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Abstract 

 

The objective of the paper is to analyze economic (financial and 

foreign-trade diversion) consequences on Serbia by the accession of 

Croatia to the EU (European Union). The accession of Croatia to the EU 

in July 2013 has significantly changed the trade flows among the Balkan 

nations due to its abandoning of the CEFTA membership. This diverted 

foreign-trade flows among the remaining members of the CEFTA 

agreement, and will have the financial and macro-economic 

consequences examined in details in the paper, with special attention on 

financial and foreign trade diversion of Serbia, as well as the structure of 

export and import. (Since 2012 the Serbia-Croatia foreign trade in goods 

has been 699.7 million EUR, out of which 417.9 million EUR of 

Croatian export of goods to Serbia were mostly industrial products, and 

281.8 million EUR of Serbian export to Croatia were mostly agricultural 

and processed-food products).  
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Background, Theoretical Basis, Methodology and Hypothesis 

 

CEFTA (Central European Free Trade Association) is archaic 

acronym for the modern free trade association of South-Eastern Europe 

(mostly of the Western Balkans) economies that inherited the 

membership into the Central European countries which formed this free 

trade association in the early 1990-ies. With the accession to the 

European Union in May 2004, original member-states abandoned the 

membership in this free trade association and adopted the common EU 

(European Union) trade policy and tariffs. At one point, Croatia (that 

joined this association in 2002) remained its only member state, which 

was a paradox (having association with only one member). In 2006 all 

other Balkan member states (except Greece, Slovenia and Turkey) joined 

this Free trade association that was considered a gateway to the EU.  

The Government of Serbia signed the Agreement on Stabilization 

and Accession, and its Interim Trade Agreement with the European 

Union in 2008, as part of the negotiation process with the European 

Union. Despite the fact that the last EU-member state (Lithuania) ratified 

the aforementioned Agreement in its national parliament in June 2013, 

the Serbian government has decided, mainly for political reasons, to 

apply for the Interim Agreement unilaterally started as of late January 

2009, with the argument that application for the Agreement will shorten 

the period between the application for the Agreement and obtaining the 

candidate status for accession to the European Union. Those who 

criticized this decision argued that the state of Serbia gave up the budget 

income of tariffs, and consequently had to increase excise duties for oil 

and oil derivatives in order to compensate for the lost budget incomes, 

which happened to occur in the outbreak of the world financial and 

economic crisis. Another argument of the criticizers of such decision was 
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that the reducing of tariffs would stimulate the domestic demand for 

imported goods. Especially humiliating and hypocritical was the 

recommendation given by the EU Enlargement Commissioner, Mr. Oli 

Ren, that Serbia, as a sign of goodwill, should unilaterally apply for the 

aforementioned Agreement, since at that time (in 2009) the Netherlands 

and Belgium had blocked application for the Agreement in the European 

Union due to political reasons (“not satisfied with Serbia’s co-operation 

with the Hague war tribunal”). 

 

Table 1: Dynamics of foreign trade liberalization of industrial goods 

in Serbia 

 

Sensitive products  

(3 years of 

liberalization) 

Very sensitive 

products (5 years of 

liberalization) 

The most sensitive 

products (6 years of 

liberalization) 

Dynamic

s of tariff 

reduction 

Averag

e tariffs 

(%) 

Dynamic

s of tariff 

reduction 

Averag

e tariffs 

(%) 

Dynamic

s of tariff 

reduction 

Averag

e tariffs 

(%) 

Prior to 

2009 
100% 5.02 100% 9.18 100% 15.66 

30.1.2009 70% 3.51 80% 7.35 85% 13.34 

1.1.2010 40% 2.01 60% 5.51 70% 10.99 

1.1.2011 0% 0 40% 3.67 55% 8.63 

1.1.2012 0% 0 20% 1.84 40% 6.28 

1.1.2013 0% 0 0% 0 20% 3.14 

1.1.2014 0% 0 0% 0 0% 0 

Source: Milenkovic, D. and Milenkovic, I. (2010).  

 

According to the interim Trade Agreement, Serbia gradually 

liberalized the trade of industrial and agricultural products by reducing 

import tariff rates for the aforementioned products by 20% per year. 

After 5 years of application for the Interim Trade Agreements, all tariffs 

for imported goods (except several products) should have been gone. 

According to negotiated terms, four groups of products imported to 

Serbia were defined: 1) non-sensitive, 2) sensitive, 3) very sensitive and 

4) the most sensitive. In the first group of products are those products 
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that before the implementation of the Interim Trade Agreement had a 

tariff rate of 5%, and those were tariffs released at the beginning of 2011 

(Table 1). The second group of products are the products whose tariffs 

had been gradually decreasing in phases down to zero-tariffs in 2013. 

The third group of products are the products whose tariffs will be 

gradually decreased in phases down to zero-tariffs in 2014. The fourth 

group of products are those products (approximately ¼ of all agricultural 

products, such as plums, apples, peppers, tomatoes, wheat, etc.) which 

seasonal, special and ad valorem tariffs will stay in place after 2014, 

while the tariffs for tobacco, sugar and sunflower oil will not be 

abandoned. Application for the aforementioned Agreement by Serbia has 

both advantages and disadvantages, i.e. gradually but relatively fast 

abandoning of tariffs can be considered to be both advantage and 

disadvantage. The positive side of it are the cheaper inputs in production, 

including consumer goods, while the negative side is that more 

competitive foreign goods overwhelmed the domestic market in 

relatively short period of time, and they impose threat for the fragile 

domestic industry in Serbia, as well as reduced budgetary income made 

by tariffs in the outbreak of the world financial and economic crisis. But 

unilateral application of the Agreement and gradual liberalization is still 

better than the rash liberalization happening in Serbia after the political 

changes is 2000. 

Decisions by the Government of Serbia to unilaterlly apply the 

Interim Trade Agreement, i.e. to gradually liberalize its foreign trade, 

was probably encouraged by the neoclassical theory explanation that 

foreign trade liberalization within the region should equalize prices and 

production factors. Increased mobility of production factors in free trade 

conditions should make the allocation more efficient, which is benefitial 

for both integrated and world economy. Namely, the bases of both 

classical and neoclassical economic theories are the following: (1) there 

is full mobility of production factors in the national economy; (2) there is 

the so-called perfect competition; and therefore (3) inter-regional 

movement of labor and capital is achieved based on the demand of those 

production factors. According to the aforementioned doctrine, regional 

differences encourage movement of capital from more development 
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regions, where by definition the rates are higher, to less development 

regions, where massive demand and scarce of capital insure higher 

profits. Capital inflow will be faster as differences between national and 

international profit rates are higher. Consequently, free capital flow 

ensures faster economic growth of less developed regions, since it 

releases them from the excess in the workforce, while at the same time 

additional capital inflow from developed regions is recorded. This 

mechanism should equalize the regional differences. However, 

assumptions and terms by neo-classicists expected benefits from the 

customs union do not match modern conditions, and are rather applicable 

in developed economies (constant or rising costs, constant scope and/or 

consumption structure, full employment of the production factors, 

well-balanced balance of payments) than in developing ones. Since some 

of the aforementioned assumptions are not real in the case of Serbia, the 

integration with the European Union cannot be explained by the 

neo-classical theory. When the decision on unilateral application of 

foreign trade liberalization is made, it must be considered that the 

European Union has the population of almost half a billion, while Serbia 

had more than 50 times less population, and that the GDP of Serbia is 

only 0.4247% of the GDP of the European Union. Numerous opponents 

of the neo-classical theory (G. Myrdal, A. Hirchman, F. Perroux) 

emphasized that economic activities strive to concentrate in countries and 

regions where economic development had previously been more evident 

in the past. Even within the individual national economies that rely solely 

on the common market mechanisms, it did not lead to optimal production 

factors allocation. (For example, in Italy there is still a present division 

into wealthy North and destitute South). As a conclusion, the integration 

of the Serbian economy as well as the other CEFTA-member economies 

cannot be observed exclusively within the theory on international trade, 

but must be treated in broader dimensions, by other branches of 

economic theories, especially by the theory of regional development.   

The methodology used in the paper includes comparative analysis 

examining different scenarios of foreign-trade diversion outcomes due to 

the different tariffs in the EU in comparison to the present agreement on 

tariffs-free trade on major goods and services (except the most sensitive 
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industries, i.e. tobacco industry /export of Croatia to Serbia/, or sugar 

products /export of Serbia to the EU/), which are carefully negotiated in 

the process of accession of both other CEFTA members to CEFTA, and 

of Croatia to the EU. The expected findings i.e. hypothesis are that the 

accession of Croatia to the EU and its abandoning of CEFTA 

membership will cause (1) significant changes in foreign-trade flows in 

the region, mostly in the decreasing scope of the Croatian trade with the 

remaining CEFTA member-countries; (2) this will further cause 

increased scope of trade of Serbia and other CEFTA-member countries 

among themselves, which is analyzed by using different techniques; (3) 

the aforementioned process will change the balance-of-payments position 

of Serbia; it will mostly improve the deficit in the current account (since 

Croatia is the only present CEFTA-member economy that Serbia has 

deficit in the current account with); (4) further on, changes in foreign 

direct investment will occur, both in the inward foreign investment to 

Serbia (from Croatia and other EU member-states), and outward foreign 

investment from Serbia to Croatia (and remaining CEFTA-member 

economies). 

 

 

Consequences in the foreign trade for Serbia with the  

accession of Croatia to the European Union 

 

Starting on the 1
st
 of July 2013 Serbia has treated trade in goods 

and services with Croatia equally as the trade with all other EU member 

states. That implies application of the Interim Trade Agreement, which 

initially would improve the terms of trade for Serbian export. According 

to the Interim Trade Agreement, by the end of 2013 Serbia applied tariffs 

rates for import from the European Union that are planned for the fifth 

year of liberalization, since from the beginning of the year 2014 it had 

completely liberalized the trade with the European Union for most of the 

products imported. But many pressures by the European Commission 

administration are directed towards the Government of Serbia to revise 

the Interim Agreement for few agricultural products and cigarettes 

especially, which became a sensitive issue in the light of the Croatian 
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accession to the European Union. Namely, Croatia exports respectable 

quantity of cigarettes to Serbia. Hiding behind the “remaining of 

traditional trade flows between Croatia and Serbia in the cigarette 

industry”, the European administration requests Serbia to accept that 

quota of 25 tons of cigarettes imported from Croatia enjoy tariffs free 

treatment, while additional 1,600 tons keep the CEFTA-inherited tariff 

rate of 15%, instead of tariffs rate of 57.6%, which is negotiated for other 

European Union country members. In 2013 there was a huge pressure by 

the EU administration on Serbia to preserve the tariffs on cigarettes 

imported from Croatia by the end of 2013 at the level like when Croatia 

was a CEFTA-member, and to Bosnia and Herzegovina regarding import 

from Croatia of certain food-processing products. Although three Serbian 

tobacco producers (all multinationals: British-American tobacco, Phillip 

Morris, Japan Tobacco) announced that they will move part of the 

production of their Serbian branches to the European Union if Serbia 

succumbs to the EU pressure, which would cause fall in employment and 

reduction of substantial taxes and excise duties in the Serbian budget, it 

has not happened so far although Serbia did not resist that pressure and 

granted reduced tariffs for tobacco, as requested by the European Union. 

The import of cigarettes from Croatia has been substantial in recent 

years, i.e. 32% of the Serbian total cigarettes import, while 17% of total 

Serbian import from Croatia was made of cigarettes. 
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Table 2: Croatia, main general and macroeconomic data 

Total size 81,661 square kilometers 

Total population 4.424 million 

GDP (2011) 63.896 billion USD 

GDP/capita (2011) 13,045 USD 

GDP structure 

Services 75.5% 

Industry 19% 

Agriculture 5.5% 

Foreign trade and inward FDI (2011) 

Export 12,288.9 million USD 

Import 20,396.9 million USD 

Inward foreign direct investment 1,278.6 million USD 

Sources: Croatian Chamber of Commerce, Croatian Statistical Office, Croatian 

National Bank 

 

 

After the dissolution of the Socialist Federative Republic of 

Yugoslavia (in 1992), there was no major trade between Croatia and 

Serbia until 2000 because of political reasons. Namely, the Serbian 

government (at that time, the government of the Federal Republic of 

Yugoslavia, consisted only of Serbia and Montenegro) had materially 

and politically supported the unionist Serbian minority in Croatia. After 

the year 2000, when both governments from 1990-ties (Serbian hard-line 

unionist and Croatian separatist) were changed, many positive political 

signals sent by the new governments caused significant improvement in 

the mutual foreign trade.  
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Table 3: Croatia major (top 10) export partners 

 
2008 

(71.8%) 

2012 

(67.3%) 

Cumulative GDP 

growth 

2008-2012 

Italy 19.2% 15.3% -5.8% 

Bosnia and H. 15.3% 12.8% -0.5% 

Germany 10.7% 10.3% 2.6% 

Slovenia 7.8% 8.6% -8.3% 

Austria 5.8% 6.5% 1.7% 

Serbia 5.5% 4.3% -2.7% 

Russian F. 1.3% 3.7% 0.3% 

Hungary 2.4% 2.5% -5.7% 

The Netherlands 1.3% 1.7% -2.2% 

UK 2.4% 1.6% -1.0% 

Total 

CEFTA-members 
23.5% 21%  

Source: CBS, Eurostat 

 

Retrieving Croatia from the CEFTA membership that happened 

due to the accession of Croatia to the European Union on 1
st
 of July 2013 

left behind an empty leading position in the trade among remaining 

CEFTA-member states. Due to the aforementioned fact, Serbia could 

significantly increase its exports, especially of agriculture products to 

CEFTA-member markets, since Croatian goods will be more expensive 

and less competitive due to the higher tariffs. In addition to it, Serbian 

export to Croatia (as well as exports of other remaining CEFTA-member 

countries) will remain more or less the same, since according to the 

Interim Agreement, the European Union allows CEFTA-member states 

to export to the European Union with no tarrifs (except a few exceptions 

that are regulated by quotas). As the new member of the European 

Union, Croatia has to adopt the present regulation rules, which will create 

favorable environment with many opportunities for the CEFTA-member 

to increase the export. The accession of Croatia to the European Union 

will increase the Serbian surplus in trade with the remaining of the 

CEFTA-member countries, and higher rate of inward foreign direct 
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investments are expected too. Serbian trade with Croatia is not one of the 

Serbian top priorities due to the fact that Croatia is not among the top 

three CEFTA-member states measured by the Serbian export (top three 

CEFTA-member states in 2012 was Bosnia-Herzegovina, Montenegro 

and Macedonia). On the other hand, Bosnia and Herzegovina is the 

second most important Croatian export market with 11% of the total 

Croatian export (See Table 3). Starting as of 1
st
 of July 2013, Bosnia and 

Herzegovina re-activated the tariffs for goods imported from Croatia, 

which will affect many Croatian products imported to Bosnia, especially 

beverages, flour and milk, making those products less competitive on the 

Bosnian market, which is an additional opportunity for the Serbian 

food-processing industry to thrive on the Bosnian market. The biggest 

expected change in the foreign trade-flows of Croatia is expected by its 

foreign trade with Moldova and Kosovo, since those countries/territories 

have not signed Agreements on Stabilization and Accession with the 

European Union (tariffs in Moldova are different for particular products, 

while Kosovo applies unilateral tariff rate of 10%). Serbia applied tariffs 

to most goods imported from Croatia according to its Interim Trade 

Agreement, as a part of the Agreement on Accession and Stabilization 

with the European Union and its former members, but only until the 1
st
 of 

January 2014, when trade in most goods with the European Union was 

completely liberalized. 

The opportunities for Serbia that arise from the fact that Croatia 

accessed to the European Union in July 2013 can be summarized as 

follows (Krstic, 2013): 

1) Substitution of Croatian products on remaining 

CEFTA-member markets. The Croatian market share as a former 

CEFTA-member is the main positive possibility for Serbian 

export. Since Croatian exporters from 1
st

 of July 2013 are imposed 

to EU-member countries tariff rates, which are higher than the 

previous CEFTA-member states rates (which mostly were 0), the 

Croatian exported goods will became more expensive and less 

competitive. This will especially be important in the meat industry, 

remaining food-processed industry and tobacco industry, which 

had represented important part of Croatian products exported to 



Ivan Milenkovic, Dragana Milenkovic; Accession of Croatia to the European … 

133 

the CEFTA-member countries. Therefore it can be a good 

opportunity for the Serbian products in the aforementioned 

industries to seize bigger share on CEFTA-member countries on 

account of Croatian products. 

2) Improving of Serbian foreign trade with Croatia, especially 

with agriculture products, is one of positive consequences if accession of 

Croatia to the European Union to Serbia. On one hand, the Croatian 

products will become more expensive in Serbia, which should decrease 

Croatian export to Serbia and create opportunity to substitute those 

products with domestic ones. On the other hand, Serbia will become able 

to export its agricultural products to Croatia in the same way as it 

exported to other EU membes – without any customs or quota 

limitations, except for several exceptions such as beef, trout, and, the one 

very important for Serbia, sugar. In addition, Serbia has the right to keep 

customs and quota limitation for Croatian agricultural products. 

Nevertheless, it should be born in mind that Serbian agriculture 

producers will face non-tariff barriers such as sanitary and fito-sanitary 

procedures, which will be imposed by Croatia as a recent member of the 

European Union. 

3) Transfer of Croatian production facilities to Serbia (and 

to other CEFTA-member countries) is another expected outcome of 

the accession of Croatia to the European Union. The production transfer 

from Croatia to Serbia and especially to Bosnia and Herzegovina (it is 

not expected major transfer to other CEFTA-member countries) is 

possible response from Croatian producers of aforementioned, especially 

tariffs-affected industry in an effort to preserve presence on the 

CEFTA-member markets. This outcome is not certain due to the fact that 

the investment climate in Serbia and Bosnia and Herzegovina is less 

favorable than in Croatia. 

The increase of tariff costs for goods and services made in 

Croatia, according to some estimation (Uvalic, 2013: 10), will triple 

tariff-costs for goods and services exported to Serbia, and double the 

aforementioned costs for goods and services exported to Macedonia, 

while exports to Bosnia and Herzegovina will increase by 15%, i.e. 10 

million euro newly-established expenses. Most changes in the structure 
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of the trade in the CEFTA region will occur to the Croatian food 

industry, especially to dairy products, meat, cookies and cigarettes, the 

products whose competitiveness will be especially decreased. This may 

be an extraordinary opportunity for the Serbian producers and exporters, 

as well as all the others remaining CEFTA-member producers, and what 

is expected is increase of mutual trade of CEFTA-member countries and 

producers.  

 

 

Conclusion 

 

Accession of Croatia to the European Union creates many 

opportunities for the Serbian economy. Starting as of 1
st
 of July 2013 

Croatia joined the European Union, but on the same day it abandoned 

membership in CEFTA (Central European Free Trade Agreement). The 

future Serbo-Croatian foreign trade relations will be regulated by the 

Serbian Agreement on Stabilization and Accession and the following 

annexes to it, instead of the CEFTA Agreement. 

Although some economists believe that the foreign trade structure 

between Croatia, Serbia and other CEFTA-member countries will not 

change significantly, we discussed in the paper the possible financial and 

foreign-trade consequences of the accession of Croatia to the European 

Union. We expect that the aforementioned changes will affect the 

foreign-trade and foreign direct investment flow to some extent, where 

major changes are expected in the mutual foreign trade between Serbia 

and Bosnia and Herzegovina, i.e. an increase. Also, slight decrease of 

foreign trade between Serbia and Croatia is expected due to the increased 

tariffs for some products previously traded on favorable 

CEFTA-membership terms, and increased standards that are expected by 

the Croatian national regulation as a newly joined European Union 

member. In addition, some Croatian investors, due to the significantly 

changed operation terms in their home-countries that joined the European 

Union and abandoned CEFTA membership will keep high rate of 

investments (and possibly increase in it) to other CEFTA-member 
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countries, mainly Serbia and Bosnia and Herzegovina in order to 

preserve the present market. 

All our hypotheses proved to be confirmed. We can conclude that 

with the accession of Croatia to the European Union there are serious 

consequences to Serbia and other CEFTA member countries. More 

advance research using econometric methods will be worthwhile and a 

challenge for further research. 
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