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Foreword

On behalf of the Government of the Republic of Moldova, | have thespie to invite you, through this
report, to acquaint yourselves with the strategies for foreign direct investment (FDI) attraction developed in
Moldova and with thgoint effort of the Government and the Organisation for Economioiavation and
Development (OECD) in implementing these strategies.

As a rule of thumb, private investment and enhanced epeEls boost the growth of market economies.
Experience wodwide has shown that attracting FDI and promoting international trade can be highly
successful if sound economic structural policies and a broad strategic approach to investment and trade
policies are pursued.

With the hatening global race for FDI, a @deidentification and leveraging of local competitive advantages is
crucial if the Republic of Moldova wants to remain ahead of regional competitors.

This report was produced in partnership with the OECD and seeks foremost to present the stratedydefined
the Moldova FDI Strategy Project. It also reviews in detail a new and promising sector for Moldova: Business
process outsourcing.

Foreign investors have been increasingly turning theentbn towards Eastern Europe as a new location for
outsourcing,and Moldova appears an exceptionally attractive destination for this rapidly growing sector.
Among many advantages, numerous opportunities for cost reduction exist. A skilled labour force is available
at reasonable cost, a modern information and telecenaations technology infrastructure is in place, energy
prices are low, a competitive tax system has been developed, acwutiiey enjoys proximity and/or trade
agreements with the Commonwealth of Independent States, the European Union, and the \derld Tra

Organization.
However, the best strategy remains the one implemented as planned. Therefore, great attention was given tc

the implementation pillar of the project. The report also presents speoific actions implemented by the
Government and the @D to increase FDI flows.

The necessity of sustaining a favourable investment and trade environment makes fostgygrqtion with
and support from social partners essenN&reover, both investments in infrastructure and reforms of the
legal andadministrative structures, as well as monitoring the ativaness of the local investment climate
became highly important to the institutions concerned.

The Government of the Republic of Moldova expresses its gratitude to the OECD Private Sector Developmen
Division for its support in implementing the Moldova FDI Strategy Project, and to the Government of
Switzerland for the financial support provided.

Allow me to express the strong expectations of the Government that this report will contribute timaattract
increasing amounts of FDI to Moldova.

Igor Dodon
First Deputy Prime Minister

Minister of Economy and Trade
Republic of Moldova
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INTRODUCTION

| Foreign dBirect itnvestment (FDI) and exports have been major drivers in the transformation of the
global economy over the past 20 ye#msiecent years the geography of international investmerthaaged,
with developing and transition countries emerging as important recipients of investment, including in
| knowledgeintensive activities. In the countries thatccessfullyattract FDI-suecessfullyit- FDI generates
employment, promotes exports, atdnces growing trade deficits and maintains the process of economic
reconstruction.

These global trendsat establish FDI as an enqme for domestlc developments and elsqnnde clear
signposts for the develbphié 5 v dtablished i e rfoe
domestic-development-and-exporisdeed-_Tthe Republlc of Moldova is currently attractlng 5|gn|f|cantly
lessFDI t han its West erFhisiBmrilykdue ®© &Ghe faet ehatsthe country compares
unfavourablyto its peers with respect to many of the international indices on competitiveness that investors
consider when assessing a locatibhis trend has been reinforced by the impact of the financial crisis.

Republic of Moldova to focus its efforts on the arsat-aremost crucial to improwge competitivenessand
{#) provide a structutframework on how to proceetdo address this need andntributeto enhaning FDI
and exports in the Republic of Moldova, the OECD, the Ministrigadnomy and Tradef the Republic of
| Moldova, andHERO-the Moldovan Investment and Export Promotion OrganizafMtEPO) have worked
together to develop and initiate the implenagioin of a new FDI and Exports Promotion strategy.

‘ This competitiveness gap calls for a new FDI andodspstrategy that would both)-enable the

This report, Supporting the Competitiveness of the Republic of Moldova: FDI Strategy and
Implementationcovers two phases of the FDI Strategy Project implemented by the OECD Private Sector
| Development Diision in the Republic of Moldova in 2007 with the financial support of the Swiss
Government.

comprehensivean-analysis anda—eomprehensivset d recommendationsn-the—development—of-thdo
developthecount ryds FDI and Exports Promotion Strategy

and to its Ministry oEconomy and Trade

‘ The first part of the report (chapter 1) focuses on Phase 1 of the project, which dealt with providing

The second part (chapter 2) describes Phase 2, which coregrdrathe implementation of specific
actions for the development of two out of five priority sectors as identified in the FDI and Exports Promotion
Strategy, namely business process outsourcing (BPO) and information technology outsourcing (ITO). These
actons encompassed the creation of a foreign i-nvest
FDI linkages, and corganization of an investment promotion event.
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EXECUTIVE SUMMARY

Between 2002 and 2007, FDI inflowstime Republic of Moldea grew at the strongnnualrate of 406
annuallyto reach a record of USD 459 millierin 2007. The Republicof Moldova has significant
competitive advantagesits labour costs (as much as difth lower than those of Hungary or Rmd in
service$, its advantageous location close to EU and CIS markets; and its improving business climate.

However, a closer look at the performance achieved in the region reveals a more balandedegely.
FDI inflows per capita wersignificantly lower in the Republic of Moldova than ireighbouring economies
at106 USD per capitn 2007 compared t423 USD per capitan averagén the Western Balkan countrfes
Besides, théDlI inflows growthin the Republic of Moldovas similar to that oftie overall WesterrBalkans
economies whi ch suggeatdo titsatl ifmd ateadhi ng

The 2006 OECD Investment Reform Index (IRI) highlighted needor the Republic of Moldovao
create a new FDI stratedfythe country was to further implement investmenated reforms and attract FDI
The OECD FDland ExportStrategy Project for the Republic of Moldova presenew vision, approach and
promotion framework needed to realize that goal, based on successful piadaiiter countries.

Focusng on sector speific drivers and policy barriers

Theobj ecti ve of t he stiBteggsudinciease competitvernestkieywsacthdrs so as to
develop FDI up to a level that would be at par with neighbouring econoffiessector specifiapproach
makes itpossible to have a substantial impact without mobilizing extensive resources. Moreover, working on
a sector basis allows for a higher involvement of the private sector and translates into action plans that can
deliver short term impasts well as broaddéong-term policy impacts.

This strategyprovidesdetailed guidelines on (i) where to compétee priorities that need to be set to
ensure efforts have the most impant(ii) how to competethe actual actions that need to be performed.

Where to Compete?

In order to act efficiently, Moldova needs to set clearly the scope on whidlh @¢oncentratéts efforts.
Four areas need to be addressed in priority:

1. Republic of Moldova should take further concrete actions regardingolicy framework,
macroeconomic environment and infrastructural suppotd improwe the appraisal of its
attractiveness by international organisations.

2. Republic of Moldovashouldfurtherfocus itsinvestment promotioefforts on a limited number of
sectors to ensure effectiveness. Riyasectorsanclude three sectors currently being promdigdhe
Government othe Republic of MoldovalCT, agribusiness including organic food anthe, and
textiles/apparel; as well awo additional sectors witkignificantgrowth potentialbusinesgprocess
outsourcing and sustainable energy

1. Source: UNCTAD

2. including Albania, Bosnia and Herzegovina, Croatia, Kosovo under UN1244, MolNwraenegro, Serbia,
former Yugoslav Republic of Macedonia
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The Republic of Moldovawould also benefit from diversifying further thegypes of customer segments
(greenfield investors/exporters, existing investors/exporters, privatization investors, M&A investors/exporters)
for FDI and exports.

Finally, the Republic of Moldovacould focusits attentionfurther on sevencountries:Austria, France,
Germany, the Netherlands, Switzerland, the WhKahngdom and the United Stateshile maintaining strong
relations with Russiahe CIS states and its SEE neighbours.

How to Compete?
The OECD ha defined eighkey modules of actionthat constitute the overall strategic framework

neededto supportcompetitivanessof the Republic of MoldovaThese modules aim at ensuring that all
barriers to competitiveness are liftdmhthat the insitutional and at the sector level

1 A shared vision and strategy for FDI and exports;

9 Aligned structures, systems and skills to achieve the new FDI and exports strategy;
1 Removal of obstacles to investnteand trade;

1 Clear and highlighted competitive advantages in priority sectors;

1 Improvement in the skills required to compete in priority sectors;

1 Linkages and an integration programme for FDI and exports;

1 Country branding and marketing;

1 Evaluation of pogress in attracting FDI and promoting exports.

|l mpl ementing these actions across the priority
pave the way for significaminprovemenin the competitiveness of the Republic of Moldova

Implementing the drategy in two promising Sectors: Business Process Outsourcing (BPO) and
Information Technology Outsourcing (ITO)

Based ora sector prioritizationtwo out of the five priority sectors where the Republic of Moldova has
competitive advantageshere glected for implementing the stratedyusiness process outsourcing (BPO)
and information technology outsourcing (ITQhese two sectors where chosen based on their rapid growth
over the last few years and on #ieong opportunitiethey offerfor the R@ublic of Moldova.

Indeed, i is estimated thahe overall BPGand ITO market will reach ~USD52 billion by 2010, with a
25% cumulative average growth rate for BPO between 2005 and [A0@Qtsourcing, the largest sector, is
expected to reach USEB bilion by 2010, with a 26% CAGR between 2005 and 2@®PO and ITO most
promising sgmentsare call centres, software development and financial/legal seritessn each segment,
the Republic of Moldova has significant capacities to differentiate itself.

Based ora market assessment and on the challenges faced by the Republic of #ioldbe BPO and
ITO sectors, fouactions weremplemented

1 Developmentof a database of foreign investorBhe databaseontains more than @0 foreign
investors and lad suppliers (including BPO and ITO companies) as well as comprehensive
information on each compani allows matchng local and foreign companiesdshould foster the
development of linkages
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1 Development of akill gapanalysis A survey wasmplementedinvolving nore than 300 university
heads, professors and studeatsl more than 40 BPO and ITO service providers and customers.
This analysis put in evidenceralative shortage of skills in the BPO/ITO sectors and the need to
take specific actions to ipnove adequacy of skills provided by educational system with regard to
the expectation of the labour market.

1 Implementationof SME linkages: Although the Republic of Moldova made important proggess
and adopted markdtiendly policies, local enterprisesonnectios with multinational enterprises
could still bestrengthenedwith a positive effect offDI. To helpbuilding stronger tigslocal and
international companies have now a company profile withtcontribute to identifying the right
partner to wdk with.

1 Delivery of investment promotion activitiethe Republic of Moldovacontacted more than 200
companiesto raise awareness of BPO and ITO sector advantayesgatabase, including an
assessment of the level of interest in Moldova, was subsequesNigioged An important
promotion event was also organised in Paris i1

The challenge ahead

The OECD has identified a number of initiatives to be launched in the country to improve the overall
competitivenes of the private sector. Howevdre ability of the Republic of Moldova to bridge the gap with
countries in the region will depend critically on the steps it takes to develop its Human Capital.

1 At the structural level, the priorities of the Ministry BHucation and Youtland the Ministry of
Economy and Tradeeed to be further aligned to consider supply and demand. A unit could be
created directly under the Prime Minister, to include people seconded from both Ministries. This unit
would need to promoti@put from and dialogue with the private sector.

1 At the tactical level, the private sector should be involved. This could belyomroducingthe
teaching of more foreign languages in schools and universities; modernizing the curricula for
business, T and foreign language students; and providing internships for senior students.

Finally, to implement the FDI and exports strategy, MIEPO staff should be supported and trained
strategically to monitor results and make adjustments accordingly. Innovatoid e further channelled
through the establishment oktworksclosely linking Moldavian academia, research centres, the private
sector and government.

14



METHODOLOGY

The methodology applied for the implementation of both phasdkeofDI Strategy Project in the
Republic of Moldova included primary desk research involving various documents and studies; surveys;
structured on@n-one interviews; direct phone calls; and the organization of an investment promotion event.

All project work was carried out by OECD PSD staff, and international and local consultants, in co
operation with the Ministry dEconomy and Tradef the Republic of Moldova and MIEPO.

Phase 1

The main documents researched in phase one were the Republic of MotdovelP over ty Rec
Strategy Paper; the EMol dova Action Pl an; the Republic of I
Enterprises; Country Assistance Strategies of various donors; studies and project documents of the World
Bank, IMF, EBRD, EC, USAID, DB, SIDA, SDC and UNDP; documents and publications of Moldovan
national institutions and agencies such as the National Regulatory Agency for Telecommunications and
Informatics, National Department of Statistics, &haldovan Investment and Export PromotiOnganization
(MIEPO); and articles and research papers produced by major global think tanks, consulting firms and
research institutions including tieuropean Information Technology Observatory, IDC, Global Cybersoft,
World Economic Forum, Internationalr@anization of Vine and Wine (OIV), UNIDO, WTO, USITC, IFST,
EkoConnect, Statistical Year Books, CIA World Factbook-Fajects, World Energy, NASSCOM, BCG,

ATK and EVS. hterviews were conducted with Moldovan Government officials, country represeniatives
international organizations, foreign investors and local suppliers.

A common frameworkvas usedto analyz each of the five priority sectors recommended for the FDI
and exports strategy (ICT, agribusiness, textiles/apparel, BPO and sustainable. érergygrall sector
analysis was performedncluding assessment of market size, growth drivers/barriers, global/regional
competitive intensity, evolution of customers/customer demand, analysis of the value chain, key success
factors, elements related togeeentation and trends, competitive dynamics as well as definition of a typical
cost structure. Based on those elements, the competitive position of the Republic of Moldova was derived,
with a specific focus on the rational for investing in the country.

This approach resulted in the developmehinvestment / case studies and in a review of some opportunities
for investment. These opportunities were then prioritized so as to develop a sector specific action plan.

Phase 2

In Phase 2, surveys and interviewgre organized with the heads and faculty members of major
Moldovan universities such as the Technical University of Moldova, the State University of Moldova and the
Academy of Economic Studies; students in ICT, law, accounting and foreign language dp{sartm
Moldovan BPO and ITO companies; and foreign investors.

Overall, more than 300 faculty members and students were surveyed and more than 40 companies and
customers were interviewed. The questionnaires used for the surveys and structured intervibasasara
both operended and precise questions aimed at assessing the level of awareness among students of existing
job opportunities in the Republic of Moldova, the quality of education, the quality and quantity of graduates,
the cost of labour, etc. Thaurpose of the surveys and interviews was to establish a diagnosis in order to
recommend actions for the priority sabgments of BPO and ITO: call centres, software development and
services.
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About 200 international firms were contacted to raise awaseobshe Republic of Moldova, and a
major promotional event (attended by 30 senior representatives of major international companies) was co
organized in Paris by MEDEF, the French employers association, and OECD PSD.

The tools and methods used to cary the analyses, such as the student and company questionnaires,
the student database and the profiles of Moldovan BPO companies which are ready to participat€l SME
linkage programmes are placed on @eCDwebsite aivww.oecd.org/daf/psd
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CHAPTER 1

A STRATEGY TO SUPPORTCOMPETITIVENESS IN THE REPUBLIC OF M OLDOVA

Competitivenesss defined by the OECD ds the degree to which a country generates, while being
and remaining exposed to international competition, relatively high factomiacand factor employment
levels. It relates to the ability of an economy to enable its agents, be they administration, private- or state
owned companies, to produce goods andisesvwith a level of quality and at a price that compares
favourablywith what would be achievable in another location. In a contektcoéasing capital mobility and
of global production by companies, competitiveness of an economy drives inflows ofr-@@ect
Investment (FDI) in the country as well as the development of its exports.

Over the past 20 wes, FDI and exports have beemjor drives in the transformation of the global
economy. Historically, the EU and OECD countries have been the rgo#icsint investors and recipients of
flows of FDI and exports worldwide. In recent years however, the geography of international investment has
changed, with developing and transition countries emerging as important recipients of investment, including
in knowledgeintensive activities. Thisgransformation has contributegsignificantly to the developmentof
many economies such afi@a and India, as well as Singapore, Costa Rica and Chitetrend tas fostered
a global competition betweaountriesto atract FDI,anddevelop their export market

The Republicof Moldova now stands in a challenging position regarding regional competition for FDI
and exports. As such, increasing private sector competitiveness is a key issue for the development of the
econany as a wholeThe recommendations for an FDI and exports strategy provided by the OECD FDI
Strategy Project for the Republic of Moldova presenew vision, approach and promotion framewtrét
couldto realize that goal, based on successful practiothigr countries.

Opportunities and challenges forthe Republic ofMoldova
FDI and exportshave surged in recent years bsihould suffer from newmarket conditions

As global competition intensifies, more companies, both large and small, are investingtionatly in
order to improve their efficiency, access productive and skilled people, and supply the demands of
competitive marketsA few facts support this. Firsthé world stock of FDI exceeds USIB trillion. This
investment is attributed to sor8& 000 transnational corporations and tH90000 affiliates. Furthermore,
in 200r FDI worldwide reachea recordJSD 1.8 trillion, with developing and transition economies attragctin
more than a third of this amouriiowever, die tothe on-going financial crisis, FDI flows are expected to
decrease in 2009Transtion economies could suffer less from this trend than developed econamies
companies seek new markets and address business challenges;

The surge in FDflows over the last few yeatgnslates ito an important growth in exports as new FDI
typically opens new markets and boosts export levels in host cofinBisveen 2002 and 200World

World Investment Report, UNCTAD, 280

4. Links between exports and FDI have been documented and validated in numerous international and country
reports
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merchandise exports increased in nominal teatna 17% rate per annum to USIB.9 trillion. Trade in
commerdal services grew in nominal terms by 182007 to USDB.3 trillion, which was stronger than the
15% growth recordetietween 2002 and 2006

Significant benefit can beexpectedrom FDI in Moldova

In contrast to previous decades, developing countries gapture more thaB0% of worldwide FDI
inflows. Countries that have achieved high and consistent levels of FDI have benefited enormously from this
injection of new enterprises, new jobs, financial contributions, transfers of-koamand technology, and
boosts to national competitiveness

1 Employment direct employment, indirect employment (e.g. suppliers and service providers) and
higher incomes;

I Tax revenues: new streams of revenue through payments of corporate and indirect tax;

9 Direct economic inputs: befits through payrolls and purchases of raw materials, components and
services;

1 Regional growth: FDI has been a driver of regional and local development in many countries and
has contributed to the geographic spread of private investment and new jobs;

1 Techmology transfer: new products, sectors, production techniques and R&D, witbfspirks to
domestic companies, universities and research institutions;

1 People and skills development: enhanced training and human resource development for employees,
supplies and distributors, improved productivity, etc.;

1 Management development: introduction of staft¢he-art management systems and methodologies;

9 Production and quality systems: national competitiveness supported by new methods and quality
systems and staadis.

A ¢ o0 u rdampefitvenessan therefore result in a series of investments as companies grow and
provide significant benefits to host countri€be challenge for all countries is therefore to compete, capture a
share of mobile international invesnt, and develop sustainable export markets.

The Republic of Moldova holds a challengingogition of Moldova in the global competition for FDI and
exports

Global competition for FDI and exports is increasowgr time as has been highlighted by the Vdorl

Association of Investment Promotion Agencies (WAIPA). International indices on countries competitiveness
often play a prominent role in this competition.
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Box 4. WAIPA's view on the global competition for FDI and Exports

WAIPA is an organism that regroups 191 members from 149 countries and whose views are therefore based on
information from all of the worlddés major investment

The very nature of FDI is evolvingiespadéyiéndeeasiop
are also moving up the value <chainé the next wave of
Governments and Investment Promotion Agencies shouldb e d&ést ate of the ar t éhouldmadapt
per manently to changshoudfoecmudi tmoores éont ceoyncrete busines
staying competitive will require a constant flow of new ideas and smart work.

Source : www.waipa.org

In the initial screening of potential iastment locations, investors (or consultants advising potential
i nvestors) generally | ook at recogni zed internat
business and investment. Such information is frequently used to establish a seleabtfgrouptries for
further indepth review in relation to planned investment in, or importing from, these countries. International
indices carnthereforeh el p foster a countryos international i ma

The Republicof Moldova currently compares unfavourably lwiteighbouring countries (e.g. Romania,
Bulgaria) with respect to many of these indices. For example, the World Economic Forum Global
Competitiveness Indéxranks the Republic of Moldova 95 out of 18éuntries and the Transparency
International Corruptio Perceptions Index ranks it 109 out of k&funtrie§. The World Bank Cost of Doing
Business survey also ranks the Republic of Moldova unfavoyraf8 out of 181 countriésOther indices
and surveys paint a similar picture. Investment policy and promatrategy need to address these rankings
and take steps to focus on where improvement can be achieved.

Box 5. Feedback from investors on Moldova investment climate

Foreign Investors Association (FIA) 2006 White Book\pdes useful insights on issues that cond
business. Recent feedback from a csmstion of investors in the Republic of Moldova highlights isg
thatcouldinfluence/determine the levels of their new investment in 286
Access to international markets from the Republic of Moldova;
Economic and political stability;
Uncertainty about government policies and attitudes towards investors/exporters;
The need for stability and transparency (e.qg. fiscal, regulatory, inspections, licensing);

Progress with the implementation of reforms, especially in the judicial system;

National treatment of investors (whether there is a level playing field for all investors);

= =4 =4 =4 =4 -4 -9

Adequacy of competition policy for competing on national and international markets.

Global Competitiveness Report 20R2809World Economic Forum
6. Transparency Internationab@uption Perceptions Index 2008
7. World Bank Cost of Doing Business 2009
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Source : Foreign Investors Association

The 2006 OECD Investment Compact Investment Reform Index (IRI) results indicate that competition
law and policy, tax, investment policy/promotion policies and human capitalldbe prioritized to improve
the investment and kiness environment in the Republic of Moldova, and thereby boost private invéstment
The new strategy for the Republic of Moldova villereforeseek to ensure that all issues hindering or
obstructing private investment are addressed in policy reforms.

Proposed strategy to support competitiveness

The countries that have most benefited from FDI and export development are the ones for which
competitiveness improvemenpbliciesand strategies are inherent and central parts of national development
plans. Thes 6successful &6 countries have recognized the
and benefits of such investment.

For the Republic of Moldova, FDI and exports could also potentially be a catalyst and platform for
achieving the goal of naal economic growth and poverty reduction and reach new levels of sustainable
economic and social development. To do so, a compreheRBiveand Exports Promotion Strategyas
developed through extensive analysis and discussion with key stakeholderedumitry. This proposition is
be fully consistent with other relevant strategie
Strategy, Economic Growth and Poverty Reduction Strategy and Sustainable Development of the Agricultural
and Food Seor Strategy.

This strategy has been structuraund the objective of developing in the Republic in Moldova a
competitive economy through private investment @ies a comprehensive answer to the twain
guestions faced byolicy makers irMoldova:

1 Where to competeln order toact efficiently, Moldova needs to set clear priorities, in terms of
environment, of sectors and geography and in terms of type of FDI targeted.

1 How to competeOnce the scope is defined, an overall strategic framework enceimpaght key
modules of actionis to be followed

The proposed strategy for FDI and exports incorporate a strategic vision, outline where the Republic of
Moldova needs to take action to compete, and describe how the coautgompete (Figure 1).

8. 2006 Investment Reform Index Report, p .191
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Figure 1. Strategy for FDI and Exports in the Republic of Moldova

A. Strategic Vision

Moldova today is building a competitive and vibrant market economy that will

compete on international markets for investment and trade.

To attain that national objective Moldova will maximise the scale and scope of private investment, both

international and domestic, and its integration into the economy.

Moldova will use its natural resources and human talents to compete in world markets

é0

J L

B.Where to Compete ?

Environment
1. Improve
overall business
environment

Sector

2.Focuson 5
priority sectors

J L

C.How to Compete ?

|l.$hare and endorse Strategy/Vision/Style

| 2.Align structure/systems/skills

|3. Remove priority barriers to trade/investment

4. Establish/reinforce competitive advantages in
priority sectors

5.Assess/improve skills required to compete in

Customer Geography priority sectors
3. Diversify 4. Focus on |6.Imp|ement linkage and integration programs
FDl/exports priority countries |7.Marketsell Moldova
(greenfield,
prlve:)l(z;;f)sl}zhl)\/l&A, 8.Evaluate/monitor progress in attracting FDI and
promoting Exports

A. Where to compete
1. Improve overall businessnvironment

Improving the overall business environment will provide the foundation for increased private investment
and exports. The business climate depends on the policy framework, the macroeconomic environment and
infrastructural support, which are atiterdependent. The Republicof Moldova needs to continue with
reforms that will substantially improve the business and investment environment. The main actions to be
taken here are:

1 Competition policyi set up an independent national competition primteciuthority with adequate
budget and staff to carry out investigations and impose remedies and;actions

 Tax i implement a code of ethics for tax inspectors and a monitoring system to ensure that
regulations are enforced,;

1 Anti-corruptioni design and imgment a law on conflict of interest, including an effective
monitoring instrument;

i Tradei streamline customs and administrative procedures to reduce the complexity and time
required for imports/exports;

1 Human capital develop a comprehensive strategynprove adult and vocational education.
2. Focus on five priority sectors

The Republiof Moldovacouldfollow a two-pronged approach by:
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1 Remaining open to investment opportunities in all sectors;

1 Undertaking a proactive campaign to promote investmeselacted priority sectors with strong
export potential.

The priority sectors include three sectors currently being pronbgtéte Government of the Republic of
Moldova (ICT, agribusiness including organic food and wine, and textiles/apparel) aaddiional sectors
with substantial growth potentiébusiness process outsourcing and sustainable energy).

Figure 2. Priority sectors in which the Republic of Moldova has a Competitive Advantage

Priority Sectors for Moldova

iori 2
Bl (RIS SEEins: 3 Sectors Currently Being Promoted and 2 New Sectors

ATwo-pronged approach

A Open to international investments for all
sectors by creating an attractive
investment environment and promotion of
Moldova as awhole

A Focus limited resources on selected
sectors and clusters where growth
prospects/jobs are good and Moldova has
a competitive advantage Agribiz:Wine

ICT software
E-business

ASelecting priority sectors does not exclude
other sectors

Open to FDI in

all Sectors

AsStrategy and sector focus should be flexible
to adapt to changing market conditions

Agribiz:
ASelecting sectors allows deepening Organic
promotion efforts for targeted companies and Food
building competitive advantage with closer Textile and
company relationships Apparel

AMoldova brand/sales messages can be
deepened by adapting to sector requirements

AThe most successful IEPAs in the world
define priority sectors

3. Diversify types ofDI

The Republicof Moldova should build all types of customer segments (greenfield investaord
exporters, existing investorsfeorters, privatization investors, M&A investors/exporters) for FDI and exports
(Figure 3). Each customer segment has specific benefits and requirements to be considered. For example,
greenfield investors/exportersould sustain flows of FDI and exports arndtroduce new sectors and
companies. They require easy-gptprocedures, speed in execution, convenient operations maintenance and
co-development support. Expansion by existing investors represents over 50% of new investment in many
OECD countries; havin a clear strategy and action programme to facilitate this is vital. Privatization
investment has typically been a major source of new investment for transition countries in the early phases of
transition. It brings new management skills, new methodsthencevival or expansion of companies.
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Figure 3. Types of FDI

Greenfield

Expansion | >\\ | Privatisation

Mergers and Acquisitions

Mergers and acquisitions (M&A) are also a major feature of international investmentramntticae
joint ventures (JVs). There can be overlap among these sources of FDI and exports. The new Moldovan vision
and strategy for FDI and exporseuld seek to consciously attract and build investment from all sources. This
approachcould be reflectedi n t he oper at i on alMolgovam meestmerit and Exportc o u n
Promotion Organizatio(MIEPO) through a deliberate programme of action for each source of investment.

4. Focus on piority countries

Priority countries should be selected mainly blase proximity, market size, economic growth potential
and existing links with the Republic of Moldova. Based on this approhelReépublicof Moldova should
focus on eight countries (Austria, China, France, Germany, the Netherlands, Switzerland etthdldgiiom
and the United States) while maintaining strong relations with Russia, the CIS states and its SEE neighbours.
It should also seek to encourage investment from and exports to Romania, as companies there are searching
for new locations for investemt in expansion and can offer additional corridors for exports. In regional
locations such as Timisoara, where numerous foreign companies are now present and full employment exists,
there may be opportunities for the Republic of Moldova to attract neestiment/new importing partners.
The progress of marketing will show where results are emerging, which may lead to greater concentration on
specific countries or regions.

B. How to compete

Eight key modules of actions constitute the overall strategic framkeweeded to ensure that the
Republic of Moldova has a competitive advantage for attracting FDI and exports:

A shared vision and strategy for FDI and exports;

Aligned structures, systems and skills to achieve the new FDI and exports strategy;
Removal of bstacles to investment and trade;

Clear and highlighted competitive advantages in priority sectors;

Improvement in the skills required to compete in priority sectors;

= = =4 =4 =4 =4

Linkages and an integration programme for FDI and exports;
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1 Country branding and markeg;

9 Evaluation of progress in attracting FDI and promoting exports.

1. A shared vision and strategy for FDI and exports
The vision

Government leadership in establishing a vision is fundamental to competing for FDI and exports. Most
successful countries particularly small one$ have built their competitive image around an expressed
government vision. The experience of EU and OECD countries shows that this can be a crucial ingredient in
building a new innovative strategy for FDI and exports policy amdnption. By creating, articulating and
publicly announcing a vision, the Moldovan Government will signal to all players the national FDI role/aim
and its relation to exports. The vision, role and expectations for FDI and exports, as proposed below, will be
expressed in country strategies and agency mission statements, and this will reinforce the vision and
government objectives. ThRIIEPO will further reinforce this vision by developing concrete $alyets.
Investors worldwide are looking for governmertiattare prepared to welcome and support FDI and export
growth potential. The Republio f Mol dov ads a ncooldassisténdddmressing thatiissuie.o n

The primary purpose of the shared vision can be summarized as follows:

1 To seek common awarenesmderstanding and shared consensus among all social partners in the
Republic of Moldova on the FDI goal and its role and expected contribution, within the framework
of the national country strategy;

1 To assure investors, both existing and prospectiveé, bfe gover nment 6s commi
strategy on FDI and exports and the equitable and fair treatment of investors, leading to the
establishment of a new progressive image for the Republic of Moldova,;

1 To inform the international community (i.e. donor ntries including EU and OECD members,
international bodi es, the medi a) concerning
strategy, and to obtain their constructive partnership and support;

1 To provide direction and guidance to Ministries and agerigidseir dealings with investors, and to
assert their collective responsibilities for achieving national aims and objectives with respect to FDI
and exports by establishing concrete targets to fulfil the vision;

1 To set out clear expectations on perfornggrincluding the regional spread of investment and new
jobs, sector diversity and economic contribution.

In the context of establishing concrete targets, the Republic of Moldova seeks to move to levels of FDI
and exports comparable to those of other ciesin South East Europe. This impliesRl per capita of
approximately USD 540 compared to USD 129 in 2007

Strategic approach

Strategic approach refers to the way the government, the Ministgcafomy and Tradend the
MIEPO carry out the new invesent policy and promotion activity, and how this is perceived by key
partners. Emphasizing the points made in the section on opportunities and challenges for the Republic of
Moldova, the experience of EU and OECD countries shows that practices contribigirggess are:

1 Business environment improvement e.g. afocus on minimizing regulation, administrative
procedures, state intervention in business,igtrucial to progress;
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i Establishing an effective policy and institutional framework for FDI and eégfioensuring that
relevant policies, legislation and institutions are in place;

1 An outward and proactive approathactively reaching out and establishing relationships with
potential investors, rather than a passive 0W:

1 Building client relationships and client servicensuring national treatment, i.e. equal treatment for
allinvestorsand r eat ment of both existing and potenti e
regular and efficient servicing if the maximugsults are to be achieved;

1 Partnership approadhestablishing strong links and partnership with key players suahdastiy
representative organizations in the Republic of Moldova (e.g. FIA, AmCham, Chambers of Industry)
and ensuring their support apaint partnership in fulfilling the vision. Similarlyinternational
bodies that can facilitate investment (e.g. SOFI, DFID, OECD, UNCTAD, BACSEE) need to be
informed and their coperation sought. Regular dialogue and communication with investors and
expaters is essential,

1 Transparency in building policy and in implementing promotiowide circulation of an edited
version of the new FDI and exports strategy, with statements by the President, the Prime Minister
and the Minister of Economy, which publiciaetivities and make information available (e.g. a list
of planned promotional events, providing regular information and generating publicity about
progress with investment and trade).

The Ministry ofEconomy and Tradeawith the endorsement of the govermmeouldwork to ensure the
full and effective adoption of these core principles and activities in implementing the new FDI vision and
strategy.

2.Al i gnment of the Republic of Mol dovabs structur
exports stategy

A clear definition of roles and responsibilities in the institutional framework can lay the foundation for
achieving progress. The main stakeholders in the definition and implementatibe &Dt and exports
strategy are

1 The Ministry ofEconomy ad Trade

1 TheMoldovan hvestment an&xport PromotionOrganizationMIEPO)

The missions of each of those institutions regarding the FDI and Exports strategy as well as the
relationship between theshouldbe clarified and a dialogughouldbe put in placgo ensure that objectives
are achieved without duplication of efforts. Moreover, its experienoaaimy countries has kthe OECD to
identify the key elements thaflIEPO should respect to be successful, in terms of structskds and
relationship withthe private sector.

Repatrtition of roles between the stakeholders

Mission of theMinistry of Economy and Trade

The Ministry ofEconomyand Trades r esponsi bl e for the Republic
trade policylts main strategic tasks ragling an investment and Export strategy shoultbbe

1 Develop, launch, monitor and report on progress regarding the national FDI and exports vision and
strategy;

- Obtain government endorsement of the new strategy;
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- Ensure ceordination with and support father Ministries and national policies with respect to
the strategy;

- Ensure the involvement of regional and local governments in implementing national strategy on
FDI and exports and in meeting regional development objectives;

- Ensure the resources needpddple and budget) to effectively implement government strategy;

- Instigate detailed implementation of this new strategy and the establishment of relevant
structures (e.g. new task forces) to support that process.

Oversee théMoldovan Investment and ExpdPromotion OrganizatioMIEPO), and the effective
and efficient implementation of its aims and operations;

- Ensure that theMIEPO is structured, resourced and managed to fulfil the new strategy
effectively;

Implement international and bilateral investmaetities and trade agreements, and the network of
double tax treaties, to facilitate investment and trade flows

Lead the Republic of Mol dovab6s move to nati
international standards (e.g. OECD national treatnstandards);

Ensure the involvement of the Ministry of Foreign Affairs and the support of the embassy network
in international promotion and contacts with business;

The Ministry of Economy and Tradshould thereforelevelop its structures and operasciw ensure
effective achievement of the following primary strategic tasks

Mission of theMoldovan Investment and Export Promotion Organization

The experience of countries worldwide (and regions within countries) shows that an effective and
adequately mourcedMIEPO is associated with increased FDI and exports. The four MHPO functions
couldencompass:

1

Image buildingi focused advertisingpublic relationsevents and activities, generation of media
reports;

Investor facilitation and investor serv&e a range of services to assist investors in examining the
country, establishing a business, information provision, finding sites and buildings, expediting
approvals where necessary, and acting as service partner on all issaesl pr@stinvestment;

Investment generatiori targeting sectors, companies and individuals through direct mail,
telephoning, and personal contact both within the country and on international markets;

Policyadvocacy e nsur i ng surveys of i nv e suespandféedingithe ws &
MIEPO experience into national policy discussion and reviews (e.g. skills and training needs).

Romani a, one of Mol dovads maj obecome anpeéherént to thes OELCD r F |
investment instruments, including the recognized national treatment standards. Moving to such standards
should constitut etermsatmattgy.of Mol dovabds | ong
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In line with approved national strategy on FDI and exportsivitiePO will publicly spell out its mission
(Box 3).

Box 6. Mission Statement for the Moldovan Investment and Export Promotion Organization (MIEPO)

The Republic of Moldova offers a globally connected, pro-business environment with developing infrastructure to
boost and sustain exceptional growth and success in a myriad of industries. It aims to become a recognized gateway
and base for entrepreneurs, and technopreneurs, at the crossroads between European and Eastern markets and
serving world markets.

The Moldovan Investment and Export Promotion Organization (MIEPO) will provide guidance on cost-effective
business solutions for companies and entrepreneurs that wish to establish a presence in the Republic of Moldova, and
for existing investors, international and domestic, seeking to develop their businesses and increase exports.

The MIEPO will compete to win international investment and innovation for the Republic of Moldova, its people
and its regions, so as to contribute constructivel yomy
serving world markets, and thereby underpin the economic advancement and social well-being of its society.

The MIEPO will work in partnership with Ministries, agencies, investors, international organizations and other
partners to enhance investment and exports, and the best of the Republic of Moldovan capabilities and talents, and to
match them with the best of global investment and trade.

The MIEPO will carry out its mission with integrity, transparency, excellence and commitment in order to achieve
measurable performance and progress. It will establish concrete targets and measurement methodologies to assess
the progress of all activity.

The MIEPO will develop its own detailed operational plans on an annual basis and report quarterly and
annually b the Ministry ofEconomy and Traden progress, results achieved, and proposed changes to plans
and targets. In undertaking its role, it will establish key databases (where these do not already exist), e.qg.
databases of FDl/export companies, informati@tadases, a linkage database and sectoral databases on
companies within the Republic of Moldova and targeted international companies. It will ensure the
establishment of appropriate methodologies and indicators to measure and report on performance.

Key sucess factors fothe Moldovan Investment and Export Promotion Organiza{diEPO)

Successful investment promotion practices in numerous countries point to the need to establish
institutional structures that can be effective and competitive. This is ithargrreason many countries have
established dedicated agencies and endeavoured to ensure that they have the capacity and resources to deliv
results. Through an agency that is fpmiitical and norgovernmental, many countries have achieved better
stabiity and continuity with respect to institutional structure and programmes. Setting up and operating a
modern MIEPO requires essential budget and staff. Most developed economies and many transition
economies have set the standard in terms of resourcestaviiiea required in order to be successful.

A clear gpvernancetsucture

TheMIEPO6 s structure shoul d b eEcodany and Tmadadeadly, itoskiould h e N
consist of:

1 A Supervisory Boar@ppointed by the Minister diconomy and Trad® oversee development and
i mpl ementation of the governmentds FDI and e
chaired by a private sector appointee and include representatives of key Ministries (e.g. Economy,
Foreign Affairs, Finance, Justice, Ldd@ublic Administration) and the private sector (at least 50%
of board members) including both international
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functions should be specified in detail, its main task is to advise on, guide and support policy
implementation. The Chief Executive of tRBEPO should also be part of the Board,;

1 An Executive Boardwithin the MIEPQO, to supervise and manage all operations. For effective
implementation, theVIEPO needs clear internal responsibilities. A typical modelsuccessful
practice includes, for example:

A planning and evaluation department (research, information, performance monitoring and
reporting);

- A marketing department (events, brochures, website, public relations);
- Aclient development department (fomtacting clients);
- Aclient servicing department (for servicing investors);

- An integration and linkage department (working with existing investors on extending the scope
of their activities and assistingaghkhkabest o 6r o

Adaptedskills and knowledge

Successful FDI and exports policy and promotion demand key skills from agency, embassy and regional
organization staff dealing with investors. Therefore, MHi&PO corporate plan should specify antinuse
skills and staff development programmeetthance:

1 MIEPO Visibility

- Contacting potential investors/importers and gaining access to companies;

- Presentation and sales skillspresenting key messages to investors or at workshops and
conferences;

- Preparing press mhses and dealing with the media (e.g. press and TV interviews);
- Training and experience sharing, e.g. with international bodies, btit&#POs and industryi
these are important elements of the organizational development of successful agencies, including
key staff in embassies, regional bodies, etc.
1 Level of service ttMIEPO customers

- Language skills to deal with selected clients;

- Providing or networking 6capacity buildingé
market opportunities and guidanae reparing for export promotion);

1 Understandingf business issues

- Strategic business issues for investors/imporierslentification and understanding by the
MIEPOG,;
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- Sectoral knowledge and understanding of key issues or key success factors for ea¢b.gector
this could be protection of intellectual property and patent registration laws, access to software
developers, or language skills);

- Industry experience gained directly with companies;
Close elationshig with the Private Sector

The MIEPO should notbe another layer of bureaucracy that investors have to overcome, but a real
facilitator providing good factual material and advisory services. It will build international business and
marketing skills to interface effectively with foreign investors asnass partners. As the government agency
most in touch with the foreign investor, thBEPO is well-placed to be the main source of insight on investor
needs and feedback to government peli@akers.

The most successfilvestment promotion agensiéodayoperate like toglass service companies and
often apply similar service systems and quality methods. Their approach is highly professional and efficient.
They function as development agencies, proactively seeking not just to undertake promotion hut also t
provide business solutions to potential investors and to improve the wider economic environment for investors
by liaising and interacting with relevant government and other bodies concerning the changes needed. They
are innovative in seeking investmentinew and emerging sectors. They have the mandate and resources to
undertake their work, and are perceived as central to national development policy. Within the framework of
the new FDI vision and strategy, tMIEPO will seek to establish operations andavarking culture in line
with these best international practices.

3. Removal of barriers to investment and trade

Removing barriers to investment and trade depends on three interdependent pillars: macroeconomic
environment, infrastructure, and governmealicy.

Figure 4. Removing Barriers to Investment and Trade: the Three Pillars

FOLICY FRAMEWORK

MACROECONOMIC INFRASTRUCTURE
EMYIRONMENT

GDP growth in the Republic of Moldova is ahead of the SEE average and inflation is now stable.
However, unemployment is high, tradeidef i t s are | arge and the countryo
tackle persistent trade deficits is through programmes linking foreign investors and SMEs to make local
enterprises more competitive.

Infrastructure is just as important as the macrneooc environment to investors. It covers access to
energy, roads, water, communications and finance at reasonable prices. The high cost of money is a
particularly important issue in the Republic of Moldova as it impedes investment and urgently needs to be
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addressedThe Republicof Moldova has the highest bank lending rate in the SEE region (19%) and the
interest rate spread is high (6%).

Finally, government policy is the most important element in barriers to trade and investment. The OECD
Investment Comact Investment Reform Index (IRl) measures comparative progress in policy reform and
implementation in the countries of South East Europe. The results of the 2006 IRI process for the Republic of
Moldova highlight five priorities for policy reform to impve the business climate and remove barriers to
investment and trade:

1 Competitioni set up an independent national competition protection authority, with adequate budget
and staff to carry out investigations and impose remedies and sanctions;

1 Tax 1 implement a code of ethics for tax inspectors and a monitoring system to ensure that
regulations are enforced,;

1 Anti-corruptioni design and implement a law on conflict of interest, including an effective
monitoring instrument;

1 Tradei streamline customs and adigsiinative procedures to reduce the complexity and time
required for imports and exports;

1 Human capital develop a comprehensive strategy to improve adult and vocational education.

The priorities expressed by the private sector in the Republic of Mollevgenerally in line with the
OECD Investment Compact priorities cited above. A few additional priorities highlighted during the business
6reality checko sesstiocudei n Vienna on 26 June 2006

1 Investment policy give locally registered companiestiviforeign investments the right to purchase
farmland:;

9 Tax policyi tax authorities should make their tax strategy public for the next five years;

1 Human capitai make the labour market more flexible by further balancing the rights of employers
and employes in labour law and its implementation. Specifically, there is a need for greater
employer flexibility with respect to shertrm employment and termination of employment when
required.

By meeting the priority targets commonly defined by the OECD Invedti@empact and the private
sector,The Republiof Moldova can make systematic progress in removing barriers to trade and investment.
The IRI process also provides the Republic of Moldova with an excellent platform for communicating
concrete results to Hoexisting and potential investors.

4. Establishing and reinforcing competitive advantages in priority sectors
The Republicof Moldova will follow a twoepronged approach to investment in five priority sectors,

while remaining open to opportunities in adictors. The twgoronged approach ensures that the Republic of
Moldova:

10. The Regional Reality Check on Progress in Policy Reformdraptémentation in South East Europe was a
session of the Ministerial Conferenfre a Regional Framework for Investment in @b East Europe 2006
organisedby the CaeChairs of the Investment Compact: Austria, Bulgaria and the OECD and The Stability
Pact Waking Group on Trade Liberalisation and Facilitation.
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1 Focuses limited resources on selected sectors and clusters where growth prospects (domestic and
exports)/jobs are good and the Republic of Moldova has a competitive advantage;

1 Is flexible enough to adapt to changing market conditions, including demand from investors and
importers.

Priority sectorsinclude the three currently being promoted by the Government of the Republic of
Moldova (ICT, agribusiness including organic food and wimel, &xtiles/apparel) and two new sectors (BPO
and sustainable energy).

Each sector has been selected following a thtep process in order to assess growth potential (both
domestic and exports at regional and/or global levels), understand market dymathic each sector, and
assess the opportunity for the Republic of Moldova to build a sustainable competitive advantag®)Figure

Figure 5. Sector Prioritization Approach
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Step 3

Growth potential
of key industry sectors

>

Market dynamics for each
selected sector

Opportunity for Moldova to
build a competitive advantage
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objectives A Global/regional growth potential
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(Strengths, Weaknesses, Opportunities and
Threats)

v
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sectors for Moldova

A Define the market dynamics based on
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A Demand side: industry size and
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and their requirements; pricing and
margins; driving forces of each sector

A Supply side: breakdown of value
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_ market dynamics

A Compare Moldova& cost structure and
overall competitive position within each

_ sector

A Develop a database with information on
important location selection factors (incl.
cost and quality of business environment
data and investor testimonials)

v

A Thorough prioritization of sectors and
their market dynamics

Aldentification of 5 to 7 industries with the A Advanced SWOT analysis

_ most potential in the region
A Summary report explaining the

prioritization criteria and detailing the 5-7
industries chosen according to the SWOT

analyses

A Define KSFs to ensure a conducive
environment for these sectors
A Product regulations and standards
A Transport of goods
A Administrative barriers to greenfield
investment
A Human resources

A Review existing reports/indices on barriers
to investment/trade in Moldova and each

_ sector

A Conduct a survey of existing/potential

_ investors

A Identify international best practices from

_ the best performing firms

A Create full SWOT analyses of each sector

A Prepare policy recommendations
(short/medium term with/without extensive
investments)

v

A Summary of key success factors in
each industry and identification of

_improvement areas

A Both short/long term concrete policy
recommendations to ensure Moldova
can sustain its competitive advantage

Following this approach, for each sector, growth potential was quantified by segments, competitive
advantages of Moldova have been assessed and high level recommendation have been made for each sector.

Growth potential inthe ICT is significant, there has been an evolution in customer demand, as ICT is
now seen as a source of innovation and competitive advantage. The accelerated rate of adoption of broadbanc
technologies, the strong increase in spending on IT securityrsysted the public support for IT and e
government in all developed countries create opportunities for the Republic of Moldova to develop its ICT
sector.

Agribusiness, including wine and organic food has good prospects for expansion in the Republic of
Moldova due to growing consumer numbers, demand for new sources and varieties of supply, as well as
awareness and willingness to promote biodiversity.
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The overall textiles and apparel market offers possibilities for exports from the Republic of Moldova due
to the transfer of production capacity from developed countries to countries with lower production costs and
innovative partnerships. Proximity to consumer markets in Europe, increased demand in CIS countries of the
rising middle class, and cost advantagesiem in accessing countries provide a window of opportunity for the
Republic of Moldova to compete in that sector.

Business process outsourcing services are experiencing strong demand and present numerous expor
opportunities for Moldova. Shortage and ragiof highly trained and qualified professionals in various
knowledge intensive areas in developed countries, request of low cost BPO, higher skill levels and analytical
abilities open the door to the delivery of BPO services from cost attractive couikiieee Republic of
Moldova.

The growth potential in sustainable energy sector is mainly domestic and conditioned by the need to
reduce the Republic of Mol dovads dependence on en
from grapes are crently under development.

Box 7. Example : Competitive advantages and recommendation for the Textiles and Apparel industry in the
Republic of Moldova

The Republic of Moldova can build on its competitive advantages:

f Alocation comparatively close to EU markets, so -
fashion/prontoomoda/ mode ~ | a minuted following the examp
production from China to Eastern Europe;

9 A relatively low-cost base for Moldovan textile companies, in a context of cost differential erosion in
new/accessing countries;

9 Flagship companies that can be promoted to reassure investors (e.g. LTD 'Vasconi Textile', specialized in
100% cotton underwear for adults and chi |l dr en, or JSC '"Flautexbd,
and apparel, bed sheets, work clothes and light clothes for women and children);

9 A favourable customs regime (e.g. no quantitative restrictions such as quotas, contingencies, etc. on the
export or import of textiles and related products, favourable customs duties, no VAT in cases of inward
processing);

9 Experience in handling foreign investors/export standards, e.g. experience in exporting raw material to
Moldovan enterprises, subcontracting under cut-and-make (CM) and cut-make-and-trim (CMT) contracts,
greenfield investments or establishment of joint ventures (JVs) for ready-to-sell garments, development and
strengthening of design, marketing and financing capacities of existing apparel producers.

To develop the textiles/apparel sector, the Republic of Moldova will need to:
T Review textile related legislation (e.g. timing for reimbursement of VAT);

9 Increase quality by auditing existing facilities and setting a target for companies to be Oko-Tex Standard
certified in one, two and three years in order to achieve international traction for exports;

f Gain international recognition by developing one
9 Investin biotextiles/apparel ;

9 Secure technical expertise to work on the productivity level and establish improvement targets (i.e. a CM
manufacturer with a maximum of 15% indirect personnel is considered internationally competitive, while
many Moldovan companies have more than 30%).
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The deailedanalysis of each of the 5 priority sectare shown in annexe to this document.
5. Assessing/improving skills required to compete in priority sectors

Human resource availability, cost, productivity and skill levels are vital factors affectifefhelic of
Mol dovabs national competitiveness and its abilit
development involves various Ministries. A collaborative and collective approach is desirable in addressing
this policy area. To dealith this important issue within the framework of the new FDI and exports vision and
strategy, the Ministry oEconomy and Tradwill establish a new representative group, the Task Force on
People Development and Skills, which will:

1 Undertake anauditof nvest or sé6 exi sting skildl needs;

1 Determine current output (e.g. number of computer scientists, financial accountants, pharmacists,
toolmakers, electricians or animators accredited each year);

1 Seekto project future demand and needs.

Such information is ese nt i al in order to develop new skil/l
demand for skills. Ideally, this task force should be led jointly by the MinistBdatation and Youthnd the
Ministry of Economy and Tradéso that education and trainimgn be better eordinated with investment
policies and strategies) and should consist of industry representatives from all priority sectors in the Republic
of Moldova. The task force may wish to establish-gudups to address sectoral needs. Existingkviby
groups such as that of the Swiss Agency for Development arap€ration (SDC) on job profiles should be
considered by the task force, in order to benefit froromination and expert inputs. The audit should
provide the basis for planning futureilskdevelopment and supply. This type of information and intelligence
is critical to the future sectoral strategies recommended in this report.

In conjunction with the audit referred to above, existing companies, international and domestic, should
provide feedback on existing training (national schemes emnouse training) to determine how adequate
present programmes are and what new initiatives may be desirable.

Existing recruitment agencies (as well as international ones) should be encouraged ttatabates of
Moldovan citizens, living in the Republic of Moldova and abroad, so that new investors can take advantage of
a wider selection of suitable people. This may also assist in attracting back skilled Moldovans living outside
the Republic of Moldoa. Some OECD countries have successfully used such data to attract back skilled
emigrants and to assist in FDI promotion.

6. Implement a linkage programme and an integration programme for expdrts

By encouraging existing international investors to estabtiere business functiornis the Republic of
Moldova (e.g. R&D, procurement, manufacturing, sales and marketing, distribution and customer service) and
to use their operations in the Republic of Moldova as a base for exporting to regional marketssinvestor
become mor e 6rooted®d in the Republic of Mol dov a
significance. As part of its operational plan, MEEPO should ensure regular dialogue with existing investors
to explore how such new business functiorss/ine added on, and to examine how links with universities or
research institutions can be promoted.

Universities and research institutions should be encouraged to seek greater contact and linkage with
international companies in regard to providing tecAhévaluation, testing or research support. Linkage and

11. This refers to the O6rootingdé of existing internatd.i
and domestic players such as suppliers, universities, research institutionsnetthe gpurchase of raw
materials and other inputs, as well as to sales of intermediate goods by domestically owned firms to externally
owned firms.
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integration programmes should not be i mposed on
international practiced shows that good MEPOGGAU NI C a
promote progress here. Such work could also assigitBO6 s pr omoti on and sel |l in
groups of senior executives to present the case for enhanced development in the Republic of Moldova.
Linkage programme

Experience in EU and OEC&untries shows that undertaking a structured linkage programme has many
benefits for both international and domestic companies:

Improvement of the econoniyincreases in local expenditure;
Creation of employmerit 100 jobs in an FDI plant will generate lifkage jobs;
Building capacity (quality, systems, R&D) in Moldovan compaiiibglps increase exports;

Stronger roots for existing FDI companiegreater integration with the local economy;

= = =4 =4 =9

Increased attractiveness to mobile investniiegiod local suplers are highly valued.

There is wide scope and potential for linkages. Typical barriers to linkage are competitive costs, quality
systems, inadequate delivery or poor capacity to link IT systems, logistics, and no structured national policy or
programmeo promote linkage. Key success factors are that the prekes&ibe driven by the private sector
and that negotiations on suppliers, services, etc. should be comapamypany, based on normal commercial
criteria. A Ministry orMIEPO can act as the itigator or facilitator in regard to that process.

Important steps in building linkage are:
1 A publicly stated government policy to encourage such linkage;
1 A reliable database of suitable domestic suppliers and service providers;

1 Company development prognaes that will work with suitable candidate companies to develop
their capabilities;

1 The willingness and coperation of existing investors in working on such a programme;
1 Realistic targets.

The Republicof Moldova should move to implement better intéigra of FDI and linkages with
international investors. It should also seek the partnership angeration of industry associations in this
process.

The MIEPO, within its operational plans, will set out its strategy and plan of action to promote better
integration of FDI and linkage between international investors and domestic companies/institutions.
International companies in the Republic of Moldova have indicated their interest in increased linkage; this
willingness should be pursued by thBEPO to maxmize the benefits of investment both for investors and
for the Republic of Moldova.

A first step will be to establish a series of databases on:
9 Existing purchases and potential for increased domestic supply;

i Existing suppliers or potential suppliers areit capacity to meet, for example, quality and
logistical standards demanded by international companies.
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International investors have a key role to play in organizing expert workshops or seminars on their
procurement policies and procedures, and in ducing Moldovan companies to group headquarters
management or procurement personnel. Technical seminars on specific issues such as manufacturing methods
or linking into the logistics and IT systems of major international companies, will form part ajeéhdaafor
action needed under a linkage programme.

Programmes to enhance domestic companiesodo devel
ensure good knowledge of international compani esé6

This aubject will also form part of the sectoral strategies being pursued iERO.
Integration with exports programme

Improving export levels requires action primarily on two fronts:

1 With a select group of domestic companies that have the capability td;expo

1 With international investors that may expand into export markets.

The Ministry ofEconomy and Tradén conjunction with relevant state agencies and other partners, will
institute a Company Capacity Enhancement Programme to identify and supportaimpsaies most likely
to achieve exports. Such a -goudigtréa nfntrea me wdr ks efedkr tios
suitability and quality systems; market research; market entry plans and market penetration strategies; export
finance facilties needed; and the establishment of distribution networks. At the same time, it will seek to
involve existing international investors in the
companies on their export strategies.

To enhance th&ork of the Ministry and théIEPO in promoting new investment (and exports), the
new FDI and exports policy will institute a Task Force on Sector and Export Development, with private sector
representatives tadviceon the strategic development of targetctors. This task force should have-sub
groups for each sector, but beaalinated in one overall group. In terms of promotion, understanding sectoral
i ssues and shaping the Republic of Mol dovabs mes
unique insight and guidance. As with other task forces, it is important that it be representative of both the
public and private sectors, have a clear action agenda, and be closelyinated by the Ministry of
Economy and Trade

7. Marketing andselling theRepublic of Moldova

The Republiof Moldova will undertake a new proactive marketing and selling approach to international
investors/importers under the new FDI and exports vision and strategy, and will seek to build such activity
based onthecotnr y 6s new br anMEPOGs sdperteatgiyanadllhepl an wi | |
marketing and selling campaign. Important steps to be taken in developing this operational plan are:

1 Using professional surveys of investmd importer perceptions ohe country as the basis for an
imagebuilding and promotional programme;

1 Developing an international imagpilding programme aimed at the foreign investment community
and international business media;

1 Including, where possible, the existing foreign ineeanporter community in all promotional
activities;

1 Using senior political figures and government officials, existing foreign investors/importers and the
overseas expatriate community as Oambassador s
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9 Focusing on selected target sectors, i.e. sectoesenthe country can offer competitive advantages
and where key competitive messages have been developed;

1 Within these sectors, identifying key investing companies and the denisikers within those
companies;

1 Implementing an investment/export generaticampaign aimed at key executives in potential

investing/importing companies, based on an ap
and on the competitive advantages that Republic of Moldova can offer in response to those
priorities;

1 Organzing and conducting wellanned country visits to the Republic of Moldova by potential
investors/importers, and ensuring the provision of all relevant information and advice necessary to
assess the countrybés attractiveness as an i nve

A mgor challenge for the Republic of Moldova is to change and counteract negative perceptions of the
country andto build a positive image as an attractive, profitable investment location and reliable export
partner. The Republiof Moldova therefore needs take practical steps and participate in relevant activities.

Marketing

Mar keting is vital to promoti MIBPOD eoRepabil ocalf
to include a comprehensive action programme for press and media visitd/HR® will seek to encourage
four to five representatives of the international media to visit the country each month and highlight successful
investment and trade case experiences. Such visits will be carefully planned and organized and handled
efficiently. In addtion, the MIEPO will regularly inform international and domestic media of
investments/trade deals and maintain a media file of news reports on the Republic of Moldova in order to
evaluate the imagef the Republic of Moldova and progress with branding.

Promotional events

A list of all promotional events (investment forums and tradeshows) in the Republic of Moldova and
outside the country will be published and circulated monthly to key players (all FDIl/export companies in the
Republic of Moldova and importg companies outside, key target companies, embassies, etc.) to stimulate
interest.
PR and press releases

For all new investments/export deals (including expansions) in the Republic of Moldova, press releases
will be issued by the Minister &iconomy and fade(or another senior government representative) and-be co
ordinated with other government press departments.

Advertising and publicity material

A full range of general, sectoral and website instruments (brochures, newsletters, investment guides,
presendtions)reflectingtheRe pu bl i ¢ of Mol dovads new ébrandd shou

Investor/export award schemes
Reflecting practice in many OECD countries, MEEPO will work with industry sponsors to promote
annual awards to investors and exporters (biggest meedttrade deal, best employment creator, biggest

exporter, etc.) to highlight the benefits of developing new investment and trade.

Selling
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The Republicof Moldova will adopt a proactive selling approach to seeking investment and trade.
Selling involves i@ nt i fyi ng target companies and presenti ng
propositiono t o t hose compani es. It al so i nvol v
presentations (taking into account the determinants of FDI and impasiates), understanding strategic
business pressures in certain sectors, and offering solutions to these pressures in sales propositions ol
messages to companies, building the cluster image of the Republic of Moldova having competitive advantages
in certan sectors, and working with international company management (e.g. those companies based in the
Republic of Mol dova) to ensure that t he-makersuatt r y 6
corporate headquarters or in associated group companies

Under the new strategy, tMIEPO has the central role in elaborating marketing and selling plans. To
assist and drive that process, the Ministr{eobnomy and Tradeill seek the partnership of the private sector
in a new Task Force on International fideting, which will seek to provide expertise and contact networks to
complement the work of thdIEPO.

8. Evaluateand monitor progress in attracting FDI and promoting exports

Marketing and brand promotion should be reviewed and assessed regularlydor @amg for feedback
into policy reviews and policy adaptation. For example,MHEPO should maintain a monthly report of all
marketing activity (promotional events, press announcements, press file of all news/media reports) with
summary conclusions ongelts and outcomes. A short newsletter containing highlights should ideally be
circulated to government ministers, agencies and other bodies concerned with policy progress.

Surveys evaluating brand impact and the messages conveyed should be conduetdyl regul
The MIEPO should ensure that there are detailed information databases on investor contacts, such as:
1 Contact records of all meetings with existing and potential inveatatisnporters;

T 6Site visitsd to the Repubslarndimpodersi tMoid akeywstapinby p |
advancing investor interest, and careful handling and good records are essential so thaipfollow
can be effective;

1 A pipeline of investment/export deals undertaken and potential investments/export deals (greenfield
expansion, privatization and mergarslacquisition) with a followup system on actions required,;

1 Monitoring of export levels, including the number of companies exporting and their characteristics
(e.g. number of external offices in other countries).

Measuring economic impact is vital in order to understand the economic contribution of FDI and exports,
assist in planning policy reviews, and justify government budget allocations to investment and export
promotion activities. Ideally, the Moldovan Goveram and policymakers should have a clear vision of the
actual and expected benefits of FDI and exports (e.g. capital investment, increased tax revenues, exports anc
foreign exchange earnings, employment and skills, regional development, technologyg emid tf FDI in
the overall economic development strategy, including its contribution to balanced regional development.
Periodic evaluation of FDI and exports policy is key to lemgn success in attracting FDI and maximizing
benefits from investment.

The MIEPO will establish links with universities and economic research institutions to elicit their

partnership in developing methodologies, surveys and sector analysis reports and studies that will contribute
to this process.

37



An economic model to assess #raployment and direct economic contribution of FDI (salaries/wages;
purchasing of raw materials, components and services; tax revenues) should be developed. Understanding anc
regularly measuring the economicacmpae® bh FDI §&86
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CHAPTER 2

IMPLEMENTATION OF TH E REPUBLIC OF MOLDOVAGS FDI AND SERAPEGRINS
TWO SECTORS: BUSINESS PROCESS OUTSOURCING (BPO) AND INFORMAT ION
TECHNOLOG Y OUTSOURCING (ITO)

To support the Republic of Moldovabds economic ¢
OECD developed recommendations for the colbrFive yos
sectors in which the Republic of Miwlva has a competitive advantage were identified: ICT; agribusiness,
including organic food and wine; textiles/apparel; BPO; and sustainable energy. Guidance was provided on
where and how to compete. Two of these sectors, BPO and ITO, were selectetiéoafualysis.

For those two sectorsa market assessment has been done to clarify global market trends and
implications for the Republic of Moldova. Following thierée segments have been identified as priorities for
the Republic of Moldova to targetCall centres, Software development and Baffice services A
comprehensive study was performaad those segments identify the main challenges faced by Moldova
Based on this study, ammplementationplan wasthen set up forthe FDI and exports stratgg This
implementation plan addresses the main obstacles to the development of a competitlF®©BeCtor in the
Republic of Moldova and is composedfofir modules:

Creation of a database of foreign investors;
A skill gap analysis;

Development of SME tikages;

= = =4 =4

Organization of investment promotion activities.

Market trends : A rapidly growing sector with a still positive outlook for the Republic of Moldova

Business process outsourcing (BPO) and information technology outsourcing (ITO) are large-and fast
growing sectors globally. They entail the transfer of responsibility for some processes to an outsourcing
company. Outsourced processes can include IT, financial and legal services, HR and transaction processing.
Cost reduction, skilled resources, avdildbi t y and support to customer so
of outsourcing.
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Figure 6. Typical Business Process and IT Services Outsourced Typical sector outsourced for ITO
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Global market trend$ a clear sign of growth

Globalization, integration of markets and innovation in ICT are the main drivers of global BPO and ITO,
which are evolving and becoming more strategic in naslmvly bringing about transformational change
within companies.

It is estimated thathe overall BPO and ITO market will reach ~USD 152 billion by 2010, with a 25%
cumulative average growth rate for BPO between 2005 and 2016utsourcing, the largestector, is
expected to reach USEB billion by 2010, with a 26% CAGR between 2005 2840

Figure 7. Global Offshore Services Market, 2005-2010 (USD billions)
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B KPO services
B BPO services (finance/legal support, ...)

93.1 OITO services

2005 2010
Source: Gartner, IDC, Neo-IT, A.T. Kearney, OECD analysis and research
In the past, decisions on where to outsource business processes were made based on factors such as ca

savings, labour arbitrage amdduction of overheads. Companies outsourced onlycomnoressential
activities, and then only to generic service providers. This has changed with time.
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Companies today measure the benefits of BPO and ITO against business outcomes such as increasec
time to market, reduced defects/reworking, lower working capital requirements and new market opportunities.
With most outsourcers increasing the processes or functions in their outsourcing portfoldncatitin BPO
and ITO are gaining fresh ground. Indigintains its leadership position in the offshore services market due
to low wages, a large labour pool and experience over more than two decades. However, its leadership is
being challenged by emerging offshore locations such as the Philippines, Malagsiam, East European
countries including Hungary and Poland, and Central American countries such as.M&xico

Figure 8. Companies planning offshoring
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Source: A.T. Kearney FDI Index, 2003-2006

The top three considerations behind the adoption of BPO and ITO are cost, labour skills/availability and
a countryés economic stability (Fi gur eortdnBdriverfdust o
incorporating BPO and ITO into their business strategy. SEE countries are up to five times cheaper than those
of Eastern Europe. However, cost is a siemn advantage as salaries may rise by 15% to 18% per year in
some markets (e.g.dim). Labour skills and specialization are key differentiators for moving up the value
chain in complex outsourced processes. Ireland is an eloquent example in this regard, as a player based in its
niche specialization of knowledge and analytics despitdadively highcost baseGeographic and cultural
proximity also plays a role for some segments such as call centres.

12. Nasscom BPO Summit, 2007 (www.nasscom.in).
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Figure 9. Top Five Benefits of Offshoring
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Source: Executive Agenda 2004, A.T. Kearney

Implications for the Republic of Moldova
Key facts about the Republic of Moldova

The Republic of Moldovanjoys a favourable climate and good farmland, WP of the population
employed in agriculture. GDP (calculated at purchasing power parity) equal®83tillion™* and is growing
at 6.3% (CAGR 0@6). FDI flows have increased at a 41% rate over 20027 to USD 459 millionFDI
stock represents USD8 billion in 2007, growing atsome23% CAGR during the period 20@207. There
are more than 800registered companies with foreign capital. Direct flights are available from the capital city
of Chisinau to Paris, London, Moscow, Madrid, Rome, Istanbul, Athens, Bucharest, Budapgst &hd
other cities.

Romanian is spoken, along with Russian. Other languages used include Ukrainian, Bulgarian, Hebrew,
English, French, German, Italian and Gagauz (a Turkik langudte).Republicof Moldova has six free
economic zones, three industnmarkspilot projects, one hub airport at Marculesti, and an international free
port at Giurgiulesti on the Danube.

The Republio f Mo | d o v a 6 sis iteaost sompetitivemasgy t h s
The Republiof Moldova has a number of specific strengths that nitakesuitable location for potential
investors in the BPO and ICT sectors. FDI and export strategy will leverage these strengths to further improve

competitiveness in the country.

Attractive costs

13. Source : CIA World Factbook
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The average salary in the Republic of Moldova is aboutemnth that in the UK and about ofifth that
in Hungary. The country is positioned close to India in software development, alEpP& hour (Figure
14).

Quality of graduates

Around 1500 graduates in informatics, mathematics and physics emerge eachyd r om t he c«c
Technical University, State University and Academy of Economic Studies. Of these, some 30% are prepared
for direct entry to software companies, an additional 30% can be trained within a short period, and others need
about six monthsotcome up to standards.

Competitive Internet and mobile services and infrastructure

As an example, MaxDSL 20 GB from the provider Moldtelecom costs EUR 75/month; an Orange mobile
services monthly subscription is EUR 15 for three hours and EUR 55 fan2$. h

Favourable tax system and investment facilities

Starting in 2008, there is 0% corporate income tax; a 15% tax will be applied only to dividends. There
are extended fiscal incentives on investments since January 2007.

The right | ociangdéon for oO6nearshor

There is just one houros time difference betwee

Figure 10. Average Monthly labour costs in services (2005, Index 100 for Hungary)
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1. Monthly wages calculated as a 2003-05 or 2003-06 average, using the LABORSTA Labour Statistics database for financial
intermediation, business activities, real estate and renting activities. Data for Albania is based on wages in transport, storage and
communications. Data for India is based on average monthly wages for all services.

Source : OECD analysis based on LABORSTA (ILO)

Opportunities and challenges

Three BPO andTiO segments have been identified as priorities for the Republic of Moldova to target:
Call centresSoftware developmermindBack-office services.
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For each of these segments, a review of current capacity in place in Moldova has been péffeymed.
succes factors in the industry have beeallected so as to identify potential gaps with Moldova current
situation. Based on this analydise main challenges faced by the industry in Moldova haveibdeatified

Call centres
Capacity

Nine players already estiin the Republic of Moldova. They are able to offer such services as telesales,
order processing, customer service and complaints, and help desk. TheyJadirdeecallcentre Eviexcom,
Global Phoning Group, Samreis, Pedersen & Partners, OrangecaMplElventis and Moldtelecom (see the
company profiles in chapter 3).

Young people in the Republic of Moldova are known for their fluency in foreign languages. Most
graduates speak Romanian, Russian, and at least one other European language. Oliyi&x&rative
Director of Global Phoning Group, a call centre aciivehe Republic of Moldova, told interviewers that
@Compared to Romania, we have done some tests and we can guarantee that on French atigeltalian
Republic of Moldova is by farthe bdsto ¢ a'f i on. 6

Key success factors

9 Costsi Call centre services in the Republic of Moldova cgstal EUR 6 per hour vs. an average
EUR 1012 per hour in Europe;

1 Proximityi e.g. time zone/accents;
1 Flexibility and ability to absorb peak load;
1 Management oftaff attrition.

Main challenges

Lack of graduatess one of the major challenges that cadintre managers face in the Republic of
Moldova.Resources for language courses were downsized fi@®0 in 2005 to around 96 in 2006 through a
failure to take nte of market demandn 2007 there were 270 places, but that was still insufficient to meet
demanddNhen | get an order for 20 people in French or Italian, | do not know how much time it will take to
rampupd sai d OIlivier Pr ad GlpbaltPhoring Growgcduring an enteridewrwéhcttie o r
OECD PSD project staffOther reasons for the lack of a sufficient number of graduates to meet market
demand are the end of therdographic boom and a high level of emigration among young people, with the
main destinations being North America and Western Europe. Moreover, the nascent student career centres
limit dialogue between the private sector and universities.

Unaligned individual initiativegonstitute another impediment for those looking to hire ratain their
personnel.Currently in the Republic of Moldova few wo r k and travel 0 progr a
opportunities for young people. One such programme envisages-mdotin stay in the United Statesuch
initiatives alsocause a high studemwlirop-out rate or cancellation of the year by the dean in the case of
returnees.

Lack of clarity on the legal status of translation companies creates confusion regarding tax matters. Thus
most translation companies are not sure which taxes they have amgayhich they are exempt of. VAT
exemption for exports do@e®t apply to translation service firms.

14. OECD interviews in Moldoa
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The Moldovan Government has made increasing efforts to advertise the country as an attractive FDI
destination. Nevertheless the country brand remains wigra&ttracting international contracts. For many
people the Republic of Moldova remains unknown on the world map and continuous efforts are required to
create a specific and unique country brand.

Software development
Capacity

There are currently arourtb0 companies with licenses related to informatics and around 150 software
related firms. Some 100 companies are very active. Many are centres of competence in develapenent,
software testing, database development and administration, and IT seaviagement.

Key success factors

1 Depth of technical knowledgei availability of knowledge and skills related to
Net/Java/C++/Linux/VB/PHP and DataBase;

1 Costsi programming work costs range from around EUR 2 to 12.5/hour (advanced programme
managers) veEUR 10 to 20 in Indid?

1 Problem solving skills a greater tendency recently noove from process management skills to
consulting skills;

1 Flexibility/ability to absorb peak loads.
Main challenges
Restricted talent poas a clear challenge. For examplé&ran looking for a large pool of testers (e.g. over
500 people) will not be able to find them in the Republic of Moldova. Most talented programmers continue to

leave the country.

Middle management experience is very limited in the RepubliMofl d o v awarémarsgefs and
project managers are very difficult to find%®& acc:

The emphasis on internships and practical courses in universities is very superficial and many students
have littleprofessionakxposure/experience when joining companies.

The technical and engineering departments of th
have very outdated curricula. A large part of it is left over from the Soviet periodamsdnot correspond t
current market requirements.
Financial and legal services BPO
Capacity
In recent years the increase in the number of students has been particularly significant in law and

economicf{ t he Republic of Mol dovabds | egalln2006R00&therei s b
were around 1000 places for students in the respective specialties, and @@ Young people graduate

15. OECD, MIEPO international interviews.
16. OECD interviews in Moldova.
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every year from law departments. Most graduates speak Romanian, Russian and at least one other Europeal
language. ApproximatelyO patent representatives dealing with intellectual property rights operate in the
Republic of Moldova; five companies undertake major work in patent and trademark research and services
and have solid knowledge of CIS markets due to their membershipEuthsian Patent Organization.

Key success factors

Depth of technical knowleddelFRS, USGAAP, membership in the Eurasian Patent Organization;
Costsi monthly salary approximately ostenth that in France or Great Britain,;

Confidentiality and data protgan;

=A = =4 =4

Flexibility/ability to absorb peak load.
Main challenges

Because students are mostly exposed to theoretical courses with very little emphasis on practical work,
the main problem for developing finance and legal services BPO is the lack of skiledtgs

Though known in the Republic of Moldova, international accounting standards are not widespread in the
country.

The weak country brand remains an impediment for attracting international contracts. At the same time
investors need to be reassureddata confidentiality.

The Moldovan legislation continues to be unclear with regard to VAT returns in the case of BPO firms.
Actions implemented

Based on the market assessment and on the challenges faced by the Republic of Mold®R0Onathe
ITO sectos, 4 main actions were identified with a significant impact on the competitiveness of the country:

Creation of a database of foreign investors;

A skill gap analysis;

= = =

Development of SME linkages;
9 Organization of investment promotion activities

A detailedaction plan was then defined and implemented for each of those modules.

Investorsupplier database

One of the obstacles that international investors are facing when considering investment in a new country
is the difficulties to obtain reliable informatiam their potential supply base. Conversely, suppliers within the
country may have a limited vision of the international companies that they could target. Therefore, a database
was set up, so as to provide reliable information for both investors andessippl

The coding philosophy for the investampplier database was to build a platform based on available free
software. With the exception of the client operating system (which must be Windows) there is no need for
user license payment or a higkrformance computer processing unit
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Table 1.

Data creation and storage

Functionalities of the Investor-Supplier Database

Data usability

Data analysis and mining

Creation and maintenance of the | User-friendly interface Group/community management
reference company databases - UNICODE (UTF-8)
- Bilingual interface Easy-to-do assignment and
Automatic update of Moldovan - Romanian/English monitoring
statistical databases
- Standard Query Language . .
using QBE coding Possibility to  profile each
Automatic update of registered company
information by company (in co- . .
ordination with the National || Simple export of data into DOC, -
Statistical Bureau) TXT, XLS or CSV Possibility to leverage t.he
database for lead generation
1 simpl ¢ of d ¢ (identification of company with
Automatic feedback between dlmpe expor CI)' codes _lor representatives in the Republic of
MIEPO and company included in fem_ons_trat_lon_ to clients or similar Mol dova that ar
the database oreign Institutions those that are 6
Dynamic taxonomy management I Easy search functionalities
T web publishing
I Sharing of information among
MIEPO users
Figure 11. lllustration of the Investor-Supplier Database
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Figure 12. Structure of the Investor-Supplier Database

Section A. General Infermation
Compary Name
CountryCountries of Incorporation
Compary Type (Foreign comparnyfjoint wenture)
Wain Management Body
Top Management Officials

Contact Irfomation — Headquarters’Regional Repres entative
Office

Section D. Geographical Presence and Global O perations
Countries of Operation
Presence inthe Country

Linkages with Suppliers

Section B. Company Prefile
Main | ndustry
Business Segments
Types of Products
Property Type
Statutory Capital

Wolume of Imvestment {quarterhyiyearky ) greerfield investment,
irvestment in fixed capital

Volume of Sales (quarterlyyearly)
Turnower Index
Wolume of Taxes Paid (last 2 years)

Wumber of Employees

Section E. Financial Structure and Accounts
Cwrnership Structure

Financial Statements

Section F. Key Supply Needs

E stimated Breakdawn of SupplyCeasts (%)
Main S upply Meeds by Categary (%)
Main Suppliers by Mationality/Locality

Section G. History of Contacts
Meetings
E-mail Communication

Phone Communication

Section C. Corporate Histary
Date of Creation/Incomoration
Key Dates (tied into calendar/schedule)
Product Milestones
Recent Partnerships/Acquisiions (last 2 years)
Wain Changes in Comorate Strategy

Section H. Strategy and Planning
Company Approach (hy regionfoperations/products)
Ide as for Collaboration Actions
Cpportunities
Key Strategic Dates (tied into the calendar)

Other functionalities of the databts e woul d i ncl ude: tracking and
management (with one level for users and another for administrators); physical daigpbackl data
recovery.

Skill gap analysis
Objective and scope

The objective of the skill gap analgysonducted in the Republic of Moldova was to study the quality and
shortage of skills in the BPO and ITO sectors, and to establish a diagnosis in order to recommend actions for
each priority suksegment: call centres, software development, and findegall/services BPO.

To realize the objective of the analysis, the OECD PSD conducted primary research using questionnaires
for students and companies. The main dimensions surveyed were quality of curricula used in higher education
institutions, awarenessf BPO and ITO within companies and students, quality of graduates and opportunity
for hiring.
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The dimensions were rated on a scale of one to five, with one being the lowest grade and five the highest.
On the supply side there were surveyed around 30f@gsars, heads of universities and students. On the
demand side around 40 companies active in the field, representative across size, vertical and growth, as well
as customersThe data were collected between October 30, 2007, and November 15, 2007.

Figure 13. Skill gap assessment methodology

How relevant is the curricula in the Moldovan universities for students in terms of
preparing them for employment market?
(Question 7 in the Enterprise Questionnaire; Question 4 in Student Questionnaire)

=
Quality of[Curricula®
Entreprises
— - =Students
How aware are the students about o How easy is it for you to find employees?
employment opportunities in their \ 3 (Question 8 in the Enterprise
specialty field in Moldova o Questionnaire) .
guestlon 9 in the Enterprise X g Do you think Moldova based companies
uestionnaire; Question 2 in the Student = and organizations will provide you with the
Questionnaire) ~ Z right job prospects?
5 'I (Question 7 in Student Questionnaire)
-~ =
g.
«
Quality™s¥graduates

How would you rank the skills of your employees when they are hired vs. those they need to
meet your business objectives? (Question 11 in the Enterprise Questionnaire)
Do you think you need additional training to get a job? (Question 6 in Student Questionnaire)

Results

The analysis was performed for each ofttivee targeted segments. In each casesmterad supply of
graduate as well as the muttiiteria skills gap were assessed and a number of recommendation were derived

from the elements collected.

Skill gap analysis results: Call centres

Table 2. Findings and Implications for Call Centres
Findings Implications

9 Competitive cost positions in call centres: among the § Develop anti-poaching guidelines to limit salary
lowest in South Eastern Europe inflation

- Up to EUR 6/hour vs. EUR 10-12/hour on
average in Europe
9 Quality of resources seen as strong and offers 9 Invest in internationally recognized standards
opportunities for niches (e.g. Italian language)

9 Start building up solid customer services
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9 Quantity far below market demand 9 Put in place systematic bridge between universities
and call centre companies to maintain inflows

T 6Arbitraryo de cHdscationmandbrguthh
to downsize language students from 1 000 in 2005 to Y| Increase as soon as possible the number of language
~96 in 2006 graduates, focusing on niche areas like French and
Italian

9 Consider one or two other less common languages
like Swedish to carve out a unique position

9 Ensure constant dialogue between heads of language
departments and representatives of employers

T I'nvestigate potenti al fo
people working from home

9 Awareness of increasing call centre opportunities  Attract one or two call centres to favour capture of
(locally and internationally) best practices

9 Orange Group could be opening a customer service 9 Investin a flagship physical infrastructure
department in the Republic of Moldova (as part of the
Groupbs operations)

=

Reassure clients on working conditions and data
privacy
9 Teleperformance could do the same.

Figure 14. Skill Gap Analysis: Italian Language

Assessment by Evolution of demand and supply
Italian language students and Italian call centers Italian language
Quality of curricula @
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Quality of graduates
Ranking: 1) poor; 5) outstanding

Source: OECD field survey of 40 companies, Dept. of Statistics of the Republic of Moldova
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Figure 15.

Skill Gap Analysis: French Language

Assessment by French language students and
French call centers

Evolution of demand and supply
French language
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Ranking: 1) poor;
Source: OECD field survey of 40 companies, Dept. of Statistics of the Republic of Moldova
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Skill gap analysis results: Software Development

Table 3. Findings and Implication for Software Development

and internationally)
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Findings Implications
Competitive cost positions in software development, 9§ Put in place systematic bridge between universities
database development and administration, among the and IT companies to maintain inflows
lowest in South Eastern Europe (EUR 2 to 10-12 per
hour) 9 Develop anti-poaching guidelines to limit salary
inflation
Quality of resources seen as strong and offers 9 Investin internationally recognized certifications
opportunities for niches (e.g. programming in Java,
%_Net, %++k_W|th|n specific business areas like 9 Reform the curricula for university IT departments and
inance/banking) start teaching new IT competencies/technologies
required by IT global workforce market
Quantity far below market demand (~1200 graduates 9§ Increase ASAP the number of applied math and IT
per year) graduates
1 Ensure constant dialogue between heads of IT
departments in universities and representatives of
employers
T Investigate potenti al f o
people working from home
9 Awareness of ITO opportunities increasing (locally  Attract 1-2 leaders in software development to favour

capture of best practices



9 Firms like Endava and MediaSoft working mostly for § Invest in a flagship physical infrastructure
Western clients

9 Need to reassure clients on working conditions and
data privacy.

Figure 16. Skill Gap Analysis: ICT

Ranking: Q) poor; 5) outstanding
Source: OECD field survey of 40 companies, Dept. of Statistics of the Republic of Moldova

Skill gap analysis results: Financial and Legal Services BPO
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