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Objective

Increasing investment and trade in the Western Balkans

Overriding question: how to increase investment and trade in a
selected number of industry sectors in the Western Balkans?

What are the end-customer requirements in the sectors and
what are the industry and supply implications?

ow attractive and competitive are the sectors?

What is the recommended positioning to attract investment
and trade to the sectors?

What are the main barriers to growth in the sectors and how
can these barriers be removed?

What are the implementation steps needed to further attract
investment and trade in the sectors?
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Deliverables

Project deliverables

4 modules: A Prioritise sectors based on a detailed sector
A Textile and Garment AITOITUEENIEN TSiE(E!

A Capture industry requirements and dynamics
A Automotive Components A Assess capabilities through thorough survey

A Information and Communication Technology A Map barriers and actions to remove them

A Business Process Outsourcing A Develop strategy and implementation road

map

Expected Results

A Regionally defined strategy for 4 sectors
A Regionwide, sector specific action plans
A Implementation initiated

A Inward investment in the region generated
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Methodology

Development of new tools and methodologies

A Surveyed more than 400 companies across 7 countries and 4 sectors

Regional

Capability Surve A Contained over 30 questions focused on collecting productivity, skill gap and
P y y policy barriers data directly from the companies

St A Created a Sector Prioritisation Framework covering 23 sectors over 10
R variables

Prioritisation

Framework A Focused on analysing the market attractiveness and country benefit

A Created a policy model determining the profitability of firms based on policy

. levers and given prices
Policy model g P

A Building scenario, sensitivity analysis as well as trade-off analysis to assess the
most sensitive cost and policy areas

. A Conducted secondary industry research including market research reviews,
Primary and . : .
country statistics, international trade and FDI statistics
Secondary

Research A Conducting focus groups, and interviews with academia, experts and the private
sector to verify results
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Methodology RCS

Regional Capability Survey
Extensive enterprise survey to identify regional supply capabillities by sector

Survey approach

Examine compani esd® general operational
Determine perceptions on obstacles to business growth

Collect productivity data

Analyse sector specific issues

Establish firmsé perceptions on key suc

Objectives

To Too T T To

Scope covering 4 sectors including ICT, BPO, textile/garment and automotive over
the seven Western Balkan countries

Quantitative survey based on 32-38 questions depending on the sector. Sample
of more than 400 companies

Qualitative focus groups and in-depth company interviews /visits with more than
100 companies across the four sector and 7 countries

Sample includes small, medium and large companies

Methodology

Do o Do D>

Part I: general information

Part II: business environment

Part Ill: company operations and skills gap analysis
Part IV: competitiveness

Part V: customer requirements and key challenges

Quantitative

Survey
structure

arwdE
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Methodology SPF

The need to prioritise sectors for investment promaotion
purposes

A Empirical studies suggest that targeting a sectors for investment promotion
purposes is more effective in attracting FDI than a general and horizontal
approach to investment promaotion - targeting could increase the FDI into the
targeted sector by 41 % (Charlton & Davies, 2007).

A More than 70 % of IPAs surveyed at the global level report that they focus on a
limited number of target sectors that are reputed to yield particular benefits

(Charlton et al., 2004).

A When asked why they target industries for investment promotion purposes,
IPAs identify two main reasons (Zanatta et al, 2004):

1. Focus scarce resources on sectors where the country has a
comparative advantage and potential for future development;

2. Focus on the sectors that yield the most benefits to the countries.
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Methodology SPF

The Sector Prioritisation Framework

A tool to target investment promotion activities

AThe Private Sector Development Division created a Sector Prioritisation
Framework (SPF)

Alt provides a framework to focus scarce investment promotion resources on
sectors where it would have the largest effect in the volume of FDI but also
balance the right conditions for foreign investors and supporting domestic
economic development priorities

AThe tool brings together and organise in a coherent framework data coming
from various sources (National Offices of Statistics, UNIDO, Eurostat, Vienna
Institute for International Economics Studies)

Alt is based on a model of collaboration and co-ordination between
government, private sector and non-governmental organisations

The SPF is not about picking national champions, but targeting
investment promotion when administrative capacity and
resources are scarce
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Methodology SPF

The Sector Prioritisation Framework
Methodology

The SPF covers 23 sectors* and two dimensions broken down into a number
of variables:

Market Attractiveness Country Benefits

AShare of value added of the sector in total value AShare of FDI stock as a percentage of GDP in
added (National offices of statistics) the sector in total FDI stock (Vienna Institute,

ACompound annual growth rate (CAGR) of value )

added over a number of years (National offices of ~ AShare of employment in the sector in total

statistics) employment (NOS)

AShare of exports of the sector in total exports ACAGR of employment in the sector in total
(UNIDO) employment (NOS)

ATrade balance of the sector (NOS, UNIDO) Alnnovation (OECD analysis if EU innovation

' ive i . r r
AShare of number of firms active in the sector in SO (DeEle)

the total number of firms present in the country
(NOS)

ACAGR of the number of firms active in the sector
over a number of years (NOS)

* Agriculture; fishing; mining; food processing; textile; leather; wood; paper, publishing and printing; coke, petroleum, fuel; chemicals; rubber and
plastics; other mineral products; basic and fabricated metals; machinery and equipment; electrical and optical equipment; automotive; furniture;
utilities; construction; tourism; transport and communication; financial intermediation; real estate and business services. Classification based on

the Statistical Classification of Economic Activity in the European Community. OECD Private Sector Development 10



The Sector Prioritisation Framework

Variable weight allocation

Methodology SPF

Each variable within the dimensions is allocated a weight, based on the correlation with FDI inflows at industry level
and validated through a comprehensive literature review

Variables Literature review | Analysis Synthesis Weight
score score

Market attractiveness

Share of
Growth of
Exports

Trade balance
Share of
Growt h of

Country benefits

industrybés value

industryés val

i ndus humpd af firhsi r ms

i ndustryods number

Growthof i ndustryés FDI as

Shareof i ndustryods

Growt h of

Innovation

g b W N B

empl oyment

adde5
adc 4

4
2

t 5
of 5

perce 3

nb5

i ndustryoés empl oymenb5

No proof or limited correlation
Some indication of correlation
Good indication of correlation

Very strong indication of correlation
Highly proven correlation

3

A PP N R O

w ~ 01 B

> 5%
5-10%
10-20 %
20 -40 %

40 - 50 %

ga w N W wWw o

w o o0 N

100%
35%
20%
10%
5%
10%
20%
100%
10%
35%
35%
20%
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Methodology SPF

The Sector Prioritisation Framework
Structure of the framework

How to address current sector position

Country
benefits

Defend Sustain

Re-evaluate Leverage

7z

Market attractiveness
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The Sector Prioritisation Framework
Example of output at regional level

Methodology SPF

Country benefits

10
68

66 -
64 -
62 -
60 -
58 -
5
54<
52 -
50 -
48 -
46 -
4 -
42 -
40 -
38 -
36 -

34

32 1
30 1
28
26
24
22 1
20
18 1
16
14 1
12 1
10 1

OO B~ oo
T R

0 2 4 6 8 0 12 14 16 18 2

22

24

1 Defend Median = 25 Sustain
Real estatejand business servic
Construction
Transport and communicatior
Tourism (] o
Fmancial intermediation Basic and fabricated metal Food processing
. . . Automotive
Electrical and optical equipmer || o
. bher and plasice Uilies
Mining - Chemicals ! ood pastcs Median = 34
Agriculture Machinery and eqmpm% Paper, publishing and printing
0 o
Leather ® Texile
Furniture® -
Non-metallic mineral products
® Fishing
, 0
Coke, refined pertroleum products
and nuclear fuel
Re-evaluate Leverage

26 28 3 32 3# 3%k 3B

40 42 4 46 48 50 52 54 56 58

Note: Sector definition based on NACE classification

Market attractiveness
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| Methodology policy model |

Policy model to determine profitability of firms based on policy levers
Assessing the most sensitive cost and policy areas

Evaluate the financial impact of various policy levers on firms
Benchmark the competitiveness of firms against relevant countries

Objectives

Weightedsector-s peci fi ¢ monetary evaluation of
investment sensitivity to changes in key policies, including human capital, taxation,
regulatory burden, infrastructure, financing, macroeconomic instability and trade
policy.

Identification of the specific competitive advantages that Western Balkan countries
Deliverables and regions have in the selected industries

Classification of policy and business barriers that hamper growth and investment of
business

Creation of a practical policy tool that governments and investment promotion
agencies can use to continue to identify policy and business barriers in numerous
manufacturing sectors

The model will build a firm financial statement based on various assumptions of the
operations in an average firm. It will cover seven countries and regions of the Western
Approach Balkans, and 2-3 control markets (e.qg. Italy). Possible future models will be able to
break down the results by firm structure, including age, ownership and size, however
to begin with, the following assumptions will be made:
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Methodology Policy Model

Policy model to determine profitability of firms based on policy levers (ll)
Example of outputs: dashboard of policy impacts

Gross Profit Firm Cost Structure
__ 2,000
2
» 1,500
©
g
© 1,000
= 3
5 2 500
s F
" 0
S
3 -500
-1,000
-1,500 m | abour Cost  mInput Cost ®m Energy Cost
-2.000 - m Depreciation  ®Loan Payments ® Transport Cost
Time VAT Paid
Breakdown of Labour Cost Annual Energy Cost

Indirect Social
Contributions

Thousands

Cost Direct
Labour

Direct Social
Contributions

B Generator Cost ®Total Energy Cost
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Methodology Policy Model

Policy model to determine profitability of firms based on policy levers (ll1)
Example of Inputs

Production assumptions Loan assumptions
Date of beginning operations 01-01-05 Loan duration 28 years
Optimal production 1,250 shirts/hour Number of loan payments per year 12
Production function (t=time) e”\(-100/t)
Energyassumptions
Human resource and productivity assumptions Energy consumption of 1 light bulb 0.10 kWh/hour
Base number of workers 250 emp|0yees Energy consumption of 1 sewing 0.20 kwWh/hour
Number of possible working days 260 days machine
per year Energy consumption of 1 heating unit 1.50 kKWh/hour
Number of possible working hours 3 hours Ratio of lighting consumption to 0.75 lightbulbs per
per day employee . person
Hiring function (t=time) en(-100/t) Ratio of heating per employee 0.75 heaters per
person

Input assumptions Generator size _ 400.00 kW

. , Generator fuel consumption y=109x+13 litres/hour
Cost of one square metre of fabric 3 U/sgm
Metres of fabric per §hirt 15 s,qm(shirt Transport assumptions
Resale value per shirt 8 U/shirt Maximum cargo per lorry 25,000.00 kg

Weight per shirt 250.00 g

Land and equipmenassumptions Minimum truck load capacity 25.00%
Cost per sewing machine 500 a Lorry fuel efficiency y=0.108x+30.1 1/200km
Warehouse space per direct worker 10 sqm International price fuel per litre (diesel) 11.40 allitre
Office space per indirect worker 5 sgm
Fixed amount of land 10,000 sgm
Ratio of sewing machines to direct 0.75 machines/workers
workers
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The cost competitiveness trap

Key sectors in the Western Balkans are able to compete based on low cost

AlLabour cost in services [e.g. Business Process Outsourcing (BPO), Information and
Communication Technology (ICT)] is up to 5 times lower than in Eastern Europe.

AThe cost structure of manufacturing companies (e.g. textile, automotive) is up to five
times lower than in Western European countries.

However cost competitiveness is not sustainable
AMarkets like India and China are clear {owst alternatives.

ACost levels in some sectors are increasing by up to 15% annually, impacting negatively
on margins and potentially eroding market share levels.

ALimited access to finance and strategies to reinvest capital in technology and human
capital is a risk.

To sustain competitiveness, the Western Balkans need to start moving up the velhagn

ADifferentiate through valueddition and innovation in sectors like garments,
automotive components and outsourcing, for example.

AFurther leverage proximity to the EU market.

OECD Private Sector Development 18



Three challenges need to be addressed by policy makers to sustain
competitiveness at the regional level

Significant gaps in human capitahd the need for human capital reform linking education
and market needs
ASkills gaps in high growth industries such as ICT reach 60%.
AMore than 63% of firms find labour regulations to be a barrier.
ACoordination between ministries of education and economy and dialogue with civil
society are limited.

Limited focus on valuedded services and innovatioand the need to further link research
and businesses

AMore than two thirds of the textile and automotive companies surveyed focus on cost
competitiveness.

AMost companies interviewed recognise the need to move up the velhaén to
compete in the future.

Lack of longer term sectespecific reformsand the need for institutional methods to
continuously identify and remove sector specific policy barriers
AThe list of sector specific policy barriers to address (e.g. access to finance for textile,
investment promotion for automotive, etc.) is long.
Aldentifying and removing policy barriers to remain competitive should be a continuous
exercise.
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BPO definition

BPO stands for business process outsourcing

Typical business process outsourced

Finance and Accounting HR
A Back office A Payroll processing
A Accounts payable/receivable A Recruitment and selection support
A Financial reporting AHRIS

A Finance accounting
A Revenue accounting
A Legal research

Sales/Marketing and Customer Service Operations/Logistics
A Tele-sales A Order tracking
A Order processing A Order/claims/application processing
A Customer service and complaints A Payments processing
A Help desk A Translation services

Typical IT services outsourced

IT services and support (part of ITO)

A Software development (i.e. SW dvpt.),
maintainance and support (e.g. financial,
pharmaceutical, anti-viruses, etc.),

A IT management

A Hardware management and support

A Systems development and integration

A Hosting

rce: OECD Investmen m nalysis, literature review .
Source: OEC estment Compact analysis, literature revie OECD Private Sector Development 21



BPO market dynamics

The global BPO market is expected to triple by 2010
IT outsourcing is growing at a similar pace

Overall BPO market to reach ~$59 billion by 2010, which translates into ~2005-2010 CAGR of 25%

(e) Global offshore services market, 2005-2010 ($Bn)

$252 Bn 05-10-CAGR

12 B IT products

7%
124 mlocalization and language services 28%

W Call centers 14%

B Engineering/Technical support centers 25%

@ Content development and management 8%

B R&D Engineering 27%

‘ B KPO services 58%

.......... B BPO services (finance/legal support, ...) 25%

L ; OITO services 26%

2005 2010(e)

A The growing demand with 79% of global major companies planning to offshore vs. 50% 2 years earlier

The activities most outsourced are finance and legal support, call centres and IT development

Source: Gartner, IDC, Neo-H, ATK, OECD IC analysis and research
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ICT definition

Information and communication technologies (ICT) in Europe
A EUR 726 billion market growing at 5% yearly since 2006

ICT Sector EU market:
(Size: EUR 726 B - 05-07 CAGR: 5.0%)

ICT Equipment IT software products IT services Carrier services
(EUR 199M) (EUR 79 M) (EUR 146 M) (EUR 302 M)
Datacom and network || . : : | | Fixed voice telephone

: Systems infrastructure Professional services .

equipment services

SMCHUEET Application
—— communications — PP Product services — Fixed data services

: development

equipment

, : Mobile and embedded Knowledge Mobile telephone
—  Office equipment — — .
software management services

——{ Computer hardware — Application solutions thlesale and — Ca TV services
business trade

Source: European Information and Technology Organization, 2007 report; OECD analysis
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ICT market dynamics

Software development and IT services are the two highest growth segments
Each industry is growing at 5.7% and 5.1%, respectively

(e) 2007 size and 05-07 CAGR by ICT segment

Size 350 6.0% 05-07
(Eur M) CAGR
-Column- -Line-
3007 + 5.0%
250 T
T 4.0%
200 —+
+ 3.0%
150 +
(o]
N/a N/a \ 1500
100 +
4 0,
50 + 1.0%
0 } } } t } 0.0%
Datacom and End-user comm. Office equipment Software IT seyvices Carrier services
network equipment roducts
equipment
—_—\
A Security A ) )
A Cross-platform business intelligence Outsourcing project management

A Service Oriented Architecture (SOA) é ERP for SME ) )
development Regulatory compliance/International

A From desktop to mobile environment Accounting Standards (IAS) enforcement

Source: European Information and Technology Organization, 2007 report; OECD analysis

OECD Private Sector Development
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BPO market dynamics

Most companies leverage BPO first for cost reduction, but specialisation is also

key diferentiator

Top five benefits of BPO (% respondents)

92%

55% 55% 55%
45%
Costreductions Support of Expanded skills Enhanced Improved
customers and quality service quality productivity

global footprints

Recent evolutions in the BPO industry

Top three drivers behind BPO adoption are cost,
Iabou’rait(ills/availability and stability

ompanies highlight reduced costs as the most
important driver for incorporating BPO into their
corporate strategy (68% in a recent survey)

EE countries are up to 5 times cheaper than
Eastern European countries

Howevg,ﬁcost is a short term advantage

alaries rising by 15 to 18% per annum in
Ainarkets like India

abour skills and specialisation key
differentiators to outsource increasingly more
complex processes, e.g. Ireland is major
player based on its niche specialisation in
knowledge and analytics, not its relatively high
cost base

Geographic and cultural proximity also plays arole
for some segments like call centres

Emergence of near shoring models that are
supporting SEE growth in the sector

Source: Executive agenda 2004 - ATK (http://www.atkearney.com/shared_res/pdf/EA73_RealOffshoring_S.pdf)

OECD Private Sector Development
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ITO market dynamics

For ITO, vertical expertise is key to drive growth
All leading ITC vendors have a vertical and regional based organisational structt

EDS Accenture Cap
Comm. Gov.® Retail Energy Comm. & Gov.®D Resources® Comm. & é Indus.
Financial Manufacturing HC® Transp. High Tech FS Products®@ High Tech FS.

(1) Government (2) Automotive; Consumer goods and services; Health and life services; Industrial equipment; Retail
(3) Chemicals; Energy; Forest products; Metals and mining; Utilities (4) Health Care

Source: Annual reports/SEC filings; company websites; OECD analysis
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ITO market dynamics

Examples of how ICT is closely linked to the vertical: textile and automotive
components

Textile

Auto components

Pre-assembly

A CAD (Computer Aided Design)
technology, e.g. Pointcarre, Blue Fox
A Ontline auctions

A CAM (Computer Aided Manufacturing
A Marker-making technology, e.g.
PolyNest

Post-assembly

A Logistics software (wharehousing,
inventory, transportation)
A Quality control software

A Web based order processing A Ontline auctions

A EDI (Electronic Data Interchange)

A MIS (Management Information System), ERP (Entreprise Resource Planning), e.g. Aria 4XP ERP

A Collaborative systems, including CPFR (Collaborative Planning Forecasting and Replenishment) and VMI (Vendor Manageg)regntddexa
iCollaboration

A DFM (Design For Manufacturability)
software, e.g. PCB 123 (wdinsed)
A CAD (Computer Aided Design) and CAE
(Computer Aided Engineering)

technology

A CAM (Computer Aided
Manufacturing)

A Automated production process,
machining software, e.g. PowerMill

A Logistics software (wharehousing,
inventory, transportation, e.g.
Viewlocity, DHL Toolbar)

A Quality control software, e.g.
Statistica

A EDI (Electronic Data Interchange)

A MIS (Management Information System), ERP (Entreprise Resource Planning), e.g. ProSIM
A CRM (Customer Relationship Management), e.g. SAP CRM

A ANE (Automotive Network Exchange)

Source: OECD analysis
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BPO/ITO advantages

Western Balkan countries have the basics to compete
Low cost of labour in services

Leveraging their competitive labour costs in services

Index

(100: Relative comparison of average monthly labor cost in services (2005)
Hungary)
104
100
88
D3 gy
31
219 215
15
@
- 4.4
| |
Hungary Poland Croatia Bosnia | Serbia L Albania UNMIK Moldova India
&H Montenegro FYR .
\ ) “ Macedonia _ N\ J
Sample of CEE countries WB countries covered by the project Other references

Note: Monthly wages have been calculated on 2003-05 or 2003-06 average; using the LABORSTA Labour Statistics Database and covering, unless specified only the category J
(financial intermediation) and K (business activities, real estate and renting). For Albania overall figures are based on category | (transport, storage and communications) due to the
absence of statistics on J/K in the ILO databases

(1) average monthly wages in all services

Source: International Labour Organization; zdnetasia; Wall Street Journal, OECD interviews
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ITO advantages

Western Balkan countries have the basics to compete (1)
Supported by the growth of the domestic market

The Western Balkan market is expected to grow
faster than most OECD countries at 9.8% CAGR

IT in the Western Balkans is expected to reach
USD 7.7 bn in 2007, 1.2% of regional GDP

2007-2011 growth rates for IT spending
19%

15%

13%

M1% 1% 109

9% 9%

6%
5%

2%

(\9
B

v o < il
RAF A S R

The combined WB region is about the same size as the Austrian
market, but holds significantly more potential

Source: IDC analysis, OECD analysis

2001-2011 IT spending, tax revenues

12,000 ro10%
AT
. e
10,000 | — = IT Spending ($m) e
~ F 8%
—— IT Tax Revenues ($m) -
-
—— IT as % of GDP -

8,000 -

6,000 -

4,000

Lo2n

2,000 A
.

1.50%

130%  1.30%  140%

O 1.10%  1.10%  1.20%
0.90%  0.90%  0.90% 1.00% o b

0 4 T T T T T T T T T 0%
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

In 2011, the WB market will reach $10.8 billion (1.5% of GDP)

OECD Private Sector Development 29



Opportunities also exist to attract investments from

global players already present in the region

BPO/ITO advantages

Planned ITO and R&D BPO functions

Appiying Thacght

—
accenture

Country Captive service centers? Third-party service
providers
Poland @ Capgemini AIT Support ===
—_— | e e s = | AswDupt. E =S
Cltl GENPACF. ’ Q AData pro.
REUTERS
Czech Republic . > AIT Support r—=F < J/ A
P Ex¢onMobil - accenture =
SIEMENS e
Hungary S AGlobal IT P
- AService center
TATA
ERSTES enemconsmmncr st | r oo citi
CONVERGYS
Morgan Stanley R
L =
Romania ASw. Dvpt.
EFG @ Bank Ggﬂfﬂg_l_- @
T ORACLE" Alcatel-Lucent

BN

Indian players like Wipro are also allocating assets in Eastern Europe

Source(s): OECD-IC interviews, press search,

OECD Private Sector Development

30



BPO/ITO strategy

BPO companies should focus on quick wins segments like software developmel
and call centers and target both end customers and service providers

Where to compete How to compete

Focus first on quick win segments

PO software development, call centres

and services
: High end focus for some
Near-shoring
ountries such as Croatia should look to

S(EJONE il el HIESTE M (S EEn higher end niche strategies in advanced
market . :
sales and marketing analytics
VRIS EIeloell [0 provieiErs il Standard cost positioning for most
specially on value-added services to : : :
most countries, especially Albania,
enable a transfer of knowledge and : ;
) ) : o2 Bosnia and Herzegovina and UNMIK,
innovation and build capabilities :
BPO providers should focus on low-level,
Target companies directly for call centres volume-driven back office work such as

all centre providers in the region should selEElelEe e[Vl

target clients that cannot afford fees of
larger global players, e.g. SMEs, or want
to bypass them

Source: OECD interviews
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BPO/ITO barriers

However,the Western Balkan firms are too fragmented to compete on scale
Size and revenues of the mdihfirms in the Western Balkans

ulMistheaveragelTc ompany 6s s al e sl5iemploydesis the average size of IT firms

region
Average size of IT entreprise
Entreprises by revenues in Western Balkans in 2006 (by # of employees in 2006)
(000, )
2879 34
15
1001 14 14
7 8
498 374 318 5T

Western Croatia Serbia FYR Macedonia Albania Bosnia and Western Croatia Serbia FYR Macedonia Albania Bosnia and
Balkans Herzegovina Balkans Herzegovina

Source: OECD Regional Capability Survey (RCS) of ICT firms in the Western Balkans, OECD 2007
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BPO/ITO barriers

However,the Western Balkan firms are too fragmented to compete on scale
Size and revenues of the main BPO firms in the Western Balkans

ul,1MistheaverageBPOc ompany 6s s all®employees isthe average size of BPO firms

the region
Average size of IT entreprise
Entreprises by revenues in Western Balkans in 2006 (by # of employees in 2006)
(000, )
9114
26
1> 14 13
S 7
303 69 239
T T T T T T T T
Western Croatia Serbia Montenegro  Bosnhia and Western Croatia Serbia Montenegro  Bosnia and
Balkans Herzegovina Balkans Herzegovina

Source: OECD Regional Capability Survey (RCS) of ICT firms in the Western Balkans, OECD 2007
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BPO/ITO barriers

Western Balkan BPO firms are faced with a lack of skilled and educated worker:
Skills and education of available workers limit the operation and growth of busin

50% of BPO firms have difficulties finding
skilled and educated workers

70% of BPO firms find education and training to

be key policy issues

Skills and education of available workers

34%

32%

16% 18%

Key issues within human capital policy

No barrier Minor barrier Moderate barrier Major barrier

\ J
Y

Source: OECD RCS, OECD 2007

19%
11%
Education and training of Transparency in Lahour market rigidity
workforce education and workforce

skill development
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ITO barriers

For ITO, the lack of skills is negatively impacting competitiveness

The acut e

skills shorta@giesloaasilyg i ncreased co

loss of business and loss of efficiency

Causes of hard-to-fill vacancies

—— Increased running costs —
T T T T T

Not enough skilled resources

Lack of qualifications

No answer

Poor motivation

Lack of interest

Lack of rexources

Work/life balance

Company does not pay enough

Strong competition from other
employers

Source: OECD RCS

_ Loss of service quality

Impacts of hard-to-fill vacancies

57%

Loss of business

No impact on business
Loss of efficiency

Increased recruitment costs
Other

No answer

0%

10%

20% 30% 40% 0% 5% 10% 15% 20% 25% 30%
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The need for policy makers to further involve the privatg=ereerertes
sector to develop and upgrade skills in the short term

How to address the lack of skilled Deliverables: Engaging the private
resources in the short term? sector in a structured manner

During pre-employmentthrough offering of A ReviewOECD and Western Balkans
internships, intervention in university government practicego upgrade skills
courses, exchange programs with foreign (e.g. government sponsored coaching
vendors and universities programmestax relief for training)
During employmentthrough linkage A Review private sector instrumentgo
programs, company training including upgrade skills (e.g. company sponsored
sector/technicalspecific training like CAD, trainings exchange programmes)
ERP, Vendor Managed Inventory for textile
or Design for Manufacturability Software A Summary ofwailable and possible
and Computer Aided Engineering for instruments(e.g. internships, coaching,
automotive vocational training, digital learning)
Post employmentthrough the usage of-e A Road map for implementation

courses in particular on new applications
and processes like PHP/MYSQL, Ajax; PHP A Initial pilot
Net , XML, Flash Animation & Action Script

Human Capital focuselinkage programs
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Project objectives and methodology

Key findings to remove sector specific policy barriers

Business and Technology Process Outsourcing

Textile and Garment

Automotive Components

Regional Competitiveness Initiative
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Strong regional presence ()

Clothing Exports
100% T---

AGarment exports are ..
the second largest
export category

60% +---

50% +---

AExports are growing
briskly at 10%

% Total Exports

40% +---
30% +---

20% +---

ASector with the
largest regional trade
surplus

10% +---

0%

B Total exports B Clothing exports

Source: Comtrade
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Strong regional presence (ll)

FDI Inflows
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USD Billions

ASignificant FDI
Inflows when
compared to CEE S g
countries

w
(@)

N
(63}

AAnnual growth rate of .. »
over 126% 10} a
= Croatia Serbia === FYR Macedonia ==a=Total (all sectors)

Source: Croatian National Bank, National Bank of the Republic of Macedonia, National Bank
of Serbia
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Cost competitive

ALow wages coupled with high productivity

Cost structure Productivity (% UK Productivity)

1000 p--rmrmmmmmm oo Croatia

900 b N Romania |
Macedonia
800 ommmmmrmmmmo s - Slovakia
400 T -- Morocco
Indonesia

B00 T -~ - -- .
Bulgaria

T - - |

D Sri Lanka |

400 Lo ) Bangladesh |
Egypt
300 - - BiH
200 4 ---mmmmmm e ——— - India
Cambodia
J Serbia
0 - ; ; ; ; Albania

FYR _ Serbia  Albania BiH Czech_ Croatia  Slovenia T T T ]
Macedonia Republic 0% 20% 40% 60% 80%

Source: Kurt Salmon and Associates Global Sourcing Reference, ILO, Offices of Statistics )
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Proximity to EU markets

AWhen considering transportation costs,
Western Balkan countries are cheaper than
China

Inbound Time
for Rome factor Freight Customs Relative to
(hrs) 0.5%/day cost duty Total cost China

Tirana? 40 0.83% 0.60% 0.00% 43% D
Sarajevo 46 0.96% 0.60% 0.00% 1.56% 22.24%
Zagreb 45 0.94% 0.60% 0.00% 1.54% 22.26%
Skopje 45 0.94% 0.60% 0.00% 1.54% 22.26%
Podgorica 48 1.00% 0.60% 0.00% 1.60% 22.20%
Belgrade 34 0.71% 0.60% 0.00% 1.31% 22.49%
Pristina 39 0.82% 0.60% 0.00% 1.42% 22.38%
China 288 6.00% 5.80% 12%  C23.80% ) i

Source: OECD calculation for freight costs based on data from Eurostat. Hummels (2000) for the time factor per day. Exporthelp.europa.eu for customs duties. Original

methodology developed in OECD (2004)

Source: KSA
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Improve further time to market

AReduce plant throughput time

ATeam based production
AAutomated technology

Amplement electronic data interchange

Amprove inventory control systems

AUPC symbols
AProduction forecasting

Source: KSA

OECD Private

Sector Development
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Introduce value added services (I)

AApparel Manufacturing firms in the Western
Balkans are starting to provide more OEM
services

100%

90%

80% f---

70% f---

60% f---

50% f---

40% +---

30% +---

20% f---

10% +---

0%

Main services provided by Western Balkan apparel manufacturing firms

Cutting

Source: OECD RCS (2008)
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Introduce value added services (lI)

AANnd even some are venturing into OBM

production

Major new product line development

100% T -----77mmmnnac---==mm=-msssoooo--loo-

90% +-----

80% f-----

70% f-----

60% +-----

50% f-----

40% +-----

30% f-----

20% f-----

10% +-----

0%

Yes

Albania Bosnia and
Herzegovina

Source: OECD RCS (2008)

Croatia UNMIK/ Kosovo FYR Macedonia Serbia
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Project objectives and methodology

Key findings to remove sector specific policy barriers
Business and Technology Process Outsourcing

Textile and Garment

Automotive Components

Regional Competitiveness Initiative
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Automotive components

The automotive component industry in the Western
Balkans has a strong competitive advantage

Market growth of the regional automotive industry averag& %in the period 20042005, thus
outperforming both growth figures in Western Europe (2.5 %) and the global growth rate (6.6%)

The operational environment in the Western Balkans is very cost competitivelabibir costs
beinglower than 60 %of Hungarian levels in some countries.

[ 2YLRY Syl &adzlL) ASNBR AaA-KRHAIR V288502dza 8FAVHS
responsibility for the design, development, production and delivergntire components and
modulesto their customers

Collaboration with customershould be enhanced&uppliers need to show that they can meet
specific requirements in terms gluality standards, desiganddevelopmert capabilities.

Both the OECD survey (2008) and OECD direct interviews with foreign investors and local
companies show that (i) there is a need to redtize information gapin order to make sure that
international carmakers and first tier suppliers are aware of the strengths and capabilities of the
supplier base in the Western Balkans; andufgrading skillsn these fields is the main challenge
for companies in the Western Balkans.
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A - . - Autgmotive market dynamics o
¢KS AYRAZEAGNEQE YI 22N OKItFSyas Aa ©O2
This generates further opportunities for component suppliers

The global automotive industry is mature and characterised by slow growth and focus on cost
reduction in the past decade

In recent years car sales have been To increase profits, automotive manufacturers are
stagnating in OECD countries increasingly outsourcing components

New car sales in EU, US and Japan % of car value outsourced 1985-2000

(in thousand vehicles) 1990-2004

0,

28.0 45%

. rsA [
27.0
26.0

* ____‘__9__4_____‘__2_ 0
* . 50%
25.0 - ’
enau
. .
24.0 * 80%
.
23.0 ¢
&

22.0 Fiat 65%
21.0 75%
20.0

PR PR R R PR R R R P NN DNDDNN

S 83 8 8 8 8 8 8 8 88 8 8 8 8 1985 W 1997 W 2000 (est.)

o = N w NS o1 D ~ (] [(e] o = N w NS

Sources : Standard and Poor DRI, OECD, ACEA, US Bureau of Transportation Statistics, JAMA, Asian Development Bank (2002)
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Automotive market dynamics

Collaboration on design is a key success factor

Components suppliers now focusing on entire modules - example of trend for Audi

Fuel
System

Rear-End

Interior (upper)

Tailgate

Interior (lower)

Cockpit

Front-End Corner-Modul
Drivetrain

A majority of surveyed firms in the region think that strong collaboration with customers is the top key success factor

Source: OECD RCS (2008) ; direct company interviews
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Automotive advantages

The Wgstern Balkans have both a cost and EU
LINEPEAYAGE FRGIyYyGlF3SX

Operating costs are very competitive, especially Suppliers in the region are able to meet EU
in Serbia customers just-in-time delivery requirements
Operating Cost Index, Automotive Component Sector, 2005 Key customer requirements
(includes labour costs, property costs and utility costs)
100
92
73
I i o s
Q) N4 ) .Q(b 4 4
(@fo‘ dofb Q\@\\ go“\ 2 S O@b g
N Nl @2 & >
c‘)(\ \2@ @
1% o
¢! S
(’\\’b
s

Sources: MIGA (2005); OECD RCS (2008) ; OECD analysis; company interviews
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