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Figure 10 Export activity of sampled firms. Years of activity abroad frequency

count. N=20
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selling | selling | with

Years outside| in  the U.S.
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y office

0 0 5 16

Less 1 1 0

than 1

1 2 1 2

2 2 5 1

3 5 3 1

4 2 0 0

5 3 2 0

6 1 1 0

7 0 1 0

8 1 0 0

9 1 0 0

10 1 0 0

11 1 1 0

Median| 3 -4 2 0

The magnitude of the region’s firms’ activities abroad is small. Only one firm is
exporting more than one million dollars per year in software products or services to
the U.S., another firm is exporting this much to Western Europe. This is an industry
that is young — across all these nations. However, given the small size of the firms,

exports are a significant portion of their activities.
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In 2000, how much revenue did firms generate from

salesto..?
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Figure 11 Revenue generated from sales to Western Europe and the U.S.

One of the implications is that many of the firms are small: They are small not
just in terms of revenues, but in terms of employees as well: 55% of the sample firms

had fifty employees or less (Figure 12).

How many employees do the firms
have? (N=20)
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Figure 12 Firm size measured by number of employees
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The firms are making inroads into the global technology landscape. Many have
well regarded customers abroad. These include North American government agencies
as well as global blue chip firms from the US and Europe. Numerous other smaller
firms were also noted.

There is a noticeable emphasis on business ties with Western Europe over the US.
Out of 20 respondents, 15 are selling their services to the U.S., but 19 are selling to
Western Europe, a 27 % difference. A larger share of the firms’ revenues comes
from Western Burope over the US. The modal category is $100,000 to $250,000 of
exports per year to Western Europe, with 7 of 19 companies located in that category-
For the U.S., the mode spreads over the "no revenue" and "less than 100,000"
categories, with each having 5 observations.

Figure 13 summarizes the percent of revenues derived from foreign activity in
Western Europe and the US. Again, Western Europe is a more important source of
revenues, impacting, in the median, 55% of revenues. On the other hand, regarding
business with the US, the median result is that only 15%-20% of revenues are derived
from US sales. An exception is one Bulgarian firm that derives 100% of its revenues

from US sales.
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What percentage of revenue do the firms
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Figure 13 Revenue generated from sales to Western Europe and the U.S.

Of the 20 respondents, 9 had three or more contracts with the U.S; two companies
had two contracts so far. This gradual market entry is consistent with the median
number of years the respondents have been selling abroad, 3.5 years. Of the 20
exporting companies interviewed, four had sales offices in the U.S. - one company for
three years, one for two years, and two for one year. Establishing a sales office is an
expensive, but necessary, mode of market entry.

The overwhelming majority focuses on high-end tasks: new development of fully
integrated systems, and new development of system components (Figure 14). These
are the highest end tasks in software development using the definitions in the survey.

Indeed, many of these firms develop their own products or design and build complete
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systems.

Testing, maintenance and support, as well as design, are also services

provided by around fifty percent of respondents. Also note that roughly the same

services are provided to both the U.S. and Western Europe.

Figure 14 Central European sample: Services exported.
Response to Question: “What are the primary services your company provides for
U.S. and Western European customers?” and “Which services were most important

financially”?

USA: |USA: [Western |Western [Nature of Work

services |most Europe: [Europe:

provided [importan services [Most

t provided iimportan
service i service

1 6 15 10 A — New development of a fully integrated
system

i1 6 15 7 B - New development of a system
component

2 0 5 0 C — Systems integration

1 0 4 0 D - Data communications networks

1 0 1 0 E - Data center operations

9 2 9 1 F - Maintenance and support

6 0 7 0 G ~ Testing

7 0 11 1 H — Design

1 1 2 0 I — Facilities management

1 0 | 0 J - Disaster recovery

1 0 2 0 K — Help desk

5 0 6 0 L — Localization

2 {0 3 0 M — Training

0 0 0 0 N - Data Entry

N=15 [N=15 [N=19 [N=19

Asked to elaborate on their country advantageous characteristics, almost all

respondents (95%) emphasize talented professionals as an attribute of the country to

potential clients (Figure 15).
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Figure 15 Central European sample: Country characteristics emphasized by
respondents to the customer.
More than one answer allowed.

Number of responses
(N=19)

Talented professionals 18

Low cost/ low wages 14

Rapid project start-up 9

Large pool of talented labor 7

Specific skills such as Microsoft, 4

CH++, ete.

Low wages costs come second: 74% emphasize low wages as a couniry
characteristic. To potential clients, it must be obvious that Central European
companies are much less expensive than, say, their German neighbors.

Related to the first item is the companies’ emphasis that there is a large pool of
talented professionals. This is attractive to customers because it implies continued
competitive wages, low company turnover, and growth opportunities (e.g., when the
foreign customer needs more personnel for the job than these can be readily found).
About half the firms emphasized rapid project start-up. Rapid start-up is critical to
project-level decision-makers. Once a project is approved, the client company wants

an immediate pool of labor to begin work, rather than waiting weeks or months for
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employees to finish other projects. Indian firms in particular have emphasized their
“excess” labor at ready to begin a project immediately.

Finally, a number of firms emphasize specific skills. Some of these are skills
available in nations around the world (in a sense they are commodity skills). In other
cases, these skills allow the firms to develop unique products/services which have
done well in international markets.

Figure 16 summarizes the results on comparative disadvantages when it comes to
establishing an L.T. service sector capable of exporting to advanced markets. With
68%, the most frequent response was that their country's weak regulatory and legal
regime put the respondents at a disadvantage. In other words, respondents pointed
their finger at the government. The second most common response was “poor
reputation." The firms in Central Europe are well aware that the reputation hurdle is

a big one.

26



Fignre 16 Competitive disadvantages of Central European countries

What are your couniry's greatest comparative
disadvantages when it comes to establishing an LT.
service sector capable of exporting to the U.S.? (N=19)
Weakness of government regulation and legal
13
regime
8 Poor reputation
5 Weak application knowledge
5 Inadequate project managers
3 Poor English competency
2 Poor telecom infrastructure
2 Cultural distance

The next two most common answers refer to core business issues: weak
application knowledge and inadequate project managers. Weak application
knowledge refers to the knowledge the programmer has about the actual application
domain for which he/she is writing software, whether it be a gasoline distribution
system, a utility for a database, or embedded software for a scientific measuring
device. The second item deals with project managers. While it is important to have
smart, capable programmers, they must work together on project teams. Well-trained,
experienced project managers are the layer of middle management that gets the
systems development projects done. This layer of technical managers typically takes
years to develop.

Poor English competency was selected by only 16 percent of respondents.
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The respondents were asked an open-ended question on policy: "What steps
would you recommend your country undertake to improve its environment for
outsourcing IT work from the U.S.?" Then, the answers were coded and summarized
in Figure 17" Among those interviewees who answered the question, a third would
like to see tax benefits for the IT sector. Slightly less than a third believe that 1T

education and, separately, reputation should be improved.

Figure 17 How to improve countries' environment for outsourcing I'T work

What steps would you recommend your country undertake
to improve its environment for outsourcing 1.T. work from
the U.S.7 (N=15)

5 Create tax benefits for IT sector

4 Improvement of IT education

4 Improve reputation

3 Business associations should be more active

Speed up bureaucratic procedures/improve legal

2

system
2 Convince U.S. (to open its markets or provide visas)
1 Provide information on business opportunities

Only 20% stated that business associations should be more active on their behalf.
Possibly, this indicates that IT companies view themselves as businesses not as
political activists. Managers accept their country factors as constraints, as givens,

rather than structures that can be changed through political involvement.
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Interestingly, none of the respondents said that software piracy needed to be
curbed, even though Central and Eastern Europe is notorious for its high piracy rates,
and this surely prevents Western European and U.S. corporations to move some
system development tasks to the region. Silence on software piracy may simply mean
that companies are not aware of the issue.

In their search for contracts in the U.S. and Western Europe, Central European
companies compete with firms from the U.S., the European Union, India, as well as
Central and Eastern Europe (Figure 18). However, competition among Central
European companies does not appear to be very strong. Three companies listed
Bulgarian competitors for U.S. bids, and three listed the Czech Republic for West
European bids. This picture is a promising one for Central European industries: it
means that the firms have not been “typed” as addressing a certain market segment. If
these firms were “typed” they would be competing against other regional firms much
more often.

There are differences, however, in competition for US and West European
markets. For U.S. bids, India is most relevant as a competitor, with over fifty percent
of respondents listing Indian competitors. 38% of respondents listed U.S. companies
as competitors for U.S. bids. In bids for Western European contracts, the playing
field appears to be more level. 41% of competitors came from a EU member state,

and 29% come from India and Russia, respectively.
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Figure 18 Competition for bids in U.S. and Western Europe.

- During the last 5 bids . in the U.S. and
Western Europe, what were the country
Country u.s. Western .
origin . (N=13) Europe -

(N=17)
India 7 5
U.S. 5 4

-~ EU member 3 7
Poland 2 1

" Bulgaria 3 1

 ‘Hungary 1 2
‘Romania . 0 1
“Czech 2 3
-Russia 2 5

- Ukraine 0 |
- Algeria 1 0

Respondents attribute a substantial part of Indian success in bids for Western
Furopean and U.S. contracts to their good reputation. Asked if India's reputation for
being good at outsourcing was partly responsible for respondents losing contracts to
India, 5 out of 20 said yes, 2 answered negatively. While the response rate for this
question was low-—with only 35% offering an opinion -- the finding is corroborated
by answers to the follow up question "What advantages do your Indian competitors
have?" (Figure 19). 38% of respondents selected "Firms are better known" and 19%
chose "Better overall reputation for IT work" as a response. One respondent added in

his own words: "Stronger then the [Indian] reputation, we feel is the Indian
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networking (Indian [immigrants] in top-management of the US and EU

organizations)"

Figure 19 Advantages of Indian competition

What advantages do your Indian competitors have? (N=16)
7 Less expensive

6 Firms are better known

3 Better overall reputation for IT work

3 More professional sales marketing

2 More human resources

2 More sophisticated development process

2 Government support/protection

The most important factor from the respondents’ viewpoint was price. 44%
selected "less expensive” Although Central European wages are low compared to
those in the U.S. and the European Union; Indian firms have been price competitive.
But this data conflicts with the next item, in Figure 20, in which some of the region’s
firms see themselves as being competitive on price. Also note the significant wage

differentials between Poland on one hand and Romania on the other.
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Figure 20 Competitive advantages of respondents

When you compete with Indian firms in the US or Western
Europe, what are the competitive advantages of your company?
(N=16)

5 Cultural closeness

5 Quality/know-how

3 Closer time zone

3 Lower cost

2 Flexibility

2 Experience with foreign co.’s/similar projects

In an open-ended question, the respondents were asked for the competitive
advantages of their firms vis-a-vis the Indian competition. Then, open coding to these
responses was applied. Some felt that cultural closeness was their edge. This is a
refrain heard from other marketing people: From managers participating, it was heard
that, in reference to the advantage of accessing markets in Western Europe relative to
the Indians, “we are Europeans, after all.” The question is whether the perception of
the companies matches reality.

The respondents were asked how they are able to win contracts for work abroad.
The respondents were given open-ended and closed-ended questions for this topic.

First, the respondents were asked how many of their last contracts with U.S. firms
went through a competitive RFP ("Request for Proposals") process. 60% of
respondents had never won a contract through this process, which indicates that it

plays a very minor role for Central European IT companies. While not all projects
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are awarded based on an RFP, it might also be that Central Europeans do not have
sufficient business connections in the U.S. to make it onto the RFP mailing lists.

The respondents were then asked the open-ended question of how these firms won
contracts and applied open coding. 82 %professed to have won their contracts
through personal contacts or direct references. ™ This is a powerful finding, given
that the question was open-ended and the respondents came up with the response

without being prompted (Figure 21).

Figure 21 How companies got their contracts (open-ended)

How did you get the other contracts? (N=12)
9 Personal contact/reference

1 Trade fair/conference

1 Government tender

1 Chamber of Commerce etc.

1 Congultant/Business agent

I Informal ties to immigrants

I Website

Finally, the respondents were asked the closed-ended question of how they found
their current customers in the USA and Western Europe. Here, word of mouth and
reference play a smaller role than in the previous question. The most interesting result

is that only one respondent selected the option "the Chamber of Commerce/ Export
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Institute, or a similar 3™ party mediated the business relationship" (Figure 22). This
suggests that industry associations play a limited role in helping these small to

medium-size firms close deals.

Figure 22 How companies found current customers (closed-ended)

How did you find your current customers in the USA and
Western Europe? (N=16)
7 Trade fair or conference

6 Web site

Informal ties to immigrants to the U.S. or

’ Western Europe

4 Consultant

1 Chamber of Commerce/Export Institute
3 Other: Word of mouth and references

2 Other: Direct mailing

Other: Visits to potential clients in the U.S.,

Europe

1 Other: Specialized magazines
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5. Discussion and Conclusions

The survey data shows that in spite of a lack of an international awareness and
recognition — even small Central European companies can successfully compete on
cost and/or technical expertise to win significant (if not very large) international
contracts. It is the opinion of the Central European IT exporters that they could do
more with government policies designed to support them. They also acknowledge the
need to improve their capabilities in project management, English competency and
knowledge of Western business culture. This self-perception coincides well with the
expectations of Western firms and consultants who stress that Central EFuropean IT
firms need to continue to improve to meet rising international standards for quality,
speedy communications, dependability and adaptability.

The growth and improvement of the Central European export oriented IT sector
(most of which consists of small and midsize players) brings up the question of size,
critical mass and investment. Given the existing intense international rivalry, the
Central Furopean IT exporters will likely find it hard to grow without supporting
government policies or collaborative arrangements with Western firms. In turn for the
governments to pay attention, an effective lobbying effort has to be made by business
associations.

As has been pointed out, the sad paradox is that most Central European
governments have proactive or passive policies that support and frequently subsidize
traditional sectors of the economy such as agriculture, mining, steel - while they lack
sufficient policies and programs that would be oriented towards the industries of the

future, such as IT and high technology. The explanation of this paradox is simple:
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traditional sectors have powerful lobbies with strong political representation.
Western companies, which also have considerable influence, push for market opening
measures and not for the support of a nascent local IT industry. The experience and
success of countries such as India and to a lesser degree Russia offer important
lessons for Central Europe in the sense that an internationally competitive IT sector
can be created.

In 2003, follow-up interviews were conducted with some of the firms included in
the original study. Also, a number of additional companies were identified that have
emerged as significant exporters of IT products/services.” A preliminary examination
of the top 30 IT exporters in the countries studied shows some new developments.
The largest and most successful companies are the ones that go beyond just selling
standard services in the international markets. They offer unique niche products
(such as education packages) or services (such as specialized software for medical
analysis) and they have successfully attracted a Western investor or joint venture
partner. In this sense, these frontrunners are charting a model for other Central

European companies to emulate.
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Appendix 1
Company Rankings
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Company Name _ Revenues # of Emp. Clients Alliances Work __Age  Site  Total
1QSoft (Hu} www.igsoft.hu 5 5 4 4 5 5 5 33
Softwin (Ro) www.softwinre | 5] 8 LBl 83 -7 DN - Y O
APP Czech (Czech) www.app.cz. .3 5 3 3 4 5/ 4, 27
Logotec Engineering (Pi)

www.logotec.com.pl 4 3 4 .3 3 5 4 26
AAM Technologies (Hu)

www.aamtech.hu 5 5 1 1 4 4 4 24
LCS International (Czech)

wwwlesez .. Bf .5 8.1y 3 B2 24
Soft System (Pl}

www.softsystem.pl 4 3. 3 1 3 5.2 23
NetageSolutions (Bul)

www.netagesolutions.com 1 i 5 2 5 3 5 22
Sirma Al Ltd (Bul) www.sirmabg ; 3 45 4 e T .. T 22
interConsult Bulgaria {Bul) .

www.icb.bg 3 3 4 3 3 3 2 21
AliRound (Hu) www.allround.net | 3. 3 3 1 245 4. 21
EON Technologies (Bul)

www.eontechnologies.bg 2 4 3 2 2 3 3 19
Lasting Software (Ro)

www.lastingro . ‘ 2i .2 1 1 3. .4l 5 i8
Decsoft (P} www.decsoft.com.pl 1 4 1 2 3 5 2 18
Haeminmont-Smartcom AD {Bul)

www.smaricom.bg L34 R —1 1.2 A 3.4
Pentacomp (Pl)

www.pentacomp.pt |11 2 2 T 20 4 2 14
KodaR Ltd. {Bul) www.kodar.net 2 20 2 T L2 1 3. 13
Giobema (Pl)

www globema.com.pl a2 m A28 2113
PC-Progress s.r.o (Czech)

WWW.DC-Rrogress.cz 2 1 2 1 2 3 2 13
Musala Soft (Bul)

www.musala com 2 1 2 1 3 1 2 12
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Notes

' Hungarian News Agency MTI - May 26, 2003, Global News Wire, Financial Times
Information.

" The numbers are Hungary 24%

Source: World Bank Knowledge Assessment
i 5 of the 20 survey participants did not come up with an response for this open-ended question

¥ After excluding five companies that did not export to the U.S. and four non-responses,
we were left with an N of 11.

¥ A preliminary ranking of the best Central European IT exporters is attached as
Appendix 1
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