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Offices

Property investment, development
opportunities abound in Sofia

After several years of pressure on landlords
the Sofia office market has reached the tip-
ping point from which investment and de-
velopment offer a sizable opportunity. The
pre-recession development spree has now
brought significant volume of institutional
quality stock to the investment market and
with yields at competitive levels compared
to Central and Eastern Europe in general a
return of international investors is expect-
ed.

Across the country Sofia remains the most
active leasing market but the big cities, espe-
cially the second largest, Plovdiv, are seeing
an increase in their share in the total volume
of the leases. Office take-up in 2014 amount-
ed to 154,000 sq m which was the highest
result for the last six years. Leasing activity
continues apace and is expected to record a
new increase compared to the last year.

0 000000000
Headline rents for class A of-
fices in Sofia remain stable

NG

Hot spots

Demand from the outsourcing sector has the
most positive impact on the prime market
segment, resulting in gradual rental growth
and decreasing vacancy rates. It also provides
grounds for developers to start new office
projects or to restart some which are cur-
rently on hold.

The existing stock of modern office space
in Sofia stands at 1,709,153 sq m (class A and
B). Around 100,000 sq m are expected to be
delivered by the end of 2015 but this space is
estimated as insufficient to meet occupier
requirements for prime space in the medium
term.

The largest project with delivery date this
year is Capital Fort with 42,000 sq m of leas-
able office space. The building is located near
a metro station on Tsarigradsko Shose Blvd.
and came into operation in the second half
of the year.

Because of the specific tenant requirements,
leasing activity is concentrated in the of-
fice zones alongside the main boulevards
such as Tsarigradsko Shose, Bulgaria, Todor
Alexandrov, Nikola Vaptsarov as well as in
the suburbs and the area near Sofia airport.
However, the restart of large projects such
as City Tower (34,600 sq m leasable office
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Best outsourcing destinations for 2015,
Cushman & Wakefield’s global BPO &
Shared Service Location Index

EUROPE
Country Overall Conditions  Cost P"‘?;()ﬁ)y ear
Bulgaria 3 3 10 14
Romania 4 5 12 1
Hungary 9 9 15 17
Lithuania 10 1 19 new entrant
Czech Republic 7 12 2 13
WORLDWIDE
Region Country Overall Conditions Cost Pre\zi;(;ﬁ)y ear
APAC Vietnam 1 15 6 5
APAC Philippines 2 34 2 3
EMEA Bulgaria 3 3 10 14
AMERICAS Peru 4 5 12 1
APAC Malaysia 5 29 5 7
Source: Forton/Cushman& Wakefield
Prime rents and yields (Sofia area)
Rent (€/sqm/month) Yield (%)
2016 (f) 125 8
2015 (f) 125 85
2014 125 9.25
2013 125 95
2012 125 95
20m 12 975

Source: Forton/Cushman& Wakefield



space) will draw again occupier attention to
the Central Business District (CBD) area. The
office building is developed by GEK-Terna and
is expected to be delivered in 2017.

Since last year, some office markets out-
side Sofia have also become interesting for
the tenants. Business process outsourc
ing (BPO) and IT companies, which have
already established their operations in So-
fia, found their next office locations in the
second-tier cities as Plovdiv, Varna, Burgas,
Ruse etc.

Rents

The headline rents for class A offices in Sofia
remain stable in the range of 10.5-12.5 euro/sq
m/month with the highest levels command-
ed by the CBD submarket. However, as a re-
sult of occupier demand for quality space and
the concentration of such projects alongside
the main boulevards, the rents in these areas
are also approaching the upper level for the
segment. A slight increase is expected over
the next couple of quarters.

Investment

The recovering office market encourages de-
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Sofia remains Bulgaria’s most
active leasing market for office
properties

velopers to start new projects not only in Sofia
but also in other big cities where the supply of
quality offices is relatively low. A good example
is Plovdiv where around 21,000 sq m are under
construction. The pipeline in Sofia amounts
to over 170,000 sq m after a number of new
projects have been started or unfrozen.

Offices provide an attractive investment op-
portunity in view of the stable rents and the
high occupancy rates, especially in the prime
market segment. So far, activity has concen-
trated on underperforming or distressed as-
sets with class A specification in established
markets. With regard to technical specifica-
tions occupancy there are properties avail-

0000000000
Sofia office space yields com-
petitive compared to CEE

able for sale that can meet an international
investor requirements.

Retail

Bulgarian market
relatively saturated

After years of strong development activity,
the retail market, in particular in Sofia and
other big cities, is relatively saturated. At the
beginning of 2015 the total stock of shopping
centers for the country is 763,000 sq m with
over one third of this space concentrated in
the capital city where 10 malls and three re-
tail parks are operating.

For the time being the only new project
planned for delivery in 2015 is Plaza West —
with gross leasable area (GLA) of 26,050 sq
m, in the west of Sofia.

The stronger potential now is in the restruc
turing of underperforming shopping cent-
ers so that they could find their place on the
market again. Such example is the first mall
in Sofia — City Center Sofia, acquired in 2014
by Revetas Capital and currently is in proc
ess of repositioning under the guidance of
Forton as exclusive leasing agent.

IT companies - the rising stars of the Bulgarian office market

The IT and BPO sectors are the main demand drivers alongside the
more traditional customers from the financial and pharma indus-
tries. Moreover, in the field of the outsourcing Bulgaria is a rising
star with the status of the favorite destination in EMEA according
to Cushman&Wakefield’s global BPO & Shared Service Location In-
dex for 2014. Worldwide, the country ranks in 3rd place, moving up
11 positions for one year - more than any other market worldwide.

And this is not just number-crunching. Telerik, a home-grown lead-
erin application development software and services, was acquired
by US company Progress for $262.5 million. HP unveiled an 5.1 mil-
lion euro technology lab. A vibrant BPO sector has attracted the
attention of Telus from Canada and TeleTech from the US, which
acquired the leading local service suppliers.

Bulgaria has been in the focus of the IT and Shared Services sec
tors during the last two years and this interest continues. Leading
companies such as HP, SAP Labs, Coca Cola HBC, IBM, 60K, Visteon,
TeleTech (Sofica Group), Optimal Payments, Sutherland, etc, are
represented on the market, most of them with announced plans
to enlarge their operations. For those businesses the country offers

the best combination of costs, risks and operating conditions, as-
sessed in the Cushman&Wakefield's rankings as factors that are
likely to affect the successful operation of the outsourcing compa-
nies around the world.

The key advantages of the country are low corporate taxes as well
as availability of an affordable and skilled workforce. Every year
around 60,000 students graduate from the universities in the
country with 50% majoring in academic fields that meet the de-
mands of the Shared Service sector.

According to a survey conducted by the Bulgarian Outsourcing As-
sociation as of the end of 2014 the young people up to 34 years of
age in Sofia are 323,400. Of them 122,000 have graduated from high
school, 100,000 have a high level of proficiency in one or more for-
eign languages, and 209,000 have a high level of computer literacy.

In addition, Sofia is the second fastest developing city in Europe ac
cording to a survey by Oxford Economics. The Bulgarian capital is
expected to have a growth of 6.3% in the period 2010 to 2015, trailing
only Bucharest, where the expected growth is 7.2% for the period.
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The supply potential in the
retail real estate market lies

in restructuring of underper-
forming shopping ceters

Prime rents and yields (Sofia area)

Rents (€/sqm/month) Yields
20m 27 9
2012 27 9
2013 22 9,25
2014 20 9,25
2015 (f) 22 9,25

Source: Forton/Cushman&Wakefield

Shopping Centers per cities (sqm)

Burgas 65.231

Varna 85.000
Veliko Tarnovo 15.981

Gabrovo 18.000
Pleven 23.866
Plovdiv 67.000
Ruse 35500
Sofia 395.255
Stara Zagora 57.222

Total 763.055

Source: Forton/Cushman&Wakefield

Hot spots

For the Sofia market, 2014 was the last year
of strong development activity with the de-
livery of two schemes — Sofia Ring Mall (GLA
69,000 sgm) and Mega Mall (GLA 25,250 sq
m). As new projects came on the market, the
pressure piled on the existing ones to retain
their footfall and turnover. This competitive
environment is likely to put off developers
but in the meantime will offer cherry-picking
opportunities for institutional investors as
dominating centers within certain catch-
ment areas cement their market positions.

What is true for Sofia is also true for second-
and third-tier city markets. Throughout most
of them competition has produced leading
projects which have managed to capture the
new demand from international and vibrant
national retail brands.

The most active occupiers remain big inter-
national retailers such as H&M, LC Waikiki,
the brands of Inditex and LPP etc. However,
some of them are already operating in the
big cities and now are looking for locations in
regional centers with over 100,000 residents.
The newcomers such as the polish shoe brand
CCC are still focused in the major cities.

After the change of the ownership of Prak-
tiker and bauMax in the last year, now the
DIY sector is in process of restructuring.
The bauMax stores have been rebranded to
HomeMax and are being repositioned in the
home improvement segment.

Over the last few months there were a
number of new openings in the sector. In So-
fia the first Mr. Bricolage store (4,500 sq m) in
a shopping center started operations in Sofia
Ring Mall. A new Praktiker is already under
construction in Varna while the former store
of the DIY chain in Retail Park Varna has been
occupied by IKEA for its first order and collec
tion point on 2,500 sg m.

The fast moving consumer goods (FMCG)
sector is dominated by discount chains as Lidl
and Kaufland, both part of the biggest Euro-
pean retail group Schwartz. The other fast
expanding brand is Billa, part of the retail
group REWE.

Rental levels

The strong increase of the supply and the
cautious expansion of most retailers over
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The retail market, in particu-
lar in Sofia and other big cit-
ies, is relatively saturated

the last few years have put rental levels un-
der pressure. However, since the end of 2014
the levels have stabilized around 20 euro per
sq m/month for prime space in the shopping
malls in Sofia. The prime locations on main
streets such as Vitosha Blvd. in Sofia also
registered no price changes over the last few
quarters and remained around 44 euro per sq
m/month.

Investment activity

There were several significant acquisitions
of shopping centers in 2014, as investors
chased down distressed assets. The deal for
City Center Sofia was followed by that for
Galleria Plovdiv and, in the beginning of 20715,
by that for another shopping center with
construction on hold in Plovdiv - Markovo
Tepe Mall.

INDUSTRIAL
Overview

The industrial real estate market in Bulgaria
offers a large field for new project develop-
ment while the opportunities for investment
remain limited. The total industrial stock in
the region of the capital city Sofiaamounts to
835,000 sq m but the most part of this space
isold, in a poor condition or of small size.

On the other hand, the limited availability
of modern space combined with Bulgaria’s
improving economic performance provides
an opportunity for new projects in the in-
dustrial segment. Before the crisis, a number
of projects for new industrial and logistic
parks were on the drawing boards and most
of them are still there. Now that there is evi-
dence of occupier demand for modern space
and potential for rental growth, the appetite
for new speculative developments is also on
the increase.

Hot spots
Sofia and the developing industrial areas

around it remain the key target for most of
the investors in logistic space. The area is at-



tractive as the largest consumer market in
Bulgaria, also as cross point of three Pan-Eu-
ropean Transport Corridors — IV, VIl and IX.
To the west of the city German manufactur-
er of automotive climate controls Behr-Hella
Thermocontrol opened in 2015 the first phase
of its factory in the government-owned in-
dustrial zone in Bozhurishte.

The projects to the east of Sofia are mainly
logistic developments such as East Ring Lo-
gistic Park and Industrial Park Sofia East.

Away from Sofia, most of the demand is
concentrated in the light industry, tailor-
ing and automotive segments. The demand
drivers are international manufacturers in
search of cost-efficient ways to grow their
operations through outsourcing or offshor-
ing. They are interested in the industrial
zones around the second largest city Plov-
div. Among the large factories already op-
erating in the region are these of ABB, Lie-
bherr, Schneider Electric. Sensata and SMC
Automation were the latest new arrivals
to the Plovdiv area. Regional cities with in-
dustrial traditions and human resources are
also in the investor focus, especially of the

000006060000
Opportunities for investment
in industrial property are
limited
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automotive industry, with Teklas Bulgaria in
Kurdzhali and Nexans Autoelectricin Pleven
being the most recent examples.

Rents

After a slight increase in prime rents in So-
fia region, prime logistics space is traded at
3.75 euro per sq m/month with even higher
levels in 2015 expected as demand firms up
and supply remains low. Rental growth is un-
derpinned by the low vacancy rate (around
2% as of Q1 2015) and the shortage of specu-
lative space. A number of projects are under
development but due to their relatively small
size even after their completion the supply
will remain insufficient to meet the occupier
growth.

Investment

The outsourcing wave in the light industry
sectors — sewing, automotive and metal
processing continues and this is a good rea-
son to expect that the interest in purchases
of land for industrial developments will con-
tinue. Currently Bulgaria offers over 10,000 ha
of pre-developed industrial and logistics land
plots in private and state industrial zones, for
build-to-suit or build-to-own projects.

Due to its location, predictability, available
working force and easy access to major trans-
port corridors, Bulgaria has also the poten-
tial to become hub for the light industry in
Southeast Europe.
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Industrial Stock and Pipeline (Sofia area)

Stock Pipeline
2015 (H1) 834.940 57070
2014 825760 24834
2013 796.636 26.254
2012 726915 36.654
201 647157 37.965

Source: Forton/Cushman& Wakefield

Prime Rents and Yields (Sofia area)

Rents (€/sqm/month) Yield (%)
2015 (H1) 375 125
2014 375 n.25
2013 35 n75
2012 35 nis
201 375 12

Source: Forton/Cushman&Wakefield

Uplift in investment builds on availability of institutional assets, recovering market, access to debt

After a pre-2008 development boom and the more recent stabiliza-
tion of occupational markets Bulgaria now offers an attractive mix
of investment opportunities across all commercial real estate sectors.
This is yet to translate into institutional deal-making as investors shift
their focus from some of the overcrowded central European markets
and capital flows out of the troubled Russian and Ukrainian econo-
mies in chase of higher returns.

Encouraging signs were already evident in 2014 when Bulgaria’s
real estate market saw the highest level of investment activity for
the last five years. Total volumes amounted to 273 million euro as
mainly local developers and corporate occupiers revived the land
market, banks were encouraged to off-load some of their non-per-
forming loans and owned real estate and several investors released
non-core assets to local players.

The distressed opportunity has by and large been exhausted and a
shift to the institutional side of business is expected to bring more

transactions with income producing assets in the prime end of the
market. Specifically offices in Sofia, the capital city, are now drawing
the attention of buyers and potential deals are gradually brought
to the table. Dominant shopping centers offer a broader geography
and potentially higher individual lot sizes.

The prime office segment in Sofia enjoys solid fundamentals due to
strong occupier demand fueled mostly by the IT and BPO sectors.
As a result the market is expected to see further yield compression
with rates going down to 8% or even below for top quality assets
by 2016 compared to around 9% in 2014, yet still above the 7% rates
seen at the previous peak.

The process is supported by debt availability on the income gen-
erating side of business with Business Park Sofia closing on 103
million euro refinancing with UniCredit in 2015 following an ear-
lier 75 million euro deal of Hungary’s OTP Bank for a leading shop-
ping center.
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Prolonged gas cuts during
2015/2016 winter unlikely
amidst ward off effects
from Ukraine crisis

By Djordje Daskalovich

Tom Rogers,
Senior Advisor to the EY *
Eurozone Economic Forecast

Tom Rogers is currently Senior Advisor to the EY
Eurozone Economic Forecast, and Associate Di-
rector of Macro Consulting, Oxford Economics.
Previously Economic Advisor at HM Treasury
and the Foreign and Commonwealth Office.

Do you see the effects of the Rus- the crisis, most of Western and Eastern Eu-  from the crisis, caused by recessions in Rus-
sia-Ukraine crisis wearing off in the rope have weathered the impact of the Rus-  sia and Ukraine and the sanctions/counter-
short-term? sia-Ukraine crisis relatively well so far, as the  sanctions. The gas crisis has been avoided

growth momentum in the Eurozone turned  and prolonged gas cutoffs are unlikely in the
Despite serious concerns at the beginning of  out stronger than the downward pressures  2015-2016 winter period.
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SEE continues to be challenged
by a mutually reinforcing
process of deleveraging and
weak domestic demand

How do you see the crisis in Greece
affecting the countries in South-
east Europe (SEE)? Which coun-
tries/sectors do you consider to be
most vulnerable, and which ones
could benefit from it?

SEE is the most exposed region to Greece,
through most economic channels —financial,
trade, tourism, remittances and confidence.
While trade exposures do not exceed 3.5% of
GDP (in Bulgaria), banking sector exposures
are much larger. Greece’s four largest banks
hold between 14% (in Serbia) and 22-23%
(Macedonia and Bulgaria) of total banking
sector assets in SEE, and their claims stand at
8%-19% of host countries’ GDP.

The good news, however, is that most of the
Greek-owned banks in the region are subsidi-
aries, rather than branches, and their reliance
on parent-bank funding has declined signifi-
cantly since the outbreak of Greece’s sover-
eign debt crisis.

What other key factors do you think
will impact the economic outlook of
the countries in the region?

The region continues to be challenged from a
mutually reinforcing process of deleveraging
and weak domestic demand. Banks' ability
to make new loans will remain hampered by
the need to allow for possible losses on loans
made prior to the Eurozone crisis.

000006060000
The flow of migrants and
refugees from crisis-hit
countries in the Middle East
poses significant challenges

to countries in SEE

The region is also still heavily exposed to Rus-
sian gas transiting through Ukraine, while the
gas dispute between the two countries con-
tinues. The process of building infrastructure
in CEE/SEE that would allow greater intercon-
nectedness and reverse flows is ongoing, but
will take several years to complete.

The flow of migrants and refugees from crisis-
hit countries in the Middle East (Syria, Libya,
Yemen) also poses significant challenges to
countries in the region, where Serbia receives
by far the largest percentage of refugees.

Which economies in SEE do you think
will pace GDP growth in 2015 and
which would be the main growth
drivers?

Macedonia and Romania will be the fastest
growing economies in the region in 2015, ex-
panding by 3.5% and 3.2% y/y respectively,
driven by recovering demand in the Euro-
zone, feeding into domestic consumption,
and the ending deleveraging process. Most
of the other countries in the region, in the
meantime, either suffer from sluggish do-
mestic demand (Serbia, Croatia, Bulgaria) or
face pressures from geopolitical tensions in
their major trading partners (Moldova, in the
case of the Russia-Ukraine crisis, and Turkey,
suffering from both Ukrainian and Middle
Eastern crises).

Which countries in the SEE region do
you expect will be the top perform-
ers in terms of attracted FDI in 2015,
and why? Which are the most attrac-
tive sectors to foreign investors in
the region?

If the latest trends persist, Macedonia should
continue to receive rising volumes of FDI,
having seen a 35% increase in project num-
bers and a 74% increase in foreign capital
investment in 2014. This has been driven by
its extensive business environment reforms
and the country’s recently acquired EU mem-
bership candidate status. In 2014 Macedonia
outperformed in FDI job creation, up of 223%
compared to the previous year according to
the EY European Attractiveness survey 2015.

Both Serbia and Bulgaria appear in the rank-
ing at the 12th and 13th position respectively.
In terms of volume, Romania ranked among
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Manufacturing and

ICT will remain the most
attractive sectors for foreign
investors.

the top 15 FDI destination in Europe in 2014
and is likely to remain one of the largest
destinations for inward FDI in Southeastern
Europe in the coming years. After lagging
behind for many years, Romania’s aggressive
anti-corruption reforms since 2013 improved
the country’s investment climate, attracting
both market- and export-oriented FDI.

Manufacturing and ICT will remain the most
attractive sectors.

What is your outlook the level of
NPLs in SEE countries this year?
Which of them according to your
view will manage to keep bad loans
under control and reduce their NPLs
to sustainable levels in mid-term
and why?

According to the 2015 IMF Global Financial
Stability Report, Serbia, Albania (both at 23%),
Montenegro and Bulgaria (17%), as well as Ro-
mania (15.3%) suffer from the highest levels
of NPLs as a share of total assets. According
to the IMF NPLs in Serbia and Romania, how-
ever, are by now better provisioned for, leav-
ing NPLs-net-of-provisions at a negative -3%
in Serbia and a manageable 5% in Romania.
Onthe whole, NPLs-net-of-provisions are low-
est in Serbia (-3%), Turkey (0.8%) and Macedo-
nia (2%), and highest in Montenegro (9.3%),
Bulgaria (8.5%), and Albania (7.5%).

*EYis the global brand name of Ernst & Young Glo-
bal Limited.

0000000000
Romania is likely to remain
one of the largest destinations
for inward FDI in SEE thanks
to its aggressive
anti-corruption reforms
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FuroBillions, or how the EU
supports the SEE economies

By Valentin Stamov, senior business analyst, SeeNews

“EU funds” is a sacred phrase in Southeast
Europe (SEE). Overall, it means “hope for
higher living standards”, which is actually
the ultimate goal of the EU’s Cohesion Poli-
cy. To tackle issues that sometimes lead to
the misappropriation of funds the European
Commission reformed the schemes for the
2014-2020 period. However, it remains to
be seen whether the overhauled Cohesion
Policy will indeed lead to an economic and
social fairy tale.

EU funds in a nutshell

To make the long story short, the goal of the
EU funds is to reduce the gap between the
rich and poor countries and regions across Eu-
rope. The total budget of the EU funds for the
2007-2013 period was more than 340 billion
euro, and for the 2014-2020 period over 351
billion euro will be allocated to boost the Eu-
ropean economy. There are two main groups
of funds under which the SEE countries can
obtain financing. The EU member states in
SEE —Bulgaria, Croatia, Romania, and Slovenia,
receive funding from the five European Struc
tural and Investment Funds (ESIF), while the

non-EU members are included in the Instru-
ment for Pre-accession Assistance (IPA).

How much EU members
in SEE got...

In the 2007-2013 period Bulgaria, Croatia, Ro-
mania, and Slovenia received a total of 21.2
billion euro under ESIF funds. The leader in
terms of absorption of EU funding was Slov-
enia, which managed to absorb 84% of the
total funds allocated to the country.

...and will get

The EU’s reformed cohesion policy will make
available upto 351.8 billion euro to be invested
in Europe's regions, cities and the real econ-
omy. It will be the EU's principal investment
tool for delivering on the Europe 2020 goals:
creating growth and jobs, tackling climate
change and energy dependence, and reduc
ing poverty and social exclusion. The goals
will be achieved by focusing the European
Regional Development Fund on support for
small and medium-sized enterprises with 140
billion euro, or double the 2007-2013 sum.

EU Funds* Absorption Rate in SEE EU-members and Payments

under EU Cohesion Policy 2007-2013
100%

90%

80%

70%

60%

50%

40%
30%
20%
10% |

0% =

% of the total budget

billionn euro

2007 2008
== Bulgaria
Romania

2009 2010

Slovenia

20Mm 2012 2013 2014 2015

Croatia = EU28
Total Paid to SEE EU members

*Absorption rate and payments under European Regional Development Fund (ERDF), European Social Fund (ESF) and Cohesion Fund (CF)

Source: European Commission
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EU Cohesion Funding for 2014-2020 in
Bulgaria, Croatia, Romania and Slovenia by
Spending Category (in billions of euro)

0.237 1.289

27.246
0.827
[ Cohesion Fund
[ European Territorial Cooperation:
Cross-Border Cooperation
Less Developed Regions
= More Developed Regions

Youth Emploe/ment Initiative
(additional allocation)

Source: European Commission

What the funds were used for

ESIF boosted the infrastructure development
and employment in the SEE EU member
states in the 2007-2013 period.

EU investments in Bulgaria were predomi-
nantly focused on road and railway infra-
structure. The EU and the local authorities
failed to allocate investments in job creation
and start-ups, although the country had the
highest number of European Social Fund par-
ticipants.

Romania also used a large amount of EU
funds to improve its road networks but also
managed to raise the employment levels and
support startups as well.

Slovenia absorbed the EU funding to improve
the water supply and waste water manage-
ment sectors, as well as expand the broad-
band coverage of its population.



Outputs of EU Cohesion Policy Operational Programmes in SEE EU-members
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Country Water Projects Broadband Access Waste Water Projects Jobs Start-Ups R tructed  New R tructed New ESF Participation
additional number of additional popu- additional population Created Supported Roads Roads Railroads Railroads annual participa-
population served by lation covered by broadband served by waste water number number km km km km tions
water projects access projects of start-ups
Bulgaria 4,514 - 730 223 64 7 791147
Croatia = = = 693
Romania - - - 25193 106 1436 162 - - 244,207
Slovenia 193128 73316 114,936 5307 7 4 3 73 132727
Source: European Commission
IPA support for SEE enlargement countries in order not to forgo the potential oppor-
(excludingTurkey) e .
tunities presented by taking up structural
0100 J— funding;
B Serbia ® No link between performance and spend-
4000 ----oeeeeees ing - the absence of strong conditionality
Montenegro and performance criteria in the allocation
c 3000 7 B Kosovo of funds meant thgt some prOJects contin-
o ue to receive funding despite the absence
T B Macedonia of results from the billions in funding that
e . it has received. This also means that the
3 2000 - M Croatia . .
focus is on getting money out of the door
B Bosnia and rather than spending the cash wisely.
J[0]0]0 [ Herzegovina
B Albania According to the annual report of the Europe-
1 . . .
an Anti-Fraud Office (OLAF), corruption in EU
0 funding absorption was most widely spread

2007 - 2103

Source: European Commission

Money for SEE EU candidates

IPA'is the programme used by the EU to sup-
port reforms aimed at meeting EU member-
ship criteria for the EU-aspiring countries - Al-
bania, Bosnia and Herzegovina, Macedonia,
Kosovo, Montenegro, Serbia, and Turkey. IPA's
2007-2013 budget stood at 11.5 billion euro and
its successor, IPA II, will provide a total of 11.7
billion euro for the 2014-2020 period. IPA Il will
focus on better governance, with projects aim-
ing at reforming public administration, using
EU assistance more efficiently, adopting and
enforcing EU standards, as well as implement-
ing more reforms in the judiciary and funda-
mental rights and further supporting the fight
against organised crime and corruption.

EU funding pitfalls

Despite the seemingly positive impact of the
EU funding, it hides some risks such as occa-
sionally feeding corruption practices, causing
environmental damage, and suffering from
inadequate distribution of funds.

Otherweaknesses of the EU fundingschemes,

according to a report by UK think-tank Open

Europe, include:

® Conflicting aims —sometimes the structur-
al funds are channeled to areas where the

2014 -2020

absolute return of capital is the greatest
rather than in areas where they can foster
the greatest convergence between poorer
and richer regions;

® Opportunity costs —in some cases, the lo-
cal authorities divert spending from more
productive economic projects to unneces-
sary projects, for example costly and eco-
logically harmful infrastructure projects,
in order not to miss money from EU’s
structural funds;

® Pro-cyclical and unresponsive to chang-
ing needs — financing under the EU pro-
grammes is negotiated on a seven-year
basis, and comes with fixed spending cri-
teria with some discretion to alter spend-
ing on a yearly basis. This pushes govern-
ments and local authorities to spend the
money on co-financing the projects, even
if this means running up massive debts,

in Romania. The country topped the ranking
in terms of investigations into the use of EU
funds in 2014. A total of 36 investigations were
carried out in Romania, followed by Hungary
with 13 and Bulgaria with 11. OLAF received 73
signals from private sources and six signals
from public institutions in Romania, while 54
private sources and five public sent signals to
OLAF in Bulgaria. In Albania, Bosnia and Herze-
govina, Croatia, Kosovo, Macedonia, and Slov-
enia OLAF investigated only one case in 2014.

Brighter future?

The weaknesses of the EU’s Cohesion policy
for 2007-2013 prompted the European Com-
mission to reform the funding programmes
in order to further boost the economies of
the less developed EU member states and
cut corruption practices. The reforms in all
ESIF envisage stronger result-orientation,
clear and measurable milestones and targets
in order to stimulate good projects.

Actions taken by national judicial authorities following OLAF's recommendations

issued in 2007-2014

Country Number of Number of decisions taken Decisions taken Rate of Planned
judicial . R g e - : Indictment  completion
recommendations period () investigation Total  Dismissal  Indictment date
Bulgaria 30 3 5 22 10 12 55% 2020
Croatia 0 = = =
Romania 89 25 n 53 37 16 30% 2020
Slovenia 4 3 1 = 1 100%

*When OLAF sends a judicial recommendation toa Member State, the competent authority has to report on the actions taken following the recommendation within 12 months,

Reporting period means these cases are still in this 12 months’ period
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M&A activity in SEE —
improving outlook

By Stela Ivancheva, Raiffeisenbank (Bulgaria) EAD,
Julian Gikov, Raiffeisen Bank International AG

2014 was a limited success year for mergers and acquisitions (M&A) in
Southeast Europe (SEE), but an analysis of deals already announced in
2015 indicates an improving outlook. In the past couple of years, the M&A
activity in most SEE countries suffered to differing degrees from slower
economic growth, the small size of the national consumer markets and
political instability. Nevertheless, local specifics rather than common fea-
tures tended to determine the main drivers of M&A in each country. Ro-
mania stands out as the undisputed M&A leader in the region based on
sound economic performance and sector maturity which enable it to at-
tract more interest from international investors. Following a year of insta-
bility, Bulgaria firmly returns on the radar of both strategic and financial
foreign players. Intra-SEE M&A carried out by local and regional players
increased in significance and was a factor especially in the Western Bal-
kans. With around 7 billion euro allocated for investments in the Central
and Southeast Europe (CSEE) by private equity firms, the region is set to
benefit from increasing fund raising.

M&A deals in SEE
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BULGARIA

Despite the healthy level of M&A activity,
there was a decline in deals in Bulgaria in 2014
compared to 2012 and 2013. The total value of
M&A has been generally limited in the past
several years except for single deals account-
ing for most of the value in each year. The in-
ferior performance in 2014 could at least part-
ly be attributed to the political uncertainty as
early general elections were held in two con-
secutive years, as well as to the undermined
confidence in the country’s financial and
banking system following the close-down
of Corporate Commercial Bank (Corpbank).
These factors exacerbated the effects of
slow economic recovery and unreformed sec
tors of the economy, such as energy, causing
structural tension.

The list of major M&A deals in Bulgaria prior
to 2075 included the 290 million euro acqui-
sition of cigarette producer Bulgartabac by
Livero Establishments (in 2014), the sale by
Rohatyn of a minority stake sale in Huvep-
harma for 255 million euro (in 2014), the 207
million euro acquisition of software develop-
er Telerik by Progress Software Corporation
(in 2014), the sale of Credit Agricole Bulgaria
to Corpbank (in 2014), Austrian Post’s acquisi-
tion of M&BM Express (in 2014), the deal un-
der which Euroins Insurance Group bought
the Bulgarian operations of Germany’s Talanx
International (in 2014), and the acquisition
of 20.3% in Neochim by Austrian chemicals
group Borealis and Bahrain based First Energy
Bank (in 2014).

A key M&A trend in in Bulgaria over the past
several years has been the exit of interna-
tional strategic investors, as their place has
been taken up by local players. Examples
here include food retailer Delhaize, do-it-
yourself (DIY) retailers bauMax and Praktiker,



Bayerische Landesbank, hotels Kempinski
and Hilton in Sofia, metal trader Kloeckner,
media group Sanoma, and renewable energy
companies Bosch and Verbund. In addition
to successful disposals, a number of desired
exits did not take place due to a wide valua-
tion gap or lack of sufficient buy-side interest.
The electricity sector for one, the renewable
energy sector in particular, was very affected
as political pressure resulted in attempted
regulatory changes aiming to revoke prefer-
ential terms and hence sharply increased the
perception of regulatory risk. These events
triggered significant M&A activity on the
secondary market towards desired exits but
only a few deals — Kelag’s buy out from Raif-
feisen Energy and LukErg Renew’s purchase
of Vesta’'s wind assets — were wrapped up.

Notwithstanding Bulgaria’s unsatisfactory
M&A performance in the preceding couple of
years, 2015 seems to bring a renewal of deal
activity. Several large deals have been an-
nounced since the beginning of the year: the
195 million euro acquisition of tiles producer
KAl Group by U.S.- based Mohawk Industries,
the 140 million euro acquisition of fixed tele-
com services provider Blizoo by Telekom Aus-
tria’s local subsidiary Mobiltel, and the acqui-
sition of 50% of poultry producer Ameta by
German Paul Wesjohann&Co. Furthermore, a
growing list of small deals speak of renewed
interest on the part of international strategic
players in various industrial and consumer-

M&A deals in SEE
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Neuw sectors gaining pace for
ME&A activity in Bulgaria are
IT, healthcare and agriculture.

oriented production and trade segments,
along with increased activity among local
players.

Another encouraging sign is that the scope
of industries traditionally driving M&A in Bul-
garia, such as financial services, telecommu-
nications and consumer goods, is increasing.
New sectors gaining pace for M&A activity
are in the first place technology, followed by
healthcare and agriculture. Technology, par-
ticularly IT and business process outsourcing,
has grown exceptionally well in Bulgaria dur-
ing the past several years and has attracted
significant levels of greenfield investment
from many international players. Now the
sector seems to have reached the point at
which it also becomes a driver for M&A.
The IT subsegment already generated the
largest deal in Bulgaria for 2014, the above-
mentioned 207 million euro deal for Telerik,
and recently saw a second large deal in less
than one year — the acquisition of the soft-
ware developer Fadata by a consortium be-
tween Riverside and the U.K.- based Charles
Taylor. At the same time, significant deals
took place even earlier in the business proc
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ess outsourcing subsegment, namely the
acquisition of CallPoint New Europe by Telus
International in 2012 and of Sofica Group by
TeleTech at the beginning of 2014. Activity in
the technology sector continues with the re-
cently announced acquisition of local digital
marketing agency Ilyan.com by Opera Group,
the acquisition of UK.- based e-commerce
platform eCommera with significant opera-
tions in Bulgaria by marketing and communi-
cations group Dentsu Aegis Network in June
2015, the acquisition of TelecityGroup Sofia by
U.S.- based Equinox in June 2015, the acquisi-
tion of web portal Dir.bg by local Logo-Com-
pany in December 2014, and the acquisition
of 50% of price comparison website kabelna.
com by French Selectra, also in December
2014. The large number of small to mid-size
independent players populating a diversified
range of niches in the technology sector in
Bulgaria on the one hand, and the continuing
strong growth of the sector and interest in it
from international players on the other, give
grounds for confidence that it will increasing-
ly be a significant factor for M&A in Bulgaria
going forward.

Another new member of the Bulgarian M&A
club is healthcare where 2015 is seeing the
beginning of consolidation by local players. In
the patient care subsegment, acquisitions of
Burgasmed hospital and clinic by the group
affiliated to Sofiamed hospital and of Cardio
Center Pontica by City Hospitals and Clinics

Albania Bosnia Bulgaria Croatia Macedonia Moldova Montenegro Romania Serbia Slovenia TOTAL
2010 6 2 18 12 - 1 2 40 10 9 100
20M 3 20 20 3 2 1 32 18 14 na
2012 2 4 36 14 3 1 31 9 16 16
2013 3 2 27 16 = 3 51 13 22 137
2014 1 5 21 18 2 1 2 44 9 2 124
YTD 2015 1 2 12 B 1 i 7 18 n

Number of M&A transactions for which value is available

Albania Bosnia Bulgaria Croatia Macedonia Moldova Montenegro Romania Serbia Slovenia TOTAL
2010 5 1 5 10 - 1 2 23 7 8 62
20Mm = = 9 3 2 1 1 19 13 9 67
2012 1 2 12 9 1 1 12 7 10 55
2013 1 = 10 9 3 21 5 15 64
2014 1 4 8 15 1 2 28 5 18 82
YTD 2015 = 2 7 9 1 10 2 13 44

M&A transactions total volume (in millions of U.S. dollars)

Albania Bosnia Bulgaria Croatia Macedonia Moldova Montenegro Romania Serbia Slovenia TOTAL
2010 57 n 920 592 - 12 18 455 145 659 2869
20M = = 1650 290 78 7 20 410 1506 375 4336
2012 850 20 2140 160 19 13 365 149 319 4035
2013 4 1360 285 o o 20 490 1160 542 3861
2014 100 79 820 584 4 - 65 1480 224 1032 4388
YTD 2015 = 40 495 788 = = 30 295 610 885 3143

Source: Raiffeisen research and analysis
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Group were both announced in May 2015. In
the pharmaceutical subsegment, local gener-
ics leader Sopharma group acquired control
through the stock exchange of producers
Rosa-Sevtopolis (2014) and Medica (May 2015)
and is rumoured to be seeking acquisitions in
pharmaceutical retail. The owner of another
large local player, veterinary pharmaceuticals
producer Huvepharma, bought back the stake
held by its financial partner in 2014 while the
company itself has been active as acquirer
abroad. Given the present fragmentation in
the segment, these few deals could be just
the onset of a series of M&As.

M&A activity in the agricultural segment
increased in the past couple of years due to
landstock accumulation. It is driven by the
anticipated appreciation of agricultural land
as a result of the EU-sponsored growth of
Bulgarian agriculture and farming. The ac
tivity is dominated by local players. At the
same time, there have been no significant
M&As involving farming enterprises. Except
for wheat growing, agricultural producers in
Bulgaria are still extremely fragmented indi-
cating potential for M&As in the future.

Further to the sectors discussed above, ex-
pected drivers of M&A activity in the short
term include the disintegration of the busi-
ness groups affiliated to Corpbank, the re-
structuring of Greek banks, and to some
extent privatisation. It is expected that the
Bulgarian operations of Greeks banks will
be sold as part of the restructuring of their
parents. The first step in this process is the
announced merger of Alpha Bank in Bulgaria
into Postbank, Eurobank EFG'’s Bulgarian sub-
sidiary. Atthe same time, the government has
indicated intention to privatise certain state-

owned assets, including freight railway trans-
port company BDZ Cargo, following restruc
turing, the Bulgarian Stock Exchange and
the Central Depository, and some 30 smaller
enterprises. These public sector opportuni-
ties are complemented by certain pending
concessions. It should be noted, however,
that attracting investor interest for many of
the enterprises on the sale list may prove a
challenge given their current performance
or, in some cases, the chosen privatisation
method.

Recent developments on the Bulgarian M&A
market seem to indicate two general trends:
a cautious return of international investors,
and an increasing significance of local play-
ers. Despite the slow economic growth in
the past several years, certain sectors of the
economy have done well and investors are
already appreciating it. The acceleration of
GDP growth in 2015 could be expected to
have a further positive impact on the M&A
activity, although the small scale of the Bul-
garian market limits the attractiveness of lo-
cal business.

CROATIA

M&A activity in Croatia declined in 2012-2014
but there are indications of recovery in 2015
as the number of deals announced in the first
seven months of the year approaches the
total number for each of the previous three
years. M&As in the country are primarily driv-
en by the private sector, with local investors
playing a significant role.

Key sectors driving private sector M&A are
traditionally tourism and hospitality, food
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and consumer goods, and financial services.
The list of recent deals includes several ac
quisitions of tourism and hotel operators,
including Istraturist Umag, Adriatica.net and
Hilton Imperial Hotel, mainly by local players,
as well as the acquisition of cement producer
Cemex's operations in Croatia (with assets
also in Bosnia, Montenegro and Serbia) by
the Hungarian subsidiary of Heidelberg Ce-
ment Duna-Drava Cement, the acquisition of
pharmaceutical producer Genera by Dechra
Pharmaceuticals, the acquisition of UniCredit
Leasing Croatia and Locat Croatia by Zagre-
backa banka, and, notably, the 550 million
euro acquisition by British-American Tobacco
of TDR, and its vertically aligned affiliates
along with retail chains iNovine and Opresa,
from Adris Grupa. Local players have a signifi-
cant impact on the M&A market in Croatia,
in particular the diversified business groups
Agrokor and Adris Grupa which are active as
both buyers and sellers.

0 00000600000
Emerging M&A growth
observed so far in 2015 will

be supported by the resumed
GDP growth

Although the government enacted legislative
changes in 2013 to facilitate privatisation, so
farit has had limited success. The attempted
privatizations of Hrvatska Postanska Banka,
Croatia Airlines, rail freight carrier HZ Cargo,
shipping company Jadroplov and certain
state owned hotels and resorts failed to at-
tract investor interest due to their financial
condition and the aggressive terms sought
by the Croatian government, while the out-
come of the sale process for fertiliser produc
er Petrokemija is still uncertain. Furthermore,
no progress was made in relation to the an-
nounced privatisation of a number of other
companies including sea and river ports and
Hrvatska Lutrija. Recent successful deals
include the privatisation of insurer Croatia
Osiguranje and the concession deal for the
Zagreb Airport. The planned IPO of 25% inter-
est in the national electricity company Hr-
vatska elektroprivreda (HEP) too is expected
to attract significant interest. State-owned
equity in food producer Podravka, electrical
equipment producer Koncar, marina opera-
tor Adriatic Croatia International Club (ACI)
and postal carrier Hrvatska Posta could raise
significant interest among international in-
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vestors but are not included in the govern-
ment’s privatisation plans for the foresee-
able future.

Going forward, it could be expected that the
emerging M&A growth observed so far in
2015 will be supported by the resumed GDP
growth after the economy reached a turning
point in 2014. Croatia’s accession to the EU
in the middle of 2013 will also have a posi-
tive impact by increasing investor confidence
and providing access to EU funding, expected
to benefit in particular sectors such as con-
struction. The ongoing consolidation and
privatisation in the tourism and hospitality
sector are another driver of M&A activity. At
the same time, privatisation in other sectors
does not seem likely to play a significant role
for M&As in the near term.

ROMANIA

Romania is by far the leader in M&A activity
in SEE, accounting for more than one third
of the number of deals in the region. M&A
levels in 2013 and 2014 marked a significant
increase compared to the preceding years.
M&As are taking place in many sectors of
the economy - financial services, real estate,
transportation and consumer goods being
among the main drivers. IT and agriculture
too saw some landmark deals indicating the
potential of these segments for the future.

Deals in the banking and insurance sectors
represent the major part of recent M&A ac
tivity, including the acquisition of Volksbank
Romania by Banca Transilvania (in 2014), the
acquisition of Millenium Bank Romania by
OTP Bank Romania (in 2014), the acquisition

of both the retail and the corporate business
divisions of RBS by UniCredit Tiriac Bank (in
2013-2014), the acquisition of the retail divi-
sion of Citibank Romania by Raiffeisen Bank
(in 2013), the acquisition of MKB Nextebank
by Axxess Capital (in 2013), and the acquisi-
tion of EURECO’s life and pension operations
by Aegon (in 2013). Furthermore, according
to public announcements, deals involving
Banca Carpatica and Cyprus Popular Bank
owned Marfin Bank are expected to take
place shortly. The sector is likely to continue
to generate M&As, driven by disposals of the
local operations of, on the one hand, Greek
banks in the context of the upcoming re-
structuring of the Greek banking system, and
on the other, certain international banks such
as Credit Agricole and Intesa Saopaolo as part
of their strategy to exit markets where they
have been unable to achieve a certain scale.
However, deals involving Greek banks may be
delayed by reorganisation and mergers that
need to take place beforehand.

Another sector which accounted for a sig-
nificant part of the recent M&A activity is
transportation and related services, with the
acquisition of United Shipping Agency by Chi-
nese-owned Nidera in 2014, and the acquisi-
tion of North Star Shipping and Minmetal by
U.S.- based Archer Daniels Midland Company

00000000000
Privatisation will not

be a significant contributor

to M&A activity in Romania

in the near future
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(ADM) announced in May 2015. The sector
is likely to attract further deals; intermodal
transport in particular has been named as
one of the areas of interest of Chinese inves-
tors, and infrastructure is one of the priorities
of the Chinese CEE Investment Corporation
which has set aside $500 million for invest-
ment in 16 countries in Central and Eastern
Europe including Romania in the next two-
three years and is in the process of increasing
the committed funds.

The real estate sector saw two of the largest
recent deals in Romania: the 148 million euro
acquisition of Floreasca City Center, owner
of Promenada Mall in Bucharest, by New Eu-
rope Property Investments (NEPI), and the 95
million euro acquisition of a 35% interest in
hotel operator Societatea Companiilor Ho-
teliere Grand by Strabag, both in 2014. M&As
in the sector continue in 2015, dominated by
several investors, the most important being
the South-African investment fund NEPI, Glo-
balworth controlled by Greek businessman
loannis Papalekas, Cyprus-registered Secure
Property Investment & Development (CPDI),
and Czech real estate developer CTP. Recent
transactions represent consolidation in the
sector by these players challenging the posi-
tion of the incumbent main players CA Immo
and Immofinanz. The ongoing disposal by
banks of large portfolios of non-performing
loans, many of which used to finance real es-
tate projects, is a factor further supporting
M&As in real estate as it brings opportuni-
ties for bargain deals in the sector. A major
anticipated deal is Immofinanz’s intended
sale of European logistics sites three of which
are located in Romania.

Other recent big deals in Romania include
the 100 million euro acquisition of the second
largest medical services operator in Roma-
nia, Regina Maria, by Mid Europa Partners in
August 2015, the acquisition of suppliers of
goods and services for agriculture Comfert
and Redoxim by Irish Origin Enterpises in July
20715, the acquisition of tissue paper producer
Pehart Tec by Abris Capital Partners in May
2015, the acquisition of mineral water bottler
Rio Bucovina by Polish soft drinks company
Maspex Wadovice in August 2015, the acqui-
sition of 42 service stations by MOL from ENI
in February 2015, the acquisition of gas distri-
bution company Congaz by GDF Suez Energy
Romania in 2014, the acquisition of the Roma-
nian operations of DIY chain bauMax by Leroy
Merlin in 2014, and the acquisition of metal
products manufacturer Cromsteel Indus-
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tries by ASO Siderurgica in 2014. In addition,
a number of smaller deals were annunced in
various sectors involving both international
and local acquirers. Private equity firms re-
tain their interest in Romania, with Mid Eu-
ropa Partners, Carlyle Group, Montagu, PPF
Investments, Abris Capital and Axxess Capi-
tal making new investments in the country in
the past few years.

In addition to the mature economic sectors
which account for the major part of M&As
in Romania, new sectors with the poten-
tial to generate M&A growth are emerging.
One such sector is technology. A high profile,
large ticket deal which took place in 2014 was
the $500 million acquisition by Facebook of
monetization platform LiveRail, a company
co-founded by two Romanian and one British
individuals and having a development office
in the town of Cluj-Napoca in Romania. The
deal signifies the success of the technology
sector in the country in general — one of the
fastest growing sectors as the country is now
considered among the most attractive global
destinations for IT and business process out-
sourcing. Although greenfield investment by
large international players tends to be the
preferred method of tapping the favour-
able conditions for technology business in
Romania, several local software developers
and e-commerce companies have reached a
scale that could attract the interest of inter-
national investors. Such companies include
Bitdefender, Siveco, TotalSoft, Gersim, Mobile
Distribution, F64 Studio and PC Garage.

Another sector which holds promise for
M&A growth in the future is agriculture. The
sector has become increasingly attractive
due to low costs and good quality of agricul-
tural land. Large international players have
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already entered land ownership and farming
in Romania, including financial giants As-
sicurazioni Generali and Rabobank, German
investment funds Germanagrar and Agrar-
ius, Danish Ingelby and FirstFarms, Dutch DN
Agrar, and Lebanese Maria Group. The invest-
ment fund Insights Investments through its
vehicle Alisa Farming, the investment fund
Spearhead International, as well as the mul-
tinational group Martifer, are in the top 10
of landowners in Romania with landstock
of 14,000 to 25,000 ha. Nevertheless, there
are also large local agricultural players such
as Interagro, Grup Racova, Comcereal Dolj
and Agricost. Furthermore, although it is still
dominated by small and medium players, the
animal farming subsegment of the agricul-
tural sector already has some local players
of its own which have reached an attractive
size, including Transavia, Agricola and Kosa-
rom. Apparently there are both interest and
room for further consolidation in the sector
which set the stage for future M&A.

Privatisation will not be a significant contrib-
utor to M&A activity in Romania in the near
future. Excluding the privatisation of minor-
ity interests through the stock exchange, the
main pending privatisations are limited to
the sale of postal operator Posta Romania
where a deal is being negotiated with the sin-
gle bidder, Belgian Bpost, and that of the na-
tional freight railway transport company CFR
Marfa, for which the government decided to
change the strategy to listing on the stock ex-
change in 2016 after a failed deal with Grup
Feroviar Roman in 2013. Except for chemical
producer Oltchim which will potentially be
up for sale in three years after carrying out
a restructuring plan, at present there are no
other significant privatisation targets.
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The excellent economic performance of
Romania in the recent years, with real GDP
growth of around 3% in each of 2013 and 2014
and expectations for around 4% GDP growth
in 2015, and the larger scale of its market com-
pared to the relatively fragmented markets of
its neighbours, seem to make it a good place
for M&A in the foreseeable future. Sustained
interest on the part of financial sponsors con-
veys confidence that doing business in the
country can generate good returns for inves-
tors. The strength of Romania’s M&A market
is underpinned by the fact that deals are gen-
erated by many sectors across the economy,
with new sectors emerging as further M&A
drivers. Non-reliance on privatisation which is
an unsustainable and problem-ridden source
of M&A renders a further advantage. Overall,
there are sound reasons to expect that Ro-
mania will continue to be the M&A leader in
SEE in the short to medium term.

SERBIA

M&A activity in Serbia was at relatively low
levels during the past five years compared to
its neighbours, except for certain large deals
which dominated the M&A landscape — the
575 million euro acquisition of Danube Foods
Group by Mid Europa Partners in February
2015, the 1 billion euro acquisition of Serbia
Broadband by KKR from Mid Europa Partners
in 2013, and the 950 million euro acquisition of
retailer Delta Maxi by Delhaize Group in 2011.

In addition to these landmark deals in the
food and beverage and telecommunication
sectors, smaller deals, including certain add-
on acquisitions by Serbia Broadband, took
place. Another sector which contributed to
M&A activity in the country was financial
services, with acquisition of the Serbian op-
erations of Italian Findomestic Banka by OTP
(in 2015), the acquisition of the SEE network
of Hypo Group Alpe Adria by Advent Interna-
tional and the European Bank for Reconstruc
tion and Development (EBRD) (in 2015), the
acquisition of minority interests in insurance
group Delta Generali Osiguranje by Generali
(in 2014), the acquisition of AIK Banka by lo-
cal MK Group (in 2014), and the acquisition of
KBC Banka by Telenor (in 2013).

Privatisation has so far had little impact on
M&A activity in Serbia. The list of successful
recent privatisations is limited to the sale of
Cacanska Banka to Turkey’s Halkbank in Janu-
ary 2015, the sale of 49% of the shares in flag
carrier JAT Airways to UAE-based Etihad Air-
ways in August 2013, and the sale of winery
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Vrsacki Vinogradi to a Chinese consortium in
July 2013. An attempt to privatise steel maker
Zelezara Smederevo failed in February 2015
after sale talks with U.S.- based steel and in-
dustrial group Esmark for an 80% stake failed.

The privatisation of Serbia’s large state-
owned sector is recognised as a strategic
priority for the country. As part of broad eco-
nomic reforms, the government has adopted
an ambitious privatisation programme en-
compassing more than 500 enterprises and
employing a variety of privatisation meth-
ods. Special protection from debt enforce-
ment has been granted to 17 enterprises to
ensure their successful restructuring in view
of privatisation, including pharmaceutical
producer Galenika, publisher Politika, trucks
producer FAP, agricultural company Poljo-
privredna Korporacija Beograd, refinery HIP
Petrohemija, non-ferrous metals producer
RTB Bor, textiles producer Yumco, tires pro-
ducer Trayal, bus producer lkarbus, lubricants
producer FAM, coal mine Resavica, cable pro-
ducer Kablovi Jagodina, and industrial equip-
ment producer Prva Petoletka. To support
the reform of state controlled business, the
World Bank provided a 100 million euro loan
to Serbia in March 20715.

Presently, the privatisation deal to have
reached the most advanced stage is the sale
of Serbia’s crown jewel, Telekom Srbija. The
process launched in June 2015 has resulted
in the submission of eight non-binding bids.
Rumored bidders include Telekom Austria,
Deutsche Telekom, MTS, Telekom Slovenje
as well as financial investors Advent Interna-
tional, Apollo Global Management, Mid Eu-
ropa Partners and Colbeck. This is the second
attempt at the privatisation of Telekom Srbija

after the government turned down the sole
binding bid received from Telekom Austria as
part of a tender process in 2011 to which fi-
nancial investors were not admitted.

Other state-owned enterprises for which pri-
vatization procedures are to start shortly in-
clude the Belgrade Airport, insurer Dunav Os-
iguranje, and glass producer Industrija Stakla
Pancevo. Serbia’s largest bank Komercijalna
banka, considered a very attractive asset, is
also on the privatisation agenda as the gov-
ernment recently appointed a financial advi-
sor for its sale and the process is expected to
start by the end of the year.

In addition the state plans to put up for sale
a minority stake in the national electricity
company Elektroprivreda Srbije (EPS). As part
of a standby agreement with IMF concluded
earlier this year, the government has com-
mitted to reorganise EPS, with the spin-off of
the power supply and power distribution op-
erations as the first step already completed
in July. Following that, a 20% interest in the
company must be put up for sale by the end
of 2016. The EBRD is considering providing a
loan of up to 200 million euro loan to support
the company’s restructuring.

One of the reasons for the low level of M&As
in Serbia so far is that the country has been
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In the private sector, food and
retail are expected to continue
to drive M&A, joined

by technology
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slow to emerge from the long recession
while growth continues to be depressed
due to public spending cuts. The beginning
of economic recovery is still due as close to
zero growth is expected for 2015. At the same
time, the signing of a 1.2 billion euro standby
agreement with IMF in February 2015 and the
government’s accompanying commitment
to reforms has sent a strong signal that the
country is on the right track and can become
attractive for investors in the near future. In
the private sector, food and retail are expect-
ed to continue to drive M&A, joined by tech-
nology and software development which are
increasingly attractive. Several privatisation
targets hold significant promise and are ex-
pected to further boost M&A; however, the
sale of the majority of state-owned enterpris-
esincluded in the government’s privatisation
plan present considerable challenge as their
financial turnaround may prove unfeasible.

SLOVENIA

Slovenia had fairly stable levels of M&A ac
tivity during the 2011-2014 period but signs of
acceleration can be seen since the number of
deals announced in the first seven months of
2015 is comparable to that for the full 2014.
Privatisation and banking sector restructur-
ing are the key drivers of M&A in Slovenia at
present, while the private sector is generat-
ing an increasing number of smaller deals.

Slovenia still has a relatively large state-
owned sector, despite the successful recent
privatisation of, among other, the second
largest Slovenian bank NKBM, Aerodrom
Ljubljana, coatings producer Helios Domzale,
automotive parts producer Letrika, medical
lasers producer Fotona, brewery Pivovarna
Lasko, food producer Zito and ski equipment
manufacturer Elan. In April 2015 the govern-
ment proposed a strategy envisaging the
privatization of a further 80 enterprises.
However, it plans to retain significant influ-
ence (25% + 1 of the shares) in 23 of these
which are deemed as “important”, including
energy company Petrol, gas supplier Geop-
lin, household appliances maker Gorenje,
holding company Sava, steel group SIJ, gam-
ing company Hit, national lottery company
Loterija Slovenije, petrochemical company
Nafta Lendava and reinsurer Pozavarovalnica
Sava. The remaining 57 state-owned inter-
ests for which the strategy envisages com-
plete disposal include the Central Securities
Clearing Corporation (KDD), poultry company
Perutnina Ptuj, footwear manufacturer Peko,
dairy Pomurske mlekarne and logistics com-
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pany Intereuropa. At the same time, the state
will retain its interest in certain enterprises
defined as “strategic” by the privatisation
strategy, including the main electricity play-
ers and operators of transports and logistics
infrastructure as well as postal operator
Posta Slovenije, Pension Fund Management
(KAD), insurers Zavarovalnica Triglav and Mo-
dra Zavarovalnica, Export and Development
Bank (SID), aluminum producer Talum, and
pharmaceutical producer Krka.

As part of the privatisation processes in
progress the Slovenian state has recently
received binding bids for Adria Airways
Tehnika and hygiene and tissue paper pro-
ducer Paloma. The planned privatisations
include national air carrier Adria Airways
and automotive parts producer Cimos (in
the second half of 2015), Nova Ljubljan-
ska Banka (in 2017), and the bank resulting
from the merger of Abanka Vipa and Banka
Celje (in 2019). Indirect privatisation is also
under way as Gorenje is selling its interest
in several specialized subsidiries, and Pivo-
varna Lasko is disposing of its interest in
beverage producer Radenska and publisher
Delo.

Notwithstanding the success track record
in privatisation so far, the largest poten-
tial deal in Slovenia for 2015, the privatisa-
tion of Telekom Slovenje, recently failed.
Following a formal tender process, in April
this year the government received a single
binding bid from U.K.- based private equity
Cinven. However, after the offer was unfa-
vourably modified in May, the government
assessed the bid as unacceptable while the
bidder recently announced that it was no
longer interested in the deal. Suggested
reasons for the limited interest in the ten-
der include legal and regulatory risks faced
by the incumbent telco, as well as a valua-
tion gap given other present opportunities
for international strategic players. The pri-
vatisation authority, Slovenian state asset
holding company SDH, announced it will
refocus on effective management of Tele-
kom Slovenje’s assets and operations in the
near term. It could be expected that a new
privatization attempt will be made in due
course at after the government reconsiders
the terms.

In addition to privatisation, a number of
companies controlled by one or more banks
tooareforsaleasaresult of debt restructur-
ing in the past few years. The fast credit ex-
pansion in Slovenia prior to the onset of the
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global financial crisis in 2008 left many en-
terprises overleveraged during the ensuing
economic recession. The resulting defaults
necessitated debt restructuring across the
economy whereby lender banks accepted
debt to equity swaps and became major
equity holders in the Slovenian economy. At
present, the banking system is taking meas-
ures to restore its stability which include
disposal of equity participations. The land-
mark deal in this category was the sale of
80.75% of food retailer Mercator to Croatian
group Agrokor for 261 million euro in 2014.
However, the sale of companies controlled
by banks is often hindered by their signifi-
cant indebtedness and the unwillingness of
the shareholders to book losses as a result
of the disposal.

A further effect of the difficulties faced by
banks in Slovenia at present are the announced
plans of owners to sell Raiffeisen Banka and
Corenjska Banka. These intended disposals
add to the M&A pipeline in the country, al-
though the deals have not yet progressed due
to apparent lack of investor interest.

Although the large deals in Slovenia were
mainly due to privatisation, the private sec
tor consistently generated the majority of
the deals, albeit of smaller size. Recent private
deals include the acquisition of telco Amis by
Telekom Austria, acquisition of mobile and
o0 00000600 O0COCGCS
Privatisation and banking sec-
tor restructuring are the key
drivers of M&A in Slovenia.
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fixed services operator Debitel telekomu-
nikacije by Telekom Slovenje, acquisition of
mobile operator Tusmobil by Telemach, ac
quisition of wood panel producer LIP Bohinj
by Hasslacher, and acquisition of metals and
plastics processor Iskra ISD by KIK Capital Oy.
Key sectors for private deals have been tele-
communications and manufacturing. Due in
part to the very limited ability of local banks
to offeracquisition finance at present, private
M&A activity in Slovenia is primarily driven
by international and regional investors.

Given the significant equity investments of
local banks in Slovenian enterprises, dispos-
als by the private banking sector are expected
to be the main driver of M&A activity in the
country in the short term. The strengthen-
ing of the country’s financial infrastructure
following the restructuring of the Slovenian
banking sector is hoped to improve the in-
vestment climate in general and boost the
interest of international investors. Together
with the resumed economic growth regis-
tered in 2014 and the positive macroeconomic
outlook, this will benefit private M&A activity
which is already providing a solid baseline lev-
el of deals across many sectors. At the same
time, pending privatisations are likely to con-
tribute key deals in terms of deal size.

Note on infographics

The data is sourced from specialized databases
and publicly available reports. A deal is defined
as transaction involving transfer of ownership in
a going concern where a majority or significant
interest is acquired. The timing of inclusion is
based on announcement of (i) signing of sale and
purchase agreements for private deals and (i)
formal offers for public companies. Private deals
which were not closed following signing have
been excluded.
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Walltopia: We see big potential
for amusement products in SEE

Ivaylo Pencheuv,
CEO

Does a Bulgarian company need to
be export-oriented to be successful?

It depends on the industry, but generally
speaking export-oriented companies tend
to be more successful because they are able
to tap into much bigger and richer markets.
For example, a company like Walltopia could
not have survived in Bulgaria only. The same
could be said about Chaos Group, a software
company, Drag Bicycles, a bicycle manufac
turer, and many more. In big and developed
markets, for example in North America,
a company can really test how good their
product offering is. | am happy to see more
and more new firms, especially technology
firms, being set up in Southeast Europe. | be-
lieve being based in a country like Bulgaria,
while selling abroad, can offer significant ad-
vantages.

What are the major problems facing
the local business?

The two biggest problems are lack of trans-
parency and open competition and lack of
human resources.

The first one is something that we encoun-
ter a lot with our e-procurement platform
Auxionize. Companies are very hesitant to
experiment with new suppliers even though
they might have better prices and quality.
Generally, they are afraid they might damage
the relationship with the old supplier. Often
suppliers that have worked with a client for
many years end up charging him higher than
the current market price for the goods/serv-
ice - all because of the client’s unwillingness
to promote transparency and open competi-
tion.

The human resource problem is something
that most companies in the region are encoun-
tering. At Walltopia we are investing in ways of
attracting Bulgarians from abroad, but also in
ways to improve the educational system here
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in Bulgaria, so we have more educated profes-
sionals to choose from in the future.

A focus on innovation and technol-
ogy — this seems to be a key marker
of the most rapidly growing local
companies, yet innovation is largely
missing from the agenda of the local
entrepreneurs. How would you com-
ment on this?

Acompany that does not innovate is doomed
to eventually fail. And by innovation | mean
true innovation, not simply copying ideas
from abroad and applying them here.

Following the launch of the Auxion-
ize platform and the launch of works
on the Collider Activity Center, do
you have any other big projects in
the pipeline?

While Walltopia became famous and suc
cessful with our climbing walls, we have been
developing other products and concepts as
well. One of them is our franchising busi-
ness, through which we plan to expand our
family entertainment center concept Funto-
pia globally. The other one is the expansion
of a new product vertical: Walltopia Active
Amusement, which consists of a variety of
amusement products.

The most innovative one is a product called
The Rollglider. It is essentially a hybrid be-
tween a zip line and a roller coaster. This
product is incredibly versatile as it can be
used both outdoors and indoors by people of
all ages and abilities and it is quickly becom-
ing popular among multiple client segments.

Do you see interesting business op-
portunities elsewhere in Southeast
Europe?

| see a lot of potential for our amusement
products everywhere, but in Southeast Eu-
rope in particular | believe we will be even
more successful with amusement products
than we were with the climbing walls.
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IBM helps organisations

aCross S
side of |

When it comes to cybercrime, rather than being popu-
lar targets, countries from the Southeast Europe (SEE)
region are more known as a hot bed of highly-skilled
hackers. However, IBM researchers have recently discov-
ered newly reconfigured malwares specifically targeting
more than 20 new banks in Bulgaria and Romania. What
has changed in the world of cyber security?

Cyber attacks are spiraling and today the world of cyber security is
expanding into a world of cyber insecurity with fraud and cybercrime
on the rise with threats that are more diverse than ever, and attacks
becoming more personal and much more sophisticated. Explosion of
data is complicating the threat landscape - 90% of the world’s data
has been created in the last years, yet less than 1% of that data is being
analysed. IT Infrastructure is immature - according to IDC, organisa-
tions across SEE still use less-effective and obsolete IT infrastructures
which makes them vulnerable to cyber attacks. At the same time
spending on mobile devices is growing, and reaching almost a third
from the total IT market in SEE in 2014. With the spread of mobile
apps that may not have security by design, the BYOD (Bring your own
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“E to stay on the right
security

Michael Paier,

General Manager

Southeast Europe

device) trend more often may mean BYOV (Bring your own virus) at
work or at home. Furthermore, the regulatory framework is under-
developed.

How does the market react?

In order to cope with the emerging threats and mitigate risks, SEE or-
ganizations are increasing their investments in IT security. According
to IDC, overall spending on security solutions is expected to increase
by 47% between 2014 and 2019, which is more than the worldwide
average of 31%.

Clearly we can see this on the market: different organisations — from
governments and financial institutions to small businesses or individu-
als - are heavily investing into securing their networks, yet the number
of attacks is rising and so is their scale and the damage they cause.

One of the key reasons for that is that the majority of security invest-
ments in SEE are expected to be directed toward basic security solu-
tions only.



What does this mean for organisations and governments
in SEE?

It means that we have all reached a tipping point and we need to take
a different approach to IT security.

Given today's threat landscape, the question for almost every or-
ganization is not whether a security breach will happen, but when.
Even worse — companies are not always aware that they have been
attacked and it may take time until they detect the hack. So, existing
perception that 90% network security is “OK” is no longer sufficient.

How should SEE organisations deal with the new reali-
ties of cyber insecurity?

Today fighting cyber attacks should begin with an obsessive vigilance
and far before the attack can happen. Proactive defense strategies
should cover the entire organisation: its IT platform, including infra-
structure, applications, cloud environments, mobile devices; employ-
ees and their constant training; and the physical assets of the organi-
sation.

What is the best protection today?

Our best defense today is to revamp our approach to security, and
move towards a unified analytics and intelligence-driven collabora-
tive fight against cybercrime.

Developing and executing a comprehensive long term cyber-security
strategy has to be at the top of any CxO agenda now. This is a must.

How can IBM help?

Over the past few years, IBM has reaffirmed its position as a security
solutions provider through a series of acquisitions that have broad-
ened our security portfolio. Now we offer comprehensive, integrated,
multilayer solutions consolidated under a single business unit fo-
cusing on security and threat intelligence. Our security portfolio is
based on a framework comprising hardware, software, and services
designed to help organizations detect, prioritize, respond to, and pre-
vent security breaches.

Can you point to some best practices from the region,
i.e. how organisations can benefit from this approach.

Organisations across SEE use IBM Security solutions to proactively
protect their networks and their clients data from cyber crime.

For example, United Bulgarian Bank, Zagrebacka Banka and Splitska
Banka in Croatia. BRD-Groupe Societe Generale in Romania, Societe
Generale Banka Serbia are all focusing on fraud prevention by using
IBM Security Trusteer to protect web applications, computers, and
mobile devices against advanced malware and phishing attacks. Slov-
enian Zavod za zdravstveno zavarovanje Slovenije — the Health Insur-
ance Institute of Slovenia, for example is using IBM QRadar to improve
the speed of solving network problems and to deal with firewall is-
sues by closing the gap between network and security operations.
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CEE can both benefit
and contribute to Industry 4.0

Dr. Ini]. Boryana
o

Manolova,
CEO, Siemens Bulgaria

In recent years Industry 4.0 is on
everybody’s lips. What exactly does
it mean?

The term Industry 4.0 was presented to the
public for the first time in 2011 at the Hanover
Messe, the largest industrial fair in Germany.
It summarizes the vision of the German gov-
ernment for the future of manufacturing,
when the pervasive networking of people,
products, and machines will create a com-
pletely new production environment, reap-
ing huge benefits in the form of improved
quality, lower costs, increased efficiency and
customizability.

The idea of Industry 4.0 is focused on smart
products, smart procedures and smart pro-
duction. In this vision, the worlds of real and
virtual manufacturing merge in order to en-
sure a long-term defendable competitive po-
sition.

In intelligent factories of the future, ma-
chines, raw materials, and products are
connected through the "Internet of Things".
Factories are largely able to control and op-
timize production, while their products com-
municate with one another and with produc

tion systems with the ultimate goal to run
production processes as smoothly and effi-
ciently as possible and detect any potential
failures. Independently operating computer
programs monitor every single step, creating
a networked, flexible, and dynamically self-
organizing manufacturing process for highly
customizable products. That is the vision for
the Fourth Industrial Revolution shared by
Siemens AG as part of its mission to trailblaze
the future of industry.

What determines the current speed
of penetration of digitalization in
production processes, which forms
the basis of Industry 4.0?

Industry 4.0 concept merges classic indus-
trial processes with the evolutionary changes
brought by the modern information tech-
nologies in order to answer the customers’
needs of improved flexibility and decreased
time to market along with reduced energy
and resource consumption.

Even now, the industries are more and more
impacted by the software solutions and the
penetration of Internet, changing the whole
value creation process. The components,
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tools, machines, and conveyor systems in
today’s advanced, automated factories are
already equipped with sensors and commu-
nication systems that share and analyze a
huge amount of data every single second in
order to manufacture mass-produced prod-
ucts quickly, flexibly and efficiently. Over the
next 15 to 20 years, this process is expected
to further expand and gain speed all over the
world, driven by the increased need of digi-
talization and automatization of production.
The result will significantly change the para-
digm of manufacturing as we know it.

How is Siemens pioneering these de-
velopments?

Long before the term of Industry 4.0 was
presented to the public, Siemens had laid the
groundwork for the digitalization of indus-
tries. The introduction of Totally Integrated
Automation (TIA) in the mid-90s enabled
companies to coordinate the components of
their production processes and closely inte-
grate their software and hardware. In 2007
Siemens introduced a comprehensive port-
folio of PLM (product lifecycle management)
software products, aimed to optimize the
whole process of product development. The



design, prototype development, and simula-
tion take place in the virtual world so that
development times as well as potential costs
can be greatly reduced.

Siemens PLM software was successfully used
by NASA throughout the complete design,
testing and development of the latest Mars
Rover — "Curiosity". PLM software NASA en-
gineers engineers to virtually test and assem-
ble all of the rover's components and simu-
late how “Curiosity” would operate on the
Red Planet in the most realistic way.

Similarly, the Formula 1 car of the world
champion Sebastian Vettel was also modi-
fied using Siemens software in order to meet
new racing requirements of the automotive
association FIA. The advanced features of
PLM portfolio enabled engineers of the Infin-
iti Red Bull racing team to design and virtually
test new components in record time, just at
the click of a mouse.

The Mars rover and the race car were manu-
factured only once -- a batch size of one. They
are nonetheless indicators of a global trend to-
ward making products increasingly specificand
in line with the customer’s individual wishes by

The Amberg factory_is a harbinger of the Fourth Industrial Revolution
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simulating real-life production environments.
Siemens makes a point by using these cut-
ting-edge technologies in its own factories. A
harbinger of the Fourth Industrial Revolution
is already humming away in the small Bavar-
ian city of Amberg. The Amberg Electronics
Plant is a trend-setting example of Siemens'
Digital Enterprise Platform — a production
environment that could become standard
ten years from now. Here, products already
communicate with production machines,
and IT systems control and optimize all proc
esses to ensure the lowest possible defect
rate. Their product codes tell production
machines what requirements they have and
which production steps must be taken next.
This networked production environment
marks the first leap toward the emergence
of Industry 4.0.

How can Central and Eastern Europe
fit into this vision?

Unfortunately, we have to admit that our
region is often lagging behind in terms of
technological innovation. But although at the
moment the prospect seems quite remote,
Central and Eastern Europe can not remain
outside the global processes of digitalization
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and networking of technologies.

At the global level there are still challenges
to overcome before the vision of Industry 4.0
becomes a reality. The currently emerging re-
quirements for cyber-physical systems (CPS)
and the Internet of Things are very difficult to
be realized with today’s technical data infra-
structures . Many barriers must be eliminated
in terms of the inconsistent data silos, signifi-
cant differences between various industries
and the reflection of their characteristics in
the software platforms, missing standards
and openness. Tools and communication
structures need to be availed that permit the
digital company to fuse with the real one or at
least to interact as fully as possible.

Despite years of investments and research
by Siemens and other leading IT companies
in this direction, the necessary technologi-
cal preconditions for Industry 4.0 cannot be
created ad-hoc or with the efforts of a sin-
gle company or even a country. It could only
become a reality step-by-step, with the con-
sistent contributions of the manufacturers,
researchers and users. And the technology
companies in CEE can both benefit and con-
tribute to the future of manufacturing.



Can we say that the economic re-
covery in Southeast Europe (SEE) is
affecting investments of local com-
panies in employee education pro-
grammes?

Yes, | think that is true. Clearly the recession
and post-recession periods have made com-
panies look very carefully at how they spend
resources on employee training and educa-

COTRUGLI

BUSINESS SCHOOL

“ngineering, IT companies,
telcos show growing interest
n MBA programmes

Lynne Montgomery,
COTRUGLI Business School
Vice President

tion. However, we have seen that individu-
als find a way into our programmes by many
routes and combinations of tactics! By that |
mean they personally fund the programme,
share the funding or get their companies to
fully pay for them. The best and most innova-
tive companies have NOT stopped funding,
they realize that this is, in fact, the time to
invest in people. People are the number one
resource in any company.
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Shortage of skilled staff at all levels
of company structures is a pressing
issue for the local business. Does it
result in increased interest in MBA
programmes?

I think that many companies do recognise
very clearly that they have skill gaps. This not
always a shortage at executive or managerial
levels. It can be a companywide problem at



all levels. In terms of managerial skills, these
gaps can be met in many ways. MBA and
Executive MBA programmes like ours are of
growing interest and offer many advantages
to companies wishing to invest in their em-
ployees in terms of expanding knowledge,
adding new skills, networking opportunities.

We also offer many 'tailor made’ in-house
trainings and personal consultations to com-
panies using our international consultants
which concentrate on particular problems
and challenges companies are facing in SEE.
I think that international companies were the
first to recognise the added value of the MBA
programmes but we see more interest from
regional and local companies year by year.

Which of your MBA programmes
draws the biggest attention? What
are the reasons for this?

Our Executive MBA programme draws the
biggest attention. Firstly, it is designed for
middle and top management and it is com-
pletely tailored to their needs. The modules
are held during weekends, therefore manag-
ers have minimal absence from work.

Secondly, the programme gathers leaders
and managers from the whole SEE region,
including, Austria, Bulgaria, Bosnia and
Herzegovina, Croatia, Macedonia, Montene-
gro, Romania, Serbia and Slovenia, which
provides excellent networking opportunities
and knowledge and experience exchange be-
tween participants. This is one of the great-
est benefits of our programme.

Also, even though the Executive MBA pro-
gramme is a little more expensive, partici-
pants have less difficulties financing the pro-
gramme, either by themselves or through
their companies. As they grow to higher po-
sitions, their need for this type of education
grows as well. This mix of hard and softs skills
is exactly what they need at a certain point
of their career.

What kind of participants have a big-
ger share in your MBA programmes:
company-sponsored or individually-
sponsored? Does this make SEE re-
gion any different from other parts
of Europe?

Both have an equal share in our programmes.
There isn't a distinct division in terms who

will pay for the programme. | think this is the
case throughout Europe.

Which countries from the SEE region
have the highest number of par-
ticipants in your MBA programmes
and which have the least? Managers
from which business sector are most
interested in your services?

Because of the difficult economic situation,
Macedonia and Bosnia and Herzegovina are
lagging and we usually have fewer partici-
pants from these countries. All other coun-
tries have equal representation of partici-
pants in our programmes.

One of the core benefits of our programmes
is that almost all business sectors are repre-
sented and our participants have an oppor-
tunity to network with people from diverse
business backgrounds. We can categorize our
participants as "business people" and as such
they all want to develop and become bet-
ter leaders so there is no such thing as who
needs an MBA and who doesn’t.

Lately, we can see the growth in interest for
our programmes from sectors such as engi-
neering, telecommunications, IT, and legal
services.

Whataretheadvantages of COTRUG-
LI Business School compared to other
schools in the region?

| think COTRUGLI has a number of advan-

tages. First of all, there isn't another business
school in SEE which draws in so many nation-
alities and types of students from so many
varied business backgrounds.

Secondly, that wide variety of people encour-
ages tremendous networking across and
within many industries. Added to that you
have the wealth of experience of our inter-
national professors and consultants and the
theoretical and practical synthesis within all
modules.

Accreditation from the Association of MBAs
(AMBA) is another proof of quality of our
programmes and it assures participants that
they have made the right choice. This combi-
nation of factors makes us unique I believe.

What is COTRUGLI's scholarships
policy?

Every year, COTRUGLI awards Scholarships
to the best managers and leaders in each
country where we operate Austria, Bulgaria,
Bosnia and Herzegovina, Croatia, Macedonia,
Montenegro, Romania, Serbia and Slovenia.
Usually, we offer 12 Scholarships for each
country: 6 for Executive MBA programme (5
partial scholarships and 1full) and 6 for MBA
programme (5 partial scholarships and 1full).
Until today, COTRUGLI has invested over 3
million euro in this project as it is a part of
COTRUGLI's Social Responsibility Programme,
created to encourage positive changes in
leaders across the SEE region.

The process might differ in some countries
and detailed information is always laid out on
our webpage, sometime in March every year.
The process usually consists of three main
stages: application form, interviews with
the Scholarship Committee and Scholarship
Finals where top 50 participants for each pro-
gram compete for the 6 Scholarships.

COTRUGLI Business School is a leading business school in Southeast Europe (SEE) with
headquarters in Serbia and Croatia and offices in Slovenia, Bulgaria, Romania, Austria, Chi-
na and UAE. With these regional operational centres, COTRUGLI is reaching cultures and
business environments worldwide, creating strong, diverse and a connected Alumni net-
works of 13 nationalities: Albanian, Austrian, Bosnian & Herzegovinian, Bulgarian, Croatian,
Finish, Hungarian, Irish, Macedonian, Romanian, Serbian, Slovenian and Syrian.

COTRUGLI is offering four different programmes: MBA, Executive MBA, Chief Executive
MBA and Doctor of Business Administration. At present, all of our programmes have this
prestigious international accreditation from the Association of MBAs. Association of MBAs
(AMBA) accreditation represents the highest standard in postgraduate business educa-
tion and is earned only by the best programmes.
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Greece in the eye

of the Balkan beholder

By Perceptica team

Perceptica (www.perceptica.com) is a team of professionals specialised
in creating innovative in-depth reports based on online media analytics.
Mapping brand perceptions among customers provides valuable insights
for helping brands, individuals and organisations thrive.

This survey monitors sentiment towards the events in Greece in the light
of the referendum on accepting or rejecting the agreement with the coun-
try’s creditors. Social media comments, blog posts, forum discussions,
and comments in news media outlets were analysed to outline public at-
titudes in eight countries in Southeast Europe (SEE). The report covers
over 1200 online comments published during the period immediately
prior to and after the July 6 referendum.
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of all mentions of him and his cabinet were
negative. Greek people, however, attracted

Bulgaria

In Bulgarian social media, sentiment towards
developments in Greece was predominantly
negative. Positive opinions and voices in sup-
port of Greece were outnumbered by nega-
tive comments almost 2 to 1. A general notion
throughout online comments was that “debts
ought to be paid” and that it was unfair for
certain countries to be exempt from paying
debts. Negative attitudes were especially
prominent in regard to prime minister Alexis
Tsipras and his government, as nearly a half

more sympathy, as commenters often noted
that they had to endure a regime imposed on
them by “thieves” and “failed Communists”.

Sentiment towards Greece’s creditors, on the
other hand, was rather neutral. Only a few
commenters blamed the Troika for the situ-
ation in Greece or hailed its actions. Bulgar-
ians” view of the EU and its leaders though
was more nuanced, especially in regards to
German Chancellor Angela Merkel, seen by
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most as a key player in the Greek crisis. Posi-
tive comments about the EU outnumbered
those accusing the bloc of being too passive
or of “trying to get rid” of Greece.

A number of Bulgarians noted Russia’s role in
the crisis and its attempts to alienate Greece
from Europe. Some 16% of commenters cov-
ered by this survey blamed the situation in
Greece on Russia and its president Vladimir
Putin. Conversely, about 4% were of the opin-
ion that Moscow offers Greece the only es-
cape from the “greedy creditors”.

The effects of a possible GrEXIT on Bulgaria
were not a hot talking point for Bulgarians.
Their comments were predominantly neu-
tral and concerned mostly the state of Greek
banks in Bulgaria.

Croatia

In Croatia, sentiment towards the situation in
Greece very much resembled that in Bulgaria.
As members of the EU, Croatians were not
happy to see someone bend the rules, as they
perceived the Greeks to be doing. Hence, they
were less than appreciative of the actions of
the Greek government, which many saw as
Communist, and therefore “detrimental to
Greek people’s interests”. Croatians tended
to sympathize with the people of Greece to
some extent, although in some cases they
were described as “greedy” and “lazy”.

While Greece’s creditors were seldom a topic
of conversation, the EU was a matter of heat-
ed debate. Unlike other countries in the re-
gion, the discussion in Croatia was not as fo-
cused on German Chancellor Angela Merkel,
despite an occasional mention of her name.
The big talking point was whether Croatia
had actually benefited from joining the EU,
with the majority of commenters holding the
view that membership in the bloc was good
for their country. Nevertheless, many were
dissatisfied with the EU, especially in the wake
of the Greek crisis and the prospects of being



forced “to feed the Greek vultures”.

Slovenia was also mentioned in a notable
amount of comments in connection with
its unique situation as an euro area mem-
ber state that has already subsidized Greece
with some 1.6 billion euro, as most com-
menters expressed doubt about Croatia’s
own potential euro area accession.

Many Croatians also noted that their coun-
try was in pretty much the same situation as
Greece and should carefully consider its next
move. A small minority of comments sug-
gested that the Greek crisis would, in fact,
be beneficial for Croatians as tourists would
now opt for the Adriatic resorts.

Republic of Macedonia
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As could be expected, given the long-standing
conflict with Greece over the name of their
country, Macedonians were rather negatively
disposed to their southern neighbours in their
online comments - Macedonia is the only
country among those included in the survey
where commenters expressed a predomi-
nantly negative sentiment towards Greece.
Furthermore, the negative comments out-
weighed not only the positive ones, but the
neutral ones as well. They often implied that

Greeks were, in fact, digging their own grave,
while trying to “destroy Macedonia”.

Nevertheless, voices in support of Greek peo-
ple could be heard even in Macedonia. Some
Macedonians said they wished their com-
patriots were as active on political issues as
the Greeks, drawing a clear distinction in the
perception of Greek people, on the one hand,
and the Greek state and political elite on the
other. Commenters often made fun of the
hypocrisy of Macedonians who love to bad-
mouth Greeks but when it comes to summer
holidays Greece remains the top destination
for Macedonian tourists by a clear margin.

Macedonians’ negative sentiment towards
Creece projected itself onto the EU and its
leaders, as well. Commenters claimed that
the bloc had failed to do enough to humble
the Greeks and teach them to respect the
rules. The view that Europe would do well “to
get rid” of Greece was also rather popular.

Comments on the effects of a possible GrEX-
IT on Macedonia were relatively few but
rather polarized. About 8% of commenters
saw a GrEXIT as a great opportunity to fi-
nally get around the Greek blockade on Mac
edonia’s EU and NATO accession. Another
6%, however, warned of a possible negative
impact given their country’s dependency on
the Greek economy.

Serbia

The opinion of Serb internet users had its
specifics stemming from a multitude of
factors, including the historic Serbo-Greek
friendship. Thus, Serbia was among the few
countries in the region where attitude to-
wards Greece’s actions was pronouncedly
positive, with commenters speaking about
the “heroic” Greek people.

Negative sentiment towards Greece was
mainly prompted by articles about the ex-
tent of corruption in the country, a major
factor contributing to the debt crisis. In this
context, Greeks were described as “typical
Balkan people”, and “same as the Serbs” —a
rather negative notion, according to com-
menters themselves.

While Greece’s creditors failed to attract
much attention, the EU and its leaders were
often depicted as the villains in the story.
Less than one fourth of comments showed a
positive sentiment towards the bloc. About
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half of all comments, on the other hand,
spoke negatively of the EU, with a substan-
tial portion of them calling for a referendum
on Serbia’s future EU accession. Comment-
ers said they wanted the Serb people’s voice
to be heard the same way that of the “broth-
erly” people of Greece was heard.
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Russia’s involvement in the Greek crisis
was another issue that triggered polarized
opinions. Negative sentiment towards Rus-
sia slightly outweighed the positive one, by
35% to 31%. Many of the positive comments
called for Christian Eastern Orthodox coun-
tries like Serbia, Greece and Russia to group
up against the West. On the other end of the
spectrum, many commenters noted the “in-
adequacy” of Russophilia in Serbia.

Moldova

Moldova, with its large Russian-speaking mi-
nority, is a special case among SEE states. In
fact, much of the debate regarding the Greek
referendum took place in Russian.

Naturally, Russian speakers were rather sup-
portive of Greece and its people, congratu-
lating them on what they saw as a “bold de-
cision.” Anti-EU, anti-IMF, anti-US sentiment
dominated, with many commenters express-
ing their joy at seeing Greece distance itself
from the West. Many pointed to the fact
that Prime Minister Alexis Tsipras was the
only leader of his country in recent history to
have graduated from a Greek university and
nota U.S. one. Moldova was the only country




£ G’.:;S;_;’
R /
A
NG T
] o
. -
e 3
&; %,
- .-;_:_:-.
Ty,
N
gt
e (7 0,
(RGNS
e
e
L %,
2

included in the survey where the U.S. was
mentioned almost as frequently as the EU in
connection with the Greek crisis.

A large number of comments in Russian
touched upon relations with Russia, slam-
ming Russophobe politicians in Moldova.
Commenting on articles covering the prob-
lems of the 20,000 Moldovans residing in
Greece, they shared the view that Russia was
a much better destination for Moldovan mi-
grant workers than Greece could ever be.

Opinions voiced in Romanian were rather less
nuanced than those in Russian, with a much
larger portion of neutral comments. Negative
sentiment towards Greece and its people pre-
vailed slightly over positive. Commenters em-
phasized the fact that Greeks were to blame
for their country’s uncompetitive economy.
They further argued that Greeks had long
enough lived as parasites on the back of the
EU. There were voices in support of the Greek
people, saying they were “hard-working” and
“did not deserve such a fate”. Far fewer voices
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were raised in support of Tsipras, who was
nevertheless seen as a better option than
Moldovan politicians “who want to sell their
country to the Russians”.

Slovenia

for being the only people with courage to
stand up to the “foreign exploiters”. Thus,
once again the word solidarity was used in
calls to stand up for the people of Greece.

Only 26% of posts in the Slovenian social me-
dia covered by this research were neutral in
tone. A large portion cited the statement of
the Eurogroup president Jeroen Dijsselbloem,
who warned that there would be no negotia-
tions if Greece votes “No” in the referendum.

The predominant sentiment was negative
towards all the parties involved, as most re-
marked that Greece had nothing except its
glorious history and seaside but thanks to
the loans it had received, it had managed
to keep its economy in good shape over the
years. If these were taken out of the equa-
tion, Greece would be very much the same
as Bulgaria, they asserted.
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Some of the most widely discussed topics
were Greece’s uncompetitive economy and
corruption at all levels. The EU'’s solidarity
with Greece was another point of discus-
sion, as commenters were adamant that it
was high time Greeks started working and
repaying their massive debt. Users compared
Creece to a “bottomless bag”, while others
worried about the establishment of a mili-
tary dictatorship in the country.

Commenters were also rather critical of
Creece’s lenders and the EU. According to
some, the accumulation of huge loans by
some countries was part of a plan by the EU
and the creditors aimed at enslaving their
people. There were also accusations against
the banks based in France and Germany,
which were perceived to be pocketing the
money of the other member states.

Some commenters, however, hailed Tsipras

for “actually standing up against Brussels’
dictatorial ways”. Others praised the Greeks
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The opinion of social media users in Romania
on Greece’s financial issues was predominant-
ly negative. The majority of the negative com-
ments were directed at the Greek government
and the Greek political elite in particular.

According to the Romanian commenters,
Greeks had themselves to blame for their sit-
uation because they “lied when they entered
the Eurozone and fabricated the data re-
quired for accession”. According to most, the
political elite in the country is “hypocritical”
and all politicians “lie and blame others for
the country’s poor financial management”.

Some were extreme in their comments, sug-
gesting that the EU did not need Greece at
all, and that no country could wait forever to
get back the money it had given the Greeks.

The creditors and the EU were also under at-
tack. Many Romanians were baffled by the
EU’s insistence that Greece remained in the
Eurozone. They also expressed their dissat-
isfaction in regards to the financial manage-
ment of the EU.

Others described the situation in Greece as
“the initial battle with the capitalist beast”,
and expressed their compassion with the
Greek people in their struggle with the cor-
rupt political elite that was responsible for
the financial difficulties in the country.

Overall, the Romanian social media users
expressed a negative opinion regarding the
decisions taken by Greek politicians and
the corruption in the country, though some
voiced support for the Greeks and com-
mended them for what they saw as “courage
to challenge the capitalist oligarchs”.
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Growth prospects have
improved but negative effects of
2008 financial crisis will remain

By Daniel Solomon, economist at Euromonitor International

Economies in Southeast Europe (SEE) now  consumer confidence in EU-member states in SEE

appear to be solidly in recovery mode, after
having one of the weakest performances in
the last 5years. The outlook has generally im-
proved in the first half of 2015 and gross do-
mestic product (GDP) growth forecasts for the
full year 2015 have been revised upwards by
around 0.3-0.5 percentage points since the be-
ginning of the year. Economic growth should
continue toimprove in 2016-2020 but it should
remain below the long-term potential output
growth with the exception of Romania.

The combination of higher private sector con-
fidence, lower interest rates and improved
labour market conditions have boosted con-
sumer spending and investment. Consumer
confidence has increased significantly during
2015 in SEE, and it is now above the long-term
averages in most SEE countries, especially in
Romania and Slovenia. Business confidence has
also increased, though it is still barely above the
long-term trends in Bulgaria and Romania. Inter-
est rates in the region have mostly followed eu-
rozone interest rates. They reached record lows
in early 2015, but have increased recently along
as investors seem to have re-evaluated the im-
pact of the European Central Bank's quantita-
tive easing programme on bond yields.

External factors affecting
the outlook

According to Euromonitor scenario, SEE coun-

GDP growth in select states in SEE (in %)

2
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2013Q3

2013Q4 2074Q1 2074Q2 2014Q3 2014Q4 2015Q1  2015Q2

== Bulgaria

Notes: The indices are standardised by subtracting the long term average and dividing by the standard deviation. Numbers above zero represent
above average confidence. Numbers above 1or below -1 represent significantly above or below average levels.

Source: Euromonitor International from National Statistical Offices and European Commission

tries should benefit significantly from lower
oil prices. A forecast assuming long term sta-
bilisation of oil prices at around $60 would
still raise GDP levels in the region by 1-2% rela-
tive to $100 oil price scenario.

A worsening in Russia‘s recession could hurt
the outlook moderately. Based on our macro
model, a 3% GDP drop in Russia in 2016 (rela-
tive to our current forecast of -0.8% growth)
would reduce GDP by around 0.4% in Bulgaria
and Serbia and by 0.1% in Romania.

Greece's exit from the eurozone (Grexit) re-

mains a high probability scenario in 2016, de-
spite the recent 3rd bailout agreement. The
spill-over effects of a Grexit on Europe should
be quite limited, due to the low exposure of
the European financial system to Greek debt
and the improved capital buffers of banks.

However, the effects would be more signifi-
cant in SEE due to stronger trade links and
the importance of Greek owned banks in the
financial systems of Bulgaria, Romania and
Serbia. We estimate that a Grexit in 2016,
could reduce output in 2016-2017 by 1% in
Bulgaria and by 0.3% in Romania.

Consumer Price Inflation in select states in SEE (in %)

2014 2015 2016 2017 2018-2022 2014 2015 2016 2017 2018-2022
Bulgaria 15 21 2.4 2.8 3.0 Bulgaria -1.4 0.4 17 20 29
Romania 28 33 33 32 3.0 Romania 1 03 13 20 27
Croatia -0.4 04 15 20 22 Croatia -02 -05 N 20 25
Serbia -1.8 01 13 20 35 Serbia 21 1.6 36 4.0 4.0
Slovenia 25 20 17 21 20 Slovenia 0.2 -03 13 1.9 20

Note: Forecasts start in 2015
Source: Euromonitor International Macro Model

Notes: Forecasts start in 2015

Source: Euromonitor International Macro Model
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Top-end GDP growth
forecast for 2015

In 2015, Albania’s gross domestic product (GDP) is expected to rise by
between 2.5% and 3.0%, according to forecasts of the World Bank, the
European Bank for Reconstruction and Development, and the Interna-
tional Monetary Fund. The factors which will support the country’s eco-
nomic growth include the start of the construction of the Trans-Adriatic
Pipeline (TAP), part of which goes through Albania, growing domestic
demand and reduction of the high levels of non-performing loans (NPLs).
The economic recovery of the eurozone countries, Albania’s main trading
partner, will also support growth. The economic downturn in Greece,
which accounted for a large share of the remittances to Albania, is among
the key risk factors for the country’s economic development.

Albania’s economy managed to achieve its
targeted growth rate of 2.1% in 2014 on the
back of a recovery of domestic demand and
increase in exports. However, the country’s
economic development was far below the
pre-crisis levels when it was one of the fast-
est in Europe. The significant share of in-

formal economy, the wide current account
deficit and high unemployment continued to
weigh on the country’s economic growth.

A key development for Albania came in June

2014 when the European Commission grant-
ed it an EU candidate status. The decision
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reflected the progress the country has made
in European integration and in implementing
the necessary reforms.

Anotherimportant event was the approval by
the International Monetary Fund (IMF) of 330
million euro in special drawing rights (SDR)
arrangement under the Extended-Fund Facil-
ity in support of the Albanian governments’
reform programme.

Remittances, on which the Albanian econo-
my is highly dependent, grew by 8.6% to 592
million euro in 2014, according to the Bank
of Albania. The increase was due to the im-
provement of the economic situation in the
Western European countries, where most Al-
banian emigrants live.

Albania managed to climb to the 68th place
in the World Bank's Doing Business 2015 re-
port from the 108th place in the 2014 report.
The country improved the regulatory frame-
work in the area of starting a business, deal-



Albania TOP 10

Kastrati Sh.a. Petroleum/Natural Gas 478.4 5.00% N/A
2 86 Bankers Petroleum Albania Ltd. Petroleum/Natural Gas 4671 -3.92% N/A N/A
Operatori i Shperndarjes se ) o
3 138 Energjise Elektrike (OSHEE) Sh.a. Electricity 3372 19.03% N/A N/A
4 250 Kurum International Sh.a. Metals 2016 16.17% N/A N/A
5 337 Europetrol Durres Albania Sh.a. Petroleum/Natural Gas 1399 -1317% N/A N/A
6 347 Everest Oil Sh.a. Petroleum/Natural Gas 134.8 15.69% N/A N/A
7 358 Genklaudis Sh.a. Petroleum/Natural Gas 1317 4558% N/A N/A
8 382 ALFA SHA. Wholesale/Retail 1217 21.90% N/A N/A
9 391 TPD-Trading Petrol & Drilling Sh.a.  Petroleum/Natural Gas 18.0 44033% N/A N/A
10 401 Vodafone Albania Sh.a. Telecommunications 153 -33.63% N/A N/A
Source: Tax Administration, Monitor magazine (www.monitor.al)
Albania economic forecast
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m=m Volume of imports of goods and services (% change)
mmm Gross domestic product, constant prices (% change)
Inflation, average consumer prices (% change)

Volume of exports of goods and services (% change)

mmm Unemployment rate (% of total labour force)

Source: International Monetary Fund (IMF) World Economic Outlook Database — April 2015

ing with construction permits, and register-
ing property.

However, the country fell two places in the
Global Competitiveness Report 2014-2015
published by the World Economic Forum and
at the 97th spot among 144 countries was
the poorest performer in Southeast Europe.
The key factors which put pressure on the
country’s competitiveness were corruption,
insufficient access to financing, and bureauc
racy. In the 2013-2014 report Albania ranked
95th out of 148 countries.

The country’s seasonally-adjusted GDP in-
creased by 2.1% in 2014 and totalled 1,330
billion leks, according to data of the coun-
try’s Institute of Statistics (INSTAT). Final
consumption, which contributed 89.1% to
the GDP, increased by 4.0% in value in 2014.
Gross capital formation went down by 2.2%,
contributing 24.8% to the GDP.

The country’s seasonally-adjusted GVA in-

creased by 2.2% and totalled 1156 billion leks
in 2014. The industrial sector grew by 0.6% in
terms of value but its share in the GVA struc
ture decreased to 14.4% from 14.7%. The servic
es sector recorded a 4.1% annual increase, get-
ting a 52.4% share in the GVA, up from 51.5% in
the previous year. The agricultural sector regis-
tered an annual growth of 2.0%, but its share
in the GVA inched down to 21.8% from 21.9%.

Industrial output ended 2014 with an annual
growth of 5.2% with almost all sectors expe-
riencing a rise — construction output jumped
by 211%, the electricity and gas supply ex-
panded by 19.0%, and the manufacturing in-
dustry went up by 10.3%. The output of the
mining sector, however, dropped by 22.0%.

The average annual inflation slowed down
to 0.7% in 2014, compared to 1.9% a year
earlier. In 2014 the highest annual increase
in consumer prices, of 10.5%, was registered
by tobacco products. On the opposite end
of the table, hospital services registered the
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sharpest deflation — of 8.7%.

Unemployment in Albania increased to 17.6%
of the total labour force in the fourth quarter
of 2014 from 16.8% a year earlier, according to
INSTAT data. The employed population aged
15 years and older was 1.067 million in the last
quarter of 2014, up by 8.5% year-on-year. The
unemployment rate among people aged be-
tween 15 and 24 went up to 33.9%.

Broad money (money aggregate M3) in-
creased by an annual 4.0% and reached 1,195.1
billion leks in December 2014, according to
data provided by Bank of Albania. The M2
money supply decreased by 4.2% to 722.4
billion leks. Money aggregate M1, or narrow
money, jumped by 19.4% to 353.3 billion leks
in December 2014.

Loans to the non-government sector totalled
54911 billion leks in December 2014, up by 2.2%
year-on-year, according to data of the country’s
central bank. Loans to non-financial corpora-
tions grew by an annual 2.5% to 404.5 billion
leks in December, while household loans rose
by 1.3%to 144.6 billion leks. Home purchase
loans inched down by 0.1% to 102.5 billion leks.

Albania’s gross external debt increased to
6.665 billion euro at the end of December
2014, up by 7.9% on the year. As of end-De-
cember 2014 long-term liabilities amounted
to 5.454 billion euro, or 81.8% of the total
debt, and short-term liabilities totalled 1.211
billion euro, equal to 18.7% of the total debt.

The current account deficit widened to 378
million euro in the fourth quarter of 2014 from
337 million euro in the like period a year earlier,
according to central bank statistics data.
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Top-end GDP growth
forecast for 2015

Bosnia&Herzegovina

In 2015, Bosnia and Herzegovina’s gross domestic product (GDP) is ex-
pected to grow by between 2.0% and 2.5%, according to forecasts of the
World Bank, the European Bank for Reconstruction and Development
(EBRD), and the International Monetary Fund (IMF). The factors, which
will support the economic growth, include exports and industrial produc-
tion, which will benefit from cheaper oil prices, as well as investments in
infrastructure in areas damaged by the record floods of May 2014.

Bosnia managed to achieve economic growth
in 2014 despite the torrential rainfall that
triggered wide-spread floods in May and
caused damages estimated at 2.0 billion euro
or 15% of the country’s GDP. Retail sales and
exports helped back economic activity, along
with an increase in industrial output. The
unemployment rate, including youth unem-
ployment, continued to be one of the highest
in Europe due to lack of economic and regula-
tory reforms.

According to the European Commission’s

Progress Report on Bosnia and Herzegovina,
the country’s government made very limited
progress on political and economic issues
and on moving towards European standards
in 2014. Concerning the economic criteria,
Bosnia and Herzegovina achieved insufficient
progress towards becoming a functioning
market economy.

Bosnia, similar to other countries in South-

east Europe, relies on remittances from emi-
grants. In 2014, remittances grew by 3.3% to
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1.64 billion euro or 12.5% of the country’s pro-
jected full-year GDP, according to data from
the World Bank.

The country fell to the 107th place in the
World Bank's Doing Business 2015 report
from the 104th position in the 2014 edition.
It did, however, improve its position in the
report's Getting Credit and Registering Prop-
erty but dropped in the ranking in all other
categories.

The country’s GDP increased by a real 0.8% to
25.623 billion Bosnian marka in 2014, accord-
ing to provisional data of Bosnia and Herze-
govina’'s Agency of Statistics (BHAS).

The gross value added (GVA) generated by
the national economy increased by 0.7% in
value in 2014 and totalled 20.93 billion Bos-
nian marka. The industrial sector shrank by
3.3% and its share in the GVA structure de-
clined to 21.4% from 22.3%. The services sec
tor recorded a 3.1% annual increase, equal to



Bosnia and Herzegovina TOP 10

Current account balance in bilions of
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1 Optima Grupa d.o.0. Banja Luka Petroleum/Natural Gas 5483 -16.16% -1533
2 l Holdina d.o.o. Sarajevo Petroleum/Natural Gas 524.6 -3.67% 31 33
3 74 JP Elektroprivreda BiH d.d. Electricity 501.5 -2712% 17 189
4 127 Konzum DOO Wholesale/Retail 3572 13.07% 22 29
5 136 Arcelormittal d.o.0. Zenica Metals 3387 0.65% 15 -0.812
6 159 BH Telecom d.d. Telecommunications 2949 -573% 402 647
7 162 Bingo d.o.0. Tuzla Wholesale/Retail 289.6 11.86% 205 173
8 193 Telekomunikacije Republike Srpske a.d.  Telecommunications 2522 317% 54.4 513
9 212 Petrol BH Oil Company d.o.0. Sarajevo  Petroleum/Natural Gas 2312 15.22% 27 0191
10 214 Elektroprivreda Republike Srpske a.d. Electricity 2262 -10.90% 122 157
Source: Agencija TEC d.0.0 (www.bon.ba)
Bosnia and Herzegovina economic forecast
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Source: International Monetary Fund (IMF) World Economic Outlook Database — April 2015

a69.6% share in the GVA, compared to 67.9%
in the previous year. The agricultural sector
registered a drop of 9.6%, thus decreasing its
share in the GVA to 7.6% from 8.5%. The con-
struction sector grew by 6.5% and its share
inched up by 0.3 percentage points to 5.2%.

Industrial output was up by 0.1% on the year
in 2014. The manufacturing sector grew by
3.8%, while the electricity and gas supply, and
mining sectors declined by 9.6% and 2.1%, re-
spectively.

The segments which registered the highest
annual declines in 2014 were manufacture
of computer, electronic and optical products
with a 49.7% drop, followed by manufacture
of tobacco products with a fall of 14.1%, and
manufacture of other transport equipment
which reported a decrease of 11.8%, accord-
ing to BHAS data.

Retail sales grew by 11.6% y/y in the fourth
quarter of 2014, while wholesale trade de-
creased by 1.0%, according to BHAS data.

Wholesale trade with other machinery,
equipment and supplies marked the highest
increase, of 17.3%, while sale, maintenance
and repair of motorcycles and related parts
and accessories declined the most by 211%.

Bosnia and Herzegovina registered an aver-
age annual deflation of 0.9% in 2014, com-
pared to a 0.1% deflation a year ago. In 2014
the highest annual decrease in consumer
prices was registered in telephone and tele-
fax equipment, of 5.5%, followed by clothing,
and footwear, which got cheaper by 5.3% and
4.7% respectively. The consumer groups that
recorded inflation were led by travel services,
which got more expensive by 12.6%, followed
by tobacco with 9.2%, and postal services
with 3.5%.

Unemployment in Bosnia and Herzegovina
fell to 43.6% of the total labour force in the
last month of 2014 from 44.6% a year earlier,
according to data of BHAS. The employed
population aged 15 years and older was
708,000 in December 2014, up by 2.7% y/y.
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Broad money in Bosnia and Herzegovina
(money aggregate M2) increased by 7.8% y/y
and reached 17.4 billion marka in December
2014, according to data of the Central Bank of
Bosnia and Herzegovina (CBBH).

Quasi-money, which includes other deposits
in domestic and foreign currency, as well as
transferrable deposits in foreign currency, in-
creased by 6.0% to 9.96 billion marka. Money
aggregate M1, or narrow money, jumped by
9.4% to 7.32 billion marka.

Loans to the non-government sector totalled
15.7 billion marka in December 2014, up by
1.8% y/y, according to CBBH.

Loans to non-financial corporations fell by
1.5% to 8.2 billion marka in December, while
household loans rose by 5.7% to 7.466 billion
marka. House purchasing loans were down
by 2.5% to 605 million marka.

The total external government debt amount-
ed to 8.2 billion marka in the fourth quarter
of 2014, up by 10.4% on the year. In compari-
son to the third quarter of 2014, the govern-
ment external debt grew by 62 million marka,
according to CBBH.

Bosnia and Herzegovina's main foreign credi-
tor as of the fourth quarter of 2014 were the
World Bank’s International Development As-
sociation, which accounted for 22.1% of the
total government external debt.

The current account gap widened to 2.08 bil-
lion marka in 2014 from 15 billion marka in
2013, according to central bank statistics data.
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Bulgaria

1.2%

Projected GDP
growth in 2015

In 2015, Bulgaria’s economic growth is expected to remain subdued
at 1.2%, according to forecasts of the World Bank, the European Bank
for Reconstruction and Development, and the International Monetary
Fund. The country’s government should carry out structural reforms
and improve the business environment in order to step up growth.
Bulgaria's fiscal policy is expected to tighten, and the contribution of
exports is expected to increase on the back of better growth prospects in
the Eurozone, the country’s main trading partner.

Bulgaria’s gross domestic product (GDP) grew
by 1.7% in 2014 thanks to external factors such
as the economic recovery of the other EU-
member states, rather than an improvement
of the local economic environment. Declining
unemployment and increasing consumption
were among the factors which backed eco-
nomic growth, while the expanding trade
deficit and gross external debt placed mac
roeconomic stability at risk.

Anotherfactorthat put pressure on the coun-
try’s economy in 2014 was the collapse of

Corporate Commercial Bank (Corpbank), the
country's fourth largest lender. In June 2014,
the Bulgarian National Bank placed Corpbank
under special supervision over risk of insol-
vency and appointed two conservators after
it notified the central bank it had run out of
liquidity. Payments and all types of banking
operations were suspended. In November,
the Bulgarian National Bank revoked the li-
cense of Corpbank and the Bulgarian parlia-
ment mandated the government to start ne-
gotiations with foreign banks on a debt of up
to 3.0 billion levs to be issued in a temporary
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loan to the Bank Deposit Guarantee Fund in
order to secure the stability of the local bank-
ing system.

In 2014, Bulgaria's economy benefited from
more than 1.4 billion euro of remittances
from Bulgarian emigrants, according to data
from the World Bank. Remittances to Bulgar-
ia were growing steadily in the 2010-2014 pe-
riod after a slump in 2009 due to the global
economic downturn.

In the World Bank's Doing Business 2015 re-
port Bulgaria ranked 38th, two places below
its position in the previous year’s report. The
country improved its rankings only in two of
the 10 categories — Trading Across Borders
and Registering Property. However, the gov-
ernment made starting a business easier by
lowering registration fees, the report noted.

The country improved its ranking in the Glo-
bal Competitiveness Report 2014-2015 pub-
lished by the World Economic Forum. Bul-
garia ranked 54th among 144 countries, thus
being one of the best performers among
the countries in Southeast Europe. The key
factors which put pressure on the country’s



Bulgaria TOP 10

1 Lukoil Neftochim Burgas AD Petroleum/Natural Gas 3331 -1472% 2721 -1233
2 Aurubis Bulgaria AD Metals 2372 -2.69% 611 19.4
3 3 Lukoil-Bulgaria EOOD Petroleum/Natural Gas 1613 -218% -171 =277
Natsionalna Elektricheska - o
4 15 Kompania EAD Electricity 1552 0.07% -299.9 -m4
5 4 Bulgargaz EAD Petroleum/Natural Gas 796.6 2.23% 37 295
6 47 CEZ Elektro Bulgaria AD Electricity 7346 1.06% 127 -84
7 49 OMV Bulgaria 00D Petroleum/Natural Gas 7205 -2136% 14.2 15
8 61 Kaufland Bulgaria EOOD & CoKD  Wholesale/Retail 626.2 10.59% 341 327
9 82 Saksa OOD Petroleum/Natural Gas 478.2 373% 51 43
10 92 AETs Kozloduy EAD Electricity 436.0 1415% 401 215
Bulgaria economic forecast
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competitiveness, were corruption, bureauc
racy and insufficient access to financing. In
the 2013-2014 report Bulgaria ranked 57th out
of 148 countries.

The country’s GDP totalled 75.745 billion levs
in 2014, according to data of the National
Statistical Institute (NSI). Final consumption,
which contributed 80.0% to the GDP, in-
creased by 2.4% in value in 2014. Gross capi-
tal formation went up by 2.8%, contributing
21.7% to the GDP. Both imports and exports
grew - by 3.8% and 2.2%, respectively.

The gross value added (GVA) generated by
the national economy increased by nomi-
nal 1.6% y/y in 2014 and totalled 65.030 bil-
lion levs. The industrial sector grew by 2.1%
in terms of value and its share in the GVA
structure inched up to 22.7% from 22.6%.
The services recorded a 1.2% annual increase,
gettinga 66.0% share in the GVA, down from
66.3% in the previous year. The agricultural
sector registered an annual rise of 5.2%, in-
creasing its share in the GVA to 4.8%, from

4.7%. The construction industry also marked
a growth, of 1.4%, but its share in the GVA re-
mained unchanged at 6.4%.

Bulgaria turned to an annual average defla-
tion of 1.4% in 2014 from an inflation of 0.9%
a year ago.

Unemployment in Bulgaria narrowed to 11.4%
of the total labour force in 2014 from 12.9% a
year earlier, according to NSI data. The em-
ployed population aged 15 years and older was
2.981 million in 2014, up by 1.6%. Unemploy-
ment rate among people aged between 15 and
24 went down to 23.8%, from 28.4% in 2013.

Broad money (money aggregate M3) in-
creased by 11% to 68.006 billion levs by De-
cember 2014, according to data provided
by Bulgarian National Bank (BNB). The M2
money supply grew by 1.2% to 67.937 billion
levs. Money aggregate M1, or narrow money,
jumped by 15.1% to 31.111 billion levs.

Loans to the non-government sector totalled
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49390 billion levs by December 2014, down
by 8.2% as compared to a year earlier. Loans
to non-financial corporations went down by
11.6% to 31.011 billion levs, while household
loans and loans by non-profit institutions
serving households inched down by 1.6% to
18.379 billion levs.

The country’s gross external debt increased
by 6.0% to 39.558 billion euro at the end of
December 2014, equivalent to 94.3% of the
projected full-year GDP, according to BNB.

The current account surplus narrowed to 18.8
million euro in 2014 from 848.2 million euro
in 2013, according to central bank data.

Foreign direct investment (FDI) fell by 7.3% to
1182 billion euro in 2014, and accounted for
3.1% of the projected full-year GDP, according
to BNB data. In 2014, the Netherlands was the
biggest foreign investor in Bulgaria contrib-
uting 746.6 million euro in FDI, Austria came
second with 290.6 million euro and the UK.
was third with 179 million euro.

A breakdown by industries shows that real
estate was the leader in terms of attracted
FDI - 478.3 million euro, followed by financial
intermediation with 163.8 million euro, and
electricity, gas and water supply with 102.5
million euro.

Tourism and the travel industry contributed
3.1 billion levs directly to the country's econo-
my in 2014, equivalent to 3.7% of its GDP, ac
cording to the World Travel&Tourism Council
(WTTC). The direct GDP contribution of the
country's tourism and travel industry is pro-
jected to rise by 2.0% in 2015.



country
profile

9%

Projected GDP
growth in 2015

Croatia

In 2015, Croatia is expected to see an end of recession and post a 0.5% an-
nual GDP growth, according to forecasts of the World Bank, the European
Bank for Reconstruction and Development, and the International Monetary
Fund. The growth will be underpinned by exports, fuelled by demand from
the eurozone countries, reduced oil prices, and investments under EU pro-
grammes. Despite the growth forecast, Standard&Poor's Ratings Services
has revised the outlook on Croatia to negative on lagging reforms.

Croatia saw no economic growth for a sixth
consecutive year in 2014. The country’s EU
membership could not boost its economy
with domestic demand remaining limited
because of high unemployment and insig-
nificant growth in wages. Croatia is highly
dependent on the tourism industry, which
accounted for more than 12% of the country’s
GDP in 2014, one of the highest levels among
the countries in Southeast Europe.

Other macroeconomic indicators, which
shaped the national economy in 2014, were
the annual deflation caused by the weak do-
mestic demand, the growing external debt,
in particular the government external debt,

and the shrinking current account surplus.
Some positive developments included a rise
in exports thanks to the country’s EU mem-
bership, which helped reduce the external
trade gap, the increase in new building per-
mits, and an uptrend in industrial output.

Except tourism, Croatia’s economy benefits
from remittances of Croatian emigrants. In
2014, the remittances rose by 1.8% to more
than 1.3 billion euro, according to data from
the World Bank.

Inthe Doing Business 2015 report of the World

Bank, Croatia ranked 65th, two places above
its position in the 2014 report. According to
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the report, Croatia made easier: starting a
business by reducing notary fees; dealing
with construction permits by reducing the
requirements and fees for building permits
and carrying out the final building inspection
more promptly; and trading across borders
by implementing a new electronic customs
system. The country made paying taxes more
complicated for companies by raising the
health insurance contribution rate, increas-
ing the Croatian Chamber of Economy fees
and introducing more detailed filing require-
ments for Value Added Tax.

The country also dropped by two places in
the Global Competitiveness Report 2014-
2015, published by the World Economic
Forum. Croatia ranked 77th out of 144
countries thus being one of the worst per-
formers among the countries in Southeast
Europe. The key factors, which weakened
the country’s competitiveness, were bu-
reaucracy, policy instability, and corruption.
In the 2013-2014 report Croatia ranked 75th
out of 148 countries.

The country’s GDP decreased by a real 0.4%
and totalled 328.9 billion kuna in 2014, ac



Croatia TOP 10

1 5 INA d.d Petroleum/Natural Gas 3321 4.25% 824 2139
2 12 Konzum d.d. Wholesale/Retail 1756 0.47% 14.2 223
3 16 Hrvatska Elektroprivreda d.d. Electricity 1493 -16.52% 1591 979
HEP-Operator Distribucijskog -
33 SEEL e Electricity 9219 37.88% 80.9 771
5 40 Hrvatski Telekom d.d. Telecommunications 813.0 -572% 1476 187.4
6 55 Petrol d.o.0. Petroleum/Natural Gas 6723 17.08% 49 18
7 73 HEP-Proizvodnja d.o.0. Electricity 518.0 -19.09% 119.4 718
8 77 Pliva Hrvatska d.o.o. Pharmaceuticals 4958 22.63% 76.5 571
9 90 Plodine d.d. Wholesale/Retail 4459 4.54% 5.4 4.8
10 96 Lidl Hrvatska d.o.o. k.d. Wholesale/Retail 4275 9.02% 142 10
Croatia economic forecast
20
e —
G — ———
10

-5
2015 2016
mmm Unemployment rate (%)

Inflation, average consumer prices (y/y change in %)
= \/olume of exports of goods and services (y/y change in %)

2017

2018 2019 2020

m== \olume of imports of goods and services (y/y change in %)
s Gross domestic product, constant prices (y/y changein %)

Source: International Monetary Fund (IMF) World Economic Outlook Database — April 2015

cording to preliminary data of the Croatian
Bureau of Statistics (DZS).

Final consumption, which contributed 80.0%
to the GDP, fell by nominal 1.2%. Gross capital
formation was down by 4.1%, contributing
18.6% to the GDP. Both imports and exports
grew - by 2.3% and 6.1%, respectively.

The gross value added (GVA) generated by
the national economy decreased by 0.5% in
value in 2014 and totalled 278.3 billion kuna.
The industrial sector fell by 0.7% and its share
in the GVA structure inched down to 21.06%
from 21.11% a year earlier. The construction
sector was down by 6.1% y/y and had a share
of 5.0% in the GVA against 5.3% in 2013. The
services sector recorded a 0.2% annual in-
crease, getting a 69.8% share in the GVA, up
from 69.3% in the previous year. The agri-
cultural sector registered an annual drop of
3.0%, thus narrowing its share in the GVA to
4%, from 4.3%.

Industrial output was up by 13% in 2014,
according to DZS data. The manufacturing

sector grew by 3.1%, while the mining sector
went down by 6.4%, followed by electricity
and gas supply with a 5.2% annual decline.

Manufacture of rubber and plastic products
was the segment to report the highest an-
nual production growth of 24.4% while man-
ufacture of tobacco products dropped the
most by 14.7%. Retail sales were down by 1.2%
in 2014 after a 2.7% annual growth in 2013,
according to DZS data. In 2012, retail sales
inched down by 0.3% on the year.

The wholesale sector was down by 2.8% in
2014, after a 0.6% decline in 2013 and a 3.2%
drop in 2012.

Consumer prices in Croatia turned to an an-
nual average deflation of 0.2% in 2014 from
a 2.2% annual average inflation in 2013. In
2014 the highest annual decrease in con-
sumer prices was registered in oils and
fats, vegetables, and liquid fuels of 12.1%,
6.4% and 5.6%, respectively. The consumer
groups with highest inflation were postal
services with 13.8%, holiday services with
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10.6%, and hospital services with 8.7%.

Unemployment in Croatia narrowed to0 19.6%
of the total labour force at end-2014 from
21.6% a year earlier, according to data of DZS.

The employed population aged 15 years and
older was 1303 million in December 2014,
down by 1.3% y/y.

Broad money (money aggregate M4) in-
creased by 2.8% y/y and reached 287.6 billion
kuna in December 2014, according to data pro-
vided by the Croatian National Bank (HNB).

The Mla money jumped by 9.4% to 65.8 bil-
lion kuna and money aggregate M1, or nar-
row money, also went up, by 9.2%, to 63.5
billion kuna.

The gross external debt totalled 46.7 billion
euro at the end of December 2014. It widened
by 1.6%, or 752 million euro compared to De-
cember 2013. In comparison to September
2014 the gross external debt grew by 198 mil-
lion euro.

The current account surplus rose to 286.4
million euro in 2014 from 358.9 million euro
in 2013, according to central bank statistics
data.

FDI nearly tripled in 2014 to 2.88 billion euro,
compared to 735 million euro in 2013, accord-
ing to HNB data.

In 2014, the Netherlands was the biggest for-
eign investor in Croatia with FDI of 2.4 billion
euro. Switzerland came second with 0.522
billion euro and Austria was third with 401
million euro.
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Macedonia

Projected GDP
growth in 2015

In 2015, Macedonia’s economy is expected to keep up its robust growth
pace of 3.8%, according to forecasts of the World Bank, the European
Bank for Reconstruction and Development, and the International Mon-
etary Fund. Growth will be driven by government investments in civil
engineering projects, as well as foreign investments in the manufactur-
ing industry, rising exports and higher domestic demand.

Macedonia’s gross domestic product (GDP)
increased by 3.8% in 2014, above the aver-
age for Southeast Europe (SEE), backed by
growing private consumption, strong indus-
trial output, large-scale infrastructure invest-
ments, higher lending activity, expanding ex-
ports and bigger foreign direct investments
(FDI). However, the country’s economy con-
tinues to suffer from high unemployment,
especially youth unemployment, deflation
and large informal economy.

In terms of business-enhancing regulations,
Macedonia managed to keep its leading posi-
tion among the countries in the SEE region,

according to the World Bank's Doing Business
2015 report. Macedonia occupied the 30th
place out of 189 countries in the 2015 report,
going up one place in comparison to the pre-
vious year's edition. Starting a business be-
came easier after the government made on-
line registration free of charge, strengthened
minority investor protections, and made
resolving insolvency easier, according to the
report.

Macedonia also performed well in the Global
Competitiveness Report 2014-2015 published
by the World Economic Forum. The country
ranked 63rd among 144 economies, while in
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the previous year’s report it ended up 73rd
out of 148 countries. The leading issues limit-
ing Macedonia’s competitiveness are access
to financing, poor work ethic in national la-
bour force, and inadequately educated work-
force, the report showed.

Macedonian emigrants contributed 3023
million euro in remittances to the country in
2014, down by 2.5%, according to the World
Bank. Remittances accounted for more than
3.0% of Macedonia’s GDP in 2014. Remittanc
es by Macedonians living in the U.S.,, Germa-
ny, and Turkey made up 46.2% of the total.

Final consumption, which contributed 86.4%
to the GDP, increased in value by 1.6% in 2014.
Gross capital formation went up by 13.0%,
contributing 26.8% to the GDP. Both imports
and exports jumped - by 14.5% and 17.0%,
respectively. The country’'s GDP totalled
407.049 billion denars in 2014.

The gross value added (GVA) generated by the
national economy increased by nominal 3.4%
in 2014 and totalled 348.069 billion denars.
The agricultural sector registered an annual



Macedonia TOP 10

Johnson Matthey DOOEL Chemicals 936.6 48.34%
EVN Elektrostopanstvo na P
2 108 Macedonija AD Electricity 394.8 7.45% 5.4 23
3 124 Okta AD Petroleum/Natural Gas 359.9 -17.05% -81 -2.4
4 142 Makpetrol AD Petroleum/Natural Gas 3337 -3.89% -17 =213
5 204 Elektrani na Makedonija AD Electricity 2410 5.21% 142 22
6 228 Feni Industry AD Metals 2158 478% -82 234
7 353 Makedonski Telekom AD Telecommunications 1330 -11.89% 36.8 442
8 47 Lukoil Makedonija DOOEL Petroleum/Natural Gas 10.4 133% 4.0 6.0
9 434 T-Mobile Makedonija AD Telecommunications 1051 -14.34% 202 376
10 451 Alkaloid AD Pharmaceuticals 96.5 1.89% 10.2 101
Source: Central register of the Republic of Macedonia
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rise of 2.0%, but cut its share in the GVA to
9.1%, from 9.2%. The industrial sector grew by
4.3% interms of value and its share in the GVA
structure increased to 14.9% from 14.7%. Con-
struction expanded by 6.1%, thus slicing an
11.6% share in the country’s GVA. The services
sector recorded a 3.0% annual increase, add-
ing up with a 64.5% share in the GVA.

Industrial output went up by 4.8% in 2014,
according to the country’s statistics insti-
tute. The manufacturing sector rose by 9.0%,
while the electricity and gas supply, and the
mining sectors fell by 14.2% and 1.9%, respec
tively. Manufacture of electrical equipment
was the segment to report the highest an-
nual production growth, of 30.1%, in 2014.

Macedonia registered an annual average de-
flation of 0.7% in 2014, compared to an infla-
tion of 2.8% a year earlier. In 2014, the highest
annual decrease in consumer prices, of 3.9%,
was posted in recreation and culture, while
the highest inflation, of 7.9%, was recorded
by healthcare.

Unemployment in Macedonia narrowed to
27.6% of the total labour force in the fourth
quarter of 2014 from 28.7% a year earlier, ac:
cording to official statistics. The unemploy-
ment rate among people aged 15 to 24 stood
at 50.4% in the October-December 2014 pe-
riod.

Broad money (money aggregate M4) in-
creased by 10.5% year-on-year and reached
309.878 billion denars by December 2014,
according to data provided by National Bank
of the Republic of Macedonia (NBRM). The
M2 money supply also grew, by 7.2% y/y, to
233.678 billion denars. Money aggregate M1,
or narrow money, jumped by 22.2% y/y to
85.548 billion denars.

Loans to the non-government sector to-
talled 255.516 billion denars in the fourth
quarter of 2014, up by an annual 9.8%,
as household loans increased by 11.5% to
108.156 billion denars and loans to non-fi-
nancial corporations rose by 8.6% to 147.360
billion denars.
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The country’s gross external debt widened to
5.954 billion euro by the end of December, up
by 14.1%, or 734 million euro, as compared to a
year earlier. Long-term liabilities amounted to
4.660 billion euro or 78.3% of the total debt,
and short-term liabilities added up to 1.294
billion euro, or 21.7% of the total.

The country’s current account deficit nar-
rowed to 9.715 million euro by the end of De-
cember from 58.069 million euro a year ear-
lier, according to central bank data.

Foreign direct investment (FDI) increased by
4.0% to 262.335 million euro in 2014, accord-
ing to NBRM. In 2014, Switzerland was the
biggest foreign investor in Macedonia, con-
tributing 126.637 million euro in FDI, followed
by Saint Vincent and the Grenadines with
53.018 million euro and the U.K. d with 44.254
million euro.

In a breakdown by industries, financial inter-
mediation, excluding insurance and pension
funding, was attracted the largest amount
of FDI, 49177 million euro, followed by food
products, beverages and tobacco products
with 36.277 million euro, and motor vehicles,
trailers and semitrailers with 26.742 million
euro.

The trade deficit stoo totalled 407.049 bil-
lion denars d at 2.343 billion dollars in 2014,
compared to 2.333 billion U.S. dollars in 2013,
according to NBRM. Macedonia’s most ex-
ported goods in 2014 were chemical prod-
ucts, which accounted for 17.6% of the total.
In terms of imports, non-ferrous metals had
the highest share, of 12.5%, of the total im-
ports value.
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In 2015, Moldova’s economy is expected to turn to recession of between 1.0%
and 2.0%, according to forecasts of the World Bank, the European Bank for
Reconstruction and Development, and the International Monetary Fund.
Diminishing remittances and exports are among the key negative factors
that will weigh on Moldova’s economic development in 2015. The downtrend
in remittances and exports is reflecting the economic restrictions imposed
by Russia and the slow recovery of the other CIS countries, which are among

Moldova’s leading export markets.

In 2014 Moldova's economy managed to
overcome the negative external and internal
factors and registered a growth, although
slower than in the previous year. The econo-
my suffered from the Russian trade embargo,
the worsening business climate in one of its
main trading partners - Ukraine, the con-
tinuing emigration and persisting corruption
practices. The Moldovan economy continues
to rely on remittances from emigrants and
natural gas deliveries from Russia, while the
economic programme of the new govern-
ment seeks economic upswing through clos-
er integration with the European Union.

Moldova is the SEE country that mostly relies

on remittances from emigrants. In 2014, the
remittances exceeded 1.6 billion euro, thus
accounting for more than 24% of the coun-
try’s GDP, according to the World Bank. Re-
mittances from Russia accounted for 33.1% of
the total, followed by inflows from Italy with
a 19.3% share, and Ukraine with 15.4%. The
drop in the Russian rouble may significantly
cut the remittances value in 2015 and will put
pressure on the overall economic perform-
ance of Moldova.

In terms of doing business regulations,
Moldova managed to jump to the 63th place
in World Bank's Doing Business 2015 report
from the 82nd position in the previous year’s
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ranking. The country improved significantly
its position in the Getting Credit, Paying
Taxes, and Starting a Business categories. Ac
cording to the report, Moldova made starting
a business easier by abolishing the minimum
capital requirement, and facilitated company
taxes payments by introducing an electronic
system for filing and paying social security
contributions.

Moldova also improved its position in the
Global Competitiveness Report 2014-2015
published by the World Economic Forum. The
country was placed 82nd out of 144 econo-
mies, while in the previous year’s report it
was 89th out of 148 countries. The leading is-
sues limiting Moldova’s competitiveness are
corruption, policy instability, and inefficient
government bureaucracy.

The country’s GDP increased by a real 4.6%
year-on-year and totalled 111.5 billion lei in
2014, according to preliminary data of the Na-
tional Bureau of Statistics of the Republic of
Moldova (NBS).

Final consumption increased by an annual
9.3% in nominal terms to 123.66 billion lei



Moldova TOP 10

Moldovagaz SA Petroleum/Natural Gas 300.2 178% -1231
2 Orange Moldova SA Telecommunications 134.0 -2.59% N/A /
3 403 Moldtelecom SA Telecommunications 14.9 -2.00% 33 36
4 464  Centrala Electrica Cu Termoficare 2 SA  Electricity 937 1274% -0512 11
5 483 Tirex-Petrol SA Petroleum/Natural Gas 88.8 -317% -0.353 13
6 541 Sudzucker Moldova SA Food/Drinks/Tobacco 63.0 2076% -10 -0.275
7 549 Energocom SA Electricity 58.4 -1477% -0312 -0.002
Retelele Electrice De Destributie - o
8 552 Nord SA Electricity 570 4.47% 22 -1.0
559 Moldcell SA Telecommunications 545 5.45% N/A N/A
10 578 JLC SA Food/Drinks/Tobacco 495 11.52% 20 11
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in 2014. Gross capital formation went up by
16.5%, contributing 25.9% to the GDP. Both
imports and exports grew - by 8.6% and 7.8%,
respectively.

The gross value added (GVA) generated by
the national economy increased by a nominal
12.2% on the year in 2014 and totalled 93.97
billion lei. The industrial sector grew by an an-
nual 9.5% in terms of value, but its share in
the GVA structure diminished to 16.7% from
171%. The services sector recorded an 11.8%
annual increase, slicing a 63.8% share in the
GVA, down from 64.1% in the previous year.
The agricultural sector registered an annual
rise of 15.6%, thus increasing its share in the
GVA to 15.2%, from 14.8% in 2013. The con-
struction industry marked the highest nomi-
nal growth, of 18.5% and its share in the GVA
notched up to 4.3% from 4.0% in 2013.

Industrial output went up by 7.3% on the year
in 2014. The manufacturing sector grew by
8.5%, followed by the electricity, water and

gas supply and mining sectors, which went
up by 4.4% and 0.2%, respectively.

The output of the manufacture of vegetable
and animal oils and fats more than doubled,
while the sharpest decline, of 39.6%, was
posted by manufacture of tobacco products.

Moldova registered average annual inflation
of 51% in 2014, compared to 4.6% inflation
a year earlier. In 2014, the highest annual
increase in consumer prices, of 16.8%, was
registered in the tourism sector, while the
highest deflation, of 8.4%, was recorded by
vegetable oil.

Unemployment in Moldova narrowed to 3.5%
of the total labour force in the fourth quarter
of 2014 from 4.1% a year earlier, according to
data of NBS.

The employed population aged 15 years and

older was 11 million in the last quarter of
2014, down by 3.8% v/y.
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Loans to the non-government sector totalled
40.8 billion lei as of end-2014, down by an an-
nual 3.2%, according to BNM.

Loans to non-financial corporations sank
by an annual 6.4% to 34.9 billion lei, while
household loans went up by 21.2% year-on-
year, reaching 5.9 billion lei.

The country’s gross external debt decreased,
totalling 6.495 billion U.S. dollars at the end of
December 2014. It narrowed by 2.7%, or 178 mil-
lion U.S. dollars compared to December 2013.In
comparison to September 2014, the gross ex-
ternal debt fell by 333 million U.S. dollars.

As of end-December 2014 long-term liabilities
amounted to 4.3 billion U.S. dollars, or 65.6%
of the total debt, and short-term liabilities to-
talled 2.2 billion U.S. dollars, equal to 34.4% of
the total debt.

The current account deficit widened to 451.1
million U.S. dollars in 2014 from 398.6 million
U.S. dollars in 2013, according to central bank
statistics data.

The trade deficit stood at 2.977 billion US.
dollars in 2014, compared to 3.064 billion U.S.
dollars in 2013, according to BNM.

In 2014 Moldova exported most of its prod-
ucts and services to Romania, with exports
totaling 434.04 million U.S. dollars or 18.6%
of the total exports, followed by Russia, with
18.1% or 423.7 million U.S. dollars, and Italy
with 10.4% or 243.4 million U.S. dollars. Most
of Moldova’s imports came from Romania —
803.08 million U.S. dollars, Russia followed
with 717.2 million U.S. dollars, and Ukraine
was third with 546.37 million U.S. dollars.
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Top-end GDP growth
forecast for 2015

In 2015, Montenegro’s economy is expected to grow by between 3.0% and
4.7%, according to forecasts of the World Bank, the European Bank for
Reconstruction and Development, and the International Monetary Fund.
The economic growth will be fuelled by investments in infrastructure
projects, especially the Bar-Boljare motorway, for which the Montenegrin
government signed a 687 million euro loan deal with China’s Ex-Im Bank.
Among the risk factors for the Montenegrin economic growth is the lower
number of Russian tourists, who account for more than 20% of the total

tourist arrivals.

Montenegro’'s economy experienced sub-
dued growth in 2014 due to weak domestic
demand, insufficient access to financing and
drop in exports. Industrial production also
fell and the privatisation of a number of large
state-owned enterprises continued to lag
behind. The tourism sector continued to be
key for the country’s economy, accounting
for about 20% of the gross domestic product
(GDP) and of the total employment. Mon-

tenegro managed to lower the unemploy-
ment levels but the limited company lending
activity stalled earnings and weakened pri-
vate consumption.

In March, Azmont Investments, controlled
by Azeri state-owned oil company SOCAR,
launched the construction of a luxury tour-
ist resort on Montenegro’s Adriatic coast,
worth more than 500 million euro. The resort
should be completed by 2016 and will open
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6,500 jobs during the construction period
and 1,200 afterwards.

In February, the Montenegrin government
signed an 809.6 million euro deal with China
Road and Bridge Corporation which together
with China Communications Construction
Company will build the Bar-Boljare motorway,
part of Pan European Transport Corridor X.

Interms of business regulations, Montenegro
was among the leaders in Southeast Europe
(SEE) by ranking 36th in World Bank's Doing
Business 2015 report. Montenegro was sec
ond among the SEE countries with the leader
being Macedonia, which occupied the 30th
position. Montenegro made dealing with
construction permits substantially less costly
by reducing the fee for the provision of utili-
ties on construction land and eliminating the
fee for obtaining urban development and
technical requirements from the municipal-
ity, according to the report.

Montenegro’s position in the Global Com-



Montenegro TOP 10

Elektroprivreda Crne Gore A.D. Electricity 2667 -9.27%
T 2N Voli Trade DOO. Wholesale/Retail 182.3 3.58% 22 18
3 281 Jugopetrol AD. Petroleum/Natural Gas 1758 -5.36% 47 45
T 410 Mercator-CG DOO. Wholesale/Retail mi7 330% 0.022 0.017
5 429 Crnogorski Telekom A.D. Telecommunications 106.2 -472% 216 18.8
T 473 Hard Discount Lakovic DOO. Wholesale/Retail 90.8 10.84% 16 23
7 491 Mesopromet DOO. Wholesale/Retail 81.8 30.27% 28 13
T 514 Roksped D.OO. Transportation 733 -8.46% 0.010 0.050
9 521 Telenor DOO. Telecommunications 70.4 -356% 207 237
T 526 Montenegro Airlines A.D. Transportation 679 -153% -95 -5.2

Source: Agencija boniteta BON Podgorica, Montenegro
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petitiveness Report 2014-2015 published by
the World Economic Forum remained un-
changed at 67th out of 144 countries. The
factors weakening Montenegro’s competi-
tiveness are insufficient access to financing,
corruption and poor work ethic in the nation-
al labor force.

Remittances from emigrants are an impor-
tant factor for Montenegro’s economy, ac
cording to data of the World Bank. In 2014,
they totaled 363.2 million euro, accounting
for more than 10% of the country’s GDP. The
remittances grew by 4.2% in comparison to
2013 and by 32.6% in comparison to 2012.
Large share of remittances to Montenegro
come from Serbia. In 2014 their share was
22.9% of the total, followed by remittances
from Turkey, accounting for 18.8% of the total
sum.

The country’s GDP totalled 3.38 billion euro,
growing by a real 1.5% on the year in 2014, ac
cording to preliminary data of the Statistical
Office of Montenegro (MONSTAT).

Final consumption increased by 1.3% in value
in 2014. Gross capital formation was up by
5.5%, contributing 20.0% to the GDP.

Industrial output was down by 11.4% in
2014, according to MONSTAT. The output of
the electricity and gas supply sector fell the
sharpest by 19.6% and the manufacturing
sector declined by 6.7%. The mining sector
expanded by 14.4%.

Industrial sales decreased by 7.6% in 2014, ac
cording to MONSTAT. Similar to the industrial
output, the mining industry experienced a
growth of 14.4% while the manufacturing,
and the electricity and gas supply industries
recorded drops of 10.5% and 9.0%, respec
tively.

Consumer prices in Montenegro turned to
an annual average deflation of 0.7% in 2014
from 2.2% inflation a year earlier. In 2014, the
highest annual decrease in consumer prices
of 3.8% was registered in the communica-
tions sector, followed by recreation and cul-
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ture with 2.6%, and food and non-alcoholic
beverages with 1.4%. The highest increase in
consumer prices was registered in alcoholic
beverages and tobacco, health, and restau-
rants and hotels, of 3.8%, 2.3% and 0.6%, re-
spectively.
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Unemployment in Montenegro narrowed to
17.8% of the total labour force in 2014 from
19.5% a year earlier, according to data of
MONSTAT.

The employed population aged 15 years and
older was 216,300 people in 2014, up by 7.1%.

The youth (population aged 15-24) unemploy-
ment rate was down to 35.9%, compared to
41.8% in the previous year.

Loans to the non-government sector totalled
1.84 billion euro as of end-2014, down by 1.1%
y/y, according to Central bank of Montenegro
(CBCG). Household loans grew by 1.5% to 894
million euro, while loans to non-financial cor-
porations fell by 3.9% to 976 million euro.

The gross external debt increased, totalling
1.56 billion euro at the end of December 2014,
which was 46.0% of the projected full-year
GDP, according to CBCG. It widened by 9.0%,
or 129 million euro compared to December
2013.

The current account turned to a deficit of
238.3 million euro in the fourth quarter of
2014 from a surplus of 165.0 million euro in
the third quarter of 2014, according to central
bank statistics data.

The trade deficit stood at 1.45 billion euro in
2014, compared to 1398 billion euro in 2013,
according to MONSTAT.
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Top-end GDP growth
forecast for 2015

In 2015, Romania’s economy is expected to expand by around 3.0%,
according to forecasts of the World Bank, the European Bank for Re-
construction and Development, and the International Monetary Fund.
Strong private consumption, backed by rising wages and low inflation,
growing exports to the EU countries and a recovery in foreign invest-
ments will support the country’s economic expansion.

Romania’s economic growth slowed down
to 2.8% in 2014 but remained one of the
sharpest in Southeast Europe (SEE). It
came on the back of solid domestic con-
sumption, increasing exports, mainly to
the EU, and an uptrend in the industrial
and services sectors. The key challenges
facing the Romanian government are to
maintain a steady growth pace without,
however, jeopardizing the fiscal stability.
The country should make further progress
with structural reforms and cutting red
tape, as well.

Romania was also active on the debt market
in 2014, selling some 40.6 billion lei (9.1 billion
euro) and 928.7 million euro in government
debt paper on the domestic market, and
raising 2.0 billion U.S. dollars in 10-year and
30-year bonds on the U.S. market and 2.75 bil-
lion euro in ten-year bonds on international
markets.

In terms of business environment, Romania
climbed up to the 48th place out of 189 coun-
tries with a score of 70.22 points in the World
Bank's Doing Business 2015 report. In the 2014
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edition of the report, Romania ranked 50th
with a score of 68.48 points. The country
improved notably its standings in the Paying
Taxes category, largely thanks to the launch
of an electronic system for filing and paying
taxes.

Romania made very good progress in terms
of competitiveness, according to the Global
Competitiveness Report 2014-2015 published
by the World Economic Forum. The country
ranked 59th out of 144 countries, after ending
up 76th among 148 economies a year earlier.
According to the report, the key factors limit-
ing Romania’s competitiveness are access to
financing, tax rates, and inadequate supply
of infrastructure.

Romanian emigrants supported the Roma-
nian economy with 2.8 billion euro in remit-
tances in 2014, according to data provided by
the World Bank. Emigrants in Italy contrib-
uted the most, accounting for 29.3% of the
total sum. Other major contributors were
the Romanians living in Spain and Germany,



Romania TOP 10

1

829 752

1 Automobile-Dacia SA Automobiles 4247 216%
2 2 OMV Petrom SA Petroleum/Natural Gas 4144 3.01% 409.9 1079
3 6 OMV Petrom Marketing SRL Petroleum/Natural Gas 3234 0.83% 68.0 657
4 7 Rompetrol Rafinare SA Petroleum/Natural Gas 2999 1371% 2398 49.9
5 10 Rompetrol Downstream SRL Petroleum/Natural Gas 2126 875% 95 -0.803
6 n Kaufland Romania SCS Wholesale/Retail 1795 1013% 91.4 38
British American Tobacco . o
7 4 (Romania) Trading SRL Food/Drinks/Tobacco 1553 -0.05% 795 88.5
8 18 Petrotel - Lukoil SA Petroleum/Natural Gas 1462 1333% -68.7 -2071
9 22 Lukoil Romania SRL Petroleum/Natural Gas 1308 1770% -0.037 -n3
10 24 Romgaz SA Petroleum/Natural Gas m3 2810% 314.6 2219
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whose remittances accounted for 23.2% and
13.2% of the total, respectively.

The country’s nominal gross domestic prod-
uct (GDP) totalled 666.637 billion lei in cur-
rent prices, growing by a real 2.8% in 2014, ac
cording to the National Institute of Statistics,
INS.

Final consumption, which contributed 76.9%
to GDP, increased by 4.6% in 2014. Gross capi-
tal formation went down by 3.6%, contribut-
ing 23.2% to the GDP. Exports increased by
8.1%, while imports rose slower, by 7.7%.

The gross value added (GVA) generated by the
national economy increased by 2.6% in 2014
and totalled 589.029 billion lei. The industrial
sector grew by 3.6% in terms of volume and
its share in the GVA structure increased to
273% from 27.0% in 2013. The information
and communication sector experienced the
sharpest annual rise, of 8.2%. The agricul-
tural sector was hit by floods but registered

an annual increase of 1.5%, while narrowing
its share in the GVA to 5.4% from 6.2%. Con-
struction inched up by 0.3% and accounted
for 71% of the GVA.

Industrial output went up by 6.1% in 2014.
The manufacturing and the mining sectors
grew by 7.5% and 1.0%, respectively, while the
electricity, water and gas supply sector fell by
4.7%. Manufacturing of computer, electronic
and optical products was the segment to re-
port the highest annual production growth,
of 53.9%, while the output of mining other
than coal and lignite declined the most, by
5.8%.

Annual inflation slowed down to 0.8% in De-
cember 2014, from 1.6% a year earlier. Average
annual inflation was 1.1%, while the EU-har-
monized Consumer Price Index was up 1.4%
on the year.

Unemployment in the country dropped to
6.8% of the total labour force in 2014 from
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72% a year earlier, according to INS data.
The employed population aged 15 years and
above was 8.6 million in 2014, down by 6.8%.
The unemployment rate among people aged
between 15 and 24 went up to 24%, from
23.6% a year earlier.

Broad money (money aggregate M3) de-
creased by 8.2% and reached 261.4 billion lei in
2014, according to data provided by National
Bank of Romania. The M2 money supply also
grew, by 8.2%, to 261.1 billion lei. Money ag-
gregate M1, or narrow money, jumped by
17.8% to 118.1 billion lei in 2014.

Loans to the non-government sector totalled
208 billion lei in December 2014, down by
3.5% year-on-year. Loans to non-financial
corporations fell by 6.3% to 105.3 billion lei,
household loans inched down 0.4% to 102.8
billion lei and home purchase loans climbed
up by 14.6% to 46.8 billion lei, while consumer
loans went down by 10.5%.

The country’s gross external debt decreased
to 94.3 billion euro in 2014, shrinking by 3.8%,
or3.77billion euro, as compared to 2013. Long-
term liabilities amounted to 63.5 billion euro,
or 67.3% of the total debt, and short-term lia-
bilities totalled 9.9 billion euro, equal to 10.5%
of the total debt.

Foreign direct investment (FDI) dropped by
10.6% to 2.4 billion euro in 2014, according
to data from the country’s central bank.
Of the total, equity stakes, including es-
timated net loss, amounted to 2.6 billion
euro and intercompany lending stood at
155 million euro.
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Projected GDP
growth in 2015

In 2015, Serbia is expected to achieve a slight gross domestic product
(GDP) growth of 0.5%, according to the forecast of the International
Monetary Fund (IMF). Fiscal adjustments under an undergoing IMF
programme will limit domestic demand and high non-performing loan
(NPL) levels will continue to impede access to financing. The lower oil
prices, the economic recovery of the EU, Serbia’s main trade partner, and
the low base from 2014 are the factors to determine a growth in 2015.

Serbia’s economy experienced a tough 2014.
The country’s GDP was falling on annual
basis through all of the year’s quarters and
posted a 1.8% overall drop in 2014. Heavy
rainfalls in May caused devastating floods
which hit the country’s agriculture and
energy sectors, and caused damages esti-
mated at more than 1.5 billion euro. Indus-
trial production dropped in all sectors, most
notably in the mining, and electricity, water
and gas supply. Domestic consumption was
weak with lending activity going down due
to the high level of NPLs.

In August 2014, Serbia's Privatization Agency
issued a public call for expressions of interest
from potential investors for the privatization
of 502 loss-making state-owned enterprises
in order to curb government debt, as well
as to boost the private sector, and foreign
direct investments (FDI) inflow. The pool of
companies under privatisation includes drug
maker Galenika, RTB Bor, one of Europe’s larg-
est copper mines, chemical producers maker
Petrohemija and HIP Azotara, carmaker Za-
stava, and agricultural conglomerate PKB
Korporacija.
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In terms of business regulations, Serbia
was SEE’s second worst performer in World
Bank's Doing Business 2015 report. The coun-
try was placed 91st, dropping from the 77th
position in the previous year’s edition. Serbia
made transferring property more difficult by
eliminating the expedited procedure for reg-
istering a property transfer, according to the
report.

Serbia managed to improve its competitive-
ness, according to the Global Competitive-
ness Report 2014-2015 published by the World
Economic Forum. Serbia ranked 94th out of
144 countries or seven places higher than its
position in the 2013-2014 report. According
to the latest report, inefficient government
bureaucracy, access to financing, and corrup-
tion are the main factors, which impede the
country’s competitiveness.

Serbia benefited from more than 3 billion
euro in remittances from Serbian emigrants
in 2014, according to the World Bank data.
The remittances account for more than 8.0%
of the country’s GDP, thus making Serbia one



Serbia TOP 10

1 Naftna Industrija Srbije AD Petroleum/Natural Gas 2169 -3.67% 2534 4578
2 20 JP Elektroprivreda Srbije (JP EPS) Electricity 1376 279% 222 il
3 42 Telekom Srbija AD Telecommunications 790.4 017% 1399 1341
4 54 JP Srbijagas Petroleum/Natural Gas 6747 3.91% -3735 -434.9
5 56 Termoelektrane Nikola Tesla DOO  Electricity 666.6 136% 274 34.4
6 60 Delhaize Serbia DOO Wholesale/Retail 6307 -2.26% 24.8 35.8
7 103 Rudarski Basen Kolubara DOO Metals 4158 4.00% 72 233
8 199 Lukoil Srbija AD Petroleum/Natural Gas 2461 -118% -1m21 -280
9 20 Zeleznice Srbije AD Transport 2238 0.94% -979 -677
10 255 Elektrovojvodina DOO Electricity 1983 -32.67% 193 18.6
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of the SEE countries that are highly depend-
ent on such inflows. In 2014, remittances
from Germany occupied the leading position
with a 17.3% share of the total remittances
value, followed by inflows from Switzerland,
and Austria, each with a10.6% share.

The country’s GDP, including changes in in-
ventories and net acquisition of valuables,
decreased by a real 1.8% and totalled 1,042.5
billion dinars in the fourth quarter of 2014, ac
cording to preliminary data of the Statistical
Office of the Republic of Serbia (SORS).

Final consumption, which contributed 92.0%
to the GDP (excluding changes in inventories
and net acquisition of valuables), decreased
in value by 0.7% y/y in the fourth quarter of
2014. Gross capital formation remained flat
on the year. Exports and imports grew by
0.9% and 1.6% y/y, respectively.

The gross value added (GVA) generated by
the national economy decreased by nominal
2.0% y/y in the fourth quarter of 2014 and
totalled 685.2 billion dinars. The industrial

sector fell in value by 9.0% and its share in
the GVA structure decreased to 23.4% from
25.2%. The services sector recorded a 0.3%
annual decrease, slicing a 59.8% share in the
GVA, up from 58.8% in the corresponding
quarter of the previous year. The agricultural
sector registered an annual rise of 0.9%, thus
increasing its share in the GVA t010.7%, from
10.4%.

Industrial output was down by 6.5% in 2014.
The electricity, water and gas supply sector
reported the highest decline of 20.1%. The
mining sector and the manufacturing sector
fell by 16.7% and 1.4%, respectively.

The manufacture of machinery and equip-
ment n.e.c. was the segment with the high-
est annual production growth of 29.0%. On
the other end was mining of coal and lignite,
which reported an annual drop of 25.8%.

The average annual inflation slowed down to
2.9% in 2014 from 7.8% a year ago, according
to SORS data. The highest inflation of 9.5%
was registered in alcoholic beverages and to-
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bacco products, while clothing and footwear
was the only product group that got cheaper
by 1.8%.

Unemployment in Serbia narrowed to 18.9%
of the total labour force in 2014 from 22.1% in
the previous year, according to data of SORS.

The employed population aged 15 years and
older was 2.42 million in 2014, up 4.8% y/y.
The youth (population aged 15-24) unemploy-
ment rate remained high, at 47.1%.

Money aggregate M1, or narrow money,
jumped by 11.0% y/y to 430.9 billion dinars.

Loans to the non-government sector totalled
1,863.3 billion dinars in December 2014, up by
4.5% y/y.

Loans to non-financial corporations grew by
2.6% y/y to 1,138.7 billion dinars, while house-
hold loans rose by 7.6% y/y to 724.6 billion
dinars. House purchasing loans climbed by
6.9% to 336.9 billion dinars.

The gross external debt increased, totalling
26 billion euro at the end of December 2014.
It widened by 0.7% compared to December
2013. In comparison to end-2012 the gross ex-
ternal debt grew by 1.2%, or 309 million euro.

In 2014, the current account gap narrowed
to 1.985 billion euro from 2.098 billion euro
in 2013, according to NBS data. Net direct in-
vestments were negative at 1.24 billion euro,
compared to a deficit of 1.298 billion euro in
the previous year.

The trade deficit stood at 4.4 billion euro in
2014, down by 2.3% compared to the previous
year, according to SORS.
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Top-end GDP growth
forecast for 2015

Slovenia

In 2015, the Slovenian economy is expected to continue its recovery and
grow by between 1.7% and 2.1%, according to forecasts of the World
Bank, the European Bank for Reconstruction and Development, and the
International Monetary Fund. Exports will continue to be a key driver
for the country’s economic growth, supported by the cheaper euro and
the economic revival of the Eurozone countries, Slovenia’s main export
markets. Stronger private consumption, backed by low inflation, will be

another economic anchor.

Slovenia’s economy bounced back after a
two-year recession in 2014. The country’s an-
nual gross domestic product (GDP) growth
reached 2.6% thanks to rising exports, and
state and EU-funded investments. The 2014
economic performance is seen as the first
sign of recovery after the country was hit by
the global economic downturn in 2009. De-
spite the brighter economic development,
Slovenia should ease the state control of the
economy by speeding up privatisation, rein in
the public debt, and further strengthen bank
governance in order to keep the economic
growth momentum.

In September 2014, the Slovenian parlia-

ment endorsed the cabinet line-up of prime
minister-designate Miro Cerar. The cabinet
stated that its key priorities are continuing
a restrictive fiscal policy through lowering
expenditure and more effective collection of
taxes. The competitiveness of the Slovenian
economy is also to be improved through cor-
porate restructuring and continuing the pri-
vatisation process.

In terms of ease of doing business regula-
tions, Slovenia stepped down by five posi-
tions to the 51st place in World Bank's Do-
ing Business 2015 report. In the previous
year's edition the country ranked 46th.
Slovenia facilitated resolving of insolvency
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for companies, according to the report.

Slovenia also retreated in terms of business
environment competitiveness by ranking
70th out of 144 countries in the Global Com-
petitiveness Report 2014-2015 published by
the World Economic Forum. The country’s
Global Competitiveness Index score was 4.2
points, while in the 2013-2014 edition it was
4.3 points, ranking the country 62nd among
148 economies. According to the latest re-
port, inefficient government bureaucracy, ac
cess to financing, and high tax rates are the
main factors, which weaken the country’s
competitiveness.

Slovenia is the least dependant on remittanc
es country in Southeast Europe, according
data of the World Bank. In 2014, the remit-
tances sum totalled 591 million euro and ac
counted for 1.6% of the country’s GDP, lower
than in the other SEE countries. However, af-
ter the world economic crisis, the importance
of remittances for the Slovenian economy
has grown.

The country’s GDP increased by a real 2.6%
and totalled 24.5 billion euro in 2014, accord-
ing to data of the Statistical Office of the Re-
public of Slovenia (SURS).
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Petrol d.d. Petroleum/Natural Gas 3327 1.41%
2 7 Poslovni Sistem Mercator d.d. Wholesale/Retail 147N -1.57% -951 -356
3 19 HSE d.o.0. Electricity 1378 -16.55% 1408 161
4 2 GEN-Id.o.0. Electricity 1325 3.54% 86 6.2
5 23 Krka d.d Pharmaceuticals 1208 141% 144.4 1647
6 36 Revoz d.d. Automobiles 862.2 28.60% 122 15
7 44 Lek d.d. Pharmaceuticals 7157 0.12% 693 8838
8 50 Gorenje d.d. Electronics 713.9 3.04% 63 27
9 52 Telekom Slovenije d.d. Telecommunications 6876 -0.09% 179 512
10 53 OMV Slovenija d.o.o. Petroleum/Natural Gas 683.0 -3.67% 127 14.0
Slovenia economic forecast
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mmm Unemployment rate (%)
Inflation, average consumer prices (y/y change in %)
Volume of exports of goods and services (y/y change in %)

m== \olume of imports of goods and services (y/y change in %)
mmm Cross domestic product, constant prices (y/y changein %)

Source: International Monetary Fund (IMF) World Economic Outlook Database — April 2015

Final consumption, which contributed 70.3%
to the GDP, amounted to 17.2 billion euro, up
0.1% in value terms. Gross capital formation
was up by 3.6%, contributing 20.1% to the
GDP. Both exports and imports increased, by
6.3% and 4.1%, respectively.

Industrial output was up by 1.6% in 2014,
according to SURS. The growth was fuelled
mainly by the 3.6% uptrend in the manufac
turing industry, while the mining, and gas,
steam and air conditioning supply sectors
dropped by 4.2% and 13.8%, respectively.

Slovenia registered average annual inflation
of 0.2% in 2014, compared to 1.8% inflation
a year ago, SURS data showed. In 2014 the
highest average annual increase in consum-
er prices, of 3.6%, was registered in alcoholic
beverages and tobacco, followed by miscel-
laneous goods and services, and restaurants
and hotel services, where prices increased
by 1.6% and 11% respectively. The consumer
groups that recorded the highest deflation,
of 1.9%, were communications, followed by

Furnishing, household equipment and main-
tenance with a 1.2% decline in prices, and
clothing and footwear prices inched down
by 0.9%.

Unemployment in Slovenia narrowed to
13.0% of the total labour force in December
2014 from 13.5% a year earlier, according to
data of SURS.

The employed population aged 15 years and
older was 799,958 in December 2014, up by
11% y/y. The self-employed persons account-
ed for 10.4% of the total employment in the
country. The youth (population aged 15-24)
unemployment rate went down to 30.5%,
compared to 33.8% in the corresponding
month of the previous year.

Loans to non-financial corporations fell by
20.8% y/y to 11.2 billion euro in December
2014, according to central bank data. House-
hold loans were down by 1.7% to 8.76 billion
euro. House purchasing loans climbed by
0.8% to 5.35 billion euro. Consumer loans
marked a 4.9% decrease to 2.1 billion euro.
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The bad loans in Slovenia's banking system,
which required a government bail-out in late
2013, totalled 4.45 billion euro at the end of
December 2014, according to the country’s
central bank. A year ago, the bad loan portfo-
lio of the local banks was higher at 5.52 billion
euro. The share of loans whose repayment
has been delayed by 90 days or more ticked
down to 11.9% at the end of December 2014
from 13.4% a year earlier.

The gross external debt increased, totalling
44 .4 billion euro at the end of December
2014, Bank of Slovenia reported. It widened
by 11.2%, or 4.5 billion euro compared to De-
cember 2013.

As of end-December 2014 long-term liabilities
amounted to 39.5 billion, or 88.9% of the to-
tal debt, and short-term liabilities totalled 4.9
billion euro equal to 111% of the total debt.

The government debt stood at 22.1 billion
euro, or 49.9% of the total debt, up by 43.5%

y/y.

In 2014 the current account balance was a
positive 2.6 billion euro, compared with a sur-
plus of 2 billion euro in 2013, according to the
central bank.

The trade balance turned to a surplus of 355
million euro in 2014 from a deficit of 565 mil-
lion euro in 2013, according to SURS.

Machinery and transport equipment was the
leading product group in Slovenia’s exter-
nal trade, accounting for 36.3% of the total
exports and 29.7% of the total value of im-
ports.
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Top-end GDP growth
forecast for 2015

In 2015, Kosovo’s economy is ex-
pected to grow by between 2.5%
and 3.3%, according to forecasts of
the World Bank, the European Bank
for Reconstruction and Develop-
ment, and the International Mone-
tary Fund. Investor confidence and
activity will remain subdued but the
political stability following the 2014
general elections, as well as strong
remittance inflows are expected to
back Kosovo’s economic develop-
ment.

Kosovo's gross domestic product (GDP)
growth slowed down in 2014 to an estimated
2.5%, according to World Bank figures, due
to lack of significant economic reforms. The
country’s economy continues to be character-
ized by high unemployment, especially youth
unemployment, dependence on remittances
from emigrants and large informal economy.
The underdeveloped regulatory framework
and unstable business climate, including high
corruption levels are limiting the capacity of
the local economy to attract steady foreign
direct investment (FDI) inflows.

In October 2014 the European Commission
said that Kosovo has made limited progress
on its path to become a functioning market
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economy and substantial efforts are needed
to tackle structural weaknesses to cope with
competitive pressures and market forces
over the long term. Strengthening fiscal pre-
dictability needs to be a priority while deci-
sions on large infrastructure projects, such as
in the transport sector, need to be based on
proper cost-benefit evaluations to maximize
economic benefits, the European Commis-
sion noted.

Remittances inflow to Kosovo is estimated to
account for more than 15% of the country’s
GDP, according to the World Bank. In 2014
remittances grew by 9.3% to over 1.0 billion
euro. The bulk, or 65.8% of the total, came
from EU-member states led by Germany
with a 35.0% share. Most of the remittances,
34.2% of the total, came from emigrants liv-
ing in Switzerland, the U.S., and Norway.

Kosovo's GDP increased by a real 3.3% year-on-
year and totalled 1441 euro billion in the fourth

Kosovo TOP 10
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quarter of 2014, according to latest available
data from the Kosovo Agency of Statistics. Fi-
nal consumption increased in value terms by
an annual 51% in the October-December 2014
period. Gross capital formation inched up by
0.1% t0 379.3 million euro. Both exports and im-
ports grew -by 29.2% and 7.3%, respectively.

Industrial sales in the manufacturing sector
jumped by 29.1% year-on-year in the fourth
quarter of 2014, official statistics indicated.

Average annual inflation slowed down to
0.4% in 2014, compared to 1.8% a year earlier,
according to the Kosovo Agency of Statistics.

Unemployment in Kosovo grew to 35.5% of
the total labour force at end-2014 from 30.9%
a year earlier, according to official statistics.
Kosovo’s current account deficit widened to
441.0 million euro in 2014 from 339.4 million
euro in 2013, central bank data indicated.

FDI in Kosovo nearly halved to 151.2 million
euro in 2014, according to central bank data.
As much as 94.0% of the total FDI, or 142.1
million euro, was concentrated in the real
estate sector. Switzerland was the biggest
foreign investor in Kosovo in 2014,contribut-
ing 38.2 million euro in FDI.

1 Trepca - socially-owned company under the administration of AKP Metals 9822
Korporata Energjetike e Kosoves - KEK Electricity 8843
Korporata Energjetike e Kosoves Sh.a. Electricity 7800
Holding Corporacy Emin Duraku Sh.a. Diversified holdings 2683
Telekomi i Kosoves Sh.a. Telecommunications 2414
Kompania Kosovare per Distribuim dhe Furnizim me Energji Elektrike Sh.a. Electricity 2000
Newco Ferronikeli Complex LLC Metals 1000
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8  Futura Plus DOO. Belgrade — a representative office in Mitovica

9

Posta e Kosoves Sh.a.

Wholesale/Retail
Telecommunications

10 Ben-Af Sh.pk.
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Wholesale/Retail



-XPECT MORE SUN, RAIN
AND WINDS TOMORROW.

BUT NOT ON THE WEATHER FORECAST

SeeNews
Renewables

Receive more than 40 stories daily and be the first to know what is going on in the renewable
energy industry worldwide. No need to track multiple news sources anymore. Stay up-to-date
on both the leading and emerging markets. Get all the latest regulation news and analysis.

Read the latest news: renewables.seenews.com
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Driving digitalization
drives productivity.

By combining virtual and real, companies are becoming more competitive.

Manufacturing is making a comeback. Entire production

chains are becoming more flexible, thus efficient, empower-

ing companies to meet their individual customers’ demands
faster, without sacrificing quality. And it all starts when
the virtual and the real world merge.

Companies are setting new benchmarks as innovative soft-
ware is optimizing their production chain — from product

design and production planning to engineering, execution,

and services. And they are using Siemens’ innovative

solutions and leading technologies along the way. It is a
holistic approach that is truly changing the entire lifecycle
of their products. Software is not only making it possible to
raise customizability and scalability, but it is also driving down
costs and increasing competitiveness.

In digital production, companies and their employees can
see the future of manufacturing come alive. Together with
them, Siemens electrifies, automates, and digitalizes the
world we live in — and makes real what matters most.

siemens.com/future-of-manufacturing






