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1.0: Introduction and Project Overview

This annual report provides an overview of first year activities under USAID’s Macedonia
Competitiveness Project supporting USAID/Macedonia in the ultimate goal of assisting Macedonia
improve its competitive position within the global marketplace. The Project builds on several previous
economic growth activities in Macedonia, while increasing the focus on private sector competitiveness.
This annual report is divided into 6 main sections, including: an overview of the Project’s first year, the
start-up and administrative activities, the first project component —the Assessment of Macedonian
Industry Potential study, the second project component — efforts to strengthen targeted sectors, results
from the first year, and activities planned for the second year.

Initiated in August 2007, the five year Competitiveness Project supports catalytic initiatives to stimulate
foreign and domestic investment, capture higher value export markets, alleviate supply chain
bottlenecks, and generate significant numbers of new jobs for Macedonia. The goal of the Project is to
improve the productivity and technological capabilities of private enterprises operating in targeted
sectors, as well as to improve the business environment of those targeted sectors. The Project will
result in increased private sector contribution to the Macedonian economy, employment generation,
and greater foreign investment inflows.

Given the macroeconomic context of a small economy dependent on relatively mature industries, the
principal engine for accelerated growth must come from investment in new and expanded activities in
export markets. Thus, the Project strategy is based on two principal and mutually reinforcing principles:

1. Promotion and facilitation of foreign direct investment to introduce new productive capabilities,
market linkages, technology and solutions to value chain or infrastructural bottlenecks
constraining other industries.

2. Transformation and upgrading of existing industries such that they move up the value chain to
increase value added and growth potential. This will largely be achieved by working in
partnership with “market-makers”, defined as catalytic firms, groupings of firms, or associations
whose activities will transform the value chain, help address a critical bottleneck such as access
to markets or technology, and/or extend contracts and technical support to smaller suppliers.

The project is purposefully market led and investment driven, contributing technical assistance to
support catalytic foreign investments and enhanced linkages into global supply chains for Macedonian
firms. The resulting partnerships will alleviate constraints (and build capacity) related to workforce
development; productivity, supply chain efficiency, and technology; access to markets and financing;
infrastructural services, including industrial and logistical parks; and policies, regulations, and their
administration (Annex 1: USAID Competitiveness Project one pager) .

2.0: Overview of Year 1 Activities and Accomplishments

In addition to setting up the office and other administrative procedures, the major focus of the Project’s
first year was the AMIP and subsequent efforts to begin to use this information to identify partners and
beneficiaries to work with on truly demand-driven activities.



The Project has aimed to address critical success factors that impact the ability of Macedonia to
effectively attract FDI in order to increase exports and employment. The Project commenced with the
AMIP, a broad assessment of Macedonian industrial sectors, from which the final list of targeted sectors
was selected. Selection criteria included market-based demand for products and/or services, potential
for job creation, potential value and revenue accretion, potential and existing opportunities to export
products and/or services, and buy-in from key industry stakeholders. From these identified opportunity
areas and industry sectors, the Project moved into the second component, which focuses on the
provision of technical assistance to improve productivity and technological capabilities of selected lead
private enterprises, or “market makers,” and the business environments in which they operate. The
project also identified key crosscutting issues including workforce development, infrastructure
development, and access to finance, which are addressed in complementing interventions.

3.0: First Year Start-up, Administrative, and Management Activities

A lead team from CARANA’s home office arrived in Macedonia within days of signing the contract to lay
the groundwork for establishing the Project. Local staff were hired for Project positions, the Project
moved into its offices, and necessary registration and financial arrangements were made. During the
same period, the Chief of Party, Global Practice and Market Strategy Advisor, and CARANA’s President
also arrived and met with a wide range of key stakeholders from USAID, the Government of Macedonia
and the private business sector, to establish a strong relationship for the next five years. The Project
hosted an official opening ceremony on November 2nd, 2007. The launch was attended by over 60
stakeholders and representatives from industry trade associations, private enterprises, education and
financial institution, the Government of Macedonia, NGOs, and USAID.

The Project experienced a number of management and staffing challenges in the first quarter:

e The Project experienced a change in its Chief of Party in the first three months of operation.
Though the position was swiftly filled by the then Global Market Linkages Advisor, it created a
need to fill this key position.

e Candidates identified and recruited for the Global Market Linkages Advisor position failed to fill
the role due to unforeseen extensions in their current USAID assignments.

e The Deputy Chief of Party position was filled on three separate occasions leading to a successful
closure only in August 2008. The first two candidates have both accepted the position, but
cancelled at the last minute leading the Project to re-initiate the entire time-consuming process
in each case.

e The Project CTO was on extended leave and the position was filled temporarily until a new CTO
was appointed in February 2008.

As it starts its second year, the Project is fully staffed and operational, except for the Global Market
Linkages Advisor, who is anticipated to start in the next quarter.

The Project web site became fully operational and accessible in two languages, Macedonian and English
mid May 2008. A local IT company, Planet Interactive, developed the website, which is hosted on the
CARANA server in Arlington, VA. The local domain for the web site is: www.mcp.org.mk. The Project



website is a public communication tool, providing regular updates of project activities and events; also,
it is used to solicit of applications for partnership, job vacancies, and requests for proposals.

The Project established a Research Department to meet the needs of foreign investors and partners
seeking information (Annex 2: Research Resources one pager). In an effort to strengthen the project
capacity and broaden the local knowledge base, this department has been staffed with four interns
selected on the basis of their research skills and other relevant skills, including knowledge of IT,
accounting, finance, languages, etc. Once oriented to the Project’s objectives and activities, the interns
attended training with partners from organizations they would be collaborating with: representatives
from the Cabinets of the Ministers for Foreign Investment, Macedonialnvest, various Ministries and
Associations. The Research Department was formally launched at these partner-attended events;
research team members were introduced individually and documentation describing the Project’s
research services was distributed. In addition, the Project has created an extensive and resourceful
library consisting of economic databases, sector analyses and reports, statistical information and online
resources. The Research Department staffed by the Project’s interns maintains a rapid response time of
an average of two days per request. Some of the areas and project activities that the Research
Department has been working on include: the automotive industry, workforce development and
education, telecommunications and media, real estate and industrial development, Macedonian
productive capabilities, foreign direct investment, and financial services. Several of the initial interns
hired have left the Project at the end of the summer of 2008. The Project will recruit new interns and
also plans to modify the internship program concurrently with these new hires. Interns will work on
Project activities as well as their coordinating research projects. The Project has also developed a
training program to strengthen intern research capabilities.

4.0: Assessment of Macedonian Industry Potential (AMIP)

Under the AMIP component, the Project examined the existing or potential demand for Macedonian
products and services, both in the domestic and international markets, for twenty national market
segments. The assessment quantified the necessary interventions and investments in order to satisfy
existing or potential demand, and thereby achieve measurable growth in FDI, industry-wide revenues,
value accretion, and employment generation. The goal of the AMIP component was to determine how
well Macedonia competes relative to the key success factors, as specified by potential buyers and
investors, as well as to provide the basis for estimating scale and impact in different sectors (Please refer
to Annex 3: Assessment of Macedonian Industry Potential).

Activities under the AMIP component included the collection and review of secondary sources and data,
mapping information regarding the general economic context and issues which cross-cut all opportunity
areas (natural resources, anchor firms and their characteristics, and sources of capital), and an
educational services market diagnostic. Point Pro lead a team to identify and analyze the domestic
potential of the preliminary opportunity areas against a set of economic criteria that includes: the
magnitude of economic output, workforce size and issues, potential for overall growth, investments,
export potential, and employment generation. The assessment also sought to gauge the willingness of
industries to work with the Project and follow its approach and methodology.



As a complement to the AMIP study, which focused on the domestic Macedonia market, the Project
conducted interviews with approximately 160 non-Macedonia companies. These interviews deepened
the Project’s understanding of the factors influencing the location and sourcing decisions of investors
and buyers and allowed the Project to gather first-hand information on potential investors and buyers’
perceptions of the state of these factors in the Macedonian reality. The companies selected for these
interviews were part of the 20 targeted market sectors selected by the AMIP and many had already
invested in foreign countries, particularly in Eastern Europe.

Through the AMIP, the Project identified the sectors with the greatest potential for employment and
higher value exports. These sectors include: Information and Communications Technology (ICT), Fashion
and Design (apparel, footwear, and furniture), and Light Manufacturing (electromechanical, automotive
parts, and machine tooling). The Project presented these and other key findings from these two
assessments on November 7™, 2007 at a Strategy Planning Roundtable attended by over 50
representatives from major industries in Macedonia, the Government of Macedonia, academia, and the
international community. During the Roundtable, attendees participated in strategic planning and
prioritizing exercises to identify areas with the greatest potential to realize Macedonia’s goals for
attracting and securing new foreign direct investment, to transform existing industry capacity to
increase sales and value added exports, and to generate new jobs to foster economic growth.
Roundtable participants established that FDI is crucial for Macedonia to meet its economic needs; in
fact, FDI was established as a prerequisite for any sustainable growth in exports or employment and has
therefore become its own component under the Project’s implementation efforts.

5.0: Strengthening of Targeted Sectors

Following the AMIP, the Project actively began to identify intervention opportunities and potential
partners in the ICT, Design, and Light Manufacturing sectors. The Project established contact with target
companies, made introductory presentations, worked to develop potential areas of cooperation, and
developed an application for potential partners (Annex 4: MCP Application for partnership). As a result
of these activities, the Project established contact with over 30 potential partners and generated more
than 60 separate opportunity ideas. These opportunity ideas are currently in various stages of
evaluation and implementation. Furthermore, the AMIP and concurrent investor interviews have
resulted in ongoing discussions with investors in more than ten countries, multiple local partnerships,
and the high-level definition of several strategic cross-cutting interventions. In this second component,
the Project focuses on strengthening the production capacities of firms in the targeted industrial sectors
so that they can better meet the demands of the global marketplace. Additionally, the Project works to
support the increased attraction of foreign direct investment to the Macedonian economy as a whole.

5.1: Promoting Foreign Direct Investment

Foreign direct investment is critical for Macedonia to develop competitive industries that will accelerate
growth and employment creation. With the right enabling environment, FDI brings more than capital. It
provides local companies with the technical knowledge and linkages necessary to integrate themselves
more fully into a global supply chain. One of the Project’s central activities in its work to support
increased FDI in Macedonia is capacity building with the Investment Promotion Agency (IPA or



“InvestMacedonia”) and the Minister of Foreign Investment. These organizations are the main bodies
responsible for attracting FDI to Macedonia; both are new organization with young and motivated staffs
but lack developed management processes for overseeing the steps necessary for following through on
all investment leads. The IPA has recently recruited 20 new field personnel in 18 different countries
who are responsible for investigating leads and arranging for interested investors to visit Macedonia.
The Project is working with the IPA to increase productivity and effective collaboration between field
and home personnel.

On July 11, 2008 the Project organized a training presentation entitled “Investor Strategy and Serving
Investor Needs” for the staff of the IPA and the Ministry for Foreign Investment, a total of 35 individuals.
The goal of this meeting was to provide an overall strategic framework for the investment promotion
efforts in Macedonia in order to improve the effectiveness of these efforts and increase the number of
visits by potential foreign investors to Macedonia. The presentation also highlighted successful
experiences in other countries and provided tips for cold calls. This training also allowed the Project to
strengthen its relationship with these organizations, specifically with the field staff of the IPA. The
Project expects to sign a MOU with the IPA to formalize the relationship with these investment
promoters and maximize support efforts. Future trainings will be provided on an as-needed basis, based
on the feedback and needs of the IPA staff.

On September 08-09, 2008, Competitiveness Project (MCP) delivered training in lead generation,
customer relations management and specific sales techniques, to Invest Macedonia economic
promoters. The purpose of this training was to improve the efficiency and effectiveness of Invest
Macedonia investment promotion activities by capacity building of key sales personnel deployed in
targeted countries (Annex 5: D2EM_MK Invest sales training report).

On another program with the IPA and Ministry of Foreign Investment, the Project, in collaboration with
the World Bank and the British Embassy in Macedonia, is assisting in the implementation the initiation
of a new customer resources management (CRM) system. This system will allow the institutions to
improve the management of their pipeline of prospects and leads, allowing them to be more responsive,
organized, and productive. The web-based CRM system is a powerful tool that will allow field staff to
manage their daily activities and simultaneously allow the central IPA office to view the full range of its
activities. This centralized view would improve the agency’s ability to service potential investors,
selectively allocate resources, and improve its follow-up. The Project’s assistance includes the provision
of best practices based on interviews with the Israeli Investment Promotion Agency, gap analysis, and
implementation recommendations.

Working independently and in cooperation with the IPA, the Project has identified more than 20 solid
FDI-generating leads. In particular, Bulgaria as a potential origination point for FDI flows to Macedonia.
An initial investigation identified 8 Bulgarian companies with an interest in investing in Macedonia or
sourcing from Macedonia. Meetings with these companies were conducted on June 23" and 24", 2008
in order to gather more information on these companies, including their interest, needs, and
expectations regarding investing in or sourcing from Macedonia. The Project expects to identify and
hold meeting with an additional 7 companies early in Project Year 2. Based on the information collected
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from these 15 companies, the Project will then identify target areas of concern for these companies and
work on building partnerships with them. This will include coordinating visits for these interested
companies to Macedonia.

The Project is also working with the nacsent Macedonian investment consulting company, Phalanx
Capital. Their first joint project has been investment promotion with the Macedonian Garment Industry,
which has requested technical assistance cost sharing for equipment installation and personnel training.
While the Project has concluded that these interventions would be specfic to MGl and not scalable to
other apparel companies in Macedonia, it was also clear that MGI’s products are unique to the
Macedonian market and will add to the product range of the Macedonian apparel sector. It is expected
that the Project’s work with MGI will generate $1.8 million in investment and 400 new jobs.

The Project has evaluated and engaged in two additional foreign investment projects: one in the
recycling and alternative sources of energy sector (with a $5-10 mil) and another in the educational
sector by GEMS, one of the leading global companies in private education. In both cases, the initial
investment feasibility study determined that the cost/benefit of these projects necessitated an offer of
in-kind assistance only. In the case of the recycling project, consultants were linked with the COP of
USAID’s Recycling Project, who updated them on the Project’s activities and on the different aspects of
the market in Macedonia (legal issues, supply issues, collection system development, etc.). The Project
will meet with the consultant who is developing a study on the landfill “Drisla” which is considered the
most promising source of material supply. In the case of GEMS, the project is assisting in-kind through
research. The research team is looking at the legal aspects of investing in education, and market
intelligence such as market size, competition, pricing, etc. The Project will continue working with both
leads to specify future services to attract potential investments.

5.2: Supporting Market Makers

The Project’s second phase Supporting Targeted Sector activities are focused on the support of anchor
firms, or “market makers,” so that the benefits of these interventions spread along the entire supply
chain. The Project has identified five companies who are particularly exemplary market makers, based
on their position within their sector of the Macedonian economy and the potential for the benefit of
technical assistance provided to be multiplied throughout the entire industry. The work with these firms
is discussed in detail below.

5.2.1: CIRKO

The Project worked with the Faculty of Mechanical Engineering’s Center of Excellence (CIRKO) to
develop an e-Library that will assist companies in the Macedonian machine tool industry respond to
international customer orders more competitively. Currently, Macedonian tool and die companies do
not have the resources, knowledge, or experience to prepare timely and competitive responses to
customer requests for proposal; many companies make unrealistic estimates of production costs. The e-
Library provides an easy-to-use automation tool for the executives of the machine tool industry in
Macedonia to help them improve their production operations and increase efficiency. This tool will
allow Small and Medium size Enterprises (SME) to respond promptly to foreign buyers’ demands, set



competitive prices and increase value added exports. Specifically, the use of the e-Library application
will enable Macedonian automotive parts, machine tools and die manufacturers to be more competitive
in global markets, by decreasing their response time to foreign buyers’ orders, calculating realistically
the cost of production and setting competitive prices. The use of this application will contribute up to
30% increase in value added exports for the industry (Annex 6: CIRKO Final Report).

Additionally, CIRKO engaged 15 students in internships in the process of developing, testing and
upgrading the e-Library application. These internships help students further develop their practical and
employable skills and build a much-needed connection between academia and industry. Overall, it is
expected that the Project’s work with CIRKO will increase Macedonian exports by $S1 million per year
and S1 million dollars of new capital will be invested in Macedonian firms. Moreover, the e-Library will
allow for the technical assistance provided by the Project to benefit the entire industry as more than 75
firms will receive assistance to improve their management practices and to invest in improved
technologies. The Project expects to continue its successful partnership with CIRKO through tracking e-
library usage, promotional activities, and further development of the e-library resources.

5.2.2: Digital Media Park

The Digital Media Park is a film production/animation/visual effects hub for 15 collocated companies as
well as dozens of others using its services. The Park was identified early in the Project as a market
maker; interventions made here will have a multiplier effect on many other Macedonian companies
involved in film production (Annex 7: MoU Digital Media Park). The Media Park is currently in the final
phase of negotiations with two full-length feature film projects, which will result in significant export
income and over 100 new employments in Macedonia. However, the Park has never taken on projects
of this magnitude before. It needs a comprehensive project execution strategy, supported by significant
new capital and capabilities, if it is to be successful. The Project is working collaboratively with the
principals of the Media Park to develop the strategy for meeting these requirements. Currently, Fx3x, a
rapidly growing visual effects company and one of the primary firms in the Digital Media Park is working
to attract a leading Hollywood film company as an investor. In conjunction with an industry veteran
engaged as a Project consultant, Fx3x is finishing a business plan that will include buy in from the studio.
It is expected that these activities will lead to the attraction of a major film company to Macedonia; the
initial investment is expected to be in the range of $15 million and will generate up to 300 new jobs in
highly specialized sectors, such as animation, computer graphic design, etc. Exports generated at the
end of the Project’s fifth year are expected to be $50 million for this activity. The Project is supporting
Fx3x in the negotiation of their business plan, as well as in the necessary organizational changes to
effectively capture market demand. Additionally, Fx3x will become the first company to use the
Revolving Fund for Employment pilot as a facility to train and employ an additional 30 people by the end
of this calendar year.

5.2.3: Birkhart Globistic

Birkhart Globistic is the Macedonian arm of a German Logistics company with strong roots in European
automotive logistics. The Macedonian operation currently manages a significant logistics operation in
Stip. Based on the project’s assessment of the company’s customer relationships, infrastructure in



Macedonia, and the entrepreneurial drive of its domestic principal, Mr. Trajan Angelov, the project
approached the company with a novel idea: to partner with Birkhart to attract some of their foreign
contacts to Macedonia. The project assisted the owner to conduct an initial analysis to identify a target:
Prevent, a Slovenian producer of car seats. The analysis showed that Prevent had gradually opened
facilities further and further south: in Croatia, Bosnia, and Moldova, possibly making Macedonia an
attractive future candidate. In addition, the Stip region is well known for its skilled workforce for
sewing, allowing the necessary skills for sewing car seats to be relatively easily acquired. If successful,
the project would showcase an avenue for profitable growth for the textile industry in the region.
Working with Mr. Angelov, the project also established there were domestic investment partners to
support the business idea.

To facilitate Birkhart’s approach to Prevent, the project established relations with Mr. Mateja Mesi, a
Slovenian consultant. This permitted Birkhart gain its introduction to the then departing chief executive
at Prevent. The project then facilitated a meeting between Mr. Mesi and Birkhart in Skopje, where
Birkhart presented the initial project concept and analysis. They explored further possibilities, and the
consultant made additional contact with companies in the same market segment as Prevent, such as
Graber and Johnson Controls Seat Division in Slovenia.

5.2.4: Industrial Parks

The Project established a very comprehensive work in the area of industrial parks that have a big
potential to become market makers and result in numerous economic benefits, while creating value for
a number of companies, attracting investment, creating new jobs, and exports. To that end, several
strategic partnerships have been initiated. Out of the 14 potential industrial and research park projects
visited and assessed, five emerged as high priority and most promising projects that will be pursued
further in the year 2 of the Project.

5.2.5: CEED Macedonia

The Macedonian Center for Entrepreneurship and Executive Development’s (CEED) mission is to boost
the exports of Macedonian goods and services in the regional market especially in those that
Macedonian companies have advantage over domestic companies is to help them in the initial phase
when the companies are ready to grow and expand by opening its representative offices in foreign
countries. The only country with which Macedonia has a positive trade balance is Kosovo and it is crucial
for Macedonian companies to tap this market. CEED is working to help these companies and facilitate
the entry in this and other foreign markets. CEED has asked the Project to support it in the
establishment of an Office Business Center. By providing shared business space and services for
companies, this Center will enhance the ability of Macedonian entrepreneurs to quickly integrate
themselves into regional and global markets. It will both facilitate the entry of Macedonian
entrepreneurs who are ready to export to Kosovo and elsewhere, as well as creating a pipeline of
Macedonian firms who will be ready in the next 6 — 24 months. CEED predicts that the services offered
by the Center will be particularly necessary in the first 6 months of initial exports; once operations are
more established, companies will be able to sources these services themselves. The Project will support
the establishment and operational activities of this Center.
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5.2.6: VW Suppliers

Project’s staff has visited 10 companies countrywide that were selected by Volkswagen to participate at
the first Macedonian Automotive Supplier Conference in Skopje, organized by the Cabinet of the
Minister for Foreign Investments, Vele Samak and USAID Competitiveness Projects. The Conference took
place on 17th of March. The Project provided training to the companies in VW’s company structure,
strategy and sourcing practices in order to get them familiarized with requirements for suppliers and
help them strategically position themselves as valuable partners for Volkswagen. They also went
through the questionnaires provided by Volkswagen and assisted them in filling out these forms.

On March 17, 2008 the USAID Competitiveness Project joined the Minister for Foreign Investment, Vele
Samak, in organizing the first Macedonian Automotive Supplier Conference in Skopje, with participation
of a major manufacturer, the Volkswagen Group. This is the first conference of its kind in the region,
where 11 Macedonian auto parts producers came together with Volkswagen to explore business
opportunities and develop strategic partnerships. The domestic companies participating at the
conference - Vesna SAP, 1ZO Staklo, Amak, SIPO, Velmaks, Ruen, TT Plast, Niche Aurora, Prutex, MZT
Learnica and TCG Learnica - were selected by Volkswagen according to specific criteria. After passing the
thorough assessment by Volkswagen, Macedonian companies will have direct access to its supply
chains.

5.2.7: Automehanika

In coordination with GTZ and InvestMacedonia, the Project is supporting the exhibition of the
Macedonian automotive supplier industry on the Automechanika 2008 Fair, one of the biggest of its’
kind. The show took place in Frankfurt in September of 2008. The Project engaged an STTA consultant
to prepare the companies that went or exhibited on the Fair. Additionally, the STTA assisted companies
with arranging meetings with potential buyers and/or strategic partners. A total of 8 companies went to
the Fair; five of which exhibited and three only visited and met potential partners. The Project assisted
companies in arranging a total of 24 meetings, while the consultant engaged by the Project participated
in 30 meetings with the participating companies. A number of leads for potential new business have
been established, that could materialize in the upcoming period (Annex 8: Miguel Zwieg trip report —
September 2008).

5.2.8: Wood Processing

MCP identified furniture production, as a part of a broader design driven industrial area, as one of the
priority sectors with the greatest potential for employment and higher value exports. However, the
assessment phase showed that furniture production, unlike the other sectors that we’re looked at, lacks
real in-depth information in terms of the supply and demand of products offered by Macedonian
companies. In order to address this issue, the Project initiated an assessment aimed at collecting
relevant market information on the supply and demand for the Macedonian furniture production
industry. This is envisioned as the first phase of a broader strategy to assist the effective promotion and
market linkages of the Macedonian furniture producers.
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The MCP identified Mr. Jakob Modeer to carry out this assessment (Annex 9: Jakob Modeer Market
Linkages Report). Mr. Modeer has extensive knowledge of the European furniture market and relevant
experience with local wood processing companies.

The results of the assessment showed that the furniture industry in Macedonia consists of 566
registered enterprises, according to the Ministry of Economy, with a total export of 16,5 million EUR in
2007 and a substantial workforce involved in mostly medium-sized enterprises. (approx 3000
employees). The consultant identified a number of companies that have the potential to grow and
eventually link in the big international supply chains. These companies are considered as potential MCP
partners for future interventions aimed at export growth.

In general, the assessment concluded that there is a critical mass of well performing furniture factories
in Macedonia, employing a substantial number of workers and investing in the development of their
businesses, which warrant tailored support and interventions from the side of the project. A total of 26
well-established furniture manufacturers were surveyed, 19 of whom are members of the Furniture
Cluster in Macedonia.

The Project is developing possibilities for both short and mid-term interventions based on the
assessment. They include the development of a sales force that would be tasked with market linkages
for selected companies, specific technical interventions for reorganization with the aim of raising
productivity and specific training programs that would be aimed at the capacity building for sales and
marketing.

Additionally, the Project developed a relationship with the Wood Processing Cluster, through which it
received several applications for assistance.

5.3: Cross-Cutting Activities

The Project has implemented crosscutting activities in order to address issues that affect all industries in
the Macedonian economy. The Project’s crosscutting activities aim to provide demand-driven solutions
to remove constraints to the success of foreign investors and market makers.

5.3.1: Workforce Development

During March and April of 2008, the Project conducted a workforce development assessment to
examine both the supply and demand of the workforce, identify key constraints and bottlenecks, and
uncover opportunities for assistance. For the demand side, the assessment focused on the needs of the
fastest growing sectors in Macedonia. The supply side examined Macedonian educational institutions
and service providers. Short and long term workforce development strategies, as well as major
stakeholders, were identified. In particular, it was determined that a more effective relationship needs
to be established between the business community and education and training providers.

On May 14, 2008 the Project organized a Workforce Development Conference in order to initiate an
ongoing dialogue on key workforce development issues. During the Conference, the Project presented
its labor market assessment and proposed interventions, including internships, training certification
programs, and industry led education activities (Annex 10: Workforce Development Interventions). This
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Conference brought together more than 80 stakeholders in workforce development in Macedonia and is
the first step towards a sustainable forum where all relevant stakeholders, education institutions,
government institutions, human resources companies, training providers, business associations,
chambers of commerce, local companies and foreign direct investors will continue to develop efficient
solutions to bridge the existing gap between the supply and demand sides of labor market in
Macedonia.

USAID Mission Director, Patricia Rader, Director of Invest in Macedonia Agency, Viktor Mizo and
CARANA CEO/President, Eduardo Tugendhat were among the key note speakers at the Conference.
Other presenters at the Conference shared their experience in developing workforce for FDI needs,
including the cases of Johnson Matthey and Johnson Control presented by Colin Jaffrey, the Director of
Strategic Planning and Atanas Kocov of Mechanical Faculty. Gergana Rakovska of Bulgarian Foundation
for Education and Svetlana Stoeva of the Bulgarian HR Association shared the Bulgarian experience in
bridging the gap between workforce supply and demand. USAID Business Environment Activity
presented their interventions with the Agency for Employment in Macedonia, and MASIT presented the
workforce issues Macedonian IT industry is facing. Afrodita Keramicieva Panovska of CS Global
presented Macedonian Human Resources requirements.

As a result of this Conference, the Project initiated a Workforce Development Task Force and solicited
interest from all key workforce development stakeholders in Macedonia to participate in this high level
policy and advisory body. Its first meeting is set for end-November, 2008 when the National Internship
and Job Placement Program will be launched. In the same event, the stakeholders will review Internship
Methodology, created by the Project with the expertise of the Business Foundation for Education. This
online, interactive system will allow permanent interaction between students and job seekers, and
companies. The system will match job candidates with employment opportunities. Students are taught
how to prepare cover letters, CVs, and design a job search strategy based upon information on the
website and then upload their information on to the website. Employers are invited to submit open
positions for posting to the system. The system then permits students to view these jobs online so that
they can submit their credentials directly to these organizations. The employers at some future point
will have access to resume books prepared by the company’s staff. Besides this, the MCP will build
additional features to make the platform more attractive for job seekers and student. Some of the
events to be organized on-line are: forums, video presentations and e-career fairs. The companies,
through the platform will have unique opportunity to present their profile, objectives and market results
on-line without a need for on-site visits to education institutions.

Also, the Project is currently working to create Revolving Fund for Training. The overall objective is to
serve as a platform for professionals to acquire the practical skills demanded in the labor market. This
program will seek to satisfy domestic and foreign companies’ needs for human resource in order to
expand, export, and recruit the Macedonian labor force; reduce the skills gap in the labor market; and
utilize certified local and regional training providers. More importantly, the revolving Fund will provide
incentives to the employers to invest in training of the new potential recruits, while allowing both the
employers and potential recruits to bridge the cost of training. The Project already foresees that this
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pilot project will be useful in Fx3x and the Digital Media Park’s attempts to secure the investment of a
large Hollywood studio. During the pilot phase of this project, it is expected that 120 people will be
employed as a result of its activities.

During the third quarter of the Project’s first year, the Project developed and delivered a number of
trainings to build the capacity of its partners. On February 21 and 22, 2008 the Project organized a two-
day training in ITC Market analysis tools in cooperation with the International Trade Center from
Geneva, Switzerland for 20 participants, representatives of Ministries of Economy and Foreign
Investment and Macedonian Investment promotion agency, as well as project staff. Mr. Roberto Cordon
of the International Trade Center (ITC) delivered the training which provided essential tools and
guidance in using specific research and analysis tools such as: the Trade Map, Market Access map and
the Investment Map. Macedonian Agency for Foreign Investment Invest Macedonia and the Ministries
in charge for Economy and Foreign Investment now have new tools and databases access to perform
different type of research and analyses related to international trade, exports and foreign investment.

On February 26, 28 and 29, 2008 the Competitiveness Project organized three half-day trainings to
enhance the communication and presentation skills of Project staff and interns. Experts in
communications from the Macedonian Institute for Media (MIM) delivered the training that provided
practical exercises and helpful advice. Practical exercises on development of project messages, effective
techniques of conveying project messages and body language were implemented at the training and
participants were given helpful tips how to plan and organize presentations, as well as having
opportunity to deliver real-time presentations and receive feedback from the trainers. The training was
evaluated highly positive from the participants, all confirming that training will assist them in their
future work. The Project also organized intensive communication skills trainings for representatives of
Ministries for Foreign Investment and Macedonian Investment promotion agency, Invest Macedonia, as
well as project staff and interns. The goal of the training was to enhance the written business English of
the staff at the Ministry in order to improve the quality and effectiveness of the communication with the
potential foreign investors and increase number of investor visits. The one-day intensive training
courses was developed in coordination with participants and delivered on May 30, 2008. The training
was customized to address the specific needs of the Investment Promotion entities and to provide a
strategic approach in business communication. It covered such topics as: identifying our audience and
purpose, branding your communication, turning features into benefits, responding concisely, and
writing effective inquiry responses.

One of the Project’s most successful workforce development activities has been its assistance to the
apparel sector. In January 2008, the Project representative with the Executive Director of the Textile
Trade Association/Textile Cluster (TTA/TC) visited 8 apparel companies in order to determine their
needs/possible project interventions that would help them gradually transition to CMT and full package.
Among the identified spheres for needed interventions were improved skills of pattern graders in using
the new technology that the companies have invested in (Gerber software used for the CAD/CAM
technology) and improved efficiency of the production through training skilled brigadiers (production
line managers).
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The first intervention undertaken by the project in close cooperation with TTA/TC was a ten-day
intensive training on Gerber software that is used in the CAD/CAM technology in the apparel industry.
The training took place from June 16th to June 25th and was delivered by the official representative of
the Gerber software for the Balkans, Gregorcic Zastupstva from Slovenia (Annex 11: Gerber software
training trip report). Seven companies cost-shared and participated in the training together with a
representative from the Textile Engineering Department of the Faculty of Technology and Metallurgy
(TED/FTM) in Skopje. Each of the participants signed an agreement with TTA/TC whereby they obliged
themselves to perform OJT for other 2-3 colleagues that work in the pattern making section of their
factories. The 8 participants were trained in development of pattern pictures, introduction of icons in
PDS and their application, conversion programs, PDS icons and their application, application of the
AccuMark Program, gradation of patterns, construction of patterns and modeling of patterns. At the
end of the course the 8 participants took an exit exam after which they were awarded with Gerber
certificates. The enhanced pattern making and grading skills of the employees that are using the Gerber
software has multiple effects for the companies. It will increase their efficiency and productivity and
also the overall quality of the work of the apparel company. Full package services are impossible to
deliver without extensive and skilled usage of this type of technology. The sustainability of this activity
will be further enhanced though the representative from the TED/FTM, Maja Nofitoska. Ms. Nofitoska is
currently teaching a similar subject at the faculty; as part of the agreement to train a representative
from the Institute, the Institute representatives obliged themselves to arrange with Gregorcic
Zastupstva to obtain the software and introduce the subject in their curricula starting from the academic
year 2008/9.

The second intervention of the Project in the apparel sector was focused on production efficiency and
line productivity. In order to overcome this barrier, the Project engaged professor Goran Dembovski
from TED/FTM to work with individual companies and improve their line management and efficiency.
The Consultant spent 12 days in two apparel companies and identified bottlenecks that are the major
impediment for enhancing the production efficiency in each of them and developed recommendation
for overcoming these bottlenecks. Based on this in-house experience, the consultant produced a Final
report that reflects the factual situation in the companies and develops recommendations and possible
solutions for the companies that are exploring possibilities for going to FPS, based on the factual
situation (Annex 12: Apparel efficiency report). The recommendations which could be applied across
the board in the apparel industry in Macedonia included interventions related to: introduction of CAD
system to increase output from cutting room, establishment of engineering department that would
work on developing production time standards, development of individual incentivized payment
scheme, provision of line balancing training for supervisors and online managers, expansion of the staff
by hiring in process quality inspector to identify problems at their sources, introduction of floaters to
minimize effects from absenteeism etc.

Apart from these areas of intervention that directly relate to improved quality and productivity, the
consultant also identified other areas of intervention needed for apparel companies that intend to move
from CMT to FPS such as strengthened purchasing department, well established supply channels and
ultimately access to finance.

15



From the outlined above it is clear that TTA/TC’s scope is to create programs and offer services to its
membership in order to catalyze this process of slow but steady transition from CM and CMT to FPS.
However, the inadequate institutional capacity of TTA/TC makes it difficult for it to realize this goal on its
own. As a result TTA/TC needs a supporting partner to assist it with the identification of the needs and
developing the programs and services that would bridge the gap and meet the demand of the industry.
On the other side, TED/FTM is a critical actor in the apparel sector in Macedonia, as the oldest and until
this year the only higher education institution offering graduate and post-graduate courses for textile
and apparel engineers; however, TED sees its future expansion in providing training and educational
services for the workforce in the entire apparel and textile sector. Having in mind these interventions, it
came quite naturally that TTA/TC and Textile Engineering Department within the Faculty of Technology
and Metallurgy (TED/FTM) are the most important Project counterparts for the Project activities related
to the apparel industry. Having in mind the above, the Project signed individual MoU’s with both
TTA/TC and TED on August 26th and September 2nd respectively (Annex 13: MoU Institute for Textile
Engineering and annex 14: MoU TTA/TC). The primary objective of both MoU’s is (1) to design activities
matching the needs of the apparel industry that would lead to enhancement of its competitiveness
primarily through enhancement of their productivity and production efficiency and (2) Build local
capacity to offer the designed solutions to the rest of the industry on recurring bases.

5.3.2: Infrastructure Development

At the Project start, Project representative visited 7 municipalities in order to determine opportunities
for using the municipalities as FDI channels but also to promote the new project among the business
community in these municipalities as well as to get input from them regarding the needs that they have
in order to expand, increase export and employ more people along the lines of the Project goals. The
municipalities were selected on the bases of their openness to FDI's and mayor’s leadership and
demonstrated entrepreneurship as well as the pro-activeness of the Local Economic Development office
and the previous USAID experience with them. The findings given below are based on the interviews
conducted with the mayors and the business community representatives in Kocani, Stip, Strumica,
Gevgelija, Tetovo, Stuga and Bitola. The findings are as follows:
=  While Municipalities are valuable channels of FDIs they are not able to accommodate FDI’s on their
own, primarily because they do not own available construction land where interested investors could
be located.

= The procedure for obtaining state owned construction land is complex and very long (9-18 months)
which directly influences investor’s decisions not to select Macedonia.

= The land issue is even more pressing since it is a major obstacle for local businesses that want to
expand and not only barrier for FDI’s.

= Resolving the land issue and “going after” the central government is a “mission impossible”
however the project can focus on alternative solutions like privately owned brownfield and green
field industrial properties.
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An assessment of the Industrial Zone opportunities in Macedonia was prepared that made
recommendations subdivided into groups according the type of the site i.e. Brownfield sites, Greenfield
sites, Non-Industrial sites and Logistics Parks development (please refer to Annex 15: William Hearn —
Industrial Zones Report). These recommendations give a comprehensive outline of the available
industrial zones where the project can further focus its interventions. The subsequent activities for next
year will be designed along the lines of the recommendations in the report, among the most striking
ones are: (1) Identification of real estate investor conferences to show the investment potential in
Macedonia especially for the 5 top rated zones (Teteks, Zabeni, Tetovo green field, Porcelanka, Business
research park), (2) subject to market demand develop a web-based database of all existing available
buildings and sites both brownfield and greenfield and (3) build services in partnership with Zone
operators to attract new tenants such as support development of Master Plans for these sites as a
supporting strategy. The Project envisions establishing sustainable partnerships to implement and
operate these initiatives.

5.3.3: Access to Finance

Access to finance is a critical element for the growth and development for every company. At the same
time, in Macedonia, the access to finance is the crucial impediment to economic growth and business
expansion. Most companies do not consider going to banks mainly due to the perceived unfavorable
conditions under which local banks operate in view of their loan appraisal procedures, terms and
collateral requirements. A very obvious proof for the above statement is the World Banks Enterprise
Survey showing that only 9% of the companies in Macedonia went to banks to finance investments as
opposed to the 16, 75% in the region. Equity finance on the other hand is still a new and undiscovered
concept for Macedonian businessmen implying problems such as: lack of knowledge and understanding
of the various equity financing instruments, their implications on ownership and control of the firm and
the current corporate governance practices and transparency in Macedonia. Therefore, very often local
businesses would rather finance their investment and expansion projects from their internal generated
cash or from friend and family rather than approaching a bank for their financial services or considering
equity financing. Based on the issues briefly introduced above, the USAID/MCP has launched the
Financial Platform aimed to identify the key causes and issues that result in this market
underperformance and to propose measures as systemic solutions to the identified problems.
Ultimately the platform should:

= Disseminate the identified issues, best practices and lessons learnt to the broader business
audience, financial providers and finance facilitators in order to substantially support the sustainable
access to finance in Macedonia.

= Increase awareness and more precise understanding of Macedonian companies of the process
associated with attracting an equity investor;

= Accelerate the business and project finance in Macedonia by identifying and addressing current
market constraints and imperfections;
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= Catalyze actual equity investments in firms thus providing a demonstration effect for firms
receiving direct foreign investments.

In order to identify the gaps causing the dysfunctional relationship between the demand and supply side
and develop the activities under the Financial Platform accordingly, the Project took a comprehensive
“learning by doing” approach; local consultants were hired to work with 6 companies to determine the
factual, real-life bottlenecks and gaps between businesses and banks and work around them to design
solutions for each of them. After working for 3 months on the real cases, the project developed the
financial platform, identified the gaps and based on them developed the frame of project interventions
to be implemented over the next 4 years. The interventions are roughly divided into three
subcategories according the problem areas which are: (1) Poor project packaging, investment and
strategic planning on the side of the companies, (2) Limited attractiveness of the companies to the
financial service providers (mainly due to issues outlined under (1)), and (3) Mismatch between the
needs and financial services offered (please refer to Annex 16: PointPro Summary Report of Issues

Related to Access to Finance).

The Financial platform and the activities planned under it were presented at the Conference for
Innovative Services in Corporate Financing that took place on September 24th, 2008 in front of more
than 35 businesses and representatives of 9 banks out of the 18 banks present in the country. Apart
from presenting and announcing the financial services offer by the USAID/MCP designed to
systematically support the business finance case in near future, the event also served as a networking
opportunity between the Macedonia businesses and financial services providers. Three banks
presented their new financial products such as leasing, lease back, investment banking, project financing
and factoring; furthermore, the companies were introduced with the concept of equity financing by the
two equity funds SEAF Macedonia and Global Finance Bulgaria that presented their experience in
Macedonia and in the region.

Having in mind that equity financing is a more specific portion of the Financial Platform that is
appropriate for large and medium sized enterprises, on the day following the Conference, the Project
organized a Business Breakfast on the topic of Equity Financing delivered by Europhoenix Financial
Advisors from Budapest, with extensive experience in equity deals in South-East Europe. The objective
of the business breakfast was to increase awareness of the importance of Macedonian companies to
have a precise understanding of the process associated with attracting an investor (Annex 17: Euro
Phoenix Interim Marketing Report and Annex 18: Euro Phoenix Progress Report).

As a result of the MCP activities outlined above, this year a total of 50 companies received USG
assistance to access bank loans and/or equity. There are still no companies that have successfully
accessed loans and/or equity due to the length of the project cycle required to obtain tangible results.
Namely, the work with the pilot companies started in mid-summer and the work on these projects is still
on-going. Tangible results in 3 out of 6 pilots are expected to occur by the end of first quarter of year 2
of the Project.
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The practical work demonstrated that there are serious gaps preventing businesses from successfully
getting debt and/or equity financing. Businesses need immediate direct assistance from consultants
that would facilitate access to finance between companies and financial institutions. In the next year
MCP will identify about 20 local advisors that are willing and capable of taking up that role and work
with companies on packaging their developmental projects and financing structures to support their
projects. The group of financial advisors will be further supported by the Project with trainings as
appropriate that would make them even more skilled in the assistance they provide to the companies.

At the end of year 2, the Project will have assisted 90 companies to gain access to financing, with at least
15 companies successfully accessing finance. Furthermore, the Project will organize three more match-
making events between the advisors, companies and banks. Each event will be on a specific topic,
presenting also specific case studies and success stories resulting from the work of the financial advisors.

The companies interested in pursuing equity finance for their developmental plans will have a chance to
meet again with Europhoenix in the second half of October for another round of informative and
consultation sessions. The further engagement of Europhoenix in Year 2 will be dependent upon the
interest and results achieved with the visit in October.

6.0: Public Events, Conferences, and Trainings

USAID Competitiveness Project launch Event
On November 2, 2007, new Competitiveness Project was officially launched. The launch was attended

by over 60 stakeholders and representatives from industry trade associations, private enterprises,
education and financial institution, the Government of Macedonia, NGOs, and USAID. CARANA CEO and
President, Mr. Eduardo Tugendhat and USAID Economic Growth Director Marcia Wong were among the
key note speakers (Annex 19: Competitiveness Project launch press release).

Competitiveness Project Strategy Planning Roundtable

On November 7th , 2007, the Competitiveness Project Fu‘ﬂ_ .

hosted the Strategy Planning Roundtable. This event

included representatives from the major industries in
Macedonia, the Government of Macedonia, academia,
and the international community. During the
Roundtable, attendees participated in strategic planning
and prioritizing exercises to identify areas with the
greatest potential to realize Macedonia’s goals for
attracting and securing new foreign direct investment,
to transform existing industry capacity to increase sales
and value added exports, and to generate new jobs to
foster economic growth.

addressing participants in the round table
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ITC Market Analysis Tools Training

On February 21 and 22, 2008 USAID’s Competitiveness Project organized a two-day training in ITC
Market analysis tools in cooperation with the International Trade Center from Geneva, Switzerland for
20 participants, representatives of Ministries of Economy and Foreign Investment and Macedonian
Investment promotion agency, as well as project staff.

Mr. Roberto Cordon of the International Trade Center
(ITC) delivered the training which provided essential tools
and guidance in using specific research and analysis tools
such as: the Trade Map, Market Access map and the
Investment Map. Macedonian Agency for Foreign
Investment Invest Macedonia and the Ministries in charge
for Economy and Foreign Investment now have new tools
and databases access to perform different type of
research and analyses related to international trade,

exports and foreign investment. ITC Roberto Cordon tutoring participants in using
ITC market analysis tools

Communication and Presentation Skills Training

On February 26, 28 and 29, 2008 the Competitiveness Project organized three half-day trainings to
enhance the communication and presentation skills of Project staff and interns. Experts in
communications from the Macedonian Institute for Media (MIM) delivered the training that provided
practical exercises and helpful advice.

Practical exercises on development of project messages, l
effective techniques of conveying project messages and
body language were implemented at the training and
participants were given helpful tips how to plan and
organize presentations, as well as having opportunity to
deliver real-time presentations and receive feedback
from the trainers. The training was evaluated highly
positive from the participants, all confirming that training
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will assist them in their future work. | W-!_"mh
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Firsth Macedonian Automotive Supplier
Conference

On March 17, 2008 the USAID Competitiveness

Project joined the Minister for Foreign Investment,
Vele Samak, in organizing the first Macedonian Macedonizn
Automotive Supplier Conference in Skopje, with ::mﬁ-'“
participation of a major manufacturer, the conferes

VW representative presenting VW supplying procedures to
Macedonian automotive parts producers



Volkswagen Group. This is the first conference of its kind in the region, where 11 Macedonian auto parts
producers came together with Volkswagen to explore business opportunities and develop strategic
partnerships. The domestic companies participating at the conference - Vesna SAP, 1ZO Staklo, Amak,
SIPO, Velmaks, Ruen, TT Plast, Niche Aurora, Prutex, MZT Learnica and TCG Learnica - were selected by
Volkswagen according to specific criteria (Annex 20: Automotive Conference press release).

Workforce Development Conference

On May 14, the USAID Competitiveness Project organized the Workforce Development Conference,
taking a lead and bringing together all stakeholders in workforce development in Macedonia. During the
conference, the project presented its labor market assessment and proposed interventions, including
internships, training certification programs, and industry led education activities.

USAID Mission Director, Patricia Rader, Director of
Invest in Macedonia Agency, Viktor Mizo and
CARANA CEO and President, Eduardo Tugendhat
were among the key note speakers at the
Conference. The  Workforce Development
Conference was well attended by more then 80
professionals from business community, government
institutions, international organizations, business
associations, chambers of commerce and education
institutions. In addition, almost all of the
participants (95%) volunteered to be actively
involved in the workforce development task force

Competitiveness Project COP Nimish Jhaveri presenting

and together, create a championing team of ' ) i
Project Workforce interventions

professionals who would create an effective
mechanism to bridge the existing gap between the
demand and supply of skilled workforce (Annex 21: Workforce Development conference — press
release).

Strategic Business English Communication Skills Training

Competitiveness Project organized intensive business English communication skills for representatives
of Ministries for Foreign Investment and Macedonian Investment promotion agency - Invest Macedonia,
as well as project staff and interns. The goal of the training was to enhance the written business English
of the staff at his Ministry and improve the quality and effectiveness of the communication with the
potential foreign investors and increase number of investor visits.

The intensive training course of 12 classes designed by
the CS Global training provider, originally started on
February 18, 2008. Shortly after the program was
redesigned to better match the needs of the trainees,
and a new concept of intense one day training was
applied. The redesigned training in Strategic Business
English Communication was developed in coordination
with participants and delivered on May 30, 2008 by Dr.
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Jennifer Tuman, U.S. Peace Corps Volunteer and former HR Executive for Texaco and Chevron.

The training was customized to address the specific needs of the Investment Promotion entities,
providing strategic approach in business communication, covering topics such as, get to know your
audience and purpose, brand your communication, turning features into benefits, responding concisely,
writing effective inquiry responses.

Signing Event of CIRKO E-Library subcontract

On June 12, 2008 Competitiveness Project Chief of Party, Nimish Jhaveri and Dean of the Mechanical’s
Faculty, Professor Dr. Milan Kjosevki officially signed a subcontract marking the commencement of
implementation of CIRKO e-Library Project.

Marcia Wong, USAID Economic Growth Director and
Margareta Lipkovska Atanasov, Project Management
Specialist and Atanas Kocov, Manager of CIRKO
officiated the event of signing of the subcontract,
where Mr. Kocov also made presentation of the
implementation schedule and expected results from
the e-Library project.

Competitiveness Project COP Nimish Jhaveri and
Dean of the Mechanical Faculty signing the MOU for
implementation of CIRKO e-Library

Award of certificates to representatives of Macedonian apparel companies participating in
the Gerber CAD CAM training
On June 25, 2008 the Competitiveness Project in partnership with the Macedonian Textile Trade

Association — Textile Cluster awarded certificates to seven textile companies whose employees
completed the Gerber CAD/CAM software training. The intense 10-day training course will allow these
leading apparel companies to move towards full-package production, thus increasing value-added
exports of Macedonian textile brands.

Margareta Lipkovska — Atanasov, USAID Project
Management Specialist and Vlado Netkov President of
the TTA — Textile Cluster awarded diplomas to successful
participants.

The goal of the training was to assist intending to move
to CMT and full-package further build their capacities to
move and expand into full package production in order to

succeed in the global competition and increase the value VNS

LA VNS vISR
Competitiveness Project CTO Margareta Lipkovska
Atanasov delivers Gerber certificate to participant 3



added exports (Annex 22: Gerber Training Press Release).

Training and Presentation on Investor Strategy and Serving Investor Needs

OnJuly 11, 2008 USAID Competiveness Project organized training and presentation - Investor Strategy
and Serving Investor Needs for the staff of the Macedonian Investment Promotion Agency - Invest in
Macedonia and the Cabinets of the Ministers for Foreign
Investment.

Miguel Zweig, Market Research and Investment Strategy
expert hired by CARANA Corporation, developed and
delivered the Investor strategy and Serving Investor Needs
presentation. The presentation was customized
addressing the specific needs of Macedonian Investment
Promotion entities, providing strategic investment
approach, guidance on cold calling efforts and providing
examples of successful strategies implemented in South

Mr. Miguel Zweig presenting to Invest Macedonia

America. staff

Launch of CIRKO e-Library application

On September 17, 2008, the USAID Competitiveness
Project, in collaboration with the Faculty of Mechanical
Engineering’s Center of Excellence — CIRKO launched
the e-Library, an electronic database of machine tool
and die technical drawings.

Michael Fritz, USAID Macedonia Mission Director,
Professor Milan Kosevski, Dean of the Faculty of

b

Mechanical Engineering and Professor Atanas Kocov, USAID Mission Director, Michael Fritz at e-Library
Manager of CIRKO, and newly elected Dean of the Launch

Faculty of Mechanical Engineering were among the key note speakers. Mev Net members, 75 SMEs in
the tools and die industry, potential users of the e-Library were present at the launch. Event also had
good coverage by Macedonian media. New USAID Mission Director, Mr. Michael Fritz gave the first ever
interview in Macedonia for the national SITEL television (Annex 23: Press release — Launch of E-library).

Automehanika Fair in Frankfurt
Competiveness Project (MCP) assisted 6 Macedonian

automotive producers to exhibit successfully at the
international Automehanika Exhibit for automotive
components producers in Frankfurt, September 16 -20,
2008. MCP hired consultant Mr. Miguel Zweig, worked
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with Macedonian exhibitors to help them prepare to make most of the Automehanika Exhibit,
organizing targeted meetings with buyers of interest of each individual company participating in the
Exhibit. Vesna SAP from Probistip, Te-Te Plast from Skopje, AMAC and TCG from Ohrid, Prutex from
Demir Hisar and New Trend from Stip successfully exhibited their products to potential buyers.

MCP helped these companies gain better understanding of the players; dimension and competitiveness
in the automotive industry, better identify their export market target in terms of market segments, and
gain understanding of what buyers “look for” (what are the critical factors in selection of suppliers). The
participation of Macedonian automotive companies at Automehanika Exhibit was supported by a joint
effort of USAID Competitiveness Project, GTZ (German Technical Support) and Government of
Macedonia Agency for foreign Investment - Invest in Macedonia.

Innovative Services in Corporate Financing Conference

On September 24, 2008 the USAID Competitiveness
project organized the “Innovative Services in Corporate
Financing” Conference. Leading banks and investment
funds from Macedonia and the region were presenters
at the Conference. NLB Tutunska Banka, NLB Leasing,
Stater Banka, SEAF Macedonia, Global Finance Bulgaria
were among the presenters, presenting new financial
products and services in corporate financing to 35
Macedonian companies attending the Conference.

At the conference, local consulting company Point- Pro,
hired by the Competitiveness Project, presented the
gaps and constraints in the financial market using case
studies of Macedonian Small and Medium Enterprise (SME) companies. The Competitiveness Project
presented the Financial Platform, a set of interventions structured to provide assistance to companies in
assessing capital needs for business growth and developing practical strategies to access commercial
credit, equity finance, and new, innovative financial products being introduced in Macedonia (Annex 24:
Inovative Financial Services press release).

Participants at the Innovative Services in Corporate
Finance Conference listening to presentations

Equity Finance Business Breakfast

On September 25, 2008 the USAID Competitiveness project in cooperation with Euro-Phoenix Financial
Advisors Ltd., hosted the first of the series of seminars “Business breakfast” aimed at encouraging equity
investments and furthering Macedonia competitiveness. The first seminar focused on how Macedonian
entrepreneurs can attract international investment and provided an overview of a typical process
associated with receiving an investment from abroad.
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The workshop targeted Macedonian firms best
situated to receive international financing. The
seminars featured a combination of presentations,
guest speakers and Q&A sessions, and will provide
the opportunity for firms to directly contact
potential investors. Chairman of the seminar, Mr.
Les Nemethy, CEO of Euro-Phoenix addressed the
guestions that owners of Macedonian companies
have about how to attract FDI, describe a typical
process for attracting capital and identify types of

investors.  Mr. Daniel Blazic, valuation expert
MCP Deputy COP and Euro-phoenix presenters at the Equity

presented the typical process of valuation of Finance seminar

company getting ready for equity investment.
Euro-phoenix also had individual meetings with companies interested in raising equity finance to expand
business operations (please refer to Annex 26: Equity Financing press release).

Comprehensive brochure explaining the typical process of raising equity finance and presenting the
benefits of equity finance to debt finance was printed in two languages, Macedonian and English and
was distributed to participants in the seminar. (Copy of the brochure is attached to this report in Annex
25). Competiveness Project arranged for an exclusive interview of Mr. Nemethy in the leading
Macedonian business weekly KAPITAL (Annex 27: Les Nemethy interview in KAPITAL).

Other Public Outreach activities

Competitiveness Project Chief of Party Nimish Jhaveri had a two and a half page interview in the leading
Macedonian business weekly KAPITAL, on September 25,2008, talking about the goals and activities of
the Competitiveness Project. A focus in the interview was given to the Financial Platform and the most
recent Finance services events. The English language transcript of the interview is attached to this
report in Annex 28.

7.0: Results from the First Year

The results achieved during the year 1 of implementation of the Project, could be classified in terms of
outputs, impact, and measurable performance indicators.

In terms of outputs, the Project:

e Completed a comprehensive assessment of Macedonia’s industrial sectors and foreign investor
expectations to select the most promising sectors for assistance. This assessment formed the
basis of the Project’s action plans for FDI promotion and Macedonia’s ICT, manufacturing, and
fashion sectors.
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e Delivered a number of capacity building programs to Invest in Macedonia and Ministry of
Foreign Investment, including business communication, prospecting, and prospect
management. Assisting Invest in Macedonia adopt Customer Resource Management (CRM)
system and practices to improve prospect management, allowing the agency to be more
responsive, organized and productive, ultimately driving more investment into the country.

e |Initiated discussions with 13 potential investors in 10 countries, established nine local
partnerships, and defined several strategic cross-cutting interventions with investment
opportunities of over $25M.

e Assisted over 16 automotive companies create new market linkages to capture exports.
Organized the first Macedonian Automotive Supplier Conference and B2B event with
Volkswagen Group and other European buyers. After completing an assessment by Volkswagen,
Macedonian companies will have direct access to its global supply chains. Supported the
Macedonian automotive supplier industry prepare for and exhibit at the Automechanika 2008
Fair in Frankfurt.

e Assisted 10 companies in the textile sector to implement interventions for improved design and
productivity including training to introduce the use of CAD/CAM software essential to value-
added production in seven companies; trained trainers from the industry and the Textile
Faculty.

e Completed assessment of the gaps between demand and supply of a competent workforce and
defined a number of specific interventions to be implemented within the workforce
development platform.

e Completed assessment of FDI requirements for infrastructure and infrastructure services, and
created a plan to develop alternative industrial sites and services for investors by promoting and
encouraging the development of industrial parks, brownfields, commercial and logistics parks to
host private investment and job creation.

e Completed assessment of specific problems that Macedonian companies face accessing capital
necessary for growth, and in response is developing a variety of capitalization solutions,
including financial advisors and access to non-traditional vehicles such as leasing and equity
finance.

In terms of impact, the Project:

e Enhanced capacity of Invest in Macedonia and Ministry of foreign investment to service
potential investors in more efficient and organized fashion by using the new systems for lead
generation and new management processes, expected to generate more FDI.

e Upgraded competitiveness of the machine and tool and die manufacturers by having an easy-to-
access database of technical drawings and specifications, expected to allow the industry to
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increase exports and profitability of the companies. This database has been designed and
launched in partnership with the Faculty of Mechanical Engineering’s Center of Excellence
(CIRKO) and is being used by 75 companies so far.

e Upgraded competitiveness of the apparel industry through the introduction and use of new
CAD/CAM software system that should enable higher value-added products to be designed and
produced in this very competitive sector.

e Improved capacity of the Macedonia’s automotive suppliers to access new markets and capture
more value-added exports.

e Increased access to finance for a target group of 6 pilot companies expected to raise $3 million.
The results and lessons learned from this pilot activity will be expanded so that the number of
companies that will be assisted in getting access to finance (loans or equity) will increase
significantly in the next period.

e Attracted a global leader in animated film production to pursue a strategic investment in
Macedonia and establish their European operations here. The Project worked with the
Macedonian principals to develop the strategy for meeting investor requirements, develop the
business plan and deal structure, prepare the organization structure, train the workforce, and
negotiate the deal. The initial investment is expected to be in the range of $5-15 million and will
generate up to 300 new jobs in highly specialized sectors, such as animation, visual effects, etc.
Exports generated for this activity at the end of the Project’s fifth year are expected to be $50
million.

In terms of selected measurable performance indicators, the Project achieved the following results:

FY 08 Competitiveness Project Indicator Chart

New Investment Transformational Partnerships New value added
established to companies
Indicators | Total investment in Number of Number of New job capacity
Smillion (1) partnerships companies added to
established (2) benefiting from Macedonian
partnerships (3) companies(4)
Target S6 N/A N/A 500
2008
Actual $2.15 12 310 353
2008
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(1) Total investment in million $: A total of new capital invested in Project assisted companies,
(includes foreign, domestic, joint ventures, recycled profit, bank loans , equity financing, and
cost share.)

(2) Number of partnerships established: Sustainable transformational partnerships developed with
Macedonian and international business service providers and associations, resulting in transfer
of know how, introducing new business models, and bringing new investment to a larger
number of benefiting companies (see annex 29: MCP Partnership Portfolio).

(3) Number of companies benefiting from partnerships: Companies - members of associations, or
users of services of business service providers, that are enjoying benefits from Project
established partnerships.

(4) New job capacity added to Macedonian companies: a) New jobs created or filled in targeted
companies, including estimate of their supply chains as result of assistance provided; b)
Employable workforce trained and internships placed to meet demand from employers.

8.0: Activities Planned for the Year 2

All activities planned for the second year of the Project are incorporated in a detailed MCP FY 09
Workplan. This section provides an overview of the activities planned in the MCP Workplan.

FDI The Project will continue to proactively pursue large investments or investments that can stimulate
major transformation. It will increase flow of potential investor leads by structuring productive channel
partnerships. It will also develop and offer pre- and post-investment services to investors and channel
partners.

Market Makers The Project will continue working with the market makers in selected industries: light
manufacturing; information and communication technology; and fast fashion. These activities include
developing partnerships with market makers with the potential to have high impact in meeting market
requirements; conducting a program for supply-chain education; building the capacity of market makers
by creating value-added services that they will implement, etc. The Project will develop trade fair
programs in partnership with leading firms and associations in all sectors of interest. It willimplement
one certification program to improve competencies in one of the three target sectors. It will also assist
viable Macedonian companies to establish equity partnerships with foreign investors, and will facilitate
market linkages for suppliers by improving the outsourcing capacity and developing opportunities to
capture export orders. The project will seek to identify emerging technologies in the sectors that offer
high promise for establishing a “next generation” base for export growth.

Cross-Cutting Initiatives The Project will develop and promote national, internet-based internship and
job placement platform that will facilitate the match between students and companies in real time. It
will develop and deliver short-term, targeted programs aimed at building specific skills lacking in the
market. The Project will support collaboration between educational institutions and businesses to
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create partnership programs ensuring that graduates will have the skills needed in the tomorrow’s
workplace.

The Project will also support innovative services for corporate finance, including equity, and for this
purpose has engaged a specialized equity finance international advisor that will catalyze potential
investments into Macedonian firms. The Project will organize four match-making events that will bring
together financial institutions and companies. Each event will be thematic and will focus on specific new
services offered and presented by financial institutions. The Project will create a pipeline of high quality
project opportunities expected to ensure access to finance to at least 30 companies assisted by the
Project and its partners.

The Project will work with the identified partners to implement and market each of the 5 industrial
parks, including developing options and approaches to attract real estate investors, developers and
partners, appropriate frameworks for implementation, risk mitigation strategies, marketing approaches
and interventions that may be implemented to facilitate accelerated implementation of these
opportunities. In addition, the Project will build local capacity within private sector and municipalities to
market projects to FDI tenants and to build services in partnership with Zone operators to attract new
tenants.

Private sector advocacy in Macedonia is generally ad hoc and based on individual opinions rather than
informed analysis. The Project’s approach will focus on strengthening research, analysis, and public
diplomacy capabilities of the private sector to: (i) identify and analyze issues most critical to business,
export and investment growth; (ii) develop policy positions; and (iii) articulate and advocate positions to
government officials at the national and regional level. The Project could also assist associations
strengthen linkages with think tanks and universities as a cost-effective way to leverage and promote
wider research in entrepreneurship, business environment, sector growth and economic policy.

9.0 Conclusion

The first year for the Project was a successful one, in spite of the start-up challenges. The Project’s first
component, the AMIP study, was finalized and its results presented during the Project’s second quarter,
in accordance with the terms of the Project’s contract. As a result of this successful assessment, the
Project was able to identify the ICT, Design, and Light Manufacturing sectors as the most promising for
assistance; it also uncovered a number of crosscutting issues which affect the competitiveness of the
entire Macedonian economy, particularly its ability to attract necessary FDI.

Then the Project moved into the second component, which focuses on strengthening targeted sectors
and attracting FDI. The Project identified and developed 60 opportunities in the target areas identified
during the AMIP study. Of these, 20 have had concrete proposals for intervention that are being
pursued by the Project. The Project has also conducted a number of successful trainings and initiated
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establishment of a Workforce Development Task Force, which brings together relevant stakeholders for
an ongoing discussion.

As noted in section 3, the Project experienced staffing challenges soon after its start-up. This, coupled
with the unique demand—driven and investment bank approach of the Project, created a perception of
an initial delay in the project implementation and in achieving the expected outcomes. Nevertheless, in
order to have a successful implementation and achieve transformational results, the Project organized a
number of assessments and studies completed in the initial period, such as: Workforce Development
Assessment, Access to Finance Report, Infrastructure Development Study, Textile Industry Assessment,
Furniture Industry Assessment, Automotive Report, etc. These reports served as a basis for the Project
to develop well defined and structured interventions that are demand driven and are expected to
provide maximum results for the investments made. For example, the Workforce Development
Assessment allowed the Project to assess the supply and demand of the workforce, to identify key
constraints and bottlenecks in the labor market, and based on this, to design a comprehensive
workforce development platform which includes an internship and job placement program, industry-led
education and certification programs, soft skills development programs, workforce leadership forum,
etc. The Access to Finance assessment has allowed the Project to develop a variety of capitalization
solutions geared to the specific needs of growing Macedonian companies, including non-traditional
solutions such as leasing and equity finance. The Project has also built partnerships with financial
counselors, investment advisors, equity funds and sources of debt capital to service a wide variety of
needs identified by the assessment. Similarly, the Infrastructure Development Study provided an
assessment of the potential for creating alternatives for FDI who are not qualified for entry to
Macedonia’s free trade zones by identifying viable sites, partners, services and investors. This was a
basis for the Project to develop further cooperation with potential foreign investors and partners to
develop these opportunities, which is expected to increase FDI investment in the country.

Attracting and servicing potential FDI in the country has been identified as one of the key objectives of
the Project. To do that, the Project initiated several activities, including strengthening the existing FDI
promotion channels, and working on independent FDI leads. However, this process is typically very time-
consuming and takes a lot of efforts before any investment is materialized. In order to address these
issues, the Project designed an innovative structure of partnerships that are expected to create a
pipeline of high-quality leads that have a potential to materialize in a shorter time period.

Finally, the Project’s approach envisions that all activities undertaken will have a catalytic role in
transforming the selected Macedonian industries, while bringing around a significant amount of FDI and
new jobs. To that end, the Project developed a number of sustainable partnerships with government
agencies, business service providers and associations that are expected to result in transfer of know-
how; introducing new business and management models; new investments; etc.
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USAID Competitiveness Project one pager
Research Resources one pager

Assessment of Macedonian Industry Potential
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D2EM_MK Invest sales training report

CIRKO Final Report

MoU Digital Media Park

Miguel Zwieg trip report — September 2008
Jakob Modeer Market Linkages Report
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Apparel efficiency report
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Gerber Training Press Release
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