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Abstract

This paper examines the current status, the limits, the prospects and the policies of
cross-border cooperation in the border zone of Albania, Bulgaria, FYROM and Greece, on
the basis of a survey with a sample of 291 manufacturing firms located near the borders
in all four countries. The analysis suggests that border region firms may have a higher
level of interaction than the respective average national firms in all countries and that
trade relations and economic cooperation eventually depend on the level of
specialization and the size of the markets. It also suggests that barriers to cooperation
mater and can affect negatively the performance of border region firms. Overall, firms are
less concerned about the quality of infrastructure and more concerned about the general
or the lnancial conditions prevailing in each country, indicating that the best policy of
cross-border cooperation, besides infrastructure, may be the development of the
economies in the region and the improvements in their economic environment.
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1. Introduction

Border areas are considered traditionally as disadvantaged and low opportunity regions. The
geographical coordinates of such areas are expected to shape a low competitiveness profile
for one or more of the following reasons: (i) low population densities and lack of
agglomeration economies; (ii) a peripheral location and an isolated position with respect to the
economic and political heartland of their country, resulting to relatively high transportation
costs; (iii) limitations to physical flows of commodities, truncated markets and distorted trade
relations; (iv) a relatively poor infrastructure endowment because of their geographical
location on extreme arteries of transport and communication networks; (v) a less developed
social and business service provision and large differences in legal, administrative and social
welfare systems as well as in language and cultural traditions, which altogether hamper
communication and cooperation with regions across the border (Niebuhr and Stiller 2002,
Nijkamp 1998, Petrakos 1996, Petrakos and Economou 2002)

The process of transition in Central and Eastern Europe has given a new momentum in the
discussion and the policies of cross-border cooperation, as many regions along the East-
West frontier have gradually experienced a transformation from 'dead-end' or "front lines" of
the sovereign states or the political blocks to socioeconomic "contact zones" for neighboring
societies®. Moreover, these regions have been found in most cases unprepared for their new
role and have faced serious difficulties in adapting to the new post-1989 economic and
political environment (Petrakos 2001a). In any case, border regions are currently designing or
implementing policies that will facilitate cross-border interaction and maximize their welfare
gains from cooperation.

Although the level and the benefits of cross-border interaction has been largely affected by
the 'initial conditions' prevailing in each border zone and the market dynamics that they
generate, it is now known that policies also play an important role. These policies take
advantage of the EU INTERREG initiative and the PHARE / CARDS programs in order to
improve the level of trans-frontier interaction. A large share of EU funds has been directed to
infrastructure projects (especially transportation), while actions and programs related to
endogenous development, agriculture, training and environmental protection were also
implemented (Petrakos 1996).

Since the past and future enlargements of the EU generate new internal and external
borders, an interesting policy question is related to the conditions and dynamics
facilitating or discouraging the smooth integration of the new spaces into the European
economy and society.

» There is an argument that, as a result of these changes, some border regions along the East-West frontier may no
longer be characterized as peripheral (Blatter 2000). For a critique of this view see Petrakos and Tsiapa (2001).
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The goal of this paper is to provide empirical evidence about the factors that inhibit cross-
border cooperation in Southeastern Europe and use this knowledge in order to fine-tune
European, national and local policies. As cross-border policies have rarely taken into
consideration the opinions and the needs of the local actors and especially the enterprises,
we approach our goal by conducting an enterprise survey in the border zone of four countries
(Albania, Bulgaria, FYROM and Greece). The next section presents the basic characteristics
of this border zone, while section 3 reports the methodology and the characteristics of the
sample of enterprises. Sections 4 and 5 present the results of the survey, while section 6
presents the conclusions of the paper.

2. The characteristics of the border zone between Albania,
Bulgaria, FYROM and Greece

The region of our focus is one of the most fragmented economic, social and political spaces
in Europe. After the collapse of former Yugoslavia, it hosts small states (with population
varying from 2 to 11 million people) having a low level of trade interaction (Petrakos 2001b)
and a mosaic of trade policies and restrictions towards each other (Kyrkilis and Nikolaidis
2001). In addition, all countries have ethnic minorities usually living in border regions that
have triggered friction or conflict in the past and continue in some cases to be a source of
suspicion and tension. Even their relations with the EU are different. With the exception of
Greece that is an EU-15 member since 1981, the other three countries have different
prospects to become members of the EU.

At the regional level, the evidence shows that the processes of integration and transition in the
1990s have been associated with increasing inequalities, as the capital regions and a few
dynamic areas have gained relatively more (or lost relatively less) during this period (Petrakos
1997, Petrakos and Economou 2002).

In general, each country has a metropolitan region with the highest density, which, in several
cases is the most visible part of a broader area with a higher than average concentration of
population and activities®. In several cases the border zones are among the regions with the
lowest densities (Map 1). This is most visible in the case of Greece, where 40 years of isolation
in the post-war period have led to significant population erosion along the entire border zone.
Similar low population densities can be observed

¢ In that respect, these areas could be characterized as national 'development axes'. For example, Attica is the most
visible part of a South-North development axis in Greece, which concentrates more than 70% of the national
population. In Albania, the region of Tirana is the central part of a development area in the Western coastal part of
the country, while in Bulgaria a (less visible) development axis connects the region of Sofia with Varna in the Black
Sea. In FYROM, a development axis connection the capital with the Greek borders starts taking shape.
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in the Albanian borders with Greece®, the Bulgarian borders with Greece and FRY, the
borders of FYROM with Bulgaria and the borders of FRY with Bulgaria (Petrakos and
Economou 2002).

Map 1. Population density in NUTSIIT level (national average=100)‘

“This Albanian region is characterized by the significant presence of a Greek minority, which, after 1989 has shown a
higher than average tendency to migrate to Greece on a temporary, but also on a permanent basis. Therefore, it is
possible that the lower population densities in the Albanian borders with Greece have been affected by post-1989
migration flows.

Discussion Paper Series, 2003, 9(2)
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Map 2. GDP per capita in NUTSIII level (national average=100)
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National border regions are in several cases characterized by lower than average levels of
development. This is certainly the case for a part of the border zone of Greece (especially its
western part), the Western borders of Albania with FYROM, the Eastern borders of FYROM
with Albania and the Western borders of FYROM with Bulgaria and the Eastern borders of
Bulgaria with FYROM. In general, regional problems tend to be more acute in border regions,
either because of the presence of minorities, or because of unfavourable geography and pre-
existing conditions in international relations.

UNIVERSITY OF THESSALY, Department of Planning and Regional Development
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However, recent evidence (Petrakos and Economou 2002), shows that interaction along an
East-West frontier such as the Greek northern borderline tends to generate beneficial results
for both sides of the borders, a finding which is in line with the evidence from the border zones
of Central with Western Europe (Names-Nagy 2000, Petrakos 2000, Petrakos 2001a). Good
economic relations at the national level, or the presence of reliable cross-border transportation
infrastructure and the nearby presence of large urban areas tend to improve the relative
standing and importance of border zones. The fact that the Greek — FYROM borders have
improved their standing is often attributed to dramatically improved international relations and
relatively good transportation infrastructure linking Thessalonica with Skopje.

3. The methodology of the survey and the characteristics of
the sample

We base our analysis on a survey that was conducted within the framework of the EU Phare-
ACE project P97-8196-R in the border regions of Albania, Bulgaria, FYROM and Greece in
2001. The goal of the survey was to use a multinational sample of manufacturing firms
located in border regions in order to evaluate the importance of the factors affecting cross-
border cooperation. We focused on manufacturing firms, as trade and investment are the
most important types of economic cooperation and those that can affect in a relatively short
period income, employment and welfare in a region. The survey was conducted with the use
of a questionnaire, which included 30 closed questions requiring single or multiple answers
about (a) the profile of the enterprise, (b) the type of existing cross-border relations and (c)
the type of barriers to cross-border cooperation that exert the greater influence.

The research team collected 291 questionnaires from the border zone of the four
countries as follows: (a) 53 questionnaires from the border region of Albania with Greece
and FYROM, (b) 63 questionnaires from the border regions of Bulgaria with Greece and
FYROM, (c) 55 questionnaires from the border regions of FYROM with Albania, Bulgaria
and Greece and (d) 120 questionnaires from the border regions of Greece with Albania,
FYROM and Bulgaria. Greece participates in the sample with a larger number of firms
due to the fact that it has the longest borders and it is the only country sharing borders
with all the others.

The vast size of the enterprise sector in these countries and the limitations of the project
budget made it clear from the very beginning that we would not be able to claim a
representative sample. Obtaining such a sample requires a much larger number of
enterprises and a much larger budget. The research team made a significant effort, however,
to collect reliable information at the enterprise level from random national
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samples. This was possible in some, but not in all cases. Some interviewers met greater
difficulties in convincing randomly selected firms to respond to questionnaires and felt that the
validity of some responses was not assured. As a result, in some cases the interviewers
decided to select a part of the enterprises participating in the sample, on the basis of their
willingness to participate in the survey and the reliability and quality of their responses. As a
result, most countries (Bulgaria, FYROM and Greece) participate in the survey with a sample
that is both random and selective, while Albania participates with a totally random sample.

Despite the obvious constraints of such a multinational project and the difficulties in obtaining
firm level information in an uncertain economic environment and a region characterized by
instability, the survey was eventually successful. Although there were initially some questions
about the validity of responses of the firms participating in the Albanian sample, the survey
generated a database, which allows us to evaluate empirically the importance of the various
factors affecting cross-border cooperation.

Map 3 indicates the NUTS Il regions and the cities in each country that participated in the
survey, while Table 1 provides some summary information about the firms of the sample.
The majority of the firms were domestic, while a small number of joint ventures and
foreign firms were also selected. Judging from employment, the sample contains small
and medium size firms. This category was preferred for two reasons: first, because it
represents the vast majority of firms in the region and second, because it is the size class
with the greater difficulties of adaptation in the new economic environment.

Map 3. The location of the border-region firms in the sample

Legend
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UNIVERSITY OF THESSALY, Department of Planning and Regional Development



Cross-Border Cooperation in Southeastern Europe: The Enterprises's Point of View 25

Table 1. The profile of enterprises of the survey

nber of firms jin of firms (%) irage size of annual
Jloyment

jaria mestic
nt venture
reign

ania mestic
nt venture
reign

ROM mestic
nt venture
reign

ece mestic
nt venture
reign

rce: Survey data

4. Cross-border cooperation: current condition and prospects

Although trade relations in the post-1989 period have expanded significantly for all
transition countries in Southeastern Europe, intra-regional and cross-border trade is still
below the potential of the region (Chionis and Liargovas 2002). Most countries in the
region maintain a low or even insignificant share of inta-Balkan trade relations (Petrakos
2001b), while the Balkan transition countries have developed the most distorted
geographical pattern of trade among all transition countries (Jackson and Petrakos 2001),
with a low level of interaction with neighboring countries and relatively high import
dependence from developed countries.

Unfortunately, studies for the level of cross-border trade and investment at the border
region level are not available. Some studies report the activities supported by the Interreg
programs (Petrakos 1996) that have helped to some degree to establish entrepreneurial
contacts across the border, while the general feeling is that, despite some problems of
dislocation of industrial activities on the Greek side (Labrianidis 2001), interaction has
increased to the benefit of all parties involved.
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Table 2. Cross-border relations

Number (share) of firms exporting to neighboring countries

jaria ania ROM ece
Bulgs

) )
Albal

)
FYRC

) )
Gree
) ) )

Number (share) of firms importing from neighboring countries

jaria ania ROM ece
Bulge

Albai

FYRC

) )
Gree

)

Source: Survey data

Table 2 provides summary information about the number of border region firms in our
sample engaged in cross-border trade relations. The rows indicate origin of exports
(imports) and the columns destination. For example, the first row in the upper part of the
Table indicates that in our sample 6% of the Bulgarian border region firms export to
Albania, 41% export to FYROM and 59% export to Greece. Similarly, the second line
indicates that there are no Albanian firms in our sample exporting to Bulgaria, while there
are only 2 exporting to FYROM and 10 exporting to Greece respectively. Similar, although
more detailed, information is provided in Table 3, which shows also the intensity of exports
and imports among countries. Overall, the examination of Tables 2 and 3 allows us to
make the following observations. First, countries sharing common borders tend to have
more intense trade relations. Bulgaria has greater interaction with FYROM than Albania.
Also, Albania has also greater interaction with FYROM than Bulgaria.
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Table 3. Cross-border relations

Number of firms exporting to neighboring countries

Exports as Bulgaria Albania FYROM Greece  Total
a share of sales
Bulgaria 0-25 4 21 14
25-50 0 4 9
50-75 0 0 2
75-100 0 1 10 63
Albania 0-25 0 1 1
25-50 0 1 1
50-75 0 0 1
75-100 0 0 7 53
FYROM 0-25 5
] 0
%] 0 55
] 0
Greece 0-25 27 26 33
25-50 4 3 3
50-75 5 0 0
75-100 0 0 0 120
Numt f fi . . i iqht . .
% of sales Bulgaria _Albania FYROM Greece _ Total
Bulgaria 0-25 0 5 17
25-560 V) 1 T
50-75 0 0 4
75-100 0 0 9 63
Albania 0-25 1 4 2
25-50 0 3 9
50-75 0 1 5
75-100 0 0 29 53
FYROM 0-25 11 0 17
25-50 4 0 7
50-75 0 0 1
75-100 1 0 11 55
Greece 0-25 11 0 2
25-50— 1 0 0
50-75 1 0 0
75-100 1 0 0 120

Source: Survey data

Second, it seems that countries engaged in ethnic friction and conflict over minorities, such as
Albania and FYROM, tend to develop less intensive bilateral trade relations.

Third, East-West relations or cross-border relations along the Greek borders are the most
important form of interaction in the region. On the export side, all transition countries have
more firms exporting to Greece than to any other country in the region.
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Greece also has significant export shares to all other countries. On the import side, imports
from Greece are by far the most frequent type of interaction within our sample.

Forth, the intensity of interaction is also higher along the Greek borders. As Table 3 shows,
high (over 50%) or very high (over 75%) shares of exports or imports in total sales are
reported only for border region firms in transition countries trading with Greece.

Table 4. Planning to initialize or expand further their business in neighboring countries

Share (%) of firms
Bulgaria  Albania FYROM Greece

Bulgaria yes yes if 17 56 65
constraints are 46 37 27
eliminated no no 33 8 8
answer 3 0 0

Albania yes 2 2 49
yes if constraints are eliminated 6 13 32
no 6 8 15
no answer 87 77 4

FYROM yes 44 38 56
yes if constraints are eliminated 24 24 25
no 13 16 13
no answer 20 22 5

Greece yes 42 30 42
yes if constraints are eliminated 32 24 28
no 20 39 26
no answer 7 7 4

Source: Survey data

Table 4 presents the attitude of sample firms towards future cooperation, irrespective of
current activity. Firms were asked whether they are willing to initialize or expand further their
business in neighboring countries. Looking at their responses, we can make a number of
observations: First, firms in transition countries are more willing to expand business in Greece
than in any other transition country in the region. The benefits of adjacency, but also the fact
that Greece is more developed and the only EU member in the area make such a prospect
very favorable. Second, adjacency seems to be an important factor itself, as firms in countries
without common borders are in general less enthusiastic with cooperation. This is clearly the
case with the attitude of Albanian firms towards cooperation with Bulgaria and the attitude of
Bulgarian firms towards cooperation with Albania. Third, a significant share of sample firms
declare that they will initiate or expand their activities in neighboring countries only if current
constraints are eliminated.

Summarizing the evidence in this section, we may say that there are three important
conclusions related to the current state of affairs of border region firms and the prospects of
cross-border cooperation among Albania, Bulgaria, FYROM and Greece:
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The level of interaction is affected by adjacency, friction over minorities, level of development of
partner countries and is more intensive when it takes an East-West character. Second, if the
sample of firms is to some degree representative, then, border firms tend to develop more
intense cross-border trade relations than the national average. This finding is in line with the
results of similar surveys of border region firms in Central Europe (Petrakos and Tsiapa 2001).
Third, this level of interaction and trade would have been significantly higher, if current
constraints in cooperation were absent.

5. Barriers to cross-border cooperation

What types of barriers exist that do not allow the full potential of cross-border relations to
unfold in the region? We asked firms to respond to that question in a scale from 5 (no
barrier) to 0 (barrier that cannot be overcome), classifying barriers to seven major
categories:

The condition of infrastructure (roads, railways, public transport,
telecommunications, post service)

The condition of border crossing (proximity of check points, visa regulations,
passport and customs officers treatment)

Trade conditions as a barrier (tariffs, quotas, duty fees, technical requirements)

Financial conditions as a barrier (availability of funds, access to finance
resources)

Lack of assistance as a barrier (by local government, national government, local
business associations, national business associations, European organizations)

General conditions as a barrier (political stability, corruption, security, changing of
the rules, income and demand prospects, inflation, exchange rate, stability of the banking
system, quality of the banking system, labor protection)

Language as a barrier

The responses of the firms are reported in Tables 5-8. Table 5 presents the opinion of Greek
firms about barriers in cross-border relations with Albania, FYROM and Bulgaria. For every
type of barrier an average grade is calculated for each country® and also an average overall
grade. The lower the grade, the more serious the specific barrier to

s This grade is the simple arithmetic average of the responses concerning the specific country given by Greek firms.
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cooperation is for enterprises. Similarly, Tables 6 - 8 present the opinion of the firms in
Albania, FYROM and Bulgaria respectively.

Table 5. The opinion of Greek firms about barriers to cross-border cooperation (5=no

barrier, O=barrier that cannot be overcome)

Type of barriers Albania FYROM Bulgaria average ____
Infrastructure as a barrier 1.8 3.1 3.2 2.7
Railways 1.2 . 25 24! 2.0
Roads 1.6 3.2 3.1 2.6
Post 20 3.3 3.4. 2.9
Telecommunications 2.1 3.5 3.8 3.1
Public Transport 2.0 3.1 3.3 2.7 !
Border crossing as a barrier 3.2 J0 36 34
Proximity of check points 3.6 3.8 41 38
Visa regulations 4.1 4.3 43 4z
Passport officers treatment 25 3.1 30 28
Customs officers treatment 24 3.0 dav 28
Trade conditions as a barrier 2.8 3.0 3.1 3.0
Tariffs 24 2.5 2.5
Quotas 3.1 3.4 3.2
Duty fees 25 2.6 2.6
Technical requirements 3.3 3.8 3.6

Financial conditions as a barrier 2.1
Availability of funds
Access to finance resources

Lack of assistance as a barrier 1.1
Local government

National government

Local business associations
National business associations
European organizations

N NN MW
'S ® N0y W Oy

N

| i
A -

General conditions as a barrier 1.4
Political stability

e
N

Corruption 16

Security 19 2.3 2.0
Changing of the rules 18 2.3 2.0
Income and demand prospects 2.4 2.8 2.3
Inflation 2.2 3.2 2.5
Exchange rate 2.2 3.1 2.5
Stability of the banking system 2.0 2.4 2.1
Quality of the banking system B 2.0 2.0
Labor protection 29 3.0 2.7

W
N
«
i
[
N

Language as a barrier 2.9

Source: Survey data

UNIVERSITY OF THESSALY, Department of Planning and Regional Development
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Table 6. The opinion of Albanian firms about barriers to cross-border cooperation

(5=no barrier, O=barrier that cannot be overcome)

Type of barriers Greece FYROM Bulgaria average
Infrastructure as a barrier 4.0 45 4.1 4.2

Railways 4.5 4.4 25 4.4 -
Roads 3.5 3.6 3.5 3.5

Post 4.0 4.9 5.0 4.2

Telecommunications 3.9 4.9 5.0 41

Public Transport 4.1 4.6 4.5 4.2

Border crossing as a barrier
Proximity of check points Visa

regulations 3 3.7 4.3 3.2
Passport officers treatment Customs g? j ' g g ’ g gg
officers treatment 32 3 9 4 5 33
Trade conditions as a barrier 2 ‘5 2 3.7 6 33.% 2 050
Tariffs 23 3.1 2.5 25
Quotas 3.9 4.3 4.5 4.0
Duty fees 29 3.1 3.0
Technical requirements 3.6 3.9 4.5 30
Financial conditions as a barrier 3.3 Availability of 2AE
funds 3.9 3.3 3.4
Access to finance resources 34 3.6 25 34
31 '
Lack of assistance as a 41 4.0 oo
bar(ler Local government 1.2 1.7 22 1.3
National government 12 19 1.0 13
Logal business ?s§00|at|ons National . R 15 ay
business associations European 1.9 3.0 35 2 1
organizations 1 '0 1 .6 3'0
General conditions as a barrier _- NN 2.0
Political stability 4.3
Corruption 2.0 2 g gg zg
Security 4.2 > ) > 5 ) 5 5 : 0
Changing of the rules 2.8 4 ’ 8 5 ) 0 4' 1
Income and demand prospects 3.1 3 . 3 2 ) 0 2 : 8
Inflation 24 3 : > 3'0 3'0
Exchange rate 2.7 3 : 3 1 '5 2'4
Stability of the banking system 2.9 3 : 5 3'0 2'7
Quality of the banking system 2.8 3 : 5 5 '5 2-8
Labor protection 3.2 3 ’ 5 2‘5 2'7
Language as a barrier 4.0 zf‘é) %% %é

Source: Survey data

Discussion Paper Series, 2003, 9(2)



32 Dimitrov Mitko, Petrakos George, Totev Stoyan and Tsiapa Maria

Table 7. The opinion of firms in FYROM about barriers to cross-border cooperation

(5=no barrier, O=barrier that cannot be overcome)

)e of barriers Greece Albania Bulgaria average
‘astructure as a barrier 7.0 37 36
ways 18 — 06N jemmmmw 11
ids 4.6 2.6 4.0

it 4.7 4.6 4.5
scommunications 4.9 4.8 4.6

llic Transport 4.1 2.5 3.6

“der crossing as a barrier 3.9 3.9 3.7
ximity of check points 4.8 3.3 3.9

a regulations 2.7 4.8 3.7
isport officers treatment 4.0 2.7 3.5 3.5
stoms officers treatment 3.9 2.4 3.5 34

de conditions as a barrier 3.5 3.7 3.5

iffs 2.7 2.3 3.0 2.7

tas 4.1 3.8 4.1

y fees 3.5 3.1 3.6 3.4
‘hnical requirements 3.7 3.3 3.9 3.6
ancial conditions as a barrier 3.6 3.6 3.6
lilability of funds 3.5 3.6 3.5 3.5

:ess to finance resources 3.6 3.7 3.6 3.6

'k of assistance as a barrier 0.5
al government

ional government

al business associations
ional business associations

opean organizations

neral conditions as a barrier "
tical stability 3.7

) 1.3 2.7 3.1
ruption 3.5 2.5 35 3.4
;urity 4.3 26 3'0
inging of the rules 3.9 2'1 3'0
»me and demand prospects 4.2 2'7 3'1
ation 4.1 2.6 3'1
‘hange rate 41 2-6 3:0
bility of the banking system 45 2:9 32
ality of the banking system 4.5 28 33
or protection 4.1 26 3 2
)guage as a barrier 3.7 I &3 229
rce: Survey data 2.2 4.6 3.6

UNIVERSITY OF THESSALY, Department of Planning and Regional Development
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Table 8. The opinion of Bulgarian firms about barriers to cross-border cooperation

(5=no barrier, O=barrier that cannot be overcome)

Type of barriers Greece Albania FYROM average
—Infrastructure as a barrier 4.2 14 33 3.0
Railways 3.5 1.1 2.7 25
Roads 4.5 1.0 3.3 3.0
Post 4.5 19 3.8 34
Telecommunications 4.6 1.9 3.9 3.5
Public Transport 3.9 1.2 3.0 27
Border crossing as a barrier 2.8 2.8 4.0 3.2
Proximity of check points Visa 4.9 3.3 4.9 4.4
regulations 2.0 3.7 5.0 3.4
Passport officers treatment 2.2 2.3 3.2 2.6
Customs officers treatment 2.1 2.0 2.7 2.3
Trade conditions as a barrier 2.3 3.3 3.6 3.0
Tariffs 2.3 2.9 3.2 2.8
Quotas 21 3.5 3.9 3.1
Duty fees 2.2 2.8 3.1 27
Technical requirements 2.4 3.9 4.0 34
Financial conditions as a barrier 1.5 2.0 2.3 1.9
Availability of funds 21 3.5 3.6 3.1
Access to finance resources [ §l N OO ]
Lack of assistance as a barrier 2.2 /7 22 20
Local government 18 L4l ' F1.9 | F1.7l
National government 25 |16 | 2.4 22
Local business associations 36 2.9 3.7 3.4
National business associations 24 1.8 2.4 2.2
European organizations IS | G N0-SH 107N
General conditions as a barrier 4.2 1.1
Political stability 4.5 1.0 0.4 0.6 2 2.8
Corruption 30 0.91.41.3, 2.9
Security 40 1.50.90.7,°, 19
Changing of the rules 40 2.4 2.5 2.6
Income and demand prospects 4.6 2.5 206
Inflation 4.4 3 1 3.0
Exchange rate 4.4 2.9 2.9
Stability of the banking system 4.5 3.3 3.1
Quality of the banking system 4.2 2.9 2.9
Labor protection 4.0 2.7 2.7
3.4 3.2
guage as a barrier Source: 8 a 8
rey data

Discussion Paper Series, 2003, 9(2)
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On the basis of the information provided in the Tables, we can make the following observations:
Firstly, there is a national component in terms of difficulties faced by firms in their efforts to develop
cross-border relations. Firms in Greece, FYROM and Bulgaria tend to agree that cooperation with
Albania currently faces more serious difficulties, either because of lack of proximity or because in a
number of categories (infrastructure, assistance, general conditions) barriers are more serious. On
the other hand, firms in Albania tend to differ in their evaluation, as they consider barriers in
general lees important than the firms in other countries. This raises some concern about the quality
of responses, as it is widely accepted that in these categories the conditions in Albania are less
favorable than in the other countries. However, we gave this puzzle a second thought and decided
that the responses of the firms may not be irrational, as their major problem in cooperation is not
so much the constraints they face but their own capacity. As specialization and trade is a process
driven by the size and depth of the market, it is highly possible that the current level of resources
development in Albania may not allow a much greater level of cross-border interaction®.

Second, the examination of the Tables shows that firms consider the general conditions
prevailing in a country, the lack of assistance in developing cross-border relations and the difficult
financial conditions as more serious barriers than the ones related to poor infrastructure and
border crossing conditions. This may be of interest to policy makers in the specific countries, who
have centered their policy to the development of infrastructure and border crossing aiming to
increase cross-border interaction. Our findings show that firms are eventually more sensitive to
factors related to the prospects and viability of their investment or project (such as political
stability, corruption or exchange rate variations) rather than factors affecting timing, transport
costs and comfort (such as roads and check points proximity). Interestingly, the firms do not
consider in general the lack of a common language across the borders to be a major barrier to
interaction.

Third, irrespective of the perception and the ranking of the enterprises, all barriers to
cooperation eventually affect their performance. We report in Table 9 Spearman and Pearson
correlation coefficients between the aggregate categories of barriers reported in Tables 5-8 on
the one hand and an index of firm performance on the other. In all cases, the coefficients are
positive and significant, indicating that higher values of the barrier indices (that is smaller
problems of cross-border cooperation) are associated with a better performance index.

¢ The discussion above, as well as the relatively lower potential of Albanian firms to expand trade relations may also be
compatible with the fact that the benefits of interaction, especially in the Albania-Greek borders, have been materialized not
so much through the commodity markets but through the labor markets. Legal and illegal migration to Greece has resulted
to benefits for both sides leaving less scope for benefits from trade, as the resource base of the Albanian side has been
seriously weakened.

" The index of performance (Y) is calculated a weighted index: Y = (Y, + Y2 + Y3) / 3, where Y, is the opinion of the firms
about their performance, Y2 is their expectations about future performance and Y3 is an aggregate measure of
entrepreneurial knowledge. All indices are derived from the questionnaire and are based on the responses of the firms.
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Table 9. Correlation coefficients between measures of cross-border barriers and an index
of enterprise performance

Index of enterprise performance (Y)

Barriers to cross-border cooperation Pearson Spearman
Correlation Correlation
Coefficients Coefficients
Infrastructure as a barrier 0.239* 0.227*
(0.000) (0.000)
0.254* 0.251*
der crossing as a barrier Trade conditic (0.000) (0.000)
0.158* 0.156*
a barrier Financial conditions as a barrie  (0.007) (0.008)
. . 0.213* 0.272*
k of assistance as a barrier General (0.000) (0.000)
ditions as a barrier 0.220* 0.226*
(0.000) (0.000)
0.210* 0.211*
(0.000) (0.000)

*c ion is siqnifi he 0011 2-tailed)

6. Conclusions

In this paper we have examined the current status, the limits, the prospects and the policies of
cross-border cooperation in the border zone of Albania, Bulgaria, FYROM and Greece, taking the
enterprises' point of view. We have surveyed a sample of 291 manufacturing firms located near
the borders in all four countries. Our analysis suggests that border region firms may have a higher
level of interaction than the respective average national firms in all countries. However, this
interaction is more clearly documented along the Greek frontiers, indicating that East-West trade
develops faster than intra-East trade in the region. Firms are in general willing to further increase
interaction in the future, especially if current constraints are removed.

However, national variations in responses may be interpreted as signs that cooperation is also
facilitated or restricted by the level of development of each country. It seems that trade relations
and economic cooperation eventually depend on the level of specialization and the size of the
markets. This makes a lot of sense if one examines the experience of the EU. Higher and deeper
interaction in internal EU border regions is not so much the result of policies but the outcome of
strong market forces related to the
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size and depth of the markets. Therefore, one lesson of the analysis is that it may take time for
the full potential of cross-border interaction to unfold in the region. We should not be discouraged
about the current level of interaction, as economic progress in the region will eventually increase
the level of cross-border cooperation.

The second lesson of the analysis is that barriers to cooperation mater and can affect negatively
the performance of border region firms. However, removing barriers may not produce immediate
positive results. Existing policies of cooperation implemented in the region may not be able to
expand cross-border activities, as firms are less concerned about the quality of infrastructure and
more concerned about the general or the financial conditions prevailing in each country. Of
course, policies aiming to improve the capacity and quality of transport infrastructure in the region
are necessary, especially in the long term, when interaction will increase. It will be, however, wise
for each country to invest at the same time in 'soft’ infrastructure, that is, policies that will generate
or improve local mechanisms to support cross-border economic activities.

Yet, the best policy of cross-border cooperation may well prove to be the development of the
economies in the region and the improvements in their record with respect to their economic
environment. Certainly, EU membership (or the prospect of membership and the necessary
institutional arrangements that it implies) helps. It should be clear, however, that the region as a
whole has a long way to go in building institutions that will able to embed an entrepreneurial
climate facilitating and promoting the expansion of cross-border activities.
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