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In contrast to some views among politicians and donors, as the first decade of transition ended, real sector transition in most Former Soviet Union (FSU) enterprises and in the Balkans is far from complete; in some of these countries, it has barely begun. Therefore, the question about the role of ICT in restructuring is both timely and important for policy makers. It is also a key question for the Knowledge Economy initiative of the World Bank. This initiative focuses on four functional areas: (i) incentive and institutional regime (ii) educated skilled and innovative people (iii) dynamic information structure; and (iv) effective national innovation system.  In this paper, we will consider the first two aspects in the context of enterprise restructuring. Incentives and skills are most directly related to our approach, as explained in the next paragraph, to the role of ICT in restructuring.  Information structure and innovation systems are beyond the scope of this paper due to space limitations. 

We view two possible approaches to the role of ICT in restructuring:  (i) Development of industries which either produce ICT-related hardware and/or software or provide ICT-based services; (ii) ICT penetration and contribution to all industries, including the conventional heavy manufacturing as well as light industries.  In this paper we will focus on the second approach.  For illustration of this approach, we will discuss several case studies of ICT-based restructuring in which firms, by adopting computerized processes of quality control, inventory management and production process engineering, are improving performance. Improvement of the cash flow management systems, accounting systems, ordering system for buyers and for suppliers may achieve dramatic increases in efficiency.  ICT penetration, if properly applied, will allow firms to offer their clients better and faster services and a wider mix of products.

We will argue, in regards to the first approach which focuses on shifting resources to hi-tec and ICT producing industries, that as much of the production of ICT hardware is highly concentrated, because of its high entry costs and economies of scale, only a few countries will have the necessary comparative advantages to succeed in it. Governments in transition countries should resist believing that deliberately developing an ICT manufacturing sector would be a sure route to improved economic growth.  We will stress that ICT based restructuring is an all-inclusive approach rather than only about development of the new hi-tech industries or communication-technology services.  In that sense the proximity to ICT producers may not be as important for ICT users as regular contact with ICT service providers.

Incentive And Institutional Regime

The sequencing of restructuring measures has been extensively debated in the literature since the early 1990’s: first stage, so-called “defensive” restructuring, includes measures to reduce costs and scale down unprofitable enterprise activity by cutting the obsolete production lines, shedding labor and liquidating unproductive assets.  Second stage, “strategic” restructuring includes major capital investments necessary to reorient the business focus of the enterprises: change the product mix, position the company in new markets, merge or acquire business.  Transition economies with unfavorable initial conditions and heavily affected by the dissolution of the former market, including Yugoslavia and most FSU countries, have had to go first through defensive restructuring stage.  The attraction of FDI to support “strategic” capital investment-intensive restructuring in all FSU and Eastern European countries, with the exception of the first four accession countries, has proven extremely difficult.  We will argue that ICT can play an important role in the first stage of ‘defensive” restructuring as the examples below illustrates.

The incentives of the restructuring enterprises clearly depend on a well-established regulatory and institutional framework.   The conventional pillars of market-friendly business environment must be in place but particular attention should be given to the prerequisites of enterprise restructuring, such as the bankruptcy regime and secured transactions legislation.    Only market pressures, competition and the threat of foreclosure or bankruptcy, will force managers of restructuring enterprises to take on the hard decisions required for ICT penetration:  unless the penetration of ICT into the firm is an integral part of production optimization, reformed market strategy and labor retraining or shedding, ICT will become a fig leaf for “modernization”.  

Educated Skilled And Innovative People

ICT penetration into the restructuring firm requires a major shift in the skill mix of its labor force. On the one hand initial overspecialization of the workforce in the ex-socialist economies makes labor readjustment difficult. On the other hand, in some the countries in the region, the level of elementary and secondary education was traditionally high before the 1990’s, especially in mathematics and the sciences. To cope with rapid technical change enterprises need to upgrade labor skills through extensive continuing education both in universities and in firms. This will make the process of matching workers and jobs faster and cheaper for employers. 
Finally, the interface of ICT, restructuring and SME development will be discussed.   For example, it is interesting to note how young and technically educated persons enter the labor market as entrepreneurs, free from the conventional labor market rigidities.   

In summary, in view of our all-inclusive approach  to ICT based restructuring, we will stress the needs of technological education to wide audiences of students and workers to prepare large numbers of graduates with the basic scientific and technological background and  to provide them with the intellectual flexibility that they need in ICT-based positions all across the various sectors of the economy, as ICT will become a necessary tool in all of them. 






