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Executive Summary

ADefinition: A structured approach between foreign and local enterprises to support
SFOK 20KSNXQ&a SO02y2YAO LISNF2NXI yOS

ABenefits: To improve competitiveness by facilitating capital, technology transfer and
skills development

AStatus in the Western Balkans: FEME linkage programmes are in their infancy in
South East Europe
AThree SEE countries have linkages programmes
AHowever, most SEE countries believe a structured programme is a key success
factor for an effective linkages programme

ACKS aK2g G2¢é 3TFdzARSEAYS gl a aiNHzOGdzNBR
countries:

AFirst step is to define the linkage strategy

ASecond step is to set up the basic operating structure

AThird step is to prepare for the launch

AFourth step is to monitor for results

AFifth is to sustain the linkages
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What are FDISME Linkages and their benefits?

FDI-SME Linkage

A structured approach
between foreign and local
enterprises to support each
ot her s econ
performance

/Country level Benefits

Ancreased economic activity

Ancreased employment

A ong-term increase in local competitiveness

\éBetter quality products and services

/SME Level Benefits
Arechnology transfer
ASkills upgrading

Anlignment to international quality standards

\AAccess to new domestic and/or foreign markets

/“MNE level benefits
Auicker delivery times
AReduced transportation costs
AReduced inventory costs

Anhanced reputation and local license to operate

\Amproved integration in new overseas markets

AN




What kind of linkages exist?

Backward linkages with
suppliers

Forward linkages with
customers

Linkages with
competitors

Linkages with technology
partners

Other effects

Foreign investors purchase
components, materials and
services locally.

MNESs outsource the
distribution of brand name
products.

MNEs set new standards
for local firms to compete
with.

MNESs initiate common
projects with SME partners
(e.g., joint ventures,
licensing and strategic
alliances)

Inward investors
demonstrate new ways of
doing things to local firms.

New market opportunities
for local firms.

Leads to development of
downstream relationships
with local SMEs (i.e.,
franchising).

Raises productivity and
quality of final goods and
services produced.

Source of new technology
and know-how for
companies in the host
economy.

Stimulates innovation and
human capital spillovers.



What kind of environment enables the development
of a linkage programme?

Gitical Mass of Purchasing Companie?
ADemand-side of equation

AChance for local SMEs to supply MNEs
Aurchasing requirements of a number of

companies is critical, one MNE is not

/
~

Qnough

/Pool of Domestic Suppliers

ASupply-side of the equation
ACompanies capable of supplying goods
Aand services required by

Alemand companies to their

Kﬁsftandards and specifications.

/

~

he Al i

éfective Selection Mechanism
Brings about t
demand and supply side

AVINES reluctant to participate in linkage

programmes unless they have some control

/
~

ASupport mechanisms to assist SMEs to meet

Q selection of suppliers

Gjpport Mechanisms

MNE standards may include:
Aechnology upgrading

Ananagerial training and

Kﬁaccess to capital to acquire new equipment/




Examples of measures

Information and

Matchmaking

-

A Handout s

A Updated e
databases

A Acting as
INn negotiations

A Supportin
audits

A Sponsorin

exhibitions, missions

and conferences
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Measures to Enhance

Capabilities of SMEs
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with foreign affiliates
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R&D cooperation
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packages
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Encouraging MNEs to

Engage in Partnerships

r o

ar

or

rr

ﬁlndirect fihnc

p éuppliers channelled

through their buyers
A Tax credits
t reedrotherfigeal benefits to
firms providing longterm
funds to suppliers
A @ivancing development
a NPEOErHBMES s
with the private sector

A Support for

or

qgroi

Qaining programmes /




Malaysia: Tax deductions for knowledge transfer
Example of measures to enhance capabilities of SMEs

A Under Industrial Linkage Programme (ILP), investors claim tax
deductions for costs involved in providing support to local
suppliers, including training, product development, and factory
auditing to ensure local supplier quality.

Background

A Under Global Supplier Programme (GSP) specialists from
foreign affiliates are seconded for up to two years to local firms
for the purposes of local upgrading.

A Metal stamping and precision tooling, contract manufacturing for

Target Sectors assembly, production of plastics and packaging.

A Most SMEs have emerged as spin-offs from US-owned affiliates,
Results as employees have left with technical and marketing expertise to
set up their own companies, often encouraged and supported by
the MNEs themselves.




Singapore: Skill transfer sponsored by the state
Example of encouraging MNEs to engage in partnerships

ASi ngaporeods Local | ndust rppmotep g r a
technology and skill transfers from foreign firms to local suppliers.

Background

A Programme was based on an engineer or manager from the
foreign firm paid by Singapore Economic Development Board for
two to three years to select and assist local suppliers.

A Two-thirds of LIUP partnerships in electrical and electronics

Target Sectors sectors.

A 1986 -1994: 32 partnerships were created involving 180 domestic
suppliers.

A Productivity of suppliers in the early stages rose by an average 17
percent, and value added per worker increased by 14 percent.

A 1999: LIUP resulted in linkages between 670 local business and 30
foreign MNEs and 11 large local enterprises, government-linked
companies and government agencies.
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Who does it?

AFood processing,
Automotive, Plastic
Products, Wood
Processing, Packaging

ASelected on the basis of
requests by SMEs and
analysis of needs of
foreign MNEs

AFDI-SME database
includes general
information, company
profile, corporate history,
geographical presence,
and financial structure

AHorizontal approach

ASelected on the basis of
requests of local SMEs

AFDI-SME database
includes general
information, company
profile, corporate history,
geographical presence,
key supply needs,
strategy and planning

AICT, Agriculture,
Industry, Light Industry,
Transportation, Tourism,
Hotel Business

ASelected on the basis of
requests by SMEs and
analysis of country
needs and requests
from foreign companies

12



Linkage Programmes in South East Europe

Current State

{Challenges ]

Best practices and lessons learned
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Objectives of the program: Enhanced competitiveness

Suggested economic and social objectives to take into
account for an effective FDI-SME linkage programme

100%

1

90%

80%

70%

Percentage of 60%
respondents who

identified %%
i mpor t spedifid a

objective 40%
30%
20%
10%
0%
SME Competitiveness Employment Internalisation of local
SMEs

Economic and Social Objectives

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia

Balance of payment
improvement
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Good linkages help transfer knowledge and
INncrease access to new markets for local SMEs

Perceived impact of an FDI-SME linkage programme at the
suppliers' level

100% - 1
95% -
90% -
85% -
Percentage of 80% -
respondents who
identified an area of 750 -

i mpact as being
at the |l ocal 250b -

level
65% -
60% -
55% -
50%
Transfer of Access to Skill gaps Access to capital Employment
technology and | international markets
know-how

Area of impact

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Challenges limiting or stoping countries in the region from
developing an SME-FDI linkage programme
50% -

1
45% -
40% -
35% - [
0, |
Percentage of respondents 30%
who identified the areas as 25% - 3
Aidi fficulto th%—
15% -
10% - m Difficult
5% -
0% -
Developing a Prioritising and Developing Identifying local Organising Developing
database focussing on selection suppliers targeted road effective media
including most specific sectors  criteria to shows campaigns
local suppliers  to address identify most
for the sector relevant MNEs

to target

Type of challenge

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Survey respondents: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Top barriers MNE's mention when refusing to collaborate in
an SME-FDI linkage programme

70% 1
60% 2
50% 3

Percentage of 40%
respondents who

|~dent|f|ed t‘he area as the 30%
Aimost o i mportan

to MNE participation
20%
- . .
0% . .

Legal system Transportation Information Corruption Skills Economic and Labour
and business about local regulatory regulations
disputes partners uncertainty

Type of barriers

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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The need for structured programmes

Key success factors that need to be taken into account for an
effective FDI-SME linkage programme

90% -
1
80% -
70% - 2
Percentage of 60% -
respondents who ranked
as fimost i mporgHos - 3
success factor for FDI-
SME linkages programme 40% -
30% -
20% -
10% -
0% -
Structured Skilled Staff Linkages with Private Linkages with Linkages with
Programme Sector universities and embassies abroad

research centres
Success Factors

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Linkage Programmes in South East Europe

Current State

Challenges

[Best practices and lessons Iearned]
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Who else can we learn from?

Czech Republic Ireland Slovenia

Slovakia Turkey Sweden

Estonia Hungary Serbia

20



FDISME Linkages

Definition and Context
Importance of Linkage Programmes

Linkage Programmes in SEE countries

[5 Step Approach}

21



The 5 Step Approach

Phase 1

Define the

linkage
strategy

Economic
and Social
Objectives

Self-
Assessment

Prioritising
specific
sectors

|dentifying
foreign and
local
participants

Pilot sector

Phase 2

Basic structure

and
organisation
Co-ordination
committee

Planning and
budget

Project linkage
team

Project office
and business
linkages centre

Indicator-
based
monitoring

Database

Phase 3 Phas_e 4 Phase 5
Design and ré‘\gﬁﬂg%r Sustaining
launch impact linkages
Approaching Measuring Concept of
selected clusters

Extending to

companies
other sectors

First strategic audit

Defining a
development plan
with each
company

Timing the
initiative and
media campaigns

Using forums to
identify
programmes
Developing

interactive
databases

22



The 5 Step Approach

Phase 1

Define the linkage strategy

AEconomic and Social Objectives
ASelf-Assessment

APrioritising specific sectors

Aldentifying foreign and local participants

APilot sector

23



1.1 Set clear economic and social objectives

AVision should be based on an understanding of the strengths and
weaknesses of the economy and of the challenges facing it in a
globalizing world.

AA linkage programme should address the competitive needs of
domestic enterprises and the implications they have for policies,
private and public support institutions and support measures.

AGovernment 6s objectives should be
stakeholders.

24



1.2 Conduct a selissessment

Level of internal
capabilities to make a
SMEFDI linkage
happen

Existence of generic
linkage program

Implementation of
sector specific
approach

Country to focus
on developing a
Development of a sector specific
sector specific strategy approach

——SEE regior
-=-Your country

25



1.3 Prioritise and focus on specific sectors

Country
%%”eﬁ@ OECD Sector Prioritization IndexSEEegiont
Travel & Tourism Telecomms$ ® Automotive
55 ) ®
50 Financial Servic@ Healthcarek Real Estate
Construction Pharma

45
“ ® Textile$
3 ®E & Electricit

ner ectrici ]
30 » ) ¥ Metal ® Printing & Publishing ® Food & Beverages
25

Mining
20
o Agriculture
10 ] Market Attractivenes$
20 25 30 35 40 45 50

NOTES! Points allocation has been weighted against 2005 real GDP figures for Albania, Bosnia and Herzegovina, Croatia, FYRuMa8eduaia
2Variables in Market Attractiveness and weightsarket growth (20%), total output share and growth rate (20%), value added (20%), exports as a proportion of tota{l&¢phrtsade

balance (10%), degree of industry consolidation (10%), number of establishments (10%)

3Variables in Country Benefits and weigh#Bl stock (20%), employment level (20%), potential for employment generation (20%), potential for innovation (2@%€r spdther
industries (20%)

4OECD classification based on NACE codes; includes ICT and BPO services

5OECD classification based on NACE codes; includes automotive components

8 OECD classification based on NACE codes; included in consumer goods and retailing

26



1.3 Prioritise and focus on specific sectors

Criteria to help select a sector:
Mresence of foreign affiliates and capable domestic firms

MDegree of match between local capabilities and MNESs input
requirements of foreign affiliates

Arechnology content of the activity and the scope for moving up the
value-added chain;

A=DI inflows over 5-year period
ADI as % of GDP
A evel of unemployment in the sector,

Advailability of expertise to support SMEs in that sector

27



Best practices in SEE: Adopt filtering criteria

Filtering Criteria adopted by Serbia

to identify participating MNES

How countries identified specific
requirements of suppliers
participating in the pilot programme

@mpany type

ARole and position in the sector

Motential attractiveness to the

country

AExisting contracts and relation

.

~

ships

/

@equest for proposal sent to S@

ASurvey with the local business

community
ASpecific requests from MNEs

Aersonal experience

@blic announcement /




1.4 ldentifying relevant foreign and local companies

Criteria to identify the MNE

Kﬁéxisting strategy and announced plans (eg. Reduce costs, enter new \
markets, etc.)

ACompany type (e.g. primary target [e.g. intermediary] or secondary target
[e.g. end-user company])

Aviarket share globally/regionally
ARevenue and profit growth

ACurrent and planned presence in the region

Gxisting relationships and past interactions with companies in the country

29



1.4 ldentifying relevant foreign and local companies

Criteria to identify the SME

/ Adentified by the purchase company \

Arechnological benchmarking
ASkills audits

fSize of firms

Aroduction capabilities

ASO certification

ACommitment of key managers to the idea of continuous improvement

Awillingness to upgrade their operations to meet international standards
Advoid start-up entrepreneurs /




1.5 Pilot Sector

MBest practice organizations start with a pilot sector

AStart small and build policy monitoring, flexibility and learning into the
programme

Aests programme without committing large resources

Milot programmes typically last about 18 months and cost nearly $300,000
Adentify clear targets of purchasing companies and potential suppliers
ACarry out technical audits

AEstablish support mechanisms and set up development plans

Arhey help define realistic targets for new business development generated
by the linkage programme

Source: UNCTAD, Developing business linkages,2006
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Lessons Learned from your experiences

Suggestions on
selecting MNEs in the

programme

KARaising awareness, training,\

best practice case studies

AChoose companies which
provide a various set of
services

el ect SMEO6s t

announcements, assess them

and offer them to take part

Kin '"Me et thejs

Suggestions on selecting

local companies

@)cus on the ones

identified by respective
MNEOG s

ASMEs ability to supply
goods and/or services
following international

standards

"rough public

Aattitude of local SMEs

management teams

QGI’O events

~

/

Suggestions on

selecting the pilot sector

(x

ocus on sectors recognized

as target sector for attracting

investment in the country
ACluster mapping indicators
AConsider the investors

preference towards specific

fields of activities

o /

32



The 5 Step Approach

Phase 2

Basic structure and organisation

ACo-ordination committee

APlanning and budget

AProject linkage team

AProject office and business linkages centre
Alndicator-based monitoring

ADatabase

33



Phase 2: Structure and Organisation

2.1
Coordination
Committee

/Members: \

APA

Aerivate sector reps
AGovernment
Mirector

Function:

AGuide overall
direction

AScope
Andvice

Konsultation

. /

2.2
Planning and
Budget

Mefine planning and
budget for different
stages of programme

ANormally 3-5 years
frompilot to
extension

Adentify sources of
funding

fState budget and
donors

\_

~

2.3
Linkage Team

AResponsible for
implementing
programme

AProject director
Alinkage promoters

fstaff should be
experienced in
production processes
and best practices in
manufacturing
processes

o /
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Phase 2: Structure and Organisation

2.4
Project Office
and business

centre

AEquipped with
hardware

KOffice

accommodation
Arransport

AData storage
systems

Arovided by
government and
located within
existing agency or
through donor
agencies

o

~

/

2.5
Monitoring
Mechanism

4 N

AVleasure success

ANumber and value
of contracts

ANumber of SMEs in
supply database

ANumber of MNEs in
purchaser database

ANumber of new
SMEs in local supply
chains increased
sales

Mrofit and revenue

\_ /

2.6
Developing a
database

-

Should include:

Alocal company
profiles

Aegments

Aiistory of
relationships with
foreign companies

Adirect link with
statistical agencies

Anternational
company profiles
based on past

relationships

o

/
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Step 2.6: Key functionalities of database

Data creation/storage

Data usability

Data analysis/mining

w Creation and
maintenance of the
reference company
database

w Automatic link to
other Government
statistical databases

w Automatic update of
registered information
by company (in
coordination with the
National Department
of Statistics)

w Automatic feedback
between IPA and
companies included in
the database

w

w

User-friendly interface
w UNICODE (UTF -8)

w Bilingual interface Local

language/English
w Standard Query
Language using QBE
coding
Simple export of data into
DOC, TXT, XLS orCSV

Simple export of codes for
demonstration to clients, or
foreign similar institutions
Easy searchfunctionalities

Web-publishing

Sharing of information
among MIEPQO users

Possibility to profile each
company

Possibility to leverage the
database for lead
generation (identification
of company having
coactived rep
in the country and those

t hat aredéppr

Group/ Community
management
Easytod o 6 s assi
and monitoring

36



Step 2.6: Proposed structure of investors database

Section A. General Information

Section B. Company Profile

Section C. Corporate History

Section D. Geographical
Presence and Global Operations

Section E. Financial Structure
and Accounts

Section F. Key Supply Needs

Section G. History of Contacts

Section H. Strategy and Planning

ACompany name
ACompany Type
AMain Management Body

AMain Industry
ABusiness Segments
ATypes of Products

ADate of creation
AProduct milestones

ACountries of operation
APresence in the country
ALink with suppliers

A Ownership Structure
AFinancial Statements

AEstimated Breakdown of Supply Costs
AMain Supply needs by category
AMain suppliers nationally

AMeetings
AEmail Communication
APhone Communication

ACompany approach
Aldeas for collaboration
AOpportunities

37



The 5 Step Approach

Phase 3

Design and launch

AApproaching selected companies

AFirst strategic audit

Mefining a development plan with each company
ATiming the initiative and media campaigns
AUsing forums to identify programmes

ADeveloping interactive databases

38



Phase 3: Design and Launch

3.1
Approach selected
companies

Aviake clear
presentations on
benefits of
participation

\_

~

3.2
First strategic
audit

/

To assist local
SMEs to become
qualified suppliers
necessary to:

Adentify potential
deficiencies (capital,
machinery, labour) of
supplier SMEs

Arepare plan on
rectifying
deficiencies

Aevelop schedule
of activities to
overcome

\

deficiencies
\ P

3.3
Defining a
development plan

/With each \

participating
supplier ajoint
development plan
should include:

ARecommendations
on market strategy

Arargeted support to
improve local
supplierso
competencies

Adccess to finance
to assist local SMEs

competencies

to improve

39



Phase 3: Design and Launch

3.4
Timing the initiative
and media
campaigns

~

ABuild on existing
country wide media
campaigns in foreign
markets

KCoincide with
roadshow and
Investor missions

N /

3.5
Using forums to
identify

programmes
/,ZBest practice \
organisations use
series of forums with
local and foreign
companies

Forums help find
common ground
on:

ABusiness
collaboration

Arraining

3.6
Interactive
databases

Ainancing

\_ /

~

A ogs past
conversations and
communication
between local SMEs
and foreign
companies.

Adentifies areas of
common interest.

ARecords all feedback
between interaction
with foreign

companies.

/
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Marketing the pilot sector to both existing and potential
SMEs

How do the countries
market the pilot sector
to both existing and

potential SMEs

@ector reports \

Marketing and OECD Best
Communication Practice
package for foreign

investors / \
Organization of

matchmaking events | Road shows
like roads shows

Exhibitions/Forums Com pany-to-
Competitions, awards, | '------------------ g company
business start-up \ /
centres

o /




The 5 Step Approach

Phase 4

Monitor results for impact

AMeasuring

AEvaluating

AExtending

42



Phase 4: Monitor and Evaluate

4.1
Monitoring

/A\/Ieasure results on\

a quarterly and
yearly basis.

Avaluate results and
incorporate the
lessons learned into
framework for a
wider linkages
programme

AConduct company
surveys covering
MNEs and local
suppliers

4.2
Evaluating

-~

\ /

Measuring extent of
linkages:

ANumber of domestic firms
that supply a foreign
affiliate.

AShare of value-added by
local suppliers to the total
value added by the foreign
affiliate.

Measuring depth of
linkages:

ASupplier productivity.
Amproved quality of inputs.

Antensify the amount of
technology used by
supplier.

Ashift the supplier to

\

4.3
Extending

/ Decision to extend \

pilot to other sectors
based on:

AMonitoring and
evaluation process.

AExperience pilot
sector helps correct
and fine-tune different
aspects of the
programme.

ASpecific indicators
such as size and
number of firms in
sector, level of
unemployment, export
orientation of the

higher value products. /

sector, can be used to

K select new sectors. /
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The 5 Step Approach

Phase 5

Sustaining linkages

AThe cluster case: post-FDI linkages

44



Phase 5: Sustaining Linkage Programmédde
Cluster concept

Cluster

A geographically
proximate group of
interconnected
companies and
associated institutions in
a particular field, linked
by commonalities and
complementarities.

<

Apromote collaborative R&D instruments to

(e

ain elements of a cluster programme:

support commercialization;
Anclude both large and small firms;
Aarget the drivers of national growth;
Aelp small firms overcome obstacles to
technology absorption and growth

Kreate competitive advantages to attract

Qard investment and brands for exports./
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Competitive Clusters in South East Europe
(SEE) countries

South East Europe Investment Committee

Investment Promotion Working Group

Prague, 9-10 April 2008

Private Sector Development Division

[
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Executive Summary

ACompetitive clusters can help sustain SME-FDI
linkages

ISEE countries can |l earn fr
experience and practices to increase transfers of

skills and technology to local firms and economy

wide competitiveness

An SEE countries clusters are still nascent

Meveloping clusters depends on the objectives and
capabilities of SEE countries

47
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What are competitive clusters?

A geographically
proximate group
of interconnected
and associated
Institutions in a
particular field
linked by

commonalities and

complementarities.

Gmntry level Benefits

Ancreases competitiveness

ASupports SME development
Arechnology transfer

Aexport Promotion

@ward investment

ARaises productivity of key sectors and enterprises

~

ﬁME Level Benefits

ACo-operation between industry and the
research/university sector

ACo-ordination of research support activities

AConcentration of innovative activities in a small

number of urban centres

Arransfer of knowledge across economic

Qetors and across the national territory

/
<

/
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What are main the elements of a cluster programme?

Promotion of
collaborative
R&D instruments

Inclusion of both Creating competitive
small and large advantages to attract
firms inward investment

Helping small firms
overcome
obstacles to
technology
absorption

Targeting drivers
of national growth

50
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4 ™
|dentifying sectors where clusters will
succeed

- J

4 N
Ensuring cluster development is private-
sector driven

- y

4 N
Firms being able to work together for their
common interests

\_ )
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Xt 2-tfrah risks

Locking in existing clusters and
technologies

-

Excessive specialisation can expose a
region to external negative shocks,
especially when labour mobillity is low

Property and labour costs may increase
when the number of companies in a
cluster increases

52



Agenda

Definition and context

{OECD experiences and practﬁces

Competitive clusters in SEE countries

How to setup competitive clusters
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Cluster benefits have been identified in the terms

of economic policy Why clusters?

Marshallian
Externalities

Porter 6s

Labour market Demanding Transportation
pooling customers

Greater variety of
specialised
intermediate
goods and
services

Trust
Rivalry

Complementarities
(Tacit) knowledge
spillovers

54



Clustered activities have a significant economic
weight in OECD countries

Why clusters?

- Number of clusters identified Economic weight

13 regional clusters/16 national
industrial clusters

Denmark

Italy

Japan

Netherlands

Norway

United Kingdom

199 industrial districts

19 industrial clusters

12 large-scale clusters

62 clusters (55 of which are
manufacturing)

154 (potential) regional clusters

Cluster firms measured to have better than
average performance

Over 40% of manufacturing employment; in
1994 firms in districts had significantly higher
levels of productivity

Over 3,000 manufacturing firms

Accounts for around 30 % of industry GDP

Around 22% of manufacturing employment

Ranging from 40% of regional employment
(London) to 15% in the North West region
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Cluster initiatives in OECD countries originate from Policies
three main policy streams

Policy

Regional

Science and
Technology

Industrial
and
Enterprise

Old

Redistribution from leading to
lagging regions

Financing of individual,
single sector projects in
basic research

Subsidies to firms;

national champions

New

Building competitive regions by
bringing together actors and
targeting key local assets

Financing of collaborative and
multi-sectoral research involving
industry and commercialisation

Supporting common needs of
firm groups and technology
absorption (especially SMES)
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Shifts in policy streams are leading to a convergence
of objectives among programmes

Policies

Science and
Technology/
Innovation Policy

Industrial and Regional
Enterprise :
Policy ol
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Cluster initiatives have three main targets:

places, sectors and actors

Targets

Sectors

ADynamic
AExposed
AStrategic

Places
ALeading
AlLagging
AHubs

Targets

Importance

ASocial
Importance

Actors
AUniversities
ASpin-off firms
AAIl small firms
ALarge firms

A-oreign firms
and investors
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What are the criteria for the selection methods?

Governance

Method Criteria

A When best participation is not clear upfront
.- A Gauge motivation of participants
Competitive
Aval ue of @Al abelo effect
A Longer terms spillovers for groups not selected

Limited AClear prioritisation of resources
number Aval ue of @Al abelo effect

AClear targets (strategic, quantitatively identifiable)
Top-down .

ACoherence with other programmes

AwWnhen best or possible participants not clear upfront
Bottom-u p Alnformation best obtained by self-identification

AGauge motivation of participants

ABest choice in a pre-defined universe

Combination ALower level of government best placed to select
AQuantitative measures / competition not sufficient
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Instruments, funding and duration Governance

Forming
partnerships

< 100 000 EUR 100 000 EUR T
3.5 years 1 million EUR

Collective services ~ L4
N nNnHeavyo
and Al i ght

1 million EUR +

4-10 years
Several years

Some of the programmes may not bring out the desired private sector responses

ADuration unrealistic relative to goals
ARegularity or financing is unclear

APublic sector does not have a clear exit strategy
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An effective governance framework is key in the
development and implementation of cluster policies

Governance

\'\

Central level
coordination

p

\\

Ensure active N
participation Clear

and articulation of
engagement of national and
private sector regional roles

& actors
\\ N
Ensure policy

coherence
across levels
of government
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OECD countries monitor and evaluate performance of yonitoring and
cluster initiatives evaluation

E.g. Clusters Initiative Performance Model, through the web-based

Global Cluster Initiative Survey

Setting Objectives Process

ABusiness environment AResearch and Networking Alnitiation and planning

APolicy APolicy Action AGovernance and financing

ACluster Strength ACommercial co-operation AScope of membership
AEducation and training AResources and facilitation
Alnnovation and technology AFramework and consensus
ACluster expansion AMomentum

Performance
ACompetitiveness
AGrowth

AGoal fulfilment
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OECD has identified key lessons learned from cluster  eaming
initiatives in member countries

|l denti fy what the national | evel ds interests ar

how a cluster approach can help overcome these problems

AWeigh the relative merits of active intervention from the national government versus framework
conditions and facilitation

AUse cluster-type policies as a valuable practical tool
ABe realistic with respect to clarity of targets, funding and duration as compared to programme goals

AEnsure that programmes have a range of instruments and show flexibility to different cluster types

Ensure policy coherence across sectors and across levels of government

ADetermine a cross-ministerial strategy for national level intervention

AWork in co-operation with regional levels in programme development for capacity building, coherence
and complementarity

e
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France: ples de competitivitéand local production passs siiges Erancs
systems

AProgramme launched 2005

A7 international clusters, 10 clusters with an international
orientation, 54 inter-regional and regional clusters

Pdles de
compétitivité

AFranced6s mai n ¢ o mfpseppadrts collaboratees s
industry-research

A Attempts to serve multiple purposes by supporting both
Ai nternational 06 and Aregional 0

A On-going since 1998

Local A SME clusters concentrated in low-technology sectors and
production located in peripheral areas

SYSlEms AGoal: increase level of co-operation among SMEs and help
them overcome their small size
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_________________________________

and Development

Agriculture Min_istry qf Ministry of Ministry of Interior i
2IEUIE, EEan@iny, FZnee and Regional | DIACT: Inter-ministerial Agency
Education and and Industry Planning ; :
Defense Research i

)
]
]
]
for Regional Competitiveness !
)
]
]
]

Up to EUR 700 million reallocated from these budgets

Up to EUR 300 million exonerations from social charges and other taxes

OSEO Financing (CDC) Quasi—pL_Jinc
Agency (SME and National Agency for National Research bank that provides
Innovation Industrial Innovation Agency financing for public
Financing Agencies) \L \/ interest programmes

Up to EUR 500 million in loans, guarantees, andeDl

Regions, .
departments and Local production systems

local governments clusters

Pbles de compétitivité




CNJ} yOSQa Of dza U SNJ LINE I NI e Sigeekil:
and regional dimensions

Map of local production systems Map of pdles de compétitivité
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Programme evaluation and monitoring |

AFinal approval of the péles took place in early 2006, therefore
it is too early for an evaluation

Pdles de
compeétitivité

A Critiques of the first months of the programme (e.g. heavy
administrative procedures, insufficient incorporations of SMEs
are taken into account to adapt procedures)

AJob creation 1993-2001: employment growth in SPLs was 9%

o :
Local versus 5.7% in equivalent sectors

JEeleli[ai[clsll A National level industrial performance: 78% of firms in SPLs
systems more dynamic in terms of employment versus only 30% for
firms not yet organised in a system
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Japan: industrial and knowledge clusters Case studies: Japan

AProgramme launched 2001 under the Ministry of Economy,
Trade and Industry (METI)

A Supports research links and promotes networking among
economic actors (mainly SMESs) that have complementary
technology capacities and needs

Industrial
Clusters
Programme

A Strong focus on relationships among industry, university and
government, business incubation and support services

AProgramme launched 2001 under the Ministry of Education,
Culture, Sports, Science and Technology

Knowledge
Clusters

A Clusters centred around key universities

A Seek to promote greater industry i industry collaboration
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Ministry of Education, “Regional Science and | S
Culture, Sport, Science i Technology :E 5 Trade, and Industry’
and Technology . Collaboration Policy . (METI)

(MEXT) § Group

__________________________________

Regional Cluster
Promotion
Associations

Industrial

Knowledge

Clusters

Clusters

Programme
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Programme evaluation and monitoring

Case studies: Japan

Industrial _
Clusters A58.7% companies launched new businesses

MOCEMINCE 21 33 of total number

ANo full evaluation yet

Knowledge
Clusters

o f

A 38.5% of companies started new collaborative projects

ventur e
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Finland: Centres of Expertise and National Cluster

Case studies: Finland
Programmes

A Ongoing since 1994

A Designed to develop regional innovation systems based on
Centres of collaboration between university, industry and government

EHpElIsE A Quantitative targets: create new jobs, prevent job losses,

create companies, develop innovations and train people in
selected knowledge-based sectors

A Started in 1997

National ATarget R&D expenditures to key clusters and increase co-
Cluster operation among firms and public sector

Programme B Qe es targeted: forest cluster, food products,
telecommunications, logistics, transport
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Ministry of Ministry of Other
Education Trade and Ministries (13)
Industry

’ \

Universities, National

Polytechnics, Technology I F\i[(_-:‘tsiarcgl
Vocational Agency nstitutes (21)
education
institutions l

Centres of

Expertise
Programme

Private manufacturing Public service sector i Commercial banks,
and servicer companies State business venture capitalists, etc.

72



Programme evaluation and monitoring g

A Evaluation for 1999-2002 programme cycle
A 5,700 knowledge-intensive jobs created
oy ram A5100 jobs preserved

SN A 316 new firms created

A 1,400 innovations

A 28,000 persons benefitted from training services

Alncreased co-operation with public actors funding research

National A Greater appreciation of supply chain relationships
Cluster

Programme A Areas for improvement: greater private sector involvement,

expensive governance costs, insufficient long-term relationship
building
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How to setup competitive clusters
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What do clusters help to improve in SEE countries

100% -
95% -
90% -
Percentage of
respondents
85% -
80% -

Increase Increase Enhance Improve Increase Increase Improve Creation of
productivity of  innovation investment human capital| Investment members' exchange of more tailored
local promotion and skills | Attractiveness participation in  information services to
companies int'l projects between industry
companies demand

Areas of improvement

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Perceived impact of an FDI-SME linkage programme at the
MNE level

40% -
35% -
30% -
25% -
Percentage of respondents 20% -
15% -
10% -
5% -
0% T T T T
Lower production costs Access to specific skills  Adaptation of technologies Market access
and products to local
market

Area of impact

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Perceived impact of a competitive cluster at the local

100% -
90% -
80% -
70% -

60% -

Percentage of

50% -
respondents

40% -
30% -
20% -

10% -

0% -

Transfer of technology
and know-how

suppliers' level

Skill gaps Access to international Employment
markets

Area of impact

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and

competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,

Montenegro, Romania, Serbia

Access to capital
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Clusters in SEE are usually in the form of industry
associations

Existing clusters in SEE
90% -~

80% -
70% -
60% -

50% -
Percentage of

respondents
40% -

30% -
20% -~

10% -

0% -
Associations/Networks of Clusters where Clusters supported by  Free economic zones Industrial Parks

companies called companies cross government grant
clusters leverage with academica

Type
Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia



Clusters tend to focus on specific sectors

Composition of clusters by sector

70% -
65% -
60% -
Percentage of 5504 -
respondents
50% -
45% -
40% -
Food products, Wood sector Textile products ~ Transport equiptment Real estate,
beverages and (including motor ~ computer and other
tobacco vehicles) and business activities
aviation
Sector

Source: OECD Assessment Survey on Linkage Programmes between local and foreign companies and
competitive clusters

Respondents to survey: Albania, Bulgaria, Bosnia-Herzegovina, Croatia, FYR Macedonia, Moldova,
Montenegro, Romania, Serbia
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Competitive clusters in SEE countries

{How to initiate competitive cluste}s
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How do we support competitive clusters? @ Fordiscussion

Step 1 Step 2 Step 3
Developing Support

Engaging collective collaborative R&D
actors services commercialisation
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Step 1: Getting the actors involved

Engage actors

[ ldentify clusters ] [ Support networks ]

Adost awareness
raising events
(conferences, cluster
education)

AConduct mapping
studies of clusters
(quantitative and
qualitative)

Koffer financial
incentives for firm
networking
organisations

AUse facilitators and
other brokers to
identify firms that could
work together
ASponsor firm
networking activities

MBenchmark
performance

Aap cluster
relationships
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Step 2: Providing necessary support services

Collective Services

mprove capacity, scale
and skills of suppliers

ASME business
development support

MBrokering services and
platforms between
suppliers and purchasers

ACompile general market
intelligence

ACo-ordinate purchasing

A stablish technical
standards

Skilled labour in
strategic industries

KCollect and disseminate
labour market information

ASpecialised vocational
and university training

ASupport partnerships
between groups of firms
and educational
institutions

AEducation opportunities
to attract promising
students

Increase external
linkages (FDI and
exports)

A abels and marketing of
clusters and regions

Aassistance to inward
investors in the cluster

Market information for
international purposes

MPartner searches

ASupply chain linkage
support

AExport networks
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Step 3: Facilitating collaborative R&D and commercialisation

Support collaborative R&D and

commercialisation

Increase link between
research and firm needs

ASupport joint projects
among firms,
universities and
research institutions

ACo-locate different
actors to facilitate
Interaction (i.e. science
parks, incubators)

AUniversity outreach
programmes

Arechnical
observatories

Commercialisation of
research

AEnsure appropriate
intellectual property
framework laws

fOvercome barriers to
public sector incentives
In commercialisation

Atechnology transfer
support services

Access to finance for
spinoffs

Andvisory services for
non-ordinary financial
operations

Aublic guarantee
programmes and
venture capital

Aramework conditions
supporting private
venture capital
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Private Sector Development Index: Framework on
Investment Promotion and Facilitation

For Discussion Only

Prague, 9-10 April 2008

Private Sector Development Division

[
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Framework

Dimension |

)

Sub-dimensions]|

Indicators

of

Investment Promotion and Facilitation

Astrategic plan

(ﬁlnvestment
Promotion
Agency

Avionitoring and
evaluation

(ﬁSME Linkages \

KCluster
development

Anvestment
Facilitation Body
(One Stop Shop)

ACountry Branding

ACustomer
Relationship
Management

APolicy Advocacy

\_ J
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Subdimension: Programme

lllustrative for discussion only

Indicator Score and Description
Activities to 1 No activities supporting SME linkages.
Support SME
Linkages
2 Programme to support SME linkages proposed.
3 Programme supporting SME linkages adopted and in
initial stage of implementation (< 2 years).
4 Activities to support SME linkages implemented (> 2
years) with clear targets to increase investment for
SMEs. Investment project record has been established.
5 Wide range of SME linkage support programmes that

are sector specific. Strong investment project record
and increase of investment.
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