analysis.

A. Cross Impact analysis:

Managers are selecting 25 events that could come to pass in either the remote or task
environments that could have a significant impact on the organization. Namely, aiming
the possibilities of each one of them will occur and assess the impact of each one of
them. For example these factors for a manufacturing firm might forecast factors such
as having their largest declare bankruptcy. The impact in accounts receivable disrupt
supply channels and lessen the overall product.

Cross-impact analysis is mainly used in prospective and technological forecasting
studies rather than in Foresight exercises. In the past, this tool was used as a simulation
method and in combination with the Delphi method, was famous for their efficiency.
More recently, cross-impact analysis was used on a stand-alone basis or in combination
with other techniques to answer a number of research questions on different subjects
such as the future of a particular industrial sector, world geopolitical evolution, the
future of corporate activities and jobs.The steps described in this section are valid for
different variations of cross-impact analysis- a different variation of trend impact and
this is Called SMIC. Basically the following steps are generating the network of the
strategic development of all forecasting tools.

Step 1: Choice of the issue and selecting experts the purpose of a cross-impact exercise
is primarily to be more effective into future developments. Future developments may
be defined as the result of interactions between trends, events and the actions of social
actors. During this step a preliminary list of events related to the issue could be
formulated. The review is usually carried out by mail or over the Internet and with the
help of an expert team. The experts chosen should be familiar with the issue under
study and they should have some capacity to predict future events, mainly related
educational to statistics degree. It is difficult to define 'relevant expertise'. There are no

clear guidelines, either on whether it is better to have a panel of experts which involves
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experts from various subcategories of the subject considered, or if it is better to have
experts that are highly specialized. To some extent, a large multidisciplinary group of
experts is the main responsible for narrowing the levels of hazard. Expert’s have to
categorize the probability of a hypothesis occurring by means of a scale from 1 (very
low probability) to 5 (highly probable). With the questions that are responding to

employees experts have to show the level of coherence in their statements.**
Step 2: Final selection and definition of the events

This step could be crucial to the successful implementation of the method; in fact any
influence not included in the events should be chosen carefully in order to avoid
misunderstanding of the events. The final list of events should be as clear as possible,
definitions and wording must be carefully checked and defined. The selection of events
to be included in the final list can cover both the occurrence and non-occurrence of
events. Then, the events considered can be totally independent or connected in some
way. The final list of events can also be compiled with the support of experts on the
selected issue, or can stem from other methods used to collect opinions, such as the
Delphi method.??

Step 3: Design of the probability scale and definition of the time horizon

The definition of a probability scale is needed to translate qualitative appreciation from
the experts on the degree of occurrence (e.g. most probable, very probable etc.) into
probabilities. The significance of the scale must be clearly defined, so not to occur in
misunderstanding which could distort the forecast. In general, the probability scale for
cross-impact methods usually goes from 0 (impossible event) to 1 (almost certain

event).

This step also indicates how to determine the time prospect of the forecast. In the
context of Foresight the main objective is to try to think ahead in the long term.
Therefore, in the short term is considered to range from the present to five years from

*! Decision making analysis,p32,Paul and Wilson
?? Decision making analysis, p29, Paul and Wilson
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now; the medium term from five to ten years; and the long term from twenty to fifty
years. In fact one of the main differences between Foresight and planning is the

temporal dimension.
Step 4: Estimating probabilities

In this step the initial probability of the occurrence of each event is estimated. Then,
conditional probabilities in a cross impact matrix-SMIC- are estimated in response to
the following question: 'If event x occurs, what is the new probability of event j's
occurring?' The entire cross-impact matrix is completed by asking this question for

each combination of occurring event and impacted event.

The SMIC is designed to enable experts' estimates to be checked for consistency. This
method invites the experts to answer questions such: The probability of occurrence of
each single event at a given time-horizon. The conditional probabilities of the separate
event taken in pairs at a given time-horizon: P (i/j) probability of i if j occurs, P(i/not j)
probability of i if j does not occur. Once the results are collected, they are entered on

the computer and the program is run.?®
Step 5: Generation of scenarios.

The outcome of applying a cross-impact model is the exclusion of scenarios.
Regardless of how the issue of assigning probabilities is resolved in specific cross-
impact models, the usual procedure is to carry out a Monte Carlo simulation®*. Each
run of the model produces a synthetic future history, or scenario, which includes the

occurrence of some events and the non-occurrence of others.

The model is thus run enough times, so that the collection of output scenarios
represents a statistically valid sample of the possible scenarios which the model might
produce. In a model with n events 2n possible scenarios are generated, each differs

from all the others in the occurrence of at least one event.

% Decision making analysis, p 45, Paul and Wilson

 Fdi performance on Western Balkans, Kostantinov Alek, (2006)
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If there are 10 events to be considered, there are 1024 possible scenarios to estimate.
On the basis of the specific cross-impact model applied, the output scenarios attempt to
generate either the best scenario - in the sense of likelihood of occurrence; or a set of

statistically consistent scenarios; or one or more plausible scenarios from the total set.?®

This allows the firm to limit the area of probable future developments by retaining only
those which have a high-average probability of occurrence. Once the cross-impact
matrices are calculated, it is possible to carry out a sensitivity analysis. Sensitivity
analysis consists of selecting an initial probability estimate or a conditional probability
estimate, about which uncertainty exists. When the judgment is changed, the matrix is
run again. If significance differences appear between this run and the original one, then
it is apparent that the judgment that was changed plays an important role. It may be

worthwhile to reconsider that particular judgment.?®

b. Trend Impact Analysis

This is similar to cross impact analysis but at this case the effects resulted from the
environmental trends. After events are identified and forecasted the probability of the
trend continuing and the event impacts on the future forecasted results from identified
environmental trends. For example a distribution firm might identify a trend among its
major suppliers and slowing decreasing the number of distributors in order to increase
their own sales force. A curve is fitted to historical data to calculate the future trend,
Expert’s judgments are used to identify a set of future events that if it was about to

occur, could cause deviations from the extrapolation of historical data.

For each such event, experts judge the probability of occurrence as a function of time
and its expected impact on the future trend, when the event is happening. An event
with high impact is expected to swing the trend relatively far, in a positive or negative

direction, from its unexpected course. First, estimates are made of the probability of

% Decision making analysis, p 25, Paul and Wilson
% Decision making analysis,p25-26, Paul and Wilson
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occurrence of each event as a function of time. Second, the impact of each event on the
trend under study is estimated. Impacts can be specified in several ways;

1. The largest impact; or

2. The steady-state impact.

Every time and two magnitudes of impact associated with them are taken as completely
independent. For example, the maximum impact might be positive and the steady-state
impact negative, or the steady-state impact might be zero and the impact only
temporary. Finally, the maximum impact might be the same as the steady-state impact.
The impact shape could be stated in other terms, but the five used here have proven
applicable to most situations.

This is continued throughout the total time interval and saved as a single mini-scenario.
The process is then repeated hundreds of times and the upper and lower quartiles (or

indeed any measures) are selected from the saved mini-scenarios. '

¢. Delphi Technique

The Delphi technique embraces both the collective wisdom of a group and a group’s
tendency to influence individual members. Care should be taken to only include
individuals who are expert on the topic being investigated. The technique is based on
the concept of successive interactions. Participants will be asked to develop their best
predictions of some future state. Everyone’s answers will be transcribed and shared
with the panel of experts who, after having an opportunity to digest everyone’s
individual response, will asked to share their predictions. The process continues until
the panel has reached a consensus.

Identify the problem that you want to work on, writing it down in a clear way that is
easy to understand. This can be in various forms, from a questionnaire to a broad and
open question.

The constraint is usually the bandwidth and expertise of the people in the Delphi
group. Regardless of the technique, a forecasted event must be defined in enough

detail that was it to materialize; the firm would recognize the occurrence and be able

%" Global strategy and manement, Urgson and Wong,2008
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to react accordingly. The forecasted credit point that indicates the event is either about
to happen or is happening in known as the famous trigger planning.
When the trigger point is reached, the firm should implement whatever response action
that has been preplanned and is required by the contingency plan. 2

10. Characteristics of the region

The countries of South East Europe compose a unique region. Some of the countries
have progressed further in transition while others have still a long distance to go.
Croatia is a characteristic successful example where it stands in the final stages of
accession discussions with the European Union. Balkans countries are known as a
place where the political interest was greater than the economic. Yet the economic
forces, particularly those associated with transition and integration, are leading the
deep reforms needed to move from a planned to a market economy and are compose
the most formative influences on the direction of the region’s public policies. While the
region was gave birth in the term “balkanization”—describing the breakdown of a state
into smaller antagonistic parts—the recent past, global economic crisis , speaks of
increasing cooperation, economic growth, and foreign direct investment. During
mainly in recent years, the region has gradually become an economically advanced
area of the European Union (EU). Nevertheless, there are some problems that are still
running such those that came from the Kosovo area, and the neighboring issues

between the ex Yugoslavian countries.

According to World’s bank report, some of the Balkan economies face ongoing
political dramas which are consist open challenges. Overall, the political legitimacy
which comes from economic progress has been a lesson learned by governments across
the region. The political fact of whether or not Competitive economies can survive as
islands of growth but must build interdependency with their neighbors, force many of
the governments to collaborate and the FDI has been a successful vehicle for
transferring capital, technology and knowledge. Even though there is no clear receipt

% Strategic Management and planning, p85, Cook and Westgreen
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on how an economy should be successfully isolate the factors that create a competitive
and attractive investment many governments have tried to Europeanize their
domestic market, through transferable business technological innovation or Capital,
where complying with regulations brings more benefits than costs. In an era of crisis,
where tight budgets and high unemployment dominate, foreign investment provides
transferable knowledge and helps create jobs and boost growth without provoking a lot
of government’s intervention.

So many of the countries have realized the need of reforming their legislative network
in order to make it easier for foreigners to invest in their territory and simplyfy the
procedures for establisshing a business.

The following schedule indicates the countries that make the largest effort:

1 10 2 3 40 5 60 F 80 S 100 0 130 13 140 150 160 1 &
Albanla
136 T0 82
o REFORMS
FYR Macedonla
— 70
17 REFORMS
Montenegro
B1T0 66
7 REFORMS

Moldova
H 92T0 %0
6 REFDRMS
AVERAGE RANKING 7w <| ) | 25 | 117 | 137
OM THE EASE OF EUROPEAM EAST  LATIN AMERICA OUTH sUE
DOIMG BUSINESS, UNION ASIAE & CARIBSEAN, ASLA SAHARAN
DBz PACFIC  MIDA AFFRICA

NORTH AFFICA

* Represented by their respective capital cities.

Source: easy of doing business 2011
It is interesting the performance of FYROM where have done extremely important
efforts at the field of attracting business. The government has developed business cells
to all its domestic territory. By introducing the new regulation law has managed to
decrease in comparison to 2008 the days to start a business from 12 days to 3 in 2011.
Characteristic ,also is the examples of Zrenjanin, where the time was cut from 37 days
in 2008 to 17 days in 2011, with Serbian government aiming to simplify even more.
Also even if Moldova is not regarded to belong in the area, the cities of Chisinau and
Balti (Moldova), simplified the best the business procedures. Even though, FDI flows
to South-East Europe fell for the third consecutive year. The decline was reaching in
2010 the 47 per cent, partly as a result of sluggishness in investment from EU
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countries, traditionally the dominant source of FDI in this sub region. FDI flows to
Croatia and Serbia declined sharply in 2010, while Albania saw its FDI inflows rise to
more than $1 billion for the first time, making it the second-largest FDI recipient in the
sub-region after Serbia.?®

As a result, the time to obtain a registration certificate was reduced from 15 days in
2008 to just 1 day now. Also Albanian cities eliminated the requirement to register
with the local chambers of commerce. Cities in Montenegro did away with the
municipal business license. Both Pristine and Prize in Kosovo cut their municipal
permit fees in half—from EUR 1,000 to EUR 525 and to EUR 400, respectively.
Skopje (FYR Macedonia) is the world’s 5th top performer in this area. All an
entrepreneur needs to do to set up a business here is spend 3 days and a little over US$
100. In cities like Skopje, where one-stop shops have been set up and are fully
operational, starting a business can be done quickly and efficiently.

However, the process is considerably slower in cities where the entrepreneur needs to
register separately for tax, social contributions, health insurance, and municipal
permits. This is the case in Pristina (Kosovo), where it takes almost 2 months to start a
business. In Mostar (Bosnia and Herzegovina), where the courts are in charge of
business registration and where 8 post-incorporation requirements are necessary, it can
take as long as 50 days to set up a business. The cost differences within the region are
also significant. The cost to open a business varies from 1.5% of income per capita in
Niksic and Plevlja (Montenegro) — similar to Finland—to 31.4% in Tirana
(Albania)—which is 5 times more than the EU average. Some, such as Pristine and
Prizren (Kosovo), charge EUR 525 and EUR 400, respectively, just for the municipal
permit. In 12 out of the 22 cities measured, entrepreneurs are also required to set aside
a minimum amount of capital before they start operating. FYR Macedonia is the only
economy to have abolished the minimum capital requirement all together, while
Albania and Montenegro charge only nominal amounts (equivalent to US$ 1). To
conclude, generally in the specific area of South Eastern Europe it has been observed

the phenomenon of cooperation and the sharing of reform experiences may not have

> UNCTAD
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been a priority for the region’s economies a decade ago, now it is the norm.
Undoubtedly, the initial driver was the prospect of accession to the EU. While this is
still the case, market realities are increasingly bringing cooperation to new levels. For
example, as data was being collected for this study in late 2010, the railway companies
of Croatia, Slovenia, and Serbia formed a new joint-stock company to service the
European Corridor 10 cargo route to Istanbul which, following the opening of the
Bosphorus tunnel, will link Europe across Asia to China.

Opportunities to strengthen the position of national economies by improved regional

competitiveness lie in many other sectors as well.
IT IS5 2asier 1o a0 DUsiness Now In all 1Y Ctles pencnmarkea in Lous

Dealing with
Starting a construction Registering Enforcing
City, Economy business permits property contracts

Skopje, FYR Macedonia » -
Banja Luka, Bosnia and Herzegoving ' '
v P

Vranje, Serbia

Miksic, Montenegro

Podgorica, Montenegro

Uzice, Serbia

Sarajevo, Bosnia and Herzegowing
Bitola, FYR Macedonia

Viora, Albania

ASAYAYATATANA

AYASASAYAY
AYAY

Mostar, Bosnia and Herzegowving

ATAY

Plievlja, Montenegro

Chisinau, Moldova

S8

Tirana, Albania

AYASAY

Belgrade, Serbiag
Shkodra, Albania
Zrenjanin, Serbia

:\\‘.‘i\‘.‘.‘i\ﬂ‘.i\‘i“‘

Prizren, Kosowvo
Pristina, Kosowvo X

Krusevac, Serbia v X
v Doing Business reform making it easier to do business

X Doing Business reform making it more difficult to do business
Nove The 19 dities measured in 2008 e @
refperns making it easier to do business » b
imreases in their ranking on the 4 Doing Busimess topics measus
Sourcer Doing Business database.

of refiorms. A the top of the ranking are dities where mast
008 and January 201 1 and which have achieved the biggest

Source: Easy of doing business, 2011

All 19 cities measured for the second time made it easier to start a business. The most
popular start-up reform since 2008 was the establishment or improvement of one-stop

shops—as seen in 10 cities. For example, in Belgrade (Serbia), the registration with
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various agencies has been consolidated under one roof. **The city of Skopje (FYR
Macedonia) is a top performer on the ease of starting a business and dealing with
construction permits, on the contrary the performance is really bad related to property
registration comparatively to Bitola (FYR Macedonia) or to Moldova’s cities. The
table indicates wide variation in performance by indicator even among cities within the
same economy—with the exception of starting a business. In addition, Zrenjanin could
provide a positive example to other Serbian cities.

More specific:

Serbia is enacted specific legislation outlining guarantees and safeguards for foreign
investors. The current Law on Foreign Investments establishes the framework for
investment in Serbia. The law eliminates previous investment restrictions; extends
national treatment to foreign investors; allows the transfer/repatriation of profits and
dividends; provides guarantees against expropriation; and allows customs duty for
equipment imported as capital-in-kind. In order to attract FDI, Serbia developed a
range of incentives for investors in 2006, including cash grants to investors that create
significant new jobs, as well as tax incentives in the form of credits, cuts in payroll
contributions and reduced corporate tax rates.

In addition, in July 2008, the Government expanded these programs. Serbia’s
government is trying to welcome foreign participation in privatization for its public
enterprises. A foreign investor or entity cannot establish an enterprise in the defense
sector or in areas defined as restricted zones by law.*! A foreign investor may establish
an enterprise in the above-mentioned field or areas, or invest in it together with a
domestic entity, but without acquiring the majority rights to manage such an enterprise,
and only with the consent of the Ministry of Defense. The establishment of Serbian
Investment and Export Promotion Agency (SIEPA) is amazing to provide direct
assistance to investors. In addition, the Agency for Privatization provides information
and works with potential investors to educate them about the privatization program and
related opportunities. A number of sectors (agriculture, production of yarn and fabrics,

garment manufacture, leather processing, production of base metals and standard metal

% http://www.developingmarkets.com/dma/wp-content/uploads/2010/05/investing-in-montenegro-
2010.pdf
%1 EDI performance of Western Balkan countries, A. Kostantinov(2006)
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products, production of any sort of machinery, electronic goods, medical instruments,
or motor vehicles, recycling, and video production) may obtain a tax credit in the
amount of 80% of investments made in fixed assets, with the unused portion carried
forward up to 10 years. Small enterprises outside of these sectors may receive tax
credits equal to 40% of the amount invested in fixed assets in the current year (credit
cannot exceed 70% of the total tax liability).

In addition, the tax law offers incentives for employing new workers. An employer that
employs new workers is entitled to a tax reduction equal to 100% of the gross salary.
This tax credit is available for two years from the date of employment of new workers,
provided that employment is not reduced during that period. The banking sector
comprises 90% of the total assets of the financial sector in Serbia. After several years
without issuing new licenses, meaning foreign banks could enter the Serbian market
only through the acquisition of a local bank, the National Bank of Serbia issued a new

banking license to the Bank of Moscow in 2008.

An alternative country which is providing a very stable climate for foreign investment
is Bulgaria. The macroeconomic conditions are relative the same as the rest of Europe,
with few divergences. Successive governments have demonstrated a commitment to
economic reforms and responsible fiscal planning, but the global downturn is reducing
exports, capital inflows, and industrial production. The GDP in 2009 is contracted by
approximately 5%. Corruption in the public administration, a weak judiciary, and the
presence of organized crime remain significant challenges. The sectors that are
attractive for foreign investors are: energy (including alternative energies), information
technology, transportation, telecommunications, and agriculture. EU integration has
opened new markets for Bulgarian-produced goods and services. Bulgaria’s labor
market is generally well-educated and relatively low-cost. The country’s geographic
position along with its economic performance and political stability has enabled
Bulgaria to attract leading foreign investors. A country’s prospective to Euro currency
provided stability and incentives for increased trade and investment. Bulgaria's
overreliance on capital account inflows has made the economy vulnerable to external

financial shocks. The Investment Promotion Act stipulates equal treatment of foreign
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and domestic investors. It creates conditions for improved administrative services and

includes an investment incentive package.

The law encourages investment in manufacturing and renewable energy, in high-
technology, as well as in education and human resource development. The law

explicitly recognizes intellectual property and securities as foreign investments.*

Even though Albania is a small country situated in South Eastern Europe in the West
of Balkan Peninsula, the government’s effort to attract investment seemed to be
resulted during the last years. The macroeconomic environment has remained favorable
in recent years, although high trade and fiscal deficits persist. Economic growth is
stable at around 5-6% of GDP annually, driven mainly by construction, business
services and transport. Official unemployment remains around 15 per cent of the labor
force, but underemployment is widespread. Annual consumer price inflation is
relatively subdued at 2-4 per cent. The exchange rate is stable, subject to appreciation
pressures and the seasonal effect of uneven remittance transfers, with sharp peaks in
summer and winter. Albania has achieved significant reforms in recent years but

significant challenges remain.

The business environment suffers from high corruption and serious shortcomings in the
judiciary. Law enforcement is not in a sequent base. Despite sizeable investments in
recent years, infrastructure is unhappily insufficient. A substandard road network, lack
of reliable power supply, and environmental poverty obstruct investors' ability to tap
the Albanian market. The importance of attracting investment was identified by the
government of Sali Berisha, knows well that a battle for foreign investment is constant.
Even if the local capital has played a significant role to the economy development,
especially with so much coming in from remittances, but Albania’s key industries will
have a long way to run. Outlying regions of Tirana, where poverty is highest, need
investment. The low level of foreign interest is largely due to the fact that Albania's

international image is poor. Growth, ranging between 5% and 6%, is respectable. The

% Bulgaria Economy Overview- Ina Dimireva-2010, UNCTAD Bulgaria,2010
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signing of the Stability and Association Agreement with the EU gives the Albania the

potential of a stable macroeconomic environment.*

The other big state is_Croatia, which in the vision of entering the EU is made a lot of
effort in order to reinforce its economic and political stability. According to report of
Croatian national chamber the increased in FDI was connected directly with the
decrease of the corruption level. For Every one point increase in the CPI score results
in an increase in FDI of 0.5% of GDP and a rise in average incomes of up to 4%, By
fighting corruption Croatian government is making an effort to effectively increase

Foreign Direct Investment. *

Transparent business practices that are implied in Croatia are focusing on application
of high standards of quality in all working segments, modern technology, focus on the
clients and business partners - sales establishments and their needs; these are the
principles and values that uphold towards the community, by supporting numerous

projects significant for its progress.

Croatia is eligible for financing and political risk insurance coverage from the U.S.
Overseas Private Investment Corporation (OPIC). The country is being destined to play
a significant role, the help of OPIC which is reaching $250 million in political risk
insurance was aiming to support financing for the construction of a motorway in
Croatia that will do much to improve the country's infrastructure, reduce transportation
costs, and develop the tourism potential of the Dalmatian coast. OPIC provided the
insurance to Private Export Funding Corporation (PEFCO) to support PEFCO's
financing to Croatian Motorways, Itd. for construction of a portion of the Zagreb-Split
motorway, consisting of a tolled four-lane highway connecting Bregana and Zagreb,
and Bosiljevo with Sveti Rok. OPIC supported a $200 million private equity fund the
widest area of south eastern Europe , Southeast Europe Equity Fund I, managed by

Bedminster Capital Management, which invested in the Croatian banking sector (as

* UNCTAD
** Transparency indexes

35 . . . . . . . .
News and Views, information from the official site of national commercial champers
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part of the consortium that purchased Dubrovacka Banka) and the Croatian
communications sector (by investing in Digital City Media, a broadband cable tv
network in Croatia). In the event that OPIC should pay an inconvertibility claim under
its political risk coverage, the local currency accepted by OPIC in any subsequent
recovery would be made available to the Embassy on a priority basis for U.S.

Government expenses.

Montenegro where its key economic objectives are sustainable development, rule of
law, and an increase in living standards through the development of an open market
economy. Montenegro’s legislation has been brought in line with World Trade
Organization (WTQO) requirements, and negotiations for full membership are nearing
completion. The country is well integrated into regional and global trade and, since
2000; Montenegro has implemented a Free Trade Agreement (FTA) with Russia and
CentralEuropean countries (CEFTA). Cooperation with neighboring countries has
increased, particularly in the areas of cross-border projects. Many Montenegrin
products are admitted without quotas or custom fees to the EU (agricultural products,
“baby beef” products and textile products) and other preferential measures have
recently been extended.**

The rapid economic transition from planned economy to liberalized markets provoked
two marked types of shocks to firms located in the region. First, the change in nature of
markets obligated firms to adapt their mode of production — technologies, business
strategies and so on - and well as their products. Second, institutional changes were
also required by the new business legislation. Italy today is, together with Germany,
the main commercial partner of the Western Balkan countries, with more than 30,000

Italian firms operating and investing in the former Yugoslav countries and Albania.
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11. Entrepreneurship mobility within the region during the crisis years

Due to the negative impact of the ongoing economic and financial crisis, and major
uncertainties regarding its evolution in the short term, companies expect a sharp
decline in their FDI expenditures in 2009.

The sensitivity of CESEE countries to the crisis exists due to three factors:

1. Capital flows and financial integration,

2. Dependence on foreign trade,

3. Migration and remittances.

Darvas and Veugelers (2009) demonstrate that foreign trade played a crucial role in the
pre-crisis economic growth of CESEE countries, and that their dependence on foreign
trade is greater than many other emerging and developing countries. Remittances are
also very important for some countries: Moldova (34% of GDP in 2007),
Bosnia/Herzegovina (17%), Armenia (14%), Albania (13%), Georgia (7%), Bulgaria
and Romania (5%), and between 2% and 4% for eight further CESEE countries. In
general, CESEE countries entered the crisis more vulnerable than other emerging
regions, although there are considerable differences within the region. A key feature of
these countries is that their pre-crisis growth was associated with rising current account
deficits (with the exception of commaodity exporters),

Companies’ investment plans have already been significantly affected by various
aspects of the ongoing economic and financial crisis: 85% of the responding firms
reported its negative impact on their FDI expenditures, among which 37% declared this
impact to be “very negative”. Firms are very concerned about the short-term evolution
of their business environment. Almost 90% of them are pessimistic or very pessimistic
about global FDI prospects for 2009.%

Among the global risks that could potentially affect FDI plans, respondents considered
three as especially threatening: a deepening of the global economic downturn, an
increase in financial instability, and a rise in protectionism involving a change in

foreign investment regimes.

** World Bank Annual Report ,2011
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The instability of petroleum and raw material prices and exchange-rate instability were
proved to be major threats. During the government’s effort to reduce costs and
expenditures in order to overcome the consequences of the crisis, respondent showed a
propensity to rely more heavily on non-equity entry modes, such as partnerships or
licensing, to develop their international business operations. They were more cautious
about equity investments such as cross-border mergers and acquisitions (M&As) and
Greenfield projects. Consequently, it is proved that FDI plans for 2009 tend to be
negatively oriented. About 58% of the respondents reported their intention to reduce
their FDI abroad in 2009 compared to 2008, with nearly one-third of them anticipating
a large decrease (more than30%) compared to 2008. Business executives expressed
less negative views for the medium term than for 2009. Roughly 45% of them were
“optimistic” or “very optimistic” about the global business environment for 2011, as
compared to 10% for 2010 and 0% for 2009. The crisis will not affect the overall trend
towards further internationalization of companies’ activities. For instance, nearly 48%
of respondents said they intended to carry out more than half of their investments
abroad in 2011, as against only 41% in 2008.%

Many business-cycle-sensitive industries such as automotives and other transport
materials, metal and non-metal products, chemicals, and, more generally, the
manufacturing sector as a whole, have been among the worst affected by the crisis,
resulting in a direct negative impact on their FDI plans.

Even though over the past 8 years there has been much activity by governments in
reforming the regulatory environment for domestic businesses. In structuring their
reform programs for the business environment, governments use multiple data sources
and indicators. And reformers respond to many stakeholders and interest groups, all of
them bring important issues and concerns into the reform debate. The following
schedule explains the procedures so as to successfully run a domestic business. The
stages are 3 and the variables that are determining the enterprises efficiency are the
time and the cost.

" World Bank Annual Report 2008

37



FDI &STRATEGIC MANAGEMENT IN BALKANS

FIGURE 2.1
What is the time, cost, paid-in minimum capital and number of procedures
to get a local, limited liability company up and running?

COST
(% of income per capita) Formal
operation

NUMBER OF
PROCEDURES

Sz

Paid-in —
minimum —
capital —

Entrepreneur

TIME (days)

Registration,

Preincorporation i X
incorporation

Postincorporation

Source: doing business in south Eastern Europe 2011

12. Which would be the form of investment?

Enabling easier, faster, and more affordable business entry is essential for private
sector development. In some economies, the process is straightforward and
inexpensive, while in others it is so weighty and time-consuming that entrepreneurs
either have to face the difficult and corrupted levels of bureaucracy to speed up the
process, operate their businesses informally, or go somewhere else. Formal operations
offer several advantages.

For entrepreneurs, starting a limited liability company helps protect their personal
assets. And formal companies tend to have greater access to credit, which can be
critical for growth.,

Registered companies also have an easier time attracting trading partners in foreign
markets. It is a common knowledge that more formal registered enterprises means

more tax revenue in government accounts.
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Research shows that well-designed business regulations can reduce informality and
boost productivity. When business entry is faster and less costly, more firms enter the
formal market.

After analyzing the external environment the enterprise should be examined in which
form should be the investment? The three basic types of FDI are, first, and most
common, a parent firm (that is, a dominant firm usually located in a powerful
economy) buying satellite firms in foreign countries. Second, there is the concept of
reinvesting the purchased company's profits back into the host country. Finally, there is
the more technical financing of foreign affiliates through loans and guarantees and the
stock exchange market. Basically the South Eastern Europe Eastern Europe receives its
foreign investment funding from Europe, especially northern Europe, and specifically,
Germany and Sweden. In this case, the purpose of this FDI is to buy and assist
concerns in mining, metals and petroleum. Many specialists are considering the growth
of markets, and, to a very limited extent, the availability of cheap labor, as the most

attractive factors so as proceed in an investment in a region.

The regions of South Eastern Europe which at present host the largest proportion of
FDI flows and stocks, still rank highly to investors preference. The quality of their
business environment (including such factors as government efficiency, quality of
infrastructure and availability of skills and talent) is regarded as the basic element for

the performance of the investment.
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13. Conclusions

The Balkan area has been lately dominated by instability in political and economical
fields. The mobility of capital has been led by the need to increase individual firms’
marginal profit. Developing and transition economies continued to account for more
than half of global FDI inflows in the first half of 2011. Enabling easier, faster, and
more affordable business entry is essential for private sector development. Almost half
of the countries measured in South East Europe have already taken such a step.
Montenegro is in the process of merging business registration with tax registration
because its economic policy is oriented towards membership of the European Union
(EV).

Structural reforms and the creation of a favorable business environment will support
the aim of attracting foreign investments, and they are remaining first priority.
Integrating all procedures within a one-stop shop would be the next big step. Some
cities—like those in Albania— have already done so. The “single window” one-Stop
shops established in all Albanian cities enable entrepreneurs to complete company, tax,
social insurance, health insurance, and labor directorate registrations using a single
application procedure. In Skopje (FYR Macedonia), the Central Registry (established
in 2006) allows entrepreneurs to complete company, tax, statistics, and social fund
registrations and then publishes the notice of the company’s establishment on the
registry’s website. Neighbors should take note of this streamlined process.®

The number of procedures required during the construction phase also varies within the
region. According to UNCTA reports a two per cent increase in global FDI inflows in
the first half of 2011, continued the 5 per cent moderate recovery observed in 2010.
However in the third-quarter data on cross-border mergers and acquisitions and
Greenfield investments indicate decelerating growth in foreign direct investment (FDI)
in the Balkan region.

Trade policies and strategies remain weak point of Balkan countries and they all prove
high trade deficits in the last decade. Trade deficits range as a share of GDP from 20%
to 25 %, except Bosnia and Herzegovina where this share was around 47 %.

% Easy of doing business, World Bank
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Greek companies have shown ignorance of the use of strategic management tool when
investing abroad. Especially in northern Greece and, according to consultant
enterprises, Greek entrepreneurs are reluctant to use specialists in order to examine
whether or not proceeding in an investment. Mainly, they are moved by the owners’
decision and willingness in order to proceed in new markets. The criteria which
determine which would be the potential host country are mainly logistics, networking,
demographic criteria and size of market. The majority of the northern Greece’s
companies are preferring to invest in Bulgaria mainly because of the Country’s
economically and politically stability. According to my field research, | found Greek
entrepreneurs reluctant and suspicious to reveal data related to their foreign
investments. The case of Fibran Company is notable, which from the begging, it was
adapting an aggressive investment policy with factories all over the Balkans. The basic
production units are established in Portugal, Bulgaria and Slovenia; these countries
invest in production factories and intermediaries offices in Albania and Serbia which
are mainly responsible for exporting the products. The decision of whether or not the
firm should invest is taking by the board of directors and especially by Mr
Anastasiades. The determinant factors are related with the economic characteristics of
the country, and issues such as low wages or the market demand is proved to be the
company’s drivers. The forms of investment are coming from the company’s annual
budget and are taken by the equity capitals of the firm. None of the investment action
comes as a proposal from an outsourcing expertise and none of them is the outcome of
an external and detailed business plan. Interesting to mention is the absence of
forecasting tools. However, during the investment period, the country that was chosen
each time as a destination of capital flow was benefited in terms of political and

economical stability.

To conclude, in south Eastern Europe, there have been seriously reforms applied into
legal networking in order to attract investment, due to the fact that in Balkan countries
foreign direct investment always regarded crucial for the development of the economy.
The good geographic position, the easy free access to the EU market, the small
distance to Mediterranean countries and relatively good infrastructure make the Balkan

countries attractive for FDIs. Ending up, the stronger economic cooperation among
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Balkan countries would focus on stability in the region, increase trade volume and

promote the region as a good and safe place to invest.
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