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Investment Potential
in the Black Sea Economic Community

(BSEC)
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Current Investment Climate

Part Il

Intra-BSEC Investment Potential
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Methodobogical Aspects 3 Some caveats
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Indleathve er barder nvestment
potential in BSEC (ME&A, greenfield)
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Defining and Strengthening Sector Specific Sources of
Competitiveness in the Western Balkans

Recommendation for a
Regional Investment Strategy

Bodrum, July 2008

QECD Private Sector Development Division
Investment Compact for South East Europe

Importance of FDI quality

High quality FDI brings several benefits:
* Creates employment

* Improves skills, technology and innovation
capabilities

* Enhances the competitiveness of local firms

* Has a positive domino effect on other
sectors
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The cost competitiveness trap

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

* Labowr cost in services [(e.g. Business Process and Technology Outsourcing) is up to 5
times lower than in Eastern Europe.

* The cost structure of manufacturing companies (e.g. Apparel manufacturing,
automotive components) is much lower than in Western European countries.

However cost competitiveness is not sustainable

* Markets like India and China are clear low-cost alternatives.

* Cost levels in some sectors are increasing, impacting negatively on margins and
potentially eroding market share levels.

* Limited 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 value-chain

* Differentiate through value-addition and innovation in sectors like garments,
automotive components and outsourcing, for example.

* Further leverage proximity to the EU market. DECE Privms Secor Cessbapmand 1

Three regional challenges to address by policy makers

Significant gaps in human capital and the need for human capital reform linking

education and market neads
* Skills gaps in high growth industries such as Business Process and Technology

Qutsourcing can reach 60%.
* Coordination between ministries of education and economy and dialogue with civil
society are limited.

Limited focus on value-added services and innovation and the need to further
link research and businesses
* More than two thirds of the textile and automotive companies surveyed focus on cost
com petitiveness.
* Most companies interviewed recognise the need to move up the value-chain to
compete in the future.

Lack of longer term sector-specific reforms znd the need for institutional methods
to continuously identify and remove sector specitic policy barriers
* The list of sector spedfic policy barriers to address (e.g. aocess to finance for apparel
rmanutacturing , inwvestment promotion for automotive, etc.) is long.
* |dentifying and removing policy barriers to remain competitive should be a continuous
ENErCise,

DECC Prismcs Secnor Ceasbapmand 4
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Recommendation for a Regional Investment Strategy

To compete effectively, the Western Balkans needs to leverage
both short-term cost advantages and the region's proximity to EU
markets.

At the same time, there is a need to invest continuously in value-
added services and innovation to respond to customer demand
and sustain competitiveness.

However, strategies and specific policy barriers differ from one

sector to another, and especially between manufacturing and
services.

This report highlights the sector specific strategies and policy
barriers to be addressed at the national and regional level.

DECC Priescs Secno Ceasdapmarnd

Domino effect between industries...

Apparel
manufacturing

Automotive

b BPOACT

DECE Privets Swocor Casslapmant
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Positive spillover effects on other sectors
Example of apparel manufacturing

Textile

¢ Findings F o
i, -' Apparel { Ciothing

manufacturing 4 retaif

[ Raw
maternals ,f'l

DECT Privers Seonw CDeasbapmand

Business Process and Technology Outsourcing: A clear
cost advantage

Leveraging their competitive labour costs in services

'I'}?E Relative comparison of average manthly labor cost in services (2003)
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Gap in Human Capital

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

F0% of BPO firms find education
and training to be key policy issues

Skllle and education of avallable workara Kay laguas within human capital policy

=
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e
i
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Source: ZECD RCE, CECD 2007

DECE Privens Secoor Cesslapmant

BPTO Recommended strategy

Address human capital gaps by enhancing the private sector's
engagement and contribution to skills development.

Specific actions should target tertiary education as well as on-the-job
education.

A large panel of policy levers are recommended, depending on which
of the Western Balkan economies is being considered.

+ Course sponsorship, internships and specialised private education, as
well as linkage programmes and tax relief re-invested in training.

The BPTO sector should be grown further in all of the Western Balkan
economies, particularly those with significant cost advantages like
Albania and Kosovo under UNSCR 1244, but also in Croatia, which has
higher labour costs but strong opportunities to offer high-level value-
added services.

OECD Privees Secw Dwsslaprard 40
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Apparel Manufacturing: A Strong regional presence

Apparel exports are the second largest export category in the region
It is the sector with the largest regional trade surplus

The sector has significant FDI inflows when compared to CEE countries -
Annual growth rate of 53%

Cost competitive
Low wages coupled with high productivity
Wages Productivity (% Hungary Productivity)
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OECD Prives Seomor Cesslapmand 17
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Proximity to EU markets

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

Inbound Time

for Rome factor Freight Customs Relative to
0.5%/day cost duty Total cost China

Tirana? 40 0.83% 0_E0% 0.00% 1.43% F €02 375%>
Sargjevo 4 0.96% 0_60% 0.00% 1.565% 22245
Zagreb 4 0.94% 0_60% 0.00% 1.54% 22 26%
Skopie 4 0.94% 0_60% 0.00% 1.54% 22 26%
Padgorica 4 1.00% 0.60% 0.00% 1.60% 22.20%
Belgrade M 0.71% 0_E0% 0.00% 1.31% 22 405
Pristing 35 0.82% 0_60% 0.00% 1.42% 22.35%
China 288 6.00% 5.80% 12% 23 B0% -

Sounces DIECD calouiation for freight costs based on daia from Ewrostat. Hummeds {2000} for the dme facior per day. Exporthsip europa.ss for
cumoms dudes. OSginal methodology devealoped In OECD (Z0M) ; KSA

DECD Privers Secnow CDwswsbapraand 13

Recommended strategy

Raise awareness about all opportunities to move up the value chain

* Time to market though Electronic Data interchange, team based
production, inventary control systems.

* Value-added services by providing design services and further processing.

Improve access to finance

* Enhance demand capabilities {i.e. improving the accounting standards
and marketing capabilities of apparel manufacturing companies).

* Enhance supply capabilities [i.e. raising awareness of all types of
financing available both internationally and locally).

This will be particularly important for economies like Albania, Bosnia-
Herzegovina, The former Yugoslav Republic of Macedonia and Serhia
that have a strong export potential.

The involvement of both banking and apparel manufacturing
associations and of clusters, as well as regulators, will be essential to
drive reforms and change.

DECD Privees Swcewr Cassdapman
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Automotive Components: Cost and proximity advantage

Operatting costs are vary competiive, aspecially Suppliers in the region are able to meet EU
In Serhia customers just-in-time delivery requirements
Opsaring Cost inday, Sulorciive Com sl Beetre, J808 riey oustomer requirsments
Inchudes sbour posts, property costs and wlliby ooels) P ———
Fplr—— 5

P Bl I et i racem an 4
Bl

< “";;f‘:f i

Sources: MIGA (2005 CECD RCE [2008) ; JECD aralysis: company inlerdews

11 2 o 40 B0 BT

QECT Prives Swcoor Cesslapman 153

Need to improve collaboration with customers and improve
capabilities
Maintaining strong collaboration with ... and a majority of companies experience

custemers is the top business challenge that some degree f'f_5ki”5 gap in key areas related
firms face in expanding operations... to design and development
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OECD Privers Secw Dwsslaprard 48
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Recommended strategy

Develop regional suppliers by developing collaborative capabhilities
through linkage programmes and addressing information gaps.

This will be key for economies like Bosnia-Herzegovina, The former
Yugoslav Republic of Macedonia and Serhia, but also for those like

Croatia that are focusing on more high-end products.

The involvement of Investment Promotion Agencies and automotive
associations will be essential.

OEC D Privees Secnor Dweslaprand 17

Call for a Regional Competitiveness Initiative

i Match supply and demand
Humamn Capital =« Align eoinistries
Development » Devebop toods o analyse skills gaps and
L shortages
= Review the labour marks

e

= Develop a mechanism for dialogue with

LY civil socity
v Sustaining Y
p= i
Competitiveness
Remaowe sector specilic policy

1 barriers on a continuous basis
Reglonal A Sector Pollcy = Set-up regional sectar specific
Clusters . » Reforms working groups

- =
Channel innowation eflorts specific monitoring lools

= Asgess the success leveds of current cluster initiatives

» Develop an organsational strecture and gover mance moded at
the national level

« Map aut tha objectives and scope of compatitive dusters Lo
channel innovation efforts

Partnership with the private sector

DEC D Privees Swcnow Dwsslapmend 10
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* NVEST
Tn med

The FDI networking
experience

developed with
ANIMA, 2003-2009

Black Sea Trade & Investment Promotion Programme (BSTIP)
Bodrum, Turkey / 2 July 2009 [ Benedict de Saint-Laurent, ANIMA

ANIMA Invasimant Natwork
Together o & coenpet ity Madilprranaan

Tn med
Who are we, ANIMA ? 3, ANTMA Investment Network
@ Initially: A Euro-Mediterranean o PR e

Network of Investment Promotion Agencies (2002-2006)

® Nov. 2006: a Federation of 18 founding organisations
(ANIMA Investment Network)

® Now (Sept. 2008): over 50 organisations committed to
the economic development of the Mediterranean

® Goals
0 Promote the Mediterranean as an affractive destination for
investors (web site, events, scoreboards elc.)
0 Seek gpportunities for territories and investors (economic
intelligence, etc.)

0 Advocate a stable, dynamic and fair business environment for
investors and enterprises

BSTIP / 2 July 2009 ANIMA 2008 T P L L |
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Tn med

Developing a Mediterranean FDI task force
A long way....

1. ANIMA I programme (mid-2002 -June 2007}
o Creation of a network of IPAs
o Capacity building, Mediterranean site promotion
2. The transition to a permanent structure (Nov. 2006-April 2008)
o Various evaluation reports, lobbying, politics
o A fragile stand-alone structure
3. Invest in Med (April 2008-April 2011)
o The first big contract of the new ANIMA
o A kind of seed fund for 'public interest initiatives’ in specific sectors
o More concrete: BtB partnerships, FDI, trade agreements
4. ANIMA spin-offs -MedFunds, Medibtikar, SMEs, RIFF
o Consolidating fenlarging ANIMA missions
e 4 interlinked areas: innovation, clusters, entrepreneurship, financing

BSTIP / 2 July 2009 DANIMA 2008 W rvest - in-mied gy | 3

1n med

1. The EC programme
ANIMA I (2002-2007)

BSTIR [ 2 Juty 2009 DANTMA 2008 wwws et n-med oy |




# $ #O%& %' ( & " &)*% ()++

1n 'med

ANIMA in brief

® A 5-year EU project (mid 2002-Mid 2007)
© Around €9m, of which €4 m from EC (important leverage)

© An investment academy, with 60 seminars & conferences,
20 study trips & internships, participation in over 50
Euromed events

0 A Mediterranean think tank with 27 studies & observatories

o A well-referenced web site (almost 1 million visitors/year at
the end of the project)

® An active network
© Around 20 investment promotion agencies (south and north)
© Use of of a mix of private consultants and IPA practitioners
© Joint sessions with OECD, UN (WAIPA), World Bank etc.

BSTIP | 2 July 2009 SANIMA 2008 wwwinvesin-medeu| 5

in med
Agencies associated to ANIMA I

Germany: Investin Investin Italy: ICE Cyprus: Lebanon:
Investin Denmark Sweden & Regions Ministry IDAL

Syria:
Syrialnvest
{Ministry)
Israel:
Investment
Promotion
Center
(Ministry)
Jordan:

JiB

Malta | | k! Palestinian

Entﬂrprise/i.m \ /o ; Authority:

Morroco: ™ p) : ia: . PiPA
geria:  Tunisia: Turkey: GDFI

D1 ANDI  FIPA  (Ministry) Egypt: GAFI

{Ministry) .

BSTIP | 2 July 2005 DANIMA 2008 WA TR - =Tl ]
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n med
Top ANIMA I achievements

1. A community of people knowing and appreciating each other...

2. Institutional breakthroughs:
o Creation of full IPAs in Cypius (CIPA), Syria (SIA), Turkey (Invest in Turkey)
o Major reshuffiing in Eoypt (GAFT) and reforms evenywhere
o The launch of a mutual/perennial structure (ANIMA Association)

3. A good coverage of "what happens about investment in the region”
o DI obsenvatory (MIPO), newsline, reports. .
o The ANIMA website www.animaweb.org

4. Via events, initiatives and networks, the building of a new image

o Yearly Med Business Summit with The Economist, Medinnov, Euromed
Forum Capital...

o Home Sweet Home, Medintelligence, EuroMed Franchise
5. An academy of investment attraction (training toolkit)

Indirect achievement (due to multiple factors): excellent FDI results
—dramatic and continuous improvement during the period

BSTIR |/ 2 July 2005 DANIMA 2008 WA T b b 7

T TITIIT

i
-

L
T

(macro-
: BCONOMIC view)
BSTIP / 2 July 2009 BANIMA 2008 g . B T e B

$%
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inmed
MED: a region which starts counting

® The Southern/Eastern
Mediterranean region

® Once neglected, this region
(4% of world population) is
now sought by investors

® A fivefold increase in inward o

foreign direct investment P
MED share of world FOI
(FDI), up to $60 bn in 2006-8, 2

from a dozen bn in the 2000s i
® A success due to numerous z
factors —from energy boom o .y
remarkable human resources i
and better investment climate e

03 2001 2002 10T 2004 J00F Mae J00T 2008

BSTIP/ 2 July 2009 AMIMA 2008 L P T L G

Tn med
Some illustrations of impact: networking

* www.animaweb.org * Road-show in Spain r
60,000 visits a month 300 business contacts 3,000 readers

/]

= Friendship...
= Participation| 2=

' . in 50 EuroMed |, m=sr,
FDISUMMIS  instroctor workehoos events KRN

BSTIP [ 2 July 2009 ANTMA, 2008 WWw.ireestn-rad. e 10
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n med

= 1,200 IPA
professionals trained

*10 FDI
info days
= 10 internships in MEDA
* 4.5 one-year secondments countries

BSTIP / 2 July 2009 ANTMA 200 AT

n med
Initiatives

e

» MedIntelligence * Home Sweet Home diaspora
Metwork of technoparks concept adapted to MEDA
e

» Reflection on a

* Franchising
Transfer of know-how EuroMed FDI structure
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n med

Tools

e T

THl W Y D A

Setting-up of a =, = = SMILE na;
latform in M ill —~ _ base

pla in Marseille -*Et l,f';" . on
%m "’_‘i HEs e IEHdS
La Fraanies resie lo g

iRy Evestissour du i e ANIMA Te e

sl che s Wit va vie vy

o b Proche- e

"
= gk
: Elise .2 Se—— = Contact data
2,500 FDI projects  * Promotional | ™ base & tools
detected (MIPO) banners built with IPAs
BSTIP / 2 July 2009 CANIMA 2008 WA TV =g L | 13
n med

Lessons learnt - examples

® Value added by networks

© The most important is the Erasmus effect: know (and
appreciate) others, with their specific customs and approaches

© Similarity of problems met +lots of good solutions elsewhere!
® Changes brought

© Benchmarking (e.g. influence of Doing Business yearly report)

0 Copy and paste, exchange of templates, ideas re-conditioning
® Importance of tools

0 In the 80s, EU 3rd PCRD networks were based on fax

© Now: Internet, Skype, conf call. To-momrow: videoconf +online

© Need for common understanding platforms (glossary, directory)
® Governance is strategic

0 Transparent rules, quick reactivity & reporting, accountability

BSTIP / 2 July 2009 ANIMA 2008 WL N | 14

$$



# $ #O%& %' ( & " &)*% ()++

n med

These results have been

confirmed by an independent assessment
ANIMA T Evaluation Report/Atos Ogin-Europaan Commission/ Feb. 2005
® "ANIMA has invested heavily
© in the making of contacts
© the communication

0 the construction of a reputation and an image in political and
administrative circles

0 as well as within international organisations concemed by FDI,
both North and South of the Mediterranean”

® "These efforts have undeniably succeeded”

® "ANIMA has built
© a capital of confidence within the networks of MEDA-IPAs

0 and a capital of recognition in the investment promotion world,
especially among govt. departments”™

BSTIP [ 2 July 2009 ANIMA 2008 AW TV =il g |

n med

An independent ANIMA I assessment /2
ANTMA Evaluation Report/Ates Origin-Ewropean Commission/ Feb. 2005

& "ANIMA has built an instrument to alleviate the regional
isolation and assist in the technical modernisation of the MED
IPAs

o This probably represants the most effective tool currently
available in this domain within the Euro-Med area

o [Itis based in particular on an accumulation of know-how and
experience within the ANIMA team in terms of technical
assisance to the IPAs”

® "The beneficiaries of the project show a high level of
satisfaction vis-a-vis the capacity-building activities as well
as the technical assistance received”

® "The quality of the members and the management of the

team has been recognised in a remarkable almost total
unanimity; this judgement is shared overall by the evaluators”

BSTIP / 2 July 2009 ANIMA 2008 VAT PR - =TT | 16
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n med
2. The transition to
a permanent structure
BSTIP / 2 July 2009 EANTMA 2008 WP e gy I
n med

Recommendations from the EC

® "The future structure should be less formal and institutional as
possible, but have a maximum of autonomy and sustzinability
o Convergence on the idea of fixed, small-sized, non-bureaucratic and
flexible structure, capable of being pro-active and adaptative
o The MED IPAs (...) are for the most part ready to dip into their own
resources to contribute in kind to the activities
# The promotion of FDI in the MEDA region calls for a structure
involving European partners of the MED IPAs

o The project should remain open to the EU IPAs, whose contribution
remains positive in terms of sharing good practices (...) and as
promoters of innovation

o But the search for new partners in Europe should favour the world of
investors {enterprise networks, business federations, CCls etc.)”

Evaluation Report on ANIMA /European Commission/ Feb, 2005

BSTIP [ 2 July 2009 SANIMA 2008 WP e g | ]
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n med

Mission of new ANIMA

® A multi-country platform for the economic
development of the Mediterranean

® Projects
0 Investment and business parinerships - Invest in Med
o Clusters, innovation, SME financing >Medibtikar
© Organisation of Euromed events
© Future EU Neighbourhood projects (ENPI)
® Products and initiatives of ANIMA

© Observatories : MIPO, MedFunds, MedNews

0 Spin-offs and events: Medinnov, Euromed Capital Forum,
Med Economic Week, MED Business Summits

o0 Generation Meéditerranée (Diasporas), Med-Franchise,
Business Angels, Financing Platform (RIFF)

BSTIP [ 2 Julv 2009 EANTMA MNNA ananad e n.rmaed. 2 15

Organisation of new ANIMA

® Board: Pdt (Morocco then Egypt), Vice
Pdts Algeria, Palestine, Tunisia (then
Greece), France

® Marseille team Iin Solvn; Ft
0 A delegate appointed by the Board ANIMA (2010-2012)
0 June 2009: 1B international staffs
© Possible secondments by MED IPAs %

® Budget: around €2m in 2009 ?* i

@ Financing via *
0 Memberships (3%) ‘./5 \ d
0 EU projects {70%) ( i
© Local projects and subsidies (24%) -

o Sponsorhip (3%) mmgﬁﬂ
(2007-200%)

BSTIP / 2 Jul 2009 EANTME W e L DI L F T P 2
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in‘med
From ANIMA to
ANIMA Investment Network

® Incorporation of a new legal
structure (association)- May 2006

® Election of a board chaired by
Laila Sbiti —Nov. 2006 j

® Appointment of an executive team
directed by Bénédict de Saint-
Laurent (5 persons —Jan. 2007)

® Transfer of ownership (material &
immaterial assets, data bases,
web site etc.) -1st July 2007

® Transfer of 2007 subsidies + cash
advance by AFII -End 2007

® Take over of S2-2007 programme
(web site, MIPO, events such as
MBS III etc.)

BETIP/ 2 July 2003 ANIMA 1008 R NN

in‘med

The 20 funding organisations of
ANIMA Investment Network Association

=City of Marsaille (France]
=Coppord de Promood Comesoal de Cstslurgs [O0OPCA, Soain)
*Daparirmant of Invsilrenls (Morsos)

1
=lrwestment Fromotion Cenber, Min. of Iadutry, Tracke & Labor (TPC, lurasd)
= Jowder Drvvestment Dosrd (710, Jorcian)

=My Uriion of Confederstions of O e (UMCE-

whission for Rgorsl Losneme D {l France|

shiationisl Agency for Trvestreend Devalopment {ANMDE, Agera)

“Paimititusn Preenoton Agercy Fabeatruan dadh ) .ﬁ
ProvaroePrometaon (Franmor)

=Ragan dhsur (Franoe) -
*Tasm Ciste Ckpar {France! h
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Current ANIMA members (70)

® Investment /development agencies in 18 countries

0 Algeria, Belgium, Bulgaria, Cyprus, Egypt, France, Germany,
Greece, Israel, Italy, Jordan, Malta, Mauritania, Montenegro,
Morocco, Palestine, Spain, Tunisia

® Governements, public agencies, think tanks
© Region PACA, City of Marseille, COPCA, GTZ, Ubifrance etc.

0 IEMed-Barcelona, Institut de la Mediterranée-Marseille,
CEDITH, AMEC, Agenfor etc.

@ International organisations
0 OECD, UNCTAD-WAIPA, BusinessMed

® Euromed and world networks

© Business and engineers’ schools, women entrepreneurs, young
Med leaders, innovation, financiers, SMEs, textile/fashion, etc,

e Companies (ANIMA Club)

BSTIP / 2 July 2009 ANIMA 2008 www,imeest-fn-med s

Image building for
the new structure

BSTIR [ 2 July 2009 ANIMA 200E wars e st n=med ey 2
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New web site
for the
Association
Homepage

Search for
subscribers,
partners and

sponsors
Example
of services

proposed

BSTIR / 2 July 2009
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A difficult but useful time

@ End 2006-Mid 2008: crossing of the desert...
© End of ANIMA I
© Uncertain perspective for next project
0 Local support but limited means
© Down to 5 staffs
® However
© The think tank tools were maintained
© The structure started to be organised (legal, admin, finance
etc.)
0 A good time for brainstorming: what was right and wrong in
FDI, would FDI suffice, what are the real needs for MED etc.
O Proposals and partnerships were prepared carefully for next
stage

n med
Think tank work - Major Med telecom deals
For mobile networks, over €30 bn invested over 6 years |

%
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