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METHODOLOGY
Sample

The survey of the business sector conducted in the month of November 2003 covered 421
companies from across the country.

Survey Method

The survey employed the method of the face-to-face interview.

Fieldwork

Fieldwork took place in the period October 13 - November 4, 2003.




MAIN GOALS

The principa god of the research is to conduct systematic monitoring of the size and
dynamics of the hidden economy in Bulgaria (HEM).

The project involves a series of representative surveys of the country’s adult population
and of the business sector on a quarterly basis. This makes it possible not only to watch the
dynamics of the problem, but dso to collect vigdle information about the differences in the
attitudes of the general population and the business community to the manifestations and
reasons for the spread of the hidden economy in this country.

The outputs of the Hidden Economy Monitoring (HEM) include:

v" Annual Assessment Report on the Hidden Economy in Bulgaria. It presents
the summarized findings of the surveys conducted throughout the year and
shows the evolution of the problem and any changes in the gray sector of the
economy.

v" Anindex system to monitor the size and dynamics of the hidden economy.
A system of synthetic indicators has been designed to cover different aspects of
the hidden economy and to monitor the dynamics and changes in its Sze and
characterigtics.



HIDDEN ECONOMY INDEXES

The hidden economy indexes are the basic output of the Monitoring of the Sze and
Dynamics of the Hidden Economy in Bulgaria, which Vitosha Research Agency has
been conducting since 2002. The index values are updated quarterly.

The hidden economy indexes assume vaues from 0 to 10.

The closer the vadue of the indexes is to 10, the more negative the assessments of the size
and manifestations of the hidden economy in this country.

Index vaues closer to O indicate low leve of hidden economy.

The hidden economy indexes are grouped within the following categories.
2, Perceived scope of the hidden economy;

2 Specific manifestations of the hidden economy.
1. Labor relations;
2. Concealed turnover;
3. Redistribution.
The hidden economy index vdues ae presented in Appendix 1



2, MAIN OBSERVATIONS conditions for business are the mgor problems to smaller and bigger companies dike.

Despite the dight increase in the level of businesspersons’ approval of government
policy and the laws regulating business activity, the practice of requesting input from
the business community when eaborating new laws and regulations ill does not appear
to have been established.

The business sector poll conducted in November was
the third consecutive survey under the project entitled
Monitoring of the Hidden Economy in Bulgaria
implemented by Vitosha Research. The comparative

andysis of the three surveys shows definite progress in ) Ovedl, the share of the hidden economy in the country is il high, but there has been a
the fight againgt most of the practices associated with the certain shift toward§ quv_er levels; its estimated scope was mostly in the range of 10 to
hidden economy. In the short time span between the 25% as regards the individual sectors.

pilot survey and the latest one (January — November) ) The measures highlighted by businesspersons as ways of curbing the hidden economy,
businesspersons have grown congderably more inclined which are revedling as to the underlying reasons for its wide spread, have kept both their
to report actual turnover and profit, as well asto require ranking and values o early 2003. The most commonly cited ones include: alleviating
and issue gppropriate accounting documents in the tax burden, providing more effective business incentives, reducing corruption,
transactions with other companies. and the adoption and effective implementation of stricter legislation.

The measures adopted by the government, particularly in
the sphere of labor relations, have had a direct positive
impact in terms of reducing the “grayness’ of this sector.
It should be noted, however, that any further progressis
hady possble without taking into account the
underlying reasons for the emergence of a particular
practice in the “gray sector”. The mere impostion of
mandatory requirements without regard for the specific
neture of the problem might smply cause a shift from
one form of “hidden” ectivity to another. This is
evidenced by the increased proportion of employees
with contracts containing “secret clauses’ in the context
of the required registration of employment contracts.

Ancther significant change compared to January is the
fading of the differences between smdl and big
companies in terms of the problems they are faced with
in ther operation. Corruption and the unfavorable




2, CHIEF PUBLIC CONCERNS AND OBSTACLESTO
BUSINESS DEVELOPMENT

1. THEMOST CRITICAL PROBLEMS OF THE COUNTRY

In the period since early 2003, the problems perceived as most
important to the country by the busness community have
generdly kept their ranking. Corruption, the low standard of
living, and crime are dill the main concerns of entrepreneurs,
dong with the unfavorable conditions for doing business in
this country.

Whereas unemployment and low incomes display a definite
improvement in terms of their values, business conditions appear
to be deerioraing and ae ill impeding the country’s
development, according to those interviewed (Figure 1).

Unlike the previous survey, when the ranking of the problems by
importance was sgnificantly affected by the sze of the companies
surveyed, towards the end of the year these differences have
faded away. Corruption and the unfavorable conditions for
business are the main problems to smdler and bigger companies
dike (Appendix 2, Table 1).
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2. OBSTACLESTOBUSINESSOPERATION AND DEVELOPMENT

Unfair competition was singled out by the respondents as the
chief obstacle to business development in this country (Table 1).
It was a concern to more than haf of the companies, affecting
smaller companies the most (Appendix 2, Table 4).

Ranked immediately behind it weretax rates and crime (Table
1). Unlike crime, where a certain drop can be observed, the
unkept promises about dleviding the tax burden have been
reflected in the results obtained. So far, the expectations
regarding the provison of red incentives for business by
reducing taxes have not been met, generating discontent among
entrepreneurs.

In addition to its unfulfilled commitments, the date is dill
asociated with a negative impact on private business
development. Once again noted among the chief obstacles to
busness were: the inadequately functioning license and
permit-issuing procedures, corruption among administrative
officials, and the overall macroeconomic situation in the
country.

Some of the congraints cited, for ex. inspections and checks
by various control authorities, the operation of the local
administration, and rules and procedures for starting a
company, appear to affect more serioudy smal and medium-
Szed companies. To the companies with more than 100
employees on the other hand, the most important problem
proved to be the functioning of the judicial system (Appendix
2, Table 4).

TABLE 1 OBSTACLES TO BUSINESSOPERATION AND DEVELOPMENT
Major problem January March | November
2003 2003 2003
Unfair/ illegd competition 57,4 52,6 52,3
Tax rates* 32,5 41,8 49,2
Crime 52,5 45,2 43,2
License- and permit-issuing procedures 41,1 40,7 41,6
Accessto financing of business operations * * 49,6 39,6 40,6
Corruption among adminigrative officias 39,6 38,5 39,0
The macroeconomic Situation in this country 39,8 40,0 37,1
Rules and procedures for the acquisition of redl
estate propZﬁy and constructi (a)(r:1q of buildings 198 28,9 28,3
Inspections checks by various control authorities NA 22,4 24,7
Corruption among business counterparts 25,5 22,6 23,5
Thejudicial system 21,5 19,9 23,0
The operation of the loca adminigtration NA 17,2 18,8
The current politica Situation 19,8 20,8 18,5
The operation of the central adminigtration NA 17,9 16,9
?ﬂ&s and procedures for hiring and dismissing eff 16.8 119 105
Rules and procedures for starting a company 10,9 7,2 10,2
Base 530 447 421

* In the pilot survey (January 2003) the option was: “ the tax system” .
** |n the pilot survey the optionwas:. “ accessto credit to finance business operations”

*** |n the pilot survey the option was: “labor legislation”



3.  SATISFACTION WITH THE QUALITY OF THE LEGISLATION

FIGURE 2 SATISFACTION WITH THE QUALITY OF THE LEGISLATION AND THE
AND THE ADMINISTRATIVE REQUIREMENTSON

ADMINISTRATIVE REQUIREMENTSON BUSINESS

BUSINESS

L . . 90
When considering ways of aurbing the hidden economy one of 797
the main and most commonly made recommendations is the 80 - '
establishment of clear-cut rules and requirements on business,
which should be applied equally to dl. There is reason to dlaim 701
that there has been a certain improvement in this respect over
the last year. The adoption of stricter labor regulations was an 601
attempt to reduce the gray sector in the labor market and has 50 -
shown tha in the presence of a clear strategy and sufficient %
political will restricting the hidden economy is afeasible task. 40 -

30- 268 254
Neverthdess, the legd framework of busness is ill being 193
amended too dowly and cheoticaly, without regard for the 20 1
opinions of entrepreneurs. Amendments are being passed
“piecemed”, without a clear vison aout their long-term 101
implications. In this context, it is hardly surprisng that nearly 0
three fourths of those surveyed expressed dissatisfaction with - N
the lega framework in which they haveto operate (Figure 2). Sitishied Disstisfied DK/NA
0O Jenuary 2003 @ March 2003 November 2003

Base: All respondents(January: N=530, March: N= 447; November: N=421)



4,

RELATED TO BUSINESSOPERATION IN BULGARIA

A dgmila dtudion was regigtered as regards the
implementation of existing laws and the quality of
public services — the high rate of disstisfaction has
remained unchanged throughout the year. Fewer than
one-fourth of those interviewed were satisfied with the
services they use in connection with ther activity. (Figure
3

The provison of expedient high-quality adminisrative
sarvices is equaly a feasble task that would have a
sgnificant postive impact on the business environment in
this country.

The rate of disstisfaction with the quality of the
legidation and its administration and the quality of
public services was congderably higher among smdller
companies. They dso proved most affected by the
frequent changes in the legd
framework. (Appendix 2, Table 5)

SATISFACTION WITH THE QUALITY OF PUBLIC SERVICES

FIGURE3 SATISFACTION WITH THE QUALITY OF PUBLIC SERVICESRELATED TO

BUSINESS OPERATION IN BULGARIA

%

Base: All respondents(March: N=447; November: N=421)
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FIGURE 4 KEEPING THE BUSINESS COMMUNITY INFORMED OF FORTHCOMING

5. KEEPING THE BUSINESS COMMUNITY INFORMED OF CHANGESINTHE L EGISLATION

FORTHCOMING CHANGESIN THE LEGISLATION

The business sector surveys conducted so far suggest that the
legd framework in which businesses are operating is il quite
unsatisfactory and largely generates hidden economy itsdlf.

Novama 2008 131 494

The presence of ambiguous and often contradictory reguleations
and their chaotic revison sustain the sense of an unpredictable
and unfavorable business environment. In addition, the failure to
consult and seek input from the business community before
adopting new rules creates the impresson that the date is
impeding, rather than facilitating, busness

Mach 2008 157 423

Yet, even if dow-paced, there has occurred a dight
improvement as regads the dability of the legd and
adminigrative requirements on business. By the end of the year,
the respondents who thought the laws had become more
predictable in the past three years increased by close to 5 Jrery 2008 21J_'L9 494 34,0
points. (Appendix 2, Table 2) [
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Base: All respondents (January. N=530, March: N= 447; November: N=421)
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The predictability of the laws, however, is only one aspect of the | FIGURES TAKING INTO ACCOUNT INPUT FROM THE BUSINESS COMMUNITY WHEN
meter. After the dight progress registered in March as regards AMENDING THE LEGISLATION

the government/business diadogue, by the end of the year the
vaues went back to their former levels. Not only are business
associations and individual entrepreneurs not invited as
partners in the elaboration of new regulations but it is not
even deemed necessary to inform them about forthcoming
changes that will affect their activity (Figures4 and 5). This
creates a sense of ongoing confrontation between the state and
the business community where each is acting to the detriment of
the other. As a result, the hidden economy becomes the means
whereby busness protects itsdf from the inconsstent and
unfavorable policy of the governmen.

437 97 107

D7 ;
461 A5 107
In the function of a “defendve’ resction of the budiness Matha1B 81

community againgt laws redricting or impeding its operations, 1
the high level of hidden economy a present is hardly surprisng.
Under the current conditions of entrepreneurid activity, the
expenditures companies incur in order to mest dl the officid 1z
requirements considerably exceed the cost of evading them. 1],9

Therefore, any lasting curbing of the gray sector can only be Jay 008 460 374 92

expected once the state assumes the role of an equal partner to : : . .

the busness community and starts conceiving its policies in 0% 200% 200% 800% 00% 1000%
cooperaionwithit.

OAwgs Oinndceess O0Smdmes ONee ODKINA

Base: All respondents(January: N=530, March: N= 447; November: N=421)
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22 PERCEIVED SCOPE OF THE HIDDEN ECONOMY FIGURE 6 ESTIMATED SHARE OF THE HIDDEN ECONOMY IN BULGARIA
1. ESTIMATED SHARE OF THE HIDDEN ECONOMY
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Over 75% %,5

| 8,7
The latest survey registered a persigent tendency towards Between 51 and 75% Eﬁﬁg 3
decline in the perceived spread of the hidden economy in the | ' | 24.6
country as a whole and by sectors, as first observed in March %mz
2003. Between 26 and 50% 435

| 1533

ad 198
Although 4ill quite high, the proportion d unreported business Between 11 and 2506 108 244
activity was estimated by threefourths of those surveyed to 1 51
range between 10 and 50% (Figure 6). There appears to be a Upto10% 4,2
gradud shift from higher to lower estimates and even the 21
answers that there was no hidden economy in the country grew
condderably in the latest survey.
Thereisno hidden 05,6
T 0:5 T T T T 1
0 10 20 30 40 50 60
OJnuary2003 B Mach2003 B November 2003
Base: (January: N= 390; March: N=308; November: N=313)
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2. ESTIMATED SHARE OF THE HIDDEN ECONOMY BY
SECTOR

A more dow-paced, but again favorable, change is observable
as regards the etimated share of the hidden economy by
sectors. The mgority of the respondents thought up to 25% of
the activities in their own sector fdl within the gray economy,
and 14.2% said it was non-existent in the respective sector.

The assessments of the scope of the hidden economy continue
to vary subgantiadly depending on the sze of the companies
surveyed (Appendix 2, Table 6). What appears more notable
is that the share of the big companiesclaming thereis no hidden
economy in their sector actudly fdl by half compared to March
— from 43.8 to 22.6%. Thisisindicative of a certain “graying’
even of the traditionaly more transparent and law-abiding
bigger companies.

FIGURE 7

ESTIMATED SHARE OF THE HIDDEN ECONOMY IN THE RESPECTIVE
SECTOR

Base: (January: N=389; March: N=328; November: N=338)
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3. MEASURESTO LIMIT THE HIDDEN ECONOMY IN
BULGARIA

As regards the counter measures deemed appropriate by the
business community there do not gppear any serious changes —
both their ranking and vadues have remained essentidly
unchanged since January 2003 (Figure 8). Once again,
reducing taxes and providing incentives for business were
the most popular recommendations.

The digtribution of the remaining answers suggests, on the hand,
that there has been little change in the business environment in
the country over the past year. On the other hand, they again
point to the chief reasons for the “graying” of Bulgarian
busness a dl leves the high tax burden, difficulties in
securing financing of business operations, lack of strict
laws, ineffectiveness of the judicial system, etc. These aredl
wdl-known problems that entrepreneurs cannot address
themsdves even if they were inclined to operae entirdy
legitimetdly.

FIGURES M EASURESTO LIMIT THE HIDDEN ECONOMY IN BULGARIA

—% 61,5
To decrease taxes 60,2

[63,4

To adopt stricter laws |

To facilitate conditions for getting credits

To strengthen tax control
To heighten the efficiency of the judicial system §
To tighten border control

To improve the quality of administrative procedures
Tolimit the actions of the Mafia

Other

Don’t know/ No answer

40 50 60 70

| O January 2003 B March 2003 B November 2003 |

Base: All respondents(January: N=530, March: N= 447; November: N=421)
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2V. HIDDEN ECONOMY PRACTICES

1. LABORRELATIONS

A. SHARE OF THOSE HIRED WATHOUT CONTRACTSIN THE
RESPECTIVE SECTOR

The adoption of a sraightforward and specific measure in early
2003 and namely, the mandatory registration of employment
contracts has shown quite dearly that posshbilities to limit the
gray sector do exig, aslong asthereis sufficient politica will.

In less than a year there has been a nearly ten-point increasein
the share of those who said there were no employees without
employment contracts in their sector or if any, they only
amounted to lessthan 10% of the employed workforce (Figure
9).

Four out of ten representatives of big companies said there
were no employees without registered contractsin their industry
(Appendix 2, Table 8).

FIGURE9 SHARE OF THOSE HIRED WITHOUT CONTRACTSIN THE
RESPECTIVE SECTOR

Over 75%
Between 51 and 75%
Between 26 and 50% 16,8
235
23,0
Between 11 and 25% 235
] [21,4
% 34,2
Upto10% 215
[18,9

28.9
There are no such ; 209

employees [212
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Base: (January: N=387; March: N=340; November: N=322)
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B. HARE OF THOSE HIRED UNDER CONTRACTS WITH FIGURE 10 SHARE OF THOSE HIRED UNDER CONTRACTSWITH “ SECRET

“ SECRET CLAUSES' IN THE RESPECTIVE SECTOR CLAUSES” INTHE RESPECTIVE SECTOR
The generd tendency towards diminishing scope of the hidden
economy is equaly observable with regard to the contracts with QH?E%% 6t
“secret clauses’ — nearly haf of the respondents said that such |123
employment contracts did not exceed 25% of those concluded g‘
in the respective sector, if any. Bewen5lad 3% 109
| |152
Two out of ten clamed that practices such as paying social Benen 6ad5% gl%
security and health insurance contributions based on 1273
understated remuneration; payment of unreported extra % 246
compensations, etc. did rot exigt at dl in their sector. Banwen1lad P 231
1126

Unlike the registration of employment contracts, the situation — 236
Upo10% 176

with “secret clause contracts’ is not improving a such a rgpid
pace. In fact, there has even been an increase in the share of
answersthat such contracts amount to more than 75% of those
concluded in the respective sector. Thiswould gppear to reved
the cause-and-effect reaion between the legd framework and

the resction of business. The newly errfc?rgced administrative Theeaenosuh ﬁl 267
measures have solved part of the problem but laid an additiona aTdoyes 1182

burden on employers in terms of socid security payments. In
response, even the big companies have resorted to gray sector

mechanisms in an atempt to avoid the negetive repercussions
on their operation. OBuay2008 OMadh208 B Novarbe 2008

Base: (January: N=374; March: N=329; November: N=309)
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2. CONCEALED TURNOVER

1) NON-ISSUING OF TAX RECEIPTS FOR ACTUAL SALES
MADE IN THE RESPECTIVE SECTOR

Although with certain fluctuations over the period monitored,
there has definitely been some progress in regtricting one of the
most commonplace hidden economy practices — the non-
issuing of accounting documents, cash receipts and
invoices. Four out of ten companies claimed they never fall to
issue such documents (Figure 11).

In ten months aone, the share of those who said that they never
issue, or usudly do not issue receipts, has dropped by nearly
hdf. The changes in the overal macroecoromic Stuation and
the measures adopted by the government have affected this
indicator, as well. Gradudly reporting actud incomes and
profits is becoming more worthwhile than the efforts to conced
them and to operate in the gray sector.

FIGURE11 RATE OF NON-I SSUING OF INVOICES/CASH RECEIPTS
07 472 476
45 4
416 408
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% 25-
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Base: (January: N=470; March: N=393; November: N=377)
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o ) ) FIGURE12 RATE OF REQUESTING ACCOUNTING DOCUMENTS
A dmilar tendency is observable with regard to the reverse

process — requiring accounting documents in transactions
with ancther company. Compared to March, there appeared
a dight drop in November, but the overadl share of the
companies that dam they adways request such documents 0
remained very high (Figure 12).

% 50 -

l' 1' 0,5 0,5
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Base: (January: N=501; March: N=442; November: N=413)
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2) THE PRACTICE OF UNDERREPORTING TURNOVER IN
THE RESPECTIVE SECTOR

One-fourth of those surveyed ill believed a consderable
proportion of same-sector company turnover was not
reported officdly — between 25 and 50%.

Nevertheless, as with the remaining indicators of the level of
hidden economy, even in this respect there has been atangible
shift towards lower values. Thisis a clear indication of pogtive
changes in the business environment in the country. More than
half of the businesspersons estimated “conceded turnover” at
less than 25%, and one in four said the entire turnover was
reported in their sector (Figure 13).

It is worth noting the tendency towards smdl busness
legitimization — the share of those who chose the option
“Everything is officially reported” among micro-companies
(up to 10 employees) was 16.5% in March and 18.4% in
November. By contrast, big companies (more than 100
employees) display the opposite tendency — the respective
share was 51.1% in March and dropped to 43.2% in
November (Appendix 2, Table 9).

FIGURE13
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3) THE PRACTICE OF UNDERREPORTING TURNOVER IN FIGURE 14 UNDERREPORTING PROFITS
THE RESPECTIVE SECTOR

Notwithstanding dight fluctuations in the course of the yesr,
the incidence of underreporting profits has decreased
consderably. One-fourth of the companies said they never
did. Nevertheless, seven out of ten admitted to accasondly,
or usudly, reporting lower than the actud profit (Figure 14).

0

g 8 &8 & 8

The tangible improvement of most of the indicators related to
the officid reporting of company turnover and profit can be
accounted for by the overdl change in the busness
environment in the country. Because of the improved access
to credits and wider use of various banking services and
preferentidl schemes many busnesses are indined to
renounce some of their practices related to conceding the
company’ s actud capita.

%

§

5 & B

74
56 51
The higher proportion of limited liability companies compared >

to sole trader companies while the number and composition of
the companies surveyed remains roughly the same  (Appendix 0
2, Table 11) might be another indication of recovery in the Anas Inmogt s SITEIMES
banking sector and indirect business legitimization pressure.
The financid advantages of legitimate operation are gradualy
beginning to outweigh those derived from concealing the actudl 0 Fray 208 AMacha)®B B Noverie 2008
revenues.

(3]

Base: (January: N=462; March: N=375; November: N=369)
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FIGURE15 I NCIDENCE OF | LLEGAL IMPORTS/EXPORTSIN THE

4) ILLEGAL IMPORT/ EXPORT IN THERESPECTIVE SECTOR RESPECTIVE SECTOR
70 -
The pogtive tendency towards declining incidence of illegal
imports or exportsis continuing — nearly two-thirds of those 60
surveyed said such practices did rot exig at dl in their sector
(Figure 15). As with the other indicators, there is reason to 48
speak of a definite inclination to renounce this practice. 901 ’
ZD |
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5) FRAUDULENT VAT ReFuND CLAIMS IN  THE

RESPECTIVE SECTOR FIGURE 16 INCIDENCE OF FRAUDULENT VAT REFUND CLAIMSIN THE RESPECTIVE
SECTOR
. . . 70
The practice of sphoning off funds through fraudulent VAT- 642
related accounting schemes is beginning to settle down a a 509
lower incidence rate — Six out of ten companies said no such 60 1

clamswere made in their sector, and three out of ten, that these
only occurred occasiondly (Figure 16).
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3. REDISTRIBUTION

EVASION/NON-PAYMENT OF TAXES CUSTOMS AND
EXCISE DUTIESIN THE RESPECTIVE SECTOR

The payment of lower rates than the due taxes and customs
duties is dill one of the most common practices related to the
hidden economy — two out of ten companies do it whenever
they can, and four out of ten, occasionally (Appendix 2,
Table 3).

A high proportion of the respondents also said more than half
of the companies in their sector were evading part of the
due taxes and customs duties through accounting schemes
— 13.9%. Neverthdess, a dight improvement is observable
even in this case, with one-fourth of those surveyed saying there
are no such companiesin their sector a al. (Figure 17)
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APPENDIX 1. HIDDEN ECONOMY INDEX VALUES

January March | November

HIDDEN ECONOM Y AL 2003 2003

3.85 291 2.86
1. PERCEIVED SCOPE OF THE HIDDEN ECONOMY 4.60 3.96 3.66
1.1. Subjective estimate of the share of the hidden economy in the country asawhole 5.65 5.02 4.83
1.2. Subjective estimate of the share of the hidden economy by sector 3.55 2.90 2.49
2. LABOR RELATIONS 3.98 2.79 2.76
2.1. Share of those hired without contracts in the respective sector 3.63 2.47 2.21
2.2. Share of those hired under contracts with “secret clauses’ in the repective sector 4.32 311 3.31
3. CONCEALED TURNOVER 3.65* 2.66 2.72
3.1. Non-issuing of tax receipts for sales effected in the respective sector 3.93 2.48 2.77
3.2. Underreporting turnover in the respective sector 3.73 2.77 2.65
3.3. Underreporting profitsin the respective sector 4.45 3.59 3.85
34. lllega import/export in the respective sector 2.50 1.80 1.59
4. REDISTRIBUTION 3.15%* 2.24 2.28
4.1. Evasion/non-payment of taxes, customs and excise duties in the respective sector 3.94 2.90 2.80
4.2. Fraudulent VAT refund clamsin the respective sector 2.36 1.58 1.76

* The index has been recalculated excluding the options “ Frequency of barter deals’ and “ Using connections in fiscal and administrative
matters’ , which had been included in the pilot survey but obtained insignificant values.
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** The index now comprises the added option “ Fraudulent VAT refund claims in the respective sector.
APPENDIX 2. DISTRIBUTION BY TYPE OF COMPANY SURVEYED

Table 1. Themost critica problems faced by the country by company size (number of full - time employees) (November 2003; %)

The most critical problems of the Number of full-time employees
EeUminy Up to 10 11-50 51-100 Over 100

Politica ingability 18,6 12,0 18,4 16,4
Ethnic problems 0,4 2,2 53 1,6
Corruption 54,9 47,8 44,7 57,4
Low incomes 47,8 39,1 36,8 37,7
Crime 26,5 32,6 23,7 24,6
Unemployment 33,2 35,9 31,6 39,3
Environmentd pollution - 2,2 - 3,3
Deteriorating hedthcare 6,6 54 15,8 49
High prices 9,7 8,7 13,2 3,3
Deteriorating education 4,0 13,0 2,6 8,2
Unfavorable conditions for business devel opment 51,3 52,2 50,0 52,5
Poverty 20,8 26,1 18,4 18,0
Insufficient foreign investment 124 13,0 15,8 19,7
Other 4,0 33 7.9 3,3
DK/ NA 0,4 - - -
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Base

226

92

38

61
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Table 2. “In your opinion, how have the laws and regulations with a substantia impact on business changed over the
past 3 years?’ (%)

January 2003 Mar ch 2003 November 2003
Have become more predictable 11,9 12,3 17,6
Unchanged 46,6 42,3 39,0
Have become less predictable 35,3 31,8 32,5
DK/ NA 6,2 13,6 10,9
Base 530 447 421

Table 3. “In your opinion, how often do the companies in your sector evade customs duties, taxes, excise duties?’
(%)

January 2003 Mar ch 2003 November 2003
Always 36 32 30
Mog of thetime 26,2 19,2 17,4
Occasionally 41,0 33,8 40,7
Never 29,3 43,7 38,9
Base 420 343 334




Table 4 . Problems/obstacles to business operation and development by company size (November 2003; %)

Number of full-time employees

Major problem
Up to 10 11-50 51-100 Over 100

Unfair/ illegitimate competition 54,4 52,2 39,5 50,8
Thetax rates 50,9 42,4 52,6 50,8
License- and permit-issuing procedures 48,7 32,6 47,4 24,6
Crime 46,9 39,1 42,1 39,3
Corruption among adminigraive officids 44,2 35,9 28,9 32,8
Access to financing of business activities 42,9 39,1 36,8 34,4
The macroeconomic Situation in the country 37,6 38,0 34,2 34,4
Inspections and checks by various control authorities 28,3 22,8 18,4 19,7
Rules and procedures for the acquisition of red estate

property ar?d congtruction of bzciﬂjings 27,9 33,7 34,2 19,7
Corruption among business counterparts 25,2 22,8 15,8 23,0
Thejudicid system 23,5 18,5 23,7 29,5
The operation of thelocal adminigtration 20,8 16,3 18,4 14,8
The current politica Situation 19,5 20,7 10,5 18,0
The operation of the central administration 18,1 18,5 18,4 9,8
Rules and procedures for starting a company 13,3 8,7 53 33
Rules and procedures for hiring and dismissing saff 75 14,1 79 18,0

Base 226 92 38 61
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Table 5. Saisfaction with the qudity of the legidation and the qudity of public services related to business operation by company size (November

2003; %)
Number of full-time employees
Satisfaction with the quality of the legislation
Up to 10 11-50 51-100 Over 100
Highly satisfied 2,2 2,2 - 16
Somewhat satified 19,9 27,2 23,7 31,1
Somewhat dissatisfied 27,0 30,4 31,6 34,4
Highly disstisfied 50,0 38,0 44,7 31,1
DK/ NA 09 2,2 - 1,6
Satisfaction with the quality of public services Upto 10 11-50 51-100 Over 100
Highly satisfied 35 33 - 33
Somewhat stified 17,7 28,3 18,4 23,0
Somewhat disstisfied 314 26,1 39,5 36,1
Highly dissatified 44,2 37,0 42,1 32,8
DK/ NA 31 54 - 4,9
Base 223 92 38 61
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Table 6. Share of the hidden economy in the country and by sector, by company size (November 2003; %)

Number of full-time employees
Share of the hidden economy in the country
Up to 10 11-50 51-100 Over 100
Over 75% 8,8 2,8 34 4,1
51 to 75% 19,4 11,1 27,6 6,1
26 to 50% 46,9 54,2 37,9 63,3
11 to 25% 144 30,6 27,6 18,4
Up to 10% 75 - 34 41
Thereisno hidden economy 31 14 - 41
Base 160 72 29 49
Share of the hidden economy in the respective
— Up to 10 11-50 51-100 Over 100
Over 75% 2,9 2,6 3,0 19
51to 75% 10,4 7,9 3,0 -
26 to 50% 16,8 22,4 21,2 75
11 to 25% 32,9 30,3 21,2 41,5
Up to 10% 25,4 19,7 42,4 26,4
Thereisno hidden economy 11,6 17,1 91 22,6
Base 173 76 33 53
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Table 7. Measuresto limit the hidden economy, by company size (November 2003; %)

Number of full-time employees

Up to 10 11-50 51-100 Over 100
To reduce taxes 58,8 62,0 55,3 75,4
To adopt Sricter laws 26,5 20,7 31,6 19,7
To provide more effective busness incentives 46,0 47,8 55,3 45,9
To reinforce tax control 15,9 14,1 26,3 31,1
To enhance the efficiency of thejudicid system 23,5 15,2 23,7 24,6
To improve the quality of administrative procedures 17,7 13,0 15,8 14,8
To reduce corruption 34,1 26,1 39,5 27,9
Tofacilitate credit access 21,7 30,4 18,4 16,4
To redrict mafia operations 19,5 17,4 79 14,8
To reinforce border and customs control 12,4 15,2 5,3 18,0
Other 0,9 11 53 16
DK/ NA 3,5 98 2,6 16,1
Base 226 92 38 61
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Table 8. Share of those hired without contracts or under contracts with “ secret clauses’, by company size (November 2003; %)

Share of those hired without contracts

Number of full-time employees

Up to 10 11-50 51-100 Over 100
Over 75% 1,2 13 - -
51 to 75% 4.8 1,3 - 2,1
26 to 50% 11,9 7,8 13,8 43
11 to 25% 20,8 33,8 17,2 17,0
Up to 10% 35,1 27,3 48,3 34,0
Thereare no such employees 26,2 28,6 20,7 42,6
Base 168 77 29 a7
share of tnoseired dnder contractswith Up t0 10 11-50 51-100 Over 100
Over 75% 8,8 55 3,7 4,2
51 to 75% 94 6,8 3,7 8,3
26 to 50% 20,1 16,4 11,1 6,3
11 to 25% 20,1 315 33,3 22,9
Up to 10% 23,9 15,1 33,3 31,3
There are no such employees 17,6 24,7 14,8 27,1
Base 159 73 27 48
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Table 9. Unreported share of the turnover and share of the companies in the respective sector paying taxes lower than the due rates, by company sze

(November 2003; %)

Unreported share of the turnover

Number of full-time employees

Up to 10 11-50 51-100 Over 100
Over 75% 2,2 - 34 -

51 to 75% 6,6 7,1 - 2,3
26 to 50% 16,9 24,3 13,8 45
11 to 25% 27,9 14,3 41,4 25,0
Up to 10% 27,9 28,6 31,0 25,0
Everything is reported officially 18,4 25,7 10,3 43,2
Base 136 70 29 44

Share of the companiesin the sector paying Up to 10 11-50 51-100 Over 100

taxes lower than the due rates

Over 75% 53 4,7 13,6 2,5
51 to 75% 9,2 12,5 45 2,5
26 to 50% 19,8 20,3 18,2 12,5
11 to 25% 20,6 21,9 27,3 20,0
Up to 10% 25,2 14,1 27,3 22,5
There are no such companies 19,8 26,6 91 40,0
Base 131 64 22 40
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Demographic char acteristics of the companies surveyed:

Table 10. Number of full-time employees (November 2003)

% Base

Upto 10 54,2 226

11-50 221 92

51-100 9.1 38

Over 100 14,6 61

Total 100,0 417

Table 11. Legd datus
January March November

Sole trader 57,6 30,3 34,9
Commercid partnership 13 2,2 2,4
Joint- stock company 13,1 12,1 13,3
Limited ligbility company 229 54,4 46,3
Cooperative - - 0,2
Subsdiary of aforeign company - - 10
Other 51 09 17
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Base

528

445

421
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Table 12. Main area of activity

January March November

Agriculture, forestry, fishing 34 2.7 3,3
Hotel business and catering 1.7 2.3 2,6
Services 21.9 16.7 18,1
Construction 5.1 13.3 9,0
Transport and communications 6.4 54 5,2
Wholesde trade 75 17.8 16,9
Retal trade 325 17.6 14,7
Utilities (electricity, gas, water supply, €tc.) - 11 1,7
Industry (mining and processing industries, production) 16.0 13.3 16,6
Educetion / training 19 0.2 10
Hedthcare / medica services 25 2.3 4,5
IT sector (information technologies, computers, Internet) - 2.0 19
Other sector 11 54 4,3

Base 530 444 421
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