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l. INTRODUCTION AND BACKGROUND

The objective of the Serbia Competitiveness and Economic Efficiency (SCEE) Project
(PCE-1-00-98-00013-00, Task Order 811, or “the project”) was to assist in promoting
Serbian economic and entrepreneurial competitiveness. SCEE was intended to assess
Serbia's competitiveness and its competitiveness potential, conducting analyses and
examinations to integrate insights about Serbia's political economy with the experiences
of other nations in a format that would allow leaders to enhance Serbia's competitive
position in a global context. The assistance was provided in a number of areas, such as:

»  assessing Serbia's competitive position, including strengths and weaknesses;
creating industry clusters? to build long-term competitive advantage;
guiding the establishment of a Serbian National Competitiveness Council
(NCC) to promote competitiveness-enhancing behavior;

» organizing a National Competitiveness Summit to build public awareness of
competitiveness within Serbia;

» organizing a delegation of NCC, cluster, and Government leaders to the U.S. to
learn about international best competitive practices and to identify patterns of
competitive advantage in Serbia; and,

> assisting in the drafting of a National Competitiveness Strategy to guide
competitiveness-building efforts going forward in Serbia.

This activity supported USAID Strategic Objective 1.3, “Accelerated Development and
Growth of Private Enterprise.” The work under SCEE supported Intermediate Result
1.3.1. Overall, SCEE was designed to contribute to broad economic restructuring in the
Republic of Serbia that will lead from a centrally planned economy to a decentralized
market-oriented economy that is positioned to sustain the competitive pressures
associated with accession into the European Union (EU).

SCEE coordinated closely with other USAID projects, other U.S. Government agencies,
other donor programs, and public and private international organizations active in
Serbia, in order to ensure common objectives and policy approaches and to avoid
duplication of effort. In particular, SCEE complemented two ongoing USAID projects:

> the Economic Policy for Economic Efficiency (EPEE) Project, which seeks to remove
structural impediments to economic development and build a strong policy,
legal, and regulatory framework upon which to fuel growth, job creation, and
prosperity; and,

! Clusters are interrelated groupings of firms (from suppliers to manufacturers to retailers to related
industries), associations, and related governmental and non-governmental organizations that unite
around specific competitive issues (like branding, training, research, design, education, certification, etc.)
to help create more competitive industries in global economies. Clusters enable their members, and
others, to go beyond the limits imposed by undertaking disparate individual initiatives.
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> the World Trade Organization (WTO) Accession Project, which delivers focused
technical assistance to the relevant Federal/State Union, Serbian, and
Montenegrin ministries engaged in the process of gaining membership in the
WTO.

A multi-disciplinary team under this Task Order mobilized in October-November 2002.
This team, consisting of technical experts from both Booz Allen Hamilton and
ontheFRONTIER, immediately set about to assess Serbia’s competitive position;
establish contacts with counterparts in ministries, trade associations, and industry
firms; and, hold an initial workshop with government and private sector leaders to
outline basic competitiveness principles. Over the following months of the project, the
SCEE team successfully completed a broad range of activities to finalize its
competitiveness assessment, provide support to pilot cluster groups, assist in
establishing a National Competitiveness Council to sustain the competitiveness
initiative, and help bring the competitiveness message to the broader public through a
number of conferences and media initiatives.

USAID’s Scope of Work listed six specific tasks for the project. All of these were
completed. The success of the project is perhaps best indicated by the selection of a
Booz Allen-lead team to implement the follow-on Serbia Enterprise Development
Project (SEDP), which seeks to continue the work started during SCEE.

After the July 1, 2003 kick-off of SEDP, most of SCEE’s ongoing activities were
subsumed into SEDP. Therefore, this Final Report deals only with those SCEE
accomplishments achieved prior to the launch of SEDP, with the exception of grants
that were awarded to cluster groups from SCEE funds in September and October 2003,
and the finalization of several documents started under SCEE and clearly identifiable
with that project.

SCEE carried out its activities in a rather turbulent environment. Serbia was one of a
handful of countries that were not given Normal Trading Relations (NTR) status by the
U.S., hindering the competitiveness of exports to the U.S. Multiple presidential
elections failed to meet minimal participation levels, leaving that post empty. Failure
by Serbia to hand accused war criminals reportedly in Serbia over to the International
Criminal Tribunal in The Hague put additional U.S. funding to efforts like SCEE under
risk, and put strains on U.S.-Serbian relations. Most dramatically, the tragic assassination
of Serbian Prime Minister Zoran Djindjic on March 12, 2003 was likened in its psychologica

impact to the assassination of President Kennedy, with attendant damage to Serbid s

internationd profile, and brought into question the timing for the National Competitiveness

Summit, as well as the delegation to the United States. After discussions between USAID and

the Government of Serbia, the decision was taken to proceed with the Nationad Competitiveness
Summit with only aone-week delay and with no change in the schedule for the U.S. trip.

Booz Allen Hamilton
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1. ASSESSING SERBIA’S COMPETITIVENESS

SCEE conducted a thorough review of Serbia’s competitiveness. In doing so, we
assessed the country’s export performance, its readiness to compete in foreign markets,
attitudes towards competitiveness among its leaders, the legal and regulatory
environment, and the investment environment. Our key findings in each of these areas
are outlined below. Our competitiveness assessment also included case studies of two
pilot industry clusters; those case studies are summarized in Section IlI.

In a sense, the project’s competitiveness assessment culminated with the inclusion of
Serbia, for the first time, in the World Economic Forum’s (WEF) 2003-04 global
competitiveness rankings. Given our own analyses, Serbia’s ranking in the bottom
quartile of reporting countries was not surprising.

A.  WORLD ECONOMIC FORUM GLOBAL COMPETITIVENESS RANKING

The WEF’s 2003-04 Global Competitiveness Report2 provides important rankings of 102
countries with regard to their economic competitiveness, both at a macro-economic
level, in terms of their ability to attain sustained economic growth over the medium and
long term (Growth Competitiveness Index), and at a micro-economic level, in terms of
the ability of companies to create valuable goods and services efficiently (Business
Competitiveness Index).

For the first time, through the efforts of SCEE, Serbia was included in the WEF
rankings. The project made all necessary arrangements with WEF and subcontracted
with a local non-governmental organization (NGO), the Center for Liberal Democratic
Studies, to conduct the required Executive Opinion Survey of 100 respondents, the
primary basis for the Business Competitiveness Index.

Inclusion in the WEF process and report is important. First, it indicates that Serbia is
re-integrating itself in the international community and its institutions. Second, the
rankings themselves, and in particular the detailed analysis included in the report,
provide an extremely valuable tool for the Serbia National Competitiveness Council
and other decision-makers in understanding the country’s relative global and regional
position and in focusing resources on priority issues.

The WEF 2003-2004 rankings were released October 30, 2003. Serbia ranked 77th of 102

countries in the Growth Competitiveness Index and 76th of 95 countries in the Business

Competitiveness Index. In both indices, Serbia lagged behind all but one of its regional
competitors:

2 See www.weforum.org
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2003-04 Growth 2003-04 Business
Competitiveness Index Competitiveness Index
Country Rank Country Rank
Slovenia 31 Slovenia 30
Hungary 33 Czech Rep 35
Czech Rep 39 Hungary 38
Slovak Rep 43 Slovak Rep 43
Croatia 53 Croatia 62
Bulgaria 64 Romania 76
Romania 75 Bulgaria 77
Serbia 77 Serbia 79
Macedonia 81 Macedonia 82

B. EXPORT PERFORMANCE

SCEE evaluated Serbia’s export performance during the decade 1992 — 2002 using an
analytical methodology based on United Nations Trade Statistics Data available for
Yugoslavia. As Montenegro accounts for less than 5% of the data, except for aluminum,
the analysis essentially presents a picture of the Serbian situation. The Trade Statistics
Data is only available until year 2000; according to the Serbian Bureau of Statistics, there
has been a 0.7% increase in exports from 2000 to 2001 and a 20% increase from 2001 to
2002,

The complete trade statistics report is included as an appendix. In summary, Serbia’s
exporting position is not good. The country’s economic trade collapsed from 1992
through 1997; following a rebound in the late 1990s, the trade balance once again
declined significantly in 2001 and 2002. Serbia’s trade deficit is still 50% higher than it
was in the early 1990s. Much of the decline in the 1990s can be attributed to sanctions
against Yugoslavia that have since been lifted and to conflict-related trade disturbances.
However, these disruptions to previous trade linkages, and the former trade partners’
subsequent identification of new sources for goods and services, have had a lasting
negative impact on Serbia’s trade performance.

Importantly, a number of indicators show that the sophistication of the Serbia’s exports
generally has declined. Four out of five of its top exports are unsophisticated,
commodity products. Serbia consistently imports more complex goods than it exports.
Furthermore, in comparison to its regional neighbors, Serbia’s export position has
declined to near the lowest. Serbia exports about the same as Macedonia, but no more
than half the levels for Slovenia, Croatia, and Bulgaria. Recently it has been dropping
towards last place among this group in terms of balance of trade.

Booz Allen Hamilton
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C. READINESS TO COMPETE IN FOREIGN MARKETS

In addition to evaluating Serbia’s export performance at a macro-level (above), SCEE
also moved quickly to identify and evaluate obstacles to competitiveness at a micro-
level. Capitalizing on existing Booz Allen industry contacts, the project identified
“decorative home accessories” and “processed foods” as two sectors whose products
could be marketed in the United States to gain an initial understanding of the readiness
of Serbian companies and products to compete in a major demand-led export market.

This activity was intended to be complementary to, and inform, our longer-term and
more strategically oriented cluster development activities. There were two objectives:

» provide “real-time” feedback on the suitability of existing Serbian products in a
demanding market and thereby better understand customer needs, logistical
requirements, and other obstacles; and,

» facilitate quick sales, if possible, and thereby demonstrate that Serbia can, in
fact, compete in demanding markets and serve as role models for other
companies.

Over the four-month period of this activity (October 2002 — January 2003), SCEE’s
industry experts met with approximately 200 Serbian companies to identify appropriate
products and educate these firms on the “buying process” followed by U.S. importers.
The experts also contacted potential U.S. buyers to stimulate their interest. There were
expressions of interest in a number of products (e.g., liquors, frozen fruits and
vegetables, wild mushrooms, hard candies, herbal teas, wine vinegars, and hardwood
flooring). However, there were no buyers.

As outlined in the reports included in the appendices, this activity helped identify a
number of common obstacles: (i) lack of production and design capacity; (ii) lack of an
understanding of how small producers can join forces to serve a large market; (iii) non-
existent or underdeveloped knowledge of export markets; (iv) poor transport and
logistical systems; and, (v) lack of “normal trade relations” (NTR) status which raised
prices prohibitively in the U.S. market for numerous products.

With regard to “decorative home accessories,” the capabilities seemed to be there, but
there was limited interest among buyers. Other issues were identified:

> Prices: Regardless of NTR, prices were high, making the cost, ease, speed, and
reliability of transport more of an issue.

Booz Allen Hamilton
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>  Production capacity: Given their low production volumes, producers lacked
proven capacity and capability to increase production volume to serve a large
market while maintaining quality.

>  Production costing: Serbian manufacturers did not understand production
costing.

» Product design: Serbian designs were less innovative than those offered by
similarly priced producers from other markets.

With regard to “processed foods,” U.S. buyers in a variety of foods and drinks
expressed interest, but again there were no sales. Key issues identified were:

»  Shipping: Major damage to a shipment of samples indicated that Serbian
exporters need to choose their logistics partners carefully.

> Packaging: There were multiple examples of poor quality jars that did not seal
properly, or did not stay sealed, and producers lacked knowledge regarding
bottle sizes that may be imported and sold in the U.S.

> Pricing: There was an indication that the prices for some fruit juices were too
high and thus not competitive.

> Responsiveness: In several instances, Serbian companies failed to provide
requested information to potential U.S. importers.

D. ATTITUDES TOWARDS COMPETITIVENESS

SCEE also conducted a “mental models and business environment” survey to measure
prevailing attitudes towards competitiveness. The development and execution of
strategies to attain competitive advantage depend on the joint efforts of multiple
collections of individuals (e.g., public and private sector, labor and management,
suppliers and customers). The mental models survey was designed to enable these
decision-makers to examine and better understand their own assumptions about the
mechanics of competitiveness. Furthermore, the public discussion of the survey’s
results would help strengthen and broaden the impact of Serbia’s ongoing change
initiatives.

The paper-based survey was administered to 201 Serbian leaders under a subcontract
awarded to the Center for Liberal Democratic Studies (CLDS). The two largest groups
represented in the respondent set were private sector firm leaders (45%) and

Government ministers and officials (18%). Respondents were generally top leaders in

Booz Allen Hamilton
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their organizations. A total of 56% were cabinet members, owners, or chief executive
officers. Another 23% were senior executives.

Professor Boris Begovic, Vice President of CLDS presented the results at the National
Competitiveness Summit on April 1, 2003. (The National Competitiveness Summit is
discussed further below.) The survey revealed three themes concerning Serbian
leaders’ beliefs that may inhibit competitiveness, and ultimately may influence
investment decisions and how those investment decisions will shape the current and
future economic status of Serbia.

> Serbian leaders lacked a shared vision concerning competitiveness, which could
inhibit agreement on specifics in a plan of action. Within this divisiveness,
many leaders still wanted the government to make business-based decisions.
Additionally, leaders were split on how to invest in physical or social capital, on
the effects of globalization, and on social hierarchy.

> Trust levels were so low that they might inhibit the ability of firms and other
groups within a cluster to develop and implement integrative strategies, an
important element of competitiveness.

> Serbian leaders believed that firms are built by focusing on their current assets,
rather than on the needs of demanding customers - where valuable new assets
are actually created. Such beliefs typically inhibit competitiveness, and
certainly make appropriate investing more difficult.

Copies of the survey questionnaire and report are included in the appendices.
E. LEGAL AND REGULATORY ENVIRONMENT

In order to develop a realistic and practical understanding of the legal and regulatory
environment in Serbia, SCEE evaluated the primary commercial legal and regulatory
constraints experienced by companies in the fruit and wood industry clusters. Both
clusters are export-oriented and represent vitally important economic sectors for Serbia.
Collectively, both broader industries comprise approximately 10% of gross domestic
product (GDP), are responsible for almost 10% (or over $130 million) of annual exports,
and employ over 140,000 people3.

Our analysis indicated that a number of legal and regulatory constraints are impeding
the commercial performance of companies in these two key sectors. The key constraints
identified were:

32001 estimates. Source: Serbian Investment and Export Promotion Agency (SIEPA)
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> Ineffective remedies and protracted procedures associated with breach of
contract;

> Non-existent, outdated, and poorly enforced quality control standards;

> Import tariff codes that fail to distinguish between raw materials and finished
goods; and,

> Uncompetitive price controls on raw materials.

In addition to these four priority areas, SCEE identified 12 other business, trade, or
investment regulations impeding competitiveness in these two cluster groups. The
findings are discussed in greater detail in a report that is included in the appendices.

A number of the legal and regulatory constraints suggest a clear linkage between the
promotion of “rule of law” reforms and private sector performance. Additionally, weak
and inconsistent communication between Government ministries responsible for
commercial legislation and export-focused companies undermines private sector
confidence in Serbia’s legal framework and diminishes the Government’s ability to
inform legislative drafting and implementation with practical corporate experience.

F. FOREIGN DIRECT INVESTMENT ENVIRONMENT

In March 2003, the Foreign Investors Council4, an influential group of investors in
Serbia, published its first “White Book Proposal for Improvement of the Investment
Climate in Serbia.” This document was an in-depth and robust examination of barriers
impeding investment in Serbia and covered all aspects of the issue, including the
country’s legal and regulatory framework; taxation; accounting and auditing sectors;
labor, public administration, and bureaucracy; and, financial sector. Each of these
sections identified specific barriers and provided recommendations that are required.

The FIC’s comprehensive analysis of this subject obviated the necessity for SCEE to
conduct its own review of this subject. We reviewed the White Book and found its
findings and conclusions to be persuasive and complementary to problems identified in
our work with the fruit and furniture clusters. Furthermore, issues raised in the White
Book were consistent with our own informal discussions with a number of investors
who had invested, or were considering investing, in Serbia.

4 More information on the FIC and its White Book can be found at www.fic.org.yu.
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I1l. CLUSTER CASE STUDIES AND SUPPORT

In addition to the assessment of Serbia’s competitive position described in the
preceding section, SCEE prepared detailed case studies of, and provided technical
assistance to, two industry cluster groups: the fruit and fruit juice cluster, and the
furniture and wood products cluster. This work provided deeper insights into the
competitive position of two key industry sectors and their ability to compete in the
global marketplace.

A. CLUSTER SELECTION

Prior to the SCEE team’s arrival in Serbia, the pharmaceutical, agricultural, textile, and
furniture sectors had been identified as having potential for inclusion in the project,
primarily based on their export history. During October - December 2002, the team
conducted a wide range of interviews with leaders in these sectors focusing on three
key questions, the answers to which provide the cornerstone to establishing a
sustainable competitive advantage:

What products or services are being sold to whom (which customers)?
Why do their customers buy from them instead of from their competitors?

> Why is it difficult for their competitors to imitate them and take away their best
customers?

By December, SCEE selected the fruit and fruit juice and the furniture and wood
products clusters for further detailed analysis and support. While both pharmaceuticals
and textiles also showed promise, fruit and furniture were chosen because they best met
our key criteria:

>  Economic potential: Emphasis on the size and importance of the sector to the
economy, existing and/or future export potential, and upstream and
downstream linkages in the economy.

>  Progressive managers: Emphasis on leaders’ energy and enthusiasm, willingness
to try new ideas, understanding of competitiveness issues, and readiness to
change.

> Readiness to collaborate: Emphasis on the willingness of companies in a sector to
work together to create greater competitive advantage.

Over a seven-month period (December 2002 — June 2003), SCEE continued to develop its
case studies of the fruit and furniture groups and supported them in establishing their
clusters. This work included assessing the barriers to their further growth, developing
strategies for the future, and beginning the implementation of those strategies. The

Booz Allen Hamilton
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results of our case studies and support activities are summarized below and are
outlined in greater detail in documents attached as appendices.

B. FRUITCLUSTER
The Challenge

The microclimate and soil conditions existing in Serbia converge to create an
environment that is exceptionally conducive to the production of berry fruits and
vegetables. This environment gives Serbia the ability to harvest an abundance of high-
guality produce. Furthermore, the topography of southern and western Serbia is
especially attractive for organic fruit and vegetable production, as the valleys in these
regions prohibit contamination from airborne pesticides.

Fruit and fruit products have traditionally been one of Serbia’s leading industries and
generators of export revenues.> In 2001, approximately 140,000 metric tons of fruit and
fruit products were exported, with an estimated value of almost $100 million. In 2002,
the export value had increased significantly to almost $140 million.8 Almost 75% of
exports go to Western European countries, with Germany taking about 35%.

Serbia produces almost one-third of the world’s raspberries. Raspberries are Serbia’s
leading fruit crop. In 2002, raspberries and raspberry products accounted for about
two-thirds of Serbia’s fruit export revenues. Other key fruit crops include plums,
apples, sour cherries, pears, peaches, and strawberries.

The industry consists of four segments: frozen fruit, fruit 2001 .
jui.ce, p.rocessed fruit, a_nd frgsh f.ruit. Exports consist Z;?S;g:y Eg&?ﬁ T/;tgfl
primarily of frozen fruit, while higher-value-added products [Frozen 79.7 82%
such as juice, processed fruit products, and fresh fruit account |[Juice 2.9 50
for only 18% of total exports. Processed 5.5 6%
Fresh 6.9 7%
Total 97.0 100%

The major competitive challenges facing the Serbian fruit
industry were to shift to a much more value-added product
mix (e.g., organic, fresh, processed) and to reconnect with and sell directly to export
customers. Our analysis showed that most of the value and profitability of fruit sales
was not being captured in Serbia, but was transferred abroad to middlemen and
processors.

5 Trade data for the fruit industry, as for other sectors, is either not collected or not aggregated in ways
that make it useful. For instance, there are no statistics on domestic consumption of fruit and fruit
products, nor are there reliable estimates of actual fruit production. The figures presented above are best
estimates based on available data.

6 One reason for the growth in export sales was the removal of international trading sanctions against
Serbia in late 2000. During 2001 trading began to revive, and by 2002 the country was re-integrating itself
with world markets.
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Fruit Cluster Formation

To answer this challenge, the SCEE team convened a 15-member fruit cluster on
December 15, 2002, with membership from a full spectrum of industry participants: a
farmers’ association (representing fruit producers / growers), cold stores (freezing and
selling frozen fruits), fruit juice companies, fruit traders, business associations,
agricultural NGOs, affiliated businesses, and academia. Other entities continued to join
the cluster over the following months and by mid-2003, there were 26 members. A
complete membership list is included in the appendices.

A full range of micro-enterprises, small- and medium-scale enterprises (SMEs), and
large-scale businesses represented the private sector. The Vilamet Farmers’ Association
is a major industry player representing approximately 10,000 fruit growers, most of
them individual family growers with only a few hectares under cultivation. Likewise,
Terras Natural Foods Association represents several thousand small growers of organic
fruits and vegetables. Most other companies were in the small- or medium-scale
category, but large producers such as Fresh&Co. and Nektar also participated.
Associated industries included TetraPak (packaging) and ICA NAAN (irrigation
systems). Foreign investors were also represented (i.e., U.S.-owned Van Drunen
Farms).

From the public sector, the cluster included the Yugoslav Standards Bureau, to help
deal with issues such as fruit grading standards. The cluster also benefited from the
membership of professors from the Agricultural Faculty at the University of Belgrade,
as well as additional agricultural expertise from the Institute for Fruits in Cacak.
Porecje, a fully integrated state-owned fruit grower and processor, and the Fund for
Fruits and Vegetables, a trade association, represented the public sector.

The cluster included members from across Serbia: 29% from the north, 46% from
central Serbia (all from Belgrade), and 25% from the south.

Barriers to Development

As the SEDP team continued to work with the fruit cluster companies, several principle
barriers to further development and growth were identified:

» Lack of financing to fund export growth and much-needed capital
improvements;

Poor quality standards and training;

Outdated technology;

Lack of knowledge of marketing and branding;

Limited market research regarding consumer needs and global competitors;

vV V V VY
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> Poor product development; and,
» Lack of trust and collaboration among cluster members.

Fruit Cluster Strategy

Through its work with SCEE, the fruit cluster settled on the following strategic elements
to address the barriers noted above and serve as the initial basis for revitalizing the
industry and helping it grow:

>  More sophisticated products: With a view to increasing exports, move toward a
higher-value-added product mix to include more organic, fresh, and processed
fruit, instead of relying primarily on exports of frozen berries.

»  Better innovation and productivity: Target improvements in areas such as growing
and harvesting techniques, irrigation, greenhouses, plant protection, packaging,
and logistics.

> Improved quality and standards: Place particular focus on organic certification,
food safety, HACCP? certification, labeling, and enforcing existing standards.

>  Better market research and marketing: Research customer requirements and major
competitors, and create a unique and differentiating brand for Serbian fruit.

> Re-engage attractive markets: Make direct connections with major wholesalers
and retailers.

Along with these strategic elements, the fruit cluster companies set quantitative targets
to be achieved: (i) increase fresh fruit export revenues by almost 50%, or $45 million
annually, by 2006; (ii) increase fruit juice export revenues by $7.5 million annually by
2006; and, (iii) increase processed fruit export revenues by $4.5 million annually by
2006.

The industry will, of course, face other strategic choices as it develops further in the
medium to long term. Changing investment and logistical requirements and market
opportunities will likely force the industry to narrow its strategic focus. Two potential
alternative future strategic concepts that SCEE developed with cluster weres:

>  Serbian fruit and fruit juices, anytime, anywhere: The cluster would generate
wealth by selling its fresh fruit and fruit juices year-round to markets anywhere
in the world that are willing to pay premium prices for them.

7 Hazardous Analysis Critical Control Point
8 Such options continue to be evaluated with the fruit cluster as part of the follow-on Serbia Enterprise
Development Project (SEDP).

Booz Allen Hamilton



PCE-1-00-98-00013-00, Task Order 811
Final Report on Serbia Competitiveness and Economic Efficiency Project Page 13

»  Specialized fruit processors: The cluster would generate wealth by processing fruit
into a variety of products of superior reliability and consistency that are sold in
major markets, either marketed under Serbian brands or produced for foreign
companies.

Results

SCEE worked with the fruit cluster in various ways to begin implementation of these
initial strategic elements. Results included:

> Exposed cluster to international best practice: Cluster companies received a
thorough analysis of the Chilean fruit industry, one of the world’s leaders,
which increased exports from $140 million to $960 million over a 20-year
period. The Serbs gained appreciation of this key competitor and its focus on
value-added products, commitment to quality, sophisticated logistics, strategic
business alliances, and product branding.

» Organized cluster: To build sustainability, SCEE assisted the fruit companies to
establish a more formal cluster structure with designated leadership. Within
the cluster, task forces were organized to focus on training, market research,
and standards. Considerable progress was made on building trust among
cluster members and willingness to cooperate.

» Clarified competitive position: SCEE shared with the cluster its in-depth
analysis of the Serbian fruit industry so that the companies had a better
understanding of the challenge. This analysis included quantifying exports and
imports by product category, explaining how significant profitability is being
exported, and demonstrating why the industry is potentially so attractive.

> Re-engaged with foreign markets: Through grant funding, SCEE supported
several cluster companies in attending a major industry trade show, the
ANUGA Fair held in Cologne, Germany in October 2003. Not only did the
companies to gain valuable exposure to customer requirements and their
competitors, but actual sales of over $500,000 were achieved through the
facilitation of an industry expert.

> Launched training on quality standards: Two introductory sessions on
HACCP requirements were conducted by the Swiss certification agency, SGS.
SCEE also arranged for cluster companies to apply to a separate USAID
program, Community Revitalization Through Democratic Action (CRDA), for
grant funding to support staff training.
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> Supported fruit training centers: SCEE facilitated the fruit cluster’s preparation
of grant applications for submission to various CRDA implementers to obtain
funding for regional fruit training centers. These centers will focus on growing
techniques, methods to extend the growing season, and new technologies.
SCEE assisted in reviewing the proposals and facilitating the necessary contacts.

C. FURNITURE AND WOOD PRODUCTS CLUSTER
The Challenge

Just as with fruit, Serbia enjoys enviable natural resources that, along with superior
craftsmanship skills, make it a particularly attractive industry for development. In
particular, Serbia has an abundance of forestry resources, particularly hardwoods such
as beech, which are ideal for the manufacture of furniture, flooring, and other products.
A specialty hardwood, Slavonian oak, is also available, but in lesser quantities.

Serbia has a tradition of producing quality furniture. Furniture and other wood
products have historically been a strong industry and export generator for Serbia. In
the late 1980s, prior to international sanctions, exports of furniture and wood products
from Yugoslavia totaled around $1 billion annually®. By 2000-01, the industry still
generated $100 million in total revenues, but exports had fallen to approximately $32
million19. Among export destinations, Western European countries are the largest
buyers at 38%. (Italy alone buys 22%.) Former Yugoslav republics Macedonia and
Bosnia-Herzegovina purchase 29% of exports.

The industry produces a full range of 2001
products, including wooden furniture; ) Exports | % of
den windows. doors. and frames: Furniture Product Category ($ mil) [ Total
Woo . ! ) ' Wooden upholstered chairs 13.0 41%
woern floorl_ng, and, metal furniture. Other wooden furniture 66 1%
Furniture designs are generally modeled on Windows, doors & frames 25 7%
Western European designs. Flooring 3.1 10%
Other wood products 4.9 15%
The primary competitive challenges facing Metal furniture 1.9 6%
Total 320 | 100%

the Serbian furniture and wood products

industry were, broadly speaking, to increase

production while maintaining quality; to understand and be more responsive to
customer needs by providing better design and service; and, to reconnect with key
export markets.

Furniture Cluster Formation

° SIEPA Newsletter, November 2003.
10 2000-01 figures are for Serbiaalone.
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To answer this challenge, the SCEE team convened a 13-member furniture and wood
products cluster on December 17, 2002, with membership from a full spectrum of
industry participants: manufacturers of furniture, as well as doors, windows, and
flooring; a lumber supplier; the academic community; and, an independent industry
expert. Other entities continued to join the cluster over the following months and by
mid-2003, there were 17 members. A complete membership list is included in the
appendices.

Among the cluster members, companies were primarily SMEs in terms of size, although
state-owned Kopaonik d.o.o., Kursumlija (KK) was a large-scale enterprise with 1,600
employees in 2002. The majority of participants were from the private sector; public
sector representatives included the Yugoslav Standards Bureau and professors from the
Forestry Faculty at the University of Belgrade. While most members were primarily
located in and around Belgrade, there was nonetheless fair representation from the
northern (four members) and southern (five members) regions of the country.

Barriers to Development

As the SCEE team continued to work with the furniture cluster companies, several
principle barriers to further development and growth were identified, many of which,
not surprisingly, were similar to those for the fruit cluster:

» Lack of financing to fund export growth and productivity-enhancing
technologies;

Lack of quality standards required by many foreign buyers;

Poor insights into market trends and end-user requirements;

Lack of knowledge of marketing and branding;

Poor furniture design;

Limited production capacity and outdated technology;

Lack of trust and cooperation among cluster members; and,

Lack of basic business skills.

YV V.V V VYV V V

Furniture Cluster Strategy

The initial strategy adopted by the furniture cluster included the following key
elements:

>  Expanded production capacity through collaboration: Firms will share information
on their technology and capacity and work together to fulfill large orders
beyond the capacity of any one producer. Cost savings will also be achieved
through group purchasing of raw materials.
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As part

Better market research and marketing: The cluster will focus export development
on two-three key export markets and work together on joint market research
and participation in trade shows. Re-entry into the Russian market is a priority,
followed by re-entry into the EU market.

Improved quality and standards: Companies will pursue International
Organization for Standardization, or I1SO, certification, as well as other essential
certificates awarded by industry associations, such as the Forestry Stewardship
Council. Consideration will be given to developing a Serbian quality seal.

More original design: To move away from simply copying existing European
designs, the cluster will discuss and investigate establishing a national design
center to promote original Serbian designs. The center would also work to
encourage young Serbian designers to stay in Serbia and provide design
services to furniture manufacturers, as well as to other Serbian industries.

Skills enhancement: Cluster companies will organize training where skills are
weak: new technologies, marketing, production costing, and general business

management.

of this strategic development process, the furniture cluster defined three

guantitative goals to be achieved through the measures outlined above: (i) increase
annual revenues by 24 million Euros by 2007; (ii) increase annual export revenues by 16

million

Euros by 2007; and, (iii) create 400 new jobs through 2007.

SCEE worked with the furniture cluster to begin thinking about the strategic choices it
is likely to face in the medium to long term after a period of recovery. The choice may
likely be between the following two strategic concepts:

>

Results

Branded craftsmanship: The cluster would generate wealth by selling premium-
guality, limited-production furniture and other wood products to Eastern
Europe and EU wholesalers. The hallmarks of this strategy would be skilled
craftsmanship, extensive marketing, first-rate customer service, and a strong
Serbian brand - all intended to attract higher-than-average prices.

Increased production: The cluster would generate wealth by selling serially
produced furniture and wood products to Eastern European and EU
wholesalers. The hallmarks of this strategy would be large-scale production,
long-term contracts, and factories operating at peak capacity — all to ensure
highly competitive prices.
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SCEE worked with the furniture cluster in various ways to begin implementation of
these initial strategic elements. These included:

> Exposed cluster to international best practice: The cluster was familiarized
with the Spanish and Polish furniture clusters. Both had achieved remarkable
export growth through collaboration, targeted marketing, a focus on quality,
improved technology and design, and investment incentives.

> Organized cluster: As with fruit, SCEE worked to create a sustainable furniture
cluster. The companies established an organization headed by a steering
committee and including task forces responsible for training, standards, and
export market development.

» Clarified competitive position: As with fruit, SCEE shared with the cluster its
in-depth analysis of the industry so that the companies have a better
understanding of the challenge.

> Re-engaged with foreign markets: Through grant funding, SCEE assisted the
furniture cluster’s participation in key industry fairs. Several cluster members
attended the Mebel Furniture Fair in Moscow where they were able to assess
the competitiveness of cluster companies, establish contacts with distributors
and retailers, and gather market information. SCEE also supported six cluster
companies to exhibit at the major Cologne Furniture Fair in January 2004. This
collaborative effort, which was months in preparation, was a major success and
resulted in almost 300 sales leads.

» Established furniture cluster website: Grant funds were also used to design
and establish a website for the furniture cluster, which was launched in
conjunction with the cluster’s participation in the Cologne Fair. This website,
located at www.serbianfurniture.com, provides news and information about
the cluster, contact information for cluster members, and links to the websites of
individual cluster members.

» Launched production collaboration: Cluster members created a database of
production technologies and capacities. They have also toured members’
production facilities. Previously such cooperation and openness would have
been unthinkable.

> Conceptualized a Serbian national design center: Working with a prominent
Serbian furniture designer, SCEE explored the detailed requirements and
prepared an initial concept for a center to promote Serbian design and
designers. The idea is for the center to be broadly inclusive and support
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furniture designers and apparel designers, as well as graphic and industrial
design.

D. OTHER CLUSTER DEVELOPMENT

As a result of the interest and publicity generated by the National Competitiveness
Summit held in April 2003 (discussed below in Section V), other industry groups came
forward and indicated their interest in collaborative activity to achieve greater
competitiveness. Chief among these were the textiles and construction clusters, both of
which requested guidance from SCEE.

Textiles and Apparel

The SCEE team interviewed representatives of the textile and apparel industry early in
the project and found that lack of financing, old equipment, excess labor, and loss of
customer relationships had contributed to the decline of the traditional textile sector,
which was heavily oriented towards CMT (cut-make-trim) manufacturers. However, a
small number of privately owned ready-to-wear firms had emerged, spurred on by
sophisticated local demand for designer products.

Project members made a presentation (included in the appendices) on May 20, 2003
concerning cluster formation and our cluster experience to date to a meeting of some 50
members (list attached) of the textile industry. A textile specialist with the Serbian
Chamber of Commerce organized the session. Based on the relationships developed
from this session, and the continued interest in the industry to form a cluster, a number
of apparel companies were selected for assistance by SCEE’s successor project, the
Serbia Enterprise Development Project.

Construction

Dr. Neil Eldin, professor of construction management at Texas A&M University, joined
SCEE team members in making a presentation on May 29 (included in the appendices)
to 20 companies (list attached) in the construction industry in a session hosted by the
Serbian Chamber of Commerce. Dr. Eldin had been working with the construction
industry in Macedonia in support of SCEE’s sister project, the Macedonia
Competitiveness Activity. Thus, the meeting represented efficient use of resources
between the two projects, as well as the first step in potential collaboration between
Serbian and Macedonian construction clusters in the pursuit of international projects.

The immediate interest of the companies in both countries was the pursuit of contracts
with international contracting firms for the reconstruction of Iraq. The broader
discussion at the session was to encourage the companies to work together to raise their
standards, to market their collective capabilities, and to strategize on how to work with
a range of large international contractors for major projects.
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IVV. THE SERBIA NATIONAL COMPETITIVENESS COUNCIL

A major achievement of the SCEE Project was the establishment of the Serbia National
Competitiveness Council (NCC) as a key focal point for promoting and sustaining
competitiveness-building activities in Serbia. The Council was formed on March 31,
2003, based on a concept initially developed by the project. After the Council’s
formation, SCEE continued its support with the development of the NCC’s operating
procedures and a draft National Competitiveness Strategy.

A. CONCEPTUAL DEVELOPMENT
Proposal for a National Council

In a February 5, 2003 memorandum to Dr. Goran Pitic, Minister of International
Economic Relations, the project outlined a proposal for a National Competitiveness
Council. This detailed proposal (included in the appendices) addressed the major
issues related to forming the Council.

Key elements of the proposal included:

> Role: As the focal point for competitiveness activities in Serbia, the Council will
focus its attention on issues such as raising productivity; promoting unique
Serbian products in key export markets; focusing the Government’s attention
on building social capital; ensuring that the private sector, government, and
civic society are working together; and, ensuring that essential research and
analysis is being conducted.

>  Performance Objectives: For 2003-04, these included: (i) establishing benchmarks
to measure progress on increasing competitiveness, or lack thereof; (ii) ensuring
that a number of key competitiveness-building initiatives are launched; (iii)
hosting a national summit to raise awareness and build momentum; and, (iv)
taking steps to ensure the Council’s sustainability.

> Membership: The proposed Council was to consist of a mix of approximately 20
members from the private sector, government, and civic society, including
representatives from the main economic ministries, the central bank, key
exporting sectors, labor groups, academics, consumer rights advocates, regional
development agencies, and foreign investors. A Chairman from the private
sector would lead the Council. A list of prospective members was included in
the proposal.
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>  Operations: Specific activities were proposed for the Council, focused on
communications, research, and the formation of an administrative secretariat.
An outline for more detailed operating procedures was also included.

With some modifications, the Council was formed along the lines proposed.
Clarifying the Role of Government

Along with its proposal for the National Competitiveness Council, SCEE also advised
the Government on its appropriate role in building greater competitiveness. The
project’s recommendations were outlined in a paper delivered to Minister Pitic on
March 11, 2003 (included in the appendices). The paper discussed not only the
Government’s responsibilities, but also those of the private sector and civic society, as
well as priorities for Government action.

The project’s overriding recommendation to the Government was that it should no
longer be the master strategist for Serbia’s micro-economy. On the other hand,
however, the Government should not limit itself to being simply a “laissez-faire”
observer of the micro-economy. Instead, the Government’s role should be directed
toward creating an environment in which firms can compete, through its responsibility
for education, the judicial system, regulation, etc. Beyond that, the Government should
do everything it can to assist the private sector to compete, without actually impeding
competition itself. That could take several forms:

> Being an active partner with the private sector (for instance, working with
industry on drafting regulations);

> Using its enormous purchasing power to enforce competitive procurement
practices, promote innovation, and increase quality; and,

> Using its power of convocation to build trust and cooperation among the
private sector, civic society, and Government to address competitiveness issues.

In addition to the Government’s role, the project addressed the roles of the other two
key players. The private sector must take the lead in building competitiveness because
individual firms compete in the marketplace, not governments or nations. The private
sector must help build prosperity by providing high-value products and services to
demanding customers. Civic society must help ensure that all Serbs benefit from the
prosperity that comes with increased competitiveness, and that the quality of life in
Serbia actually becomes a competitive advantage.
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B. STRUCTURE AND ORGANIZATION

The NCC’s membership (full list included in the appendices) was finalized in late
March 2003 with appointments being made by Minister Pitic. The Council included 27
members from the private sector, the Government, and civic society, with
representation allocated as follows:

> Private Sector: 13 members, including companies in the fruit, furniture, textiles,
pharmaceuticals, automotive, bottled water, construction, and banking sectors.

> Chambers of Commerce: Both the Serbian Chamber of Commerce and the
Regional Chamber of Commerce in Novi Sad were represented.

> Media: One representative.

> Foreign Investor Community: One representative from the Foreign Investors
Council (FIC).

> Academia / Think Tanks: Two representatives.

> Government: Eight representatives, including from the Ministries of
International Economic Relations; Economy and Privatization; Finance and
Economy; Trade, Tourism, and Services; Labor and Employment; Agriculture;
and, Science, Technology and Development, as well as the Prime Minister’s
Chief of Cabinet.

The Council’s Executive Committee consisted of a representative from each of the three
key sectors of society: (i) Dragoljub Vukadinovic, Managing Director of Metalac, from
the private sector; (ii) Professor Boris Begovic, Vice President of the Center for Liberal
Democratic Studies, from civic society; and, (iii) Minister Pitic from the Government.
Mr. Vukadinovic was also selected to be the Council’s Chairman.

The full Council had its inaugural meeting on March 31, 2003 at the Hyatt Hotel in
Belgrade. At this session, which was organized and prepared by SCEE, there was
enthusiastic support from all members for the NCC’s proposed role and mission. The
Council was introduced to the public the next day at the opening of the National
Competitiveness Summit.

The project continued its organizational assistance to the NCC. In May, the project
drafted and agreed a set of procedures (copy attached) for the ongoing operation of the
Council. These procedures outline the Council’s and the Executive Committee’s
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functions, define Council membership and terms of office, and provide for the
establishment of a secretariatll.

C. DRAFT NATIONAL COMPETITIVENESS STRATEGY

Following the provocative discussions that members of the National Competitiveness
Council had with SCEE team members at a retreat in Cambridge, Massachusetts in
April 2003 (described in greater detail in Section V.B below), the project began the
process of working with the NCC to draft the country’s first national competitiveness
strategy. The purpose of the strategy was to provide a roadmap and action plan to
mobilize and organize the private sector, government, and civic society to accelerate
economic growth, to create jobs, and to improve the prosperity of all citizens. It was
based on three fundamental themes, which are expected to provide the basis for
Serbia’s competitiveness strategy during the next 10-20 years:

> Serbia will restructure its economy to become highly productive and
knowledge-driven, relying on unique and sophisticated products and services
to generate wealth;

> Serbia will pursue membership in the European Union; and,

> Serbia will become an engine of growth for the Balkan region and a valued
member of the global community of nations by implementing bilateral and
multi-lateral trade agreements.

Working from these underlying themes, the project proposed 10 challenges for
improving Serbia’s competitiveness. These were:

> Serbia must increase the productivity of its companies to produce a competitive
private sector.

> Serbia must increase exports and improve trade policies as a means of generating
significant new wealth and objectively establishing the competitiveness of
Serbia’s companies against international competitors and quality standards, in
part by ending protectionism and improving the nation’s trading opportunities.

> Serbia must re-establish linkages with the international business community so that
Serbian companies can develop their business-to-business markets and enter
into strategic partnerships to better meet the needs of the global market.

11 These procedures, with minor modification, were adopted by the Council at its meeting on September
26, 2003.
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> Serbia must build clusters in high-priority sectors to accelerate sector restructuring,
increase individual company productivity, and strengthen export initiatives.

> Serbia must improve companies’ access to, and productive deployment of, financing
for market-development and productivity-improving investments.

> Serbia must accelerate strategic foreign investment that will strengthen
competitiveness reforms with substantial infusions of financial and intellectual
capital.

> Serbia must increase its ability to employ existing technologies and innovation to
create new competitive advantages for Serbian companies and clusters.

> Serbia must invest aggressively in its human capital, starting in the private sector
and evolving to address every citizen of Serbia throughout his or her life.

> Serbia must build and consolidate institutions and leadership necessary to
implement the National Competitiveness Strategy.

> Serbia must deliver public education about modern economics and competitiveness to
ensure every citizen understands progress being made against the objectives of
the National Competitiveness Strategy, and the role that each citizen should
play in contributing to future progress.

These challenges formed the basis of more detailed discussion in the draft strategy
document, and each was expanded to include specific objectives, priority initiatives,
and responsibility assignments.

The July 2003 version of the National Competitiveness Strategy is included in the
appendices. This document continued to be discussed in the following months with
members of the National Competitiveness Council. With minor revisions, the proposed
strategy was adopted by the NCC at its meeting on September 26, 2003.
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V. COMPETITIVENESS CONFERENCES

The SCEE Project organized and hosted several competitiveness conferences, each of
which was instrumental in increasing awareness and understanding of competitiveness
issues, promoting the National Competitiveness Council, and advancing the debate
about the priority actions that Serbia needs to take to improve its ability to compete.

A. NATIONAL COMPETITIVENESS SUMMIT, BELGRADE

The inaugural National Competitiveness Summit was held with great success April 1-2,
2003, at the Sava Center in Belgrade. This major conference was organized and
sponsored by SCEE. It opened before an audience of 300 persons, including the entire
cabinet and key members of the diplomatic corps. The Prime Minister, Mr. Zoran
Zivkovic, delivered the keynote address, in which he underscored the importance of
developing a more competitive economy, while also emphasizing the Government’s
fight against organized crime and its commitment to continuing economic reforms. U.S.
Ambassador William Montgomery followed the Prime Minister, emphasizing the donor
community’s ongoing support to Serbia in the wake of the assassination of Prime
Minister Zoran Djindjic the previous month.

Mr. Dragoljub Vukadinovic hosted the Summit in his capacity as the Chairman of the
National Competitiveness Council, and used the opportunity to introduce the Council’s
role and its new members.

Attendance throughout the Summit was excellent. In addition to the fruit and furniture
clusters, representatives were invited from other major industry sectors, including
textiles, pharmaceuticals, automotive, tourism, food processing, banking, and
construction. Other invitees came from key Government ministries and agencies, the
Central Bank, Parliament, regional governments, trade unions, chambers of commerce,
academia, non-governmental organizations, the foreign investor community, and donor
organizations.

The audience heard a variety of speakers on competitiveness issues, including members
of the Government, representatives of the fruit and furniture clusters, members of the
National Competitiveness Council, foreign investors, and the donor community. A
complete Summit agenda is included in the appendices.

This first National Competitiveness Summit was important and had several key results:
»  Supported the new Government at a politically opportune moment: The Summit was

held less than three weeks after the Djindjic assassination and provided the new
Prime Minister the forum for his first major economic speech, which in this
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instance promoted competitiveness and confirmed that economic reform would
continue.

> Promoted an awareness of competitiveness: The Summit received considerable
positive media coverage. Rarely had such a high-profile two-day conference
been focused on such an important economic topic. Partly as a result of these
two days, the terms “competitiveness” and “clusters” became key words in the
Serbian business vocabulary.

>  Showecased the fruit and furniture successes: In promoting competitiveness and
clusters, it is useful to have actual examples of collaborative success to offer.
The Summit provided an opportunity for the fruit and furniture clusters to talk
about what they had achieved. This was highly instructive to others.

> Prompted action by other clusters: After hearing of the successes achieved by the
fruit and furniture clusters, other industry groups decided to take action to
build their competitiveness. In particular, the textiles and construction
industries were particularly motivated. SCEE’s initial assistance to them is
detailed in Section Il1I.

B. SERBIAN DELEGATION TO THE UNITED STATES

SCEE sponsored a delegation of 22 Serbian leaders on a trip to the United States April
12 - 18, 2003. The delegation consisted of 14 members of the National Competitiveness
Council, including Chairman Dragoljub Vukadinovic and Ministers Goran Pitic,
Aleksandar Vlahovic, and Bozidar Djelic. In addition, there were two representatives of
the fruit and furniture clusters, as well as six other Government representatives
including Energy Minister Kori Udovicki, ministerial advisors, and public relations
personnel. A detailed itinerary for the trip is provided in the appendices, as well as a
copy of the briefing book prepared for the participants.

One of the real successes of the trip was that it provided the four ministers an
opportunity to send a clear message to the international community that, in the
aftermath of the death of Prime Minister Djindjic, the Government was in control,
successful measures had been taken to fight organized crime, the economic reform
program was continuing, and Serbia continued to be an attractive location for
investment. In addition to their participation in the World Bank / International
Monetary Fund Spring Meetings, the ministers were presented a number of venues in
Washington, D.C., Cambridge, Massachusetts, and New York City to convey these
messages:
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Washington, D.C.
» Business Council for International Understanding
Representatives of Citigroup
Investor group organized by JPMorgan
The Export-Import Bank
Overseas Private Investment Corporation (OPIC)
Under Secretary of State Alan Larson (senior economic advisor to Secretary of
State Powell)
> Various energy sector meetings.

YV V V V V

Cambridge, Massachusetts
> Harvard University, Kennedy School of Government (panel presentation)
>  Private meeting with Professor Michael Porter, Harvard Business School.

New York City
» JPMorgan Emerging Markets Group
> Altria
> CNBC’s “Power Lunch” (live interview)
> Bloomberg Forum (live interview).

The remainder of the delegation, primarily private sector members of the National
Competitiveness Council, followed a separate track from the ministers. Their objectives
were primarily to learn more about competitiveness issues and to develop their
thinking with regard to developing a national competitiveness strategy.

In Cambridge, this group benefited greatly from several intensive sessions led by SCEE
team members from ontheFRONTIER. These sessions focused on defining the role of
the NCC; benchmarking Serbia’s competitive position; setting priorities for Serbia’s
competitiveness strategy and action plan; analyzing attitudes in Serbia about
competitiveness; and, investigating how to change the existing mindsets. A number of
these sessions featured well-known thought leaders, including:

> Hunter Lovins, Rocky Mountain Institute, speaking on “natural capitalism,” or
how economic growth can be enhanced by environmental friendliness;

> Michael Fairbanks, ontheFRONTIER, focusing on the “competitiveness”
mindset;

> Robert Barro, Robert C. Waggoner Professor of Economics at Harvard
University, speaking on developing economic prosperity and social equity; and,

» Stace Lindsey, ontheFRONTIER, focusing on building receptivity to change.

These sessions were enhanced later in the week with a number of field trips to provide
first-hand insights on competitiveness issues. Of particular interest to the NCC were:
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> MIT’s Technology Licensing Office, which provided insights into developing
innovation and the university’s technology transfer activities; and,

> Massachusetts Technology Collaborative, a state-funded body that supports the
development of clusters of technology-related companies.

In addition, other visits focused on taking Serbian cluster members to visit companies
or organizations directly related to their activities. These included:

Fruit and Fruit Juice Cluster
> The New England Produce Center
» Bread & Circus, a whole foods market specializing in organics
> BJ’'s Wholesale Market.

Furniture and Wood Products Cluster
> Boston Design Center
>  Westwood Furniture
> Jordan’s Furniture.

Pharmaceutical Cluster
» Massachusetts Biotech Council (a cluster of biotech companies).

C. SOUTHEAST EUROPE REGIONAL COMPETITIVENESS CONFERENCE, BELGRADE

Based on a proposal by SCEE, the various Balkan region USAID Missions and
competitiveness project implementers agreed to convene a meeting in June 2003 to
promote regional trade and investment linkages and build capacity for regional firms to
compete in key export markets through improved regional cooperation.

The SCEE Project assumed responsibility to plan and host this meeting, which took
place on June 16-17, 2003 at the Hyatt Hotel, Belgrade. A total of 29 individuals
attended. In addition to Serbia, other countries or regions represented included
Kosovo, Croatia, Macedonia, Romania, Bosnia and Herzegovina, and Bulgaria. The
attendance list and agenda are included in the appendices.

The three half-day sessions addressed a number of key regional issues. As a result of
the discussions, the USAID Missions and implementers committed to initiatives in five
areas:

» Grades and Standards Setting: This initiative will seek to harmonize regional
standards with those of the EU. It will promote an awareness of the importance
of standards and seek to build local capacity in the region to facilitate standards
implementation.
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> Regional Commodity Pricing System: In an effort to stimulate regional agricultural
trade, this initiative will seek to create a web-based information and pricing
system for agricultural products.

> Regional Cluster Development: Participants identified furniture and wood
products, as well as tourism, as the two clusters where regional cooperation
could have an immediate impact. This initiative will seek to connect existing
national clusters into a regional group to pursue common objectives.

»  Collaboration among Competitiveness Councils. Utilizing councils that have been
established in several regional countries, this initiative will promote regular
meetings among the council leaders and collaboration on regional issues. By
working together, councils could have a stronger voice, as well as share lessons
learned.

>  Regional Competitiveness Conference: In order to build further momentum, this
event is intended to bring together senior government, private sector, and civic
society representatives from multiple countries in the region to further intra-
regional cooperation and build a foundation for regional competitiveness.

D. WORLD ECONOMIC FORUM MEETING, ATHENS

While SCEE was not a sponsor of the World Economic Forum’s (WEF) regional meeting
held in Athens May 23-24, 2003, a key team member did actively participate and take
the opportunity to speak about some of the lessons learned from the project in Serbia.
Don Pressley of Booz Allen Hamilton, representing SCEE, addressed a
“Competitiveness and Entrepreneurship” session. His core message was that
individual businesses — and the private sector in general — should lead the way in
productivity enhancement, wealth creation, and economic growth in developing
countries. Mr. Pressley said the goals and approaches of the competitiveness model he
outlined during the session were based on work in Macedonia and Serbia by Booz Allen
and its partners.

Prior to the start of the conference, the project responded to a request by USAID /
Washington and provided suggested inputs to a speech to be delivered by Dr. Kent
Hill, USAID’s Assistant Administrator of the Europe and Eurasia Bureau. Included
were Serbian examples of how improvements in competitiveness were designed not
only to improve economic prosperity, but also to enhance social values. A copy of these
speech themes, under the title “Competitiveness That Capitalizes on Social Values,” is
provided in the appendices.
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VI. PuBLIC AWARENESS AND PuBLIC EDUCATION

SCEE promoted competitiveness to the broader business community through both print
and broadcast media, and to more targeted groups through smaller seminars and
workshops. These public awareness and public education initiatives are outlined in the
following section.

A. PROMOTING COMPETITIVENESS IN THE MEDIA

Media coverage focused primarily on the National Competitiveness Summit held April
1-2, 2003 in Belgrade, and on the trip to the U.S. by the delegation of ministers and
National Competitiveness Council members from April 12-18, 2003. As a result of
thorough planning by SCEE and support provided by other USAID projects and the
U.S. Embassy, coverage of both events was extensive and positive. In particular, the
National Competitiveness Summit in Belgrade received headline coverage in every
newspaper in Serbia, as well as radio and television exposure. Highlights of media
articles for April are summarized in the appendices.

Coverage of the National Competitiveness Summit

The project held a briefing on March 11, 2003 to prepare journalists to cover the
National Competitiveness Summit. The session was moderated by BBC reporter
Djordje Vlajic and included discussions on competitiveness issues led by the project’s
senior competitiveness advisor, by Assistant Minister Gordana Lazarevic of the
Ministry of International Economic Relations, and by leaders from the fruit and
furniture clusters. A total of 26 journalists attended and were provided with a press kit
(a list of the attendees is attached in the appendices).

To further journalists’ understanding of competitiveness, SCEE conducted press tours
to cluster companies on March 27-28, 2003. Journalists from Tanjug, Blic, Glas, Danas,

Beta Agency, Radio Jugoslavija, and Ekonomist participated and visited the Next Juice
factory in Subotica and the factories of Eurosalon, Saga, and Bosnjacki, all in Belgrade.

To support press coverage at the National Competitiveness Summit, the project made
press Kits widely available for all journalists, established a pressroom at the Sava
Center, and organized a series of press conferences.

Coverage of the Delegation to the U.S.
To prepare journalists to cover the delegation’s visit to the U.S., SCEE held a press

briefing at the Belgrade Media Center. A dozen national reporters attended the
informal briefing hosted by NCC member Dr. Boris Begovic and SCEE staff. Following
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the briefing, a reporter from Glas Javnosti interviewed senior SCEE staff members for a
story that appeared in the national section of the same publication the following day.

Media Training

The project also provided several media training sessions to individuals from cluster
companies to help them understand how to deal with press inquiries and radio and
television interviews. Participants included managers from Fresh&Co., Stefani
Univerzali, Nektar, Agroekonomic, Eurosalon, Bosnjacki, and Saga. This training was
also provided to four National Competitiveness Council members, including the newly
appointed Chairman, Dragoljub Vukodinovic.

In addition to this training for cluster management, media training was provided to
public relations staff at cluster firms.

SCEE Websitel?

SCEE launched a website for the project to coincide with the National Competitiveness
Summit. The site, available in both English and Serbian, had four principle objectives:

» Introduce the aims and activities of the SCEE project;

> provide a focal point for sharing project information with SCEE’s
implementation partners;

> promote the subject of competitiveness within Serbia; and,

» provide a reference tool for cluster firms, potential business partners interested
in Serbia, and others interested in learning more about competitiveness.

The website’s structure was divided among the following headings: (1) home page; (2)
news and updates; (3) about us; (4) project description; (5) project clusters; (6) contact
us; and (7) links.

B. PROMOTING COMPETITIVENESS THROUGH SEMINARS AND WORKSHOPS

In addition to the principal media initiatives described above, SCEE promoted
competitiveness themes through a number of workshops and conferences.

Competitiveness Workshop with Michael Fairbanks
Shortly after launching SCEE, the project conducted a half-day competitiveness

workshop for key Government and business leaders. The objectives of the workshop,
held in Belgrade on November 22, 2002, were to present the broad conceptual

12 The SCEE web address was www.scee.org.yu. That site was discontinued with the launching of a new
website for the Serbia National Competitiveness Council at www.nccserbia.org.
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underpinnings of the SCEE Project and to generate enthusiasm among business and
Government leaders who should take primary responsibility in the drive for greater
competitiveness. Fifty representatives from the public and private sectors attended the
session, representing 35 organizations. A complete list of attendees is provided in the
appendices.

The workshop was led by SCEE team member Michael Fairbanks of ontheFRONTIER, a
recognized authority in the area of competitiveness. Using a range of examples, he
focused on helping participants understand the concept of competitiveness, how it can
be achieved, the differing roles of the public and private sectors in promoting
competitiveness, and the link between improved competitiveness and social equity,
sustainable job creation, and environmental responsibility. A copy of the workshop
handout is provided in the appendices.

Mr. Fairbanks was interviewed immediately after the workshop, first on television by
B92, then by journalists from Ekonomist and Politika. They used this opportunity to
expand and re-emphasize for a larger public audience many of the themes presented in
the workshop. A translation of the interview with Michael Fairbanks is provided in the
appendices.

Competitiveness Workshops

In July 2003 the SCEE team conducted separate workshops with two of its partner
organizations, the Serbian Investment and Export Promotion Agency (SIEPA) and the
Agency for Small and Medium Enterprises (SME Agency). Each session provided
background information on and practical insights into the fundamentals of
competitiveness, and described SCEE’s practical experience of building clusters in the
fruit and furniture sectors.

Montenegro Competitiveness Conference

Two of SCEE’s Serbian staff members participated in a competitiveness conference held
in Montenegro June 23-27, 2003. The meeting was sponsored by the Yugoslav
Association of Economists and was widely attended by leading regional academics and
practitioners.

Drawing on SCEE’s experience in establishing clusters, these SCEE consultants
presented a paper entitled, “Improving Competitiveness Through Cluster Work — The
Serbian Experience.” Their paper (attached in the appendices) examined a number of
components of cluster-based competitiveness building as they had evolved in the
Serbian furniture and wood products cluster and the Serbian fruit cluster: the
challenges these two groups face, long-term strategies and short-term actions that they
have agreed to pursue, and the results they have achieved so far.
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VIlI. PROGRAM AND DONOR COORDINATION

To achieve any measure of success in a competitiveness initiative, the active cooperation
and participation of key government ministries and agencies, donor programs, and
investors and business organizations are required. SCEE took particular care to
coordinate with other relevant organizations and solicit their support. A summary of
these activities is presented below.

A. GOVERNMENT
Ministry of International Economic Relations (MIER)

MIER served as SCEE’s key counterpart within the Serbian Government. The project
team met regularly with Minister Goran Pitic and Assistant Minister Gordana Lazarevic
to provide them with briefings on project activities and to solicit their input with regard
to project direction, recommendations of helpful contacts, etc. As an additional means
of contact, Ministry staff participated in fruit and furniture cluster meetings.

In particular, SCEE worked closely with Minister Pitic to establish the National
Competitiveness Council. As noted earlier, the Minister appointed the members of the
Council, and served as a member of the NCC’s Executive Committee. In addition, he
provided inputs to the draft National Competitiveness Strategy.

Minister Pitic and Assistant Minister Lazarevic were involved in shaping the agenda for
the inaugural National Competitiveness Summit, and the Minister was a speaker. Both
also participated in the SCEE-sponsored delegation to the U.S.

Other Government Ministries, National Bank

With a view to building greater support for the competitiveness initiative, SCEE
provided project briefings to a number of other key economic ministries and agencies,
including:

Ministry of Economy and Privatization;

Ministry of Trade, Tourism, and Services;

Ministry of Finance and Economy;

Ministry of Labor and Employment; and,

Ministry of Science, Technology, and Development.

vV V V VYV VY

Each of these sessions, held at the Minister or Deputy Minister level, helped SCEE to
better understand the Government’s economic priorities, its view of key
competitiveness barriers, and ideas regarding competitive industries in Serbia. They
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also offered the opportunity to solicit Government support for the broader
competitiveness initiative.

The Ministers of the five ministries listed above, along with Minister Pitic of MIER and
the Minister of Agriculture, were appointed members of the National Competitiveness
Council. Furthermore, a number of these Ministers were active participants in other
SCEE activities, including the National Competitiveness Summit in Belgrade and the
delegation to the U.S.

The project also provided a briefing at the National Bank.
Economic Development Agencies

SCEE also coordinated its activities with two of the Government’s key economic
development agencies.

Serbian Investment and Export Promotion Agency (SIEPA)

With SIEPA, the project shared common objectives -- attracting investment and
promoting exports. In addition, SIEPA targeted food processing and wood products as
key sectors for its attention, and so the agency was particularly interested in and
supportive of SCEE’s work with the fruit and furniture clusters.

SCEE and SIEPA shared with one another initial presentations of their objectives,
priorities, and capabilities. SIEPA also made presentations to both the fruit and
furniture clusters concerning the support the agency could provide to exporters. SIEPA
staff members regularly attended cluster meetings to stay abreast of cluster activities
and to identify areas where they could provide assistance.

SCEE provided training to SIEPA staff. On July 3 and 9, 2003, the project delivered two
training workshops, the first on competitiveness principles and the second on cluster
development.

In June 2003, SCEE commented on a study funded by the European Agency for
Reconstruction (EAR) and prepared for the benefit of SIEPA. This report, entitled
“Investment Promotion Strategy,” was also the subject of a workshop on July 2, 2003, in
which SCEE participated.

Agency for Small and Medium Enterprises (SME Agency)
The second development agency with which SCEE coordinated was the Agency for

Small and Medium Enterprises (SME Agency). As with SIEPA, the project provided a
training session on competitiveness principles and cluster development. In Summer
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2003, SCEE provided written input to the Agency, through the Ministry of Economy,
regarding cluster development for inclusion in the “Report on SMEs of the Republic of
Serbia.”

B. INVESTOR ORGANIZATIONS
Foreign Investors Council (FIC)

SCEE coordinated and promoted its activities with two key investor organizations in
Serbia. Early in its existence, the project briefed the influential Foreign Investors
Council about its objectives. In its assessment of competitiveness, SCEE made use of
FIC’s “White Book Proposal for Improvement of the Investment Climate in Serbia,” a
comprehensive and in-depth study of the subject. Likewise, FIC was supportive of the
project’s activities: FIC’s Secretary General was a speaker at the National
Competitiveness Summit and was invited to be a member of the National
Competitiveness Council.

American Chamber of Commerce in Serbia and Montenegro (AmCham)

AmCham is also an influential investor organization and promoter of trade and
economic recovery in Serbia. SCEE drew upon AmCham’s business network to build
support for the competitiveness initiative. For instance, on March 27, 2003 AmCham
hosted a breakfast meeting of its members to hear a speech by Minister Goran Pitic
entitled “Serbia’s Commitment to Competitiveness Reforms.” Minister Pitic also used
this opportunity to announce the formation of the National Competitiveness Council.

As a further indication of our mutual cooperation, AmCham’s President was a featured
speaker at the National Competitiveness Summit. AmCham also provided an
opportunity in the July 2003 issue of its AmCham Perspective magazine to publish an
article entitled “Helping Serbian Businesses Gain a Competitive Advantage.”

C. DONOR AND INTERNATIONAL ORGANIZATIONS

The primary vehicle for coordinating with other donor programs and international
organizations was the monthly Donors’ Coordination Meeting. SCEE’s Chief of Party
Dillon Coleman was in regular attendance at this meeting, which also included
representatives of other USAID projects, the World Bank, the European Bank for
Reconstruction and Development (EBRD), Gesellschaft fur Technische Zusammenarbeit
(GTZ), the U.K. Department for International Development (DFID), European Agency
for Reconstruction (EAR), United Nations Development Program (UNDP), the
International Finance Corporation (IFC), IFC’s Southeast Europe Enterprise
Development (SEED) Program, and the Swiss Development Corporation. These
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sessions offered the opportunity for all programs to report on their activities and
identify areas for mutual cooperation.

SCEE did cooperate specifically with two other USAID-funded programs. Given their
interest in small business development around regional municipalities, a number of the
CRDA implementers were invited to make presentations and routinely attended
meetings of the fruit and furniture clusters. These included CRDA implementers Mercy
Corps, IRD, ACDI/VOCA, and CHF. As noted earlier, SCEE worked with the first
three of those implementers to develop proposals for funding training centers for the
fruit cluster.

In another initiative to assist the fruit and furniture cluster companies, SCEE worked
with USAID’s Global Trade and Technology Network (GTN) to have all companies
listed on automated platform providing exporting opportunities.

Booz Allen Hamilton



PCE-1-00-98-00013-00, Task Order 811
Final Report on Serbia Competitiveness and Economic Efficiency Project Page 36

VIIIl. LESSONS LEARNED
A. CLUSTER DEVELOPMENT

Clusters develop best organically, not when their structure is imposed. Clusters
develop, grow, and succeed not because smart consultants tell them it’s the thing to do,
but because the companies see an economic benefit resulting from the collaboration.
After working with the fruit and furniture clusters, SCEE staff recognizes that the
momentum for cluster development begins to accelerate rapidly only after the
companies start working together on a real project. Through this collaborative
experience, they can begin to break down the barriers of distrust and secrecy and
appreciate first-hand the benefits of working together. The follow-on SEDP project has
followed this approach and found that it greatly facilitates cluster development.

Use industry experts to help guide and facilitate cluster development. SCEE’s
experience with the fruit and furniture clusters, while successful, demonstrated that
using industry experts from the outset would have enhanced the cluster development
process. While competitiveness experts have their role, only someone who has had a
career in a particular industry can bring the necessary insights into competitive
position, product quality, technology, target markets, and strategic development. They
are immediately able to speak the “language” of the industry, understand its problems,
and bring enormous credibility to the cluster-building process. Importantly, industry
experts can also bring personal contacts to be exploited as the cluster seeks to re-connect
with export markets.

Cluster members should assume leadership as soon as possible. Cluster members
need to understand from the very beginning that they must take responsibility for the
cluster’s development. As SCEE learned from its experience with fruit and furniture,
outside consultants can help in shaping the agenda and providing direction, but the
companies need to show their willingness to devote the time and energy not only to
substantive matters, such as researching and debating their strategic direction, but also
to simpler issues such as organizing and hosting their meetings. SEDP has made
“willingness to assume leadership and responsibility” a key criteria in selecting a
cluster for support. If the cluster is not willing to show such commitment, it is unlikely
to have the entrepreneurial drive necessary to be successful.

Short-term successes are necessary, but don’t forget long-term strategy. Some “wins”
are necessary early in the cluster development process in order to focus the companies’
attention and provide them the necessary incentives to continue. But short-term
opportunism should not completely override the need to develop a longer-term
strategy. Newly formed clusters generally lack any collective vision and action plan for
their future development, and this is obviously essential if they are going to build a
solid competitive position. SCEE’s experience showed that cluster development
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requires a balance between short-term opportunities to create momentum and
enthusiasm and longer-term strategic development to ensure sustainability and
continued commitment

To the extent possible, keep politics out of cluster selection. This was not a major
problem for SCEE. Fruit and furniture were obvious choices that did not give rise to
criticism. However, in discussing potential clusters for future support, some comments
from ministerial colleagues indicated that their suggestions were somewhat biased
towards sectors that, because of size, level of unemployment, or some other political
expediency, were politically important. This is of course natural, but may cause
selection of a sector that is not competitive. Cluster selection should be directed
towards those sectors, subsectors, or niches that are, or could be, competitive against
international firms.

B. NATIONAL COMPETITIVENESS COUNCIL

Do not rush to write a national competitiveness strategy. Soon after the formation of
the Serbian NCC and the delegation visit to the United States, SCEE began working
with the Council to develop a National Competitiveness Strategy. Such a strategy was
viewed by many as the fundamental raison d’etre justifying the Council’s very existence,
and a pre-condition for its further development. While a national strategy is indeed
important, a newly formed Council should keep it in perspective and realize that there
are other essential things to do at the outset. In retrospect, it would have been better
had the Serbian NCC focused on establishing its operations and defining a disciplined
process by which the strategy would be developed, including in-depth economic
analysis, input and drafting by local experts and academics, and a review process that
involved and drew upon the expertise of Council members. This more deliberate
approach would have required several months, but that is to be expected since the
development and adoption of a strategy of such importance is a complex matter. The
end product, however, would be one that is well founded and supported by key
elements of the private sector, government, and civic society.

The NCC should be independent and non-political. The Council’s key roles are to
provide policy advice to government on competitiveness-related issues and to promote
competitiveness initiatives in the private sector. Recommendations to government are
most useful when they are objective and, in essence, tell the government “like it is.”
However, objectivity can be difficult to achieve when government ministers sit on the
Council. Likewise, the Council is likely to have enhanced legitimacy in the public eye if
it is considered to be free of political influence. Given these objectives and SCEE’s
initial work with the Serbian Council, the project would recommend that, in the Serbian
context, the NCC in future consist only of private sector and civic society members.
Access to government is still important, but that can be achieved without having
ministerial representation on the Council itself.
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Establish linkages with other councils as soon as possible after formation. There are

a number of successful competitiveness and economic development councils in Western
Europe (e.g., the Irish Competitiveness Council) that could serve as useful role models
and sources of information for similar bodies being established in developing countries.
Visits to one or more of these councils to discuss such topics as organization, operating
procedures, analytical and research support, funding, promotional campaigns, and
communications should be a high priority for any new council. In retrospect, such face-
to-face contacts by the Serbian Council leadership would have helped them rapidly gain
an understanding of different operating models, and benefit from lessons already
learned by others.

Keep council membership limited. Based on its experience of working with the 27
members of Serbia’s initial National Competitiveness Council, the project staff
recommends that, in future, membership should be limited to around 15 members.
Smaller groups are more efficient and, as a practical matter, the logistics of organizing
meetings are much simpler.

C. OTHERISSUES

Building competitiveness is a long-term effort, and project duration should reflect
that. The one-year duration of SCEE forced the team to hurry activities (e.g., cluster
formation, drafting the National Competitiveness Strategy) that, in reality, should have
been spread over longer time periods. Thus, the project’s short-term nature put it under
artificial constraints and did not allow some complex activities to develop in a more
natural flow. While good results were achieved, our recommendation is that project
duration should be consistent with the long-term nature of competitiveness-building
initiatives.

There’s plenty of room for many donors to be involved in competitiveness, but
coordination is essential. As this report makes clear, successfully building greater
competitiveness requires a myriad of activities and demands the commitment of
numerous organizations. No one donor organization could possibly provide all the
necessary support, so there is scope for involvement by many donors. However, to
avoid duplication and wasting of resources, and to be sure all needs are covered, a great
deal of coordination is required among various donors. SCEE coordinated with
numerous donors and donor projects and, in general, this interaction among donors
was effective. But the need to coordinate never ceases and, as the competitiveness
initiative in Serbia goes forward and grows, it must continue to be a top priority.

Successful competitiveness initiatives require significant communications programs.
Like any other initiative, a competitiveness-building campaign will not gain the
momentum it needs to succeed without significant attention being placed on
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communications, public awareness, and public education. There are a number of
communications activities that need to be initiated and sustained to make an impact.
These include educating the business community and broader public to build
acceptance and commitment, publicizing successes and role models to motivate others,
launching websites and using other communications tools to re-connect industries to
export markets, and raising the profile of the National Competitiveness Council.
SCEE’s budget for communications was limited and, although a number of key
activities were launched, more could have been done. The follow-on SEDP project has
substantial resources for communications and a greater impact has already been
achieved.
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Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: November 14, 2002, No. 1
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec,
Dane Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert
Delemarre, Ernest Owens, Erin Owens
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

(a) Project Administration -- Arrangements to lease project offices were tentatively
agreed. The space is located at 41 Terazije, Belgrade on the same floor as the “Economic
Planning for Economic Efficiency” (EPEE) project. It is expected that the project will be
able to occupy the offices in mid-November after the present tenants have vacated. In
the meantime, SCEE project consultants will work from space made available in the
EPEE offices.

Interviews were ongoing during the month for the selection of local staff. Three full-
time staff members have been recruited: the office manager, financial manager, and one
junior economist. A local subcontractor has been identified to employ the local staff
and provide them to the project.

Dillon Coleman, the Chief of Party, formally joined the project on 23 October.

(b) Project Initiation -- Project activities began in Serbia with the arrival of Project
Director Mark Belcher, Project Co-ordinator Deqa Farah of Booz Allen, and the Market-
Demand Export Activity team on 7 October. This group, accompanied by Dillon
Coleman, met with the local AID mission on 8 October and Assistant Ministers Gordana
Lazarevic and Ana Trbovic of the Serbian Ministry of International Economic Relations
on 9 October. In addition to these introductory sessions, a number of logistical and
staffing activities were started in Belgrade to prepare for the arrival of a Booz Allen /
ontheFRONTIER team at the beginning of November to begin Phase I.

(c) Market-Demand Export Activity — To initiate Phase | of our workplan and
capitalize on existing Booz Allen industry relationships, we identified decorative home
accessories and processed foods as markets where we could quickly bring together
potential North American buyers and Serbian producers and gain “real-time” insights
into two Serbian clusters. The Market-Demand Export Activity team was in Serbia from
7 — 25 October with the specific objectives of (i) identifying potential U.S. purchasers
and matching them with appropriate Serbian suppliers; (ii) educating Serbian firms on,
and helping facilitate, the “selling “ process; and (iii) developing initial hypotheses as to
whether business or ancillary conditions (e.g., weak transport systems) impede creating
competitive advantage.

Prior to arrival in Serbia, task members Ray Manoff, Bob Delemarre, and Erin Owens
had actively engaged senior level executives from a number of U.S. firms, and these
executives enthusiastically expressed their interest in exploring Serbian market
potential.

During the mission, nearly 200 Serbian firms met with the team and most provided, at
no cost to the project, samples and brochures of their capabilities and products.
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Meetings with home accessories/flooring companies suggested that a combination of
natural resources, competent production, and some flair for design may form the basis
for completing transactions in North America and other markets. Meetings with food
processors were also positive — products with good quality, attractive packaging, and
competitive pricing were received that may be marketable, as consumer trends in North
America show increasing demand for unusual, organic, and ethnic food products.

As a result of this mission and follow-up work in the States, considerable progress has
already been made in identifying both potential U.S. buyers and Serbian producers.
Serbian home accessories and wood flooring firms have already been tentatively
matched with potential North American buyers based on the Serbian firms’ current
capabilities, attitudes, and interests. Potential U.S. buyers of food products have also
been identified, and samples have been collected from Serbian firms.

As part of their activity, the Market-Demand Export Activity team also captured
market- and firm-specific information and attitudes from surveys completed with all
interviewed firms to feed into our national and cluster level competitiveness
assessment. Preliminary examples of themes that continued to appear are: (i) need for
a national organic food certification process; (ii) need for an understanding as to how
small producers can join forces to serve the larger North American market; (iii) lack of a
unified professional design community; (iv) non-existent or underdeveloped
knowledge of export markets; and (v) poor transport and logistical systems which
hinder effective export.

A second mission by the team is planned for November to facilitate further the closing
of business deals by the Serbian firms with interested U.S. companies and to integrate
leaders from these Serbian enterprises into the broader national and cluster level
competitiveness audit.

A full copy of the team’s report is attached?.

(d) Formal Project Kick-Off -- The project was formally kicked off on October 23 and
24 through a series of meetings with senior government and parliamentary officials, key
counterparts, and associates. These sessions were led by Don Pressley of Booz Allen
and Michael Fairbanks of ontheFRONTIER, accompanied by Chief of Party, Dillon
Coleman. The purpose of these meetings was to introduce the project and its objectives,
generate enthusiasm and support, and better understand the issues and concerns of
Serbian leaders as they seek to improve competitiveness.

1 As asmall, but important, aside to this visit, team members spoke with Hyatt Hotel food and minibar managers
regarding their lack of Serbian products (primarily liquors in the bar, items in the minibar, and juices in the
restaurant). Team member Bob Delemarre has received a note from the Serbian company NEXT that Hyatt is now
ordering and serving their juices.
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Key focus and themes of these meetings:

U.S. Embassy: Maja Piscevic, Patrick Hughes, Chris Dunnett — A broad-ranging
commentary was provided on Serbia’s economic situation and relevant legislation,
as well as suggestions on interesting clusters and leading firms for further
investigation. The Office of Public Diplomacy expressed interest in translating
Plowing the Sea, co-authored by Michael Fairbanks, into the Serbian language.

Ministry of International Economic Relations: Serbian Minister Goran Pitic and
Assistant Ministers Gordana Lazarevic and Ana Trbovic (other senior ministers
were invited, but were unable to attend due to a Cabinet meeting). The participants
agreed on holding a workshop on 14 November? for a broad range of Serbian
leaders, including senior ministers and other government officials, key members of
parliament, business leaders, editorial writers and other opinion-shapers, and civil
society leaders. The objectives of this session, to be led by Michael Fairbanks, will be
to generate enthusiasm and support at the highest levels, to introduce
competitiveness concepts, and to frame to the strategic choices that Serbian leaders
will have to make. The workshop will also give the project team an opportunity to
identify potential leaders of the competitiveness initiative and to evaluate the level
of understanding of competitiveness concepts and economic activity at the cluster
level.

Republic Parliamentary Committees: Vlatko Sekulovic (Deputy Chair of Committee
for Foreign Economic Relations), Bojan Pajtic (Legislative Committee Chairman),
and Dragisa Marinkovic (Chair of Committee for Privatization) — These
parliamentarians expressed their interest in, and support for, legislative initiatives
that will be necessary to enhance Serbia’s competitive position. In addition, they
would like to participate in the public education campaign, perhaps by publishing
articles on topics related to competitiveness.

World Bank: Itzhak Goldberg, Scott Jacobs, Doug Muir, Irina Astrakhan — The range
of topics discussed included: studies completed by the Bank or other organizations
that are relevant background for SCEE; useful contacts among government, NGOs,
and other donor projects; legislative and business regulation issues; and interesting
business clusters.

Center for Liberal-Democratic Studies (CLDS): Boris Begovic, Bosko Mijatovic,
Dragor Hiber -- We reviewed CLDS’s recent projects on competition policy and
corruption, as well as their thoughts on the radical changes that will be necessary to
create a more competitive culture in Serbia. In addition, CLDS’s consulting

2 Since re-scheduled for 22 November
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capabilities were discussed with a view to possibly utilizing CLDS to conduct the
Change-Readiness Assessment in Phase I.

Deputy Federal Prime Minister Miroljub Labus — After hearing a broad description
about SCEE’s objectives and methods, Mr. Labus expressed his unqualified support
for the project. He was particularly interested in the project’s focus of developing
and bringing about change through initiatives aimed at the cluster level.

USAID Mission Director. Spike Stephenson — The team summarized their first
impressions based on the two days of kick-off meetings. Everyone was impressed
by the enthusiasm and receptivity shown by the various leaders, with a recognition,
however, that much work would be required to expand the base of support
necessary to achieve real change. There were further useful discussions regarding
various clusters, particular fruits and vegetables.

To conclude the formal launch of the project, Booz Allen hosted a reception on the
evening of 24 October with guests attending from USAID, other donor-funded projects,
as well as Serbian counterparts and firms visited by Market-Demand Export Activity
team.

(e) Other Activities — The project began preparation of its detailed workplan, began
preliminary work on trade statistics to determine export performance and potential,
and made preparations for the arrival of a Booz Allen /7 ontheFRONTIER team to
initiate the Competitiveness Intervention Design. Preparations were also made for the
return of members of the Market-Demand Export Activity team to attend annual
Belgrade Furniture Fair November 11-17.

At the request of the Education Center in Leskovac, Chief of Party Dillon Coleman
attended a conference entitled “From Embargo to Integration” on 31 October — 1
November and made a presentation of the project. The conference was attended by 35—
40 regional enterprises wanting to improve their exports, as well as by journalists from
local newspapers and TV Leskovac. The Chief of Party was interviewed by TV
Leskovac after his presentation.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

The workplan is in the final stages of development; as yet, there are no proposed
changes.

I1l. PROBLEMS
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As noted, Michael Fairbanks agreed to Minister Pitic’s suggestion of a workshop to be
held for senior public and private sector leaders. To maximize the impact of this
session, the list of invitees should be finalized and invitations issued as soon as possible.

The project’s move into its offices has been delayed as a result of the existing tenant’s
inability to obtain permission from the Federal Property Commission (the federal
government owns a portion of the building) to move to another floor in the building,
thereby freeing up office designated for SCEE. It is hoped that this situation will be
resolved by mid-November. The EPEE project has been extremely supportive and
flexible.

IV. OTHER DEVELOPMENTS

It is unclear what impact the results of the upcoming Serbian Presidential elections may
have upon the environment in which the SCEE project will be implemented, or the
impact of policy or personnel changes that might occur in counterpart ministries and
supportive organizations.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — November 2002

Date: December 15, 2002

To:  Ms. Maja Piscevic, Senior Legal Advisor and CTO, USAID/FRY
From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re:  Monthly Project Summary and Report for November 2002

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Ms. Ana Firtel, Chief of Staff, Office of the Deputy Prime Minister, FRY
Mr. Marko Obradovic, Deputy, Office of the Deputy Prime Minister, FRY
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: December 15, 2002, No. 2
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec,
Dane Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert
Delemarre, Ernest Owens, Erin Owens
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

(a) Project Administration — The project experienced continuing difficulties in
occupying the space located at Terazije 41 next to the EPEE project and was forced to
look for other offices. In the meantime, project continued to work from the EPEE
location.

The project’s detailed workplan was submitted to, and reviewed with, USAID on
November 18. The plan was reviewed with Assistant Minister Gordana Lazarevic and
her team at our counterpart ministry, the Republic of Serbia Ministry of International
Economic Relations, on December 3.

(b) Coordination with Other Donors — We have begun our active coordination with
other donor organizations. The Chief of Party, Dillon Coleman, along with
competitiveness expert, Dane Smith, made a presentation of the SCEE Project at the
monthly donors’ meeting held on November 5. In addition, the Chief of Party has
begun a series of discussions with other projects to identify areas of mutual interest and
potential cooperation. Meetings this month were held with the European Union’s
Policy & Legal Advice Center and Community Infrastructure Development Program
managed by CHF.

(b) Market Demand Export Activity -- Progress was made during November in the
furniture /7home accessories area with further qualifying of Serbian firms as possible
exporters to the U.S., educating these firms on product development for export,
determining the potential of specific products, and identifying barriers which will likely
hinder immediate exports. On the other hand, our activities in the food processing area
were hampered by shipping difficulties outside the project’s control, as summarized
below.

Also during November, many of the Serbian industry leaders identified in our initial
visits, in both furniture/home accessories and food processing, were interviewed and
integrated into the broader cluster level activities.

Furniture - Industry specialists Ray Manoff and Ernest Owens visited Serbia from
November 10th - 23rd, Two days were spent at the annual Belgrade furniture show,
during which time they continued identifying additional producers with product
potential and evaluating characteristics of the current industry (such as pricing
practices, export experience, and overall product quality). Following the show, their
time was spent in further one-on-one discussions with prospects, including visits to
individual factories and meetings with company product designers. A representative
listing of the firms visited is included as an appendix to this report.
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During November, U.S. buyer requests for additional information centered on potential
product prices, the need for design changes to meet American tastes, continued high
tariffs on any products imported before Normal Trade Relations (NTR) legislation has
passed, and ability to produce minimum required quantities, on time and at
consistently high quality.

During their visit, Messrs. Manoff and Owens met on several occasions with other
members of the team to share their insights concerning Serbian furniture manufacturers
and obstacles to export. By the end of November, the following were beginning to
emerge as some of the most significant obstacles to Serbian furniture / home accessories
exports to the U.S. market:

Lack of Normal Trade Relations (NTR) status and the resulting higher costs;
Lack of sufficient productive capacity to service U.S. customers; and
Less innovative product design and manufacture in Serbia.

Food Processing - Unfortunately our food export effort suffered a setback when the
delivery of samples collected in October was both substantially delayed in Customs and
then arrived with extensive product breakage and other transit damage. Many of those
products not broken suffered label damage and were unsuitable for presentation to
potential American customers. This damage occurred despite using one of the leading
international shipping companies.

Plans are in process to replace a selected group of the samples in December and to
schedule visits with potential U.S. buyers in January. Despite the disappointment with
the samples and the subsequent delays, team members have continued to contact and
collect information from potential U.S. buyers with regard to product needs and other
important market entry data: how customers buy, requirements placed upon sellers
related to product quality, minimum lot sizes, sanitary related issues, quality control,
etc.

(c) Competitiveness Workshop — As one of the major highlights of the month, we
conducted a half-day Competitiveness Workshop for key government and business
leaders on November 22 in Belgrade. As agreed with Republic of Serbia Minister Goran
Pitic of the Ministry of International Economic Relations during the project’s formal
kickoff in mid-October, the objectives of the workshop were to present the broad
conceptual underpinnings for the SCEE Project and generate enthusiasm among
government and business leaders who should take primary responsibility in the drive
for greater competitiveness. Fifty representatives from the public and private sectors
attended the session, representing 35 different organizations, and including the Serbian
Ministers of International Economic Relations, Trade and Tourism, and Technology and
Development. A complete list of attendees is attached.
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The workshop was led by team member Michael Fairbanks, a recognized authority in
the area of competitiveness. Using a wide range of examples and experience from other
countries, Mr. Fairbanks focused on helping participants to understand what
competitiveness is all about, how it can be achieved, the differing roles of the public and
private sectors in promoting competitiveness and the link between improved
competitiveness and social equity, sustainable job creation and environmental
responsibility. Dane Smith followed in the second half of the session with further
emphasis on the need to combine operational efficiency, well-planned strategic choices
and the pursuit of greater competitiveness by focusing on clusters of related and
supportive enterprises. A copy of the workshop handout is attached.

Many of the participants provided very positive feedback immediately following the
workshop, commenting on the usefulness of including both private sector leaders and
government representatives in such an open and honest dialogue about important
competitiveness themes.

Michael Fairbanks and Dane Smith were interviewed immediately after the workshop,
first on television by B92, then by journalists from the Ekonomist and Politika. They used
this opportunity to expand and re-emphasize for a larger public audience many of the
themes presented in the workshop. A translation of the interview with Michael
Fairbanks is attached.

(d) Competitiveness Assessment — Competitiveness experts Dane Smith, Lawrence
Groo and Karen Towers were in Serbia from November 4th-24th to kick-off our national
competitiveness assessment. Prior to their arrival, the pharmaceutical, agricultural,
textile and furniture clusters had been identified as potential candidates for inclusion in
the project.

As described below, the team conducted a wide range of interviews during their stay.
A list of the persons interviewed is attached. These conversations focused on three key
guestions:

What products or services are being sold to whom (which customers)?

Why do their customers by from them instead of from their competitors?

Why is it difficult for their competitors to imitate them and take away their best
customers?

Having good answers to these questions is the cornerstone to establishing a sustainable
competitive advantage. Discussing the questions at length allowed the team to test
hypotheses about the current level of competitiveness of the companies that were
interviewed and exposed many of the obstacles that companies are confronting in their
effort to become more competitive. The team will return in December to continue the
assessment and to hold the first cluster meetings.
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Fruit Cluster Mobilization - The SCEE team interviewed ten members of the fruit
cluster including fruit juice producers, a farmers’ association, cold stores, wholesalers,
agricultural NGOs and the Serbian Minister of Agriculture, Prof. Dragan Vesolinov.
From conversations with cluster members and their customers, the team learned that
Serbian fruit products compete in export markets largely by offering low prices.

Cluster members believe that Serbia can increase its export earnings by introducing
new products. They identified important obstacles to growth, such as inadequate
financing, lack of organic certification, insufficient understanding of how to penetrate
attractive foreign markets and limited cooperation among cluster members.

A preliminary group of leaders in the fruit cluster has been identified to participate in
the first National Fruit Cluster Council meeting. These leaders include Fresh Co.,
Agrana, Agroekonomik and Tetra Pak.

Textile Cluster Mobilization - The SCEE team interviewed representatives of Afrodite
Mode Collection, Beko Clothing Company, CLICK and members of the Yugoslav
Chambers of Commerce. Key issues were the effect of privatization on the textile
sector, the emergence of a small group of ready-to-wear clothing companies and the
existence of a large number of struggling, socially-owned CMT (Cut-Make-Trim)
manufacturers.

Meetings with government officials and cluster firms suggest that a combination of lack
of financing, old equipment, excess labor and loss of customer relationships have
contributed to the decline of the traditional textile sector. A small number of privately-
owned ready-to-wear firms have emerged spurred on by sophisticated local demand
for designer products.

Cluster members are receptive to cooperation within the cluster. Next steps include
identifying cluster leaders to participate in the National Cluster Council Meeting.

Furniture Cluster Mobilization - The SCEE team interviewed ten members of the
furniture cluster including producers of chairs, windows, flooring and doors, foreign
buyers, the government’s leading expert on the wood industry, and exhibitors at the
national furniture fair in Beograd.

The team’s initial findings suggested that Serbian furniture products are competitive in
wood quality. Despite excellent craftsmanship, Serbian furniture makers sell at lower
costs than their competitors in Italy. Customers explained this by the lack of original
Serbian design and insufficient service from the Serbian furniture companies.
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Our team’s analysis suggests that Serbia can increase export earnings by enhancing the
competitiveness of private firms and other actors in the furniture cluster. Key barriers to
improving growth in the cluster include lack of financing for new equipment and new
factories, lack of understanding of how to penetrate attractive foreign markets and
limited cooperation among cluster members.

As a result of the initial round of meetings and interviews, a preliminary group of
leaders in the furniture cluster have been identified to participate in the first National
Furniture Cluster Council meeting. These leaders include Bosnjacki, Jankovic, Modul,
and Eurosalon. Bosnjascki also participated in the November 22nd SCEE workshop
given by Michael Fairbanks.

Pharmaceutical Cluster Mobilization - The SCEE team interviewed representatives of
Hemofarm, Galenika and Vetfarm. These companies discussed their interest in
increasing exports, possible partnerships with E.U. and U.S. producers and distributors,
and the affect of privatization on the pharmaceutical sector. The U.S. market, in
particular, is a primary focus of Hemofarm.

Cluster members are very receptive to cooperation with the SCEE team. However, the
relative dominance of the two leading pharmaceutical firms within the domestic market
suggests that the cluster is particularly challenging from the perspective of cooperative
engagements. Further meetings were planned in December to explore whether there is a
possible opportunity to broaden the cluster definition to include, for example, health
care providers, pharmacies, hospitals, etc.

Trade Statistics - The Trade Statistics Analysis is a methodology developed by
ontheFRONTIER to assess a country’s level of progress based on an examination of
export data collected by the United Nations. The analysis is significant because it
highlights the importance of clusters in a competitive economy.

Export data for Yugoslavia was received from the United Nations in mid-November
and is currently being analyzed by the SCEE team. The Trade Statistics Analysis will be
completed by early December and selected findings will be shared at the cluster
meetings.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

In mid-December, the SCEE team will be conducting a series of meetings with cluster
leaders to discuss the formation of cluster competitiveness councils. One purpose of
these meetings will be to assess the feasibility of the present project time schedule for
the planned Competitiveness Roundtables and Summit, as reflected in the attached
workplan. A further assessment of scheduling will be provided in the December report
after these meetings have been concluded.
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I1l. PROBLEMS

The delay in obtaining access to the office space at 41 Terazije has constrained the
operational efficiency of the project. However, the program’s substantive work has
moved ahead on schedule, and the office situation should be remedied in early
December.

IV. OTHER DEVELOPMENTS

Nothing to report under this heading.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — December 2002

Date: January 15, 2003

To: Ms. Maja Piscevic, Senior Legal Advisor and CTO, USAID/FRY
From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re: Monthly Project Summary and Report for December 2002

CC:  Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Ms. Ana Firtel, Chief of Staff, Office of the Deputy Prime Minister, FRY
Mr. Marko Obradovic, Deputy, Office of the Deputy Prime Minister, FRY
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: January 15, 2003, No. 3
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec, Dane
Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert Delemarre, Ernest
Owens, Erin Owens
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

(a) Project Administration — The project moved into to its new offices located at 31 Kralja
Milana, Belgrade on 19 December.

Our local staff was strengthened by the addition of Jasna Matic on December 9 and Ivan
Jankovic on December 17. Jasna was formerly an advisor to Mr. Miroljub Labus, the FRY
Deputy Prime Minister. Ivan previously supported the project on a short term consulting basis
and brings experience with both the food processing and furniture clusters.

(b) Coordination with the Serbian Ministry of International Economic Relations- Following
the initial fruit and furniture cluster meetings (described below), Chief of Party Dillon Coleman,
accompanied by competitiveness experts Dane Smith and Joe Babiec, held a de-briefing session
with Minister Goran Pitic and Assistant Minister Gordana Lazarevic. The Minister was
enthusiastic in his continued support and reiterated the importance of the program for the
Government’s economic strategy. In addition he outlined a number of critical areas where he
would like the project to assist the Ministry:

Defining the Ministry’s and Government’s role in improving competitiveness and
making it a national priority;,

Disseminating the competitiveness message to the broader public; and

Supporting Minister Pitic and other ministers in their ability to speak about and promote
competitiveness.

The team agreed to respond to the Minister in January with concrete measures as to how such
support could be provided.

(c) Market Demand Export Activity — This activity is in its final stages and the outstanding
tasks described below will be wound up near the end of January. A number of valuable
“lessons learned” have been gleaned from this exercise and these will be summarized in a final
written report. This will provide valuable input to the furniture and fruit clusters as they move
forward with their strategy development process.

Furniture - Despite recognizing that the Serbian furniture cluster does in fact have good
potential, U.S. buyers with whom our team maintained contacts during December are not ready
to place orders. The primary reasons are those cited previously in our November report: lack
of Normal Trading Relations (NTR) trading status, lack of adequate productive capacity, at the
Serbian level and the need to improve product design. An exception may be the interest shown
in wood flooring produced in Serbia. One potential buyer (Dantek & Associates) continues to
show interest and has presented a number of questions. The project will facilitate obtaining
responses to these enquiries and getting the companies in direct contact.

Ernie Owens, our furniture industry expert, will prepare written findings for each of the Serbian
companies visited. This customized feedback from the U.S. market will be extremely valuable
as these companies consider their competitive position.
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Food Processing - As indicated in our November report, our food export effort suffered a
setback when the delivery of samples was held up in Customs and arrived with extensive
damage, thus delaying the team’s ability to explore the potential among U.S. buyers.: Another
group of food-related samples will be shipped in early January for presentation to selected U.S.
buyers. In the meantime, the continued interaction of team member Bob Delemarre during
December with buyers indicates that there may be sales potential for Serbian liquors in the U.S.
market.

(d) Competitiveness Assessment — Team members Dane Smith, Lawrence Groo, and Karen
Towers arrived back in Serbia in the first week of December to progress the competitiveness
assessment begun in November and continue the intensive interview process with potential
cluster participants.

Continued Cluster Mobilization

Fruit Cluster - The SCEE team interviewed representatives of Zemlzoradnicka Zadruga Arilye,
Niba Company, Takovo, Stefani Universal, Agrana Import-Export, Poljoprivredni List
Agricultural Magazine, U.S. Embassy’s Department of Agriculture, and the Faculty of
Agriculture at the University of Belgrade. These companies and organizations expressed an
interest in increasing exports of value-added fruit products to the European Union (EU) and
U.S. markets, strengthening sanitary and quality control regulations, creating effective linkages
between agricultural research and commercial entities, and establishing partnerships with
foreign distributors.

Interviewees identified lack of trust among cluster members as a major barrier to increased
export growth. Cluster members discussed the need for increased cooperation among fruit
producers, processors, and wholesalers to penetrate foreign markets.

Furniture Cluster - Building on the initial contacts in the furniture cluster made by the SCEE
team in November, a number of new firms and officials concerned with the broader wood
industry, as well as furniture producers, were interviewed in and outside of Belgrade.
Crucially, SCEE team members working with the various furniture firms began to establish
good working relationships with the leadership of key companies, building trust, exchanging
data and opinions on cluster issues, and shaping the agenda of the first national cluster meeting.

In general, companies and organizations expressed an interest in cooperating for specific
purposes, and many noted that they were especially keen to build their export-business. They
also acknowledging that, as Serbia’s economy opened up further, they will face increased
foreign competition within the domestic market.

Textile Cluster — The SCEE team interviewed Jelena Petrovic Zvekic, the marketing and
development coordinator of Legend Company. However, many other textile companies were
unavailable to be interviewed in December due to the opening of new stores and the unveiling
of new collections for the holiday season. Cluster members asked that the meetings be

1 The courier company has now agreed to absorb the entire cost of the damaged shipment and the project will not
incur any costs in this regard.
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rescheduled to a time when they could better participate and the team will explore that
possibility for late January or early February.

Pharmaceutical Cluster - To gain a broader understanding of the Pharmaceutical Cluster, the
SCEE team established contact with Mrs. Milana Ducic, Deputy Director of the Pharmaceutical
Institute of Belgrade. To date, cluster members, including Hemofarm, have expressed their full
support and cooperation for the SCEE’s potential work in the cluster. Given the current
structure of the pharmaceutical sector and our communication with various companies and
officials within the country, it may be more effective to include the pharmaceutical sector as
part of a broader Health Care Services cluster initiative. The SCEE team will further evaluate
this issue in January.

Initial Cluster Meetings

The month culminated with the convening of the first meetings of the furniture and fruit
clusters in Belgrade on December 17 and 18, respectively. Some of the unique aspects of each
session are discussed below. In general, these sessions were well attended, and project team
members were pleased with the enthusiasm and receptivity shown by the cluster companies.
They showed themselves to be ready now to begin working together to improve
competitiveness and to begin developing winning strategies. A complete list of the attendees is
attached.

The SCEE team presented findings on industry performance and export trends based on
research and analysis conducted in the preceding months. The team also led discussions about
potential strategic options and how participants could help shape and benefit from new
competitive formulas. There was significant participation by the cluster members throughout
both sessions as they discussed their current positions, thoughts for the future, and reactions to
the project team’s presentations.

There were a number of common issues raised by the two cluster groups, including:

How can cluster members better access needed financial resources?

What steps are to be taken in the process of developing new winning strategic formulas,

both for the long and short term?

What are the consumer needs that need to be better understood and better served?

How can the cluster increase cooperation to serve a more attractive customer?

What can the cluster do to alleviate distrust among cluster members?

How can cluster companies work together to reconcile the competing needs to limit the

scope of each firm’s activities while increasing the overall scope of the cluster’s product

offerings?
Following the cluster meetings, SCEE team members followed up individually with each
participant to assess the meetings’ effectiveness and gather related recommendations and
suggestions for the program moving forward. In a very positive sign, participants expressed
their full support for the activity and confirmed their willingness to work with the SCEE project
in the months ahead. A representative from one firm expressed the respective reactions fairly
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well by saying, “We [the firms] absolutely need this kind of help....We must significantly increase
cooperation to deal with foreign competition......and we need your help to do it.”

The next meetings of both of theses clusters will be held in January, when the participants will
get down to the challenging business of evaluating and agreeing on new strategies. In the
meantime, SCEE team members will be working on the following tasks to make these next
sessions as effective and efficient as possible:

preparing individual cluster members for the next group session;

talking to potential new participants and helping them “catch up” with the other cluster
members so that they can contribute effectively; and,

conducting addition research and analysis for presentation at the next cluster meetings
(a number of the potential topics to be addressed are outlined below).

Fruit Cluster Meeting - The initial meeting of the Serbian fruit cluster included fruit producers,
fruit juice companies, cold stores, fruit wholesalers, business associations, and non-
governmental organizations. Cluster members discussed the current state of the Serbian fruit
industry and considered competitive strategies for the future. Participants identified several
key changes needed in order to improve competitiveness, including increasing cooperation
among cluster members. Participants suggested expanding the cluster council to include other
key companies and organizations.

In addition, participants identified a number of outstanding questions:

1. What are examples of successful fruit clusters in other countries?

2. What is the competitive position of Poland and other surrounding countries in fruit
juices?

3. What are the competitive positions of other countries producing raspberries (prices,
varieties, markets, customers, processing)?

4. How do we establish the distinctiveness of Serbian fruit and fruit juice and build a
brand image?

5. Should raspberry production be focused on varieties of raspberries for industrial

processing or varieties that are suitable for fresh export?

What role should organic farming play in the future of the fruit cluster?

8. Can raspberry production be linked to bio-pharmaceuticals/cancer research?

~

Furniture Cluster Meeting - The initial furniture cluster meeting included producers of
furniture and home construction products (flooring, doors, windows, etc.). Cluster members
discussed the current state of the Serbian furniture industry and considered various competitive
strategies for the future. Participants identified several key changes needed to improve
competitiveness, including increased cooperation among cluster members with respect to
equipment purchasing, new market penetration and industry-government relations.
Additionally, participants identified several outstanding questions:

1. What can individual firms learn from the examples of Italy, Spain, and Slovenia in
furniture production and brand improvement?
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2. What are examples of pricing strategies, product varieties, customer identification
strategies, and distribution networks used by furniture producers in other countries?

3. How can Serbia establish a distinctive and better brand image of furniture and home

accessories?

What is the right product scope for the furniture cluster?

How will World Trade Organization (WTO) accession, EU integration, and Normal

Trade Relations with the U.S. and other free trade agreements affect firms within the

cluster?

oA

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

As described above, December saw two very positive developments that have now led us to re-
evaluate our workplan and to suggest the following changes. In summary, these developments
were:

The success of the initial fruit and furniture cluster meetings — greater receptivity than
anticipated, as well as a readiness to start developing new strategic formulas;

The enthusiasm of the Serbian Ministry of International Economic Relations for
assistance in making competitiveness a priority - strong support for our activities and a
need for assistance in defining the Government’s role and promoting competitiveness.

To capitalize on the opportunities now presented, we recommend the following changes to our
current workplan:

Phase | —our current plan calls for a case study involving only one cluster, with strategic
planning delayed until Phase 4. We propose to accelerate the cluster case study activity
to include both the fruit and furniture groups and to engage them now in the
development of more competitive cluster strategies. In addition, we propose to include
activities in direct support to the Serbian Ministry of International Economic Relations.
Phase Il —we propose to increase the number of participants in the Competitiveness
Summit in the U.S. from the current 10-12 persons to 15-20. These additions would
allow greater cluster representation and provide the clusters an opportunity to present
their new strategies at the summit for critiquing by a number of leading experts in this
field.

This accelerated program has two implications for the project’s schedule and budget. The U.S.
Competitiveness Summit would be better held in mid-April instead of February to allow time
for the two clusters to gel as cooperative groups and to develop new strategies. Furthermore,
expanding the case study to include two clusters, accelerating the strategic planning tasks into
our current activities, and including support for the Serbian Ministry of International Economic
Relations means that our existing “level of effort” budget will be fully utilized by May.

These changes, the details of which will be presented to USAID in mid-January for approval,
are based on the positive results achieved to date and are aimed at capitalizing on, and
encouraging, the enthusiasm and receptivity of the fruit and furniture clusters. They promote
the early development of competitive strategies for these two clusters, thus making the
experience of the cluster members, both now and later at the U.S. Summit, much more
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participative. By including two clusters, a broader base of leadership will be developed to
support the program and a national competitiveness agenda. Finally, the government’s needs
in defining its appropriate role will be being addressed in the interim.

I11l. PROBLEMS

Nothing to report under this heading.

V. OTHER DEVELOPMENTS

Nothing to report under this heading.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — January 2003

Date: February 15, 2003

To:  Ms. Maja Piscevic, Senior Legal Advisor and CTO, USAID/FRY
From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re:  Monthly Project Summary and Report for January 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Ms. Ana Firtel, Chief of Staff, Office of the Deputy Prime Minister, FRY
Mr. Marko Obradovic, Deputy, Office of the Deputy Prime Minister, FRY
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: February 15, 2003, No. 4
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec,
Dane Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert
Delemarre, Ernest Owens, Erin Owens
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

(a) Project Administration — Competitiveness expert Dane Smith accepted a full-time
position on the USAID Macedonian Competitiveness Project, a program also being
implemented by the consortium of Booz Allen Hamilton and ontheFrontier. While
being available from time to time to ensure a smooth transition, Dane will focus his
efforts on the Macedonia project. He was been replaced by Michael Brennan, who
joined the project on 30 January.

(b) Coordination with Ministry of International Economic Relations and Related
Projects — The project continued to coordinate its activities closely with its counterpart,
the Serbian Ministry of International Economic Relations. Dillon Coleman, Chief of
Party, and team member Lawrence Groo attended a presentation on January 17 of the
Ministry’s “Quality Made in Serbia” proposal and discussed ways to link that to SCEE
Project activities. This meeting also included a project update for Assistant Minister
Gordana Lazarevic and her team; another project update was provided on January 24.
In addition, the project prepared a short summary of past and upcoming
competitiveness-building activities for use by the Ministry; a copy is attached.

Dillon Coleman, Karen Towers and Lawrence Groo met with Holly Higgins of the U.S.
Department of Agriculture (USDA) on January 24 to discuss the projects activities with
the fruit and furniture clusters and possible links to USDA programs. Among a range
of issues discussed, those of particular note included Normal Trade Relations (NTR)
with the United States, the possibilities for an “organic” certification program in Serbia,
certification programs for “self-sustainable” forests and forestry management services
of the U.S. Forest Service.

(c) Competitiveness Assessment — Building on the enthusiasm generated by the
December fruit and furniture cluster council meetings, the SCEE team followed-up with
cluster member firms in order to build trust, discuss next steps and continue the
dialogue about the progress of the project. A number of new firms were identified for
inclusion in the clusters. In addition, preparations began for the next cluster meetings,
scheduled for February 6 (furniture) and 7 (fruit). Specific activities for each of the
clusters are summarized below.

Fruit Cluster

Cluster members suggested potential new participants, including fruit processors
Porecje and Yucom . There was also a meeting with Mr. Zvonimir Jovanovic, founder
and Director of IGDA Impex from Belgrade, who agreed to become a new member of
the cluster. In 2002, IGDA began to export fresh raspberries under its own label to
German and Austrian markets.
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The SCEE team contacted all other cluster companies by phone and asked for their
feedback on the first meeting, as well as suggestions for future steps. All companies
received a summary of the cluster meeting and copies of the translated slides used at
the session.

The SCEE team began to evaluate and analyze issues and questions identified by the
participants at the December council meeting, including better access to financial
resources and examples of dynamic fruit clusters in other countries, such as Chile and
Poland.

Furniture Cluster

The team met with several key new companies, including Buducnost, Domis, Lika
Sistems, Napredak, SAGA, and Trifunovic, to introduce them to the project and discuss
their particular business and strategy concerns. As with many of the firms that the team
has met, most of these companies expressed keen interest in export markets and
showed a willingness to consider collaborative measures to improve their respective
positions. The team also met with several existing companies to continue discussions
about cluster issues, including Modul, in Nis, and Dizajn, in Novi Sad.

To better understand other policy and trade issues, the team met with the
Government’s lead negotiator on Regional Free Trade Agreements and with a leading
expert on the national wood industry from the Forestry Faculty at the University of
Belgrade. A list of the related meetings during January is attached.

(d) Legal & Regulatory Issues - Based on the SCEE’s cluster work, and in recognition
of the changing legislative and regulatory environment, SCEE team members Dillon
Coleman and Lawrence Groo met with Secretary to the Inter-Ministerial Working
Group for Legislative Reform (Andreja Marusic), as well as the Group’s regulatory
policy advisor from the World Bank (Scott Jacobs). A similar meeting was held with the
Chief of Party for USAID’s World Trade Organization (WTQ) Accession Project
(Charles Jacobini). The primary purpose of these sessions was to discuss issues of
common concern and to identify ways in which SCEE cluster work could help inform
legislative drafting. While it remains to be seen when the Working Group will begin to
operate on a comprehensive basis, the SCEE team agreed to inform the Group’s
Secretary of relevant issues wherever appropriate. A similar agreement was reached
with the WTO Project.

Looking ahead, the SCEE team envisions three avenues for legal and regulatory issues
coming to the fore:

Helping inform cluster members of new or revised laws affecting their
businesses;
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Providing Government and other drafting authorities with input from the
private sector on proposed or newly revised laws;
Supporting the National Competitiveness Council on legal and regulatory issues.

Given the relevance of the rapidly evolving commercial law environment to the cluster
work, SCEE team member Lawrence Groo has been has been given responsibility to
follow legislative developments and to link up with Government drafting bodies and
related USAID/World Bank/European Union programs wherever appropriate.

(d) Regional Project Coordination — Dillon Coleman and Lawrence Groo met with
Kim Kotnik, Booz Allen Hamilton’s project manager for the Macedonia
Competitiveness Activity, on January 25 in Belgrade. This provided a useful exchange
with regard to approach and progress achieved to date.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

As detailed in the December 2002 Monthly Report, the SCEE team recommended
several changes to its workplan to take advantage of a number of positive
developments on the project. These proposals were reviewed with Maja Piscevic,
Contract Technical Officer (CTO) for the SCEE Project, on January 17 and were
subsequently summarized in a revised workplan document that was submitted to
USAID on January 31. A copy of the revised workplan is attached.

I1l. PROBLEMS

The project continues to benefit from the enthusiasm for competitiveness-building
activities shown by the fruit and furniture clusters. Minister Pitic and his colleagues at
the Serbian Ministry for International Economic Relations have made it clear that the
SCEE Project’s cluster development activity, the formation of a National
Competitiveness Council and its national agenda, the National Competitiveness
Summit, and the subsequent trip to the United States are all supportive of the
Government’s own emphasis on improving competitiveness!. Furthermore, the timing
of the Competitiveness Summit is particularly fortuitous, as it will serve as a nice lead
into a World Economic Forum-sponsored regional competitiveness conference to be
held in May in Athens. The Government wants to make a presentation at this
conference and our assistance in preparing for that has been requested.

In short, the SCEE Project continues to gain momentum and importance within key
Government and private sector circles. Activities in the next three months are critical to

1 This point has been further emphasized through subsequent meetings held in February with Minister Bozidar Djelic
(Finance & Economy), Minister Slobodan Milosavlejevic (Trade, Tourism & Services), Assistant Minister Slobodan
Petrovic (Economy & Privatization), and Branko Hinic, Advisor to the Central Bank Governor.
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success. However, as noted in our revised workplan and discussed with USAID on
January 15 and again on February 12, the intensity of current project activities is rapidly
consuming the project’s “level of effort” (LOE) budget. While every effort will be made
to conserve resources, it is likely that project activities must be phased down in the
April — May timeframe, just as a number of the important events noted above are
coming to fruition. An LOE usage schedule was submitted along with our revised
workplan, and a copy is attached to this report2.

IV. OTHER DEVELOPMENTS

Support to USAID SME Mission - The SCEE team provided support to a USAID
mission evaluating the design of a technical assistance program for small and medium
size enterprises (SMEs). OnJanuary 9, Chief of Party Dillon Coleman, competitiveness
expert Joe Babiec, Project Director Mark Belcher, and Project Manager Chris Williams
met with the mission (Don Niss, David Jesse and Marcus Winter) at USAID
headquarters in Washington, D.C. to provide an overview of the project and progress to
date. On January 27, Dillon Coleman, Karen Towers, and Lawrence Groo met with the
mission in Belgrade for a more detailed review of fruit and furniture cluster activities
and insights provided by the clusters into the business environment and the problems
and constraints that many SMEs face in Serbia.

Dillon Coleman attended a similar session on January 28 between the SME mission and
the five implementing firms for the USAID Community Revitalization Through
Demoaocratic Action (CRDA) Program. This provided a useful overview of CRDA
activities, regional issues and possible linkages with SCEE Project activities.

Small Business Assistance Fund — Dillon Coleman met with Herb van der Vaart and
Vladimir Pesevski of the Small Business Assistance Fund on January 28. The fund is
already established in Macedonia and expects to be operational in Serbia by May. This
could be a useful source of investment financing for SCEE cluster enterprises as they
begin to implement their strategies later in the year.

2 As it shows, we are able to get significantly more LOE (897.25 days) out of the existing task order budget by using
Level Il and Level I1l specialists. As shown on the attached schedule, the requested increase in LOE days is still
within the expat labor budget, and is thus in compliance with the Task Order.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — February 2003
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From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re:  Monthly Project Summary and Report for February 2003
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Mr. Ashraf Soos, RCO, USAID/Budapest
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Task Order No.: 811
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

(a) Program & Donor Co-ordination — The project continued to co-ordinate its
activities with other related and complementary programs.

To contribute to the development of initiatives for Small & Medium Size Enterprises
(SMEs) in Serbia, team members Mark Belcher, Joe Babiec and Dillon Coleman
participated in an SME Conference organized by USAID on February 10 and 11. In
addition, team members Dillon Coleman and Mike Brennan held coordination meetings
with other donor programs providing significant assistance to SMEs: IFC/SEED (Hans
Shrader and Mehrdad Etemad) on February 14 and GTZ (Wilhelm Parlmeyer) on
February 26.

Means of ongoing cooperation were established with four of the Community
Redevelopment Through Democratic Action (CRDA) implementing partners during the
months. Representatives from Mercy Corps made a presentation at both the fruit and
furniture cluster meetings to introduce their project and its funding opportunities. IRD,
CHF and ACDI/VOCA will begin attending cluster sessions in March. In the
meantime, fruit cluster participants are planning regional fruit training centers and,
with the project’s support, are now in the process of preparing proposals for submission
to Mercy Corps and IRD to obtain the necessary financing. CHF is also interested in
supporting such a center is its region. These centers, each in a different region, will be
collaborative and share training experts, purchasing, etc.

Through the Ministry of International Economic Relations, the project made contact
with the Federal Institute for Standards and the Accreditation Agency. The key issue

with both of these institutes will be establishing EU standards for Serbian products.
Representatives from these institutes will be attending cluster meetings.

The Institute for Applied Science in Agriculture has now become a fruit cluster
member. This institute formerly consisted of the State run agricultural training centers;
today it still has an extensive infrastructure, but is mostly engaged in selling fertilizer
and seeds and growing its own fruit and vegetables. The Academy of Applied Arts has
now become a member of the furniture cluster. This is an important step, as improving
furniture design is a key issue.

(b) Competitiveness Assessment
Cluster Development
The project continued its intensive work with both the fruit and furniture clusters. In

addition to holding formal cluster meetings, SCEE team members spent considerable
time in one-on-one sessions with individual managers of cluster companies, usually at
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their own premises, to ensure that everyone (i) understands the cluster concept and the
benefits to be gained from collective action and (ii) is committed to further cooperation.
Lists of these meetings are attached. Both cluster councils agreed to meet again in early
March to begin considering short-term action steps that they, as representatives of
broader industry sectors, would begin to support and help implement.

Notes on activities in each of the two clusters are presented below.

Fruit Cluster Council - Cluster members convened a council meeting on February 7thin
Belgrade. During this session, cluster companies initiated a formal discussion
regarding, among other issues, possible strategic competitiveness options for the future.
The council also examined the evolution of the fruit cluster in Chile, in order to gain
strategic insights about cluster development. SCEE team members also contacted donor
organizations, ACDI/VOCA and the U.N.’s Food & Agricultural Organization, to begin
creating linkages with other projects working in the agricultural sector.

Furniture Cluster Council - Cluster members convened a council meeting on February 6th
in Belgrade. The discussion focused on the nature of the cluster, the business priorities
of participating firms, and whether the formal cluster council should be expanded. Dr.
Branko Glavonjic from the University of Belgrade’s Forestry Faculty (and a leading
authority on the wood industry in Serbia) attended for the first time. As an expert on
the industry, his participation was warmly welcomed by the other cluster members.

In support of the Serbian furniture cluster, SCEE team members also continued to
research cluster development in other European countries, especially Poland, Slovenia
and Spain, gaining important insights into successful initiatives in other countries.

Mental Models Survey

As part of its overall assessment of competitiveness in Serbia, the project has
commissioned an important survey designed to measure opinions and beliefs
concerning business and economic policy in the country. This survey will include
approximately 200 Serbian respondents from government, the private sector, and civic
society.

The subcontract to conduct this survey was awarded to the Center for Liberal
Democratic Studies on February 21. The due date for completion of this survey, along
with a database summarizing the individual responses, is March 18.

Legal & Regulatory Issues

Recognizing the relevance of the cluster activities to the evolving regulatory and
commercial legislation in the country, Lawrence Groo, the SCEE team member
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responsible for monitoring legal and regulatory issues, met with Gary Collins, Chief of
Party of the Economic Policy for Economic Efficiency Project (EPEE) to build closer
links between the EPEE and SCEE projects. Specifically, in the event that cluster
members inform the SCEE team of relevant points concerning pending legislation
under EPEE’s mandate, Mr. Groo will notify a representative from the EPEE team.
Likewise, if EPEE needs to consult representatives from the private sector on a
legislative issue, a representative of the EPEE team may be directed to specific cluster
firms to gain their perspective and advice.

Looking ahead, the SCEE team will also seek to evaluate the legal and regulatory
framework from the perspective of the foreign investors that SCEE team members are
introduced to and/or may cooperate with.

Foreign Investment

A number of actions were taken during the month to increase the project’s input into
the development of foreign direct investment (FDI). Through the assistance of Patrick
Hughes and Christopher Dunnett of the U.S. Embassy on February 21, Chief of Party
Dillon Coleman was able to identify a list of actual and potential foreign investors with
possible interest in the project’s cluster activities.

Lawrence Groo initiated contact with Van Drunen Farms, a U.S. company making an
$18 million greenfield investment to establish plant and machinery for drying fruit and
vegetables in the Vojvadina region. Van Drunen has agreed to participate in the
project’s fruit cluster.

In a meeting with a key German investor in Serbia, HVB Banka Yugoslavia, Dillon
Coleman and Lawrence Groo discussed a number of key problems hindering
investment. A major issue is the need to develop a proper functioning legal system to
protect property rights and business interests. The bank’s managers also cited
corruption as not improving and continuing to be a hindrance. Furthermore, there was
an impression that “old” industry continues to be protected, thus holding back overall
economic development.

Team member Mike Brennan developed close contacts with NAAN, a member firm of
the Israel Centre of Agriculture specializing in irrigation systems. At present this firm
is providing input to the proposal for the fruit training centers to be funded hopefully
by CRDA firms. Their primary contribution includes guidance on the types of more
advanced agricultural technology that the centers should be focusing on.

World Economic Forum Competitiveness Index
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An important step in the development of Serbia’s competitiveness will be its inclusion
in the World Economic Forum’s annual competitiveness index. This index ranks
approximately 80 countries with regard to their competitiveness and will be a valuable
tool to help Serbian leaders assess the success of their competitiveness-building
activities.

During February, the project made contact with the World Economic Forum to
determine how Serbia can be included in the survey and to obtain the necessary forms
for the Executive Opinion Survey which must be administered in Serbia. The project
expects to select a local firm in March to conduct the survey.

(c) National Competitiveness Summit — Preparations continued for holding a
National Competitiveness Summit in Belgrade on March 24 and 25. Most importantly,
the project obtained a commitment from Prime Minister Djindjic that he would open the
conference. Project staff, with input from USAID and Serbian counterparts, prepared a
draft agenda outlining themes and potential speakers (copy attached). After surveying
several potential sites, project staff made arrangements with the Hyatt Hotel to serve as
the venue.

(d) National Competitiveness Council — Project staff, with input from USAID and
Serbian counterparts, submitted an initial list of nominees for the National
Competitiveness Council to the Ministry of International Economic Relations (MIER) at
the end of January. On February 25 the project received the ministry’s revised list of
nominees. On February 28, MIER invited the proposed chairman of the Council,
Miodrag Babic of Hemofarm, to serve in this capacity. Unfortunately, he subsequently
declined this role. At the end of the month, the Council had not yet been established as
a working group, but will now likely be formed in early March, along with the selection
of a new chairman.

In the meantime, the project continued its preparations for supporting the formation of
the National Council. Project staff submitted a written proposal regarding formation of
the Council to the Ministry of International Economic Relations on February 5. The
proposal addressed a variety of issues, including the role of the Council, ways of
measuring the Council’s success, Council structure and membership, the Council’s
operating methods, and a series of “next steps” to move the Council forward. A copy of
this proposal is attached.

(e) Trip to the United States — The planned trip for 15-20 Serbian government, business
and civic society leaders to travel to the United States is scheduled for April 12-19 and
preparations for this continued during the month. In Belgrade, the Chief of Party
participated in two meetings with the Economic Policy for Economic Efficiency (EPEE)
Project, along with USAID, regarding EPEE’s preparations for U.S. trip for
parliamentarians. Booz Allen and ontheFrontier home office staff prepared detailed
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draft trip agendas showing daily and hourly activities for the delegation in Cambridge,
Washington, and New York City, and made contacts with individuals in those cities
who have assisted in arranging prior trips such as this for high level Serbian
delegations. As soon as the members of the delegation are identified, the trip agenda
will be finalized.

(f) Public Education / Public Awareness Activities
Strategy

During February, the project benefited greatly from initial assistance provided by Robin
Johnson, public education / public awareness expert at the USAID Tax Reform Project.
We have defined our public awareness action plan to include: (i) holding a briefing for
journalists to prepare them to cover the upcoming summit; (ii) introducing journalists
to the sources of information, (iii) creating competitiveness stories for journalists to
cover, such as those focusing on clusters, NCC members, and the U.S. trip. The project
also plans to develop a “campaign team” to help spread the competitiveness message.
This team will consist of public relations persons from the ministry or business
organization of each NCC members.

As part of the public awareness campaign, project staff wrote a number of op-ed articles
on various competitiveness themes. We expect that most of these articles will be
published in March in the weeks just prior to the National Summit.

Coordinating Message Throughout Government

Chief of Party Dillon Coleman and other project staff met with a number of ministries
and government departments. The result of the meetings was strong support for the
project’s initiatives and a better understanding of government priorities and issues.
These meetings included the following:

Privatization Agency - Mirko Cvetkovic, Director (7 February)

Ministry of Economy & Privatization - Slobodan Petrovic, Assistant Minister (7
February)

Central Bank - Mr Branko Hinic (10 February)

Ministry of Trade, Tourism & Services — Minister Slobodan Milosavljevic (10
February)

Ministry of Finance and Economy — Minister Bozidar Djelic (14 February)
Ministry of Science, Technology & Development - Minister Dragan Domazet,
Deputy Minister Danilo Golianin, and Deputy Minister Aleksandar Sedmak (26
February)

Ministry of Labor — Deputy Minister Nebojsa Miletic (28 February)
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Website

Project staff substantially designed and prepared the content for a project website
during February. Project staff selected local website design firm Sw(4)l in a competitive
tender and awarded a contract to begin building the website.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

None to propose at this time.

I1l. PROBLEMS

None to report at this time.

IV. OTHER DEVELOPMENTS

None to report at this time.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — March 2003

Date: May 7, 2003

To:  Ms. Maja Piscevic, Senior Legal Advisor and CTO, USAID/FRY
From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re:  Monthly Project Summary and Report for March 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Ms. Ana Firtel, Chief of Staff, Office of the Deputy Prime Minister, FRY
Mr. Marko Obradovic, Deputy, Office of the Deputy Prime Minister, FRY
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: May 7, 2003, No. 6
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec,
Dane Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert
Delemarre, Ernest Owens, Erin Owens

Booz Allen Hamilton



PCE-1-00-98-00013-00, Task Order 811
SCEE Final Report Appendix 1.6 — March 2003 Monthly Report

I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF
(a) Program & Donor Co-ordination

The project continued to co-ordinate its activities with other donor programs. On
March 18 the Chief of Party met with Michael Kilcommons and William McConkey of
the European Agency for Reconstruction (EAR). Both the SCEE project activities and
the entire range of EAR support for Small & Medium Enterprises (SMEs) were
reviewed.

The project maintained its close support for the Ministry of International Economic
Relations, including Minister Goran Pitic and Assistant Minister Gordana Lazarevic. In
particular, the project delivered a paper in mid-March requested by Minister Pitic on
the “role of government” in building greater competitiveness. A copy of this paper is
attached.

(b) Competitiveness Assessment
Cluster Development

The fruit and furniture clusters continued to expand their level of co-operation and both
announced growth targets. Importantly, in the run-up to the National Competitiveness
Summit, firms in both clusters agreed to share company, export and revenue data,
greatly aiding the SCEE’s team ability to project revenue forecasts and develop realistic
growth strategies. A complete list of cluster firm meetings is attached.

Fruit Cluster Council - During the March period the fruit cluster held two cluster
meetings on March 3rd and March 21st. During these sessions, cluster members formed
three taskforces to address strategic issues including: (i) Market Research, (ii) Training
Centers for fruit growing, and (iii) Standards.

These taskforces have initiated their activities. Specifically, the Market Research
Taskforce has developed a market research survey for fruit juice and fresh fruit
wholesalers in foreign markets to test demand, branding concepts and price premiums
for organic and healthy products. The Training Centers Taskforce has proposed centers
to improve fruit growing in Leskovac, Valjevo, Ivanjica and Cacak. In addition, the
Standards Taskforce is reviewing food safety, phytosanitary standards, organic laws
and HACCP certification.

Recognizing the need to prepare cluster firms for export markets, with assistance from
the SCEE team, cluster members announced a cluster development strategy that
includes the following key growth targets:
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Increase revenue of fresh fruit export by 50% or $40 million in 2006

Increase revenue of fruit juice exports by $7.5 million in 2006

Increase revenue of processed fruit exports by $4.5 million in 2006

Create new jobs in agriculture and related services including transportation
logistics, marketing, juice production, high-tech growing and training positions
Target the EU market as the primary export destination

Establish a network of training centers in fruit growing regions of Serbia
Conduct joint market research on branding concepts for Serbian fruit and fruit
products

Begin organizing industry firms to gain accreditation for key international
standards.

Furniture Cluster Council - During the March period the SCEE team held two cluster
meetings and also met individually with a number of the cluster firms to agree on
specific action items addressing priority issues. Specifically, recognizing the need to
prepare cluster firms for export markets, cluster members announced a development
strategy that includes the following key growth targets:

Increase revenue by 20% by 2007

Increase exports by 50% by 2007

Increase cluster employment by 20% by 2007

Target the Russian market as the primary new export destination

Establish a national Design Center fostering innovation and improved training
Establish joint training initiatives in technology and business management
Begin organizing industry firms to gain accreditation for key international
standards

Significantly, cluster firms are already showing a willingness to cooperate closely on
important issues, including sharing sensitive technology insights. Eurosalon, which has
the most advanced technology of any firm in the industry, announced in early March
that it would host visits by other cluster firms to share insights about production
technigues and advanced technology applications.

Foreign Investment

Recognizing the important role of foreign investment in bolstering Serbia’s competitive
position, the project is working to link key foreign investors with the cluster firms and
their initiatives. For instance, Van Drunen Farms, a leading U.S.-based company that
has recently invested $13 million in northern Serbia, formally agreed to join the Fruit
Cluster and will be working together with member firms to improve export
opportunities for fruit, vegetables and herb products.
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Additionally, during March, SCEE project representatives met with the leadership of
both the Foreign Investors Council (FIC — Christof Greussing) and the American
Chamber of Commerce in Yugoslavia (AmCham — Richard Danicic and Sasha Trisic).
AmCham and FIC are the two leading foreign investor organizations in Serbia, and
both expressed their full support for the SCEE cluster initiatives and the National
Competitiveness Council — as well as their willingness to become more directly
involved in supporting the work of the SCEE team.

To show its support, AmCham co-hosted with the SCEE project a breakfast meeting on
March 27 for AmCham members at which Minister Goran Pitic was the guest speaker.
Dr. Pitic addressed key competitiveness themes and related issues, and also announced
the formation of the National Competitiveness Council.

Mental Models Survey

A survey designed to measure opinions and beliefs of Serbian leaders concerning
business, competitiveness, and economic policy in Serbia was conducted during the
month by the Center for Liberal Democratic Studies (CLDS). A total of 200 respondents
from the public, private, and civic society were interviewed.

At a summary level, the survey highlights three themes concerning the beliefs of
Serbian leaders that may inhibit competitiveness. First, there is a lack of shared vision
among leaders concerning competitiveness, which may preclude agreement about a
plan of action. Second, trust levels are so low that this might inhibit the development of
an important element of competitiveness --- the ability of firms within a cluster to
develop and implement integrative strategies. Finally, there is a belief that Serbians
build firms by focusing on their current assets, rather than on the needs of demanding
customers --- where new assets are created. Copies of the survey questionnaire and
preliminary detailed report are attached.

Trade Statistics

During March the project’s analysis of Serbia’s trade statistics was completed. This
analysis, based on U.N. Trade Statistics Data, shows that Serbia’s export sophistication
has generally declined; furthermore, the country’s export position has declined to near
the lowest level in the region, although the last two years have shown promise with
annual increases over 10%. As part of the food industry, the fruit cluster, as based on
density, is well positioned for growth into key regional and European Union markets.
On the other hand, the furniture cluster is less dense, but can meet some needs of
several regional markets. A copy of the report is attached.

World Economic Forum Competitiveness Index
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The WEF’s Annual Competitiveness Report is an important ranking of more than 80
countries with regard to their competitiveness. Recognizing the usefulness of the
rankings for the National Council, the project had ongoing contact with the WEF during
March to determine pre-requisites for including Serbia in the report. Project staff
obtained copies of the required qualitative Executive Opinion Survey from WEF and,
after a competitive tender, awarded a subcontract to the Center for Liberal-Democratic
Studies to conduct the survey. The responses from 100 respondents are due by April
18.

(c) National Competitiveness Summit

The major activity during March was ongoing preparation for the National Summit to
be held on April 1 and 2 in the Sava Center in Belgrade. This involved a number of
different elements, all of which were completed and ready for the start of the summit:

Developing and agreeing the summit agenda; the final agenda is attached,;
Preparing a list of persons to be invited to the summit; the final list is attached;
Preparing and issuing summit invitations; copy attached;

Arranging logistics for meeting rooms, lunches, interpretation, etc.;

Working with the Chairman of the National Council to develop his role as host
of the summit;

Working with each of the summit presenters to help them develop the content of
their presentations;

Developing themes for use in summit speeches by Prime Minister Zoran
Zivkovic, U.S. Ambassador William Montgomery, and USAID Mission Director
James Stephenson; copies of these themes are attached,;

Working extensively with the Prime Minister’s speech writer to finalize his
speech.

(d) National Competitiveness Council

In mid-March, Mr. Dragoljub Vukadinovic, Managing Director of Metalac, a leading
Serbian manufacturer and exporter of kitchenware, accepted the position of Chairman
of the National Competitiveness Council. The Council’s Executive Committee,
consisting of Mr. Vukadinovic, Minister Goran Pitic of MIER, and Dr. Boris Begovic,
Vice President of the Center for Liberal-Democratic Studies, met for the first time on
March 25, followed by a meeting of the full council on March 31 at the Hyatt Hotel. Key
items on the agendas for both of these meetings included a review of the SCEE Project’s
activities to date, a discussion of the role of the national council, a review of
preparations for the national summit, and a discussion on the upcoming trip to the U.S.
A list of the Council membership is attached, along with the press release prepared for
the NCC’s formation and first meeting.
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(e) Trip to the United States

Project staff and Booz Allen and ontheFrontier home office staff began preparations for
the trip to the United States for a group of 20 Serbian leaders. The project team worked
closely with USAID and representatives of the Ministries of Economy & Privatization,
Finance, International Economic Relations, and Energy & Mining, to prepare an
itinerary and to arrange meetings. As the schedule developed, the home offices of Booz
Allen and ontheFrontier coordinated and organized the logistical details. Final
preparations for the trip will be completed in early April.

(f) Public Education / Public Awareness Activities

The project, with assistance from Robin Johnson, public education specialist at the
USAID Tax Reform Project, developed a public education / public awareness strategy.
The strategy (copy attached) was designed to help the project develop and sustain long-
term relationships with the media, to create a public dialogue about competitiveness
issues, and to generate publicity about the National Competitiveness Summit and trip
to the United States.

The project held a briefing on March 11 to prepare journalists to cover the National
Competitiveness Summit. The session was moderated by BBC reporter Djordje Vlajic
and included discussions on competitiveness issues by team member Joe Babiec, on the
role of government by Assistant Minister Gordana Lazarevic, and on the development
of the pilot clusters by Dusan Radmilac (furniture) and Djordjie Stevanovic (fruit). A
total of 26 journalists attended (list attached) and each was provided with a press kit
(copy attached). At the conclusion of the briefing, the journalists were surveyed as to
how the project could better assist them to cover competitiveness issues (survey results
attached).

The project conducted press tours to cluster companies on March 27 and 28. Journalists
from Tanjug, Blic, Glas, Danas, Beta Agency, Radio Jugoslavija, and Ekonomist
participated and visited the following cluster companies: Next Juice factory (Subotica),
Eurosalon factory, Saga factory, and the Bosnjacki factory, all in Belgrade.

The project also provided several media training sessions to individuals from cluster
companies to help them understand how to deal with press inquiries and interviews.
Participants included managers from Fresh & Co, Stefani Univerzali, Nektar,
Agroekonomic, Eurosalon, Bosnacki, and Saga. This training was also provided to the
newly appointed chairman of the National Competitiveness Council, Dragoljub
Vukodinovic.
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In preparation for press coverage at the National Competitiveness Summit, the project
prepared press kits for journalists, established a press room at the Summit, and
organized press conferences at the Summit. Guidance was provided for National
Competitiveness Council Members on dealing with the media at the Summit (attached).

As part of the public awareness campaign, project staff prepared a number of op-ed
articles on various competitiveness related themes in anticipation of publication in the
local press. We expect that most of these articles will be published in early April, in
association with the National Competitiveness Summit. Copies of these are attached.

Subcontractor, Sw(4)l, completed building the project’s website and it was launched.
The site can be accessed at http: \\www.scee.org.yu.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

None at this time.

I1l. PROBLEMS

None to report at this time.

IV. OTHER DEVELOPMENTS

The tragic assassination of Serbian Prime Minister Zoran Djindjic on March 12 brought
into question the timing for the National Competitiveness Summit, as well as the trip to
the United States. After discussions between USAID and the Government, the decision
was taken to proceed with the National Competitiveness Summit with only a one week
delay and with no change in the schedule for the U.S. trip.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — April 2003
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Task Order No.: 811
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF
(a) Competitiveness Assessment
Cluster Development

Furniture - The Furniture and Home Construction Materials Cluster met on April 23rd.
Significantly, the meeting was hosted by Eurosalon at its primary factory and assembly
plant near Belgrade and featured a detailed tour of the company’s production and technical
facilities, providing insights and informal knowledge building for other cluster members.

The meeting focused on informing cluster firms about submitting a joint application for ISO
9000 certification and agreeing on export target markets; this discussion was led by
Radomir Boskovic of Bonex Engineering. Cluster firms will approach both the Russian and
German markets in the next several months, and participants agreed to first contact the
German Embassy in Belgrade. Several other cluster firms agreed to share their market
knowledge about specific distributors and local buying patterns.

Also during April, the project team members supporting the furniture cluster support team
also met with IRD, an implementer for USAID’s Community Re-development Through
Democratic Action (CRDA) program, to coordinate ISO certification and other issues that
both sides have in common, with Jovana Ducic meeting with Nick Stevens, and Lawrence
Groo meeting with Robert Jacobi.

The cluster welcomed Kapaonik DOO as a member. Kapaonik is one of the largest
furniture producers in the country and is expected to be privatized in the next six months.
Other cluster firms specifically suggested that Kapaonik be invited to join the cluster based
on its management performance and reputation, and doing so reflects the continuing
expansion and growth of the broader cluster.

Fruit - The Fruit Cluster also met during the last week of April and was hosted by the
Chamber of Commerce of Belgrade, as they are intent in actively participating in the
cluster. The participants also reviewed the competitiveness summits in Belgrade and in the
U.S., particularly the results of cluster-specific meetings, which were of particular interest
for fruit growers and distributors.

The guest speaker at the meeting was a representative from the firm, SGS, who discussed
requirements for “health analysis and critical control points” standards. The participants
agreed to hold an all day training class in late May to train interested firms in the Hazard
Analysis and Critical Control Point (HAACP) health and safety requirements.

Dr. Miladin Sevarlic of the University of Belgrade has joined the cluster. He is open to
developing a training center near Belgrade as one of the six training centers being
developed by the cluster (see below), and may also allow use of University facilities for
such. The Office of Standards has also joined the cluster, to assist in working on
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enforcement of current standards, while also developing its own USDA-like quality seal. In
addition, representatives from the five CRDA program implementers have joined the
cluster.

The SCEE project is helping the fruit cluster to prepare business plans for a network of six
training centers throughout the country. The centers will introduce various new
technologies and provide training on different growing methods. An Israeli firm, NAAN,

is providing foreign expertise on new technologies. The cluster expects to receive financial
support for the training centers from USAID’s CRDA program. The U.S. Department of
Agriculture will also participate through Belgrade University, which may also host the
training center’s central information hub. The training network will also include the Terras
center in Subotica, a $5 million agriculture center that focuses on organic growing.

Finally, cluster member Djordje Stevanovic (Stefani Univerzal), who met with the Export-
Import Bank in Washington during the U.S. trip to discuss a potential loan to buy picking
equipment, met with a U.S. consultant that helps foreign nationals secure Ex-Im Bank
financing. This contact was arranged through the SCEE project office.

World Economic Forum Competitiveness Index

The Center for Liberal Democratic Studies (CLDS) completed its implementation of the
WEF Executive Opinion Survey on April 18. The project submitted the survey documents
to the WEF, which should lead to Serbia being included in the WEF’s World
Competitiveness Rankings for the first time. These rankings will be published in the Fall.

Legal and Regulatory Issues

In a meeting with USAID’s WTO Accession Project, SCEE representative Lawrence Groo
agreed to provide mailing lists and information on key domestic companies for outreach
purposes. In return, the WTO project is forwarding draft laws of commercially relevant
legislation (including the draft law on Foreign Trade) to the SCEE team for review and
comment from the perspective of the National Competitiveness Council and cluster
companies.

Additionally, Jasna Matic and Lawrence Groo met with Assistant Minister Radmila
Milivojevic of the Ministry of International Economic Relations (MIER), who provided an
overview of the Ministry’s hopes to develop sector specific trade and export promotion
programs in cooperation with the Serbian Investment & Export Promotion Agency (SIEPA).
She expressed a hope that the follow-on project to SCEE would be able to assist MIER and
SIEPA in this regard.

(b) National Competitiveness Summit

The inaugural National Competitiveness Summit was held with great success on April 1
and 2 at the Sava Center in Belgrade. The Summit opened before an audience of 300
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persons, including the entire cabinet and key members of the Diplomatic Corps. The Prime
Minister, Mr. Zoran Zivkovic, delivered the keynote address, in which he underscored the
importance of developing a more competitive economy, while also emphasizing the
government’s fight against organized crime and commitment to continuing economic
reforms. U.S. Ambassador William Montgomery followed the Prime Minister, emphasizing
the donor community’s ongoing support to Serbia in the wake of the assassination of Prime
Minister Zoran Djindjic.

Mr Dragoljub Vukadinovic hosted the Summit in his capacity as the Chairman of the
National Competitiveness Council (NCC), and used the opportunity to introduce the
Council’s role and its members. Attendance throughout the Summit was excellent, and the
audience heard a variety of speakers on competitiveness issues, including members of the
government, representatives of the fruit and furniture clusters, members of the National
Council, foreign investors, and the donor community. A Summit agenda is attached.

In particular, the speakers for the fruit and furniture clusters unveiled the goals which these
groups have set for themselves. Key targets include:

Furniture Cluster:

- Increase annual revenues by 24 million Euros by 2007
- Increase export revenues by 16 million Euros by 2007
- Create 400 new jobs through 2007

Fruit Cluster:

- Increase revenues of fresh fruit exports by almost 50% or $40 million in 2006
- Increase revenues of fruit juice exports by $7.5 million in 2006

- Increase revenue of processed fruit exports by $4.5 million in 2006

(c) Competitiveness Delegation to the United States

The project sponsored a delegation of 22 Serbian leaders on a trip to the United States April
12 - 18. The delegation consisted of 14 members of the National Competitiveness Council,
including Chairman Dragoljub Vukadinovic and Ministers Goran Pitic, Aleksandar
Vlahovic, and Bozidar Djelic. In addition, there were two representatives of the fruit and
furniture clusters, as well as six other government representatives including Energy
Minister Kori Udovicki, ministerial advisors, and public relations personnel. A detailed
itinerary for the trip is attached, as well as a copy of the briefing book prepared for the
participants.

For the ministers, the primary objective of the trip was to send a clear message to the
international community that, in the aftermath of the tragic death of Prime Minister Zoran
Djindjic, the government is in control, successful measures have been taken to fight
organized crime, the economic reform program is continuing, and Serbia is an attractive
location for investment. In addition to their participation in the World Bank / International
Monetary Fund Spring Meetings, the ministers were presented a number of venues in
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Washington, D.C., Cambridge, Massachusetts, and New York City to convey these
messages:

Washington, D.C.

- Business Council for International Understanding

- Representatives of Citigroup

- Investor group organized by JPMorgan

- The Export-Import Bank

- Overseas Private Investment Corporation (OPIC)

- Under Secretary of State Alan Larson (senior economic advisor to Secretary Powell)
- Various energy sector meetings

Cambridge, Massachusetts

- Harvard University, Kennedy School of Government (panel presentation)

- Private meeting with Professor Michael Porter, Harvard Business School (notes
attached)

New York City

- JPMorgan Emerging Markets Group

- Altria

- CNBC'’s “Power Lunch” (live interview)
- Bloomberg Forum (live interview)

The remainder of the delegation, primarily private sector members of the National Council,
followed a separate track from the ministers. Their objectives were primarily to learn more
about competitiveness issues and to develop their thinking with regard to a national
competitiveness strategy.

In Cambridge, this group benefited greatly from several intensive sessions led by team
members from ontheFRONTIER. These sessions focused on defining the role of the NCC;
benchmarking Serbia’s competitive position today; setting priorities for Serbia’s
competitiveness action plan; analyzing attitudes in Serbia about competitiveness; and,
investigating how to change the existing mindsets. A number of these sessions featured
well known thought leaders, including:

- Hunter Lovins, Rocky Mountain Institute — speaking on “natural capitalism,” or how
economic growth can be enhanced by environmental friendliness

- Michael Fairbanks, ontheFRONTIER - focusing on the “competitiveness” mindset

- Robert Barro, Robert C. Waggoner Professor of Economics, Harvard — speaking on
developing economic prosperity and social equity

- Stace Lindsey, ontheFRONTIER - building receptivity to change

These sessions were enhanced later in the week with a number of field trips to provide first-
hand insights on competitiveness issues. Of particular interest to the NCC were:
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- MIT’s Technology Licensing Office, which provided insights into developing innovation
and the university’s technology transfer activities

- Massachusetts Technology Collaborative, a state-funded body that supports the
development of clusters of technology-related companies.

In addition, other visits focused on taking Serbian cluster members to visit companies or
organizations directly related to their activities. These included:

Fruit & Fruit Juice Cluster

- The New England Produce Center

- Bread & Circus, a whole foods market specializing in organics
- BJs Wholesale Market

Furniture & Flooring Cluster
- Boston Design Center

- Westwood Furniture

- Jordan’s Furniture

Pharmaceutical Cluster
- Massachusetts Biotech Council (a cluster of biotech companies)

(d) Public Education / Public Awareness Activities

The Summit received broad, positive, and continuing coverage in the press which brought
clustering and other competitiveness themes to the forefront of discussions within the
business community. In particular, the National Competitiveness Summit in Belgrade
received headline coverage in every newspaper in Serbia, as well as radio and television
coverage. A summary of press coverage for April is attached.

Four National Council members and eight cluster members received media training prior to
being interviewed by local television stations and newspapers. In addition, media training
was provided to PR staff at cluster and council firms.

In light of the publicity surrounding the National Summit, a number of other clusters have
shown interest in organizing themselves. A number of firms in the pharmaceutical and
textile sectors have expressed interest in forming clusters following the models of the fruit
and furniture clusters. During April the SCEE team met with a representative of the
Chamber of Commerce, Vesna Vasiljevic, who is leading an informal effort to prepare a
broader textile cluster. The SCEE team has been invited to address a number of textile
producers for this express purpose at a meeting in May.

To publicize the visit to the U.S., the SCEE team held a press briefing at the Belgrade Media
Center on April 17th, A dozen national reporters attended the informal briefing

highlighting the recently announced results of the mental models survey. The briefing was
hosted by NCC member Boris Begovic and SCEE team member Jasna Matic. Following the
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briefing, a reporter from Glas Javnosti interviewed SCEE staff members Lawrence Groo and
Jovana Ducic for a story that appeared in the national section of the same publication the
following day.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

None at this time.

I1l. PROBLEMS

None to report at this time.

V. OTHER DEVELOPMENTS

None to report at this time.
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USAID SERBIA COMPETITIVENESS AND ECONOMIC EFFICIENCY PROJECT
Monthly Project Summary and Report — May 2003

Date: July 29, 2003

To: Ms. Maja Piscevic, Senior Legal Advisor and CTO, USAID/FRY

From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton

Re: Monthly Project Summary and Report for May 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Ms. Ana Firtel, Chief of Staff, Office of the Deputy Prime Minister, FRY
Mr. Marko Obradovic, Deputy, Office of the Deputy Prime Minister, FRY

Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Mr. Ashraf Soos, RCO, USAID/Budapest

1. Project Identification
Title: USAID Serbia Competitiveness and Economic Efficiency Project
Contractor: Booz Allen Hamilton Inc. and ontheFRONTIER
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 811

2. Project Performance Dates
Period of Performance: October 1, 2002 — September 30, 2003
Start Date: October 1, 2002
Report Date and Number: July 29, 2003, No. 8
Anticipated Completion Date: September 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Michael Fairbanks, Don Pressley, Joe Babiec, Dane
Smith, Lawrence Groo, Karen Towers, Raymond Manoff, Robert Delemarre, Ernest
Owens, Erin Owens
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF
Donor & Regional Co-ordination

EBRD’s Turn-Around Management (TAM) Program is seeking to expand its activities in
Serbia. The Project explored this opportunity with TAM Manager Director Chris Walker in
May and will consider which cluster members might be suitable to avail themselves of this
resource.

As a result of meeting with Braca Stankov, Project Manager for the Global Trade &
Technology Network (GTN), the Project agreed to have all of its cluster companies listed on
the network.

Regional meeting of USAID-funded competitiveness programs — based on a suggestion by
SCEE Project Director, Mark Belcher, it was agreed among the various Balkan region

USAID Missions and competitiveness project implementers to hold a co-ordination meeting

in June to promote regional trade and investment linkages and build capacity for regional firms
to compete in key export markets through improved regional cooperation. The SCEE Project
took responsibility to plan and host this meeting and considerable planning was underway

in May.

Competitiveness Assessment
Cluster Development

Furniture — ISO certification continues to be a major concern for the furniture companies as
they seek opportunities to partner with western manufacturers. Through the facilitation of
the SCEE Project, Radomir Boskovic, a consultant for Bonex Engineering (the 1ISO
consultancy for IRD), has proposed a group pricing scheme for firms in the cluster. This
will significantly reduce the price of ISO certification from about 10,000 Euros to 1,000-2,000
Euros.

The concept of a national Design Center progressed. A proposal for the Center, which will
focus on furniture and textile design, was prepared in May with the assistance of SCEE. It
will be presented to the cluster at their next regular meeting in June.

The project identified an opportunity for training and potential partnering for members of
the cluster coming from the Government of Slovenia and the Slovenian wood processing
sector. This opportunity was presented to the cluster by the Economic Advisor to the
Slovenian Embassy. His presentation included an overview of the development of the
Slovenian wood processing industry and the Slovenian approach to cluster development.
Importantly he outlined a number of training programs (funded by the Slovenian
Government) which are hosted by Slovenian furniture companies.
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Fruit - HACCP (hazard analysis & critical control point) certification is an essential pre-
condition for export of fruit and fruit juice. To address this issue for the cluster, the Project
organized a HACCP training session for growers on May 26 through a technologist from
ZZ Arilje and SGS, a Swiss consultancy. A second demonstration is expected to take place
in June.

In order to assist fruit cluster members learn more about the product / service needs of
buyers in key export markets, the Project assisted in the launch of a survey of 46
wholesalers of fruit and fruit juices in the European Union, as well as the U.S. grocery
chains, Wild Oats and Wholesome Foods (two high-end chains which together represent
over 300 premium stores) and Winn-Dixie.

In addition to its participation in the market survey, Wholesome Foods is having a dialogue
with cluster members with regard to the import of fresh fruit in the coming year.
Furthermore, Winn-Dixie is open to buying fruit. These opportunities are contingent on,
among other things, the ability of cluster companies to meet sanitary standards and provide
reliable delivery.

The first funding proposal for a fruit training center (in Pozega), prepared with SCEE
assistance, was submitted to IRD. Approval is expected in June. A second proposal is
being written, with SCEE oversight, by the Institute of Cacak in the VOCA region.

Professor Sevarlic of the University of Belgrade and president of the juice association
suggested the following areas where the Agriculture Faculty could be more involved in the
cluster’s work: (i) a relevant member of the faculty could join each of the three key task
forces; and (ii) the faculty could join with SCEE in proposing that the university facility at
Radmilovac become one of the fruit training centers, as well as a training center for trainers
in the other centers.

New Clusters

As a result of the interest and publicity generated by the National Competitiveness Summit
held in April, a number of other clusters have come forward and indicated their interest in
collective activity to achieve greater competitiveness. Chief among these are the textiles
and construction clusters, both of which requested guidance from the project.

Textiles — Dillon Coleman and Jovana Ducic made a presentation on May 20 concerning
cluster formation and our cluster experience to-date to a meeting of some 50 members (list
attached) of the textile cluster. The session was organized by Vesna Vasiljevic, a textile
specialist with the Serbian Chamber of Commerce. The fruit and furniture clusters
examples were used to illustrate how and why clusters come together, the obstacles that
clusters face in their development, and the benefits that can be achieved.

Construction — Dr. Neil Eldin, professor of construction management at Texas A&M
University, made a presentation (attached) to 20 companies (list attached) in the
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construction cluster in a session hosted by the Serbian Chamber of Commerce. The
immediate interest of the companies was the pursuit of contracts with Bechtel for the
reconstruction of Irag. However, the broader discussion at the session was to encourage the
companies to work together to raise their standards, to market their collective capabilities,
and to strategize towards contracting with a range of large international contractors for
major projects.

Dr. Eldin has been working with the construction cluster in Macedonia for several weeks,
also preparing them to pursue contracts with Bechtel. Thus, the meeting also represented
the first step in potential collaboration between Serbian and Macedonian construction
clusters to pursue international projects. The next step is to jointly position Serbian and
Macedonian firms to win contracts with major international engineering and construction
firms, not only in Iraq, but also elsewhere by meeting appropriate standards.

World Economic Forum Meeting, Athens

Don Pressley of Booz Allen Hamilton, and also representing the SCEE Project, participated
in the World Economic Forum’s (WEF) regional meeting held in Athens on May 234 and
24th, Serbia’s key economic ministers attended, made a good impression among the
delegates, and spoke well of the country’s competitiveness initiative.

In response to a request by USAID/Washington, the project provided suggested inputs to a
speech to be delivered by Dr. Kent Hill at the WEF meeting in Athens. Included were
examples from the Serbian context of how improvements in competitiveness were designed
to improve not only economic prosperity, but would also enhance social values. A copy of
the examples, under the title “Competitiveness That Capitalizes on Social Values”, is
attached.

National Competitiveness Council

An initial draft of the national competitiveness strategy was submitted to the Council’s
Executive Committee, Dragoljub Vukadinovic, Chairman, Minister Goran Pitic and Dr.
Boris Begovic, during the first half of the month. A copy of this draft is attached.

The Executive, along with Assistant Minister Gordana Lazarevic, made significant
comments on the strategy. The project reviewed these with the Executive on May 27. In
summary, the strategy document did not meet the Executive’s expectations. The strategy
will require significant revision; in doing so, the project must address the particular
concerns cited by the members of the Executive: the excessive length of the document, lack
of specificity in defining the competitiveness objectives, need for greater action-orientation,
and need for better assignment of responsibility.

The Project drafted and agreed a set of procedures (copy attached) for the ongoing
operation of the National Council. These procedures outline the Council’s and the
Executive Committee’s functions, define Council membership and the term of office, and
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provide for the establishment of a secretariat. These should be adopted by the Council at its
next meeting.

Serbian Investment & Export Promotion Agency (SIEPA)

The Project took steps to ally itself closer with SIEPA with which it shares the dual
objectives of export promotion and FDI attraction. Working with SIEPA’s Director, Zlatan
Milosevic and its advisor, Amy Bennett, the Chief of Party has agreed an initial plan of
action:

» The Project will conduct two training session for SIEPA on competitiveness
issues on dates to be agreed in early June.

> To begin increasing SIEPA’s understanding of Serbian exporters (or potential
exporters), the Project will organize visits for SIEPA personnel to fruit and
furniture cluster members; this will become an ongoing activity.

> SIEPA will make a presentation of its capabilities at meetings of both the fruit
and furniture clusters.

> SIEPA will begin attending cluster meetings to engage cluster companies in a
dialogue as to how export barriers can be overcome.

» Designated counterparts will be appointed in each organization to facilitate
information flows and closer co-operation.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN
None at this time.

I11. PROBLEMS

None to report at this time.

1VV. OTHER DEVELOPMENTS

None to report at this time.
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USAID SERBIA ENTERPRISE DEVELOPMENT PROJECT
Monthly Project Summary and Report — July 2003

Date: September 12, 2003

To:  Ms. Aleksandra Zoric Krzic, Senior Advisor: Enterprise Development and CTO,
USAID/Serbia & Montenegro

From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton
Re:  Monthly Project Summary and Report for July 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Mr. Ashraf Soos, RCO, USAID/Budapest
Minister Aleksandar Vlahovic, Ministry of Economy and Privatization
Assistant Minister Blagoje Paunovic, Ministry of Economy and Privatization
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Assistant Minister Gordana Lazarevic, Ministry of International Economic
Relations
Mr. Dragoljub Vukadinovic, Managing Director, Metalac a.d., and President,
SNCC
Dr. Boris Begovic, Vice President, Center for Liberal-Democratic Studies

1. Project Identification
Title: USAID Serbia Enterprise Development Project
Contractor: Booz Allen Hamilton Inc. with On The Frontier Group,
ACDI/VOCA, IESC, and OSC
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 814

2. Project Performance Dates
Period of Performance: July 1, 2003 - June 30, 2006
Start Date: July 1, 2003
Report Date and Number: September 12, 2003, No. 1
Anticipated Completion Date: June 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Don Pressley, Mike Brennan, Joe Babiec, Dane
Smith, Jeanette Miller
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

Project Management

>

Conducted a successful four-day planning and team-building session (14-18 July) in
Belgrade for key project participants (participants and agenda attached).
Participants developed an innovative approach focusing on:

delivering tangible results in terms of sales, exports, jobs, and attracting
investment;

supporting implementation of the National Competitiveness Strategy; and
maximizing the number of interventions and thereby the opportunities for
success.

The approach places greater emphasis on bringing in industry-specific technical
assistance rapidly to help multiple sectors on a rapid basis. Expat LOE will be
shifted from the full-time cluster development positions to industry-specific
technical assistance to capitalize on near-term export opportunities.

Prepared initial detailed workplans during the planning session for primary areas of
technical assistance: export and cluster development, foreign direct investment,
policy & institutional development, and public awareness / public education. These
were later combined into a comprehensive plan (attached).

Prepared the initial outline for a detailed engagement plan explaining the approach.

Commenced search for larger office space to accommodate an expanded project
team. Estimating approximately 25 full time staff located in Belgrade.

Initiated process to recruit additional local staff. Placed advertisements for staff in
Vreme and Danas.

Project / Donor Coordination

>

Delivered two training sessions to the Serbian Investment & Export Development
Agency (SIEPA). SEDP staff delivered the 3 July session with a focus on
competitiveness principles (presentation attached). The 9 July session focused on
cluster development and was delivered by cluster representatives Dusan Radmilac
(furniture) and Milena Mitic (fruit).

Prepared a summary (attached) of competitiveness and cluster activity for inclusion
in the Ministry of Economy & Privatization’s National Report on Small & Medium
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Size Enterprises. Participated in a subsequent conference hosted by the European
Agency for Reconstruction (EAR) to review the report.

Introduced Jeanette Miller, SEDP’s FDI lead, to Zlatan Milosevic, Director of SIEPA.
Discussed areas of mutual cooperation including Ms. Miller’s participation in, and
support for, SIEPA’s campaign in September to attract investors in agri-business,
automotive components, electronics.

Along with cluster members Dusan Radmilac (furniture) and Djordje Stefanovic
(fruit), presented a training program to the Agency for Small & Medium Enterprises
(SME Agency) regarding the SEDP activities and cluster experience.

Agreed with the EAR experts David Miller and Shane MacAuley, who are
supporting the SME Agency, to (i) utilize a report being prepared by the EAR’s
tourism consultant as a basis for potential follow-on technical assistance to the sector
by SEDP, and (ii) lead a “cluster workshop” to be held in conjunction with the
Agency-sponsored SME Conference in early October.

Export Development

>

Initiated preparation of a database of 200-300 leading Serbian companies,
particularly exporters, to be channeled into SEDP, sector by sector, for an initial
assessment and possible technical assistance. Utilized the following sources in
developing the long list of companies: (i) Serbian Chamber of Commerce, (ii)
Assistant Minister Golianin (re companies in bio-pharma and information
technology), and (iii) the Customs Administration (re leading exporters).

In furtherance of export promotion, agreed with SIEPA the following areas of
cooperation with SEDP:

- Cost sharing for trade fairs and exhibitions (in particular SIEPA has agreed in
principle to help share the costs of travel/exhibitions at the upcoming Cologne
Furniture Fair and the Paris Fruit/Food Fair)

- Support for website development for cluster firms (SIEPA can provide guidance
and limited support for site development)

- Training (SIEPA will open its ongoing training programs to cluster firms)

- Support for cluster initiatives (e.g., SIEPA will support the development and
founding of the Design Center; other initiatives could similarly benefit).

Cluster Development

» Assisted both the fruit and furniture clusters in developing an initial list (attached)

of trade fairs to be targeted for their participation.

Booz Allen Hamilton



PCE-1-00-98-00013-00, Task Order 811
SCEE Final Report Appendix 1.9 - July 2003 Monthly Report

Supported the furniture cluster in its final meeting prior to the summer break. The
meeting was held at the premises of Agrana in Hrtkovci and focused on (i) getting
all cluster members participating in GTN; (ii) agreeing the provision of expatriate
technical assistance in production and marketing; (iii) planning for a joint web site;
and, (iv) elaborating a plan of joint visits and participation at foreign trade fairs.

Evaluated the prospect of forming a dairy cluster with Jerome Bayle, Managing
Director of Tetra Pak. Tetra Pak could serve as a key “anchor firm” supporting the
development of such a cluster.

Policy & Institutional Development

>

Submitted a revised draft of the National Competitiveness Strategy to the National
Council’s Executive Committee, as well as to Minister Vlahovic of the Ministry of
Economy & Privatization.

Reviewed the draft with the Executive Committee (Minister Pitic and Dr. Begovic on
8 July, and Mr. Vukadinovic on 23 July), as well as with Marko Stojanovic on behalf
of the Ministry of Economy & Privatization. In general, this version was well
received. Comments were taken on portions of the text and are being addressed.

With Minister Vlahovic, addressed the concept of the SEDP approach — seeking to
capitalize on near-term export opportunities while also developing cluster groups
for longer-term competitive advantage — and agreed to work with the Serbian
Chamber of Commerce to develop a list of candidate companies for inclusion in the
project. Also agreed that it would be helpful if the National Competitiveness
Strategy were adopted as government policy.

Agreed with Minister Milosaljevic of Trade, Tourism, & Services to work with the
newly appointed director of the Tourist Organization of Serbia in considering where
opportunities exist for providing technical assistance to that sector. Also agreed to
coordinate SEDP’s own ideas re a “Buy Serbia” campaign with the Ministry’s ideas
about developing a “Quality from Serbia” seal.

Completed an initial draft of a legal and regulatory brief (attached) designed to
highlight the legal and regulatory impediments impacting on the fruit and furniture
clusters. When finalized, this document will serve as a model for SEDP’s efforts to
inform the National Council about impediments to competitiveness.

Public Awareness / Public Education
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> Published an article (attached) entitled “Gaining a Competitive Advantage” in the
July edition of the American Chamber of Commerce’s magazine, AmCham
Perspective.

» Organized press visits to cluster companies TetraPak and Stefani Univerzal.

» Updated the SCEE website to include recent events.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

> None at this time.

I1l. PROBLEMS

> Problems experience in fielding expat advisors to lead the PA/PE and Export
Development activities. Intensive efforts are underway to identify the best
individuals.

IV. OTHER DEVELOPMENTS

> None to report at this time.

Booz Allen Hamilton



PCE-1-00-98-00013-00, Task Order 811
SCEE Final Report Appendix 1.10 — August 2003 Monthly Report

USAID SERBIA ENTERPRISE DEVELOPMENT PROJECT
Monthly Project Summary and Report — August 2003

Date: September 22, 2003

To:  Ms. Aleksandra Zoric Krzic, Senior Advisor: Enterprise Development and CTO,
USAID/Serbia & Montenegro

From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton
Re:  Monthly Project Summary and Report for August 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Mr. Ashraf Soos, RCO, USAID/Budapest
Minister Aleksandar Vlahovic, Ministry of Economy and Privatization
Assistant Minister Blagoje Paunovic, Ministry of Economy and Privatization
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Assistant Minister Gordana Lazarevic, Ministry of International Economic
Relations
Mr. Dragoljub Vukadinovic, Managing Director, Metalac a.d., and President,
SNCC
Dr. Boris Begovic, Vice President, Center for Liberal-Democratic Studies

1. Project Identification
Title: USAID Serbia Enterprise Development Project
Contractor: Booz Allen Hamilton Inc. with On The Frontier Group,
ACDI/VOCA, IESC, and OSC
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 814

2. Project Performance Dates
Period of Performance: July 1, 2003 - June 30, 2006
Start Date: July 1, 2003
Report Date and Number: September 22, 2003, No. 2
Anticipated Completion Date: June 30, 2003

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Don Pressley, Mike Brennan, Joe Babiec, Dane
Smith, Jeanette Miller
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

Project Management

>

Welcomed Jeanette Miller to SEDP as a long-term expat team member. She will be
primarily responsible for the project’s investment promotion activities, while also
contributing significantly to export development initiatives.

Reached tentative agreement with CRDA implementers, CHF (Brian Holst and Tim
Madigan), about renting space in a CHF office (most likely in Nis) to serve as SEDP’s
initial South Serbia office.

Continued the recruitment of new staff, both local and expat, as well as the search
for larger office space.

Completed the first draft of a detailed engagement plan and workplan based on the
results of the SEDP planning session held in mid-July.

Project / Donor Coordination

>

Liaised with the Euro Info Center which is now formally linked with USAID’s
Global Trade & Technology Network (GTN). Thus SEDP’s cluster companies, most
of which are registered on GTN, are now connected to European trade
opportunities, as well as those from the U.S. Arranged for the Center to make a
presentation to cluster meetings.

Provided guidance, utilizing Jeanette Miller’s experience and connections with the
U.S. Ex-Im Bank, to GTN as it assists Lider, a Serbian enterprise located in Leskovac.
Lider is seeking financing through Ex-Im to purchase U.S.-made equipment for the
production of polyurethane foam.

Met with Rick Smith, nominated to be chief executive of Opportunity International’s
planned bank which will focus on the SME sector. Areas of particular mutual
interest and likely cooperation between the bank and SEDP’s cluster enterprises
include trade financing and working capital loans.

Export Development

>

Continued to build a pipeline of companies to channel into SEDP activities on a
sector by sector basis. The list is being built using inputs from the Serbian Chamber
of Commerce, the Customs Administration, and from various sector studies.
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>

Completed a model statement of work (attached) for the initial assessment of sectors
by industry experts.

Cluster Development

>

Identified industry experts to work with fruit juice and furniture enterprises. The
companies will receive support in developing export market penetration strategies;
the furniture companies will also receive assistance on improving and expanding
their production capabilities.

Conducted an initial meeting of key leaders in a potential tourism cluster, including
the Tourism Organization of Serbia, the Ministry of Trade, Tourism & Services, and
Putnik, one of Serbia’s largest tourism companies.

Obtained agreement from the EAR’s expert in the tourism sector (Professor Bojan
Zecevic, University of Belgrade) to coordinate his analysis in support of SEDP’s
need for (i) an initial assessment of the sector and (ii) recommendations as to where
to focus potential technical assistance for maximum impact. This tourism sector
report is expected in mid-September.

Completed a legal brief (attached) presenting legal and regulatory issues impacting
the competitiveness of companies in the fruit/fruit juice and furniture/wood
products clusters. This brief was reviewed and approved by the leadership of both
clusters and endorsed as a valuable means of informing the National
Competitiveness Council.

Supported a meeting of the furniture cluster on 20 August. The primary focus of the
meeting was to plan the participation of selected cluster members at Cologne Fair,
one of the largest furniture fairs in the world.

Initiated the preparation of a business plan for the design centre initiative promoted
by the furniture cluster. The center will support the training of young designers,
assist them in finding employment, and offer services on a commercial basis. In
addition to furniture, the center will work with textile designers.

Foreign Direct Investment

>

Drafted an initial Memorandum of Understanding (attached) between the National
Competitiveness Council and the American Chamber of Commerce (AmCham) to
promote their mutual objectives. Submitted to AmCham’s Executive Director for
informal review. This memorandum will serve as a model for agreements to be
reached with various partner organizations and will be discussed at the September
meeting of the National Council.
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» Agreed with SIEPA that SEDP will support its upcoming investment campaigns
targeting the auto components, electronics, and agri-business sectors.

Policy & Institutional Development

» Submitted further revised drafts (both English and Serbian versions) of the National
Competitiveness Strategy to the Council Executive Committee (attached).

» Completed a draft summary of judicial reform activities aimed at strengthening the
rule of law in Serbia (attached). This summary will be used to inform the National
Council about initiatives already underway in this area. It will be circulated to
participants in the donors’ meeting on legal reform for additional input and
clarification.

> Liaised with the EAR’s Shane McAuley regarding his contacts at the Irish
Competitiveness Council and arranging a visit by the Serbian Council.
Coordinating with the Macedonia Competitiveness Activity on the possibility of a
joint visit.

Public Awareness / Public Education

» Dillon Coleman and Mike Brennan gave an interview to a journalist for the “SME
News” insert in the newspaper Politika (copy attached). Interview focused on
explaining the concept of competitiveness, elaborating the objectives of SEDP and
the competitiveness initiative, and defining the role of the National Competitiveness
Council and its strategy.

» Established the basis for an ongoing relationship with Junior Achievement Serbia
(JAS), which provides business and management training at the high school level.
This will provide a valuable means of getting the competitiveness message to a new
generation of Serbian managers. Agreement reached (i) to associate the National
Competitiveness Council with the program; (ii) to adapt planned university level
business case studies for use by JAS; and, (iii) to encourage cluster company
managers to volunteer time for meeting with students.

Grants

» Completed the initial grants proposals, including support to the furniture cluster in
its participation at major trade fairs in Cologne and Moscow, as well as the
development of websites for both the fruit and furniture clusters.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN
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> None at this time.

I1l. PROBLEMS

» SEDP’s lead candidate to lead the Export Development component withdrew from
further consideration. The search for leaders for this activity, as well as for Public
Awareness / Public Education, continues.

IV. OTHER DEVELOPMENTS

> None to report at this time.
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USAID SERBIA ENTERPRISE DEVELOPMENT PROJECT
Monthly Project Summary and Report — September 2003

Date: November 5, 2003

To:  Ms. Aleksandra Zoric Krzic, Senior Advisor: Enterprise Development and CTO,
USAID/Serbia & Montenegro

From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton
Re:  Monthly Project Summary and Report for September 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Mr. Ashraf Soos, RCO, USAID/Budapest
Minister Aleksandar Vlahovic, Ministry of Economy and Privatization
Assistant Minister Blagoje Paunovic, Ministry of Economy and Privatization
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Assistant Minister Gordana Lazarevic, Ministry of International Economic
Relations
Mr. Dragoljub Vukadinovic, Managing Director, Metalac a.d., and Chairman,
Serbia National Competitiveness Council
Dr. Boris Begovic, Vice President, Center for Liberal-Democratic Studies

1. Project Identification
Title: USAID Serbia Enterprise Development Project
Contractor: Booz Allen Hamilton Inc. with OTF Group, ACDI/VOCA, IESC, and
Mendez England & Associates
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 814

2. Project Performance Dates
Period of Performance: July 1, 2003 - June 30, 2006
Start Date: July 1, 2003
Report Date and Number: November 5, 2003, No. 3
Anticipated Completion Date: June 30, 2006

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Don Pressley, Joe Babiec, Dane Smith, Kip
Garland, Joe Pietrus, Jeanette Miller, Timothy Collins, Jasna Matic
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

Project Management

Completed negotiations for move to new office spaces located at 86 Boulevard Kralja
Aleksandra, 11000 Belgrade. New office was operational as of 1 October.

Welcomed Joe Pietrus as Lead Advisor for Export Development on September 29.
Arranged the transfer of Kip Garland from the Macedonia Competitiveness Activity
(MCA) to SEDP to be Lead Advisor for Cluster Development; SEDP team member

Mike Brennan will move to Skopje to assume a similar position on MCA.

Selected Timothy Collins as the Lead Advisor for Communications; Timothy is
expected to start in early October.

Project / Donor Coordination

Met with Beat Heggli, Senior Investment Promotion Officer for the World Bank’s
Multilateral Investment Guarantee Agency (MIGA) to identify areas for potential
cooperation. Agreed that SEDP could be a content provider for MIGA’s “FDI
Xchange” as investment opportunities are identified and other competitiveness
initiatives are launched.

Provided a briefing to Sasha Markovic, who follows USAID programs for Office of
the Prime Minister, re SEDP’s objectives and approach to open line of
communications and support between SEDP and the OPM.

Export Development

In a meeting with Assistant Minister Jelica Minic of the Ministry of Foreign Affairs,
agreed (i) to coordinate with the MOFA re trade missions; (ii) to provide commercial
attaches with training on competitiveness, export development, and investment
opportunities; and (iii) to include commercial attaches in SEDP’s database of
competitiveness contacts so that they receive periodic updates on export and
investment activities.

Cluster Development

»

Industry experts Remer Lane (fruit and fruit juices) and Ann and Richard Vaughn
(furniture) arrived on September 24 and 27, respectively, to begin their assistance to
the fruit and furniture clusters. SEDP organized a fruit cluster meeting on
September 29 to introduce Remer Lane and finalize his agenda.
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> Presented the findings of a market research study on September 4th to the fruit
cluster. Respondents included juice buyers in the U.S., Canada, and Europe.
Significantly, ten of the respondents requested samples. Cluster members will be
working with Remer Lane, SEDP, and select buyers to move forward on meeting
standards and then generating sales.

> Six furniture companies finalized their participation at the January 2004 Cologne
Furniture Fair, with Eurosalon designers developing the showroom layout. To
support this effort, cluster members are (i) developing competitive data gathering
sheets; (ii) completing a group website modeled after the Italian furniture industry's
web presence; and (iii) creating English language marketing brochures.

> Two furniture members have initiated a joint procurement arrangement.

> Bambus, a furniture cluster member, made an export sale of approximately $10,0000
through the Global Trade and Technology Network (GTN) to a Romanian buyer.

> Agreed with the Ministry of International Economic Relations, Ministry of Economy
and Privatization, the Executive Committee of the NCC, and USAID re the next
three sectors that SEDP will mobilize for support. These sectors are
biopharmaceuticals, textiles, and tourism (see Attachment 1 for supporting memo).
SEDP project staff prepared statements of work and distributed them to SEDP
consortium firms and organizations to identify industry experts to conduct an initial
assessment for each sector.

> Met with Dr. Djuro Kutlaca, Head of the Mihajlo Pupin Institute, to review his
current analysis of the software development sector in Serbia on behalf of OECD.
Dr. Kutlaca agreed to provide SEDP a copy of his report to support our evaluation of
the IT sector for potential support.

Foreign Direct Investment (FDI)

> Met with numerous parties working with FDI in Serbia in order to introduce the
SEDP project and FDI component of the program. Achieved a greater
understanding of the existing investments and opportunities for the future attraction
of FDI in concert with other players in Serbia. (See Attachment 2)

> Initiated detailed discussions with SIEPA regarding opportunities to cooperate on
several initiatives. These initiatives include the joint development of an existing
investor database which would include levels of investment to date, as well as
opportunities for follow-on investment. Additionally, SIEPA is informed of our
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interest to develop specific targeted FDI interventions and is providing background
information as available.

Policy and Institutional Development

> At ameeting held on September 26, the National Competitiveness Council (NCC)
adopted its initial National Competitiveness Strategy, subject to several minor
revisions being incorporated into the document. The council also adopted a set of
operating procedures (see Attachment 3 for NCC operating procedures).

> Prior to the NCC meeting, worked with both Chairman Vukadinovic, Serbian
Minister of International Economic Relations Pitic, and Serbian Assistant Minister
for International Economic Relations Gordana Lazarevic to finalize the strategy
document and plans for the council session. (See Attachment 4 for NCC meeting
agenda.)

Communications

> Supported the SME Agency’s “International Trade Fair of Entrepreneurship” by
maintaining a presence at the fair to discuss SEDP activities and objectives. In
addition, team member Mike Brennan made a presentation entitled "Business
Innovation and Competitiveness in Serbia - Linking Research, Education and
Business: Innovation-Based Examples."

Grants

> Grants were approved for:

0 Support for fruit and fruit juice cluster firms to attend the "ANUGA" Food
Fair in Cologne, Germany, in October 2003

0 Support for furniture cluster firms to attend the "Mebel” Furniture Fair in
Moscow, Russia, in November 2003

0 Support for furniture cluster firms to attend the Cologne Furniture Fair in
January 2004

0 Support for the creation of a joint web site for the furniture cluster

o Support for the creation of a joint web site for the fruit and fruit juice
cluster.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

> None at this time.

I1l. PROBLEMS
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> None to report at this time.
IV. OTHER DEVELOPMENTS

> None to report at this time.
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USAID SERBIA ENTERPRISE DEVELOPMENT PROJECT
Monthly Project Summary and Report — October 2003

Date: November 11, 2003

To:  Ms. Aleksandra Zoric Krzic, Senior Advisor: Enterprise Development and CTO,
USAID/Serbia & Montenegro

From: Mr. Dillon Coleman, Chief of Party, Booz Allen Hamilton
Re:  Monthly Project Summary and Report for October 2003

CC: Mr. William S. Foerderer, USAID/FRY
Mr. Grant Morrill, SEGIR GBTI CTO, USAID/DC
Mr. Ashraf Soos, RCO, USAID/Budapest
Minister Aleksandar Vlahovic, Ministry of Economy and Privatization
Assistant Minister Blagoje Paunovic, Ministry of Economy and Privatization
Minister Goran Pitic, Ph.D., Ministry of International Economic Relations
Assistant Minister Gordana Lazarevic, Ministry of International Economic
Relations
Mr. Dragoljub Vukadinovic, Managing Director, Metalac a.d., and Chairman,
Serbia National Competitiveness Council
Dr. Boris Begovic, Vice President, Center for Liberal-Democratic Studies

1. Project Identification
Title: USAID Serbia Enterprise Development Project
Contractor: Booz Allen Hamilton Inc. with OTF Group, ACDI/VOCA, IESC, and
Mendez England & Associates
Contract Number: PCE-1-00-98-00013-00
Task Order No.: 814

2. Project Performance Dates
Period of Performance: July 1, 2003 - June 30, 2006
Start Date: July 1, 2003
Report Date and Number: November 11, 2003, No. 4
Anticipated Completion Date: June 30, 2006

3. Key Technical Advisors:
Dillon Coleman, Mark Belcher, Don Pressley, Chris Williams, Joe Babiec, Dane
Smith, Kip Garland, Joe Pietrus, Jeanette Miller, Timothy Collins, Jasna Matic
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I. PROGRESS AGAINST DELIVERABLES AND/OR COMPLETION THEREOF

Project Management

> Relocated SEDP to new office at 86 Boulevard Kralja Aleksandra.

> Timothy Collins joined the project as Communications Advisor on October 9.

> Held an initial training session for SEDP team members (October 29) to introduce all
new staff and to review the project objectives and approach.

Project / Donor Coordination

> Dillon Coleman, Milan Samardzic, and Mike Brennan attended the Macedonia
Competitiveness Summit in Skopje to get an update on the competitiveness
initiative in Macedonia and to gather ideas for SEDP’s next conference.

> SEDP staff conducted a workshop at a conference organized by the SME Agency
(October 6, 7). SEDP team member Dane Smith and fruit cluster member Milena
Mitic (Fresh & Co.) led the workshop, entitled “Building on our Strengths — Sectors
& Clusters,” supported by Mike Brennan and Dillon Coleman.

Cluster and Export Development

> With Serbian juice manufacturer Fresh & Co., SEDP coordinated test marketing of
single serve fruit juices in northern Italy through a Milan-based beverage
distributor.

> SEDP organized a garment sector assessment starting on November 17, with 18
private sector garment manufacturers participating. SEDP is working closely with
the Chamber of Commerce and Industry on this activity, which will be carried out
with the assistance of garment industry expert Jeanne Atkinson.

> A SEDP assessment of the Serbian dairy sector concluded that the principal export
development problem is poor milk quality. The time and effort required to improve
milk quality is beyond the scope of SEDP. Further, the potential for increased dairy
product exports appears to be smaller than that of other sectors. SEDP is exploring
other donor programs regarding their interest in addressing dairy quality issues.

> SEDP reached agreement with the Chamber of Commerce and Industry to access
Chamber industry experts in sectors of interest to SEDP. In October SEDP worked
closely with Chamber staff in food processing and textiles and secured information
about major exporting companies from the Chamber's database.
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> SEDP reached agreement with SIEPA for them to take the lead in developing the
SEDP envisioned exporter database. SEDP will provide SIEPA information on
specific sectors and have access to the database.

> Inearly October, technical expert Remer Lane presented results of the sector analysis
for the Serbian fruit and fruit processing cluster members and to representatives of
the international business and donor community, with recommendations for
increasing exports.

> Atthe Anuga Food Fair (Cologne, Germany, October 11-15), SEDP introduced
cluster members to international contacts, performed market research, and closed
two sales in organic juice concentrate (approx. $500,000). The Anuga Fair also
resulted in an agreement to exchange raspberry processing technology between a
Serbian juice processor and the Chilean Organic Fruit Industry.

> The first of several cluster-based fruit production training centers is being finalized
at the Institute of Cacak. Supported in part by ACDI-VOCA, the centers will teach
producers affordable technology to address drought, frost, and hail problems that
have crippled crop production for several years. The project also aims to introduce
increased profit margins for fresh berries. A second training center in the network,
at Pozega, which is being developed with IRD, received project support with a letter
of recommendation to assist in financing.

> SEDP project staff are working with juice producers to develop a plan to
immediately send fruit juice and fruit industry produce samples to several European
and U.S. firms, including the Trader Joe’s retail network.

> SEDP project staff are working with GTZ to provide HACCP training and
certification to fruit and fruit juice producers. Several cluster members have
received HACCP training in collaboration with IRD.

> Two industry experts, Richard and Ann Vaughn, provided detailed operational and
marketing expertise as a part of sector assessments for the furniture cluster. They
presented findings to cluster members and to representatives of the international
business and donor community on October 17, and are performing follow-up in the
U.S. to contact potential buyers. As a result of the analysis, cluster members have
agreed to develop their own quality seal and quality standards and will begin that
process in November.

> Six members of the furniture cluster continued to develop their display booth and
strategy for the Cologne Furniture Fair (January 2004), working with ARISTIP to
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develop leads and contacts. SEDP is providing co-funding for the booth and will
train the group on data and intelligence gathering at the fair.

Foreign Direct Investment

> SEDP conducted a roundtable of the international donor community and
government ministries working on FDI in Serbia. Participants discussed needs,
resources, and cooperation. Attendance and interest was positive with the initiative
continuing on a monthly basis, to be hosted in November by SIEPA.

> On October 15, SEDP introduced two cluster companies to the Serbia and
Montenegro Export Credit Agency (SMECA) to discuss preferential export financing
opportunities. Both companies are very interested in this option and will submit
documents to obtain quotations on financing limits and interest.

> SEDP facilitated a meeting between SEDP, SIEPA, the Foreign Investors Council
(FIC), and AmCham to discuss needs and coordination for developing an existing
investor database in Serbia for joint usage.

> SEDP informed the Ministry of International Economic Relations of the need to
move the Law on Secure Transactions forward, as the delay is preventing
investment flow into Serbia. According to Ministry sources, there had been no
movement for several months, but the Ministry has now prioritized this issue.

> SEDP staff met with Mira Tumara and John Fawthrop of the Fund Management
Unit of the National Bank of Serbia. They agreed to include SEDP on the list of
recipients of their monthly report of financing opportunities specifically targeted at
SMEs.

Policy and Institutional Development

> SEDP staff revised the National Competitiveness Strategy, based on amendments
that members of the National Competitiveness Council made at the NCC meeting
held on September 26 and incorporating into the Strategy the newest
macroeconomic data provided by the Ministry of Finance and Economy. SEDP staff
worked with the Assistant Minister for International Economic Relations Gordana
Lazarevic and the media representative to the NCC, Misa Brkic, to perfect flow and
language in the Serbian version of the document.

> SEDP staff met with the executive manager of the FIC to define the FIC's internal
structure for working with the NCC in implementing the Strategy.
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> |ESC senior staff member Betsy Bury designed a detailed monitoring and evaluation
plan for SEDP, based upon intensive meetings with SEDP staff members.

Public Awareness / Public Education
> SEDP staff drafted the SEDP communications strategy.

>  With MIER, MOEP, and the Office of the Prime Minister, SEDP coordinated talking
points and press release for Serbia ranking the World Economic Forum.

> With National Tourism Organization of Serbia (NTOS) and Ministry of Trade and
Tourism (MTT), SEDP helped develop strategy, display, press kits, and promotional
materials for Serbia representation at the World Travel Market 2003 (London,
November 10-13).

> SEDP provided campaign consultation to NTOS and the MTT Steering Committee to
redefine Serbia’s international image.

> With Junior Achievement Belgrade, SEDP developed a plan to introduce
competitiveness lesson plans into high school curriculum in 38 high schools in
southern Serbia.

Grants

» In October, a total of approximately $35,000 was issued for five grants awarded at
the end of the Serbia Competitiveness and Economic Efficiency (SCEE) project to the
fruit and furniture clusters.

o With $ 5,876, SCEE supported three fruit cluster member firms! to attend
the ANUGA Food Fair in Cologne, Germany, October 11-15.

o With $3,000, SCEE supported two furniture cluster member firms?2 to attend
the Moscow Furniture Fair, November 17-21.

o With $25,000 SCEE, supported exhibition by the furniture cluster at the
Cologne furniture fair, January 19-25, 2004.

o With $1,000, SCEE supported the SAGA Group to make a web sites for the
fruit cluster, representing 21 companies and institutions. The joint web site
will be a marketing tool where information on quality, branding, and
activities of clusters will be presented together with information on
individual companies, production capabilities, and products.

! Fresh Co., Nectar, Niba Co.
2 Eurosalon, Trifunovic
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o With $1,000 SCEE supported the SAGA Group to make a similar web site
for the furniture cluster, representing 14 companies.

> SEDP brought on its grant manager October 20, and made arrangements for IESC
senior staff member Tarek Nabhan to provide assistance in designing and
implementing a reimbursable grants program in early November.

Il. PROPOSED CHANGES TO TASK ORDER OR WORKPLAN

> None at this time.

I1l. PROBLEMS

> None at this time.

IV. OTHER DEVELOPMENTS

> None to report at this time.
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Attachment 1: SEDP FDI Meetings in October 2003

SEDP — FDI Meetingsin October

Party met Reason for meeting Follow up
Coordinate activities with
SEED Introduce SEDP FDI Team, discuss SEED
Slobodan Nakarada cooperation Invite to assessment
presentations
Copernicuslnvestment Fund Introduce SEDP FDI Team Invite to assessment
Heidi Mostic Understand investment strategy presentations
Discuss assisting SIEPA in creating Facilitate meeting for
S EPA database of foreign companies and how SIEPA, FIC, AmCham to

Milivoje Mandic

SEDP' s FDI Team can best assist SIEPA
in attracting FDI

discuss creating the FDI
database

ORACLE
Dragan Spanovic

Introduce SEDP FDI Team, discuss
ORACLE support of the IT industry and
potential cluster activity

Put in touch with J. Pietrus
for industry assessments

SOROS Investment Capital
Fund
Gavin Ryan

Introduce SEDP FDI Team
Understand investment strategy

Invite to assessment
presentations

Ministry of I nternational
Economic Relations

Ongoing cooperation

Define FDI Roundtable
concept and potential

Dermot Coffey participants
US Trade and Development Discuss TDA pending initiativesin Serbia Share relevant |qformat|on
Agency and SEDP benefit on food processing
Scott Greenip opportunities
Tourist Organization of Understand strategy of the TOS and Inviteto tourism
Serbia discuss coordination regarding tourism Connect TOS with Timothy
Milica Cubrilo industry regarding image campaign

Serbian Privatization Agency
Andrej Popov

Introduce SEDP FDI Team and Activities
Learn about FDI opportunitiesin the
privatization process

Continue discussions
regarding hotel and tourism
privatizations

Welcome suggestions on
other targeted assistance

Serbiaand Montenegro

Export Credit Agency Briefed on status of SMECA and proposed Icgt&Od;n(i:g?oS;\a E éI:ster
Caslav Jovanovic & Lloyd product offereings f pa
inancing
Edgecombe
Facilitate meeting for SIEPA, FIC and Draft MOU and send to all
SIEPA, FISCE[';“S] Cham & AmCham to discuss creating a database of parties

information on FDI in Serbia

Review draft guestionnaire
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L eadership Survey:
Economic and Business Opinions
(prepared by OTF Group)

You are invited to participate in a research study to measure opinions and beliefs concerning
business and economic policy in your nation and around the world.

Your voluntary participation would be greatly appreciated. You will be asked questions about
business, economics, and professiona relationships. In addition, you will be asked some generd
questions about the organization you work in, and your cultural and geographic background.

Please fedl free to be very candid. There are no right or wrong answers to any questions. Most
importantly, the results of this survey will be completely confidential. Your responses will be
analyzed only in the aggregate, for statistical purposes.

The questionnaire will take approximately 20-25 minutes to complete. Instructions are provided in
each section. For any question for which you do not have complete knowledge, please answer to
the best of your ability.

We do not foresee any risks associated with participating in this study nor are there any particular
foreseeable benefits. There is no direct reimbursement for participation. However, you will be
invo

If you have read this form and have decided to participate in this study, please understand that
participation is voluntary and you have the right to withdraw your consent or discontinue your
participation at any time without penaty. You have the right to refuse to answer particular
questions.  Your individual privacy will be maintained in al published and written data resulting
from the study.

For questions about the study, please contact the USAID Serbian Competitiveness & Economic
Efficiency Project at (0) 63 3224-110.
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|. Questions about the leader ship of your country

In this section, you will be asked some questions about the leadership in your country. Unless
otherwise specified, consider leaders to be prominent individuals in both the government and
private sectors. Please circle the appropriate number for each line.

1 means “ disagree completely” 5 means “agree somewhat”

2 means “disagree generally” 6 means “agree generally”

3 means “disagree somewhat” 7 means “agree completely”

4 means “ neither agree nor disagree”
disagree agree
Most citizens in Serbia believe the nation must act quickly and | 1 7 DK
decisively to avoid an economic crisis.
Most influential peoplein Serbia actively seek innovative 1 7 DK
solutions to problems.
Most influential people in Serbia are open to change and 1 7 DK
learning.
Between its business leaders, academics and government 1 7 DK
officials, Serbia has the macroeconomic knowledge necessary
to build its prosperity.
Business leaders inside Serbia s companies have the 1 7 DK
knowledge and skills to increase the competitiveness of their
firms.
Serbia s work-force has the skills to compete in a new 1 7 DK
competitive economy, that favors open trade, innovation, and
market forces.
When no crisisisimminent, Serbia’s leadership has the ability 1 7 DK
to create change and improvement for the nation.
Serbia s leadership is gathering the necessary knowledge to 1 7 DK
build the country’ s prosperity.
Serbia s leadership has a correct sense of vision for the nation. 1 7 DK
Serbia s leadership is able to create approval among the people | 1 7 DK
for its vision of the nation’s development.
Considering al the factors above, | believe that in the next 5 1 7 DK
years, Serbia s economic competitiveness will improve.
Considering al the factors above, | believe that the average 1 7 DK
citizen will enjoy ahigher standard of living in 5 years than he
or she has now.
(check one box for each question)

Generaly speaking, would you say that most peoplein | can be trusted
your country can be trusted, or that you can't be too __can't betoo careful

careful in dealing with people?
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[11. Business Environment

The business environment can be understood in terms of four critica areas: (1) community infrastructure
asts, (2) loca demand conditions, (3) rules and incentives governing investment and competition, and
(4) rdated and supporting industries. Government can affect each of these areas through its policies.

Instructionsfor Section 1:

For each question, please select the number that best expresses your opinion about the actua
condition in your country.

By drding asmdler number, you agree more with the assessment as Sated on the left.
By drding alarger number, you agree more with the assessment as stated on the right.

Please answer dl the questionsin the context of your business's circumstances in the country.

Availability of Infrastructure Assets

Infrastructure assets are one of the fundamental resources that a company draws upon in competition.
They include tangible assets (e.g., local workforce, university research centers and trangportation
systems) as well asintangible assets (e.g. education system, access to capital).

1. Thecost of doing business (specifically, the cost of real estate, wages and salaries, and
utilities) is...

High relative to other countries 1 2 3 456 7 Low relative to other countries

2. Theoverall quality of transportation (e.g., roads, air transport, railroads and ports) is...

Very poor relative to other 1 2 3 456 7 Very good relative to other
countries countries

3. Specialized facilitiesfor research (e.g., science labor atories, univer sity research
ingtitutions and technical libraries) are...

Limited 123456 7 Readily available

4. Theingtitutionsin Serbiathat perform basic research...

Rardy transfer knowledge to 1 2 3 456 7 Frequently transfer knowledge
important industries to important industries

5. The communicationsinfrastructure (including internet access) in Serbia...
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Failsto satisfy (your or generd)

1 2 3 456 7

Fully satisfies (your or generd)

business needs business needs
6. Qualified scientistsand engineersin Serbiaare...
Scarce 1 2 3 456 7 In ample supply
7. Theavailable pool of skilled workersin Serbia...
Istoo small and hinders (your 1 2 3 456 7 Is sufficient to meet (your or
or generd) growth generd) growth needs

8. Theoverall quality of the primary and secondary education system is...

Very poor

1 2 3 456 7

Very high

9. Advanced educational programs (e.g., vocational schools, collegesand /or

universities)...

Provide (your or generd) 1 23 456 7 Provide (your or genera)

busnesswith low qudity busnesswith high qudity
employees employees

10. Accessto capital (e.g. bank, venture funds and private equity investments) is...

Difficult

1 2 3 456 7

Easy

Quality of Life

The qudity of lifein alocdlity refersto the cultura, naturd, and other characterigtics that impact families

gandard of living in an area.

11. The overall quality of life (e.g., medical services, cultural opportunitiesand living

conditions) in Serbia...

Makes recruitment and
retention of employees difficult

1 2 3 456 7

Makes recruitment and
retention of employees easy

12. The cot of living in Serbia...

Makes recruitment and
retention of employees difficult

1 2 3 456 7

Makes recruitment and
retention of employees easy

Local Demand Conditions
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Loca demand conditions refer to the presence or emergence of sophisticated and demanding loca
customers who press firms to improve and provide ingghts into existing and future needs.

13. Local customersfor (your or general) business' s productg/servicesare...

Unsophisticated and 1 23 456 7 Sophisticated and demanding
undemanding

14. Local customersfor (your or general) business's products/services have...

No specid needs that impact 1 2 3 456 7 Specid needs that often impact
your product offering your product offering

15. Feedback from (your or general) customersto improve your business's
products/servicesis...

Not useful for developing new 1 2 3 456 7 Useful for developing new
features or enhanced features or enhanced
performance performance

Rules and Incentives Governing Investment and Competition

The investment climate and policies towards competition set the context within which firm strategy and
rivary develop. The dimate for investment refersto labor market policies affecting the incentives for
workforce development, the structure of the tax system, intellectua property rules, and their
enforcement, among other things.

16. Gover nment regulations affecting (your or general) business...

Areinappropriate and hinder 1 2 3 456 7 Are gppropriate and assst your
your firm'’s ability to succeed firm’s ability to succeed

17. Government environmental standards and safety regulations...

Arelax 1 2 3 45 6 7 Are grict

18. Investment in R&D is...

Discouraged by taxes and 1 2 3 456 7 Encouraged by taxes and
incentives incentives

19. Government’s overall responsiveness and ability to work with the needs of businessis...

Low 123456 7 High

20. Regional competition in your industry is...
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Mild 1 2 3 45 6 7 Intense

Rdated and Supporting | ndustries

Redated and supporting indudtries refers to the local accessto internationaly competitive suppliers of
materids, components, machinery, and services. It dso involvesloca access to indudtries sharing
technology, channels, and/or customers.

22. Specialized suppliersof (your or general) business's materials, machinery, and services
are...

Modly not avallable inside 1 2 3 456 7 Mogly available insde Serbia
Serbia

23. Local specialized suppliersof (your or general) business s materials, machinery, and
servicesare...

Of very low qudity 1 2 3 456 7 Comparable with the best
quality sewhere

24. L ocal specialized suppliersassist (your or general) firm with new product and process
development ...

Infrequently 1 2 3 456 7 Frequently

25. Businessesin Serbia...

Hide information from other 1 2 3 456 7 Share information openly with
firms even when thereisnot a other businesses
competitive reason to do so

26. Finally, consdering all the significant factors, including gover nment, industry and social
factors, how good a location isyour country asa placetoinnovatein (your or general)
business?

Very poor location 1 2 3 456 7 Very good location

V. National priorities (conditions for competitiveness)

Hereisalist of conditions many people consider important contributions to the competitiveness of
acountry’ sindustries. Please proceed through the list and indicate how well your nation is
performing on each of the conditions. Cir cle the appropriate number on each line.

-3 means “among the worst in the world” 0 means “average’
-2 means “significantly below average’ 1 means “above average’
-1 means “below average” 2 means “significantly above average”

3 means “among the best in the world”
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worst best
Productivity of labor force 3 -2 -1 0123 m
Quiality of domestic companies strategies 3 2 -1 012 3 |m
Effectiveness of government support for the private sector 3 2 -1 012 3 |m3
Avallability of high quality business opportunities 3 2 -1 01 2 3 m
Security -3 -2 -1 01 2 3 |m5
Environmental conditions -3 -2 -1 012 3 |m6
Trust among citizens -3 -2 -1 012 3 |m7
The degree of organization of the leadership 3 2 -1 012 3 |m8
Effectiveness of public institutions 32 -1 012 3 |m9
Attitude toward change and innovation -3 2 -1 01 2 3 |mo
Trust between government and private sector 3 2 -1 01 2 3 |mu1
Reliable and enforceable patent and property laws 3 2 -1 01 2 3 |m2

VI. Opinions about economics and business

Please indicate your agreement or disagreement with each of the following statements.
appropriate number on each line.

Circlethe

1 means “ disagree completely” 5 means “ agree somewhat”
2 means “disagree generally’ 6 means “agree generally”
3 means “disagree somewhat” 7 means “agree completely”
4 means “ neither agree nor disagree” DK means “Don’t Know”
disagree agree
1. Itisimportant for managers to be older than the 123456 7 DK
persons they supervise.
2. Open competition isaforce that enriches a society. 123456 7 DK
3. Open competition threatens the stability and solidarity 123456 7 DK
of society.
4. Serbia's environment should be protected from 123456 7 DK
damage, even at higher costs
5. Intheplace | work, most employees can be trusted to 123456 7 DK
make independent decisions about how to do their jobs
well.
6. Individual companies can not be competitive under 123456 7 DK
poor national economic conditions
7. Theaverage citizen can have an influence in 123456 7 DK
government decisions.
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8. Most large companiesin Serbia can succeed without 123456 7 DK
collaborating with each other.
9. Organizations work best when everybody works 123456 7 DK

together and no one takes individua credit

10. People should follow the instructions of their superiors 123456 7 DK
related to their job, even when they do not fully agree

with them.

11. Infiveyears, the mgority of Serbia's businesses will 123456 7 DK
be much more competitive in the world market than
they are now.

12. Nothing can change the way most people in Serbia 123456 7 DK

think about economics.

13. Managers should admit to their employees when they 123456 7 DK

are not sure what to do.

14. A dramatically changing business environment is 123456 7 DK
something to be welcomed and embraced.

15. Only asmall group of highly-trained and educated 123456 7 DK

people are necessary to improve the competitiveness of
Serbia sindustries.

16. Many companies enjoy sustained success by simply 123456 7 DK
imitating their competitors.

disagree agree

17. In my organization, managers and employees 123456 7 DK
generally are working towards a common goal.

18. Corruption is the main impediment to competitiveness 123456 7 DK

in Serbia

19. Some companiesin Serbia are making too much 123456 7 DK
profit.

20. Wedlthisfinite and nations must struggle to 123456 7 DK
redistribute it.

21. Companies must fight against each other for a share of 123456 7 DK
alimited pool of human, financial and physical
resources.

22. Chief executives that can't improve the performance of 123456 7 DK
acompany in one year's time should be replaced.

23. All segments of the population must reach consensus 123456 7 DK
about what Serbia svision is before the country moves
ahead.

24. Companies that share lots of information with each 123456 7 DK

other lose their competitive edge.

25. Intenselocal competition between companies tends to 123456 7 DK
contribute positively to the standard of living of the
average citizen

Booz Allen Hamilton




PCE-1-00-98-00013-00, Task Order 811
SCEE Final Report Appendix 2.1 - Mental Models Survey Questionnaire

26. Companies that compete against each other in Serbia 123456 7 DK
should establish closer ties and cooperative agreements
than they have now.

27. Entry of anew competitor into Serbia harms the 123456 7 DK
business environment

28. Presence of intense local competition between 123456 7 DK
companies tends to foster innovation

29. Where possible, companies should seek to train 123456 7 DK

workers through co-operative training programs, rather
than on their own.

30. Projects that require cooperation and collaboration 123456 7 DK
between firms tend to cost more than they return.

31. Itispossible for Serbian companiesto collaborate and 123456 7 DK
compete at the same time

32. Cooperation between local firms has contributed 123456 7 DK
directly to the prosperity of the country as awhole.

33. Companies are worse off when they have to compete 123456 7 DK
with other local companiesto attract and retain skilled
workers

34. Individua companiesin Serbia can prosper, even when 123456 7 DK

the nationd economy is suffering

35. Mo peoplein Serbia can change how they think about 123456 7 DK
€Cconomics.

36. Serbias companies generdly deliver world-class 123456 7 DK
dandards of qudity and productivity

37. Serbian firms are often better off usng suppliers from the 123456 7 DK
EU, rather than working with loca suppliers

38. Increasing prosperity for dl Serbian citizenswill result in 123456 7 DK
reduced ethnic tension and conflict.

39. Foreigners should have the same opportunitiesto live and 123456 7 DK
prosper in Serbia as do citizens of Serbia

40. Serbias companies should be measured against world- 123456 7 DK
class standards of quaity and productivity

41. Serbiaslow wage rates are an advantage for the country 123456 7 DK

42. Many Serbian firms have sophisticated knowledge of the 123456 7 DK
needs of their customersin export markets

43. Globdization threatens Serbids ability to protect its 123456 7 DK
poorer citizens

44. Doing busnessin Serbia presents unique chalenges, 123456 7 DK
different from those found esawhere in centra or Eagtern
Europe

45. In the short run, pollution and environmenta degradation 123456 7 DK
are acceptable prices to pay for rapid growth
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46. Strong Serbian companies don't need to cooperate with
other firms

123456 7 DK

47. Until the government makes a commitment to
competitiveness, Serbian firmswill be unable to compete

123456 7 DK

48. In Serbia, competition between firms often leads to
ineffidencies

123456 7 DK

VII. Questions about the role of government in the economy

Please indicate your agreement or disagreement with each of the following statements. Circle the

appropriate number on each line.

1 means “disagree completely” 5 means “ agree somewhat”
2 means “disagree generally” 6 means “agree generally”
3 means “disagree somewhat” 7 means “agree completely”

4 means “ neither agree nor disagree”

Serbian government policies should... disagree agree
levy substantid tariffs on importsin certain key industries. 1 2 3 456 7
subsidize the profitability of some businesses. 1 2 3 456 7
guarantee a minimum standard of living for al citizens. 1 2 3 456 7
regulate prices in certain industries. 1 2 3 456 7
grant some industries special privileges and protection. 1 2 3 456 7
treat domestic and foreign companies equally. 1 2 3 456 7
redistribute wealth from the more fortunate to the less 1 2 3 456 7

fortunate.

own or directly control certain companies.

VIII. Background questions

Please complete this brief background section. Please keep in mind that the information you
supply about your company and yourself will remain anonymous, and will be analyzed only

in combination with other responses.

Booz Allen Hamilton
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Which best describesthetype | State-owned company Q)
of organizationinwhichyou | Socially-owned company (2
work? ____ Government (excluding state-owned companies)  (3)
(If youwork in morethanone| __ Private-sector company (# of employees?) 4)
organization, list theonethat | Academics ®)
takes the mgority of your ____ Thepress (6)
time) ____Unions ©)
____Non-government organizations 6)
____ Student where? )
h if
___ Other (specify) (10)
If you work for astate-owned | Agriculture or natura resources (specify) 1)
company or in the private
sector, which best describes | Manufacturing (specify) 2
the primary focus of the
company? ___Services (specify) (Reflect clusters) 3
(If your company isinvolved
with more than onefocus, list | Other (specify) 4
the one that creates the
majority of its revenues)
Which best describes your ____ Owner, president, CEO, cabinet member Q)
position in the organization S Executiveor Sr. Officid 2
you listed in (1) above? __ Non-manager (professional) 3
____ Other 4
Education (Check highest ____Lessthan secondary school (@)
compl eted) __ Secondary School 2
____Some College 3
___ College Graduate 4
___ Graduate Study )
___ Vocationa School (6)
Of which country or countries | List of countries
areyou acitizen?
Age _20-29 (1)
3039 2
_ 40-49 3
5059 (4)
60 or older ©)
Sex ____Femae Q
Male 2
Looking back over thepast5 | _ among the worst in the industry (1)
years, how would you rate ____significantly worse than average 2
your company’s performance | somewhat worse than average 3
relative to your company’s ___just about average 4
competitors? ____somewhat better than average (5)
. ___ significantly better than average (6)
;L%?umgg onrg tprlléa;:etrr:%k ____among the best in the industry gg

DK/NA.

___Don't Know / Not Applicable

z1

z2

z3

74

75

Z6

z7

z8
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How many employees does 0-1 2-10 11-50 51-100 100+

your organization havein

Serbia?

How much time have you spent none Lessthan 2 3-12 months 1 year or

time abroad in the last 10 months more

years?

This concludes the economic and business opinion survey.
Thank you for your cooperation.
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Survey of Serbia’s Leadership:

Mental Models and Business Environment

Serbia Competitiveness & Economic Efficiency Project

April, 2003
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Introduction

Led by ateam comprised of members from Booz, Allen and Hamilton and the OTF Group,
Serbia Competitiveness & Economic Efficiency Project isfunded by USAID. It is currently
engaged in two clugters and activities nationwide.

The mental models and business environment survey is part of the overadl groundwork for the
project’s engagements, and is designed with two goasin mind: to assess and inform decision
makers about key competitiveness challenges facing Serbia, and to identify particular ‘ mental
modds held by Serbia s leaders surrounding competitiveness.

The development and execution of Strategies to attain competitive advantage depend on the joint-
efforts of collections of individuals. public and private sector decisonmakers, labor and
management, suppliers and customers. Y et in most nations, decison-makers have different
mental models concerning the importance, meaning, and means of achieving critical godslike
‘srategy’, ‘ competitiveness , ‘development;’ and ‘ prosperity’. By enabling decision-makersto
examine their own assumptions about the mechanics of competitiveness, the public discusson of
the surveyl’ sresults can help strengthen and broaden the impact of Serbia s ongoing change
initigtives

Results from the survey have dready figured prominently in the recent Nationa Competitiveness
Summit, and will be addressed again during the leadership offsite to be help in Cambridge, MA
in May, 2003.

! Jonathan Donner, "Making Mental Models Explicit: Quantitative Techniques for Encouraging Change," (Paper in
Monitor Company Seeds for Change Series, 1998).
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Methodology

The paper-based survey was administered to 201 Serbialeaders. The two largest groups
represented in the respondent set were private sector firm leaders (45%) and Government
ministers and officials (18%). Respondents were generdly top leadersin their organizations.
56% were cabinet members, owners, or CEOs. Another 23% were senior executives.

Respondents were invitees to the nationd summit and were contacted by the Center for Libera-
Democratic Studies. The surveys were undertaken in March 2003. Professor Boris Begovic,
Vice President at the Center presented the results at the national summit on April 1%, 2003. With
broad representation from the private sector, the press, academics, NGOs, and the government
dike, the reaults of the survey can be viewed as likely to be representative of the leadership of
Serbia. However, given the sampling methodology, the survey should not be considered to be
reflective of the entire Serbian public.

The surveys were undertaken in March 2003, around the time of the assassination of the Serbian
Prime Miniger. The bulk of the interviews were completed before the event, with gpproximately
75 taking place in the firgt two weeks after the event. The post-event sampleistoo smdl to say
definitively how the event may have influenced the responses of Serbias leaders.

Methodology
Demographic Profile of Participants

Affiliation

Private- sector
Companies

Government

Socially-Owned
Companies

State-Owned
Companies

Non-Government
Organizations

The Press
Academics
Unions

Other

SOURCE: Serbia Survey 3/2003. N=200

Copyright © 2003 by ontheFRONTIER

Results based on 201 surveys
collected in multiple seminars and in
individual interviews during March,
2003

Respondents represent a range of
organizational perspectives

56% were owners, CEOSs, or cabinet
members. Another 23% were senior
executives

92% of respondents had completed at
least a college degree (84% a
graduate degree)

Though not scientifically
representative of the population of
Serbia as a whole, respondents
represent a diverse range of voices
and perspectives among the nation’s
leadership

Booz Allen Hamilton
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Summary Level Findings

There are three themes concerning Serbian leaders beliefs that may inhibit competitiveness, and
ultimately these may influence investments and how those investments shape the current
economic gatus. Thefirg isalack of shared vison among leaders concerning competitiveness,
which may inhibit an agreement for specificsin aplan of action. Within this divisveness, many
leaders gtill want the government to make business-based decisions. Additionally, leaders are
gplit on how to invest in physica or socid capitd; the effects of globaization; and on socid
hierarchy. Second, trust levels are so low that it might inhibit an important dement of
competitiveness from being developed: The ability of firms and other groups within aclugter to
develop and implement integrative srategies.  Findly, isabdlief that Serbians build firms by
focusing on their current assets, rather than on the needs of demanding customers - where new
assts are created. Such bdiefstypicaly inhibit competitiveness, and certainly make appropriate
investing more difficult.

When decision-makers have different beliefs, or “mental models’ concerning the importance,
meaning, and means of achieving goals, such as “prosperity” or “competitiveness” they inform
anaion’s agenda for making investments and creating prosperity in two extremely important
ways. Firgt, mentd modelsimpact the types of investments made and the type of results
achieved. Second, the public discussion of how people think can help get to the root causes of
poor investments and alow focus on the proper changeinitiatives. Thefallowing discussonis
based on how Serbia s leaders view competitiveness

Summary Leve Review of Serbian Leaders Attitudes

Although aleadership survey of Serbians shows that most embrace the principles of competition,
thereis il agplit among leaders across severa key dimensons. These divisve themesand
assumptions are among the “pain-points’ that need to be discussed and understood before the
nation can move forward. Most prominently, leaders are dmost equdly divided as to whether
the government, or private sector, should take the lead in improving competitiveness. This
disagreement highlights the differences between those who continue to see the government as a
madter drategist and those who believe the private sector must take responsibility for its future.
In this era of tota competition, firms must take steps on their own; their leaders must believe that
can succeed on their own and not wait for the governmen.

Two other issues divide Serbian leaders concerning the role of government. The first issue
concerns support for the lessfortunate.  Eighty two percent of Serbian leaders agree that
guaranteeing a minimum standard of living for dl citizensis an important god. However, when
framed as the redigtribution of wedlth to the less fortunate, only 34% agree.  The second issue
involves State intervention in the economy. In response to one question, most leaders (71%)
agreed on “treating domestic and foreign companies equaly.” However, when later questions

2 Jonathan Donner, "Making Mental Models Explicit: Quantitative Techniques for Encouraging Change,” (Paper in Monitor Company Seeds for
Change Series, 1998).

% In order to understand Serbian leaders mental models, a survey was administered to 201 Serbia leaders, concerning their attitudes about
conditions for change, macro- and micro-economic variables, competitiveness, government roles, and the business environment Amongthe
respondents were a mix of mostly private sector leaders and government ministers/officials, and to a lesser extent, civic leaders.
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frame State intervention in terms of granting subsidies to businesses, regulating process, levying
tariffs, or granting specid privileges to certain indudtries, only 40% are in favor.

A divisve macro-economic issue highlighted by the survey was the question of whether wedlth
isfinite or infinite. Those who said it isfinite (57%) might focus on the lower forms of capitd,
rather than higher forms with their cgpacity for near-infinite returns. Smilarly, those with a
finite, or zero-sum, approach to wedth are more likely to say that companiesin Serbiaare
making too much profit (63%). Another metric that supports the possibility of preferring lower
forms of capita isthat the qudity of domestic companies is among the world' s best (only 9%
agree), and therefore, the right strategies are not in place to build the right assets.

Another divisve macro-economic issue isthat of globalization. Arguments over the meaning of
this charged term are rdated to differing beliefs about the finite or infinite nature of wedlth, and
differences concerning firm-level (and persond-level) agency themes. Some percaive
globalization as a threat (36%), and others perceive it as an opportunity (48%). Only those who
perceive it as an opportunity will prosper from it. With regard to micro-economic issues, three
additiona themes are evident where leaders disagree. The mgjor themeis around hierarchy:
following manager’ s orders, strong managers, and astrong but small cadre of leaders.  Two
minor themes, involves the extent to which uncertainty should be embraced, and whether the
needs of the collective organization are better served though individual agency or not.* Echoing
the agency issue, leaders disagree about the extent that citizens can influence government affairs

A second issue for Serbiaiis the perception among respondents of pervasive low leves of trust.
Two-thirds of respondents rated trust among the lowest in the world. Sixty percent believe that
firms and suppliers don't share information and 65% believe that firms hide information from
other firms when there is not a competitive reason to do so.  Asinnovation often occurs from
firms with different perspectives solving problems— this lack of trust and collaboration might
inhibit the innovative process.

However, the survey aso provides good news for Serbia Although trust and collaboration are
perceived to be among the lowest in the world, three themes emerge as possible subjects for
consensus building. Most leaders (92%) believe that increased prosperity will reduce ethnic
tenson. Most (92%) expressed awillingness to make some economic trade-offsin order to
protect the environment; furthermore, in another item, only 13% agreed that pollution was an
acceptable cost in the short run for growth. Though these * post-materidist values ® may smply
be afunction of the rdative progperity of the survey’ s leadership sample, they nevertheless
provide a strong counterweight to other forces that tend not to take environmenta factors into
account when considering economic costs and returns.® Findly, nearly al lesders (89%)
admitted that Serbid s firms are not ddlivering a world-classlevels. Thistoo, can be aralying-
point for action.

“ See Geert Hofstede, Culture's Consequences (Beverly Hills, CA: Sage, 1980).

5R. Inglehart, Modernization and Postmoder nization: Cultural, Economic, and Political Change in 43 Societies (1997).

€ See Paul Hawkin, Amory Lovins, and L. Hunter Lovins, Natural Capitalism: Creating the Next Industrial Revolution (Boston, MA: Back Bay
Books, 2000).
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Detalled Findings

One block of questions asked about the presence of five preconditions for change: Tenson,
Mord Purpose, Leadership, Receptivity, and Insght (skills). These are basic diagnostic
questions OTF group asks in dmost every nation with which we work. In generd, the responses
reflected an optimigtic, confident set of respondents — two-thirds of whom seem to sense that
Serbiais equipped to change, grow, and prosper.

In this case, respondents sounded awarning in the area of ingght and sKkills. Less than haf of
the participating leaders fed that that the nation’ s business |eaders and workforce have the skills
necessary to build prosperity in this eraof ‘tota competition’.

Preconditions For Change
Respondents are most concerned about Serbia’s Skills
Considering all the factors above, | believe that the average citizen will enjoy a higher 9% d“ﬂ
standard of living in 5 years than he or she has now. -
Most citizens in Serbia believe the nation must act quickly and decisively to avoid an 88% 40/M
economic crisis.
Considering all the factors above, | believe that in the next 5years, Serbia’s economic 85% 43%
competitiveness will improve.
Serbia’s leadership has a correct sense of vision for the nation. 67% |13%
Serbia’s leadership is gathering the necessary knowledge to build the country’s o o o
prosperity. 66% by /
When no crisis is imminent, Serbia 's leadership has the ability to create change and 64% |16%
improvement for the nation.
Most influential people in Serbia are open to change and learning. 64% b%
Between its business leaders, academics and government officials, Serbia has the 52% P 26%
macroeconomic knowledge necessary to build its prosperity. - Il 0
Most influential people in Serbia actively seek innovative solutions to problems. 61% 100/
Serbia’s leadership is able to create approval among the people for its vision of the 5 5 o
nation’s development. 56% |17 %
Business leaders inside Serbia’'s companies have the knowledge and skills to 50% 38%
increase the competitiveness of their firms.
Serbia's work-force has the skills to compete in a new competitive economy, 9% 39%
that favors open trade, innovation, and market forces. . n . ,
0% 25% 50% 75% 100%
SOURCE: Serbia Survey 3/2003. N=200 | O Agree (5-7) U Neutral (4) [ Disagree (1-3) |
Copyright © 2003 by ontheFRONTIER
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Turing to the “menta models’ items that comprised alarge proportion of the total questions we
asked, we did afairly smple andysis to discover the points of contention and consensus with
the respondents. This gpproach is consstent with the overdl intent of the survey -- as described
in theintroduction — which isto inform, ignite, and intengfy anaiona diaogue on the attitudes

underlying competitiveness.

Consensus Items
Twelve themes which unite Serbia’s leaders
Presence of intense local competition between companies tends to foster 97% |
innovation 2
Open competition is a force that enriches a society. 94% |
Cooperation between local firms has contributed directly to the prosperity of the 93% |
country as a whole.
Increasing prosperity for all Serbian citizens will result in reduced ethnic tension 92% |
and conflict.
All segments of the population must reach consensus about what Serbia’s vision is 92% |
before the country moves ahead.
Serbia's environment should be protected from damage, even at higher costs 92% |
Where possible, companies should seek to train workers through co-operative 92% |
training programs, rather than on their own.
Serbia's companies should be measured against world-class standards of quality 91% |
and productivity
Foreigners should have the same opportunities to live and prosper in Serbia as do 89% |
citizens of Serbia
It is possible for Serbian companies to collaborate and compete at the same time 87% |
Intense local competition between companies tends to contribute positively to the 84% |
standard of living of the average citizen
Serbia's companies generally deliver world-class standards of quality and 19
productivity ; ; ; ,
0% 25% 50% 75%  100%
SOURCE: Serbia Survey 3/2003. N=200
Note: Items displayed had among the lowest standard deviations of the 48 mental O % Agree (5-7)
models questions
Copyright © 2003 by bntheFRONTIER

The consensus items are the subset of the forty-five “mental models’ items that had the smallest
standard deviation. Most of these items concern basic tenets of opentmarkets and
competitiveness theory, and are, admittedly, difficult to disagree with. Nevertheess, in a podt-
communigt climate, it is ill worth noting such deep support for the basic principles of

competition.
Three themes emerge as possible subjects for consensus building.
That most leeders bdlieve that increased prosperity will educe ethnic tenson.

That most leaders expressed willingness to make some economic trade-offs in order to
protect the environment (in another item, only 13% agreed that pollution was an
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acceptable cost in the short run for growth). Though these * post-materiaist values ” may
samply be afunction of the rdaive progperity of the leadership sample, they nevertheess
provide a strong counterweight to other forces that tend to not take environmenta factors
into account when considering economic costs and returns.®

That nearly dl leaders admitted that Serbid s firms are not ddlivering world- class
gandards of qudity and productivity. Thistoo, can be aralying-point for government
policy and private sector action.

Whereisthere no consensus? What themes and assumptions gtill divide Serbia s leeders? Of
the 45 mentd models items, the 11 digplayed on the next two figures had the highest sandard
deviaion. These assumptions are among the “pain-points’ that need to be discussed and
understood before the nation can move forward.

Contention Items
Six macro themes which divide Serbia’s leaders

Some companies in Serbia are making too much profit. 63% Ik 24%

Wealth is finite and nations must struggle to redistribute it. 57% AGLE  23%

Individual companies in Serbia can prosper, even when the national 53%
economy is suffering

10% 38%

Until the government makes a commitment to competitiveness, Serbian

) - 47% 14% 39%
firms will be unable to compete i ° i

Globalization threatens Serbia's ability to protect its poorer citizens 36% 16% 48%

Serbia's low wage rates are an advantage for the country [ 5g04 1094 70%

0% 25% 50% 75% 100%
SOURCE: Serbia Survey 3/2003. N=200

Note: Items displayed had among the highest standard deviations of [0 Agree (5-7) O Neutral (4) [ Disagree (1-3) |
the 48 mental models questions

Copyright © 2003 by ontheFRONTIER

Firg, at the macro levd:

" R. Inglehart, Moder nization and Postmoder nization: Cultural, Economic, and Political Change in 43 Societies
1997).

g See Paul Hawkin, Amory Lovins, and L. Hunter Lovins, Natural Capitalism: Creating the Next Industrial
Revolution (Boston, MA: Back Bay Books, 2000).
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Iswedth finite or infinite? Those who say it is finite might be focused on the lower
forms of capitd --- financid, naturd, physicd, rather than higher forms (human, culturd,
knowledge, and inditutional) with the capacity of near-infinite returns. Smilarly, those
with a zero-sum gpproach to wealth are more likely to say that companiesin Serbiaare
meaking too much profit.

Do firms contral their own destiny? Can they prosper in times of macroeconomic
gtagnation, or regardless of what the government does? While not discounting the
importance of structurd and macro factorsin afirm’s environment, it isimpossblein
this era of total competition to wait for the government to move, or to wait for economic
conditionsto improve. Firms mugt take steps on their own; their leaders must believe
that can succeed on their own.

Findly, what of globdization? Arguments over the meaning of this charged term are
related not only to the zero-sum vs. expanding pie assumptions about wedlth, but also to
the theme of firm-level (and persond-leve) agency. Globaization is perceived by some
as athrest, by others as an opportunity. Only those who perceived it as an opportunity
will be able to progper fromiit.

Contention Iltems
Five micro themes which divide Serbia’s leaders

Managers should admit to their employees when they are not sure 63% |10
what to do.

Organizations work best when everybody works toget‘he‘r gnd no one 58% 300 IR
takes individual credit

People should follow the instructions of their superiors related to their

. . % 12% 39%
job, even when they do not fully agree with them. =0% 9 °

Only a small group of highly-trained and educated people are

. " L . 43% 9% 48%
necessary to improve the competitiveness of Serbia’s industries. ° 1 ‘

The average citizen can have an influence in government decisions. | 21% [12% 68%

0% 25% 50% 75% 100%
SOURCE: Serbia Survey 3/2003. N=200

Note: Items displayed had among the highest standard deviations | [O Agree (5-7) O Neutral (4) Disagree (1-3) |

of the 48 mental models questions
Copyright © 2003 by ontheFRONTIER

On the microeconomic Sde, two additiond themes are evident:
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The mgor themeis around hierarchy: following manager’s orders, strong managers, and

agtrong but smal cadre of leaders.

Two minor themes (common to many nations) involve the extent to which uncertainty
should be embraced, and whether the needs of the collective organization are better

served though individua agency or not.

Again echoing the agency issue, leaders disagreed about the extent to which average

citizens have influence in government affarrs.

Government Roles

Many respondents would prefer microeconomic intervention

The Serbian Government Should.....

SOURCE: Serbia Survey 3/2003. N=200

Copyright © 2003 by ontheFRONTIER

guarantee a minimum standard of living for all citizens.

treat domestic and foreign companies equally.

subsidize the profitability of some businesses.

regulate prices in certain industries.

own or directly control certain companies.

grant some industries special privileges and protection.

levy substantial tariffs on imports in certain key industries.

redistribute wealth from the more fortunate to the less fortunate.

82%

FED

71%

2 |

- I

B o

50%
44%
41%
39%
39% b
34%

[ I

48%

52%

54%

0%

25%

50%

75% 100%

||:| Agree (5-7) [J Neutral (4) [ Disagree (1-3) |

Findly, athird source of contention with Serbia s leadership was evident in their answersto
guestions about the proper role of the government. Historicaly, OTF has found that these
“government rol€’ items often reved stark differences between respondents, since they are well-
defined and often-debated policy items.  The Serbian responses proved no exception.

Thetop item — guaranteaing a minimum sandard of living for dl dtizens-- isagod of most
industrialized nations, and appeds to 82% of the leaders. Frame the same process as
redigtribution from the more to the less fortunate, however, and only 34% agree.

The next item, “treating domestic and foreign companies equelly” — is more interesting. When
framed in thisway, 71% of leaders agreed. Later questions, however, framed the much same
issue (of microeconomic intervention) in a different way: as granting subsidies to businesses,

® See Geert Hofstede, Culture's Consequences (Beverly Hills, CA: Sage, 1980).
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regulating process, levying tariffs, or granting specid privilegesto certain industries. When
framed in these terms, roughly 40% of Serbia s leaders are in favor of microeconomic
intervention, protection, or preferentia trestment for some industries.

The choices to protect some industries or companies at the expense of othersis a choice to dter,
buffer, or forestdl the forces of globa competition. The trade-offs are weighty, and need to be
consdered very carefully. True competitiveness may not be the result of such choices.
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Mental Models

Many of the key insghts from the mental models section of the survey were covered under
consensus and contention itemsin the highlights section. However, afew themes merit further

exploration.

To begin, three items, taken together, indicate a generdly postive, optimistic outlook among
Serbid s leadership. Most respondents seem to believe Serbia sindustries are on the right tack
towards competitiveness. Also, respondents agree that Serbians can change the way they think
about economics. Since mental models change is an important part of the competitiveness
process, this outlook is encouraging.

Mental Models
Outlook

In five years, the majority of Serbia's businesses will be much more
competitive in the world market than they are now.

Most people in Serbia can change how they think about economics.

16%

Nothing can change the way most people in Serbia think about economics.

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003. N=200 Agree (5-7) L Neutral (4) [ Disagree (1-3) I

Copyright © 2003 by ontheFRONTIER
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Mental Models
Generally strong competition model, with a few reservations

Presence of intense local competition between companies tends to foster 97% 4@
innovation
Open competition is a force that enriches a society. 94% :-i'»',ﬂ
Intense local competition between companies tends to contribute positively
to the standard of living of the average citizen 84% |9°/°
Companies must fight against each other for a share of a limited pool of A% ey
human, financial and physical resources. |8 °
Some companies in Serbia are making too much profit. 63% |13%
Wealth is finite and nations must struggle to redistribute it. 57% | 20%
In Serbia, competition between firms often leads to inefficiencies [ 19% 69%
Open competition threatens the stability and solidarity of society. |12% 82%
Entry of a new competitor into Serbia harms the business environment m 83%
0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003. N=200 | [ Agree (5-7) U Neutral (4) [ Disagree (1-3) |

Copyright © 2003 by ontheFRONTIER

The competition model held by Serbia s leadersis dso encouraging.  Generaly speaking, they
embrace competition, but there are two critica cavests.

First, many respondents fed “that some companies are making too much profit.” This could be
due to the influence of corruption in Serbia, or to an imperfect markets.

However, another explanation for the “too much profit” sentiment could be related to the second
caveat — that “wedth isfinite and nations must truggle to redistribute it”. Aswe mentioned in
the review of key contention items, this pointsto a*“zero-sum” rather than “expanding-pie’
mode of wedlth, and tends to draw on the lower forms of capital/wedth (financid, naturd,
infragtructure), rather than the higher forms (cultura, human, knowledge, indtitutiond) that have
the promise of infinite returns.

A dmilar picture emerges concerning the other mgor pillar of the firm environment — inter-firm
cooperation. Cooperative agreements, even in the midst of completion are critica to successin
the rapidly changing globa business climate. Serbia s |eaders have expressed a genera
willingnessto trust the results of such collaborative agreements, which is agood sign for

Serbia sfirms.

Booz Allen Hamilton
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Mental Models
Strong support for inter-firm collaboration

Cooperation between local firms has contributed directly to the prosperity of
the country as a whole.

Where possible, companies should seek to train workers through co-
operative training programs, rather than on their own.

It is possible for Serbian companies to collaborate and compete at the
same time

Companies that compete against each other in Serbia should establish
closer ties and cooperative agreements than they have now.

Companies are worse off when they have to compete with other local
companies to attract and retain skilled workers

Companies that share lots of information with each other lose their
competitive edge.

Projects that require cooperation and collaboration between firms tend to
cost more than they return.

Strong Serbian companies don't need to cooperate with other firms

Most large companies in Serbia can succeed without collaborating with
each other.

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003. N=200 | Agree (5-7) L] Neutral (4) M Disagree (1-3) I

Copyright © 2003 by ontheFRONTIER

Mental Models
Local vs. Global Reference-Groups

Serbia's companies should be measured against world- class standards of
quality and productivity

Foreigners should have the same opportunities to live and prosper in
Serbia as do citizens of Serbia

Doing business in Serbia presents unique challenges, different from
those found elsewhere in central or Eastern Europe

Globalization threatens Serbia's ability to protect its poorer citizens

Serbian firms are often better off using suppliers from the EU, rather than
working with local suppliers

Serbia's low wage rates are an advantage for the country

Serbia's companies generally deliver world-class standards of quality and
productivity

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003. N=200 | Agree (5-7) L] Neutral (4) [ Disagree (1-3) I

Copyright © 2003 by ontheFRONTIER
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Another issue concerns the reference group Serbians use to compare themselves to others— isit
the world, or something more local? The results on these questions are rather mixed. The most
important question here concerns the “uniqueness’ of doing businessin Serbia. Isit actudly
more difficult to work in Serbia now than in Macedonia or Croatiaor Bulgaria? In Germany? As
long as respondents percelve the business environment in Serbia as unique, they may be tempted
to craft solutions that protect or favor indusiries from competition.

Government and the Private Sector
Average Score (1=disagree, 7=agree)
Government Private
Mental Models Statement Sector
A dramatically changing business environment is something to be welcomed and embraced. 5.2 3.9
The average citizen can have an influence in government decisions. 4.0 2.6
Chief executives that cant improve the performance of a company in one years time should 4.8 5.7
be replaced. . .
Corruption is the main impediment to competitiveness in Serbia. 4.4 5.0
Companies are worse off when they have to compete with other local companies to attract 43 48
and retain skilled workers ' i
Organizations work best when everybody works together and no one takes individual credit 3.8 4.7
Individual companies can not be competitive under poor national economic conditions 3.7 4.3
Globalization threatens Serbia’s ability to protect its poorer citizens 3.0 4.0
In Serbia, competition between firms often leads to inefficiencies 25 3.1
Nothing can change the way most people in Serbia think about economics. 1.8 26
Entry of a new competitor into Serbia harms the business environment 1.7 26
Open competition threatens the stability and solidarity of society. 1.7 23
SOURCE: Serbia Survey 3/2003. N=33 Gvt, N=96
Note: All items are significantly different at p<.1 Private Sector
Copyright © 2003 by ontheFRONTIER

Findly, we did abrief andyssto test for differences between the mental models of the
government officids and the private sector leaders in our sample. While the numbers are smdll,
and while we cannot be assured that the leaders are precisely representative of the groups they
were drawn from, the pattern that emerges is nevertheless interesting and worthy of speculation.
Of the 45 menta modd s items on the survey, significant differences were found between he two
groups on thesel2.

The government respondents tended to be more welcoming of change, and (not surprisingly)
more confident that average citizens could have an influence on government affairs.

The private sector was more concerned about corruption as a cause of Serbia s economic
problems, and was more concerned about globalization. Also, and perhaps surprisingly, the
private sector respondents may have been less convinced of the pro-competition tenets (entry of
new competitors, open competition as athreat to stability, competition asinefficiencies) than
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were the government leaders. While their scores were still averaging out to means below 4
(disagreement), the scores were nevertheless sgnificantly higher than those of the government

sample.
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Infrastructure and Business Environment

Generdly poor ratings, across-the-board, on a set of “conditions for competitiveness’ items
reveal a shared-perception in Serbiathat many eements need improvement. The highest rating
(itsdlf not very high) wasisfor Serbia s “atitude towards change and innovation”, which 32% of

respondents rated above average.

Conditions for Competitiveness

Most respondents rate Serbia below average (vs world) on key conditions

SOURCE: Serbia Survey 3/2003. N=200

Copyright © 2003 by ontheFRONTIER

Attitude toward change and innovation
Effectiveness of government support for the private sector
Trust between government and private sector

Availability of high quality business opportunities

Productivity of labor force

Reliable and enforceable patent and property laws
The degree of organization of the leadership
Environmental conditions ]
Security ]

Quality of domestic companies’ strategies

Effectiveness of public institutions

Trust among citizens

0%

320 | 28% |  40% |

30% | 28% |  42% |

23% | 38% | 3% |

16%] 22% | 61% |

3% 18% | 70% |

1 28% | 61% |

190 22% | 67% |
0%412%]

0 20% |
o]
% 25% |

g 27% |

79% \

70% |

31% | 61% \

66% |

66% |

25% 50% 75% 100%

| [I Best (1 to 3)[] Average (0)(J Worst (-3 to -1) |

Based roughly on the eements of Miche Porter’s‘ Diamond’ gpproach to regiona
competitiveness° the final portion of the survey asked respondents to rate Serbia s performance
on anumber of factors related to the business environment. Asking respondents for their
edimation of the impact on their own particular firms, we asked this section only of the 131
private sector companies, socially owned companies, and state-owned-enterprisesin our sample.

Like the exercise above, the business environment items reved a series of frustrations felt by
Serbid sfirm leaders. They find difficulty with the government’ s support for their businesses,
with the basic infrastructure, with the cost of living, and with the quality and respongveness of
the rdated and supporting indudtries relevant to their firms. The only things they rate high (well)
are the intendty of the competition within their indudtries, and the demanding nature of their own

customers.

10 Michael E. Porter, The Competitive Advantage of Nations (New Y ork: Free Press, 1990).
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Sincethese are leaders perceptions, rather than objective measures of redity, we cannot glean
from these items whether the conditions in indeed Serbia are better or worse than thosein
Bulgaria or Denmark or Germany. Instead, the results should be used in two ways:

Fird, early-unanimous positive or negative ratings may point to red problems with the
bus ness environment that should be tested with other data sources. For example, A full
93% of respondents are frustrated by the condition of the trangportation network.

Second, the patterns of opinions themsdves are interesting, and help us design dialogue
or campaigns to help leaders who to be competitive despite of nationd conditions. In
this case, firms rated most conditions low, and only rated high those conditions which
could cause them pain or inconvenience (demanding customers and strong competitors).

Business Environment
Quality of Life & Overall Assessment

The cost of living in Serbia...

Makes recruitment and | 150 | 14% 71% Makes recruitment and
retention of employees easy retention of employees difficult

The overall quality of life (e.g., medical services, cultural op portunities and living conditions)...

retention of employees easy retention of employees difficult

Finally, considering all the significant factors, including government, industry and social
factors, how good a location is Serbia as a place to innovate in your business?

Very good location 44% 22% 34% Very poor location

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)

Copyright © 2003 by ontheFRONTIER

[ Agree<<< [ Neutral Agree>>>
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Business Environment
Infrastructure Assets (I)

The available pool of skilled workers in Serbia...

Is sufficient to meet your on | Is too small and hinders your

60% | 12% 28%

general growth needs growth
Qualified scientists and engineers in Serbia are...
In ample supply | 49% | 16% Scarce

Advanced educational programs (e.g., vocational schools, colleges and /or universities)...

Provide your business with
high quality employees

Provide your business with

47% 16% 37% ?
low quality employees

The overall quality of the primary and secondary education system is...

Very high 42% 22% 37% Very poor

The cost of doing business (specifically, the cost of real estate, wages and salaries, and
utilities) is
41% 17% 42% High relative to other countries

Low relative to other countries

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)

Copyright © 2003 by ontheFRONTIER

| [0 Agree<<< [ Neutral Agree>>>

Business Environment
Infrastructure Assets (ll)

The communications infrastructure (including internet access) in Serbia...

Fully satisfies your business Fails to satisfy your business
needs 34% 18% 49% needs

Specialized facilities for research (e.g., science laboratories, university research institutions
. ; hearie -

ahnd nn

The institutions in Serbia that perform basic research...
Frequently transfer knowledge Rarely transfer knowledge to
to important industries | 5” 68% important industries
Access to capital (e.g. bank, venture funds and private equity investments) is...

Easy H 83% Difficult

The overall quality of transportation (e.g., roads, air transport, railroads and ports) is...

Very good relative to other Ea 93% Very poor relative to other
countries countries

0% 25% 50% 75% 100%

Readily available Limited

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)

Copyright © 2003 by ontheFRONTIER
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In terms of infrastructure assets, respondents were divided on the quality of Serbia’sworkforce
and of Serbia’ s research and education systems. Roughly half of respondents felt these factors
limited their own firm’s cgpacity to grow.

Respondents were critical across-the-board when it came to the quality of the transportation
infrastructure, the cost of doing business, and the accessto capitd. All three are common
complaints, in both developing and trangtion economies, but the resounding frudtration with the
trangportation system is worth noting.

Business Environment
Local Demand Conditions

Feedback from your customers to improve your business’s products/services is...

Frequent and reveals the Infrequent and does not reveal
need for new features or 67% 14% 19% the need for new features or

enhanced performance enhanced performance

Local customers for your business’ products/services have...

Special needs that often 0 ) 0 No special needs that impact
impact your product offering 62% 15% 23% your product offering

Local customers for your business’s products/services are...

Sophisticated and demanding 49% 20% E: ;ggl:sg;:ged and

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)

Copyright © 2003 by ontheFRONTIER

| O Agree<<< [ Neutral Agree>>> |

Firms benefit from strong, informed, and demanding loca customers for their products. A small
maority of Serbian firm-owners seem to congder their customers sufficiently demanding. Itis
our hypothesis, however, that continued exposure to more demanding markets overseas might
make firm-owners rethink their assessments of loca providers.
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Many of Serbia s |leaders are also frustrated by their perception of the government’s
responsiveness, and its regulatory structure.

Business Environment
Rules and Incentives Governing Investment and Competition

Government's overall responsiveness and ability to work with the needs of business is...

High 32% 20% 48% Low

Government regulations affecting your business are...

Are appropriate and assist you 23% 249% 53% Are inappropriate and hinder
firm’s ability to succeed your firm's ability to succeed

Government environmental standards and safety regulations...

arestrict | 17% |13% 70% are lax

Investment in R&D is...

Discouraged by taxes and

Encouraged by taxes and [119% [10% 79%
incentives

incentives

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)
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| [ Agree<<< [ Neutral Agree>>>

Findly, the related and supporting industries can view following dide as representing an
opportunity — there isa set of firmsthat do not percelve that qudity inputs (and R&D assistance)
are available from within Serbia. Sophisticated suppliers of such services should riseto the
chdlenge.
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Business Environment
Related, Supporting, and Competing Industries

Regional competition in your industry is...

Intense | 55% | 14% 32% Mild

Specialized suppliers of your business’s materials, components, machinery, and services are...

Mostly available inside Serbia

45% | 11% 44% Mostly not available inside
Serbia

Local specialized suppliers of your business’s materials, components, machinery, and services
are

27% 25% 48%

Comparable with the best
quality elsewhere

Of very low quality

Regional specialized suppliers assist your firm with new product and process development ...

Frequently 23% 17% 60% Infrequently

Businesses in Serbia...

. . . Hide information from other
Share information openly with 65% firms even when there is not a

other businesses -
T competitive reason to do so

0% 25% 50% 75% 100%

SOURCE: Serbia Survey 3/2003.
N=122-131 (companies only)
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Distinct Voices

There is another way to view the results of the survey. Ingtead of looking for differences
between demographic groups (as we did by comparing the responses of the government
respondents and the private sector respondents) we can look directly for distinct voices (or
perspectives) within the group of respondents. The patterns of responses participants provide can
give us clues about more dementd, degper divisonsin Serbian society.  Again, the god of such
an analyssisto bring divisonsto the surface, so that they can be discussed, understood, and
addresses productively.

For this set of survey results, we took the 12 contention items (presented in the first section of
this report), and performed a cluster analysis. The clugter dgorithm is designed to identify
groups within the respondent set, Maximizing Smilarity within groups while maximizing
differences between groups.  From our 200 participants, we found 3 distinct voices.

Distinct Voices
Three different groups exist within the leadership

Average Score (1=disagree, 7=agree)

. Dis- Zero- Bootstraps

Contention Statement enchanteds sums
Managers should admit to their employees when they are not sure what to do. 5.8 3.8 4.3
Organizations work best when everybody works together and no onetakes
individual credit 5.6 4.9 34
Some companies in Serbia are making too much profit. 5.3 4.9 4.1
Until the government makes a commitment to competitiveness, Serbian firms 4.8 4.3 31
will be unable to compete ' ' '
Globalization threatens Serbia’s ability to protect its poorer citizens 3.3 5.1 28
Wealth is finite and nations must struggle to redistribute it. 4.8 51 39
People should follow the instructions of their superiors related to their job, 38 46 41
even when they do not fully agree with them. ' ' :
Itis important for managers to be older than the persons they supervise. 25 28 23
Individual companies in Serbia can prosper, even when the national economy
is suffering 38 36 4.9
Only a small group of highly-trained and educated people are necessary to 40 3.0 43
improve the competitiveness of Serbia’s industries. ' ' '
The average citizen can have an influence in government decisions. 23 2.7 3.4
Serbia’s low wage rates are an advantage for the country 2.0 25 3.2

SOURCE: Serbia Survey 3/2003. Note: The segmentation was based on the inputs of these 12 variables, normalized/controlling for each
00 respondent’s particular mean-score across 48 mental models items. Clustering via K-means Quick Cluster
Copyright © 2003 by ontheFRONTIER algorithm in SPSS v10.0

The Disenchanteds are frusirated with Serbia s leadership. The fed dienated (with no
voice in government decisions) and threstened by open competition and individuaism.
“Until the government makes a commitment to competitiveness” they fed, “Serbiawill
be unable to compete’.
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Feding that “wedth isfinite’, the Zero- Sums have amental modd that may might been
more closdly digned with the Socidist governments of the past. Not surprisingly, they
are quite concerned about globdization, and are most likely to think that the Serbian
government should subsdize the profitability of some firms. They are dso least
receptive to a“ rgpidly changing business environment”, and are least likely to have spent
time outsde the country in the last 10 years.

Finaly, the “Bootstrappers’ are the optimistsin the group. To alarge extent, they are
defined by their differences from the Zero- Summers and Disenchanteds. They are the
group mogt likely to think the Serbian government should treet foreign and domestic
companies equaly. These respondents are most likely to have a college degree (though
the whole sample was wdll-educated). The voice dso contains ardativey higher
proportion of respondents from government.

Though only the 12 “contention” items were used to creste the segments, significant differences
between the groups appeared in other parts of the survey, aswdl:

Distinct Voices
The groups have different priorities for government

Average Score (1=disagree, 7=agree)

The Serbian Government Should..... encrl?ai\'ri-teds éﬁ:r?s Bootstraps
...guarantee a minimum standard of living for all citizens. 5.9 5.8 52
...regulate prices in certain industries. 4.2 4.0 35
...grant some industries special privileges and protection. 3.8 3.6 33
...redistribute wealth from the more fortunate to the less fortunate. 3.8 3.6 34
...subsidize the profitability of some businesses. 4.0 4.6 37
...levy substantial tariffs on imports in certain key industries. 3.5 4.0 33
...own or directly control certain companies. 3.7 3.8 3.6
...treat domestic and foreign companies equally. 51 4.8 54

SOURCE: Serbia Survey 3/2003. N=200

Copyright © 2003 by ontheFRONTIER
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Distinct Voices
Other differences between the groups

Average Score (1=disagree, 7=agree)

Dis- Zero- Bootstraps
Mental Models Statement enchanteds Sums

Increasing prosperity for all Serbian citizens will result in

- ; . 6.5 6.3 6.0
reduced ethnic tension and conflict.
All segments of the population must reach consensus
about what Serbia’s vision is before the country moves 6.5 6.4 59
ahead.
Open competition is a force that enriches a society. 6.3 5.9 6.1
Chief executives that can't improve the performance of a 6.0 56 50
company in one year's time should be replaced. ’ ) .
Corruption is the main impediment to competitiveness in 55 46 47
Serbia.
A dramatically changing business environment is 44 38 44
something to be welcomed and embraced. ’ : ’
!n Sgrpla, pompetltlon between firms often leads to 3.2 57 o5
inefficiencies

SOURCE: Serbia Survey 3/2003. N=200
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Distinct Voices
Demographic differences between the groups

Percentage of Respondents spending at least
3 months abroad in the last 10 years

Organizational Affiliation

100% -

100%

75%

50%

75% A

25% 48% 7% 55%

0% + T T 1

Disenchanteds  Zero-summers Bootstrappers 50% 4

Percentage of respondents with a
graduate degree

100% 25% A

75%

50% 0,

79% 84% =i 0% |

0/ .

25% Disenchanteds Zero-summers Bootstrappers
0% 1 T y ' State/Social C oG

Disenchanteds ~ Zero-summers Bootstrappers tate/Social Co. overnment
Private Sector O Other

SOURCE: Serbia Survey 3/2003. N=200
Copyright © 2003 by ontheFRONTIER
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Conclusion

This tour through the respondents of Serbid s leaders should help people of al sectors understand
the chdlenges facing Serbia as it works to improve the competitiveness of itsindudtries, and
should provide better language and frameworks for conversations about next steps.

We are dready grateful to the leaders who participated in the survey, but we can't stop here. In
light of this analyss, we encourage each leader to reflect on the answers he or she provided
(especidly the contention items), and perhaps to consder whether they would identify

themselves as a Bootstrapper, a Disenchanted, or a Zero-summer, Mot importantly, we hope the
leaders will engage others in conversations about the results and the theories contained in the
survey, and will use the results as part of the basis for new forms of collaboration and problem-
solving
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Serbia Trade Statistics Background Information

e« UN Trade Statistics Data is used for comparison purposes across the
region and for specific industry sectors outside the region

- UN Data matches data of the Yugoslavian Federal Statistics Office,
with a less than 2%b variance

e Apart from Aluminum, Montenegro accounts for less than 5% of
Yugoslavian data, so Yugoslavia data is essentially Serbia data

e Trade Stats data is only available until 2000, but according to
Serbia’s Bureau of Statistics there has been a .7%0 increase in
exports from 2000 to 2001 and 20%0 export increase from 2001 to
2002.
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Serbia Trade Statistics Summary of Key Findings

Serbia’s export sophistication is generally declining according to several
indicators

e Serbia levels of upstream exports, where competition is primarily on cost, has increased to over one-
third of exports.

e The portion of exports with natural resource inputs has risen from 46% to almost 60% in the past
five years, and the processing levels of those natural resource based exports has been fluctuating

e Primary goods exports that typically indicate lower value goods and services, have risen from half to
two-thirds of non-services exports in the last five years. The high primary goods levels are returning
to 1997 levels, when no sanctions existed

Serbia’s export positioning has declined to near the lowest in the region, but the
last two years (using Serbia, not trade stat data) shows promise, with annual
increases of over 10%

e Serbia falls behind Slovenia, Croatia and Bulgaria, but remains ahead of Macedonia in the portion of
exports that are not dependent on natural resources

e Serbia has fallen to the fourth highest producer of the five measured countries for primary goods as a
percent of total exports

As part of the food industry, the fruit cluster, as based on density, is well
positioned for growth into key regional and EU markets. The furniture cluster is
less dense but can meet some needs of several regional markets
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Serbia Trade Statistics Summary of Detailed Findings

Serbia Trade Stats

Serbia’s economic trade collapsed from 1992 through 1997; and rebounded through 2002 - but still has
a 50% greater trade deficit compared to the early 1990s

Serbia trade within the broad cluster categories indicate that it is exporting mostly finished goods and
about one-third upstream material — mostly metal.

Its trade balance by broad clusters show that Serbia is closing the deficit gap for upstream industries,
by importing less oil, for final goods, by shrinking the gap in food and textiles, but it is increasing its
industrial trade gap mostly due to transportation and multiple business machinery inputs

Analyzing Serbia’s exports by vertical stage shows that it is a little thin due to weak exports in
machinery however, this could be due to importing machinery, which may help its productivity across
sectors

Regional Positioning

Serbia exports about the same as Macedonia and no more than half the levels for Slovenia, Croatia,
Bulgaria, but is dropping recently towards last in balance of trade

Serbia is similar to Bulgaria and only lagging Slovenia with the density of its vertical stage exports
Only Macedonia has more exports using natural resource inputs - while Serbia processes more of these
before exporting, the positive trend for these high growth industries is for more semi- and processed
goods from Serbia

Clusters: Fruit and Wood Positioning

Regionally, Serbia’s food cluster appears to have density and the capability to grow its export base,
while furniture needs to re-group and develop density as well as support firm’s export strategy

Based on size local targeted markets for fresh fruit appear to be Germany, France and Austria, while
juice the larger juice markets are France, Portugal and Italy

Potential competitors, based on size include Spain, Belgium and the Netherlands for berries and the
Netherlands, Germany and Saudi Arabia for juice

Despite world consumption of wood furniture dropping by almost 40%, the U.S. demand is
skyrocketing and now consumes 30% of wood furniture. Germany, France and the U.K. — the largest
European markets are do not aggregately match the U.S. Italy is the world’s largest producer with
Germany and Denmark as other major European competitors
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Uniformity across
countries

2,300 or 3,900 industry’s export data from United
Nations International Trade Statistics Yearbook

Sorted by end-use

Uniformity over time

Type of end-use /

source of advantage

Upstream Industries
Materials / Forest Petroleum o e Inputs to products in
/ many other industries
Metals Products Chemicals / |
Computers e Natural resource
advantages
Industrial and Supporting
Power .
Multiple Transport- Generation Offi Tele_cortr? Def Functions
Business ation and ice municatio erense e Products often bought by
istributi ns .
Distribution businesses
e Technology advantages
4/ ; Entertai Final Consumption Goods
Foo Housing . ntertain- .
and Services
Beverage Househol T:xtlles I/ HCeaIth Personal meant /
s d ppare are