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FOREWORD

Foreword

Structural reforms are fundamental for the six economies of South East Europe
(SEE) - Albania, Bosnia and Herzegovina, the Former Yugoslav Republic of Macedonia,
Kosovo*, Montenegro, and Serbia - in their transition to becoming fully-functional
market economies. They are also an indispensable pre-requisite for joining the European
Union. To guide the accession process, SEE economies are required to prepare Economic
Reform Programmes (ERPs), which outline economies’ medium-term macroeconomic
and fiscal policy frameworks and structural reform agendas. The ERPs are reviewed at
the highest instances of the EU and discussed at the annual Economic and Financial
Dialogue between the EU and the Western Balkans and Turkey. Once agreed, they serve
as roadmaps for governments to prioritise and implement needed economic reforms.

To support Western Balkan governments in this novel economic governance exercise,
the European Commission mandated the OECD SEE regional programme to provide
policy advice and capacity building to SEE governments in the ERP preparation and co-
ordination process. Building upon its unique expertise in supporting economies in the
region in the design and implementation of reforms in favour of growth, investment and
employment, the OECD SEE regional programme engages in a highly collaborative policy
dialogue with SEE government officials and stakeholders from the region to: 1) analyse
the main constraints to growth and competitiveness; 2) identify policy responses and
prioritise structural reforms; and 3) monitor progress in the ERP implementation.

The resulting ERP tool box aims to provide line ministries with a practical instrument
thatwill help strengthen institutional capacities and boost inter-governmental transparency.
It consists of three different tools, which can be used separately, or optimally, all together:

1. The ERP Diagnostic Toolidentifies key structural obstacles thataffectan economy’s
competitiveness and inclusive growth, offering two customised methodologies to
analyse the state of play and to define constraints per policy area.

2. The ERP Prioritisation Tool helps authorities to select and prioritise reform
measures for their annual ERPs using a three-step approach: By offering; 1) a set
of screening questions; 2) an evaluation of proposed measures; and 3) a holistic
review vis-a-vis all pre-selected reforms.

3. The ERP Monitoring Tool provides guidelines and examples on how to track
progress in the ERP implementation over time as well as to measure immediate
outputs and the outcome of reforms.

To support the effective implementation of the ERP tool box, the OECD has provided
hands-on assistance to government authorities in preparing their annual ERPs, and in
particular: 1) supporting governments in setting-up the ERP preparation process and
building capacities of line ministries involved in the ERP; 2) providing extended ad-hoc
analytical support on issues of regional interest as well as on specific requests from each
economy, both in terms of analytical reports and policy workshops; and 3) reviewing the
final ERP documents and providing its own assessment to the EC. The ERP tools were pilot-
tested in selected SEE economies in 2016 and 2017 and are being constantly updated to
reflect feedback from its users to align with changes in the ERP Guidance Note and process.

*This designation is without prejudice to positions on status and is in line with United Nations Security
Council Resolution 1244/99 and the Advisory Opinion of the International Court of Justice on Kosovo’s
declaration of independence. Hereafter referred to as Kosovo.
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Governments from the SEE regions and the EC have recognised the usefulness and

relevance of these tools and the ERP exercise. They have contributed to better inter-ministerial
co-ordination and to reinforcing economic governance structures across SEE economies.

Box. The ERP annual cycle and the role of the OECD

Since 2015 SEE economies have been developing annual ERPs. The ERP exercise derived from
the European Semester and form part of the EU’s multilateral surveillance and economic
policy co-ordination procedures. The ERPs are centrally co-ordinated within each economy
and endorsed at the highest political level. An official ERP Co-ordinator is appointed within
the government who steers the process and ensures a widespread consensus. The work
of the ERP Co-ordinator is typically supported by technical co-ordinators within each line
ministry. Together they form an ERP Working Group that ensures broad ownership of the
exercise and a whole-of-government approach. As one of the key institutions involved in
this process, the OECD provides substantive support to the ERP Working Groups throughout
the ERP annual cycle. Key milestones in the ERP annual cycle include:

Guidance for the Economic Reform Programmes (April): The European Commission (EC)
issues the updated Guidance for the ERPs, providing detailed guidelines on the structure
and content of the ERP.

Joint Conclusions of the Economic and Financial Dialogue (JCEFD) between the European Union
(EU) and the Western Balkans and Turkey (May): Representatives of the EU Member States,
the Western Balkans and Turkey, the EC and the European Central Bank (ECB), as well
as representatives of the central banks of the Western Balkans and Turkey meet for
their annual economic policy dialogue, to present a set of policy guidelines to support
economies’ efforts towards fulfilling the Copenhagen economic criteria. This policy
guidance represents a cornerstone for SEE economies’ subsequent ERPs.

Regional Meeting of the ERP Co-ordinators (May): The OECD and the EC jointly organise
the yearly Regional Meeting of the ERP Co-ordinators to discuss the ERP Guidance Note
and the OECD expertise to help prepare the ERPs. Meetings are attended by high-level
officials from the Western Balkans and Turkey and present the opportunity to discuss
lessons learnt and next steps in the ERP preparation, and present economy-specific
work plans and support.

Commission’s Overview and Country Assessments (June): The EC provides an assessment
of the previous year’s ERPs, taking stock of the implementation of the country-specific
policy guidance. Together with the JCEFD, this document represents the basis for the
following ERP cycle.

In-country kick-off events (June-July): In-country kick-off events take place in the SEE
capitals to align all stakeholders involved in the ERP preparation process by setting a
clear timeframe and clarifying responsibilities of line ministries. The OECD also takes
this opportunity to discuss pending challenges linked to the previous year’s exercise
and key milestones to be achieved in the new cycle.

Policy seminars and capacity-building events (September-October): Upon ERP Co-
ordinators’ request, the OECD holds in-country policy seminars and capacity building
events with line ministries to discuss specific structural challenges and potential
reform priorities for each economy, suggesting ways to further improve them for the
purposes of the ERP. For example, in the 2016 and 2017 ERP cycles, the OECD organised
more than 30 seminars, involving over 800 participants collectively.

OECD review of the first draft ERP (October-November): After the submission of the first
draft ERP, the OECD reviews and provides written feedback on the draft diagnostics and
reform measures. To do so, key reference sources consulted include the OECD SEE regional
programme publications , as well as other international analyses (e.g. from the European
Commission, World Bank, EBRD) and international experts’ feedback.
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Box. The ERP annual cycle and the role of the OECD (cont.)

Stakeholder consultations (November-December): ERP Co-ordinators undertake in-
country consultations to receive feedback on the diagnostics and reform measures
from relevant stakeholders, including the private sector, NGOs and international
organisations.

OECD review of the second draft ERP (December): After the submission of the second
draft ERP, the OECD reviews and provides feedback on the updated versions of the draft
diagnostics and reform measures.

Submission of the final ERP to the European Commission and the OECD (31 January):
Finally, ERP Co-ordinators submit the final ERP to the European Commission and the
OECD.

OECD involvement in the annual ERP cycle

August- —~
September:
Review
J 3 of relevant
£ m. - tan 22 sources and
g o "L" SR documents to
T P , } provide ERP
. ) support.
May: ERP launch event in Brussels June - July: Kick-off events and
& bilateral meetings. seminars in the capitals.

i\ a2

November - December: Stakehol- October - Nuverﬁher: OECD reviews September - November: Policy
ders consultations in the countries. 15 ERP drafts. seminars and capacity building
events.

December: OECD reviews 2" ERP 31 January: Countries submit final February - April: ERP assessment
drafts. ERP 2017-19 to the EC. and new guidelines.

In addition, the OECD SEE regional programme provides analytical support on topics of
regional or economy-specific interest when setting their structural reform agendas. For
example, it has provided policy makers with a comprehensive growth diagnostic and a
regional study on special economic zones. It examines their relevance as a policy tool
for sustainable investment in the region and raises questions on potential deadweight
effects, foregone revenues and competition distortion.
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INTRODUCTION

Introduction

The Diagnostic Tool was developed by the OECD South East Europe (SEE) regional
programme with the purpose of supporting governments of SEE in identifying the
key structural challenges that hinder competitiveness and inclusive growth. The tool
could serve as the cornerstone of the structural reform chapter of the Economic Reform
Programme (ERP), from which all structural reform proposals should logically stem.

The tool offers a systematic approach for identifying and describing structural
challenges to growth. As they address both economy-wide and sector-specific obstacles,
the tool proposes two customised methodologies: the overall diagnostic and the policy
area diagnostic. Both methods are presented in a ready-to-use format with detailed
descriptions, but are not necessarily economy-specific: the accessing economies from
SEE (Albania, Bosnia and Herzegovina, Former Yugoslav Republic of Macedonia, Kosovo,
Montenegro and Serbia) share a significant number of similar challenges, but face an
array of specific obstacles at the same time. Therefore, this Diagnostic Tool provides a
framework, targeting the most common and significant obstacles to growth that SEE
economies address; it is neither exhaustive, nor specifically tailored upon any of them.

The tool is specifically designed to be used by government authorities in charge of
co-ordinating the structural reforms of the ERP (i.e. ERP co-ordinators) as well as by the
line ministries when drafting their sector analyses, adapting it to the context of the
specific economy they operate in.

A.The overall diagnostic methodology sheds light on the most critical obstacles to
growth for the economy in general and consists of two implementation steps:

1. Definition of high-level growth challenges: This first step serves the purpose
of providing a bird’s eye view of the economy and highlighting fundamental
growth challenges. It should ideally seek to provide information on the key
features of an economy’s state of play, such as the structure of the economy, its
productive base and current growth drivers.

2. Identification of the underlying obstacles to growth: This second step aims to
zoom in on the main structural constraints identified in the previous step, by
takinginto account findings of existing studies that identify obstacles to growth,
or selecting a methodology to conduct a new analysis.

A brief summary of key selected methodologies to identify economic constraints,
analyse growth opportunities, and derive policy priorities accordingly economy-wide is
presented at the end of this section.

A. The policy area diagnostic methodology focuses on the key challenges the economy
faces in each policy area and explains how they affect competitiveness. It will help, in
particular line ministries, in providing accurate analysis input to the ERP and linking
them with reform measure proposals. It consists of three implementation steps:

1. Definition of the state of play in a given policy area: This first step should
provide a general overview of the current landscape for the given policy area to
be analysed, by asking for the key features of the given policy area, state-of-play
vis-a-vis the government’s strategic targets and other benchmarks.

2. Identification of the underlying obstacles to growth: This second step aims to
zoom in on the main constraints that impede the economic development in
that specific policy area. This step should help in giving an answer to the main
structural obstacles in that area.
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3. Highlighting how these obstacles impact economic competitiveness and
inclusive growth: This final step puts the structural obstacles into perspective
by highlighting how they affect the overall economy. It also demonstrates why
the identified obstacles are the most relevant ones for that policy area. This
section should give an answer on how the structural obstacles affectinvestment,
exports, consumption, productivity or employment, and how does this impact
manifest itself.

This section will also offer a set of relevant indicators, potential structural obstacles
and the consequent impact on growth for all ERP policy areas, with the exception of
Public Finance Management (PFM).

The set of proposed indicators for the analysis of the state of play takes into
consideration their availability for the SEE region. They derive from OECD and other
international sources® directly applicable to the region (e.g. Competitiveness in South
East Europe: A Policy Outlook, SME Policy Index Western Balkans and Turkey) or serve as
good practice examples for gauging certain aspects of the market regulation (e.g. OECD
Indicators of Product Market Regulation). When a source for an envisaged indicator was
not directly available, the most relevant ministry was suggested as best institution to
provide a similar set of data. Overall, the indicators and the methodology outlined in
the Diagnostic Tool, are not mandatory: they should serve as a guidance for national
ERP co-ordinators, when selecting relevant data for the analysis of the state of play of
the economy, but can be complemented or replaced, based on criteria of pertinence and
availability, by best proxies available at the time of conduction of the diagnostics.

By following these steps, ERP co-ordinators, in co-operation with relevant line
-ministries, can come up with a detailed analysis that will allow for a better selection of
measures that will effectively tackle the economy’s main constraints.

* Eurostat, EBRD, World Bank Development Indicators, ILO, UNCTAD, UNESCO, FAO, World Economic
Forum, national statistical offices.
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Step-by-step approach and summary
of key selected methodologies
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1. OVERALL DIAGNOSTIC

Overall diagnostic

Objective

To identify the key economy-wide structural challenges that hinder competitiveness
and inclusive growth. This diagnostic is the foundation of the structural reform section
of the Economic Reform Programme (ERP) from which all reform proposals should
logically follow. Specifically, this methodology should help authorities when selecting
and providing input for the drafting of the ERP Section 4.1 (Identification of key obstacles to
competitiveness and inclusive growth).

Key questions to be answered

1. Whatare the high-level growth challenges (e.g. weak domestic and foreign investment,
limited export capability or low levels of export sophistication)?

2. What are the key underlying causes behind these growth challenges, as derived from
diagnostic analyses (e.g. weak access to finance for domestic small and medium-
sized enterprises, or low quality education producing inadequate skills for the needs
of the economy)?

Suggested approach

Define the high-level growth challenges
Provide a bird’s eye view of the economy and highlight fundamental growth challenges.

!

Identify the underlying obstacles to growth/ growth challenges
Detail these structural obstacles and explain how they affect competitiveness and growth.

Step-by-step approach
1. Define the high-level growth challenges

This step provides a bird’s eye view of the economy and highlights the fundamental
growth challenges (e.g. the economy is not exporting enough, the economy does not
innovate enough, or human capital is weak). It should demonstrate how the current
economic structure and growth drivers differ from the desired outcomes as based on
government development goals or strategies.

This part should seek to answer the following questions:

1. What is the overall structure of the economy? i.e. what is the share of investment
and exports vs. other components of gross domestic product (GDP), what is the
share of manufacturing vs. services vs. agriculture? What are the key recent trends
in these indicators?

2. What does the economy produce - its main sectors, main exports and export
sophistication? Which products have high development potential? What are the
key recent trends in these indicators?

3. What is the investment composition and where is investment going? For example
what is the share of private vs. public investment as a share of GDP, domestic vs.
foreign investment and foreign direct investment (FDI) vs. portfolio? What are the
key recent trends in these indicators?
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4. What are the current growth drivers? For example, what are the growth rate
of exports and investment vs. other components of GDP, or the growth of
manufacturing vs. that of services?

5. How do indicators 1) to 4) compare to the government’s strategic targets? How do
they compare to relevant benchmarks from other economies?

Note: benchmark economies will vary depending on the indicator under
examination. They can thus include developed economies (e.g. EU15), EU28, new
EU member states (EU13), fast-growing emerging markets (for example if looking at
GDP growth rate figures or the range of products the economies produce) as well
as regional peers (e.g. WB6). Selecting the right benchmarks is essential for the
development of a sound and objective diagnostic. If needed, the OECD can assist in
identifying appropriate benchmarks.

2. Identify the underlying obstacles to growth and growth challenges

This second step aims to provide a more detailed overview of the key growth
challenges, zooming in on the main structural obstacles that impede the development of
the economy. It should also explain how these structural constraints affect competiveness
and inclusive growth.

The writing of this section consists of two steps:
1. Take stock of existing studies that identify obstacles to growth for that economy

Most economies will have at their disposal a number of studies, for example by the
OECD, World Bank or the International Monetary Fund (IMF), which identify the most
critical and pressing obstacles to growth and competitiveness. They can rely on those
results for this section of the ERP document.

2. If a new study is needed, select the methodologies to be used for the analysis

If economies need to conduct new analyses or update old ones, proposed tables
summarise the suggested methodologies. The tool for writing the ERP policy area
diagnostics provides concrete examples of indicators that can be used in the diagnostic
analysis, and the sources where these data can be found.

Note: this section should not necessarily highlight issues in all policy areas of the
ERP document nor does it need to follow the ERP policy area structure. This part of the
document should shed light on the most critical obstacles to growth.

This section should answer the following questions:

a. What are the main structural obstacles as identified in your diagnostic analysis/
analyses? These could include weak access to finance for small and medium-sized
enterprises (SMEs), a weak and unpredictable regulatory environment, unreliable
and poorly maintained infrastructure, heavy administrative and regulatory burden
on businesses, limited capacity for innovation, or poor quality of education.

Note: this section should not go deeper into the analysis of these constraints, as
that analysis will be presented in the specific policy area diagnostics. For example, it is
sufficient to say access to finance is a constraint without explaining that it is a constraint
because of high interest rates and collateral requirements, etc. as that will be examined
more closely in the policy area diagnostic.

b. How do these obstacles hinder the economy’s competitiveness and growth? What
is the impact on relevant variables such as investment, exports, consumption,
productivity, employment and inequality, and through what channels is this
impact manifested? For example weak access to finance affects SMEs’ capacity for
investment and innovation, which, in turn, limits the scope for the diversification
of the domestic production and export base and the capacity of SMEs to link into
global value chains.
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Most economies will have at their disposal a number of studies which identify the
most critical and pressing obstacles to growth and competitiveness (Step 2 in the writing
of the diagnostic section as described in the diagnostic tool) and thus can rely on those
results when writing this section of the Economic Reform Programme (ERP) document.
However, in case some countries need to conduct new analyses or update old ones. For
this reason, this tool also includes some suggested methodologies:

Table 1 below gives a brief summary of the key selected methodologies. Some of
these seek to identify economic constraints, while others analyse growth opportunities
and derive policy priorities accordingly. Some of the methodologies are comprehensive
enough to be able to independently meet the ERP diagnostic requirements, whilst others
will have to be supplemented with additional analysis.

Table 2 provides a more detailed discussion of each methodology and its relevance
for the ERP document.

Methodologies for identifying obstacles to competitiveness and growth

Table 1. Methodologies

Identifying
economic
constraints

1 Growth diagnostic

2 Growth identification and facilitation

(GIF) framework

Identifies binding constraints to an economy’s economic growth.

development.

Identifies industries with high growth potential and the constraints that hamper their

Investigating
economic

4 Growth accounting

opportunities

6 EXPY (export sophistication)/product

space analysis
7 Cluster analysis

Examines the contribution of different factors to economic growth (available capital,
labour, human capital, and technology) in order to determine which factor has the
highest potential to boost GDP growth

5 ITC export competitiveness assessments Identifies 1) the drivers and/or obstacles to an economy’s export competitiveness;
2) high potential export products and attractive markets for each high performing
export product and 3) export opportunities for economies and regions (can be done

bilaterally).

portfolio.

Estimates the level of technological sophistication embodied in an economy’s export

Examines and evaluates the health and dynamics of an economy through
benchmarking clusters.

Table 2. Diagnostic methodologies

Identifying
obstacles/
constraints Description Advantages Disadvantages Relevance to ERP
Growth Identifies binding * Undertakes a comprehensive * Does not provide insights for Can provide insights for
diagnostics constraints to an economy-specific assessment specific sectors nor does it an overview of the main
economy’s economic of a wide set of economic examine potential new industries  structural obstacles to
growth. indicators to identify most (which are not diagnosed). competitiveness and
pressing constraints to « Focus is only on growth at national level (i.e.
competitiveness and growth. competitiveness and growth economy-wide diagnostic).
« Targets and prioritises policy and does not factor in social ) o
reforms with the highest inclusion, poverty reduction and Depending on the identified
potential impact on growth. equal opportunities. binding constraints, the
* Most of the data needed are « Focuses on binding constraints _me_thodo_logy can provide
available from domestic/ to growth, so cannot provide insights into some of the
international sources. detailed policy recommendations ~ Sector-specific diagnostics
across all thematic areas of in the ERP document.
analysis.
Growth Identifies industries with « Provides insights on key  Comparing to other economies Can provide insights for
identification high growth potential and strategic sectors by comparing based on factor endowments does the sectoral development
and facilitation the constraints that hamper  the country to others with not take into account changing section of the ERP
(GIF) their development. similar factor endowments. economic circumstances (such document i.e. what are the
framework « |dentifies key barriers as new technologies or shifts in sectors with the greatest

preventing the development of
selected industries.

 Lays out a step-by-step
approach for policy makers
to facilitate structural change
based on the framework of
New Structural Economics.

» Data can be obtained from
domestic/international sources
(e.g. the United Nations
Comtrade Database)

demand for goods).

« Depending on the selected
sectors, the analysis may not
provide a comprehensive overview
of cross-sectoral/horizontal
obstacles to competitiveness and
growth.

* Focus is only on competitiveness
and growth and does not factor in
social inclusion, poverty reduction
and equal opportunities.

development potential.

Can provide some
insights for the overall
economy-wide diagnostic
of key obstacles to
competitiveness and
growth.
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Table 2. Diagnostic methodologies (cont.)

Investigating

Economic
Opportunities Description Advantages Disadvantages Relevance to ERP
Growth Examines the contribution ¢ Suggests where the potential * Does not explain the underlying It is critical for the analysis
accounting of different factors to structural improvements in causes of growth. It therefore of growth challenges at the
economic growth (available  growth of real GDP lie. should be complemented by national level
capital, labour, human * Required data should be institutional, historical and (i.e. economy-wide
capital and technology) in available for all South East case studies if one wants to diagnostic) especially
order to determine which Europe (SEE) economies. explore the underlying causes the section on high-level
factor is most likely to of growth, innovation and growth challenges.
create an increase in real productivity change.
gross domestic product
(GDP).
ITC export Trade competitiveness « Gives a better understanding of * Cross-country comparison Can provide insights on
competitiveness assessments: what encourages/discourages does not take into account the external competitiveness
assessments Identify drivers and/or export competitiveness. changing dynamic structures of ~ for the economy-wide
obstacles to an economy’s e Benchmarks an economy’s the global economy. diagnostic.
export competitiveness. export strength in terms of * Focus is only on
Export potential factors of production and the competitiveness and growth Can provide insights for
assessments: general business environment. and does not factor in social the sectoral development
Identify high-potential e Compares an economy to inclusion, poverty reduction and section of the ERP
export products and others with similar export equal opportunities. documenti.e. which
attractive markets for each structures to help understand sectors have the greatest
high-performing export where domestic capacities are development potential.
product. strong/weak.
Export opportunity scans: ¢ Required data is mostly trade- Can provide insights for the
Identify export related and thus available for diagnostic of the external
opportunities for most SEE economies. trade and investment
economies and regions (can facilitation section of the
be done bilaterally) document.
EXPY (export Estimates the level of « Gives an indication of the * Does not take into account Can provide insights on
sophistication) technological sophistication  economy’s potential for export the differences in quality external competitiveness
/product space embodied in an economy’s diversification and further of exported goods between for the economy-wide
analysis export portfolio. productivity gains. economies, which reflect diagnostic.
* Provides insights into how differences in productivity.
easily export diversification can ¢ Does not provide insights Can provide insights for
be achieved. into structural/institutional the sectoral development
 Helps understand which constraints to export section of the ERP
sectors have high development  diversification. document i.e. which
potential based on e Focus is only on sectors have the greatest
complementarities with existing  competitiveness and growth development potential.
sectors. and does not factor in social
* Relies on data that is available inclusion, poverty reduction and Can provide insights for the
for most economies in the SEE equal opportunities. diagnostic of the external
region. trade and investment
facilitation section of the
ERP document.
Cluster Examines and evaluates « Helps identify the sectors * Cluster development is a Can provide some
analysis the health and dynamics with highest diversification challenging endeavour with insights for the overall

of an economy through
benchmarking clusters.

potential.

* Helps evaluate which regions
are most likely to develop
clusters in new areas.

mixed results.

« Data limitations may constrain
such an analysis in some SEE
economies.

*Focus is only on
competitiveness and growth
and does not factor in social
inclusion, poverty reduction and
equal opportunities.

economy-wide diagnostic
of key obstacles to
competitiveness and
growth

Can provide insights for
the sectoral development
section of the ERP
document i.e. which
sectors have the greatest
development potential.

18
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Chapter 2

Policy area diagnostic

Step-by-step approach and selected policy area indicators,
structural obstacles and impacts on growth
and competitiveness.
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2. POLICY AREA DIAGNOSTIC

Policy area diagnostic

Objective

To summarise the key challenges the economy faces in each policy area and to
explain how they affect competitiveness, growth and social outcomes. The policy area
diagnostics are part of the foundation of the structural reform section of the ERP from
which all policy area-specific reform proposals should follow logically. The methodology
laid in the following pages should help line ministries and other relevant authorities
in providing an analysis of main obstacles for the ERP Section 4.3 (Analysis by area and
structural reform priorities).

Key questions to be answered

1. What is the state of play in the given policy area? What are the key features
characterising the policy area?

2. What are the main structural obstacles and bottlenecks in this policy area?
3. How do these obstacles affect competitiveness and growth?

Suggested approach

Define the state of play in the given policy area
Provide an overview of the key features characterising the policy area.

!

Identify the underlying obstacles to growth and growth challenges
Summarise the key barriers to sector development (economic) for the given policy area.

!

Highlight how these obstacles impact economic competitiveness and inclusive growth
Explain through what channels these key obstacles affect the economy.

Step-by-step approach
1. Define the state of play in a given policy area

This first step should provide an overview of the current landscape for the given
policy area. As with the economy-wide diagnostic, this first step seeks to give a bird’s eye
view of the main features of that policy area.

Note: this section should not be backward-looking and should not provide a progress
report on what has been done to reach the current state. The focus of the diagnostic
should really be on describing, as succinctly as possible, the current challenges/situation
in each policy area.

This first part should seek to answer the following questions:
1. What are the key features characterising this policy area?

A good diagnostic will provide a concise but thorough overview of the state of
play in each policy area. To help line ministries in this endeavour, an overview of
key features that should be covered in the diagnostic for each policy area of the ERP
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document is provided (see Table 3 below). In addition, the tables of this document
provide a list of key indicators that could be used to analyse and subsequently
describe these key features in the document.

2. How do the indicators in 1) compare to the government’s strategic targets (i.e.
where is the economy now compared to where the government wants it to be)?
How do they compare to relevant benchmarks from other economies?

Note: benchmark economies will vary depending on the indicator under
examination. They can thus include developed economies (e.g. EU15), the EU28, new
EU member states (EU13), fast-growing emerging markets (for example if looking at
growth figures) as well as regional peers (WB6). Selecting appropriate benchmarks
is essential for a sound and objective diagnostic. If needed, the OECD can assist in

identifying appropriate benchmarks.

Table 3. Key features of the state of play

Policy area

Key features of state of play

Energy and transport
market reform

Sectoral development

Business environment
and reduction of the
informal economy

Trade-related reforms

Research, development
and innovation (RDI)
and Digital Economy

Education and skills

Employment and labour
market

Social inclusion,
poverty reduction and
equal opportunities

Transport: main transport corridors, different modes of transport, inter-modal connectivity, road safety,
institutional infrastructure governing transport (including private sector share, level of unbundling,
alignment with EU legislation).

Energy: main energy corridors, different sources of energy supply, energy connectivity with neighbouring
countries, institutional infrastructure governing the energy sector (private sector share, level of
unbundling, extent of liberalisation of the market. alignment with EU legislation).

Agriculture: size and significance of the sector (including contribution to GDP, contribution to employment,
level of state aid), structure of the sector (including agricultural and livestock production), capacity and
potential of the sector (including agricultural land, level of consolidation, irrigation, quality of machinery,
food safety and quality standards compliance, size of rural population, labour productivity in agriculture).
Manufacturing: size and significance of manufacturing industry (including contribution to GDP,
contribution to employment, level of state aid), structure of manufacturing industry (including industrial
and manufacturing production), capacity and potential of the industry (including quality of machinery,
compliance with quality and eco- standards, labour productivity in manufacturing).

Tourism: size and significance of tourism (including contribution to GDP, contribution to employment,

level of state aid), capacity and potential of tourism (including overnights in all types of accommodation,
destination accessibility, tourism infrastructure [accommodation facilities, air connectivity and inter-
modality], natural resources and cultural resources, visitor satisfaction rating and intention to repeat visits,
use of e-tourism and other innovative services, labour productivity in tourism).

Overall ease of doing business, administrative and regulatory burden on businesses (including fiscal and
para-fiscal charges), property rights, competition (including informal economy), bankruptcy and second
chance.

Trade integration at regional, EU and global level, with a special focus on standards, trade agreements,
trade openness, membership towards the World Trade Organization (WTO), main trading partners, main
trading sectors, policies to attract FDI.

Research, development and innovation (RDI): level of public and private investment in research and
innovation, incentives for innovation, inter-institutional collaboration on innovation.

Digital Economy: significance and capacity of the ICT industry, regulatory framework, digital skills,
e-government

Educational attainment and quality, alignment with needs of labour market, life-long learning, public-
private partnerships in education etc.

Employment, labour force participation, unemployment (including structural), labour market flexibility.

Poverty rate and profile (by age, gender, ethnicity etc.), access to education and other public services (by
gender, ethnicity etc.), income inequality.

2. Identify the underlying obstacles to growth and growth challenges

This second step aims to provide a more detailed overview of the key growth challenges,

zooming in on the main structural obstacles that impede the economic development in that
policy area.

Most economies will be able to rely on existing studies to identify the most critical

and pressing obstacles to inclusive growth and competitiveness for each policy area when
writing this section of the ERP document. The OECD Competitiveness in South East Europe: a
Policy Outlook and SME Policy Index, World Bank Doing Business report, studies of the national
investment forum council and other relevant publications can also serve as repositories of
data and insights on key structural obstacles by policy area.
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The approach outlined in this tool relies predominantly on benchmarking against
relevant comparable countries, but economies in South East Europe (SEE) can also rely on
other approaches if they deem them more appropriate.

This section should answer the following question:

What are the main structural obstacles, as identified in your analyses? Structural
obstacles represent features in the current economic and governance structure that hamper
economic development and growth. They can be caused by government failures (inefficient
or ineffective government policies) or by market failures (problems arising from inefficient
functioning of the market due to externalities, information asymmetries etc.).

Defining the structural obstacles to growth or development in a given policy area can
be challenging for a number of reasons. First, it may be difficult to disentangle obstacles
from their negative outcomes on the economy. For example, outdated infrastructure can
be defined as an obstacle in that it has a negative impact on the cost, speed and quality of
transport of goods and services, which, in turn, negatively affects investment and exports.
However, outdated infrastructure is also fundamentally a negative outcome of structural
issues pertaining to underinvestment (especially private) in infrastructure, which, in turn,
has to do with incentives for private-sector participation in this sector.

Another challenge is to identify the level at which to define obstacles. For example limited
access to finance is a key obstacle to growth and competitiveness. If firms cannot easily and
affordably access finance, they cannot make productive investments that enable them to
grow. However, difficulties accessing finance can reflect a series of underlying structural
constraints from weak competition in the banking sector to issues with the cadastre system.

In this tool, the OECD attempts to provide some illustrative guidance on how countries
could define the structural obstacles. It mostly concentrates on high-level obstacles that are
essential ingredients of the diagnostic, keeping in mind that elaborating those obstacles
will require the provision of specifics about the underlying causes, which will differ from
economy to economy. It also distinguishes between obstacles and their potential impact on
the economy which can also help disentangle the two.

The tables present in the following pages summarise these structural obstacles along
with common symptoms associated with each. This is by no means an exhaustive list and
economies are encouraged to use them as examples/templates against which they can
define their own obstacles for the ERP documents.

3. Highlight how these obstacles impact economic competitiveness and inclusive growth

The final step puts the structural obstacles into perspective by highlighting how they
affect the overall economy. It also demonstrates that the structural obstacles identified are
indeed the most relevant and important ones for that policy area.

This section should answer the following questions:

1. Do the obstacles affect one or more of the following variables: investment, exports,
consumption, productivity or employment?

2. If so, through what channels is this impact manifested? For example, weak access to
finance affects SMEs’ capacity for investment and innovation, which, in turn, limits
the scope for diversification of the domestic production and export base and limits
the capacity of SMEs to link into global value chains.

Please note this can be just a qualitative overview of the kinds of negative impacts that
the structural obstacles have on the economy. However, if there are concrete studies that
have attempted to provide a quantitative measure of that impact, they can be cited in the
report (e.g. “a study conducted in 2014 estimates that disruptions from electricity outages
costs companies X millions of euros annually”).
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Note

1. The indicators, structural obstacles and envisaged impacts on competitiveness and growth

listed in the following pages should not be considered rigid or exhaustive: the main purpose
is to guide line ministries in collecting relevant information and processing it in order to
detect relevant structural obstacles and their impact on growth and competitiveness in the
specific field of competence. Line ministries are invited to reduce, expand or change indicators
according to their availability and relevance in describing the state of the economy. Likewise,
if economies can define the underlying structural problems behind these obstacles more
narrowly, they should concisely do so in the ERP diagnostic. Additionally, users should go
through the questions outlined above to provide a more detailed review specific to the obstacles
they have identified.

. The categorisation of indicators, obstacles and their effect on the economy is meant to provide

illustrative guidance to support line ministries in effectively defining the overall state of play
in its field of competence. The outcome should be a clear and concise description of the main
obstacles limited to approximately one page in the final Economic Reform Programme (ERP)
document (Section 4.3, as detailed on p. 12 of the European Commission’s ERP Guidance Note).
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OECD GLOBAL RELATIONS
SOUTH EAST EUROPE

The Organisation for Economic Co-operation and Development (OECD) is a unique forum

where governments work together to address the economic, social and environmental challenges

of globalisation. The Organisation provides a setting where governments can compare policy

experience, seek answers to common problems, identify good practice and work to co-ordinate

domestic and international policies. The OECD currently has 35 members and engages in extensive
relations with partners from over 100 economies around the world.

Since 2000, the OECD South East Europe regional programme has closely collaborated with

economies of the region to foster growth, investment and employment through reforms in favour

of competitiveness and private sector development. The programme addresses regional and

national needs, capacities and reform priorities; while translating OECD standards and best

practices into actionable advice for South East European economies. The programme currently
encompasses three main streams of work.

1. The programme supports Western Balkan partners in the preparation of their Economic Reform

Programmes which are part of the EU Semester. The OECD aims to assist with relevant approaches

and tools to facilitate the definition of adequate medium-term macroeconomic and fiscal
frameworks along with specific policy reforms.

2. The OECD also works with policy makers from the region to benchmark progress with

broad-based structural reforms, as reflected in a publication titled Competitiveness in South East

Europe: A Policy Outlook. The Outlook compares progress on the basis of a comprehensive matrix

of qualitative and quantitative indicators across seventeen policy dimensions key to
competitiveness.

3. Another initiative of the programme focuses on policy reforms aiming to facilitate the

implementation of the Small Business Act for Europe. The SME Policy Index, a periodic flagship

publication, monitors convergence towards good practices, supports governments in setting

targets for SME policy development and facilitates policy dialogue on future and current
challenges.

The strong co-operation effort taking place under the auspices of the programme is carried out
thanks to voluntary funding, in great part contributed by the European Commission.

Co-funded by the European Union
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