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EXECUTIVBUMMARY

In recent years, the software industry has emerged as one of the most dynamic sectors
of the Macedonian economy. With a growth rate of 38.0% in 2008, the Macedonian
software industry outran the development pace of the overall economy and became an
engine for growth, innovation and competitiveness.

Like several other transformation countries in S outh East Europe, Macedonia has disce-
ered the strategic importance of the software industry and its enormous potential for
exports. The interest in software exports has been mainly spurred by four major factors.

Firstly, on the demand side, there is a gowing trend among Western European and
American companies to outsource software related tasks and activities to lower -cost
destinations thereby creating substantial market opportunities for Macedonian sof t-
ware and IT services companies. Secondly, on the spply side, Macedonia has significant
comparative advantages, such as lower labour costs and highly skilled human capital.

Thirdly, like in many other transformation countries, the Macedonian governmentre  c-
ognized the strategic importance of the software i ndustry for the development and
competitiveness of its national economy. Being a cross-cutting technology, promoting
the software industry is a well -proven measure to increase productivity, efficiency and
innovation as well as to facilitate industrial tran sformation towards a knowledge based

economy.

The fourth factor contributing to the importance of software exports for the develo p-

ment of the Macedonian economy is the countryz*s | imited dor
export becomes an issue of paramount importance for the development and growth of

the software industry. For small national economies like Macedonia inward -oriented

import substitution policies are no option, instead they have to refer to outward -

oriented export -led growth.

The above-mentioned factors as well as the often cited success stories from countries
such as India, Vietham, Russia or Bulgaria have inspired the stakeholders of the Ma@-
donian software industry to join forces and to develop a collaborative export promotion
strategy which allows co mpanies to overcome the various barriers and obstacles in-
volved in exporting and to successfully position the Macedonian software industry in
international markets. The process of creation of this strategy document has been sup-
ported by the German Agency for Technical Cooperation (GTZ) through implementation

of the project 2Export Promotion of the Macedonian Softwar e

The purpose of this document is to develop an export promotion strategy in close col-
laboration with all relevant actors, which enab les the Macedonian software industry to
achieve the following overall goal:
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To establish Macedonia as a wellrecognized brand for specialized, high quality out-
sourcing services and software products within Europe based on systemic

competitiveness, company excellence and superior customer value

In close correlation to this overall goal, the export promotion strategy intends to reach
the following strategic objectives:

e to overcome the obstacles associated with exporting and to successfully position
Macedonian software companies (particularly SMES) in international markets ;

e to open up new markets and customer segments;

e toinduce export-led economic growth and employment promotion ;

e to promote international marketing and branding of Macedonia and its software
industry ;

e to reversethe brain drain ;

e to promote technology transfer and access to new technologies and know-how

o to reduce risk through diversification of markets ;

e To accelerate EU market integration (ICT)

Summarizing one could state that the intention of the export promotion strategy is not
only to facilitate the internationalization of Macedonian software and IT service co m-
panies but also to increase the international competitiveness of the Macedonian
software industry on a sustainable basis and to streng then its role as a catalyst for
growth, productivity and innovation for the Macedonian economy.

The software industry is an exceptionally dynamic sector. Therefore the document pu r-
pose is not to define a static system of strategic export promotion measures which are
carved in stone. Instead it should be seen as a starting point and strategic guideline
which is flexibly reacting to coming developments in resources and capabilities as well
as changes in global markets and technology. Consequently this document defines a
system of proactive and future -oriented strategic policies and measures which will have
to be constantly reviewed, adapted and improved to ensure its effectiveness.

The underlying idea of this strategy is that promoting Macedonian software exp orts to
the challenging high -tech markets of Western Europe and the US is a highly complex
task and thus requires a collaborative approach involving all relevant stakeholders.
Therefore a special methodology for collaborative strategy development has been elabo-
rated and a joint working group has been established, consisting of representatives from
MASIT, software companies, relevant ministries, agencies, universities and donor or-

ganizations.

The reason for including this methodology into the strategy docum ent is to provide a
guideline and procedure for the adaptation, further development and constanti m-
provement of the export promotion strategy in the future. Thereby the methodology is
supposed to serve also as a blueprint for the replication of future strategies for the Ma-
cedonian software industry. This is all the more important since the highly dynamic and
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competitive software industry requires future -oriented and adaptive strategies which
flexibly adjust to changing market and technology trends.

At the very heart of this methodology stands the notion that effective export promotion
cannot be achieved through isolated activities of companies or institutions, but only
through well -concerted efforts by all relevant actors. The methodology and the strategy
are based on the principles of systemic competitiveness, market orientation, goal orie n-
tation, as well as adaptability and sustainability. Of particular importance for the
strategy development process are the principles of systemic competitiveness and mar-
ket orientation. While achieving systemic competitiveness is a precondition for effective
export promotion, the principle of market orientation and strategic fit is needed to e n-
sure that strategy development is consistent with the internal resources and capab ilities
of the Macedonian software industry and the specific external conditions and structures
of potential export markets.

Another important key element of the methodology is its cyclical approach towards
strategy development, consisting of four iterativ ely aligned strategy phases which are
analysis, strategy development, implementation and monitoring & evaluation. Accor d-
ing to this approach, strategy development is not a linear process but a cycle of iterative
development phases where the inputs by diffe rent stakeholders as well as the results
from monitoring & evaluation feed into making refinements to each strategy phase and
thereby to the whole strategy. This approach not only allows for a continuous i m-
provement of the strategy through constant interac tion between strategy formulation
and strategy i mplementation, but also for the creation of
close collaboration and interaction among the different actors. Such a learning system is
of particular importance for successful export strategy development, because it facili-
tates continuous improvement and adaptation of the strategy in an industrial
environment which is characterized by intense global competition and shorteningi n-

novation cycles.

The document has been structured accordng to the different phases (analysis, strategy
development, strategy implementation, monitoring & evaluation) defined in the met  h-

odology for collaborative strategy development.

The first step according to this methodology (chapter 3) was the internal ana lysis of the
export-relevant capabilities of the Macedonian software industry and an external
analysis to identify the industry key success factors and customer requirements in the

German export market.

The internal analysis revealed most of the typical p roblems of transformation countries
wanting to export software, such as lack of branding, structural problems in terms of
company size, resource limitations and lack of support structures. On the other hand, it
also identified some competitive advantages o f the Macedonian software industry i n-
cluding good technical skills of Macedonian IT experts, competitive price structures as
well as nearshoring factors, such as geographical and cultural proximity to Western

European markets.
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The external analysis indicat ed that Germany with an estimated offshoring market

value of 1.2 billion and its traditianal preference for
tions (nearshoring) provides a substantial export potential for Macedonian software

companies and particularly for those companies specialized in providing offshoring ser-

vices.

The results of the internal and external analysis proved to be an important inform a-
tional basis for the development of an effective export promotion strategy which
bridges the capabilities of the Macedonian software industry with the requirements and
key success factors of the export target market (strategic fit).

Based on the results of the internal and external analysis, the actual export promotion
strategy for the Macedonian software industr y (chapter 4) was formulated by the stra t-
egy working group, including goals, generic export strategy, market entry strategy and
strategic measures.

In view of the collaborative strategy development approach, the goal -setting process
proved to be an import ant step for creating a common foundation and roadmap for co I-
laboration and in order to determine the necessary strategic measures and activities. As
an overall goal for the export promotion strategy, it was decided to establish Macedonia
as a well-recognized brand for specialized, high-quality outsourcing services and soft-
ware products within Europe, based on systemic competitiveness, company excellence
and superior customer value.

I n order to achieve this goal, aemteinetriicnsexwaost strategy of
formulated, consisting of the following strategic cornerstones: focus, differentiation,
flexibility and responsiveness, and cost-effectiveness. This generic strategy takes into
account the results of the internal and external analysis. As th e Macedonian software
industry is comparatively small and very limited in terms of scale and resources, co n-
centration on specific niche markets is required. Within these niches, the Macedonian
software industry needs to differentiate itself from competitor s on the basis of highly-
skilled employees, nearshoring aspects and quality. In view of the fact that the software
industry is highly dynamic and characterized by short innovation cycles, Macedonian
software exporters need to pursue a strategy which allows for a flexible response to cur-
rent market changes and technology trends.

In view of its comparatively high wage level and its likely accession to the EU, it became
obvious that following a cost leadership strategy is not a sustainable option for Mac e-
donia. Instead, the industry needs to make sure that Macedonian software services are
associated with an excellent price -performance ratio and cost-efficiency.

Concerning the market entry strategy for the Macedonian software industry, itwasd e-
cided to focus on the export of software services, because a productoriented strategy is
beyond the capabilities and resources of most Macedonian firms. Moreover, five pote n-
tial export market entry options were identified for Macedonian software exporters
including inter mediate mode of internationalization, indirect market entry through
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agents, indirect market entry through cooperation with IT service providers or consul t-
ants, direct exports from Macedonia to end -clients in the target markets and last but not
least establishing a local presence in the target market through direct investment. The
results of the survey as well as the findings from the strategy development process
showed that it is relatively difficult to define a common, unified market entry strategy

for th e Macedonian software industry as a whole, because the selection of the most ap-
propriate entry option needs to be finally taken on the micro -level by the individual
companies. However, taking into account the characteristics of the Macedonian sof t-
ware indu stry and the specific structures of the German IT market, a general market
entry strategy was formulated which is supposed to serve as a guideline for market e n-
try on the industry level. This entry strategy is based on the generic export strategy and
the following key elements: focused market entry within specific target industries such
as financial industries or telecommunications, gradual market entry through strategic
cooperation with specialized intermediaries, and cluster -based market entry by pooling
the companies and their resources.

In order to achieve the overall goal of the strategy, and to directly tackle the export -
related problems and obstacles of the Macedonian software industry identified within
the internal analysis, strategic measures were defined. These measures were based on
the concept of systemic competitiveness encompassing activities on the macro -, meso,

and micro-level. The following 6 strategic measured were defined:

1 Improving the export promotion policy for the software industry

Improving the export promotion policy is an important step towards establishing the
political framework conditions which are conducive to the internationalization of the
Macedonian software industry. Government institutions and their policies have a

strong impact on shaping the international competitiveness of a software industry as
well as on the export capabilities of its companies. In Macedonia policy measures need
to take into account that the software industry consists almost exclusively of small and
medium -sized enterprises. Therefore, export promotion policies need to be customized
to the specific export-related needs and problems of SMEs. Establishing an effective &-
port promotion policy for the Macedonian software industry requires the
implementation of the following strategic measures:

¢ Provision of an export financing scheme for Macedonian companies

¢ Install an IT sector expert in the Agency for Foreign Investments of Macedonia
e Increase job attractiveness of the software industry

e Stimulate the supply of working capital and venture capital

e Promotion of alternative software models (OSS)

¢ Development of an export promotion program for software exporters

¢ Introduction of an industry barometer
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e Establishment of an award for the 2Software Exporter
e Establishment of a Steering Committee 2Export Promot:i
2 Improving international branding and positioning

Lack of branding has been identified by companies as well as government representa-
tives as the primary obstacle to Macedonian software export s. Furthermore, branding
becomes increasingly important as the market for offshoring services becomes more

and more global and competitive. Hence, branding represents an important source of
differentiation and competitive advantage whichisalsoreflected i n Macedeoni a+xts g
neric export strategy of focused differentiation. International branding and positioning

is important in order to create awareness and recognition for the Macedonian software
industry within potential export markets and to establish long -term customer relatio n-
ships. In order to improve its international branding, Macedonia will have to develop

and implement a branding concept which is based on clearly defined core brand values.
These values need to be in accordance with the vision and the overall goal of this strat-
egy. The overall goal of the strategy suggests that the branding concept should be based
on quality, company excellence and customer value. The export promotion strategy e n-
visages the following tasks to improve international brandi ng and positioning of the

Macedonian software industry:

e Development of a branding concept
e Public relations

e Events in target markets

e Macedonian IT promotion network
e Web marketing & positioning

3 Promoting clusters and collaboration

Collaboration among all rel evant stakeholders is a prerequisite for achieving systemic
competitiveness and for effective export promotion. A suitable tool to promote collab o-
ration and exports within the software industry are clusters. Firstly, clusters are a
valuable instrument for international branding and positioning because they increase
visibility and allow for more efficient and targeted marketing and communicationa c-
tivities. Secondly, pooling companies within a cluster facilitates cost -effective
development and provision of e xport -oriented support services for small and medium -

sized enterprises. By providingexport-or i ent ed 2 cl uster services?®, clusters

valuable contribution to improving the export capabilities of Macedonian companies.
Thirdly, clusters and interfirm networks allow companies to specialize in a few capabil i-
ties while providing the collaborative linkages needed to integrate these different
capabilities in order to develop complex products or services. By reconfiguring and re-
combining the different techn ical and managerial capabilities of the member
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companies, the cluster and the industry can adapt quickly to external changes, thus i n-
creasing the international competitiveness of the Macedonian software industry.

In order to foster the formation of an expo rt-oriented software cluster in Macedonia and
to promote inter -firm collaboration, the following tasks should be implemented:

e Capacity building in cluster management

e Establishment of an export -oriented software cluster
e Formation of vertical sub -clusters

e Pdlicy measures for cluster promotion

e Cooperation with universities

¢ International cluster linkage

e Development of an integrated service portfolio

e Establishment of joint sales structure

4 Strengthening export capabilities and knowledge

In order to successfully enter foreign markets, Macedonian software companies need to
develop export capabilities which reflect the demand structure and requirements of the
potential export markets. However, upgrading their capabilities and know -how is a ma-
jor challenge for the maj ority of Macedonian software companies which are small and
have only very limited resources. Therefore this issue needs to be addressed by prowil-
ing export-oriented training and consulting services which take into account the specific
problems and needs of Macedonian small and medium -sized software companies. Due
to the financial limitations of SMEs, a special approach needs to be developed, which fa-
cilitates delivery of training and consulting services at affordable prices. This will be
done by establishing a 2 Cl uster Academy?3. By bundl
cluster member companies, trainings can be provided more efficiently and at lower
prices in the form of cluster services. Additionally, these training and consulting services
could be subsidized by the government or by donor organizations. In order to strengthen
export capabilities and knowledge of Macedonian software companies, the following

tasks were defined within the strategy:

e Provision of export-oriented training services

e Provision of export -oriented consulting services
e Establishment of key accounts

e Development of an export manual

e Export knowledge management system
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5 Fostering quality and company excellence

As the current wage level within the Macedonian software industry is comparatively

higher than in many Asian offshoring destinations and is likely to further increase

within the process of Macedoni axs accession to the EU, t he
ness of the Macedonian software industry will very much depend on quality and

efficiency . Thus, for Macedonia, quality becomes an important source for differentiation,

which is also being reflected in the vision and the goal of this export strategy.

Another important point in this context is company excellence, which to a large extent
depends on the quality and technical expertise of the employees. This in turn is mostly
determined by the quality of the technical education which is provided by universities.
Hence, companies need to closely cooperate with universities to ensure a high level of
education. In addition to that, companies need to invest into training, continuing educ a-
tion and the implementation of proven methodologies to improve quality and efficiency
of software development.

In order to promote quality and company excellence, the following tasks will be impl e-
mented:

e Awareness raising

e Promotion of quality certification

e Provide trainings on software development methodologies
e Macedonian Centre of ICT Excellence

e Promotion of HR excellence

6 Promoting export -oriented investment.

Strategic export promotion measures should go in tandem with investment promotion
because there is a close interrelation between the two of them. In order to promote the
international competitiveness of its software industry, Macedonia will need foreignd i-
rect investments to adopt new management techniques, foster technology transfer, and
to encourage the development of innovative software products and services. Furthe r-
more, the investment and presence of MNCs in Macedonia does also provide local
software compani es with the opportunity to access foreign markets indirectly by b e-
coming suppliers of MNCs. This intermediate mode of internationalization is of
particular i mportance because Macedonia has only a very limited domestic market for
software and IT services.

For the strategic measures investment promotion the following tasks were defined:
e Development of promotion material

¢ Incentives for FDI in the software industry
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e Establishment of an One-Stop-Shop for foreign investors
e Establishment of a special ICT industrial zone

¢ Marketing & PR activities

e Promote intermediated mode of internationalization

In order to ensure effective strategy implementation, an operational plan has been
elaborated which further specifies and operationalizes the strategic measures and tasks
outlined in chapter 4. The operational plan serves as the key management instrument
and roadmap for the whole strategy implementation process. Furthermore, a special o r-
ganizational structure was developed to facilitate collaborative strategy

implementation within a multi -stakeholder setting. This organizational structure co m-
prises a steering committee consisting of the members of the working group as well as
several task forces which are responsible for the implementation of the operational plan
and the indi vidual strategic measures and corresponding tasks. The steering committee
is embedded into the organizational structure of the Macedonian IT Association MASIT.

According to the methodology for strategy development, also a system for monitoring
and evaluation has been developed. This was done by designing an M&E system which
is based on a clearly defined goatsystem and indicators which allow measuring the
changes caused by the implementation of the strategy and its activities. Monitoring and
evaluation fo rm a crucial element of this strategy because it not only reveals inform a-
tion on the effectiveness of the strategy, but also provides feedback which can be used

as a basis for continuous improvement of the export promotion strategy.

In conclusion, we hope that the export strategy elaborated by the working group as well
as the methodology for collaborative strategy development will make a useful contrib u-

tion to the promotion of the Macedonian software and IT services industry.

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services Indust}y



Export Promotion Strategy
for the

Macedonian Software and IT Services Industry

January 2010

Publisher: Ministry of Economy of the Republic of Macedonia / German Agency for Technical Cooperation (GTZ)

The development of this strategy document was supported by the German Agency f or Technical Cooperation (GTZ)
through i mplementation of the project 2Export Promotion of

Version: 1.0
Status: 11.01.2010
Author: Strategy Working Group

Written by: Lucas von Zallinger, GOPA Consultants



Ivana Bozinovska, Business Analyst, Amplecom

Aneta Buchkovska, Professor, Faculty of Electrical Engineering and Information Technologies, University "St.
Ciryl and Methodius" - Skopje

Nikolina Bochvarova, Advisor, Ministry of Transport an d Communications of Macedonia
Slavcho Bujaroski, CEO, Sigma SB

Dimitar Dimitrovski, Senior Legal Advisor, USAID Business Environment Activity Project
Dimche Grozdanoski, IT Advisor, Ministry of Education and Science of Macedonia
Behar Hadzihamza, Director, EDUSOFT

Petar Indovski, CEO, GORD Sistemi

Vesna lvanoska, Coordinator of the Academic Department, Seavus

Igor lvanov, CEO, Arthaus

Lidija Ivanovska, Deputy Head of Department for Communications, Ministry of Transport and
Communications of Macedonia

Brett Johnson, Global Practice and Market Strategy Advisor, USAID Competitiveness Project

Margita Kon -Popovska, Professor, Faculty of Natural Science and Mathematics, University "St. Cyril and
Methodius" - Skopje

Ana Lazarova, Executive, Investor Servicing Deartment, Agency for Foreign Investments of Macedonia
Jasmina Majstoroska, Advisor, Department for Industry, Ministry of Economy of Macedonia
Ivan Mitrevski, Executive Director, Macedonian ICT Chamber of Commerce (MASIT)

Valentina Nushkova, Project Coordinator, Investment and Export Promotion Project, German Technical
Cooperation (GTZ)

Tatjana Petkovska-Mirchevska, Professor, Institute of Economics, University "St. Ciryl and Methodius" - Skopje
Toni Petreski, Chairman, SEE ICT Forum Board; CEO, INet

Zarko Pop-lliev, Sector Portfolio Manager, USAID Competitiveness Project

Igor Popovski, Business analyst, INet

Predrag Radojicic, CEO, SIMT

Aleksandar Shahov, Chief of Party, USAID Business Environment Activity Project

Rozalinda Stojova, Head of Unit for planning, coordination and monitoring of the development of information
society, Ministry of Information Society of Macedonia

Nikola Stolev, Advisor, Investment Policy Unit, Ministry of Economy of Macedonia
Nikola Tanevski, IT Expert, Agency for Promotion of Entrepreneurship of Macedonia (APPRM)

Nikolina Trajanoska, Head of Unit for industrial production and technological development and innovations,
Ministry of Economy of Macedonia

Zlatko Trajkovski, Business Development Manager, EINSOF
Claus Traeger, GOPA Caultants
Lucas von Zallinger, GOPA Consultants



OONTENTS|

Contents

1 gL i oo [UTox 1o o H OO PPTPUPOPP PP PPRP 1.
11 BACKGIOUNG ...t e e e e e e s 1.
1.2 Document Purpose and ODJECHIVES. .........coiuiiiieeiiitee e eieeee e e 2.
1.3 Structure and APPIOBCK .........iiiiiiiiiii et 3.
14 The Software Industry: Classification and Structural Characteristics ...................4....
2 Methodology for Collaborative Strategy Development ............ccccvvveriivcmeeecnenen. 10
2.1 The Concept of Systemic COMPELItIVENESS ........euvvveiiiiiiiee e 10
2.2 Principles of Strategy Development

2.2.1 Approach and PhaSes.........coooiiiiiiiieeei e 14..
2.2.2  Organizational @SPECLS .........oiuuriieiiiiii e reee et e e e e e e e 17.
2.2.3  PIOCESSES.....coiiiiiiiiiiee e 18
2.2, TOOIS. ..ttt e e e e et e e e e e aeennnr et e e e e 20..
3 ANBIYSIS .ttt mmeen e aa e e e e e an et e e meemn s 23
3.1 INtErNal ANAIYSIS ......veiiiiiiiiit et e e e 23...
3.1.1 Analytical Framework: The Export Capability Model (ECM)...........cccuviiiiiiieeeenees 23
.12 SUNVEY RESUIES. ...cciiiiiiiie ittt e e e e et e e s e 32
3.2 External Analysis

3.2.1 Market Structure and Trends .........cocccvvieiiiimmeeeene i esireree s e nnneeeen e A4
3.2.2  COmMPELitivVe ANAIYSIS ..oooiiiiiiiiii ittt e e e e e 50.
3.2.3  CUSIOMET ANAIYSIS ... iiiiiiiiiiiiie e eeee e e ee e aree e e e e e e e e aeeaaaaaeeeeseaannnes 52..
3.2.4  KEY SUCCESS FACIOIS. .. .uuiiiiiei ettt ettt e e e e e e e e e e e e e e e e eeeeees 55..
4 Strategy DEeVEIOPIMENT .......eiiiiiiiiii it meem ettt mmeem et s s mmme e 57
4.1 Y451 I PO PPPRRUPPPPRRT 517.
4.2 Definition Of GOAIS ......coiiiiiiiiii et e e 57...
4.3 GENENIC EXPOIt SIrAtEQY. .. . eeeeeieeiieeeeee i eeeeeeee ettt ee e e e et e e e e e e e e e e e e e s eeeeeeee e nan 59

GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Servicxelndustry|



OONTENTS|

GOPACONSULTANTS

4.4

4.5

5.1

511
5.1.2
5.1.3
514
515
5.1.6

5.2

521
5.2.2
5.2.3
5.2.4
5.25
5.2.6

5.3

54

Market ENtry SIrAt@QY ....vvveieeiiieeeee i iceeccecec sttt eee e e e e e e e e e e e e e e s s e nnnnennnees 65.
SHrAtEQIC MEBASUIES.....ceiiiieee ettt et e e e e e e e e e aa e e e e e e e e e ene b mmnenseeeeeeeeeeas 74..
Strategy IMpPIEMENTAtION ........oooiiiiiiee i cccee et mmmee e e e e e e e s 91
OPEratioNal PIaN ........veiiiieii et e e e 9l1...
Strategic Measure 1: Export Promotion POliCY.........cccvvieiiiiiieeeieeeccee e a3
Strategic Measure 2: International Branding & Positioning ..........ccccocvveeiieenne 106
Strategic Measure 3: Clusters & Collaboration..............cccvvveeieevcceeiee s 114
Strategic Measure 4: Export Capabilities & Knowledge............cccoeevvviievreccenneen. 125
Strategic Measure 5: Quality & Company Excellence...........cccccovvviveeeriecciinnennn. 132
Strategic Measure 6: Exportoriented Investment ...........ccccccevviiiieeieennieeeeend 140.
TIMELADIE ... e e 148
Strategic Measure 1: Export Promotion POlICY...........coccvviiiiieevieeeiee e 149
Strategic Measure 2: International Branding & Positioning .........ccccooocvvieeeeennnee 150
Strategic Measure 3: Clusters & Collaboration...............ceuvveiiiiiieeeeeiiieeee e 151
Strategic Measure 4 Export Capabilities & Knowledge ...........ccoevviiiiiivicccennenn. 152
Strategic Measure 5: Quality & Company EXcellence.............ccccovvvvveeerrecninneen. 153
Strategic Measure 6: Exprt-oriented Investment ...........cccceeeviiiiieiinn. 154
Organization Structure and PrOCESSES.........cuviiiiiiiiiiieeereeeie e e e serereee e 155
Information and Knowledge Management ...........coooiiiiiiiiieiiiiiieieeeee e eeeea 159
Monitoring and EVAIUAtION  ........cccuiiiiiiiiiicieeemiee e e e 163

Export Promotion Strategyfor the Macedonian Software and IT Services IndustrL/



ANNEXEE‘

Annex A Questionnaire Software Export Capability Model
Annex B Software Export Capability Dimension Evaluation
Annex C Questionnaire Company Survey

GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Services Industry i



HGURES*

Figure 1: Offshore software development PrOCESS...........cceiiiiiiieieeerieeeee et eneeee e 8.
Figure 2: Methodology for strategy development ..........ccccocuviiiiieeeiieiie e 12
Figure 3: Strategy approach & Phases.........coocviiiiiirieene e 15
Figure 4: Overall process and strategy MOAUIES.............eviiiiiiiiiiereniiie e ee e

Figure 5: Subprocess for strategy MOAUIES...........cuuviiiiiiiiiieeeeee e e

Figure 6: MindMap for the strategy module "strategic analysis"
Figure 7: Top ten horizontal export markets of Macedonian software companies

(in NUMDET Of COMPANIES) ...veiieeiiiiii e e et e e e e s e e e e e s ennees 35...
Figure 8: Programming languages and development tools used by Macedonian

softwa re companies (in % Of COMPANIES).......cciiuuiiieiiiiiiieeeeeeree e e e 36...
Figure 9: Evaluation of potential export markets by Macedonian companies

(2o L0 T 4] ) T PP PPPPPPPPRPPPRN 39...
Figure 10: Evaluation of potential export markets by Macedonian companies
(NON-EXPOIEIS) ...t e e et ee et sree e e e e eeee e e e e e e e e e e s s eeesenennnnnnnnneeeeenneeneneeees A0
Figure 11: EXPOrt ODSEACIES.........vvviiiiiiiii et e e 42...
Figure : Leading outsourcing suppliers in Germany and their market shares in

Figure 13: Customer segments and potential target groups on the German market....... 53
Figure14 Average rates in /" h.awur...f.or..GerShan | T
FIQUIE 15: GOAl SYSTEIM.....uuiiiiiiiiiiiii ettt e e e e e e e e e e aeee e e e e s eeeneeenas 58
Figure 16: Porter.ts...ge.neur..c..s.t.r.at.eg.i.e.s.5h9
Figure 17: Software export value Chain..............oooiiiiiie e 67..
Figure 18: Potential market entry options for the Macedonian software i ndustry .......... 69
Figure 19: Strategic measures of the export promotion strategy...........cccuveeieeiieeereennee.nn. 75
Figure 20: Integrated service portfolio based on a software cluster ..............cccocvvveeennee 83
Figure 21: SCreening SYSIEIML....ccoi ittt ettt e e e e e e e meeeeeeeeeeeeeaeens 85..
Figure 22: Logical structure of operational plan............ccocvveeiiieeiieeiie e 92
Figure 23: Organizational structure for strategy implementation ............ccccccceeiieeennnnnn. 157
Figure 24: Groupware application with knowledge management fun ctionality ............ 161
Figure 25: M&E system level 3 and 4. 166

GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT 8rvices Industry| iv



TABLES{

Table 1: Functionality of SNArePOINt..........c.oiiiiiiiiiieceee e e 21

Table 2: The Software Export Capability Model: ............cooiiiiiiiiiiiie e 24

Table 3: INtEIVIEW PAINEIS ...t eeee e e e e e e e e e e eeeeaaaaeeeeseaanas 21..

Table 4: German softwvare mar ket by subsegment.s..(.... mi4d 1l i on |/
Table 5: Top 10 suppliers of software in Germany 2007............cccccevveeeieeeeeeneeeeeeeeeenee 450

Table 6: German IT servicesmar ket by subsegment.s..(... md7l | i on
Table 7: Description of organizational structure for strategy implement ation ............... 157

Table 8 Goaloriented ME&E SYSIEM .......coiiiuiiiiiiiiiiieee e e e e e e e 164

Table 9: Table: M&E system and corresponding indiCators.............ccveveeiievceenneeniinenee. 165

GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Services IndustrL/ \Y



ABBREVIAT\ONF

ABAP Advanced Business Application Programming
AJAX Asynchronous Java Script and XML
APPRM Agency for Promotion of Entrepreneurship
ARIES Romanian IT Association
ASQ American Society for Quality
ATM Automated Teller Machine
AURA Entwicklungspolitischer Auftragsrahmen fiir die Technische Zusammenarbei t
BASSCOM Bulgarian Association of Software Companies
BI Business Intelligence
BITKOM Bundesverband Informationswirtschaft Telekommunikation und Neue Medien
CMMI Capability Maturity Model Integration
CMS Content Management System
CR4 Four-firm Concentration Ratio
CRM Customer Relationship Management
DEZA Direktion fur Entwicklung und Zusammenarbeit
ECM Enterprise Content Management
ECM Export Capability Model
EITO European Information Technology Observatory
ERP Enterprise Resource Planning
EU European Union
FDI Foreign Direct Investment
FINPRO Finish Export Promotion Agency
GDP Gross Domestic Product
GNI Gross National Income
GNP Gross National Product
GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Services IndustrL/ Vi



ABBREVIAT\ONF

GTZ German Agency for Technical Cooperation
HR Human Resources
HTML Hypertext Mar k-up Language
ICT Information and Communication Technologies
ITIL Information Technology Infrastructure Library
LAMP Linux Apache MySQL PHP
LFM Logical Framework Matrix
M&E Monitoring and Evaluation
MASIT Macedonian ICT Chamber of Commerce
MBO Management By Objectives
MDE Model Driven Engineering
MNC Multinational Corporation
NASSCOM National Association of Software and Services Companies of India
NoC Network of Competence
(OTS] Open Source Software
R&D Research and Development
RUP Rational Unified Process
RUSSOFT Russian Software Cluster
SaaS Software as a Service
SCM Supply Chain Management
SDM Strategy Development Mode
SESM Software Export Success Model
SIPPO Swiss Import Promotion Programme
SME Small and Medium Sized Enterprise
SOA Service Oriented Architecture
SQL Structured Query Language
SSC Serbian Software Cluster
SWOT Strengths Weaknesses Opportunities Threats
USAID United States Agency for International Development
VC Venture Capital
GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Services Industrly Vii



ABBREVIATIONF

VolP Voice over Internet Protocol
WIMAX Worldwide Interoperability for Microwave Access
WLAN Wireless Local Area Network
XML Extensible Markup Language
GOPACONSULTANTS

Export Promotion Strategyfor the Macedonian Software and IT Services Industrly Viii



CHAPTERL

Introduction

CHAPTER

1.1 Background

In recent years, the software industry has emerged as one of the most dynamic sectors
of the Macedonian economy. With a growth rate of 38.0% in 2008, the Macedonian
software industry outran the development pace of the overall economy and became an
engine for growth, innovation and competitiveness.

Like several other transformation countries in South East Europe, Macedonia has discov-
ered the strategic importance of the software industry and its enormous potential for
exports. The interest in software exports has been mainly spurred by four major factors.

Firstly, on the demand side, there is a growing trend among Western European and
American companies to outsource software related tasks and activities to lower -cost
destinations thereby creating substantial market opportunities. In 2007 the global ma r-
ket for IT offshoring services accounted for US$ 30 biIIion.lAddressing this demand, and
generating income in hard currency from software exports, is an important issue for a
country like Macedonia which is currently facing a substantial trade balance deficit.
Secondly, on the supply side, Macedonia has significant comparative advantages, such
as lower labour costs and highly skilled human capital. During the socialist era, the
Yugoslav Republic of Macedonia was already producing electronics and early versions of
software. Based on this industrial tradition and a strong education system which placed
great emphasis on natural sciences and engineering subjects, a small but vibrant soft-
ware industry emerged. Thirdly, like in many other transformation countries, the
Macedonian government recognized the strategic importance o f the software industry
for the development and competitiveness of its national economy. Being a cross -cutting
technology, promoting the software industry is a well -proven measure to increase pro-
ductivity and efficiency of other industries. Furthermore, so ftware is an importance
source for innovation and industrial transformation. As a matter of fact, software is a
key technology in the knowledge based economy and therefore plays a crucial role in
the process of informatization and economic development of a country. Another reason
which puts software exports on the top priority lists of industry planners is the fact that
software development is skill intensive rather than capital intensive and there is arel a-
tively low level of entry barriers. The fourth fac tor contributing to the importance of
software exports for the development onf-
ited domestic market. In Macedonia, the domestic market is not only limited in size and
number of p otential clients but also in terms o f IT maturity. Thus, export becomes an
issue of paramount importance for the development and growth of the software indu  s-

"McKinsey (2007).
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try. For small national economies like Macedonia inward -oriented import substit ution
policies are no option, instead they have to refer to outward -oriented export -led growth.
A case in point is the Bulgarian software industry which owes its dynamic growth

mainly to exports, achieving an export rate of 85% in 2008.2

The above-mentioned factors as well as the often cited success stories flom developing
and transformation countries such as India, Vietnam, Russia or Bulgaria have inspired
the stakeholders of the Macedonian software industry to join forces and to develop a
collaborative export promotion strategy which allows companies to overc ome the vari-
ous barriers and obstacles involved in exporting and to successfully position the
Macedonian software industry in international markets.

The process of creation of this strategy document has been supported by the German
Agency for Technical Coper ati on (GTZ) through i mplementation of the pr
Promotion of the Macedonian Software Industry?3.

1.2 Document Purpose and Objectives

The purpose of this document is to develop an export promotion strategy in close col-
laboration with all relevant actors, which enables the Macedonian software industry to
achieve the following overall goal:

To establish Macedonia as a weltrecognized brand for specialized, high quality out-
sourcing services and software products within Europe based on systemic
competitiveness, company excellence and superior customer value

In close correlation to this overall goal, the export promotion strategy intends to reach
the following strategic objectives:

e to overcome the obstacles associated with exporting and to successfully position
Macedonian software companies (particularly SMES) in international markets ;

e toopen up new markets and customer segments;
e toinduce export-led economic growth and employment promotion ;

e to promote international marketing and branding of Macedonia a nd its software i n-
dustry ;

e to reversethe brain drain ;
e to promote technology transfer and access to new technologies and know-how ;

e to reduce risk through diversification of markets ; and

?Bulgarian Association of Software Companies (BASSCOM): www.basscom.org.
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e to accelerate EU market integration (ICT)

Summarizing one could state that the intention of the export promotion strategy is not
only to facilitate the internationalization of Macedonian software and IT service co m-
panies but also to increase the international competitiveness of the Macedonian
software industry on a sustainab le basis and to strengthen its role as a catalyst for
growth, productivity and innovation for the Macedonian economy.

The strategy and the corresponding operational plan have been prepared in accordance
with the following documents and strategies of the Re public of Macedonia:

¢ Industrial Policy of the Republic of Macedonia 2009 ¥22020;
¢ National Strategy for Information Society Development .

The underlying idea of this strategy is that promoting Macedonian software exports to
the challenging high -tech markets of Western Europe and the US is a highly complex
task and thus requires a collaborative approach involving all relevant stakeholders such
as companies, associations, ministries and universities on the different systemic levels.
Therefore the export strategy was developed by a joint working group consisting of re p-
resentatives from MASIT, software companies, relevant ministries, agencies,

universities and donor organizations.

The software industry is an exceptionally dynamic sector. Therefore the document pu r-
pose is not to define a static system of strategic export promotion measures which are
carved in stone. Instead it should be seen as a starting point and strategic guideline
which is flexibly reacting to coming developments in resources and capabilities a s well
as changes in global markets and technology. Consequently this document defines a
system of proactive and future -oriented strategic policies and measures which will have

to be constantly reviewed, adapted and improved to ensure its effectiveness.

Furthermore, the strategy needs to take into account the structural characteristics and
problems of the Macedonian software industry as well as the specific patterns of d e-
mand and technical requirements on the export target markets.

1.3 Structure and Approach

This document has been structured to allow for a collaborative and effective develo p-
ment and implementation of the export promotion strategy. Following a short
introduction, the methodology for the strategy development is formulated in chapter
two. The different phases (analysis, strategy development, strategy implementation,
monitoring & evaluation) defined in the methodology set the framework and structure
for the subsequent chapters.

Accordingly, in chapter 3 an internal analysis of the Macedonian softw are industry is
conducted as well as an external analysis of the potential export target market in Ge r-
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many. The results of this chapter form the analytical basis for the strategy develo pment
and are supposed to ensure the strategic fit between the internal resources and capabil-
ties of the Macedonian software industry and the specific external conditions and

requirements of potential export markets.

In chapter 4 the actual strategy is formulated including its vision, the goals, the generic
export strategy and the market entry strategy. At the very heart of this chapter stands
the definition of the strategic measures and the corresponding tasks in order to achieve

the overall goal of the export promotion strategy.

Chapter 5 describes the approach concerning he implementation of the strategy. It e n-
compasses the operational plan which further specifies and operationalizes the str ategic
measures and tasks outlined in chapter 4. The operational plan serves as the key man-
agement instrument and roadmap for the whol e strategy implementation process.
Furthermore this chapter defines the organizational structure and processes needed for
an effective implementation of the export promotion strategy.

Last but not least, in chapter 6 the monitoring and evaluation system fo r the export
promotion strategy is being described including indicators as well as evaluation criteria.

In order to ensure that the export strategy is not only based on the latest academic r e-
search but also addresses the practical, exporirelated obstaclesand problems of
Macedonian software companies, an explorative inductive approach has been adopted
which combines theory and practice. This approach includes a thorough analysis and
critical review of the existing academic literature concerning its applica bility to the M a-
cedonian software industry as well as an in -depth analysis of case studies and best
practice examples from other countries.

Based on the results of the literature review, primary research has been conducted
through qualitative and quantitat ive interviews with key stakeholders of the Maced o-
nian software industry, such as ministries, industry associations, universities and

software companies.

1.4 The Software Industry: Classification and Structural Characteristics

As this document is concerned with developing an export promotion strategy for the
software industry the following chapter will provide a definition and classification of
software. Furthermore the most important industry characteristics and trends of the
software industry will be brief ly presented and discussed. This is particularly important

as these characteristics and trends shape the framework for strategy development.

There are many different classifications and definitions for software. One of the most

widely used and accepted oneis the classification system of the European Information
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Technology Observatory (EITO) which will also be used for this strategy.3 According to
EITO, software encompasses the following three sub-segments:

. proprietary as wel | as open operating system and
system-level software; network, system, storage, and security management sof t-
ware for all types of hardware.

. including collaboration and content tools; database engines; business intell i-
gence infrastructure; developme nt tools; integration platforms.

. encompasses office automation, business applications such as
Enterprise Resource Planning (ERP), Customer Relationship Management (CRM) and
Supply Chain Management (SCM) applications and other applications which com-
prise graphical software, embedded systems, and other technical software.

Many publications and policy papers base their analysis and classification of the sof t-
ware industry on a clear differentiation between software products and software

services. While this differentiation makes sense for a strategic analysis, it becomes in-
creasingly difficult to maintain as software products are often closely integrated with
software services. In fact, the boundaries between these two categories become increas-
ingly blurred. Hence it does not come as a surprise that many software companies are
active in both categories. This also holds true for the Macedonian software industry
where in 2008 70% of the companies provided software products and services.* The EITO
classification subsumes software servnnces under the categor
compasses all software-related services. For reasons of simplification we will use the
term and interchangeably within this document. Acco rd-
ing to EITO, IT services comprise the following subsegments:5

. including system software and hardware installation, repair and
support for all types of hardware (from mainframe to PC) and related system sof t-
ware (proprietary or open systems).

. encompassing IT consulting, software development and system i n-

tegration, and IT training.

. including infrastructure related outsourcing, application ou t-

sourcing, application management and complete outsourcing.

The software industry is characterized by several specifics which have an importanti m-
pact on exports as well as strategy development. These specifics include the nature of

digital goods, globalized industry structure, network effects and the role of standards .

Contrary to physical goods, software is a digital good with unique characteristics. While
the development of a software application typically results in high costs, which are sunk

*EITO: http://www.eito.com/definitionsICT
* Macedonian ICT Chamber of Commerce (MASIT): www.masit.org.mk.
®EITO: http://www.eito.com/definitionsICT.
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costs, the variable costs for its reproduction are usually minimal. This of course only
holds true for software products but not for software services. Another implication of

the digital nature of software is the fact that it can be developed virtually and be easily
disseminated via the internet. Physical infrastructure and logi stics play only a negligible
role. This makes software an ideal industry for exporting and internationalization.

The software industry is also characterized by its globalized industry structure. Due to
its digital nature, software can be developed in dist ributed locations and easily dissemi-
nated through the internet. In some segments of the software industry, as for example
in the outsourcing segment, the high level of globalization has translated into intense
competition.

Network effects exist when the ut ility which the user derives from a software applic a-
tion depends upon the number of other users who use the same application. Typical
examples of this effect are social software applications such as Xing or LinkedIn. For the
provider of the software it is therefore important to acquire as many users as possible
because the company with the largest installed basis is likely to dominate the market. In
some industry segments, such as operating systems, network effects can cause near
monopolies due to market consolidations. Therefore smaller software companies need
to develop products which are compatible to the products of large -scale market players
such as Microsoft or to focus on open source technologies.

Technology standards are another characteristic of the software industry. Although
standards help to reduce integration costs, they can also form entry barriers for smaller
companies. In addition to that quality standards such as ISO or cMmI® play an increas-
ingly important role in the software industry and p articularly for software exporters.
The diffusion of quality standards increases barriers to entry and the issue of quality
management is likely to become an important competitive factor in the software indu  s-
try. An indication for this development is the s ubstantial investment of Indian software
companies in quality management, and particularly in CMMI certification. ' As a conse-
quence, software companies interested in exporting need to acquire the quality
standards required by their costumers.

The software industry is one of the most dynamic industries. In recent years, several
trends emerged which directly affect the structure of the software industry and have
important implications for software exporters from transformation countries like Mac  e-
donia. Thereare four major trends which will be briefly analyzed and discussed in the
following section: industrialization of software industry, fragmentation and differenti a-
tion of the value chain, outsourcing and offshoring, and open source software (OSS).

An impor tant trend which is already having substantial implications for the software
industry is industrialization. This concept describes an increasing standardization of

6 Capability Maturity Model Integration (CMMI) is a quality standard for software engineering d e-
veloped by the Carnegie Mellon Software Engineering Institute (SEI).
" See National Association of Software and Services Companies of India: www.nasscom.org.
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products and processes as well as an incremental specialization and automation. Since
the 1990s there have been different attempts to automate software development
through computer aided software engineering. These early concepts have been further
developed into what is today referred to as Model Driven Engineering (MDE). It is likely
that these concepts and technologies for the automation of the software development
process will have substantial impacts on the software industry since they will increase
productivity of software development and contribute to cost reductions.

A key driver of the ind ustrialization in the software industry is the so -called component
based engineering which is based on the idea of developing independent functional
software components with well -defined interfaces used for communication across the
components. Through configuration software the individual modules are combined into

a system, while the components can also be used by other systems. Simplified one could
say that based on the idea of component based engineering, a software product is a spe-
cific configuration of different software components. The advantages of component
based engineering are the reduction of production costs and development time, because
already existing and pre -tested software components can be used.

Another important trend which is closely rela ted to the industrialization of the software
industry is the fragmentation and differentiation of the value chain within the software
industry. Particularly the trend towards component based engineering provides ample
opportunities for smaller software com panies from Macedonia to specialize in the pro-
duction of specific software components. For large-scale software producers this trend
provides the opportunity to reduce their manufacturing depth and to subcontract and
outsource the development of software c omponents to specialized providers. One could
state that the transformation from a monolithic software development process to co m-
ponent based software development facilitates outsourcing and subcontracting. As the
software industry is highly globalized, th e increasing differentiation of the value chain

is likely to provide substantial market potential for software exporters from transform a-
tion countries like Macedonia. Yet, in order to exploit this potential, firms need to
specialize in relevant technologie s and software components and have to integrate their
companies into the global value chains. The outsourcing of special software compo-
nents by SAP, IBM and Software AG to software companies in India and Bulgaria are

confirming this trend.

The third major trend is offshoring. As already mentioned, software can be developed
everywhere and can be easily disseminated through the internet due to its digital n a-
ture. Many multinational corporations in Western Europe and the US continue to
experiment with new me thods of managing global software development, and such
methods will likely increase the share of software work that can be modularized and
produced away from the actual location of product design and architecture.

This circumstance, in combination with th e competitive pressure on software producers
and the availability of skilled software experts in lower -cost destinations, has spurred
the trend of offshoring. According to the German Association for Telecommunication
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and IT (BITKOM), offshoring can be defined as a special form of outsourcing where soft-

ware development and other IT services are transferred to lower -cost destinations.® In

terms of offshoring software development, the overall software development process is

usually being subdivided into differ ent steps or phases. Some of these phases are being

performed onshore at the customerzs site while others
following diagram illustrates the typical offshore software development process.

Onshore Onshore
I 1 et -
| ' | '
| ' | '
| Analysis  —» Design — Specifications ! | Systlem Errors? NO-—»| Implgmen- I
I | I testing tation |
I I I 4 :

|
e . - _ 41 3

I __________________________ A
| | YES

L |
| .
I Anglyss_ of Coding Mod_ule |
I specifications testing |
| |

|

| T
[ |
| |

Offshore

Figure 1 Offshore software development process
Source: own design based on waterfalimodel of Wolle (2005): 31.

As it can be seen from the diagram, the different phases are part of a software develop-
ment value chain, ranging from analysis to requirement specifica tion, coding, testing
and implementation. Thus, it is likely that the above -mentioned trend towards fra g-
mentation and differentiation of value chains within the software industry will also
directly affect offshoring service providers as well as their deliv ery models in terms of
differentiation and specialization.

India has emerged as the leading offshoring destination but in recent years several other
developing and transformation countries mainly from Asia and Eastern Europe have

also positioned themselves in the offshoring market. A special trend which is of partic u-
lar importance for the European software market is the so -called nearshoring.
Nearshoring describes offshoring to nearby destinations. This trend is discernable with
many German IT companies whi ch are using nearshore destinations such as Bulgaria or
Romania for software development. Given the trend towards global software value
chains and intensifying competitive pressure, it is very likely that the importance of of f-
shoring and nearshoring will s ubstantially increase in the future.

Last, but not least, the dissemination of Open Source Software (OSS) has become amk
portant trend. According to Verts open source software can be defined as follows:

8 BITKOM (2005): 6.

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services IndustFy

8

ar

e



CHAPTERL

Introduction

2 0SS can be defined as ctleimpnar-readable sotirtewatei®e f or whi ch
made available under a copyright license (or arrangement such as the public domain)

that meets the Open Source Definition. This permits users to use, change, and improve

the software, and to redistribute it in modified or unmodified form. It is very often d e-

9

veloped in a public, collaborative manner .3

The trend towards using open source software has several implications for the software
industry, the most important of them being the reduction of market power of propri  e-
tary software manufacturers such as Microsoft, and the increasing importance of
methodologies and technologies supporting collaborative software development. For
software exporters from transformation countries OSS provides the chance to develop
inn ovative soft ware products which are independent of the technical standards of large -
scale software manufacturers and to establish new niche markets.

® Verts (2008): http://www.worldbookonline.com/wb/Article?id=ar751706
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The goal of this chapter is to describe the methodology which was applied by the strat-
egy working group in order to develop the export promotion strategy for the
Macedonian software industry based on a collaborative approach. This methodology
implies the corresponding strategic principles, phases, processes, organizationd struc-
tures and tools.

The reason for including this methodology into the strategy document is to provide a
guideline and procedure for the adaptation, further development and constanti m-
provement of the export promotion strategy in the future. Thereby th e methodology is
supposed to serve also as a blueprint for the replication of future strategies for the M a-
cedonian software industry. This is all the more important since the highly dynamic and
competitive software industry requires future -oriented and adaptive strategies which
flexibly adjust to changing market and technology trends.

2.1 The Concept of Systemic Competitiveness

A theoretical concept with particular relevance to export strategy development for the
Macedonian software industry is the conceptof 2 Sy st emi ¢ Compethtiveness3. This
cept, which has been developed by the German Development Institute (DIE), is a
heuristic model that combines findings from economics, business administration, polit i-
cal science and sociology in order to better understand the driving forces of economic
development and competitiveness. The objective of this concept is to provide a theoret i-
cal framework for the analysis of national industries and for the formulation of policy
recommendations and development strategies in ord er to improve their intern ational
competitiveness.lOUnIike many other theories on competitiveness and develo pment
strategies, this model takes into consideration the specific problems and challenges of
transformation countries like Macedonia. The concept c ombines elements of both etati s-
tic and neoliberal elements and claims that competitiveness can be created through

well -coordinated policies and measures.

The central idea of this concept is that competitiveness results from the interaction of
different com petitive factors and actors on the different levels of an economic system.
Thus, systemic competitiveness cannot be achieved through isolated activities of co m-

panies or institutions but only through well -coordinated and targeted measures by all

1% A similar model has been developed by the OECDcalled®s t r uct ur al ¢ ¢lowevert i ti veness?2.
this model is more general and does not take into account the specific challenges in transform a-
tion countries.
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relevant stakeholders on the four system levels (meta-, macro-, meso-, and micro-level).
This holds particularly true for the software industry which is highly knowledge inte  n-
sive and where the different actors are closely interrelated. Therefore systemic
competitive ness and the formulation of corresponding development strategies require a
collaborative approach and the integration of all relevant actors. The different levels are
defined as follows:

e The describes the basic orientation in a society and the overall political
and social framework.

e The consists of the relevant institutions shaping the economic fram e-
work conditions in a country such as ministries or state agencies.

e The describes organizations and institutions on the industr y level such as

clusters, associations or chambers of commerce.

e The comprises the companies including SMEs as well as largescale en-
terprises.
Today+s | T and software industry is highly dynamic, compet.:

context, know ledge-based and technology-based competitive advantages play an in-
creasingly important role. Accordingly, only those national software industries will

thrive, which are able to organize swift and effective learning as well as transformation
processes amongall relevant actors. The concept of systemic competitiveness is ideally
suited to formulate policy recommendations in order to promote such learning and
transformation processes thereby ensuring the international competitiveness of a cou n-
try+ts salfstywar e i n

Al t hough the concept of 2Systemic Competitiveness?® does
sight into the methodology of strategy development, it represents a valuable fram ework
for the development of export strategies for a transformation country like Mac edonia,

particularly because it addresses their specific export-related problems and obstacles.

2.2 Principles of Strategy Development

As previously mentioned, the formulation of an export promotion strategy for the M  a-
cedonian software industry is a highly co mplex task due to the structural characte ristics
of the companies (e.g. small company size) the general challenges involved in exporting
as well as the specifics of the software industry.

Therefore the Strategy Working Group and its consultants elaborated a special method-
ology for the development of the export promotion strategy, which takes into account
the specific export-related challenges and problems of Macedonian software companies
such as lack of branding, small company size, marketing barriers and lack of export ex-
perience as well as the characteristics of the Macedonian software industry. This

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services Industh 11



CHAPTER

Methodology for Collaborative Strategy Development

methodology includes the guiding principles for strategy development, the approach,
processes, organizational aspects and tools.

The following diagram illus trates the key elements of the methodology for the export
strategy development which consists of the five guiding principles for strategy deve |-
opment and the cyclical approach consisting of four strategy phases.

Export Promotion Strategy

5 Principles of Strategy Development

Warket

Systemic Orientation . Goal Adaptability
Compe- & Collaboration EETEiER &
titiveness Strategic Fit Sustainability

Cyclical Approach for Strategy Development

Figure 2: Methodol ogy for strategy development
Source: own design.

The five principles play a crucial role within the methodology, because they serve as
gui delines and rules for the strategyadevel opment process.
tion3 and 2 sust astatedithnt td aicértpid extent thesegorincifies also
form a value system. Such principles and values are important factors within strategy
development because they influence the propensity to collaborate and the motivation

of people involved in strategy d evelopment and implementation. Besides, they also con-
tribute to the formation of sense of identity and organizational culture. These princ iples
become all the more important in view of the fact that this methodology intendstoa p-
ply a collaborative and systemic approach for export strategy development. In the
following section the 5 guiding principles will be presented which form the supporting
pillars of the methodology for the development of the export promotion strategy for the

Macedonian software indust ry.

The range and complexity of the obstacles for export promotion of software companies
from Macedonia suggests that these problems can only be successfully tackled by a cd-
laborative approach involving all relevant stakeholders ranging fro m ministries to
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industry associations and individual companies. Therefore the development of an effe c-
tive export promotion strategy needs to be based on the principle of collaboration and
close interaction between the respective actors. This also implies abalanced combina-
tion of top -down and bottom -up elements in strategy development. Practical experience
with export strategy development in other transformation countries such as Costa Rica,
support the collaborative approach, showing that a linear, top -down methodology is
rather misleading and inappropriate. Collaboration is the most important among the 5
principles, spanning the whole strategy development process and integrating the diffe r-
ent principles. This is also the reason why it has been positioned at the very centre of the
diagram.

The principle of systemic competitiveness stands in a close conceptual coherence with
collaboration. As mentioned above, systemic competitiveness requires well -coordinated
measures by all relevant stakeholders on the different systemic levels. Systemic com-
petitiveness is the precondition for successful export activities. But it can only emerge
through close cooperation and interaction. Supporting arguments for a systemic as well
as collaborative approach also come from experience with the development of an export
promotion strategy for Vietham. Within the strategy, close cooperation among the di f-
ferent actors was considered essenti al in order to enhance
competitiveness and to promot e exports?Concerning the principle of systemic com-
petitiveness, it deserves mentioning that this strategy is only focused on the macro -,
meso-, and micro-level since the meta-level is beyond the scope and influence of an ex-

port promotion strategy.

Another important principle for the strategy development is market orientation and
strategic fit. This principle reflects the idea of strategy as a link between an organization
and its external environment. The intention of this principle is to ensure that strategy
development is consistent with the internal resources and capabilities of the Maced o-
nian software industry and the specific external conditions and structures of the
potential export markets. In order to ensure mar ket-orientation, special emphasis
should be placed on identifying specific demand structures and technical requirements
in the target markets and on constantly monitoring current market trends. Furthermore,
market orientation is also the precondition for a nother guiding principle which is su s-
tainability.

Goal-orientation forms a crucial principle for strategy development because every stra t-
egy is usually being designed to achieve specific goals. Goals are the roadmap for
strategy development as well as implementation. The strategy and the subsequent

“Nicholson and Sahay (2009): 14f.
2Kenan Institute Asia (2002): 4.
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measures are being derived from the goals. The goalsetting process creates a common
foundation and direction for collaboration. This is particularly relevant in software i n-
dustry strategy devel opment, where several stakeholders with often differing inte rests
and ideas have to be coordinated and aligned. Goalorientation is also important for eff i-
cient strategy implementation as well as for monitoring and evaluation of strategic
measures. Management by Objectives (MBO) has proved its value and should also be
applied to the development and implementation of the export promotion strategy for

the Macedonian software industry. The principle of goal orientation should imply ba |-
ancing an overall strategic direction for the industry with decentralized decision -making
on the individual company level.

The software industry is highly dynamic and, being a global industry, also very compet i-
tive. These characteristics of the sotware industry need to be taken into account by the
methodology for export strategy development. In an industry environment which is
characterized by constantly changing technology and market trends, the only sustai n-
able competitive advantage is the abilit y to stay flexible, adapt new technologies and to
upgrade capabilities. Thus adaptability and sustainability become the fifth principle of
the strategy development methodology. With adaptability we mean the ability of the
strategy development process to flexibly react towards new market trends and to ide n-
tify and generate new sources of competitive advantages for the Macedonian software
industry. This is in line with the so -called adaptive strategy development mode which is
being postulated by many industry experts.

Sustainability refers to strategy development which is targeted at generating sustai n-
able competitive advantages and which is based on a realistic appraisal of existing
capabilities and resources of the Macedonian software industry. Unlike many W estern
European countries, transformation countries such as Macedonia have only very limited
financial resources for strategy development and implementation at their disposal. Su s-
tainability also implies establishing the capacity for collaborative strateg y development
among all actors. Furthermore sustainability is supposed to be reinforced by the princ i-

ples of systemic competitiveness and market -orientation.

The overall goal of the principle adaptability and sustain:
system® whi ch ensures that the strategy ig constantly i mprove
ing conditions within the industry and its target markets.

2.2.1Approach and Phases

The next key element of the methodology for the export strategy development is the
approach. The gproach is derived from the five principles described above and com-
prises four iteratively aligned strategy phases which are analysis, strategy development,
implementation and monitoring and feedback. The following diagram illustrates the
approach and the corresponding phases:
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Macedonian Export Markets

IT-Industry: = & Customers:
Monitoring & trategy

- Strenghts Feedback <:> <::> Development - Demand

- Weaknesses - Requirements

- Capabilities Working - Competitors
- Structures Q Group & - Trends
Implementation

o7 o

Figure 3: Strategy approach & phases
Source: own design.

Based on the idea of collaboration and systemic competitiveness, representatives from
all relevant stakeholder -groups of the Macedonian software indu stry form a working
group which is responsible for carrying out the four strategy phases. These phases also
form the constituent key elements of the strategy document. In the following section

we will briefly describe the individual phases.

As strategic fit is one of the key principles underlying the methodology, the strategy d e-
velopment process starts with the comprising an internal and external
analysis. The internal analysis is targeted at assessing the structures, resources and a-
pabili ties of the Macedonian IT industry, while the external analysis implies the analysis
of potential export markets in order to identify the relevant key success factors. Thereby
the analysis phase forms the basis for the subsequent strategy development process by
providing the relevant information. Without basing the strategy develo pment process
upon a sound analysis, the strategy development would be prone to fai lure due to a lack
of consistency with either the internal or external environment.

The analysis phase is followed by the actual strategy , including the joint
formulation of the vision and the strategic goals. From the goals, the generic export
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strategy, the market entry strategy as well as the strategic measures are being derived.
According to the principle of systemic competitiveness these measures include activities
on the macro-, meso-, and micro-level.

The third phase, ) consists of thexdevielopmént of an opera-
tional plan and all the necessary organizational st ructures, processes and instruments
for the implementation of the strategy. This phase is concerned with the actual impl e-
mentation of the strategy based on the operational plan.

The next phase is . For this purpose, indicators aredefined
and a system for monitoring and evaluation is being developed. Furthermore, the pro c-
esses and organizational structures for monitoring and evaluation are developed.

As it can be seen from the above diagram, the methodology is based on a cyclical anl
collaborative approach. According to this approach, strategy development is not a linear
process, but a cycle of iterative development phases, where the inputs and suggestions
provided by the working group feed into making refinements to each strategy ph ase
and thereby to the whole strategy. Once strategic measures have been implemented,
the whole cycle starts again based on the results from the monitoring and evaluation
phase. This approach not only allows for a continuous improvement of the export stra t-
egy through constant interaction between strategy formulation and strategy
implementation, but also helps to ensure a strategic fit by constantly monitoring the

industry (internal analysis) as well as the relevant environment (external analysis).

In addition to that, this procedure also enables the Macedonian software industry to
identify new sources of competitive advantage and to adapt the strategy quickly to new
market conditions and technological trends. Moreover, the collaborative element of the
approach results in a regular influx of new ideas and know -how from the members of
the working group, and ensures that the strategy development process is owned by the
stakeholders who are responsible not only for the development but also for the impl e-
mentation of the strategy. Through a combination of cyclical, iterative strategy
development with close collaboration and interaction among stakeholders, this a p-
proach aims at creating a 2]l earning system3 ensuring syster
Macedonian softwar e industry as well as the generation of sustainable competitive a d-
vantages. Such a learning system, which facilitates continuous improvement and
adaptation of the strategy, is of particular importance for the software industry, which

is characterized by short innovation cycles and intensifying competition.

The export promotion strategy for the Macedonian software industry will be developed,
implemented, monitored, continuously improved and further developed by the working
group according to the cyclical approach suggested above. Thus, development of the &-
port promotion strategy is an ongoing process which includes all relevant actors of the

software industry.
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2.2.20rganizational aspects

The working group forms the organizational cornerstone of the methodology a nd plays
a key role in developing and implementing the strategy. Due to the complexity involved
in developing an export strategy for the Macedonian software industry, the working
group needs to include representatives from all relevant stakeholders such as ministries,
export and investment promotion agencies, universities and research institutes, indu s-
try associations, chambers of commerce, as well as company representatives. For the
elaboration of the first version of the export promotion strategy, the fol lowing stak e-
holders were identified for participation in the working group:

e Faculty of Electrical Engineering and

e Ministry of Economy of the Republic Information Technologies of the
of Macedonia University of Skopje

e Ministry of Information Society e Faculty of Mathematics and Natural

e Ministry of Transports and Sciences of the University of Skopje
Communications e Macedonian ICT Chamber of

e Ministry of Education and Science Commerce (MASIT)

e Agency for Foreign Investment ¢ United States Agency for

e Agency for Entrepreneurship International Development (USAID)
Promotion e German Agency for Technical

Cooperation (GTZ)

The role of the working group is to serve as a platform for collaborative strategy deve I-
opment and the exchange of ideas, experiences and good practicesDrawing a
comparison with software development, one could describe the working group as the
developer community of an open source software project, where the source code or re-
spectively the strategy is developed and constantly improved by the members of th e
group in a collaborative, open manner. The experiences with the development of the
Macedonian export promotion strategy show, that collaboration within working groups
should always take place on the basis of open, but structured dialogue throughout the
w hole strategy development process. Besides promoting dialogue, it is essential for cd-
laborative strategy development to share knowledge and ideas and to establish

consensus and canmitment to the strategy and the measures defined.

In order to enable effective, collaborative strategy development within a working group,
consisting of diverse stakeholders from the public and private sector, it is important to
move participants away from the assumption that strategies should be formulated by

an unitary group o f technocrats from ministries within a top -down approach. Instead,
the awareness for collaboration and the systemic nature of competitiveness in the sof t-
ware industry needs to be established within the working group in order to allow for a
successful strategy development. It is important to consolidate the different views

within the working group into a shared vision and strategic goals. Furthermore, collab o-
rative strategy development within a multi  -stakeholder working group requires well -
defined processes,as well as tools to support the joint strategy development process.
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2.2.3Processes

Collaborative strategy development on an industry level is much more complicated and
complex than in a corporate setting, due to the need for coordination and strategic
alignmen t of different stakeholder groups. Because of this complexity we think that
process orientation within collaborative strategy development is very important. The
proposed methodology for export strategy development is based on two types of pro c-

esses.

Firstly, there is the overall strategy development process based on the cyclical approach
and the four phases described above. In order to make the management and implemen-
tation of this overall main process more efficient and less complex, the four phases will
be subdivided into individual strategy modules. Each of these modules contains a spe-
cific set of topics and tasks of the export promotion strategy that need to be elaborated
by the working group within a specific time frame. The following diagram shows th e
four phases and the corresponding strategy modules of the overall strategy develo p-
ment process.

Module 6: M&E Module 1: Strategic Analysis

+ M&E-System « Export Capability Model
¢ Indicators + Market Analysis
* Feedback « Market Trends

Continous Improvement

Module 5: Implementation

+ Organization

+ Management & Processes
* Instruments

+ Knowledge Management

Module 4: Operational Plan

Competitor Analysis

Module 2: Goals & Strategy

+ \fision

« Goals

« Generic Export Strategy
« Market Entry Strategy

Module 3: Measures

Monitor Analyze

Implement Develop

» Measures & Activities + Sub-goals

* Responsibilities « Strategic measures
* Resources + Activities

+ Timing

Figure 4: Overall process and strategy modules
Source: own design.

Strategy module 1, which corresponds with the analysis phase encompasses the tasks to
be conducted in the framework of the internal analysis of the Macedonian software i n-
dustry as well as the external analysis of the potential export markets. Module 2 and 3
both belong to the strategy development phase. While module 2 is mostly concerned
with the goal setting process and the formulation of the generic export strategy and
market entry strategy, module 3 is focused on the definition of concrete export prom o-
tion measures and activities according to the different sub -goals. Module 4 and 5 are
part of the implementation phase. They comprise the development of the overall orga n-
izational structure, processes and instruments for strategy implementation including
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the elaboration of an operational plan. Module 6 corresponds with the monitoring and
evaluation (M&E) phase. The module includes the development as well as the impl e-
mentation of an M&E system in order to evaluate the effectiveness of the measures, to
provide feedback and to ensure continuous improvement.

Secondly, there isa pre-defined sub-process for each of the strategy modules. According
to this sub-process, each module consists of premodule activities, workshop -activities
and post-module activities. The pre-module activities include the dissemination of art i-
cles and information material on the subject of the module to the members of the
working group as well as the agenda for the workshop. The workshop activities consist
of 1 or 2 workshops on the respective subject of the module including short presenta-
tions, brainsto rming sessions, group work and discussions. The workshops are followed
by the post-module activities which, depending on the particular phase, comprise wri t-
ing, revision and final approval of strategy elements and documents discussed in the
working group. The following diagram illustrates the sub -process for each of the stra-
egy modules from initiating the module to the approval of the module results.

Strategy Module Process

Initiate
module

MindMap &
Protocol

Wite module/
chapter

Prepare & Start Moderation &
send Workshop Mindmapping

Agenda &
YES

Yes. Prepare Brainstorming - gree on
> participation &inputs Inputs?

p—

Documentation|

Consultant

Pre-module
materials

Strategy
chapter/
module

——

e

Check
chapter/
module

‘Working Group (WG)

MASIT

Organize
module
workshop

Figure 5: Sub-process for strategy modules

Source: own design

As the diagram indi cates, the activities of the working group are being coordinated by
the Macedonian ICT Chamber (MASIT) which also provides the organizational infra-
structure for the modules, such as location, support staff, etc.. Furthermore, the
organization of the module s and the formulation of the strategy by the working group
are supported by an international consultant who is being provided by GTZ and who
takes up the role of a moderator.

It deserves mentioning that not only the overall strategy development process, bu t also
the sub-processes for the individual modules are based on the cyclical approach ce-
scribed above, meaning that the individual modules too are developed and continuously
improved within an iterative and collaborative process.
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2.2.4Tools

In order to support the collaborative strategy development process, special tools and
methods will be applied. Besides classical moderation techniques, such as group discis-
sions the MindMap -technique was applied for the module workshops. This technique
supports the structu ring and organization of collaborative brainstorming and planning
activities by using a special software application. 13By using the MindMap -technique,
ideas and information can be presented and visualized in a radial, non -linear manner by
using key ideas,branches and sub-branches. Key ideas can be further operationalized
into activities and tasks which can be prioritized, organized and assigned to specific or-
ganizations or persons. In addition to that, the software also allows connecting key ideas
and branches to other relevant documents, spreadsheets, websites etc. through hyper-
links and a notes function. The following diagram displays an example of a MindMap

for a strategy module.
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Figure 6: MindMap for the strategy module "strateg ic analysis"
Source: own design

The MindMaps are supposed to form the concrete output of the module workshops,

summarizing the results and defining the post -module activities and steps to be taken.

In order to support the strategy development and impleme ntation process, the method-
ology also envisages the introduction of a so-called groupware application. Groupware

35ee: www.mindjet.com.
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applications are special software solutions, which support cooperation in a group over
time and space. Usually they are web-based. Groupware isparticularly suitable for
managing complex collaboration processes and joint projects. Although there are diffe r-
ent groupware products available, including open source software solutions, it was
decided to use MS SharePoint, since this is a proven systenproviding all the functiona I-
ity to support collaborative strategy development. MS SharePoint provides the following

functionality relevant to collaborative strategy development: 14

Table 1 Functionality of SharePoint

Feature Description / Application

Discussion board Share and discuss ideas or brainstorm

Document library Store, share, present and track documents

Document . ) . .

workspace Publish a document for review and discussion
Announcements Share information and news with other gr oup members
Calendar Schedule and share event information

Survey Gather data or conduct voting

Task tracking Assign and track tasks

. Track issues that working group members are workin
Issue tracking g group 9

on
Contact Store contact information on working gro up members
Alert Track changes to documents, items, lists and libraries

Find information within a document library or the

Search .
entire system

Publish meeting agendas, notes, and follow up tasks in

Meeting workspace .
9 P one site

Source: MS SharePoint (tp://office.microsoft.com/de -de/sharepointserver).

In summary, one can state that through the above mentioned functionality, SharePoint
can support collaborative strategy development and implementation by providing a
web-based platform for communication a nd cooperation, as well as for dissemination
and management of relevant information and knowledge. For instance, SharePoint was
used to disseminate information to the group members in the framework of the pre -
module activities and to jointly work on the st rategy document. Thereby the system fa-

“For further information on MS SharePoint see:
http://office.microsoft.com/de -de/sharepointserver
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cilitated collaboration within the working group and increased team productivity. The
application also helped to establish predictable, repeatable and transparent patterns of
collaboration within the strategy developme nt process which increased the effective-
ness of the strategy development methodology. Therefore one can state that groupware
applications are highly valuable collaborative tools allowing for efficient communic  a-
tion and sharing of information and expertise within the strategy development process.

Despite all the advantages provided by software tools and groupware applications, the
practical experience from collaborative strategy development shows that groupware
solutions are no substitute for direct face -to-face communication and discussion. Thus
this methodology recommends a combination of regular workshops with direct co m-
munication and interaction between the working group members and virtual
collaboration supported by a SharePoint groupware application.
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According to the cyclical methodology elaborated for the development of the Maced o-

nian export promotion strategy, the first step is the analysis phase which is the topic of

this chapter. Therefore we will conduct an internal analysis of the Maced onian software

industry in order to identify the export -relevant capabilities of the industry and an e x-

ternal analysis to identify the industry key success factors in potential export markets.

The goal of this chapter is to provide an informational basis f or the development of an

export promotion strategy which bridges the capabilities of the Macedonian software

industry with the requirements and key success factors of the target markets (principle

of strategic fit) in order to generate sustainable competit ive advantages and to succes-

fully position the industry in international markets. Thereby we try to overcome the

dichotomy often found in many ot hebasedswgport strategies bet we
egy?® and-fomaskdt strategy? b ytingbotmepproadhesg and i ntegra

3.1 Internal Analysis

3.1.1Analytical Framework: The Export Capability Model (ECM)

In academic literature, several authors stress the importance of resources and capabili-
ties for the generation of competitive advantages and for the developme nt of
sustainable strategies."

Competitive advantages are generated when an organization is able to match is r e-
sources and capabilities with the key success factors of the industry. Accordingly one
could state that establishing competitive advantages for a national software industry
requires a strategy that takes into account the resources and capabilities on the com-
pany level (micro-level), the software -specific national environment factors and the
international key success factors of the global IT industry.

It is safe to say that in order to formulate an effective export strategy and to establish
sustainable competitive advantages, it is fundamental for an organization or a national

industry to achieve a thorough and profound understanding of its resourc es and cam-

bilities.
In order to identify a firmts capabilaties, management | it e
Il ytical tools including functional analysis, Porterts gener

However, all these tools are focused on the corporate level and do not take into account

®See Prahalad and Hamel (1990), Porter (1990), Grant (2008).
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industry -specific and export-r el evant factors. Therefore
limited use for the internal analysis of the Macedonian software industry.

In order to achieve a thorough analysis and understandi ng of the Macedonian software
industry and its export capabilities, we need a model which provides greater analytical
depth and which takes into account the structural specifics and challenges of the sof t-

ware industry in a transformation and EU accession c ountry like Macedonia.

Therefore we introduce our own analytical concept, the Export Capability Model (ECM). 16

The export capability model consists of 7 software export capability dimensions which
are subdivided into several capability factors. These factors have a direct impact on the
international competitiveness and export capability of the Macedonian software indu  s-
try. The capability dimensions and factors can be attributed to the three systemic levels

(macro-, meso-, and micro-level).

Through this appr oach the model reflects the idea that sustainable competitiveness d e-
pends on a complex system of interconnected capabilities and factors and can only be
achieved if all relevant stakeholders on the different systemic levels coordinate their a c-
tivities and collaborate towards a common vision and goal.

The following table describes the export capability model with its capability dimensions
and factors according to the corresponding systemic levels.

Table2: The Software Export Capablity Model:

Systemic Level

Capability .
. . Capability Factors .
Dimensions P y Macro- Meso- Micro -
level level level
Strategy X
Institutions X
State
Institutions
Investment X
Support programmes X
Energy supply X
ICT .
Telecommunications X
Infrastructure
Internet X
Export market X
Demand
Domestic market X X

%®The Export Capability Model (ECM) draws on the Software Export Success Model (SESM) delve
oped by Heeks and Nicholson (2004).
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Systemic Level
Capability .
- . Capability Factors .
Dimensions P y Macro- Meso- Micro -
level level level

Number of companies X
Average size of X
companies

Structural Structure X

characteristics of

the industry Wages X
Organization level and "
associations
Cluster X
Management skills X
Export skills & references X

Company

capabilities Technology skills X
Quality management, «
processes and standards
Education and human «
resources

Academia & Continuous education & «

support training

institutions
Research & development X
Capital & financing X
Image & branding X X X
Offshore/Nearshore
factors (geography, X

International language, culture)

linkage &

branding Intellectual property (IP) X X
Linkages & networks X X
Diaspora X

Source: Own design

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services IndustFy 25



CHAPTER3

Analysis

Before presenting and discussing the results of the analysis of the export capability of
the Macedonian software industry, we will provide a brief overview of the macroec o-
nomic situation of Macedonia since this constitutes the intern al framework for the
Macedonian software industry.

The figures and statistical data for the following description of the macroeconomic
situation in Macedonia were taken from the World Bank ‘’and the State Statistical Office

of the Republic of Macedonia'®

Following the political and ethnic conflict in 2001 and its aftermath, Macedonia a d-

vanced comparatively well in establishing a stable, functioning market economy. With a

gross national income per capita (GNI) of around US$ 4,120 the country belongs to the

groupofsocal | ed transformation countries. Macedoniazs main eco
goal is the accession to the EU and the integration into the European market. In 2005

Macedonia received EUcandidate country status. Despite a period of accelerating eco-

nomic growth supported by reforms and prudent macroeconomic policies, the country

faces substantial structural problems, including one of the largest current account def i-

cits in the region and an unemployment rate of 35% (2007). Furthermore, absolute

poverty continues to affect around one fifth of the population and is expected to grow.

Macedoniatxs | andlocked position, the small size of its pop!l
habitants and a relatively high degree of openness (foreign trade in goods and services

account for ca. 130% of GDP), make the country highly dependent on external economic

developments. Therefore the country is highly vulnerable to external shocks.

The global financial and economic crisis is severely affecting Macedonia and aggravat-

ingthe problems resulting from the | arge external trade i mbal
account deficit deteriorated sharply from 7.5% of GDP in 2007 to 12.7% of GDP in 2008.

Stronger foreign direct investment (FDI) inflows helped to cover the deficits in 2008.

However, there is a high probability that due to the economic crisis FDI will slow down

and the current account deficit will further deteriorate. Looking at the macroeconomic

situation it becomes obvious that export promotion and international trade are of

paramount importance for Macedonia.

In the following section we will summarize and discuss the results of the internal anal y-
sis of the Macedonian software industry according to the software export capability
model. The detailed results of the analysis areincluded in Appendix B. For the analysis of
the export capability of the Macedonian software industry, all available publications

and reports on the Macedonian software industry were reviewed and 18 qualitative i n-
terviews were conducted with representativ es of the following institutions and
organizations in Macedonia:

The World Bank: http:/Awww.worldbank.org.mk
Bstate Statistical Office of the Republic of Macedonia:
http://www.stat.gov.mk/english/glavna_eng.asp
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Table 3: Interview partners

Ministry of Economy NextSense Ltd
Ministry of Information Society Seavus DOOEL

Swiss Import Promotion Programme

Ministry of Education and Science (SIPPO) Representative Office in
Macedonia

Ministry of Transport and German Agency for Technical Cooperation

Communications (GT2)

. USAID Macedonia Competitiveness
Agency for Foreign Investments

Programme
Agency for Promotion of USAID Macedonia Business Environment
Entrepreneurship (APPRM) Programme
Macedonian ICT Chamber of YES Foundation¥sYouth Entrepreneurial
Commerce (MASIT) Service

Faculty of Electrical Engineering and
Information Technologies, Saints Cyril and
Methodius University Skopje

Centre for the Promotion of Imports
from Developing Countries (CBI)

GORD Systems Services

Structured interviews were conducted with the above -mentioned institutions and o r-
ganizations using a questionnaire with open questions. The questionnaire is en closed in
Appendix A.

The results of the analysis of the export capability of the Macedonian software industry
will be summarized in the following section, according to the 7 capability dimensions
mentioned above.

Unlike many Western European countries, Macedonia does neither have a sectoral de-
velopment strategy for its software industry, nor a specific export promotion strategy.
The practical examples of India and Ireland clearly show the importance of national

strategies and policies for establishing export -oriented software industries.

However, the Macedonian Ministry of Economy has developed an overall development
strategy for its national economy and has identified the IT industry as a high priority
sector. Furthermore, the existence of a Ministry of Information Society stresses the i m-
portance which the Macedonian government attributes to the IT industry. Another
important institution involved in the software industry is the Ministry of Transport and
Communications which is responsib le for the ICT infrastructure. In comparison to many
other transformation countries, the Macedonian government has heavily invested into
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information technology, particularly through the implementation of projects inthea  r-
eas of einfrastructure, e -governm ent, e-business, ehealth, and e-education.

Concerning export promotion programmes for the software industry, government su p-
port is limited to sporadically subsidizing participation at international trade fairs. In
addition to that, international donor or ganizations such as USAID and GTZ are suppa¥
ing export activities of Macedonian software companies through trainings, match -
making activities and the provision of consulting services. It is evident that although
there are some sporadic activities by public institutions to promote software exports, all
the exiting export promotion efforts lack coordination as well as a systematic and str a-
tegic approach.

Overall one can say that the ICT infrastructure is comparatively well developed in M a-
cedonia. Energy supply is reliable and affordable. The telecommunication infrastructure
is consistent with Western European standards. Macedonia has a 100% digital network,
three mobile operators, two fixed phone operators and several VolP service providers. In
terms of internet connectivity, the country is among the leading nations in Eastern
Europe. There are 8 internet providers in Macedonia and the country has complete cov-

erage with WLAN connection. Internet access prices are internationally competitiv e.

The size of the Macedonian IT market was estimated at US$ 164 million in 2007 based on

aggregate company revenue. It is estimated that the countr )
an average annual rate of 8% in the period between 2008 and 2012, whenit should reach

a value of US$ 214 million’® Despite this dynamic growth rate, the size of the Maced o-

nian IT market is too small to provide a substantial base from which to develop the

software industry and to launch into exports. Furthermore, like in many other transfo r-

mation countries, Macedonia*xs domestic market potential 1is
disposable incomes, low investment and the state of underdevelopment in terms of IT

applications in many industries.

As a matter of fact, the role of domesti ¢ demand for a nationts software export i
is a controversial issue in academic literature. While some researchers® stress their im-

portance as a base to develop relevant skills and innovative products, other authors 2

even argue that by crowding out international demand, it may even act as a hindrance

for national software sector success. In our software export capability model we hold

the view that for transformation countries with very small and underdeveloped dome  s-

tic markets like Macedonia, export markets are the main drivers for growth,

development and innovation within the software industry.

*International Data Corporation (IDC) (2008).
2 E g. Heeks (1999): 17.
?'3aleh etal. (2004): 48.
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Concerning the role of the export demand for the Macedonian software industry, one
can state that there is generally a high market potential in Western Euro pean markets,
particularly due to the growing demand for offshoring software development services.
Due to their traditional nearshore -orientation, the German -speaking export markets
could provide an interesting market for Macedonian software companies.

The Macedonian software industry is characterized by its small size and a very limited
number of companies in comparison to the software industries of its neighbouring

countries such as Bulgaria or Serbia. Accordig to the Macedonian ICT Chamber of
Commerce (MASIT) there are 420 companies active in the IT industry with a total of

1,885 employees. Out of these 420 companies, only 48 companies are active in the area of
software products or software -related services.According to estimates by MASIT, the
average size of Macedonian software companies ranges between 10- 20 employees per
company.

As a matter of fact, the size and level of concentration is an important factor for sof t-
ware exports in order to establish com panies that are large enough to gain international
reputation and to generate economies of scale.

Against this backdrop, one can state that its small and medium sized structure and the
low level of concentration are a disadvantage for the internationalizat ion of the Mace-
donian software industry. In addition to that, the small size of the companies also
correlates with a lack of resources needed for the successful penetration of export mar-
kets.

Interviews with relevant stakeholders of the Macedonian softwar e industry revealed a
low level of specialization and differentiation among the companies in terms of tec h-
nologies, target industries (vertical specialization) and specific functional areas
(horizontal specialization). A very limited degree of specializati on is noticeable among
companies in the following vertical industries: automotive, financial services, and
health. Besides, most Macedonian software firms follow essentially imitative strategies
rather than strategies of innovation or differentiation. Ther efore one can conclude that
this lack of specialization and different iation is likely to constitute a structural obstacle
to exporting. According to the Ministry of Economy and MASIT, the average gross
mont hly salary in the Macedonian | T inmdustry is 550, whi
petitive wage structure, particularly in comparison to wages of IT professionals in
Western Europe.

Furthermore, associations and clusters play an important role not only for the rapid i n-
terchange of information and knowledge but also as a platform to pool resources and
capabilities to promot e a software industry in export markets. In fact, practical examples
from Bulgaria (BASSCOM) and Russia (RUSSOFT) support this argument, as thesetsof
ware clusters have proven to be an effective tool for export marketing and branding.
With reference to Macedonia one can say that with MASIT, the Macedonian IT and
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software industry is comparatively well organized. MASIT has more than 80 members,
encompassing al most alll of Macedoniazs |
MASIT is organized in the form of an association and has 4 fulltime staff. However, it
deserves mentioning that the capabilities of MASIT in terms of export promotion are
limited to the sporadic organization of participations at international trade fairs. Clu  s-
ters, which in some of the neighbouring countries (e.g. Bulgaria and Serbia) have proven
to be effective tools for software export promotion, do not exist in Macedonia at the cu r-
rent stage.

The capability di mension 2company manageraenti
skills, export experience and references, technology skills, quality management, proc-
esses and standards. In terms of management skills, one can state that management
experience within the firms is comparatively high, as most of the software co mpanies
were founded in the mid 1990s. This represents a relatively high level of maturity and
stability according to the standards of the highly dynamic software industry. Butin se  v-
eral management areas being crucial for export success including internat ional
marketing, business development, international project management and HR develo p-
ment, most Macedonian companies have deficits. Export experience among
Macedonian software companies is mostly limited to business activities within the Ba |-
kans region. Only few companies have clients in Western European countries or in the
US. The existing export references can be rather attributed to informal contacts or coin-
cidence rather than well -planned, structured export activities.

According to the Ministry of Eco nomy and the Ministry of Education and Science, the
technical skills and expertise of Macedonian IT specialists are a key competitive advan-
tage of the industry. The high level of technical skills among Macedonian software
companies can be largely attributed t o t he country+s tradst
tem, particularly in the areas of engineering and natural sciences (see capability

eadi

t

ng

es3s

onal |

di mension 2academia and support institutions3).

Macedonian software companies with a university degree and the large number of cer-
tified IT professionals (e.g. Microsoft certification) support this argument. However, it is
also important to note that Macedonian software companies are strongly focused on
proprietary technologies (e.g. Microsoft technologies), thus missing capabilities in other
relevant areas such as open source software. In addition to that, the industry is slow in
adopting new technologies and industry trends which can also be attributed to the

small size of the companies and their limited resources.

It is worth pointing out that with the support of donor organizations such as GTZ and
USAID Macedonian software companies have started to invest substantial resources

and efforts in quality management according to internationa | standards such as ISO and

GOPACONSULTANTS

software anc

encompasses:s

strong edu

The high pe

Export Promotion Strategy for the Macedonian Software and IT Services Industh 30



CHAPTER3

Analysis

CMMI / ITMark %% Within the regional -wide ORFproject of GTZ for the certification of
software companies according to ITMark, the five top -ranked companies were from M a-
cedonia.

One of the most important factors determining the export capability as well as the i n-
ternational competitiveness of a software industry is human resources. The software
export success of India, Israel and Ireland can be largely attributed to a strong national
emphasis on advanced technical education. There are three relevant dimensions con-
cerning human resources in the software industry: size, skills and labour costs. The size

as well as the skills and capabilitiesm-of a countryzxs humar

dustry are a function of two determinants which are the education system (univers ities)
and the system of continuous education and training. As already mentioned, the Mac e-
donian higher education system has been traditionally strong in IT -related subjects and
natural sciences. Thanks to substantial public investments into the education sy stem,
the number of ICT graduates almost doubled in the period 2003 %2008 to 800 per year.

At the same time, Macedoniazs uni veatsnati es managed to provi

Western European standards, and to fully implement the Bologna process. The opening
of an additional university in Skopje specialized in IT education is planned for 2010.
However, one has to mention that in contrast to other software exporting countries,

Macedoni axs | T | abour force is very smaitsitesand it will be very

to further increase the output. While Macedoniazxs higher
tant source for competitive advantages, its system for continuous education and

train ing reveals substantial deficits. In general, there are only very few facilities provi d-
ing specialized trainings on specific technical or management topics which are relevant

for exporting. The few training programs available focus on proprietary technolog ies in
the area of application software.

Research and development in the Macedonian software industry is very limited and
characterized by weak cooperation between the private sector and universities.

Although Macedonia has a functioning banking system, access to capital is difficult for
software companies, due to very strict requirements concerning collateral. The finan c-
ing situation is further aggravated by the absence of venture capital and public
financing schemes such as loans or grants.

A countryzxs international reputation amd branding plays
ware services. A case in point is India which has successfully positioned itself as the

|l eading 2brand?® for of f sidiamndiwellgknosve outedurcilgs . Contrary to |
destinations like Bulgaria or Romania, Macedonia is virtually unknown in Western

2 |TMark is a quality certification targeted at improving software development processes with
small and medium sized companies. This certification is based on the Capability Maturity Model
Integration (CMMI) and has been developed by the European Software Institute (ESI).
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Europe and the US as an offshore/nearshore destination for software development. In
addition to that, Macedonia is still often associated with political problems resulting
from the ethnical conflict in 2001 and the continuous struggle with Greece over its
name, which negatively affects its international reputation. In terms of nearshore fa c-
tors, Macedonia scores comparatively high. The country is located closely to Western
European markets and has a European culture. English language skills within the Mace-
donian software industry are good and in addition to that many Macedonian IT experts
speak several other European languages.

Another important factor is the legal framework and the protection of intellectual pro p-
erty (IP) rights. The protection of intellectual property rights is a conditio n sine qua non
for establishing an international reputation and brand for software industries from
transforma tion countries as well as for becoming a trustworthy business partner for of f-
shoring. Macedoniazxzs | egislation has alr
country has ratified and adopted all laws and regulations concerning the protection of
intellectual property rights. Despite the fact
considerably lower than the average rate of transformation countries, the enforcement

of IP laws still needs to be improved.”

MASIT has established some contacts with IT associ@ions in Western Europe as e.g. with
the German IT association BITKOM. Yet, the Macedonia software industry lacks interna-
tional linkages and networks which could help to promote and market the industry
abroad.

Another important source of international lin  kages is foreign direct investment by mu I-
tinational corporations. When local companies work for IT multinationals they often
become part of their international supply chain and export opportunities emerge from
this kind of collaboration. In academic litera ture this effect is described as intermediated
mode of internationalization. 2*In the case of Macedonia, substantial investments by in-
ternational corporations such as Johnson Controls have been made in recent years,
which could provide intermediate export o pportunities for the Macedonian software
industry.

The examples of Bulgaria, Romania, Israel and India show the importance of using the
diaspora for establishing business contacts abroad and translating these contacts into
software exports. The Macedonian diaspora is concentrated in the US, in Canada and in
Germany and could become an important factor in supporting Macedonian software
exports.

3.1.2Survey Results

In addition to the above -mentioned qualitative research in the framework of the export
capability an alysis, a survey was conducted among Macedonian software companies.

ZBusiness Software Alliance (BSA)Fifth Annual BSA and IDC Global Software Piracy Study (2007):
http://global.bsa.org/idcglobalstudy2007/studies/2007_global_piracy_study.pdf
*Terjesen et al. (2008): 91.
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The main goal of this survey was to gather more detailed information on export -
relevant topics on the company level (micro -level) of the Macedonian software industry.
This was particularly important in view of the paucity of statistical data and inform  a-
tion on the Macedonian software industry. Furthermore, the survey is also intended to
serve as a crosscheck for microeconomic aspects (e.g. structural characteristics of the
industry) which were examined within the export capability analysis.

For the purpose of this survey a special questionnaire was developed consisting of
closed as well as open questions. Several preaests with selected companies were con-
ducted in order to further improve t he questionnaire and to develop a final version. The
guestions cover structural and export -relevant topics and are structured in four main

sections:
1 general questions concerning the company;
2 questions concerning the technical profile of the company;
3 export-related questions;
4 additional questions concerning the company.

Within the questionnaire a differentiation was made between software companies a |-
ready exporting and non -exporting companies. The questionnaire is enclosed in
Appendix C.

The survey was conducted online by using a specialized web-based survey system called
QuestionPro®. For this purpose the questionnaire was programmed in HTML. Altogether
48 Macedonian software companies were identified within MASIT which represented

the population. All 48 companies were contacted and received a link to the online que s-
tionnaire. Typically the recipients within the companies were senior managers or CEOs.
Out of the 48 companies contacted, 33 companies answered the questionnaire. This
represents a reply rate of 68.75%. In general, a sample of 33 companies does not allow
drawing statistically relevant conclusions as this would require a minimum sample size
of 100. Nevertheless, we argue that in view of a total population of only 48 companies
and a comparatively hi gh reply rate of 68.75% it is possible to draw some useful conal-
sions concerning export-oriented aspects of the Macedonian software industry,

although these conclusions are not statistically significant. Due to the small size of the
total population and t he sample we will confine ourselves to the area of descriptive st a-
tistics by describing the observed data using graphics, tables and indicators. Below we
will summarize and discuss the key results of the survey according to the four se ctions
of the questionnaire. For the complete results of the survey please refer to Appendix C.

Looking at the year of establishment of the companies which participated in the survey
reveals that Macedonian software enterprises are com paratively mature and exper i-
enced in view of the fact that software is a relatively young industry. Most companies

Z\www.question pro.com.
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were already founded in the early 1990s and the average age of the software enterprises
is 12 years while the oldest company is 20 years old.

In terms of number of employees and annual turnover, the survey results confirmed the
structural problem of small size and lack of resources already indicated in the qualitative
analysis of the software export capability model (see chapter 3.1.2). The aveage nhumber
of employees for the companies surveyed is 34.5 (arithmetic mean). However, this num-
ber is somehow misleading since this figure is distorted due to three major Macedonian
companies employing together 520 people. This can be further illustrated by looking at
the median, the mode and the standard deviation. While the median for this data set is
18, the mode is 15 and the standard deviation is 53.9. Furthermore, the data show a pos
tive skewness of 4.1 and a kurtosis of 19.2 which indicates a lepikurtic distribution,
where the data is concentrated around the mean of 34.5 employees and there are -
treme values above the mean. These extreme values can be ascribed to the 3 largscale
companies with each of them employing more than 100 people. The data range is 296
with a minimum of 4 and a maximum of 300. Based on these measures one can state
that there are relatively strong deviations from the mean and a substantial number of
companies employ considerably less people than the mean of 34.5. If one laves out the
extreme value of the three major companies, the average number of employees per
company drops to 20.6. According to estimates by MASIT, the average size of Maced-
nian software companies ranges between 10 - 20 employees per company.26 In
comparison to international standards, the average company size identified within the
survey is very small and makes exporting a difficult task for Macedonian companies.

I n addition to that, an average annual turnover of 1.2 mi

suggests that companies have only very limited financial resources for exporting which

typically requires substantial financial resources. Concerning the annual turnover, the

range of 3.51 million is very broad eoith a maximum of :
190, 000. However, the data for the anmnhual turnover of t he

preted with caution since only 13 companies have answered this question, thus limiting

the statistical significance of the results. a

According to the survey results, the most important target sectors for Macedonian sof t-
ware exports include financial services and insurance industry, education, the public
sector and telecommunications. Yet, there is no clear sectoral (vertical) specialization of
Macedonian software expor ts discernable. Concerning the horizontal or functional e x-
port markets of Macedonian software companies, one can state that although there
seems to be a certain concentration on web applications, ERP applications and content
management systems (CMS), the ompanies cover a very broad range of horizontal ar-
eas without revealing any kind of clear export profile or focus. The following chart
shows the top ten horizontal export markets covered by the software companies which
participated in the survey.

% MASIT: www.masit.org.mk.
?"Due to cultural as well as legal reasons this question could only be included in the questionnaire
on an optional basis.
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Figure 7: Top ten horizontal export markets of Macedonian software companies (in
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Figure 8: Programming languages and development tools used by Macedonian software

companies (in % of companies)
Source: results of company survey.

It can be seen from the chart that almost 80% of the companies participating in the su r-
vey use Java or .NETAIl in all, this profile reveals a very broad coverage of programming
languages by Macedonian companies, also including some outdated programming la n-

guages such as Assembler and Cobol.

More than 60% of the companies which participated in the survey use MS SQL server
and Oracle database technologies and more than 50% use Access, SQL and mySQL.
Again, the focus of the companies is on proprietary technologies such as Microsoft and
Oracle.

The survey showed that the technology profile of the Macedonian soft ware companies
is characterized by a low level of specialization and differentiation. Companies cover a
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broad range of technologies which are mostly generic, proprietary technologies. Impo r-
tant niche technologies such as AJAX or ABAP (SAP) are not coveretoreover, the
profile indicates only limited capabilities in the area of open source technologies which
stands in a sharp contrast to the general trend towards open source in international
markets. These results are in line with the findings of the qualit ative analysis of the ex-
port capability of the Macedonian software industry.

The last question within this section of the questionnaire is concerned with quality ce r-
tification. According to the results of the survey, 55% of the companies are certified with
the majority of them being certified according to ISO standards. Only one company was
certified according to CMMI / ITMark.

The first question within this context was whether the companies have international
clients in Macedonia. Interestingly, 75% of the firms already work with international cl i-
ents in Macedonia. Therefore, it can be concluded that there is substantial potential for
intermediate internationalization, where companies can use existing business co ntacts
to internati onal customers in the domestic market for export activities. 2 According to
the results of the survey, 76% of the companies already conduct export activities. The
average export experience of the firms is 6 years and 2 months, which suggests that Ma-
cedonian software companies have started export activities later than their compet itors
in Romania or Bulgaria, who started to provide offshoring services in the late 1990s.
Most probably this delay in exporting can be largely attributed to the political and ec o-
nomic problems in the aftermath of the collapse of Yugoslavia.

In 2008, exports accounted for 41% of the turnover of the companies surveyed. Although
this figure indicates substantial export activities, it is rather low in comparison to other
software exporting nations in the region like for instance Bulgaria, where the average
export rate of software companies is around 85%.2° Exports of the companies consist
mostly of software / I T services which account for 46%
turnover follo wed by software products (34%), IT hardware (17%) and telecommunia-
tions (3%). The relatively high proportion of software product exports stands in contrast
to the pattern found in most software exporting transformation countries which typ  i-
cally focus almost exclusively on exporting software services (offshoring). The high
proportion of software product exports can be explained to a large extent by the fact

that 51% of the exports go to regional markets on the Balkans, such as Albania, Croatia,
and Kosovo.These markets are less mature and competitive and thus much easier to
penetrate by Macedonian companies with software products. In addition to that cu |-
tural and language barriers are much lower in these countries, geographic distance is

less and Macedonian companies can draw on existing business contacts and networks.

%8 Concerning th e topic of intermediate d internationalization please refer to chapter 4.4.
# BASSCOM: www.basscom.org.
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This pattern is in line with academic research which suggests that particularly SMEs
from the software industry prefer to enter first into countries with a low psychic and
geographic distance before expanding into countries with greater distance and co m-
plexity. This export pattern is related to the notion that software products usually
require intensive liaison with clients to install the software and provide after -sales se-
vices. In addition to that, it is less expensive for SMEs to operate in nearby countries
than in mature software markets with a greater geographic distance. % Overall, one
needs to put the export activities of Macedonian software companies into perspective
because they are toa large extent focused on less mature, regional markets. This finding
is in line with the results of the export capability analysis which also indicated a focus of
Macedonian software exports on the Balkan markets while the industry has only li m-
ited experiences with exporting to mature IT markets in Western Europe and the US.

Looking at the export markets of Macedonian software companies other than the r e-

gional one reveals substantial export activities in the German market, which accounted

for6.5% ofthec ompani es+ total export turnover in 2008 and is expe
in 2009. Together with Austria and Switzerland, the German speaking market (DACH)

accounted for 14.5% of companiesz totam export turnover t ht
portant export d estination for Macedonian software firms.

As the subsequent chart indicates, the importance of the German market is also re-
flected in the evaluation of potential export markets by Macedonian companies already
exporting.

¥ Ojala and Tyrvainen (2007): 127.
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Figure 9: Evaluation of potential export markets by Macedonian companies (exporters)

Source: results of company survey.

After the regional market (Balkan countries) the companies evaluate Germany as the

second most important export market followed by Central and Ea stern Europe and

North America (USA, Canada). As the following chart shows, also the nonexporting

firms assess Germany as an important potential export market, although in general

they seem to be much more sceptical about geographically and culturally mor e distant

markets than the exporting companies.
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Figure 10: Evaluation of potential export markets by Macedonian companies (non -
exporters)

Source: results of company survey.

As indicated by the chart, Germany comes third in terms of export potential after the

regional markets and Central and Eastern Europe. When comparing the evaluation of

potential export markets by exporting companies with the evaluation by the non -

exporting companies, it becomes obvious that the latter tend to attribute greater impo r-

tance to regional and geographically close markets and
Western European target markets than the Macedonian firms which already export.

This could be partly explained by the previously mentioned pattern t hat SMEs from the

software industry often favour countries with a low geographic and cultural distance,

particularly when they are inexperienced with exporting or when they are in the early

stage of the internationalization process.

When asked about their motives and goals for exporting, companies answered that their
most important goals were to open up new markets and market potentials, to improve
their competitiveness and to gain international experience.
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Furthermore, companies were also asked which generic strategy they apply in export
markets. Of the exporting companies 56% follow a differentiation strategy, 24% a focus
strategy and 20% a cost leadership strategy. Among the nonrexporting firms, the majo r-
ity would apply a focus strategy (57%) followed by differentiation (29%) and cost
leadership strategy (14%). These results confirm that the Macedonian software compa-
nies are well aware of their structural problems in terms of company size, resource
limitations and comparatively high costs and therefore se e differentiation or focus as
the most appropriate strategic option.

Concerning the distribution channels used by Macedonian companies for their export
activities, the survey revealed that the great majority of the firms conduct direct exports
followed by exporting through distribution partners. Using representative offices or

joint ventures in the target markets plays only a minor role for their export activities.

This market entry and distribution pattern can be mostly explained by the fact that M a-
cedonian software companies lack sufficient export know -how, experience and
resources in order to establish their own presence in target markets.

In terms of the initial contact with export clients, the results of the survey showed that
the companies mostly rely on personal contacts, recommendations of clients and con-
tacts on trade fairs. This pattern reveals an unstructured and rather uncoordinated

approach to exporting and export promotion.

A key question within the questionnaire was the question concerning the obstacles to
exporting. The following chart displays the different export obstacles and how they

were rated by the companies.
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Figure 11 Export obstacles
Source: results of company survey.

As it can be seen from the above chart,the firms rated lack of international branding of
the Macedonian software industry as the biggest export obstacle. Other major obstacles
to exporting include finding the right business partner, lack of awareness among foreign
companies, lack of business catacts, visa requirements % lack of government support
for exporting, and lack of suitable information on export markets. Some of the obstacles,
such as lack of business contacts, can be attributed to a lack of international linkage and
networks as already indicated in the export capability analysis.

The last point within this section of the questionnaire was an open question related to
what measures the companies would recommend in order to promote Macedonian
software exports.

The recommendations of the companies can be subsumed under five major categories:
promotion of international branding and positioning of the Macedonian softwarei n-

*lyisa requirements for travelling to EU member countries have been relaxed in the meantime, e f-
fective from December 19" 2009.
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dustry, development of an export strategy and action plan, support for participation in
international trade fairs and matc h-making events, establishment of representative
structures in target markets, training and consulting of companies in export -related top-
ics, such as export marketing, business development as well as relevant technologies.

An important question stated within this final section of the questionnaire was on the

average rate per hour Macedonian companies typically charge their export clients for

software services (offshoring). According to the results of the survey, the average rate

per hour is 41. This comparatively high average rate is 1
bet we e #100, st@t€d by three companies. When taking out these extreme values,

the average rate drops t o -day. 2lthoughetheselawenage or 232 per persort
rates are still considerably lower than in Western European countries %, they are higher

than the rates in several other software exporting transformation countries. **Thus, this

fact needs to be taken into account when developing the exp ort promotion strategy for

the Macedonian software industry.

With regards to the foreign language skills, the results of the survey indicate that 100%
of the companies have English language skills. Furthermore, 27% of the companies also
have German speaking staff and 12% are able to provide experts with French language
skills. While English language skills are a basic requirement for exporting software, the
relatively high percentage of companies with German speaking staff represents a co m-
petitive advantag e in terms of providing offshoring services to German -speaking export
markets.

3.2 External Analysis

The second part of the analysis comprises the assessment of relevant export markets for
the Macedonian software industry. The goal of this external analysis is to provide in-
formation on the size, structure and trends of potential export markets and to identify
customer requirements as well as key success factors. This information is essential for
achieving the strategic fit between capabilities and customer de mand which is the basis
for developing an effective export promotion strategy for the Macedonian software i n-
dustry. The external analysis will include an assessment of market structures and

trends, customers, competitors and key success factors.

The external analysis will be restricted to the German market, since Germany represents
the primary target market of this export promotion strategy. At a later stage market
analysis of other strategic export markets such as the US, the UK and France should be

% pccording to the online platform for IT projects GULP, the average rates per hour for IT-experts in

Ger many in August 2008 were 71. For further information see: ww
®For further information on the rates of other software exporting countries see the competitive

analysis in chapter 3.2.2.
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conducted in order to fine -tune the export promotion measures and to define additional

activities.
3.2.1Market Structure and Trends

Within Europe, Germany is the most important export market for Macedonian software

companies, due to its size, demand structure and geographical proximity. With a total

mar ket value of 66.5 billion in 2008rand a projected gr o\
many is the largest IT market in Continental Europe. s geographic and cultural

proximity as well as its traditional preference fo r offshoring to nearby Eastern European

countries (nearshoring), make it a natural target market for Macedonian companies.

Contrary to other potential large -scale export markets like the UK which are already

dominated by I ndian | T cndforofishoring sejviceS s stiiifarny +s  d e ma
from being saturated and the entry barriers for companies from Eastern Europe are

comparatively low. Deutsche Bank Research projects an average annual growth rate for

the German offshoring market of 20% until the yea r 2012%°

Due to the above mentioned reasons, it was decided to focus the external analysis on

the German market. This decision is also supported by the results of the company sur-
vey indicating that Macedonian software companies regard Germany as an imp ortant
export market. The segments of the German IT market which are the most relevant to

Macedonian software exporters are software and IT services®® including outsour c-

ing/offshoring. These segments will be analyzed in the following.

3.2.1.Boftware

With a tota | mar ket val ue of 14.6 billion irm 2008, Germany i s t
ket in Europe, accounting for 25% of the total European (EU 25) software market. After a

slump in 2003, the German software market quickly recovered, showing a steady and

stable growth track since then. In 2008, the software market grew by 5.3% while for

2009 its growth is projected to slow down slightly to 4.9% due to the economic crisis. 87

The following table provides an overview of the value and growth performance of the

German software market.

Table4: Ger man software market by subsegments ( million [/ %)

2006- 2007- 2008-
2006 2007 2008 2009 2007 2008 2009
System
infrastructure 2,585 2,675 2,767 2,841 3,5% 3,4% 2, 7%
software

*EITO (2009): 54.

® Deutsche Bank Research (2008).

®According to the EITO classification (see chapter 1), the term 21
services. Thus the terms IT services and software services are being used interchangeably within
this document.

¥ Figures were taken from EITO 2009.
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2006- 2007- 2008-
2006 2007 2008 2009 2007 2008 2009
Tools 3,145 3,320 3,518 3,722 5,6% 59% 5,8%

Application software 7,432 7,874 8,317 8,749 5,9% 5,6% 5,2%

Software (Total) 13,162 13,870 14,602 15,312 54% 53% 4,9%

Source: EITO 2009

The table shows a stable growth for all of the three subsegments of the software indu s-
try over the last couple of years while growth of system infra structure software is
slowing down due to increasing market saturation.

The two most distinctive characteristics of the German software industry are the strong
presence of SMEs, mostly providing highly specialized software applications for specific
indu stries, and the omnipresence of big international players such as SAP, Microsoft and
Oracle in the area of standard software. The following table lists the leading suppliers of
software (infrastructure software, tools and application software) in Germany, accord-
ing to revenue and market share.

Table5: Top 10 suppliers of software in Germany 2007

Rank Company Revenue 2007 in Market

mi | | i or share
1 Microsoft 1.556 11%
2 SAP 1.386 10%
3 IBM 945 7%
4 '(A)éigl)e (incl. Hyperion and 463 3%
5 Symantec 222 2%
6 Fujitsu Siemens Computers 214 2%
7 Dassault Systems 185 1%
8 Adobe Systems 169 1%
9 HP 164 1%
10 EMC 155 1%

Source: Linedonk (2008).
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The figures from the table show a comparatively high seller concentration with a four -
firm concentration ratio (CR4) of 31%® The table also indicates that the German market
for standard software is highly internat ionalized and dominated by international IT co r-
porations with the exception of SAP.

Concerning the German software market, there are several key trends and characteris-
tics which are relevant for Macedonian software exporters. These trends will be

presented and discussed in the following section: %

e The main growth drivers of the German application software market are enterprise
resource planning (ERP), customer relationship management (CRM), business inteli
gence (Bl) and enterprise content management (ECM)applications.

e The usage of open source software is clearly on the increase in the German market.
In terms of open source software Germany is currently number 4 worldwide.

¢ Due to the increasing application of service oriented architectures (SOA) and modu-
larization there is a trend towards so -called hybrid solutions which combine
standard software applications with individual / custom software.

e Software in the area of SOA is becoming a market of measurable significance and is

likely to continue growing in th e medium and long term.

e SMEs are playing an increasingly important role within the software market because
they have substantial backlog demand and are therefore expected to invest into
software and particularly in the upgrade to next generation ERP packag es.

e Software as a Service (SaaS) models are becoming a relevant trend particularly for
the subsegments CRM and ERP software. This trend is likely to be boosted by the
pressure to reduce costs.

e SAP is dominating the German ERP market. Currently, more than40% of German
companies with more than 100 employees are using SAP applications.

e The CRM subsegment stlows a solid growth and is projected to reach a market value
of 2.16 billion by 2010.

e The mar ket value of Bl software reached 710 million
grow with 9% p.a. until 2012. Demand for Bl software is strongly increasing, which is
also due to new compliance requirements in the aftermath of the financial crisis.

e The importance of Web 2.0 applications (blogs, Wikis, social networks) is increasing

in the German software market.

* The four-firm concentration ratio (CR4) is defined as the market share of the four largest prodic-
ers.
¥ Figures were taken from the following sources : BITKOM, IDC, silicon.de, Cio.de, EITO 2009.
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e The vertical drivers for the software market in 2008 were: health, financial services,
automotive industry and telecommunications.

3.2.1.0T Services

INn2008,t he Ger man | T services market grew by 6.3% reachi

32.7 billion. Thus, Germany is the second largest IT services market in Europe after the
UK.* The table below displays the current figures for the German IT services market and
its performance since 2006.

Table6: Ger man | T services market by subsegments ( mi

2006- 2007- 2008-

2006 2007 2008 2009 .55, 5008 2009

Hardware

: 3,176 3,128 3,073 3,010 -15% -1.8% -2.0%
maintenance

Project services 14,024 14,975 15,977 16,870 6.8% 6.7% 5.6%

Outsourcing

. 11,350 12,675 13,670 14,788 11.7% 7.9% 8.2%
services

IT Services 28,550 30,778 32,720 34,668 7.8% 6.3% 6.0%

Source: EITO 2009.

The table reveals an overall stable growth pattern for the German IT services market
over the last couple of years. However, in the subsegment hardware maintenance, in-
tense competition, falling prices and commoditization have led to a contraction of the
market. Companies being active in this area have started to specialize in specific seg-
ments and niches such as mainframes, mobile devices or ATMs. Furthermore, suppliers
of hardware maintenance services try to drive down costs through standardization and
automation. **

The project services segment has grown steadily although a slight slowdown is expected
to materialize in 2009 which can be attributed to the reduction of IT budgets due to the
economic crisis. Main growth drivers in this segment are projects targeted at optimiz a-
tion and standardization as well as at the migration of ERP systems to next generation
platforms. Other growth drivers are embedded systems, vertical integration and the i n-
troduction of Bl and ECM solutions.

For software exporters from Macedonia, the subsegments outsourcing and to a certain

extent also project services such as IT consulting are the most relevant ones. The above

table showsthat wi t h a tot al mar ket value of 13.6 billi
7.9% outsourcing services are the most important growth driver of the IT services indu s-

“0EITO 2009.
“LEITO 2009.
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try. Since many companies regard outsourcing as an important tool for cost reduction
and impro ving efficiency, this subsegment is likely to be comparatively resilient to the
effects of the economic crisis. Most probably, the subsegment outsourcing might even
experience an anticyclical growth pattern. In addition to that, German companies have
become much more open to outsourcing than their Southern European counterparts and
have reached some level of maturity when leveraging outsourcing services. There are 6
main categories of suppliers in the German outsourcing market including global players,
major regionals (e.g. TSystems), Indian firms (e.g. Wipro, Infosys), secalled captives,
second-tier companies with up to 500 million turnover and some specialist niche pla y-
ers. The secalled captives are a specific feature of the German market. These captive
are IT subsidiaries of large German corporations, which act as independent companies
and outsourcing service providers in the market. * The following chart shows the lea d-
ing outsourcing providers and their market shares.

Siemens IT Solutions
and Senices
7%

EDS

4%
T-Systems Accenture
15% 4%
SAP
S 2%

——____Atos Origin

2%
\CSC

2%

Others
43%

Capgemini
2%

Figure 12 Leading outsourcing suppliers in Germany and their market shares in 2007
Source: Cio.de.

The players shown in the chart are mostly addressing large-scale clients in the German
market from the financial services industry, automotive industry, manufactur ing and
telecommunications. The SME segment is only catered for by small, local service provid-

ers that often have only limited capabilities and resources.

When analyzing the outsourcing market, one has to differentiate between outsourcing
and offshoring/ne arshoring. While outsourcing is a generic term and also includes con-
tracting -out IT services and activities to providers in Germany, offshoring/nearshoring
refers only to the outsourcing of IT services to destinations abroad.* Unfortunately,

“2 A typic al example of such a captive is Lufthansa Systems.
“3For reasms of simplification the term outsourcing will be used synonymously with offshoring
and nearshoring with regards to the export promotion of the Macedonian software industry.
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there are no detailed figures available for the German offshoring market. According to
estimates by BITKOM, the total value of the German offshoring market was ca. 11-2 bi
lion in 2008 and is projected to grow by 20% p.a. until 2012™

In the following section we will present the key trends of the German IT services and
45

outsourcing market which are relevant for Macedonian software exporters:

e Despite structural, regulatory and image concerns among German companies, there
is a growing acceptance of offshore models. In fact, offshoring is becoming an impor-
tant growth driver within the outsourcing segment.

e The economic crisis is likely to further increase demand for offshoring due to grow-
ing cost pressure and decreasing IT budgets.

e Another important factor which is further increasing demand for offshoring is the
shortage of IT specialists in Germany which can be largely attributed to the decreas-
ing number of computer s cience graduates in Germany.

e Demand for offshoring is particularly high in the following areas: application deve |-
opment, maintenance, call centres, customer service, and desktop management.
Offshoring of infrastructure services is still low, but is expecte d to grow.

e Offshoring is becoming an important element of IT service delivery. According to a
survey conducted by the Centre for European Economic Research (ZEW) amongi
ternationally active German IT service providers, 47% of the companies integrated

offshoring elements into their service portfolio. 46

e Standardization of technologies and processes will lead to stronger specialisation
and modularization within the IT services and outsourcing value chain. As a cons e-
quence, big I T servirccee poruotvsioduerrcsi mgi3l Ime2aonuitnsgo ut hat speci f i ¢
tasks will be subcontracted to specialized partners. This creates new market oppor-
tunities for software exporters and offshoring service providers from Macedonia.

¢ In general, German companies show a preference fornearshoring to nearby coun-
tries (Eastern Europe) while language, cultural issues, distance and rising wages limit
offshoring to India.

¢ Indian companies are trying to penetrate the market through acquisitions, the esta b-
lishment of representative offices, as well as through strategic cooperations. In
addition to that, Indian companies have started to develop and market second -

generation outsourcing services.’

“ BITKOM (2008).

“ Figures taken from the following sources: BITKOM, Cio.de, silicon.de, EITO 2009.

46 ZEW (2007): 16.

“"These socalled second generation outsourcing services comprise special services such as training
and IT consulting in addition to the classical offshoring services.
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e While offshoring is still mostly used by large -scale corporations, demand from SMEs
is increasing. In fact, the SME segment in Germany provides a largely untapped mar-
ket potential for offshoring providers.

e There is a trend towards smaller and shorter outsourcing and offshoring projects i n-
stead ofthesoc al | ed-demée géa.

e Vertical growth drivers and hea vy users of outsourcing and offshoring are the fo I-
lowing industries: financial services, telecommunications, automotive, electronics,
and the software industry.

3.2.2Competitive Analysis

As the above mentioned figures and trends show, Germany is a highly attra ctive market
for software exporters. Therefore it does not come as a surprise that companies from
several regions and countries are trying to penetrate the German market. In order to be t-
ter understand the competitive situation and to allow for an adequate strategic
positioning of the Macedonian software industry, a short analysis of existing as well as
potential competitors will be conducted in this section. Since the providers of offshoring
services are usually categorized by their destination, the competi tive analysis will be
conducted by grouping competitors into country groups.

There are several competitors from Asia trying to enter the German market, mostly from
Vietnam, Sri Lanka and China. While these companies are rather new entrants and are
likely to play only a minor role within the German offshoring market, India is already a
well -established competitor and has been active in the market since the late 1990s. De-
spite the fact that to date Indian companies have been far less successful in Germany
than in the US or in the UK, they are still dominating the offshoring market in Germany.
Indian players in the German market are mainly large -scale IT companies such as Tata,
NIIT and Wipro. These companies are mostly focused on major enterprises in Germany
as well as on large-scale projects. On the one hand, Indian companies have established a
reputation for offshoring in the German market by providing comparatively mature of  f-
shoring services at competitive prices. Average rates’ per man-day for a developer are
in the range between 1** In terms of process maturity, Indian companies are
among the top league. In 2006 they accounted for 68% of the 117 SEI CMMI level 5 cért
fied companies worldwide. %0 On the other hand, Indian competitors are struggling in the
German market with difficulties arising from image problems in terms of quality as well
as with problems resulting from the cultural and geographic distance. Another substa n-
tial barrier for Indian software exporters in the German market is their lac k of German
language skills. Besides, Indian companies lack the diaspora in the German market,
which has played a key role in the US and UK market. It also deserves mentianing that

“8 please note: figures on average rates for offshoring services should be reviewed critically since
actual rates often deviate strongly from these rates, depending on staff position, technologies and
project volume.

“9 National Association of Software and Services Companiesof India (NASSCOM) (2008).

% Cusumano (2006): 15.
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sharply rising salary levels within the Indian IT industry as well as the s trengthening of
the Indian Rupee against the Euro are adversely affecting the competitiveness of Indian
companies.

Another important group of competitors are the so -called nearshoring destinations con-
sisting of countries which are geographically close to Germany. These nearshoring
competitors can be subdivided into three country groups.

The first country group consists of Bulgaria, Romania and Serbia. All three countries
have established efficient cooperative structures in the form of clusters or industry asso-
ciations within their software industries. These organizational structures have proven to
be a valuable tool for marketing and positioning their software companies in the Ge r-
man market.

Good technical skills, language capabilities, and investments int o certification and qua I-
ity management have helped the companies from these countries to successfully
position themselves within the market and to build a reputation for offshoring services.
Furthermore, cultural and geographical proximity as well as close bilateral ties in the
education sector turned out to be important supporting factors. Particularly Bulgaria

and Romania were able to make use of their diaspora in Germany in order to establish
business contacts.

The weaknesses of the three countries in terms of exporting to Germany include their
lack of scale51, lack of industry specialization, and the absence of established channels
and representative structures in the market. With an average rate of per
man-day for a programmer, the companies are still able to provide a competitive
cost/performance ratio. But in Bulgaria and Romania wages are sharply increasing since
their accession to the EU in 2007%

The second group are Russia, Belaruand Ukraine. Russian software companies are pre-
sent in the German market through their cluster RUSSOFT which is coordinating most of
the export marketing activities. In addition to that, several bigger Russian companies are
operating in the German market i ndependently, mostly in the financial services indu s-
try as well as in telecommunications. Companies from Belarus and Ukraine are

relatively newcomers in the German market with technical capabilities and structures
very similar to Russian companies. While firms from these three countries have a repu-
tation in Germany for good technical skills, the ability to handle larger -scale projects and
competitive prices of ca. per man-day, they still face substantial image pro b-
lems in the German market. **Mor eover, the greater geographical and cultural distance,
lack of German language skills and deficits in the area of quality management, inhibit
their performance in Germany. However, one of the major weaknesses of Russia is that

*!In all three countries the industry consists almost exclusively of SMEs.

%2 Average rate calculated on information provided by the Bulgarian Software Cluster BASSCOM
(www.basscom.org ), the Serbian Software Cluster www.ssc.rs) andthe Romanian IT Association
ARIES (www.aries.ro).

%% Average rates calculated based on figures provided byUkrainian Hi -Tech Initiative (2008).
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contrary to other large -scalesoftware exporting nations like India, it lacks a national v i-
sion and strategy for promoting its software industry and exports.

The third group encompasses Czech Republic, Slovakia, Poland and Hungary. Companies
from these countries were the first movers into the German market. With the exception
of Comarch from Poland these companies are almost exclusively SMEs. Competitive al-
vantages of these countries include traditionally close cultural and economic ties with
Germany, a substantial number of reference projects with German clients and good
technical skills. However, it is worth mentioning that a general lack of specialization
among companies and the comparatively high level of wages and

have started to erode their competitive position. >* Furthermore, compa-
nies from these countries show a general lack of specialization.

3.2.3Customer Analysis

In the following section, we will analyze the relevant customer segments i n the German
market and their needs and requirements in order to identify the key success factors of
this export market. This is important to determine the optimal strategic positioning for

the Macedonian software industry in terms of differentiation varia  bles.

Taking into account the results of the analysis of the German software and IT services
market, there are five potential target groups or customer segments which are shown in
the following diagram.

% Average rates calculated based on information from the Ukrainian Hi -Tech Initiative (2008) and
the Polish IT Assocation (www.piit.org.pl).
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_ Examples o Examples
i - Aareon AG - IBM Global Business Services
§ - Cenit AG - Accenture GmbH
| - Controlware GmbH - Deutsche Post IT Solutions GmbH
i-DB Systems GmbH - Lufthansa Systems GmbH
! - Fiducia IT AG - Softlab GmbH

i - TDS Informationstechnologie AG - GFT Technologies AG

IT Service Providers IT Consultants
& System Integrators

Product

Target Distri-

) [EGII  bution
i Examples
—

{ Examples
Software —_
- Large companies (MNCs) Vendors - SAP AG
- Medlgm-sued companies (SMEs) - Microsoft Deutschland GmbH
- Banking & Insurance - Oracle Deutschland
- Automotive -PSIAG
- Healthcare - Software AG
- Public Sector - TechniData AG

Offshoring
IT Consultants

| Examples
—

- skilldeal AG

- it-offshoring.de GmbH

- abovo systems GmbH

- AREXERA GmbH

- Enterra Software GmbH

- Software Management GmbH

Figure 13 Qustomer segments and potential target groups on the German ma rket
Source: own design.

When taking into account the results of the internal analysis as well as the specific
characteristics of these potential target groups, it becomes plausible that further se g-
mentation and focusing is needed. On the one hand, largescale software vendors such
as SAP or Software AG as well as FEonsultants, IT-service providers and non-IT clients
often have their own software development and IT service centres, usually located in
low -wage destinations such as India or China® On the other hand, the internal analysis
has revealed that Macedonian software companies have relatively little scale in terms of
number of IT experts and resources. Thus, it becomes clear that within all of the above-
mentioned customer segments, export and marketing activities should be focused on
the SME segment (< 500 employees) of the German market. For larger clients, Maceo-
nian companies will not be able to compete with large -scale, low-cost competitors from
India and Russia.

Another interesting customer segment for the Macedonian software industry are of f-
shoring IT consultants, all of them being small and medium -sized companies. Both, the
offshoring IT consultants as well as general IT consultants should be targeted as cus-
tomers, but also as intermediaries who could help to address non-IT end-clients.
Therefore, these two segments also play an important role as sales channels, particularly
for the initial, indirect market penetration.

**SAP has large development centres in India and Bulgaria while Software AG is operating a sof-
ware lab in Bulgaria.
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In the context of custom er analysis it is also important to mention that contrary to the
US or the UK, where offshoring is being used by many companies, the majority of Ger-
man companies, and in particularly the SMEs, do not have any experience with
offshoring. In addition to that , offshoring in general is a highly complex issue, involving
substantial financial and technical risks. Therefore, transparency and trust play a crucial
role.

According to BITKOM, the main goals of German companies concerning offshoring are
cost reduction, access to resources and technical skills, increasing flexibility and speed,
and concentration on core competences.>® Another important driver for offshoring
among German companies is the shortage of qualified IT professionals.

It is quite difficult to pr ovide detailed figures concerning the expectation of German

companies in terms of cost reduction and prices for offshoring services, since there are

no statistics available. However, an important indicator are the average r at es i n per
hour for German IT freelancers. These figures are available from GULP, which is the most

important online platform for IT projects and freelancers in the German market. > The

following chart shows the corresponding rates for the period 2002 -2008.

74
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70 70
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66 65 —

64
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Figurel4Aver age rates in /' hour for German I T freelancers
Source: GULP.
As it can be seen from the chart, the average rate for a German IT freelancer in 2008 was
71 per hour. Pri ces f oransoftwae bompaniesfprteeer vi ces of Macedoni

German market will have to be set in relation to this benchmark and to the prices of i n-
ternational competitors.

% BITKOM (2005): 10 ff.
¥ GULP(2009): www.gu Ip.de.
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Concerning the technical requirements of German customers, one can state that com-
panies are particularly looking for partners with expertise in the following

programming languages: .Net, C#, C++, Java, HTML, XML. Regarding the programming
languages one can assert that according to the results of the company survey (see cha-
ter 3.1.2) the technical capabilities of Ma@donian software companies seem to corre-
spond largely with the requirements of potential German customers.

There is also a sharply increasing demand among German firms for capabilities in the
area of open source programming which comprises the so-called LAMP-technologies
(Linux, Apache, MySQL, PHP). Another highly sought after skill in the German market is
know -how in SAP applications (modules: FI, BW, CO, SD) as well as in the area of hius
ness intelligence applications (Cognos, Business Objects and Hyperin).58 Besides,
competences in mobile applications (blackberries, smart phones, PocketPCs) and in IT
security are in high demand among German companies,.59 In general, German firms and
particularly the SMEs, place great emphasis on specific industry as well as functional
know -how (e.g. accounting, marketing, etc.) of potential outsourcing service providers.
In this context, specific business process know-how is of particular importance. Fu r-
thermore, knowledge of software development methodologies and sound pro ject
management skills are among the key requirements of German companies. ® Last but
not least, many companies also stress the importance of soft skills like communication
and cross-cultural skills, particularly when it comes to software development projec ts

with offshoring partners. ®*

3.2.4Key Success Factors

Based on the results of the market analysis and customer analysis we will derive the key
success factors needed for developing the export strategy and for successfully position-
ing the Macedonian software in dustry. For the German export market the following key
success factors can be stated:

The results of the market analysis indicate that market segmentation and specialisation
are important success factors in the German market. Therefore, Macedonian software
exporters should try to specialize on specific segments, technologies, industries (vertical

specializations) or functional areas.

Particularly in the SME segment, the combination of technology and business know -
how (2hybrid capabi leasinglyanspdriant.i s becoming incr

The competitive analysis has revealed increasing competition by companies from other
regions and countries. As offshoring services and their quality are usually associated
with specific countries, cr e onforofffhoengidaati onal brand? and

highly important differentiation and success factor.

¥ GULP (2009): www.gulp.de.

% Cio.de (2009): www.cio.de

% Silicon.de (2009): www.silicon.de.
1 BITKOM (2005): 15.

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services Industﬂy 55



CHAPTER3

Analysis

The target groups identified in the market analysis, as well as the limitations of Mac e-
donian companies in terms of scale and resources, require the usage of strategic
partnership s, networks and alliances in order to facilitate market entry.

As German clients show a clear preference for nearshoring, all relevant nearshoring as-
pects such as geographic and cultural proximity as well as language capabilities should
be stressed and us@ for marketing purposes.

Due to the fact that many German clients are still inexperienced with offshoring, service
providers should be able to provide a comprehensive portfolio of services, ranging from
project preparation and requirement specification to implementation, testing and qua |-
ity assurance. In this context, onsite delivery capabilities also become an important
competitive advantage.

Good project management skills are essential as well as international quality standards
(CMMI, ISO 20000, Six Signa, ITIL) and established software development methodolo-
gies.

For larger clients and projects, knowledge of evaluation, selection and purchasing proce-
dures is important. In addition to that, a systematic and professional marketing
approach is needed, including key account and customer relationship management.

As trust plays a crucial role within software development and offshoring, international
references play an important role for export success. Equally important are quality ce r-
tificates and measures to ensure security and data protection.

Finally, competitive and transparent pricing becomes a crucial key success factor in view

of increasing cost pressure and competition in the German offshoring market.
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According to the methodology p resented in chapter 2, we will now turn to the actual
development of the export promotion strategy for the Macedonian software industry.
Based on the results of the internal and external analysis, the strategy will be form u-
lated including vision, goals, th e generic export strategy, the market entry strategy as
well as the strategic measures. The strategy is targeted at tackling the specific export-
related problems and challenges of the Macedonian software industry and is based on
the strategic principles defined in the methodology, including systemic competitiveness,
strategic fit, collaboration, goal orientation as well as adaptability and sustainability.

4.1 Vision

Formulating a joint vision is an important task within strategy development. This holds
true particularly for collaborative development of industry strategies where several
stakeholders are involved. A vision which has been developed within a collaborative
approach and which is shared among the stakeholders creates ownership and identif i-
cation with the strategy and its overall direction. It also plays an important role in
motivating people and as a basis for the formulation of goals and strategies. The exam-
ples of India and Ireland underline the importance of having a national vision for
effectively promoting a software industry and its exports by creating a common unde r-
standing and ensuring institutional support.

Concerning the export promotion strategy for the Macedonian software industry, the

following vision has been defined:

Until the year 2015 Macedonia is among the top 20 destinations in the world for

high -quality outsourcing services.

This vision is supposed to serve as an overall strategic guideline concerning the export
activities of the Macedonian software industry and consequently transl ates into specific
goals, strategies and measures.

4.2 Definition of Goals

Defining joint goals plays a crucial role within export strategy development. The set of
goals determines the general direction the industry will take in terms of exporting as
well as the necessary strategic measures and activities. Furthermore, the goatsetting
process is essential for integrating the relevant stakeholders and for creating a common
foundation and roadmap for collaboration. Thus, goals become the unifying element for
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collaboration among different stakeholders and interest groups on the macro -, meso.,
and micro-level towards a joint target. Clearly defined goals are of paramount impo r-
tance for a common understanding of the impending tasks in export promotion and for
planning and implementing the necessary measures.

Well-defined goals are also an important prerequisite for monitoring and evaluating the

success and effectiveness of a strategy by assessing the degree of goals achievement.

Based on the abovementioned vision , the specific requirements of collaborative strat-

egy development and the results of the internal and external analysis, we defined a

2goal system?® consisting of an over adodls. strategic goal and
The overall strategic goal translates into operational sub -goals, which in turn form the

constituent elements of the goal system. This goal system also reflects the general stra-

tegic objectives such as exportled economic growth and employment promotion, which

were stated in chapter 1.2.

The following goal -system has been defined for the export promotion strategy of the
Macedonian software industry:

Overall Goal:

To establish Macedonia as a well-recognized brand for specialized, high quality outsourcing
services and software products within Europe, based on systemic competitiveness,
company excellence and superior customer value.

Improving export promotion policy

Improving international branding and positioning

Promoting clusters and collaboration

sjeob-qns

Strengthening export capabilities and knowledge

Fostering company excellence and quality

Promoting export-oriented investment

- J

Figure 15 Goal system
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Within the above mentioned goals -system, the main goal is operationalized into 6 sub -
goals. The goatsystem determines the generic export strategy, the market entry stra t-
egy as well as the corresponding strategic measures on the different systemic levels. For
the purpose of monitoring and evaluation, indicators were defined for each of the goals,
which will be presented in chapter 6.

4.3 Generic Export Strategy

A key element of the export promotion strategy for the Macedonian software industry is
the formulation of the generic export strategy. Based on the two main sources of co m-
petitive advantage (cost advantage, differentiation advantage) and the market scope
(broad versus narrow market scope), Porter defined three generic strategies which are
cost leadership, differentiation and focus. °% In view of the intense competition within

the global softwar e industry and the structural challenges of transformation countries
such as Macedonia, identifying the appropriate generic strategy for export promotion
becomes a fundamental issue. Before defining the generic export strategy for the Mace-
donian software i ndustry we will at first present and discuss the three generic strategy
options shown in the following diagram.

Source of Competitive Advantage

Low cost Differentiation

Industry-wide Cost Leadership Differentiation

Specific segment Focus

Figurel6Port er s generic strategies

Source: diagram based on Grant (2008): 219.

A cost leadership drategy involves the provision of a product or service which is comp a-
rable to that of a competitor at a lower cost, based on economies of scale, experience
curve effects and comprehensive cost minimization. Particularly software companies
from India but al so from Vietnam and Russia have at least partly adopted cost leader-
ship strategies. This strategy has worked mostly in the provision of offshoring services
through the use of cheaper labour than that offered by existing export competitors. As
far as software products are concerned, this strategy is much less effective becausea-
bour cost advantages are often eroded by high marketing costs.

%2 porter (1980).
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The key to analyze the possible sources of cost leadership is to identify the key cost dr-
ers of a particular industr y. There are seven key cost drivers including economies of
scale, economies of learning, production technigques, product design, input costs, capa-
ity utilization and residual efficiency. As the software industry is highly labour -
intensive, labour costs are the major cost driver. This goes particularly for the provision
of offshoring services. For those transformation countries whose wage structure permits
to do so, cost leadership is a simple and straightforward option. Therefore one could ar-
gue that companies from transformation countries are more likely to be successful in
the US and Western European markets by pursuing a cost leadership strategy that d-
lows them to leverage cost advantages and which is compatible with customer
perceptions of products from transformation countries.

However, it deserves mentioning that the sustainability and long -term effectiveness of
a cost leadership strategy is highly questionable. The market analysis conducted in
chapter 3 has shown that although competitive costs are im portant, there are several
other key success factors for exporting offshoring services to Germany, such as technical
skills and quality. According to a survey conducted by BITKOM and Deutsche Bank Fe-
search among German companies, low costs ranked below avalability of technical skills
as a selection factor for offshoring service providers.®® Furthermore, traditional offsho r-
ing destinations such as Bulgaria or Romania have shown how sharply increasing

labour costs and changes in exchange rates can quickly erae cost advantages and thus
destroy the effectiveness of such a strategy.>*

Therefore, it can be stated that due to the high volatility of global markets, national
software industries which pursue a pure cost leadership strategy and do not add value
beyond simply being a low -cost offshoring destination, are likely to see their work shift
to lower -cost destinations. The long-term consequence of such a strategy for software
industries from transformation countries is the race to the bottom of the wage scale

with decreasing profit margins and the perils of a low -quality image.

A differentiation strategy is aimed at the broad market and involves the creation of a

product or a service that customers perceive as unique. Porter emphasizes the keyrole of

di fferentiation within strategy: 2Competitive strategy
deliberately choosing a different set® of activities to

The goal of following a differentiation strategy is to build customer loyalty and to create
entry barriers to potential competitors. Due to the loyalty created for a brand, demand is
less price-elastic, leading to higher profit margins.

% Deutsche Bank Research and BITKOM (2005): 19.

% In the second quarter of 2008 total nominal hourly labour costs hav e increased by 21% in Bulgaria
and 23% in Romania in comparison to 2007 according to EUROSTAT:
http://epp.eurostat.ec.europa.eu.

% Porter (1996): 64.
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Products and services which are technically complex and satisfy complex needs offer
much greater scope for differentiation than commaodity products. For the software i n-
dustry the possible sources of differentiation include product and service features,
complementary services (e.g. system analysis and testing), technology, skills of employ-
ees,the quality of software development, procedures and methodologies influencing the
quality of the service or product, vertical (industry specific) and horizontal (functional)
expertise, marketing, branding, and location. Another important source of differe nti a-
tion within the software industry is innovation which involves creating customer value
from novel technologies, products, service offerings or from bundling.

It is important to mention that differentiation is not simply about offering a product or
service which is different, but about understanding the interactions between the co m-
pany and its customers and how these interactions can be designed in order to deliver
additional customer value. Thus differentiation requires analyzing both the organiz a-
tion (supply side) and its customers (demand side). Consequently, effective
differentiation needs to take into account the resources and capabilities of an organiz a-
tion through which it can create customer value as well as the specific needs and
preferences of the target markets and customers.

After companies had faced challenges of quickly rising labour costs and competition

from new entrants, the Indian software industry started to apply elements of a differe n-

tiation strategy in export markets inrecentyears. | ndi a+xs di fferentiation strategy 1is
mainly based on process quality and customer service. This strategic move also explains

the massive investment of Indian software companies into software process improv e-

ment and quality certifications such as CMMI.

Since competition in the software export markets is increasing due to globalization and

new market entrants from Asia and Eastern Europe, differentiation becomes even more
important. Where there is intense competition and the offerings of competitors are i n-
distinguishable, the product or service becomes a commodity and prices are eroding.

But generic differentiation on a broad market scope through quality and stronger onsite
client service seems to be a challenging strategy for small transformation countries such
as Macedonia. Unlike their large-scale Indian competitors, they do not have the critical
mass and resources to invest into expensive quality certifications like CMMI or to esta b-
lish costly representative offices in the target markets in order to deliv er strong

customer services onsite.

The third possible strategic option is the so-called focus or niche strategy where an or-
ganization concentrates on a few selected target markets. A focus strategy can be very
profitable, because a company concentrating on a specific target market or niche ends
up knowing the target customer group so well that it meets their needs better than
other firms that are casually selling to this niche. As a result, the company can charge a
substantial markup over costs because of the added value.
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Within software export markets, companies can specialize and focus along the following
dimensions or niches:

e verticals specialization according to specific industries such as financial services,
telecommunications or health;

e function al niches such as accounting, logistics or marketing;
e technologies (e.g. open source software);
e target groups such as small and medium-sized enterprises (SMES);

e cultural and linguistic niches for regional languages such as German or French and
specific regions (nearshoring).

Several transformation countries and developing countries have adopted a focus stra t-
egy on software export markets. They have identified areas in which competition is less
intensive and in which they have comparative advantages due to t heir national indu s-
try characteristics and domestic input factors and moved into these niches. A case in
point is the Philippines which have successfully concentrated on offshore data entry
services. Focussing on specific niches is as much a first mover aa late entrant strategy,
and can bring about many of the benefits of being first within a market.

In order to succeed as an industry in export markets, software companies need to spe-
cialize in the same specific niches. Through specialization the cluster effects of
information diffusion can be enhanced and national branding efforts can be facilitated.
Two good examples of this approach are Ireland and Israel. While Ireland specialized
into services projects and into niche product markets, Israel focused on specific software
products, particularly in the area of data communication and security.

In view of intensifying competition in software export markets and increasing industr -
alization, fragmentation and differentiation of the software industry, concentra  tion and
specialization becomes even more critical. Those national industries that have not sp e-
cialized are less likely to succeed, since they cannot compete simultaneously on a broad
market scope. This goes particularly for smaller transformation countrie s such as Mae-
donia, which do not have a large domestic market at their disposal and possess only
small-scale resources.

Concerning the generic strategies it is important to mention that Porter views cost lea d-
ership and differentiation as mutually exclusiv e strategies. An organization that

attempts to pursue both is 2stuck in the middle3 resulti

flicting set of organizational arrangements. °® Contrary to that, other researchers view
the simultaneous pursuit of low cost and diff erentiation as a source of new market op-
portunities and a new value proposition. o7 According to them, pursuing both cost
leadership and differentiation can under certain conditions lead to superior perfor m-

% porter (1980). 42.
¢ Chan and Mauborgne (2005).
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ance. Furthermore, several Japanese companies like dyota have successfully combined

cost leadership with high quality and innovation by applying new management tec h-

nigues such as total quality management.

Based on the above considerations and the results of the internal and external analysis,

we propose ageneric export strategy for the Macedonian software industry which could

be described as . This strategy consists af the following corner-

stones:

Focus:

As the Macedonian software industry is comparatively small and very limited i n
terms of scale and resources, concentration on specific niche markets is required.
This should be done according to five dimensions. Firstly, Macedonian exports
should be concentrated on specific target markets where it can make use of its geo-
graphic and cultural proximity as a competitive advantage. According to the results
of the market analysis, the strategy should therefore focus on the German speaking
countries and in particular on Germany. Secondly, Macedonian software companies
need to specialize m specific industry sectors (verticals). The results of the survey
suggest that vertical specialization should include the financial services and insu r-
ance industry, health, and telecommunications. Thirdly, functional specialization
needs to be increased Possible functional areas for specialization include web appl i-
cations, enterprise content management systems and applications for marketing
and customer relationship management. Fourthly, in terms of technology, Maced o-
nian software exporters should focus o n specific technologies which are in high
demand in the target markets such as open source technologies (Linux, Apache,
MySQL, PHP), SAP and Java. Last but not least, there should be a strategic focus on
the small and medium -sized enterprise segment in the target market as this niche
market is characterized by substantial backlog demand and a comparatively low
level of competitive pressure. In addition to that, this target group is in line with the
abilities of Macedonian companies in terms of scale and resources.

The reasons why several niches have been defined is that in general niche strategies
carry the risk that a market niche may dry up or be attacked. That is why a multiple
niche strategy is preferred to a single niche strategy. By developing strengths in
more niches, the Macedonian software industry will increase its chances for a su s-
tainable success in export markets.

Differentiation:

Due to their relative lack of experience in foreign markets and its very limited r e-
source base, generic differentiation on a broad market scope is not a viable option for
the Macedonian software industry. Instead, the strategy should pursue an approach
where differentiation is conducted within the niches defined above (focused diffe r-
entiation) in order to establish bran d reputation and customer loyalty for the
Macedonian software industry. Differentiation of Macedonian software exporters
should be based on its highly-skilled employees, nearshoring aspects and on quality.
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Innovative, integrated offshoring services should be developed, which increase cus-
tomer value and serve as an additional source of differentiation. In order to achieve
effective differentiation and to create customer value, it is essential to understand
the customer and his needs and requirements. The keyto understanding the cu s-
tomer is information. Therefore market intelligence and constant monitoring of
market trends will have to become an important element of the export promotion
strategy, in order to ensure an effective and demand -oriented differentia tion.

¢ Flexibility and responsiveness:
In view of the fact that the software industry is highly dynamic and characterized by
short innovation cycles, flexibility and speed of response are critical to exploit bus i-
ness opportunities. Thus, flexibility and re sponsiveness have the potential to provide
the Macedonian software industry with first mover advantages and the basis for
time -based competition. In fact, the ability of smaller companies to focus and diffe r-
entiate their offerings more effectively and flex ibly could help to at least partly
offset the scale advantage of large competitors like India in export target markets.
Macedonia should therefore pursue a strategic approach of focused differentiation
which flexibly responds to current market changes and trends. This could be
achieved by providing products and services which can be quickly adapted to chang-
ing market conditions, process innovations and new organizational forms such as

innovation networks and clusters.

Responsiveness to the opportunities provided by external market and technology
changes as well as flexibility require detailed information on markets, trends and
customers. Hence the strategy will need to envisage measures in terms of environ-

mental scanning and market intelligence.

e Costefficiency:
Pursuing a cost leadership strategy is not a sustainable option for Macedonia. The
wage level in Macedonia is already comparatively higher than in most East Asian
offshoring destinations and is likely to further increase due to the limitations of its
labour market and the accession to the EU. In addition to that, the volatility of the
software market makes strategies based on low costs a highly risky approach. In fact,
low cost offers a much less secure basis for competitive advantage than differenti a-
tion. Last but not least, a costleadership strategy would have detrimental effects on
Macedoni ats intended i mage and -gbatitpaffshorng as a destination

ing services.

However, the industry needs to make sure that Macedonian software and offshoring
services are associated with an excellent price-performance ratio and cost-efficiency.
This could be supported by investing into the skills of Macedonian IT experts as well
as into methodologies and tools for software process improvement in ord er to in-
crease efficiency. For the purpose of a more rapid and aggressive market penetration
it might be advisable to provide services temporarily at comparatively lower prices

than competitors (penetration strategy).
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This strategy of focused differentiati on is aimed at achieving the overall goal of estab-
lishing Macedonia as a well-recognized brand for specialized, high-quality outsourcing
services and software products. However, it deserves mentioning that this generic stra t-
egy should not remain carved in stone, but needs to be flexibly adapted to changing
technology trends and market conditions.

4.4 Market Entry Strategy

Based on the generic export strategy, we will now turn to the formulation of the market
entry strategy for the Macedonian software industry concerning the German market.
This market entry strategy is intended to serve as a strategic guideline for entering into
other strategic markets in Western Europe as well as in North America.

In order to be able to define the concrete market entry strate gy, there are two central
questions which need to be discussed and answered. Firstly, should the Macedonian
software industry enter the German export market rather with products or services?
Secondly, what are the different strategic options for market ent ry? These two key ques-
tions determine the structure of the following chapter.

A key strategic issue facing every software exporter from transformation countries is
whether to enter the international market with software products or services. Therefore,

one needs to carefully analyze the pros and cons of both strategic alternatives.

Entering a foreign market with a software product is a highly complex and challenging
task. A company which exports software products must proactively identify a market
niche, develop the product, invest substantially into marketing, and provide after -sales
services. Thus, capital as well as management and marketing skills required for export-
ing products are much higher than for exporting services. Additionally, one has to take
into account that competition in software product markets is intense and the risk is co n-
siderably higher than for a service strategy, due to the complexity involved and the

investments required.

On the other hand, a strategy which is based on the export of products captures a higher

value added in the exporting country and provides a greater potential of profitability.

Moreover, software products are still the major drivers for research and development in

software and for generating innovation, while researc h in the area of software services

is negligible. A prominent example of a country which has successfully pursued a pro d-

uct strategy is Israel which has focused on exporting specialized niche products

including communication applications and information se curity products. However, it

deserves mentioning that the success of this strategy has been enabled to a large extent

by availability of venture capital from the US and | srael
markets.
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Probably the most often cited success gory of a software industry which has followed a
market entry strategy based on services is India. Since the early 1990s the country has
successfully positioned itself in several export markets by providing offshoring services.

In general, one can state hat entering a market with software services is easier than
with software products as this type of activity requires less capital investment and the
risk involved is considerably lower. Furthermore, entry barriers are comparatively low
and suppliers usually do not have to establish a distribution network. A disadvantage of
a service-based approach is that the value added is lower than with software products
and that software services provide less potential for R&D and innovation.

When analyzing the potent ial of a service-based market entry, one needs to differentiate

bet ween three different kinds of servites. The first
ware | abour 3 demvion-lve negl shroodr ammi ng activities at the
premises. Many Indian companies have originally started their export activities based

on this model of 2body shopping?®. Secondly, there are
vices?, c o mplevel softwarg dekielogntert services which also require

software designandengi neer i ng capabilities. The tohird category
ject services?®, includes the i mplementation of compl e

encompassing the whole offshoring software project cycle from system analysis to
software development an d testing.68 This kind of service requires high-level technical
skills as well as the capability to manage large-scale projects. Depending on the contrac-
tual arrangement with the client, this category could involve development of

customized software applications, software development in the framework of subco n-
tracting arrangements, or the establishment of offshore software development units as
joint ventures with foreign companies.

Analyzing the export strategies of software exporting developing and transf ormation
countries such as India, Vietnam, Bulgaria and Russia reveals a certain evolutionary pat-
tern which is illustrated in the following chart:

% See the offshoring software development process descrbedin chapter 1.4.
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Software Product
Services
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Software Projects

Software Develop-
ment Services

Software Labour
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Software Products

Software
Services

Figure 17 Sftware export value chain
Source: own design.

Most developing countri es started with low -level data entry services and then gradually
moved up the value chain to software services and partly also to software products. This
process of moving up the value chain implied grading up technical as well as manag e-
rial skills, process maturity and higher value added. In most cases it was also
accompanied by increasing labour costs and competitive pressure, which forced soft-
ware companies as well as national industries to upgrade to the next level.

But this pattern does not apply to al | countries. Although India has moved up the value
chain to more highly -skilled offshoring services and higher software process maturity, it
is unclear whether Indian companies will ever pursue a product software strategy. So
far, product development as well as software research activities are very limited in | n-
dia.

Therefore, it can be stated that depending on the specific capabilities and environmental
conditions of a country, different development patterns might emerge and different
strategies might be adequate. Thus, the two strategic approaches (software products vs.
software services) discussed above may be viewed as alternatives or as different stages
in an evolutionary process.

Taking into account the above consideration we can draw the conclusion t hat Mace-
donia should focus its export promotion and market entry strategy mostly on the
provision of software services.
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A product strategy for export markets like Germany requires an in -depth understanding
of the export market and customer, a complex skil| set and massive investment partic u-
larly into marketing and sales. The survey has shown that the majority of Macedonian
companies have only little experience with exporting and have only very limited r e-
sources in terms of capital and human resources *® Furthermore, important support
elements for a product strategy like venture capital, established distribution networks or
strong R&D capabilities do currently not exist in Macedonia. " Hence, a product strategy
is beyond the capabilities of most Macedonian software companies and would be unr e-
alistic.

Instead, Macedonia should enter the German market based on software services. Within
the software services, Macedonian software companies should focus on providing high -
end, complex software services and software project services (offshoring) which require
excellent technical expertise as well as project management skills. Therefore, companies
will need to develop deep domain expertise and to complement more basic services
such as code writing and testing with high er-level activities such as requirement speci-
fication, design and IT consulting, in order to provide integrated service portfolios. This
concentration on high -end software services / offshoring services would help to reduce
the exposure to the volatility o f the market, because demand for such services is less
price-elastic and the intensity of competition is lower than in other software service
segments. This strategy would also support the branding efforts to position Macedonia
as a provider of high-qualit y offshoring services.

However, in the medium and long term, the Macedonian software industry should not

pursue a 2pured® service strategy but ¢$hould also try to

ware products in export markets. While keeping the focus on serv ices, fostering the
export of software products could help to increase value added and to create a basis for
product related services (e.g. maintenance) and innovation. Thereby, companies might
be able to move gradually up the export value chain to engage in high -level software
services and product development. In general, the market entry strategy should be a dy-
namic process, staying abreast of changes in the German software market, as well as in
the capabilities of the Macedonian software industry.

Taking into account the characteristics of the software industry (see chapter 1) and the
specific structures of the German IT market, there are five potential export market entry
options for Macedonian software companies. These entry options are closely related to
the target groups which have been defined in the framework of the market analysis in
chapter 3. The following diagram illustrates the five different market entry modes for
Macedonian software exporters, arranged according to the required degree of resource
commitment by the companies:

% Seechapter 3.1.2 and Appendix Cthe average number of employees per company s very low and
the averageturnover i n 2008 s 1.2 million
" See results of the export capability model in chapter 2.
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Figure 18 Potential market entry options for the Macedonian software industry
Source: own design.

In the subsequent section we will discuss the different market entry options shown in
the above chart in order to formulate an adequate market entry strategy for the Mac e-
donian software industry. It deserves mentioning that the following explanations as

well as the formulation of the entry strategy will be focused on software services (of f-
shoring). Entering the German market with software products would demand such a
huge investment into marketing and building distribution channels thatitis notarea |-

istic option for Macedonian software companies at the current stage. &

The first option, which often is neglected in many export promotion strategies of tran s-

formation countries, is the so -called intermediated mode of internationalization " This

form of market entry can be defined asrthe channelling
vices through an existing multinational enterprise located in the home market or

abroad.

Research conducted within the software industry in Ireland and India suggest, that for
many small software companies doing business with multinational corporations

(MNCs) in the domestic market was the first step in entering international markets. Sel |-
ing to MNCs in the domestic markets helped local software companies in getting access

™At a later stage, when Macedonian companies have become more mature in terms of size and
capabilities, also market entry strategies based on software products should be formulated. Ho w-
ever, even then, these strategies will have to be focused on specific niche products.
Zlnacademi ¢ | iteratalricenthef dleronw®r ship3 is also often used.
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to export markets through referrals by these MNCs to foreign affiliate companies or to
other clients abroad. In addition to that, strategic linkages with MNCs also provided local
software companies with access to latest technologies and reputation. 73Consequently,
one can conclude that by forming a symbiotic partnership with well -known MNCs small
and medium -sized sdtware companies from developing and transformation countries
can leverage the MNCs assets, scale and networks to enter foreign markets. This allows
them to indirectly access foreign markets without overstretching their resources to
overcome the barriers of international expansion.

For the MNCs, subcontracting to local software companies is also an interesting option
as they get access to skilled labour and specific knowhow which they might need for
the localization of IT products. "

However, this intermed iate market entry mode also has some disadvantages and risks,
including high transaction costs, the threat of rent extraction from multinational ente  r-
prises, and a lack of information on target markets and end -clients (information
asymmetry problems). Furt hermore, there is the danger that small software develo p-
ment companies from transformation countries become completely dependent on the
MNCs and are not able to develop their own export capabilities and expertise.

Concerning Macedonia, it can be stated that in recent years the level of FDI by MNCs n-
creased substantially, creating opportunities for local software companies to engage
into the intermediate form of internationalization. The results from the company survey
have shown that a substantial number o f Macedonian software companies are already
working for international corporations in the domestic market. A good example of i n-
termediate internationalization is the Macedonian software company EinSoft S
successfully entering the French market though workin g for Johnson Controls in Mace-

donia which later on referred them to a French client.

The next two options could be descri baea-d
ware exporters use an intermediary / distributor to enter the market. In practice, these
intermediaries could be specialized offshoring consultants (2) or IT service providers and
IT Consultants (3). The offshoring consultants in Germany typically focus on match -
making between foreign offshoring providers and end -clients in the German market.
Usually, these consultants tend to have a good understanding of the outsourcing market
as well as extensive business contact networks which they can utilize for acquiring new
projects. Concerning the market entry strategy, these consultants could be described as
brokers or agents. They typically work on a commission basis for offshoring providers

from countries such as Macedonia.

The second group of potential intermediaries comprising IT service providers and IT con-
sultants have good access to largescaleend-clients from various industries in the

"Terjesen et al. (2008): 98.

™ For instance, SAP Bulgaria has subcontracted development tasks in Java to severasmall and me-
dium -sized software companies in Bulgaria.

®See:http://www.ein  -sof.net.mk.
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German market. With some of the large service providers such as DB Systems, IBM or
Accenture it might be rather difficult to enter into direct partnerships, since some of
these players have their own offshore centres abroad. However, the medium-sized IT
service providers and IT consultants could serve as valuable intermediaries and mult i-
pliers within the market. The trend towards integrating offshoring elements into IT
services and the increasing specialization wit hin the IT service value chain, provide ad-
ditional opportunities for cooperation between IT service companies and offshoring
providers from transformation countries like Macedonia.

These two options for indirect market entry through intermediaries have two advan-
tages. Firstly, they involve less investment because companies do not have to develop
their own export department or sales force. Secondly, they involve less risk, since the
intermediaries bring in -depth customer know -how and market knowledge to the rela-
tionship. Thus, using intermediaries could be a potential option for Macedonian
software exporters to overcome their resource constraints as well as to alleviate neg a-
tive effects resulting from their limited experience with the German market.

But the indirect entry mode through intermediaries does also have some drawbacks. By
applying an indirect market entry, a company has only very limited control overits e x-
port activities and customer contacts. It is very difficult for the company to get a better
understanding of its target markets and to establish long -term business relations. Mor e-
over, indirect market entry is likely to result in lower profit margins for software

exporters due to intermediation and commissions.

The fourth option according to the a bove chart is direct export from the Macedonian
software exporter to the end -client in the German market which could include non -IT
end-clients as well as German software companies. In this case the company sells its
software services directly to the end -client without any intermediary involved. Thiso p-
tion provides a higher potential in terms of contract volume and profitability as
compared with the indirect options. The learning effect resulting from direct interaction

with the client is also higher and t he company has full control of its export activities.

On the other hand, this market entry option requires a high degree of technical and
managerial skills and substantial investments into marketing and sales. It is also worth
pointing out that for offsho ring providers from Macedonia, direct export to large scale
end-clients in the German market is presumably not a viable option. This is due to the
fact that most of these clients enter into their offshoring relationships through comp a-
nies based in Germany which in turn outsource the projects partially or fully to an
offshore location. In addition to that these companies usually have requirements in
terms of skills, process maturity and scale which the majority of Macedonian software
companies will not be ab le to meet. Direct entry into the small and medium -sized sey-
ment of potential end -clients is a more realistic option although this requires a high
degree of specialization according to the specific needs of the target group. Moreover,
this target group typ ically expects a local presence in the market.
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The fifth market entry option is establishing a local presence in the target market
through direct investment. This could be done in the form of a joint venture with a local
partner or by setting up a wholly o wned subsidiary. The wholly owned subsidiary can
be established as a sales office (representative office), being only responsible for marke-
ing and sales or as a fully integrated unit.

From the perspective of software exporters from transformation countri es like Mace-
donia, the main disadvantage of establishing a local presence is that it involves
significant capital investment and resource allocation.

However, looking at the customer requirements for local presence and onsite delivery
capabilities identif ied within the market analysis (see chapter 3), it becomes obvious
that setting up a representative structure in the target market would be an important
step for a sustainable market entry. Other distinctive advantages of direct investment
include that the exporting company gets a better understanding of the target market
and is able to develop a deeper relationship with customers. This would allow the firm
to adapt its services and products better to the local marketing environment. Besides,
the company retains full control over the investment and therefore can develop marke t-
ing policies that facilitate a long -term and sustainable market penetration and
positioning. This point is of particular importance for Macedonia, because the country is
virtually unkno wn as an offshoring destination in the German market and needs to
build a competitive branding.

Despite the fact that the internet is shown in the above chart, it should be noted that it
does not provide a market entry option as such. This is due to the @mplexity of software
services and to all the different factors that are involved in the decision -making process
for offshoring. It plays, however, an important role as information source for potential
clients in the German market and as a marketing tool f or Macedonian software expor t-

ers to present themselves with a professional website.

It is relatively difficult to define a common market entry strategy for the whole Mac e-
donian software industry, as the selection of the most appropriate entry option will
finally have to be made on the micro -level by the individual companies. As a matter of
fact, companies do not necessarily have to stick to a single entry mode but can combine
several entry options. The most important factors influencing the final selection of the

suitable market entry mode include:

e the company objectives concerning exporting;

e the i mportance of the market within the companyzts export
e the characteristics and nature of the products or services to be exported;

¢ the resources and capabilities of the company;

e the company+s experience in the market;
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e the characteristics and structures of the export market (customer groups, level of

competition, distribution channels, etc.);

¢ the transaction costs involved in the different mark et entry modes;

¢ legal constraints and requirements;

o the desired speed of market entry.

Although the decision for the most appropriate market entry option on the micro -level

will have to be taken by the individual companies, we will try to propose a general mar-

ket entry strategy for the Macedonian software industry, which is supposed to serve as

an overall guideline for market entry on the industry level.

Based on the generic strategy and the above considerations on the market entry modes,

we propose a gengal market entry strategy consisting of the following elements:

e Focused market entry:

In line with the generic strategy of focused differentiation, the Macedonian software

industry should enter the German market by focussing on specific industries (vert i-

cals) such as financial services and insurance, telecommunications, health and IT /

software. Within these verticals, Macedonian companies should try to concentrate

on specific segments with the main target segment being small and medium -sized

enterprises. Taking into account the size and capabilities of the Macedonian sof t-

ware industry, this segment provides substantial market potential. This approach

will allow Macedonian companies to better position themselves in the German ma r-

ket by specializing and tailo ring their services to the specific needs of their target

groups and to develop a distinctive branding.

e Gradual market entry:

The German market for software services is a complex target market with compar a-

tively high costs of market access. As the majority of Macedonian software

companies have only little experience with this market and their resources are very

limited, the initial market entry should be conducted with the help of specialized i n-

termediaries such as offshoring consultants or IT service providers (option 2 and 3).

Thereby companies are able to learn more about the market and the customers

without exposing them to high risk or overstretching their resources. Parallel to that,

companies should be encouraged to access the German market by supplyng soft-

ware services to MNCs in Macedonia (intermediate mode of internationalization).

After this initial stage, Macedonian software companies should be supported to

gradually move to the next stage in the market entry process by exporting directly to
end-clients in the German market. The ultimate step within this gradual market e n-
try process would be to support companies to establish their own presence (e.g. sales
office) within the market.

Slow-penetration approach:
In order to support the impact of the market entry strategy, it is also advisable to
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identify a suitable approach concerning pricing and promotion. Although the co m-
panies will have to develop individual pricing strat egies, as an overall approach, the
Macedonian software industry should try to enter the German market with a slow -
penetration a pproach.

This approach involves launching the products or services of companies at a low
price and a comparatively low level of promotion. The low price encourages rapid
product and service acceptance amongcustomers, and low promotion costs bring
profits up. Penetration prices are not necessarily cheap, but they are low relative to
perceived customer value.

This approach could help Macedonian software companies to accelerate market
penetration without overs tretching their resources for costly promotion. Later on,
when Macedonian offshoring services are well known and a branding has been e s-
tablished, prices can be raised.

e Clustering:
In order to facilitate market entry, companies should be pooled within a clu ster.
Thereby Macedonian software exporters would be able to share resources, lower
costs and enlarge their product and service offerings. In addition to that, clustering
could also help companies to increase their scale in order to bid for largerscale pro-
jects and customers. Furthermore, Macedonian software companies could overcome
their limitations in r esources by joining forces within a cluster and setting up a joint
sales office in Germany. This would allow several companies to profit from the office
and its facilities at the same time. Such a local presence in the target market would
be very valuable for the market entry and positioning of the Macedonian software

industry.

The goal of the market entry strategy which has been outlined above is to enable the
Macedonian software industry to access the German market based on sound organic
growth without overstretching the financial and managerial capabilities of the comp  a-

nies.

4.5 Strategic Measures

In the following chapter we will define the strategic measure s in order to achieve the
overall goal of establishing Macedonia as a well-recognized brand for specialized, high-

quality offshoring services.

These measures reflect the generic export strategy and are based on the concept of sy
temic competitiveness enco mpassing tasks and activities on the macro -, meso-, and
micro -level. It is important to mention that many of these strategic measures, tasks and
activities are interrelated and need to be coordinated and implemented in close collab o-
ration by all relevant s takeholders. The following diagram shows the six strategic
measures of the export promotion strategy including the corresponding tasks.
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Strategic Measures
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Figure 19 Strategic measures of the export promotion strategy
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The different strategic measures will be presented according to the corresponding sub-
goals which have been defined in chapter 4.2. The further specification and operation-
alization of the strategic measures will be conducted in chapter 5 within the operational
plan.

1 Improving the export promotion policy for the software industry

Improving the export promotion policy is an important step towards establishing the
political framework conditions which are conducive to the internationalization of the
Macedonian software indu stry. As indicated in the software export capability model
presented in chapter 3, government institutions and their policies have a strong impact
on shaping the international competitiveness of a software industry as well as on the
export capabilities of its companies. Furthermore, policy makers set regulatory stan-
dards which can directly affect the export activities of companies. In Macedonia policy
measures need to take into account that the software industry consists almost excl u-
sively of small and medi um-sized enterprises. Therefore, export promotion policies need
to be customized to the specific export-related needs and problems of SMEs. Contrary to
the traditional reactive top -down policy setting process, government institutions need

to engage into proactive policy formulation in close collaboration and interaction with

the actual target groups (SMEs). Improving the export promotion policy is a task which
falls mainly into the responsibility of the Ministry of Economy and the Ministry for|  n-
formation S ociety. Establishing an effective export promotion policy for the Macedonian
software industry requires the implementation of the following tasks :

Providing an export financing scheme for Ma cedonian software companies represents

an important measure particularly for SMEs, which typically have only very limited f  i-
nancial resources. This support should be part of the support services for SMEs. The costs
of exporting and the lack of export finan cing and export credit guarantees were ident i-
fied as major obstacles for Macedonian software exporters.76

The Ministry of Economy is currently establishing the Agency for Foreign Investments
of Macedonia. In order to provide software companies with sector -specific support and
info rmation services a sector specialist / key account manager for the software / IT -
services specialist should be established within the Agency for Foreign Investments of
Macedonia.

"® See the results of the ®mpany survey and the internal analysis (chapter 3).
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In order to increase the attractiveness of the software industry for highly qualified IT
experts and to avoid brain drain " the Macedonian government needs to implement
targeted measures in the areas of awareness raising and taxation.”®

Lack of financial resources is a serious obstacle to software exports of Macedonian SMEs.

Therefore the government should improve th e supply of working and venture capital for
SMEs through fiscal incentives, grants and loans.”

Government institutions should encourage the adoption of open source software and
technologies through government procurement practices as well as through awareness
initiatives. This would not only help to create demand for the local software industry,

but would also support software companies in adopting new technological capabilities
which they need for exporting t o markets like Germany. Besides, this could help to cam-
nect the Macedonian software industry to the global open source trend and to
differentiate its technological capabilities which would be an important step towards
creating a distinct branding.

This program should be designed in order to support the export activities of SMEs from
the Macedonian software industry. The program should encompass financial support
for the participation at rele vant international trade fairs such as CeBIT as well as finan-

cial subsidies for export-specific consulting and training services. 80

The key function of the industry barometer is to collect and analyze quantitative and
qualitative information on the Macedonian software / IT -services industry through a
web-based questionnaire. This questionnaire will also include export -related questions.
Thereby the industry barometer will provide data and information which can be used

for planning, monitoring and evaluation of export -oriented measures.

This measure for recognition of success is directed at raising awareness about the m-

portance of export for the Macedonia n economy in general and for its software industry

"The term 2brain drain® describes the problem

experts often leave their countries to work for multinational co rporations abroad which pay
higher salaries.

"8 |n 2001 the Romanian government suspended income taxes on salaries for software companies
which employed certified programmers. This has proven to be an effective tool to attract qualified
staff to local software companies and to tackle the problem of brain drain.

™ In South Korea,for instance, the government enacted the Software Prom otion Law which i n-
cludesinter alia, the guarantee of loans from domestic commercial banks without any collateral .

% A good example of such a program is the Aussenwirtschafts - und Messebeteiligungsprogramm of
the Free State of Bavaria in Germany.
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in particular. The exporter of the year should be awarded in the framework of an official
event with high governmental as well as media presence. The winner should be entitled
to use the 2 Sofft wdree YEapdr ttergo f or marketing and promoti on

For the implementation of the strategy and its measures, a steering committee should
be established, consisting of the members of the working group, who have been already
involved in the formulation of the strategy. Thereby, all relevant stakeholders are being
integrated into the implementation of the strategy and the personal consistency
throughout the strategy development cycle is ensured. Th e steering committee should
be integrated into the organizational structure of MASIT, including 6 task forces. Each
task force is responsible for the implementation of a corresponding strategic measure (1
Y46). The steering committee orchestrates the task forces and monitors the implement a-
tion of the export strategy.

2 Improving international branding and positioning

Lack of branding has been identified by companies as well as government representa-

tives as the primary obstacle to Macedonian software expor ts. Furthermore, branding

becomes increasingly important as the market for offshoring services becomes more

and more global and competitive. 8 Hence, branding represents an important source of

differentiation and competitive advantage whichis alsoreflecte d i n Macedoni azs g
neric export strategy of focused differentiation. International branding and positioning

is important in order to create awareness and recognition for the Macedonian software

industry among German companies and to establish long -term customer relationships.

In this context it is important to clarify the term 2brandi
great emphasis on market orientation and customer value, the following definition of de
Chernatony and McDonald will be applied:

2 A s uc candisdn idéntifiable product, service, person or place ag-

mented in such a way that the buyer or user perceives relevant, unique added

values which match their needs more closely. Furthermore, its success derives

from being able to sustain these addeda | ues i n the fdce of competition.?3

In order to improve its international branding, Macedonia will have to develop andi m-

plement a branding concept which is based on clearly defined core brand values. These
values need to be in accordance with the vision and the overall goal of this strategy. The
overall goal of the strategy suggests that the branding concept should be based on qud-

ity, company excellence and customer value.

It is also worth pointing out that creating a national brand requires more than in  divi d-
ual PR or advertising campaigns. Instead, it needs the wellconcerted efforts of all

8 n the international offshoring marke t, brands are usually associatedwith specific countries (e.g.
India) or regions which make natio nal branding an important issue.
¥ De Chernatony and McDonald (2003): 25.
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relevant actors on the macro-, meso,, and micro-level. The following tasks are being
suggested to improve international branding and positioning of the Macedonian sof t-
ware indu stry:

A comprehensive branding concept should be developed and implemented, which is
customized to the target markets of Macedonian software exporters in Europe and the
US. The branding concept should include adetailed brand strategy and marketing pr o-
gram.

Special articles on the Macedonian software industry as well as white papers on offsho r-
ing / nearshoring should be placed in selected IT media in the target markets (according
to branding concept)

To increase awareness of the Macedonian software industry in export target markets,
roadshows and business delegations should be organized. In addition to that, Macedonia
should participate at relevant trade fairs and event s such as CeBIT.

In order to improve international branding and positioning of the Macedonian software
industry, a Macedonian IT promotion network should be established. The members of
this network (IT institutions, CEOs, offshoring consultants, diaspora, etc.) are intended to
serve as multipliers and promoters of the Macedonian software industry. Special e m-
phasis should be placed on the inclusion of the diaspora (expatriates).

Web marketing and W eb 2.0 applications are useful and costefficient tools for branding
and positioning the Macedonian software / IT -services industry. Hence, they should be
included in the brand strategy and marketing program. Special attention should be
given to the development of a suitable website and online catalogue, presenting the c a-
pabilities of Macedonian software companies and including a list of international
reference clients, testimonial, and best practice examples of offshoring projects.83

3 Promoting clusters and collaboration

Collaboration among all relevant stakeholders is a prerequisite for achieving systemic
competitiveness and for effective export promotion. A suitable tool to promote collab o-
ration and exports within the software industry are clusters. Accor ding to Porter,
industry clusters are defined as follows:

#¥A good example of a general exporter+s website and database is
http://www.estonianexport.ee as well asthe online catalogues of RUSSOFT (www.outsourcing

russia.com).
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2Clusters are geographic concentrations of interconnect ec
suppliers, service providers, firms in related industries, and associated institutions
in particular fields thatcompet e but al 8% coo perate. 3

Software industries from several transformation and developing countries have impre s-
sively demonstrated the value of clusters for export promotion. Examples of highly
successful export-oriented software clusters include the Serbian Software Cluster (SSC?)B,
the Bulgarian Software Cluster BASSCOM® and the Russian cluster RUSSOFT. Particu-
larly for small and medium -sized software companies from transformation countries
such as Macedonia, clusters offer a range of key advantages:

e achieving economies of scale through cooperation;

e achieving synergy effects through collaboration of companies with different techn o-
logical capabilities;

e better visibility in international markets through joint marketing;
e raised marketplace profile;
o lower costs through sharing of resources and collective bargaining power;

e increasing competitive and innovative strength through bundling of competences

and resources;

¢ enhancing productivity through providing better access to input factors and rapid
exchange of information on new technologies and management techniques;

e possibility to enlarge product and service offerings through cooperation with other

companies;
e improved access to relevant information on potential export markets.

In addition to that, clusters also pr ovide several benefits on the strategic level which are
of paramount importance for export promotion. Firstly, clusters facilitate the organiz a-
tional integration of all relevant stakeholders on the different systemic levels including
ministries, agencies, universities and companies. Thus, the cluster becomes the central
platform for collaborative planning, implementation and coordination of export prom  o-
tion activities. Secondly, clusters are a valuable tool for international branding and
positioning because they increase visibility and allow for more efficient and targeted
marketing and communication activities. By stressing the specific competitive adva n-
tages of the Macedonian software industry, the cluster could become an important
source for branding and for differentiating the industry from competitors. Therefore,
cluster promotion activities need to be closely coordinated with the branding and pos i-

8 porter (1998): 197.

% See www.ssC.rs

% See www.basscom.org.
8 See www.russoft.org.
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tioning activities of the export promotion activities (see measures described under point

2 2intermandiom@lamd positioning?). Thirdly, pooling compani
facilitates cost-effective development and provision of export -oriented support services

for small and medium -sized enterprises. By providingexport-or i ent ed 2cl uster servicess?3,
clusters can make a valuable contribution to improving the export capabilities of Mac e-

donian companies.

Fourthly, clusters and interfirm networks allow companies to specialize in a few cap a-
bilities while providing the collaborative linkages needed to integrate t hese different
capabilities in order to develop complex products or services. By reconfiguring and re-
combining the different technical and managerial capabilities of the member

companies, the cluster and the industry can adapt quickly to external changes. Thus, the
cluster could also make a valuable contribution to ensuring flexibility and responsiv e-
ness of the Macedonian software industry.

Last but not least, a cluster can also generate substantial benefits for export clients by
serving as initial contact point or one -stop-shop for business enquiries and by support-
ing match -making.

Therefore, it can be stated that promoting clusters is an important strategic measure to
overcome limitations in resources and to enable companies to jointly target new export
markets and business opportunities. In order to foster the formation of an export -
oriented software cluster in Macedonia and to promote inter -firm collaboration, the fo |-
lowing measures should be implemented:

Inform ation events and trainings should be conducted to inform relevant stakeholders
on clusters and how they can be used for export promotion. In addition to that, good
practice examples from other countries should be presented.

Based on the existing organizational structure of MASIT, an export-oriented IT / soft-
ware cluster should be established in Macedonia. This task includes the development of
a business plan for the cluster, as well as setting up the required organizational and
management structures. Special emphasis should be placed on developing and imple-

menting export -oriented cluster services for member companies.

The initial study on the Macedonian IT companies showed that there is a variety of

products and services provided by companies. Companies may have different demands

and needs on their effort to export, depending on their products and services. Even

though they are competitors on the local market, they may j oint efforts on international

markets, e.g. by sharing costs. A wider supply range in a given area also makes the con-

try more attractive for a potential client / partner. Due to this, it is important for groups

of companies t o cr epmdfferenfstradegi¢siarmd adtics: Exanwplesdoé v e | o
possible °verticals+t are health, games, et c.
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In order to catalyze the formation of a cluster, public tenders as well as grants for re-
search should be bound to the formation of clusters and joint research cooperation (e.g.
in the form of research consortia).

To improve the cooperation between the universities and Macedonian software comp a-
nies, the universities should be integrated into the cl uster. This could be a useful
measure to ensure that study programs are compliant with the needs of the companies
and to promote cooperation between universities and companies in the area of applied
R&D and innovation.

Oncea Macedonian IT / software cluster is established it should be linked to software
clusters and other relevant organizations in selected target markets in order to facilitate
exchange of good practices, matchrmaking between companies and research coopera-
tion (e.g. in the framework of EU-projects).

The basic idea of this measure is to create a unique service portfolio by integrating the

different capabilities and resources of the cluster member companies. Through the clus-

ter approach, foreign clients get access to a large pool of qualified and experienced IT

specialists, who are able to cover a broad range of technologies and programming lan-

guages, at prices which are considerably below Western European levels.Thus, the

cluster becomes aonestop-s hop providing complete offshoring services (2
sourcing?®) for foreign clients. By bundling and aligning ¢t
companies along the software development value chain, the cluster is able to offer its

clients innovative offshoring services which cover the complete software development

cycle ranging from design and specification to coding and testing. The following di a-

gram illustrates this cluster -based, integrated service portfolio:
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Figure 20: Integrated service portfolio based on a software cluster
Source: own design.

The diagram describes how the traditional core offshoring service of coding is aug-

mented by value added services such as IT consulting, testing and training as well as by
additional cluster -specific services like expert selection and quality management. The

goal of this integrated service portfolio is to match the specific needs of international

and particularly Gekrenya:n ocfl Geselmex asid 1 grovideat ur n
unique customer value. This approach also helps to reduce the transaction costs usually

involved in offshoring, thereby creating an additional customer benefit.

Furthermore, this special service portfolio is also a valuable instru ment to differentiate
the cluster and the Macedonian software industry from its competitors.

Yet, providing such an integrated service portfolio will require substantial investments
into the organizational structure of the cluster, as well as into methodo logies, processes

and quality management.

Setting up of a joint representative office for the Macedonian software industry could

serve as a ?2distributional bridgeheads3t in the target mar ket
ware companies to conduct direct exports to customers. This could be an important

competitive advantage, since international clients often place great emphasis on local

presence.88 Furthermore, establishing a joint sales office in target markets would allow

% See results of the external analysis in chapter 3.
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companies to get a better understanding of the markets and their customers, which is a
precondition for stable and sustainable market penetration.

4 Strengthening export capabilities and knowledge

In order to successfully enter foreign markets, Macedonian software compan ies need to
develop export capabilities which reflect the demand structure and requirements of the
potential export markets. As the software industry is highly dynamic and is subject to
continuous changes in terms of market trends and technologies, there i s a permanent
need for companies to adapt and update their capabilities. However, upgrading their ¢ a-
pabilities and know -how is a major challenge for the majority of Macedonian software
companies which are small and have only very limited resources. Hence it does not
come as a surprise that Macedonian software companies have identified lack of export -
oriented training and consulting as a key obstacle to exporting. ®° Therefore this issue
needs to be addressed by providing exportoriented training and consultin g services
which take into account the specific problems and needs of Macedonian small and m e-
dium -sized software companies. Due to the financial limitations of SMEs, a special
approach needs to be developed, which facilitates delivery of training and consu lting
services at affordable prices. This will be done by establi
bundling the training demand of several cluster member companies, trainings can be
provided more efficiently and at lower prices in the form of cluster services. Additio n-
ally, these training and consulting services could be subsidized by the government or by
donor organizations.

Another key issue in this context is the provision of relevant market information, which
has been identified by the companies as a sericaus obstacle to exporting.®® Without ha v-
ing specific, in-depth information and knowledge on relevant market segments, target
groups, trends, technical requirements, prices and competitors, it is very difficult for M a-
cedonian software companies to successfully penetrate the German market or other
potential export markets. From a strategic point of view, information is necessary to
identify and anticipate external changes and to ensure flexibility and responsiveness of
the industry.

But most companies do not have the necessary resources or capabilities to acquire re¢-
vant market information. Therefore, a system needs to be developed which scans the
relevant markets and provides companies with detailed and accurate information on
export markets. In this context, knowledge management will play an important role to
ensure that information can be easily accessed and used by companies.

In order to strengthen export capabilities and k nowledge, the following tasks are sug-
gested:

% See the results of the internal analysis in chapter 3.
% See the results of the internal analysis in chapter 3.
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Export-oriented training services should be developed and implemented as cluster ser-

vices which are customized to the special needs of small and medium-sized Macedonian

software companies. The training services should cover export-relevant techni cal topics

such as open source software and software engineering as well as managerial topics like

export marketing and business development techniques. These training services should

be integrated into a 2Cluster Acaidimgmdemandwi t hi n MASI T. By
of several companies, trainings could be provided more efficiently and at lower prices in

the form of cluster services. Additionally, these trainings could be subsidized by public

institutions or donor organizations.

This measure also encompases a screening service to provide companies with in-depth
information on latest technology and market trends in relevant export markets. The fo |-
lowing diagram depicts such a screening system:

Market
Analysis
Heeds
Assessment
IT project UmML
management
RFID
Web 2.0 h
Biometry ImL I_l_—:> ]
\
Monitoring \::::) 1Evaluatel 1 : \I Define
I Trends ! ' P ”H Training
SAP — | 1 L Activities
IS0 1 1 ! v
1
S0A —’ 1 1
1 ]
E-business 1
—
\
Open \
Source IT Security a.0.

QS5 Training

Figure 21 Screening system
Source: avn design.

The basic idea of the above shown screening system is to serve as an early warning sg-
tem, to detect relevant trends, and to translate these trends into trainings for the
companies. Thereby this service intends to upgrade the capabilities of the companies
and to ensure the adaptability and responsiveness of the industry.

Export-oriented consulting services are intended to provide Macedonian software co m-
panies with advice on export -relevant topics such as market intelligence, developing
and implementing export marketing plans as well as on individual business develo p-
ment with foreign clients. Costs for the export consulting services should be partly
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carried by the companies while being subsidized by public institution and donor organ i-
zations (at least during the period 2010 ¥:2011).

In order to facilitate software exports to the German speaking countries, it would be
useful to have German-speaking key accounts within th e companies. Therefore train-
ings on key account management as well as corresponding language trainings should be
provided. Alternatively, a central key account manager for the German -speaking mar-
kets could be employed by MASIT / the cluster. A similar approach should be applied for
other, non English-speaking countries like e.g. France.

A special export manual for Macedonian software development companies should be
elaborated. This guide or manual should provide companies wi th relevant information
on exporting as well as with contact information on all export -relevant programs, inst i-
tutions and service providers in Macedonia.

A knowledge management system should be established which provi des export-related
information for Macedonian software companies. Within this web -based system all
relevant information such as market surveys, presentations, company databases, busi-
ness leads, etc. should be centrally stored, so that they can be easily aessed and
utilized by companies.

5 Fostering quality and company excellence

It is safe to say that quality and company excellence play a crucial role for the intern a-
tional branding and positioning of the Macedonian software industry. The importance

of quality standards in the software industry and in offshoring can be mainly attributed
to its role in trust building. Once foreign companies decide to purchase offshoring ser-
vices from a comparatively unknown IT destination like Macedonia, trust becomes an
impo rtant issue. In addition to that, trust plays a crucial role in all software business due
to the complexity and intangible nature of software.

Quality certifications like ISO or CMMI send a strong message to potential foreign clients
that offshoring provi ders will work according to clearly defined norms and procedures
and will submit themselves to global standards. Thus quality certification becomes an
important element of trust building and helps to reassure foreign companies conside r-
ing offshoring. The Indian software industry understood the importance of quality
certification quite early, which explains the massive investment of Indian software
companies into CMMI certification.

As the current wage level within the Macedonian software industry is compar atively

higher than in many Asian offshoring destinations and is likely to further increase

within the process of Macedoniatxts accession to the EU,
ness of the Macedonian software industry will very much depend on quality and
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efficiency. Thus, for Macedonia, quality becomes an important source for differentiation,
which is also being reflected in the vision and the goal of this export strategy.

There are two major quality standards which are particularly relevant for the softwar e
industry: ISO and CMMI. ISO is the most common quality standard but it is not sof t-
ware -specific.

Contrary to that, CMMI is a quality standard which has been specifically designed for
software development. According to the Software Engineering Institute of Carnegie Médl-
lon University, CMMI describes the principles and practices underlying software process
maturity and is intended to support software organizations in improving the maturity

of their software processes in terms of an evolutionary path from ad hoc, chaotic proc-
esses to mature, well-structured software processes.” By implementing CMMI,
companies reduce software development risks and increase predictability - thus becom-
ing a more attractive partner or supplier to international customers. The surv ey
conducted in the framework of the internal analysis showed that from 33 Macedonian
software companies only 55% have a quality certification and only one company was
certified according to CMMI / ITMark. %

Another important point in this context is compan y excellence, which to a large extent
depends on the quality and technical expertise of the employees. This in turn is mostly
determined by the quality of the technical education which is provided by universities.
Hence, companies need to closely cooperatewnith universities to ensure a high level of
education. In addition to that, companies need to invest into training, continuing educ a-
tion and the implementation of proven methodologies to improve quality and efficiency
of software development.

In order to promote quality and company ex cellence, the following tasks should be im-
plemented:

To increase awareness among companies concerning the importance of quality man-
agement and certification, information events should be conducted and the different
quality certification systems (ISO, CMMI) should be presented.

After raising the awareness on the importance of quality management in the software
industry, MASIT / the cluster should take an active role in promotin g quality certific a-
tion among its members. In order to ensure that companies receive CMMI and ISO
training and certification at an affordable price, subsidies need to be made available by
government institutions or donor organizations. The measure i ncludes activities such as
introductory trainings in ISO and CMMI as well as the design of a financial support pr o-
gram for quality certification.

! See Carnegie Mellon University YsSoftware Engineering Institute:
http://www.sei.cmu.edu/cmmi.
%2 See resullts of the internal analysis in chapter 3 as well as the corresponding appendix.
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Special trainings should be provided on proven software deve lopment methodologies
such as Rational Unified Process (RUP), Scrum, Extreme Programming, COCOMO, etc. to
promote company excellence and efficiency.

Macedonia should evolve into a regional Centre of ICT Excellence. All &orts should be
directed at achieving this status. It should involve all the relevant stakeholders like, pr i-
vate companies, associations, government, universities and educational institutions, etc.
The Macedonian Centre of ICT Excellence should bundle anatoordinate all correspond-
ing activities which will be specified in the course of implementing the export

promotion strategy.

Human resources are the key determinant of an | T industry#t

N

promoting human reso urce excellence is of paramount importance for the positioning
of the Macedonian software industry on international markets. To further increase h u-
man resource excellence in Macedonia, collaboration between companies and
universities needs to be intensifie d and incentives for HR development should be intr o-
duced. In addition to that, special trainings on professional HR management should be

provided for the companies.

6 Promoting export -oriented investment

Strategic export promotion measures should go in tand em with investment promotion

because there is a close interrelation between the two of them. The example of Ireland

clearly illustrates the importance of foreign direct investment for export promotion.

Through financial and non -financial incentives, Ireland +s gover nment- attracted high
tech multinational investors who set up export -oriented software and IT operations. In-

vestment by multinational high -tech companies in combination with heavy investment

in education and infrastructure was the major driver int he establishment of a highly

competitive, export -oriented software industry in Ireland.

In order to promote the international competitiveness of its software industry, Mac e-
donia will need foreign direct investments to adopt new management techniques,
foster technology transfer, and to encourage the development of innovative software

products and services.

Furthermore, the investment and presence of MNCs in Macedonia does also provide lo-
cal software companies with the opportunity to access foreign markets i ndirectly by
becoming suppliers of MNCs. This approach has been described previously as intermedt
ate mode of internationalization (see chapter 4.4) and is of particular importance
because Macedonia has only a very limited and underdeveloped domestic market for
software and IT services.
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In this context, it deserves mentioning that massive FDI can also have detrimental e f-
fects on the local software industry since it might result in crowding -out effects and
sharply rising labour costs. This crowding -out effect through FDI, could become a prdb-
lem particularly in a small country like Macedonia, where the pool of qualified software
staff is very limited. % Thus, a close coordination between The Agency for Foreign In-
vestments of Macedonia and MASIT is required to determine the adequate areas as well
as amounts of FDI.

It is important to highlight that investment promotion measures need to ensure that
MNCs coming to Macedonia invest rather into the establishment of productive oper a-
tions and into R&D activities than i nto marketing and distribution. Investment
promotion measures should be targeted at the German -speaking countries as well as
other strategic markets and shoul d include the following tasks :

In order to inform potential inv estors on the opportunities and competitive advantage
provided by the Macedonian software / IT industry, information material should be d e-
veloped which meets the specific informational needs of decision makers in
international enterprises. Professional inf ormation material (presentation, brochure,
website) is also an important element in positioning Macedonia as an IT destination for

technology -intensive investment and for high -quality software development services.

A climate conducive to Foreign Direct Investment (FDI) in the Macedonian software / IT
industry needs to be created. This could be achieved through financial incentives (e.g.
employment, training, capital and R&D grants, tax breaks) and non -financial i ncentives,
liberalisation of financial controls and investment limits, and reduction in other burea u-
cratic overheads. As the software / IT industry is quite different from classical
manufacturing industries, the specific needs and requirements of internati onal IT com-
panies need to be taken into account when designing the incentive schemes.

To increase FDI in the Macedonian software industry and to streamline the FDI applic a-
tion process, a OneStop-Shop should be established within Agency for Foreign
Investments of Macedonia , including a key account manager for the IT industry.

By establishing a specialized industrial zone, which provides specific incentiv es custom-
ized to the needs of ICT multinationals, Macedonia could attract additional FDI into the
IT industry. This could provide excellent opportunities to develop the local software i n-
dustry.

% A casein point is Bulgaria where the FDI of SAP and other major players led to massive skill
shortage and increases in salaries of up to 20% within one year.

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services Industh 89



CHAPTERL

Strategy Development

Marketing and PR activities to pro mote Macedonia as IT investment location should i n-
clude information events in the target countries and publication of articles in relevant
media.

This measure is targeted at developing business opportunities for Macedonian software
/1T companies and includes two streams of activities. Firstly, policy -makers and agen-
cies should inform Macedonian software companies about the opportunities of indirect
internationalization through Multinational Corporations ( MNCs) and encourage them to
consider this approach. Secondly, efforts should be made by The Agency for Foreign In-
vestments of Macedonia Agency and MASIT to establish linkages between local
software companies and MNCs in Macedonia. Based on these linkages a the domestic
market, Macedonian companies get access to international markets through referrals by
these MNCs to foreign affiliate companies or to other clients abroad. The main objective
of this measure is to position Macedonian software companies withi n the supply chains
of MNCs.
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Following the methodology for collaborative strategy development in chapter 2, we will
now turn to the next phase of the strategy development cycle, which is the actual stra t-

egy implementation.

A major challenge concerning strategies in general but export promotion strategies in
particular is strategy implementation. This goes particularly for strategies of transfo r-
mation countries such as Macedonia, where effective strategy implementation is often
hampered by limitations in terms of financial resources and organizational capabilities.
According to the International Trade Centre of UNCTAD, few transformation countries
have actually managed to develop export promotion strategies for their industries but
only a fraction of these countries were able to effectively implement them. In fact, most
of these strategies exist only on paper but not in action. **

In the following chapter we will try to define the appropriate management instruments
(operational plan) organizational structures and processes in order to facilitate the effe c-
tive implementation of the export promotion strategy for the Macedonian software and

IT services industry.

5.1 Operational Plan

For effectively managing the implementation of the export promotion strategy for the
Macedonian software industry, an instrument will be needed, which takes into account
the specific challenges of collaborative strategy implementation. As a diverse range of
stakeholders is involved with limited experience in stra tegy implementation, a compr e-
hensive but simple management method should be applied. Operational plans or action
plans as they are sometimes called have proven to be an effective tool for managing the
implementation of complex strategies. A case in point i s the successful implementation
of the innovation strategy of Upper Austria which was based on a comprehensive o p-
erational plan. % |n this context one should also stress the importance of operational
plans for strategy implementation in terms of facilitatin g effective teamwork and co |-

laboration towards a joint goal.

The key management instrument for implementing the export promotion strategy will

be a detailed operational plan. Within the operational plan, the strategic measures

which have been defined in ch apter 4 are being operationalised into individual tasks.
Each task consists of several activities which need to be implemented in order to achieve
the results of the corresponding task. The measures, tasks and activities have been &

% Barclay (2003): 26.
% See www.00e2010.at.
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ranged in a logical sequence which takes into account the interdependence between
them and ensures synergy effects as well as an efficient strategy implementation. The
following chart illustrates the logical structure of the operational plan, based on the e x-

ample of the strategi ¢ measure 4 2Export capabilities and knowl edges?3
i ;\‘\\
4. Export capabilities & knowledge )
N~ ,//
/:___“‘— —— Training concept (Cluster Academy) i}
e Gamerr Technology monitoring -1}
Measure (/ 1 4.1, Export-oriented training services (CS) ﬁ Technical trainings |
N
SRS 0 ;
et — ! Management trainings

1 Training on EU tender management |

1 Export consulting & information service |
Eotnbdaihnd e —iinanditmidiinee

T
t—— B2B Export Promotion Service |-

4.2. Export-oriented consulting services (CS) =+ b,

O —————
TaSkS Individual export consulting service |-t

—— Tender information service } Activities

Training: key account management

+ 4.3. Establishment of key accounts K=
Language training -t

1 4.4. Development of an export manual -t

| Design of export knowledge management system -}

4.5. Export knowledge management system H=- B
Implementation & management of KM system

Figure 22 Logical structure of operational plan
Source: own design.

The structure of the operational plan is similar to work breakdown structures used in IT
project management whe re project phases or tasks are being operationalized and bo-
ken down in individual work packages (WPs) and activities.

Within the operational plan, indicators have been defined for each task. This facilitates a
closer tracking of the results achieved during the implementation of the export prom o-

tion strategy.

Thus the operational plan will serve as a roadmap for the whole strategy implement a-

tion process and comprises the following structural elements:

Task Responsibilities

Priority Budget

Expected resuts Activities

Result indicators Deliverables

Timing Comments
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In the following section, the operational plan for the implementation of the export pr  o-
motion strategy for the Macedonian software and IT services industry will be presented
according to the above-mentioned structure:

5.1.1Strategic Measure 1: Export Promotion Policy

1

{ 1. Export promotion poficy (software industry)

A

—— Export tancing schems for saftware companies |

{1_1_Pmmumncemmmmdngmem l I.Pﬂﬂb.aikmdnmn!rﬂafnrﬂrﬁmjngadlm |.

—| ECrmaton events on axport financing schemes |-

Jab gescripion for IT sector expert |
Select and hire IT sector expert }

i 1.3 IT sector eypert In Sie Expart Promation Agency |-I

Special job secthon on MASIT webeks l

-] 13 increas= o attracavensss o sofware Industry R e A NN N P |'

Tax Incentives: suspension of Income. |
tanes for certfled programmers. r

Guaranbes schams for loans from
domestic commerclal banks

_|F|5::ﬂlmenm'e5ror'l.ﬁ: |.
[ 1.4_ Stmutale supply of working capfial Ve | Preparatory training on VG for companies |

—— List wiin VIC campaniee ([T} from Eurape and the LS |

Wiahch-making betwean VT companies
ard kacadonlan safware [:Dr‘rpa:‘!es

—— Iformstion everts on 0S5 |
—| 1.5. Promotion of atematve safware medels (0SS) |——| Estabilsn and suppan OSS community |-

_| Revislan of public procursment practices In terms of OS5 }

—| Trade talr parlicipation program }
| Impiementaticn of trade fair participations |

Elabarate inanclal support programme for
—| 1.6. Expart promation program for 50faare exponzrs espar-specific consulling and training
SEMVICEE

Inpiement inancal supparn programme
! far export-specific consuking and iralning
semiloeE

Design of ndusiry barometes |

1.7. Indusiry baromater (espart orlented) |2
]

wpiementation of Mdustry barometer |

1.8, Awerd "Saltwere Exparer of Ihe ear”
il |
] 1.3. Steering Comrtiee Export Promation (MAST) |
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Task No.: 1.1

Title of task:

Provision of an export financing scheme

Priority: 2

1 = highest priority

Description of the task:

survey).

Providing an export financing scheme for Macedoni an software companies represents an important measure
particularly for SMEs, which typically have only very limited financial resources. This support should be part
of the support services for SMEs. The costs of exporting and the lack of export financing and export credit
guarantees were identified as major obstacles by Macedonian software exporters (see results of company

Expected results:

Macedonian software/IT -services companies have full access to export financing
schemes allowing them for a sustainable export market development.

Result indicators:

Export financing schemes for Macedonian software exporters are fully operational

Year 1 (2010): At least 3 Macedonian software companies have successfully applied
for export financing schemes

Year 2(2011): At least 6 Macedonian software companies have successfully applied
for export financing schemes

Year 3 (2012): At least 9 Macedonian software companies have successfully applied
for export financing schemes

Task start: 01.03.2010 Task conclusion: 30.12.2012

Responsible organiza- | Macedonian Bank for Devel- Responsible person: n.n.

tion opment Promotion, USAID

Partner organiza- Ministry of Finance, Ministry Persons involved: n.n

tions: of Economy

Overall Budget( ) :| 300,000 Financial sources: Ministry of Finance, M a-
cedonian Bank for
Development Promotion

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget

Define export financing Product description Macedonian Bank 12.04.2010 300,000

scheme for software com- for Support of De- 15.04.2010

panies and budget velopment

allocation

Elaborate application docu- Application documents Macedonian Bank 12.042010- -

ments for financing for Support of De- 15.04.2010

schemes velopment

Information event for sof t- Presentation Macedonian Bank 16.01.2010 -

ware companies on export List of participants for Support of De-

financing schemes velopment, MASIT

Dependency on other tasks:

Upstream tasks:

Downstream tasks:

Comments:

Approval by Steering Com-
mittee:

Date:

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services IndustFy 94




CHAPTERD

Strategy Implementation

Task No.: | 1.2 Title of task: Install an IT-sector expert in the Agency for Foreign Investments of
Macedonia

Priority: 2

Description of the task:

The Macedonian Government has determined the proposed low for establishing an Agency for Foreign In-
vestments and Export Promotion of Macedonia that foreseesenlargement of the competence of the existing
Agency for Foreign Investments of Macedonia .

In order to provide software companies with sector -specific support and information services a sector special-
ist / key account manager for the software / IT -services specialist should be establishel within the foreseen
Agency for Foreign Investments and Export Promotion of Macedonia ..

Expected results: Macedonian software / IT -services companies are able to seek exporrelated advice
from an IT-sector specialist / key accaint within the Agency for Foreign Investments
of Macedonia.

Result indicators: At least 10 software companies have been advised by the IFsector specialist on ex-
port-related issues / year (year 1v43).Source of verification: meeting reports by the
Agency for Foreign Investments of Macedonia

Task start: - Task conclusion: -

Responsible organiza- | Agency for Foreign Invest- Responsible person: n.n.

tion ments of Macedonia

Partner organiz a- MASIT, Ministry of Inform a- Persons involved: n.n.

tions: tion Society

Overall B u ¢ 60,500 Financial sources: Agency for Foreign In-
vestments of Macedonia

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget
Define job description for IT- | Job description MASIT 27.08.2010 500
sector expert
Select and hire ITsector ex- Contract Agency for Foreign | 30.08.2010 60,000
pert Investments of
Macedonia
Dependency on other tasks: | Upstream tasks: Downstream tasks:
Comments: -
Approval by Steering Com- - Date: | -
mittee:
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Task No.: | 1.3 Title of task: Increase job attractiveness of software industry

Priority: 1

Description of th e task:

In order to increase the attractiveness of the software industry for highly qualified IT experts and to avoid
brain drain, the Macedonian government needs to implement targeted measures in the areas of awareness
raising and taxation.

Expected resilts: Skills shortage within the Macedonian software industry has been reduced by 10%
within the period January 2010 ¥December 2012

Brain drain of highly qualified IT -experts shrinks

Result indicators: Number of job vacancies dropped by 10% within the period January 2010%December
2012 Sourceof verification: MASIT industry barometer

Less than 30% of MASIT member companies evaluate lack of resources as a key ploe
lem. Source of verification: MASIT industry barometer

At least 15 graduates of computerscience or related studies return to Macedonia /
year. Source of verification: company reports

Task start: - Task conclusion: -
Responsible organiza- | Ministry of Finance, MASIT, Responsible person: n.n.
tion Ministry of Information Soc i-

ety, Universities

Partner organiza- GTZ / GOPA (website) Persons involved: Lucas von Zallinger
tions:
Overall Budget ( ) : | 11,000 Financial sources: Ministry of Finance, GTZ

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget

Develop and implement Website (Job section) MASIT 03.052010 5,000
special job section on MASIT 14.05.2010
website

Conduct awareness raising Presentations, list of MASIT 17.05.2010 6,000
campaign in at least 6 se- participants (for follow - 24.05.2010
lected schools and up activities)
universities

Pass a bill / decree on the Law / decree Ministry of F i- 03.05.2010 -
suspension of income taxes nance, Ministry of
on salaries for Macedonian Ecanomy
software companies em-
ploying certified
programmers (Bill includes
all service oriented SMES)

Dependency on other tasks: | Upstream tasks: Downstream ta sks:
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Comments:

Best practice examples: Romania, Bulgaria, India

Approval by Steering Com-
mittee:

Date: | -
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Task No.: 1.4

Title of task:

Stimulate supply of working capital and VC

Priority: 2

Description of the task:

tives, grants and loans.

Lack of financial resources is a serious obstacle to Macedonian software exporters. Therefore measures need
to be introduced to improve the supply of working and venture capital (VC) for SMEs through fiscal ince n-

Expected results:

Macedonian software / IT -services companies have better access to working capital
and venture capital.

Result indicators:

At least 70% of MASIT member companies evaluate the access to working capital in

tween VC companies and
Macedonian software com-
panies

contacts / business
leads

tiveness Project,
GTZ /GOPA

Macedonia as satisfactory. Sourcerybd ve
rometer (baseline: industry barometer 2010)
At least 10 qualified contacts / business leads with VC companies from Western
Europe and the US have been generated within the period 2010¥22012
Task start: - Task conclusion: -
Responsible organiza- | Ministry of Finance Responsible person: n.n.
tion
Partner organiza- MASIT, GTZ /| GOPA, USAID Persons involved: n.n.
tions: Competitiveness Project, Min-
istry of Economy
Overall Bugd- Financial sources: -
Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Provide a guarantee scheme | Guarantee scheme Ministry of F i- 07.06.2010 -
for loans from domestic nance, Macedonian | 11.06.2010
commercial banks (without Bank for Develop-
collateral) ment Promotion
Provide fiscal incentives for Fiscal regulation / act Ministry of F i- 07.06.2010 -
the investment of venture nance, Agency for 10.06.2010
capital in Macedonian soft- Foreign Invest-
ware companies ments of
Macedonia
Implement a preparatory Training material MASIT,GTZ / 07.06.2010 3,000
training on VC for comp a- GOPAUSAID 14.06.2010
nies Competitiveness
Project
Elaborate a list with suitable | VC list (name, contact USAID Competi- 07.06.201G 2,000
VC companies from Western | details) tiveness Project, 10.06.2010
Europe and the US GTZ/ GOPA
Conduct match-making be- | At least 10 qualified USAID Competi- 15.06.2010 12,000
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Dependency on other tasks: | Upstream tasks: Downstream tasks:

Comments: For best practice examples see: Software Development Promotion Act of the
Republic of South Korea

Approval by Steering Com- - Date: | -
mittee:
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Task Na: 1.5

Title of task:

Promotion of alternative software models

Priority: 3

Description of the task:

The adoption of open source software and technologies should be encouraged by means of specific strategic
activities including awareness initiatives, f iscal incentives and public procurement practices.

Expected results:

Macedonian software companies have adopted new technological capabilities which
they need for entering new export markets and customer segments

The Macedonian software industry is connec ted to the international open source
community and is able to participate in international OSS research and development
projects

Differentiation and diversification of the technological capabilities and competences
of the Macedonian software industry

Resut indicators:

At least 60% of MASIT member companies are using OS technologies. Source of ver
fication: MASIT industry barometer 2011

Macedonian OSS community / OSS committee within MASIT established

take into account altern a-
tive software models

Task start: - Task conclusion: -
Responsible organiza- | Ministry of Finance Responsible person: n.n.
tion
Partner organiza- MASIT, GTZ /| GOPAUSAID Persons involved: n.n.
tions: Competitiveness Project
Overall Bud 11,000 Financial sources: -
Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Conduct information event At least 3 information USAID Competi- 12.04.2010 7,000
on alternative software events conducted (du- tiveness Project, 11.10.2010
Is for MASIT - ion1 TZ PA
mode s _or : .S compa ration 1 day / event) GTZ/ GO 09.05.2011
nies, universities and
relevant ministries
Establish and support an al- | OSS community estab- USAID Competi- 13.04.2010 2,500
ternative software models lished tiveness Project, 19.04.2010
community in Macedonia GTZ/ GOPA
Develop and introduce ten- Tender guidelines and Ministry of Finance | 20.04.2010 1,500
der procedures which also procedures (?) 22.04.2010

Dependency on other tasks:

Upstream tasks:

Downstream tasks:

Comments:

Best practice example: Linux Solutions Group (LiSoG):http://www.lisog.org/

Approval by Steering Com-
mittee:

Date:

GOPACONSULTANTS

Export Promotion Strategy for the Macedonian Software and IT Services IndustFleO



CHAPTERD

Strategy Implementation

Task No.:

1.6

Title of task: Export promotion programme for software exporters

Priority:

1

Description of the task:

services.

This programme should be desgned in order to support the export activities of SMEs of the Macedonian
software industry. The programme should encompass financial support for the participation at relevanti n-
ternational trade fairs such as CeBIT as well as financial subsidies for expot-specific consulting and trai ning

Expected results:

Macedonian software / IT -services companies are successfully exhibiting their prod-
ucts and services at relevant international trade fairs

Macedonian software / IT -services companies increasetheir international compet i-
tiveness by using export-specific consulting and training services

Result indicators:

At least 10 Macedonian software companies participate in international IT trade fairs
(e.g. CeBIT) per year. Source of verification: trade faiparticipation list ( Agency for
Foreign Investments of Macedonia / MASIT)

The Macedonian software industry is present at relevant IT trade fairs in the US,
Europe and Middle East / Asia on an annual basis (represented by companies 0 a na-
tional booth). Source of verification: list of participants

At least 5 Macedonian software companies / year are receiving financial support for
export-specific consulting and training services. Source of verification: report by the
Ministry of Econom y

Task start: - Task conclusion: -
Responsible organiza- | Agency for Foreign Invest- Responsible person: n.n.
tion ments of Macedonia
Partner organiza- Ministry of Economy, USAID, Persons involved: n.n.
tions: GTZ/ GOPA
Overall B u d 190,000 Financial sources: USAID, GTZ Ministry of
Economy
Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Develop a trade fair partici- Trade fair participation Agency for Foreign | 15.02.2010 5,000
pation programme for the programme Investments of 26.02.2010 (10 person
Macedonian software i n- Macedonia, MASIT, days)
dustry GTZ/ GOPA
Implement at least 3 trade Trade fair action plans, Agency for Foreign | 02.03.2010 90,000
fair participations / year evaluation reports Investments of 01.03.2011 (30,000 /
Macedonia, MASIT
’ ' year)
USAID, GTZ / 06.03.2012
GOPA, SIPPO
Elaborate a financial sup- Support programme Agency for Foreign | 01.02.2010 5,000
port programme for export - | (structure, budget, ap- Investments of 12.02.2010
specific consulting and plication procedure, Macedonia, GTZ /
training services etc.) GOPA
Implement financial su p- Report Agency for Foreign | 02.03.2010 90,000
port programme for export - Investments of 01.03.2011 (30,000 /
specific consulting and Macedonia
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training services 06.03.2012 year)
Dependency on other tasks: | Upstream tasks: Downstream tasks:
Comments: Best practice example: Bayerisches Aussenwirtschaftsférderprogramm

http://www.stmwivt.bayern.de/aussenwirtschaft/bayerisches -
aussenwirtschaftsangebot/

Approval by Steering Com- - Date: | -
mittee:
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Task No.: | 1.7 Title of task: Introduction of an industry barometer

Priority: 1

Description of the task:

The key function of the industry barometer is to collect and analyze quantitative and qualitative information

on the Macedonian software / IT -services industry through a web -based questionnaire. This questionnaire
will also include export-related questions. Thereby the industry barometer will provide data and information
which can be used for planning, monitoring and evaluation of export -oriented measures.

Expected results: By using the industry barometer, the stakeholders of the M acedonian software / IT -
services industry are able to better plan, monitor and evaluate export promotion a c-

tiv ities

Result indicators: Industry barometers are being conducted every 6 months by MASIT and results are
used by industry stakeholders for planni ng, monitoring and evaluating export -

oriented measures.

Task start: - Task conclusion: -
Responsible organiza- | MASIT Responsible person: n.n.
tion
Partner organiza- GTZ / GOPA, Ministry of Ecm- | Persons involved: Claus Traeger
tions: omy, Agency for Foreign

Investments of Macedoni a
Overall B u d 15,000 Financial sources: MASIT,GTZ
Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Design of industry barom e- | Concept / service des- GTZ/ GOPA 29.03.2010 3,000
ter cription, online 05.04.2010

questionnaire

Implementation of industry Presentation with r e- GTZ/ GOPA 06.04.2010 12,000
barometer (every 6 months) | sults of the industry (every 6 (2,000 / in-
and benchmarking of key barometer months) dustry
indicators with other cou n- barometer)
tries

Dependency on other tasks:

Upstream tasks:

Downstream tasks:

Comments:

Best practice example: BITKOM Barometer, BASSCOM Industry Barometer,
Annual Survey on the Russian Software Industry (RUSSOFT)

Approval by Steering Com-
mittee:

Date: -
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Task No.: | 1.8 Title of task: Establish Award ®Software Export

Priority: 3

Description of the task:

This task is directed at raising awareness about the importance of export for the Macedonian economy in
general and for its softwa re industry in particular. The exporter of the year should be awarded in the fram e-
work of an official event with high governmental as well as media presence. The winner should be entitled to

use txper e&r of the Year3 | ogo ufpeses. mar keting and pr

Expected results: The awareness of relevant stakeholders and the public about the importance of ex-
ports for the future development of the Macedonian software industry is raised

Result indicators: At least one article or news coverageinoned Macedoni azxs | eadi
per, magazine, TV) / year.

Task start: - Task conclusion: -

Responsible organiza- | Agency for Foreign Invest- Responsible person: n.n.

tion ments of Macedonia, Ministry
of Economy

Partner organiza- Macedonian Chamber of Persons involved: n.n.

tions: Commerce, MASIT

Overall B u ¢ 6,000 Financial sources: Ministry of Economy

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget
Establishaward f o-r 2| Concept for the award Ministry of Econ- 29.11.2010 3,000
porter of the |2Exporter ofl omy 03.12.2010

logo, price and selection cii-

teria

Selection of candidates and | Article / new s coverage | Ministry of Econ- 6.12.2010 3,000
implementation of award omy 5.12.2011 (1,000 /
ceremony including PR 3122012 year)
Dependency on other tasks: | Upstream tasks: Downstream tasks:

Comments: -

Approval by Steering Com- - Date: | -
mittee:
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Task No.: | 1.9 Title of task: EstablishSteerng Commi ttee ®Export Pr on

Priority: 1

Description of the task:

For the implementation of the strategy and its measures, a steering committee should be established, consist-
ing of the members of the working group, who have been already inv olved in the formulation of the strategy.
Thereby, all relevant stakeholders are being integrated into the implementation of the strategy and the pe r-
sonal consistency throughout the strategy development cycle is ensured. The steering committee should be
integrated into the organizational structure of MASIT, including 6 task forces. Each task force is responsible
for the impl ementation of a corresponding strategic measure (1 ¥6). The steering committee orchestrates the
task forces and monitors the implement ation of the export strategy.

Expected results: An efficient organizational structure for the implementation of the export prom  o-
tion strategy of the Macedonian software / IT -services industry is established

Result indicators: Meeting protocols of the Steer i ng Commi ttee 2Export Pr
months)

Meeting protocols of the Task Forces (every 2 months)

Task start: 01.01.10 Task conclusion: 30.12.12

Responsible organiza- | MASIT Responsible person: n.n.

tion

Partner organiza- Members of the strategy wor k- | Persons involved: Members of the strategy
tions: ing group, Ministry of working group

Ecanomy (Department for
Support of Entrepreneurship
and Competitiveness)

Overall Budget| 2000 Financial sources: MASIT

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget
Establish Steering Commit- Organigram, proce- MASIT 01.02.2010 1,000
tee 2Export P r| dures, member list 12.02.2010
Strategy?
Conduct meetings of the Meeting reports MASIT 15.02.2010 500
Steering Committee (every 4

months)
Conduct meetings of the Meeting reports MASIT 15.02.2010 500
Task Forces (every 2

months)
Dependency on other tasks: | Upstream tasks: Downstream tasks:
Comments: -
Approval by Steering Com- - Date: | -
mittee:
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5.1.2Strategic Measure 2: International Branding & Positioning

[ 2. Imernational branding & positicning

_|ﬁasesm1er:m'eunhgm equity }
—| Brand siralegy and mareztng program |-

['2.1. Development of a branding concept |

——| Deveiop Cland logo |

it ket |

- 2.2, Public Relations |——— Articie / whisepapers (e.g. nearsharing] |

—— Flacement n outsourcing rankings (=.9. Garter) |
- Farticipatian In Indusiry forums and exper commitees |

Tralring on {rade f3lr managemsnt and
develnpment

buginess
_M—% Fartciparan al vade fals |
—| BUSINSES DEEgatians }

- =E= outsoureing conterence |

Establish neswork

| 2.4. Macedaréan IT promolion netwerk (- F———| Nefworking event In Macedonia |
——— heneletiar for meriets of MiE netwars

——— Wiebalte | calne catalogue |-
| 2.5. Wb marketing & postianing | | Pastioning In Web 2.0 applcations and sosial neteores

_| Postioning In web portals and wehsihzs |
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Task No.: 2.1 Title of task: Development of a branding concept

Priority: 1

Description of the task:

Lack of branding has been identified by companies as well as government representatives as one of the pri-
mary obstacles to Macedonian software exports. Therefore, a comprehensive branding concept should be
developed and implemented, which is customized to the target m arkets of Macedonian software exporters in
Europe and the US. The branding concept should include a detailed brand strategy and marketing program.

Expected results: A comprehensive branding concept has been developed, which allows for a better
positioning of the Macedonian software / IT -services industry in international ma r-
kets.

Result indicators: Branding concept has been approved by t
Strategy?

Task start: 01.03.10 Task conclusion: 30.06.10

Responsible organiza- | GTZ/ GOPA Responsible person: Lucas von Zallinger

tion

Partner organizations: MASIT Persons involved: n.n.

OveralBudget (| 8,000 Financial sources: GTZ

Individual Activities:

Activity (No. and title): Deliverables: Responsible: Timing: Budget
Assessment of existing brand | Report / presentation GTZ/ GOPA 08.03.201G6 2,000
value (Lucas von 11.03.210
Zallinger)

Elaboration of brand strategy | Branding concept GTZ / GOPA 05.04.20106 6,000
and marketing program (brand strategy and (Lucas von 12.04.2010

marketing program) Zallinger)
Dependency on other tasks: Upstream tasks: Downstream tasks:
Comments: -
Approval by Steering Com- - Date: | -
mittee:
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Task No.: 2.2

Title of task:

Public Relations

Priority: 1

Description of the task:

Special articles on the Macedonian software industry as well as white papers on offshoring / nearshoring
should be placed in selected IT media in the target markets (according to branding concept)

Expected results:

Increased awareness and recognition of the Macedonian software industry in strat e-
gic export markets

Result indicators:

At least 2 articles on the Macedonian software / IT -services industry in relevant m e-
dia in Western Europe or the US / year

for Foreign Investments of

Task start: 01.01.10 Task conclusion: 30.12.12
Responsible organiza- MASIT Responsible person: n.n.

tion

Partner organizations: USAID, GTZ GOPA,Agency Persons involved: n.n.

Macedonia
Overall Bu d| 46,000 Financial sources: USAID, GTZAgency for
Foreign Investments of
Macedonia

Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Develop corporate identity Logo, slogan MASIT 03.05.2010 3,000
(Cl) and logo 07.05.2010
Develop marketing material Brochure, spot MASIT, GTZ / 1005.20106 15,000
(presentation, brochure, spot) GOPA, USAID 21.05.2010
Elaborate article or whit e- Article / white paper MASIT, Universi- 17.05.2010 2,000
paper on offshoring / ties, GTZ / GOPA 04.04.2011
nearshoring to Macedonla . 07.05.2012
(relevant technical and busi-
ness aspects)
Place article or white paper in | Article / whitepaper MASIT, GTZ/ 01.04.2010 6,000
relevant media in target ma r- | (publication) GOPA, USAID (yearly Feb.
kets and Sep.)
Place Macedonian IT industry | IT industry profile (pu b- | MASIT,USAID 24.05.2010 5,000
profile in Gartner (e.g. Gartner | lication) 30.05.2011
Outsourcing Report) 02.05.2012
Place Macedonian IT industry | IT industry profile (pu b- | MASIT,USAID 11.10.2010 5,000
profile in IDC lication) 17.10.2011

11.10.2012
Place Macedonian IT industry | IT industry profile (pu b- | MASIT,GTZ / GOPA| 10.11.2010 5,000
profile in EITO lication) 16.11.2011

16.11.2012
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Organize participation of M a- | Reports MASIT, GTZ/ 24.05.2010 5,000
cedonian software companies GOPA, USAID 30.05.2011
/ experts in rglevant industry 02.05.2012
forums, working groups and
expert committees (e.g. BIT-
KOM working groups on
outsourcing, IT services and
quality management).
Dependency on other tasks: Upstream tasks: Downstream tasks:
Comments: A very good example of a white paper on offshoring can be obtained from
RUSSOFThttp://www.outsourcing  -russia.com/docs/?doc=733
Approval by Steering Com- - Date: | -
mittee:
GOPACONSULTANTS
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Task No.: 2.3

Title of task:

Events in target markets

Priority: 1

Description of the task:

To increase awareness of the Macedonian software industry in export target markets, roadshows and business
delegations should be organized. In addition to that, Macedonia should participate at relevant trade fairs and

events.

Expected results:

Increased awareness and recognition of the Macedonian software industry in strat e-
gic export markets

Match -making and generating concrete business opportunities for Macedonian
software exporters (business development)

Result indicators:
us

At least 3 roadshows or information events have been conducted in Europe and the

At least 10Macedonian software companies patrticipate in international IT trade fairs
(e.g. CeBIT) per year. Source of verification: trade fair participation list @gency for
Foreign Investments of Macedonia / MASIT)

The Macedonian software industry is present at relevant IT trade fairs in the US,
Europe and Middle East / Asia on an annual basis (represented by companies or a a-
tional booth). Source of verification: list of pa rticipants

At least 2 business delegations from potential export markets have taken place in

Macedonia

SEE Nearshoring Conference implemented
Task start: - Task conclusion: -
Responsible organiza- MASIT Responsible person: n.n.
tion
Partner organizations: | Agency for Foreign Invest- Persons involved: n.n.

ments of Macedonia, GTZ /

GOPA, USAID, SIPPO
Overall B u d| 63,000 Financial sources: Agency for Foreign In-

vestments of Macedonia,
GTZ USAID, SIPPO
Individual Activities:
Activity (No. and title): Deliverables: Responsible: Timing: Budget
Organize at least3 roadshows | Programme, presenta- MASIT,Agency for 17.05.2010 10,000
/ information events in tions, list of Foreign Invest- 16.05.2011
Europe and the US participants, evaluation ments of
report Macedonia, GTZ / 18.05.2012
GOPA, USAID

Conduct training on trade fair | Presentation, list of par- | GTZ / GOPA, MASIT| 23.02.2010 2,000
management and business ticipants 26.02.2010
development
Organize participation at 3 List of participants , MASIT,Agency for Yearly events | 36,000 (or-
international trade fairs / evaluation reports Foreign Invest- beginning in ganizationa
year (e.g. CeBIT, SMAU, ments of March | expenses)
GITEX) Macedonia, GTZ / Cost for
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