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Electronic communications market overview

General economic background

Any assessment of telecommunications markets has to be seen against the general performance of the economy, its level compared to other
economies and the relative growth rates. This requires data on the size and growth of the economy and also the population. Additionally, it helps to
consider the distribution of income within an economy, together with unemployment, poverty and literacy which might all be expected to be correlated
with the adoption of ICTs.

Currencies, inflation, exchange rates and VAT

In order to compare the economies, markets prices and other indicators between the eight entities and with the EU-27 it is necessary to make
adjustments for different exchange rates (see Table A.1).

Avg. exchange rate Exchange rate
Country Currency Code 2006 2007 April 1, 2008
Croatia Croatian Kuna HRK 7.24 7.30 7.26
FYROM Macedonian Denar MKD 61.19 61.17 61.21
Turkey New Turkish Lira TRY 2.02 1.76 2.10
Albania Albanian Leke ALL 123.27 122.20 121.11
Bosnia & Herzegovina Bosnian Marka BAM 1.96 1.96 1.97
Montenegro Euro EUR 1.00 1.00 1.00
Serbia Serbian Dinar RSD 85.00 78.67 81.66
Kosovo Euro EUR 1.00 1.00 1.00

Table A.1 - Exchange rates

Currency fluctuations can have significant effects when comparing prices, spending patterns and operator revenues. The decline in the value of New
Turkish Lira and of the Serbian Dinar between 2006 and 2007, followed by their subsequent rise, had significant effects. As noted in the previous report,
the apparent decline in value of the Turkish market was due to currency movements.
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In addition to converting other currencies into Euros, in order to facilitate comparisons, it is helpful to adjust prices using Purchasing Power Parities
(PPPs). This is an indicator of the differences in price levels across countries. PPPs measure how many currency units a given quantity of goods and
services will cost in different countries. It has been popularised by The Economist as the Big Mac Index, measuring its cost in many countries.!

PPPs are derived by relatively complex processes. Work on determining PPPs in the Western Balkans has been supported by international
collaboration between UNECE, OECD and Eurostat.2 The PPPs for candidate and potential candidates are published by Eurostat (see Table A.2). In
the absence of values for 2007 for Bosnia & Herzegovina and Serbia, 0.89 and 0.42 have been used as approximations. There are no plausible values
or estimates for Kosovo.

Country 2005 2006 2007
Croatia 4.6523 4.6516 4.5292
FYROM 22.5333 22.8318 22.5470
Turkey 1.0265 1.0716 1.1033
Albania 57.4044 57.3171 56.0875
Bosnia & Herzegovina 0.8592 0.8900 0.89
Montenegro 0.4325 0.4227 0.42
Serbia 32.1667 35.1943 36.8923
Kosovo - - -
EU-27 1.0000 1.0000 1.0000
Table A.2 - Purchasing Power Parities (PPPs)3
Note:
2007: Values for Bosnia & Herzegovina and for Serbia have been estimated.

Prices can vary because of the different levels of taxation. It is therefore important to be able to identify, compare and, if necessary, remove this
element from any charges. Operators, service providers and business customers can usually reclaim VAT, so that this can be discounted from any
charges.

1 http://lwww.economist.com/markets/bigmac/index.cfm
2 http://lwww.stat.si/radenci/program_2004/roberts-1.doc

3 European Commission > Eurostat home page > Economy and finance > Prices
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=0,1136173,0_45570701&_dad=portal& schema=PORTAL


http://www.economist.com/markets/bigmac/index.cfm
http://www.stat.si/radenci/program_2004/roberts-1.doc
http://epp.eurostat.ec.europa.eu/portal/page?_pageid=0,1136173,0_45570701&_dad=portal&_schema=PORTAL
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The rates of Value Added Tax (VAT) in South-East Europe range from 15 to 22% (see Figure 1). These are close to the general range of the EU-27.

There are some additional retail taxes, notably the Special Communications Tax (SCT) of 15% on fixed network services in Turkey.
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Figure 1 - Rates of Value Added Tax

Population and households

The three candidates and five potential candidates together represent 96 million people or about 19.5% of the EU-27 population (see Table A.3). The
greatest part of that population is represented by Turkey, nearly ten times the size of Serbia, the next largest. Montenegro has much the smallest
population, only 35 per cent larger than Luxembourg. Consequently, it is necessary to be careful when comparing the eight much smaller markets with

Turkey. At the time of writing, population data for 2007 were not available from Eurostat.

Country Population 2006 Inhabitants per sq km | Percentage of EU-27 total Households 2006 Persons per household
Croatia 4.443 78.5 0.90% 1.477 3.0
FYROM 2.039 79.3 0.41% 0.564 3.6
Turkey 72.520 93.1 14.71% 18.492 3.9
Albania 3.149 109.8 0.64% 0.753 4.2
Bosnia & Herzegovina 3.843 75.1 0.78% 1.034 3.7
Montenegro 0.624 45.1 0.13% 0.191 3.3
Serbia 7.425 95.7 1.51% 2.521 2.9
Kosovo 2.070 188.8 0.42% 0.311 6.7
Total 96.113 95.67 19.50% 25.343 3.8
EU-27 492.965 113.8 100% - 2.4

Table A.3 - Populations and households (millions)
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Notes:
Source: Eurostat Pocketbook on candidate and potential candidate countries 2008 edition. KS-PF-08-001-EN-N.
EU-27: Household composition is for the EU-25 in 2003.4

The population in the EU-27, as well as Turkey, Montenegro and FYROM have been increasing since 1996 as, since 2000, has Albania. While the EU-
27 population grew by almost 3.3%, the growth of Turkey was 16.3%. Montenegro and FYROM grew slightly faster than the EU-27, while Albania was
slightly slower. However, Serbia has seen a reduction in its population.

There has been considerable migration in recent years both within and beyond the region. These movements may not be fully reflected in the figures
and the patterns may not yet be fully documented and understood.

The household composition is quite different from the existing EU member states, which have an average of 2.4 members per household. In South-East
Europe, households are significantly larger, notably in Turkey and Albania respectively 3.9 and 4.2. The figure for Kosovo is extremely high, being 2.8
times the EU average, a level normally associated with some of the least developed countries. According to Kosovo in figures in 2006 the average
number of household members in rural areas was 7.8.5 Higher numbers of persons in a household would suggest that, cultural factors being equal,
fixed telephone and broadband lines would be available to a larger number of people than in the EU-27.

Gross Domestic Product

The Gross Domestic Product (GDP) is defined as the total market value of all final goods and services produced within in country in a year.® There is
long-standing evidence that GDP and GDP growth correlate with telecommunications and telecommunications network growth.” There are problems of

determining the value of GDP accurately in some economies, given the existen
The values shown in Table A.4 indicate the very different sizes of the economies of the region. At the time of writing, the actual GDP values for 2007
were not available.
Country 2001 2002 2003 2004 2005 2006 2007 (estimate)
Croatia 22,171 24,468 26,232 28,681 31,263 34,220 37,497
FYROM 3,839 4,001 4,105 4,325 4,676 4,957 5,155
Turkey 161,836 192,803 212,268 242,262 290,503 318,586 340,887
Albania 4,541 4,705 5,048 5,883 6,582 é 7,326
Bosnia & Herzegovina 5,930 6,559 7,416 8,071 8,655 9,769 10,257
4 http://epp.eurostat.ec.europa.eu/tgm/printTable.do?tab=table&plugin=1&language=en&pcode=cdb10000&printPreview=true
5 http://lwww.ks-gov.net/ESK/esk/pdf/english/general/kosovo_figures_06.pdf
6 http://circa.europa.eul/irc/dsis/nfaccount/info/data/ESA95/ESA95-new.htm
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Country 2001 2002 2003 2004 2005 2006 2007 (estimate)
Montenegro 1,245 1,302 1,392 1,565 é é 1,760
Serbia 13,186 16,811 18,007 19,723 21,113 25,499 27,029
Kosovo 1,624 1,735 1,797 1,895 2,207 2,273 2,378
Table A.4 - Gross domestic product (millions of Euros)®8
Notes:
2007: Estimated on the basis of growth of 4.5%, 4.0%, 7.0%, 5.5%, 5.0%, 4.0%, 6.0% and 3.0% respectively.

In the period from 2000 to 2006 GDP growth in constant prices was considerably higher in most of the candidates and potential candidates than in the
EU. The average growth in the EU-27 was 2.2%, less than half that achieved by Croatia. Other economies managed 5 or even 6 per cent. Figure 2
shows the GDP growth rates over recent years, compared to that of the EU-27. The data are incomplete, but give a clear sense of the patterns of

growth.

8 Source: Table 5.1 in Eurostat Pocketbook on candidate and potential candidate countries 2008 edition. KS-PF-08-001-EN-N.
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Figure 2 - GDP growth rates®

Comparing the GDP volume indices of South-East Europe with the existing member states, all are substantially below the average level of the EU-27
(see Figure 3). Some are around one quarter of that level and making only modest rates of improvement.

9 Source: Table 5.1 in Eurostat Pocketbook on candidate and potential candidate countries 2008 edition. KS-PF-08-001-EN-N.
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Figure 3 - Volume index of GDP10

There is a wide range of values for GDP per capita (see Figure 4). Croatia had the highest amongst the candidates and potential candidates at around
one third of the EU-27 level. Turkey came next at around 57% of Croatia or 18% of the EU-27. Kosovo, not shown in the figure, had almost the lowest
GDP per inhabitant of bet-tegheohtheEQ-27v@lu@.''and G2, 500, one

10 Taple 1 in Eurostat Statistics in focus 3/2008.
11 Eyrostat uses an IMF estimate for these numbers
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Figure 4 - GDP per capital?

The candidates and potential candidates all have significantly lower employment rates than the EU-27 (see Figure 5). Kosovo has consistently had the
lowest level of employment, at less than half that of the EU-27, though it has shown some improvement. Part of the explanation for the low levels of

empl oyment is due to involvement with the 6greyd or 0 u roffidiafecondmg &nd with theo n o my . Th
continuing fight against corruption.

12 Taken from the previous ClI report.

13
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Figure 5 - Percentage of the population aged 15-64 in employment13

The unemployment rate in the EU-27 in 2006 was 7.9%. In the candidates and potential candidates, unemployment rates were relatively high, with
values of 45% in Kosovo, 36% in FYROM and 31% in Bosnia & Herzegovina in 2006, while in Croatia and Turkey the rates were closer to the EU at
11% and 10% respectively. In the EU-27, the youth unemployment rate was more than double the general unemployment rate, while a range of similar
multipliers, from 1.7 in FYROM and Kosovo to 2.6 in Croatia.

The Gini index is a measure of dispersion used to represent inequality of income distribution. A low Gini index indicates more equal income distribution,
while a high index indicates more unequal distribution. 0 corresponds to perfect equality and 100 corresponds to perfect inequality. For the EU-15,
Eurostat has reported relatively constant values of the Gini Index at around 29 and 30 over the first half of this decade, while for the ten new member
states, the figure has risen from 29 to 32. There is only limited evaluation of the Gini index in South-East Europe, in part because of the complex

13 source: Table 4.1 in Eurostat Pocketbook on candidate and potential candidate countries 2008 edition. KS-PF-08-001-EN-N.
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processes involved. Eurostat reported Croatia in 2003 having 29, while Turkey had 46 and 45 in 2002 and 2003 respectively. The UNDP for 2007-08
reported data for five entities, confirming the high value for Turkey, but also suggesting a relatively high value for FYROM (see Table A.5). With the

exception of Turkey, the literacy rates are quite high.

Country Gini Index Adult literacy rate
Croatia 29.0 98.1
FYROM 39.0 96.1
Turkey 43.6 87.4
Albania 311 98.7
Bosnia & Herzegovina 26.2 96.7
Montenegro é é
Serbia é é
Kosovo 30.0 94.3

Table A.5 - Gini and literacy rates14

The price levels of consumer electronic goods within Europe are very closely grouped, with the index numbers for 27 of 37 countries in the range 90 to
110, reflecting their easy tradability across borders. South-East Europe is mostly within the same range, though Montenegro has a significantly lower

price level (see Figure 6).
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14 http://hdrstats.undp.org/indicators/147.html

Figure 6 - Price level index for consumer electronic goods (2007)15
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However, the price level indices in 2006 for communications show much greater variation than for goods (see Figure 7). The countries of the Western
Balkans show some substantially lower prices than the EU-27 average.

Figure 7 - Price level index for communications (2006)16

Cultural and economic factors lead to considerable variations in household spending patterns (see

Figure 8). Communications (the topmost segment) account for anywhere from 2.3% of household spending in Kosovo to 5.7% in Montenegro. For
comparison, in the EU-27 communications represent 2.8% of an average household spending.

15 Eurostat Statistics in focus 63/2008.
16 Eyrostat Statistics in focus 36/2008.



