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EXECUTIVE SUMMARY

This investigation provndes information ‘on economic reforms lmuated by Central and

‘. Eastern European (CEE)! countries. It outlines the Organization for Economic Cooperation and

Development (OECD) countries’ aid programs and foreign direct investment in CEE countries
by the West It reports on conditions in CEE agriculture, mining, manufacturing, and ‘services
sectors and assesses their export potenual

' Economic Reform Initiatives

Chapter 2 of the report evalhatés recent efforts made by the CEE governmems'to establish
market-oriented economic systems.and reduce ‘the state’s direct control of the economy.

In all five CEE countries, the principal element of reform has been the reduction of

. state control of industrial assets and the elimination of cenuahzed resource allocation.

Thrce CEE countries—Czechoslovakia, Hungary, and Poland—embarked upon reform
programs early, and conscquently have shown greater progress in reducing state
control of the economy. Hungary and Poland appear to be ahead of Czechoslovakia in
this regard. The number of pnvate sector compames has increased most dramatically
in Hungary and Poland.

Although Bulgaria and Romania ﬁavcstepped hp their reform efforts in 1991, they
appear to have made less progress along the road to a market—oriented system - than
their three northemn neighbors.

In addition to scaling-down direct state ownership of industrial assets, many legal and
institutional foundations have been established in CEE countries for the conduct of

" monetary policy along market economy lines.

However, despite significant progress in the implementation of economic reform, none
of the CEE countries may be considered a market economy at this time. The state is

still the dominant owner of industrial assets in the region; moreover, the conditions

necessary for the creation of a system to control credit allocauon and the money
supply are not yet fully sansﬁed

All five CEE countries have liberalized forelgn economic relations, and have ended

the state monopoly on the conduct of foreign trade. The creation of convertible -

currencies has been made a major priority in the hope of drawmg increased foreign
direct investment.

International Aid and Investment

Chapter 3 discusses multilateral economlc assistance programs and fonelgn direct
investment in CEE countries.

Between July 1989 and December 1990, the total amount of assistance provided to
CEE countries by OECD member states (in addition to the EC as a separate body)

as $27.0 billion. During the same time period, aid distributed by multilateral
organizations amounted to $5.5 billion.

Foreign economic assistance enhances industrial competitiveness in CEE by helping
the recipient country stabilize its economy and boost productivity through greater
access to Westemn technology and capital.

' For the purposes of this mvesnganon CEE encompasses five countries: Bulgaria, Czechoslovakla
Hungary, Poland, and Romania.

vii
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Export Potential of CEE Industries

Chapter 4 addresses the export potential of sectors in these countries, discussi;xg specific
problems that confront CEE industries in their efforts to boost exports.

Expansion of the export sector in all five CEE countries is constrained by deficiencies
in physical infrastructure, as well as in financial and credit institutions. This study
concentrates on specific deficiencies in telecommunications, the computer network,
and transportation as impediments to development of competitive export-oriented
industries.

Embracing the political and economic changes that have taken place in Central and
Eastern Europe since 1989, OECD member states have taken several trade policy
steps desigied to enhance CEE’s export competitiveness. Among the initiatives are the
granting of tariff concessions, the reduction of certain quantitative restrictions on
imports, and the easing of technology transfer regulations. Import -policy concessions
vary widely among OECD member states, but export control and technology transfer

‘initiatives have been developed within the 17-nation Coordinating Committee on

Mutltilateral Export Controls (COCOM).

Chapter S gives detailed profiles assessing the export potential of 11 mining, agriculture
related, or manufacturing industries and the foreign exchange eaming potential of the tourism
sector during the next S years. Table 1 summarizes the export potential of these 12 CEE
sectors. Of the eight sectors with low export potential during the next S years, there is greater
potential in the long term for three of these industriés-metalworking machine tools, poultry,
and tourism. This is assuming that the CEE countries progress with economic reforms and
capital improvements. ‘



Table 1

Summary of Export Potential for Select Central and East European Industries

Export Potential'

Sector _Low Moderate ~ High
Apparel X
Coal X
Copper X
Fertilizers ' X
Meat X
Metalworking '

Machine tools X
Motor—Vehicle

Parts X
Poultry X
Scientific & Medical Instruments X
Steel X
Textiles X
Tourism X

! Potentlal forincrease in exports or forgign currency earnmgs overthenextSyears: low = 0-5 percent; moderate =

6-15 percent; and high = over 15 percent.

Factors favorable to CEE industries:
* abundant supply of skilled labor

* competitive wages

* proximity to West European markets
* commitment to modernization and investment
* some experience/relationships with Western markets/firms

Disadvantages faced by CEE industries:

* rising domestic costs

* low productivity

* lag in technology

* limited capital availability

* weak distribution channels

* significant competition in sophisticated products from Wastern producers

* significant price competition in products from LDCs







Chapter 1
- Introduction

.-Purpose and Oliganization of the Study

At the request of the Office of the United States
Trade Representative (USTR), the U.S. International
. Trade Commission (Commission) instituted

* investigation No. 332-308, “Central and Eastem
- Europe: Export Competitiveness of Major
Manufacturing and Services Sectors” under section
332(g) of the Tariff Act of 1930. A notice of
investigation was published in the Federal Register on
March 20, 1991, and a copy of the notice was posted in

. the Office of the Secretary, U.S. International Trade

- Commission. (See appendix A for a copy of the USTR
letter and the USITC investigation notice.) -

This study assesses the export potential of major
industries in' Central and Eastern Europe (CEE). It

focuses on three areas that are crucial to the export - -

_potential of this region: (1) economic reform; (2)
.. international aid and foreign investment; and (3) the
. existing infrastructure . of - the manufacturing and

services sectors, including the deficiencies that would

hinder the development of these industries.

e Economic reform: . Economic performance in
. each of these countries is affected by the extent
and type of reforms implemented. Chapter 2
reports on the status of reform in each of the
CEE countrics, providing important
background for the assessment of the
competitiveness and export potenual of these
countries.

o -Foreign aid and investment: Over the past 50
years, there has been limited transfer of
technology and knowledge of management
methods from the more advanced West (o the
CEE countries. Chapter 3 examines recent
foreign aid programs and foreign investment
pattemns to discern the extent and direction of

this assistance, which could” add to the
competitiveness of sectors that are expon

oriented.

o Exportpotential: Chapters4 and 5 conclude the

Commission’s assessment of the export

potential of this region. In chapter 4, particular
attention is given to deficiencies in the industnal
infrastructure and in business-related services.
The purpose of this is to identify those areas that
hinder the export potential of the CEE

economies. Chapter 5 concludes with detailed .

_profiles of 12 select industries, assessing the
export potential of each. :

, Egrope.

Methodology
The findings of this report are based on (1)

* published CEE government directives and statistics and

(2) information gathered from interviews with and

reports by industry experts, independent analysts,

government officials, and the staff of intemational
organizations. Each of these resources has limitations.
Suatistical measures of the performance of these

" economies are often inaccurate or unavailable. The

opportunities for regional and industry experts to gain
hands-on experience and to gather first-hand
information has been limited. Consequently, the
Commission used both of these resources in order to

- provide the most thorough assessment of the status and

potential of the economies of Central and Eastern

For example, staff researched govemnment
directives and other published sources to find out what
reform measures were reported to have been adopted.
Regional and industry experts were then contacted not
only to verify the adoption of the measures, but also to

“assess to the extent to which they have been

implemented.

. Although there is some attempt, mamly in the
industry profiles, to compare the CEE countries with
non-OECD countries, the Western market economies
are usually the norm against which the economies of
Central and Eastern Europe are evaluated. There are
several reasons for this. First, the primary emphasis has
always been on East-West comparisons. Second, the
transformation of the CEE countries is unprecedented
and there is no direct historical analogue for
comparison. And lastly, CEE goods and services will
be competing with products and services from the
West.

Before proceeding further, it might be useful to put
the overall level of development in the CEE countries
in some context. This can be done by comparing these
economies with other economies on the basis of certain
performance criteria. In doing this, no attempt will be
made to break new analytical ground; instead the study
will make use of existing data. This analysis should
also provide insights into the overall complexity of any
effort to assess the economic performance of the CEE
countries.

- The Central and East European
Economies in Perspective

Considerable effort has been expended in the West
in estimating the level of development in the Central
and East European countries. Estimates of per capita
Gross Domestic Product (GDP), the level of social
services such as health care and education levels, and
estimates of per capita income based on purchasing
power (ppp), are often used as indicators of the level of
development of the CEE economies. To place the
development level of these economies in some context
relative 1o the development of other Western countries,
estimates for each of these factors are presented below.
While each may have its own particular shortcomings,



the measures taken together can provide a reasonably
accurate - impression of the performance of these
economies.

Estimates for 1990 show that per capita GDP in
CEE is comparable to per capita GDP in Greece,
Portugal, or the Republic of Korea. The estimates for
CEE countries, in 1980 U.S. dollars, are $3,635 per
capita for Bulgaria; $5,102 for Czechoslovakia; $4,487
for Hun%ary, $3,337 for Poland; and $2,408 for
Romania.! Per capita GDP figures, however, do not
tell us anything about certain distortions that may exist
in an economy such as disguised unemployment and
repressed inflation characterized by chronic shortages.
Moreover, average income measures do not reveal

anything about differences in income distribution -

within a country.

- Measures of health care and education levels are
also often used to assess the relative economic well
being. of a country. While the World Bank ranks the
CEE countries as middle-income countries in terms of
per capita nominal Gross National Product (GNP),
statistics on health and education levels indicate the
CEE countries more closely approximate higher
_ income countries such as Greece, Portugal, and Spain.
(See table 2.) Although these statistics may prove

! WEFA Group, “CPE Outlook for Foreign Trade and

inadequate by themselves because of the significant
differences in the quality of these social services, the
general trends reflected in table 1 appear to be
consistent with the other indexes.

Another measure used for comparison is per capita
income adjusted for relative ppp. Based on this
measure, income in CEE countries is less than one-half
that in the European Community.2 Recent, comparable
data is not available on Greece, Portugal, and Spain,
though a study found that in 1980 the average income
level for CEE countries was about three-fifths that of
Wwwml’-:m'opcandaboutmesameastlmof(}mee
Spain, or Portugal? However, the estimation of
purchasing power parities for the CEE countries is at
the preliminary stages. Current estimates are likely to
ch‘a_\nge as the models constructed to gauge ppp are

ined.

Despite the dxﬂ'lculnw. we are leed to conclude
that the CEE economies are closest in level of
development to those of Greece, Spain, or Portugal.

Within this context, the: Commission presents the
most current assessment of the economic activity and

export potential of the Central and East European
economies. .

2 Ea.rum E Special, dnaft, Economics
; ar Deptnmem.
’ Eva Ehrlwh “Absolnle and Relative Economic

Development Levels and Their Structure, 1937-1980," Budapest,

Finance”, July 1991, Washington, DC 1987.
Table 2
Selected health and education Indlcators, 1988
Average for.
CEE Range - Upper Middle
Income .
Indicator High Low Countries?  Greece Portugal ' -Spain
Daily calorie supply ' v .
percapia ...........c.cveuninn.n 3,614 3,357 2,990 3,699 3,382 3,543
. Populatnon per v - o . .
physician' ...................... 570 280 1,160 350 410 320
“Infant mortality rate ' : . _
~ per1,000livebirths .............. 27 12 50 1 13 10
Percentage ‘
group enrollac?
secondary education ............. 85 n 58 95 59 105
' 1984 data.

2 Includes countrigs such as Venezuela South Africa, Libya, and Greece.

Source: World Bank, World Development Report 1991.



Chapter 2
Economic Reform Activity in
Central and Eastern Europe

_ Prepared by Peter Pogany and Janet Whisler

Status of Economic Reforms

All five of the CEE countries have made firm
commitments t0 move from nonmarket 0
market-oriented economic management.* They have
promulgated reform measures to replace the
institutional framework of central planning with
indirect -macroeconomic controls. These measures
include reduction and reorganization of the state’s
economic apparatus, introduction of market prices,
development of financial markets and institutions,
liberalization of foreign economic contacts, and

4 OECD analysts, interviews with USITC staff, June 17-18, -
1991.

expansion of the private sector.5 Nevertheless, reforms
vary among these countries, and no one knows what
shape their economies will take over time. The extent
to which each of these countries has succeeded in
demolishing the old and creating a new economic
system may be determined by (1) the reduction in the
state’s direct control of the economy and by (2) the
progress made in establishing an institutional
framework for indirect economic controls.”

This section of the report presents information on
these two broad indicators for each of the CEE
countries. It also examines the status of efforts to
expand foreign economic relations and the status of
expanding private ownership in industry.

S For more information on the major elements of economic
reform programs and the sequencing and time required for their
implementation, see the listing below and figure 1. For the
current status of the various reform measures in each of the five
countries, see able 3. Details of specific reform measures in
each country are presented in appendix B.

% 6 OECD analysts, interviews with USITC staff, June 17-18,
1991,

7 The Commission was aided in the development of the
method to assess decline in the state’s direct control over the
national economies of CEE countries by OECD analysts and by a
visiting fellow at the Brookings Institution.

Major Elements of the Economic Reform Programs In CEE Countries

1. Macroeconomic Stabilization and Control
Implementation of stabilization programs

- Creation of tools and institutions for indirect macroeconomic control, monetary and fiscal

Measures to reduce reliance on state support

Dealing with existing problems (monetary overhang, financial system bankruptcies)

2. Social Safety Nets (Assistance to alleviate the economic consequences of stabilization and reform policies)

3. Institutional Reforms: Human Capital and Administrative Capacity

Legal and regulatory institutions

Business management, including financial sector
Government decision-makers and administrators
Information systems (accounting and auditing)

4. Price and Market Reform
) Domestic price reform
International trade liberalization
Distribution systems for products
Creation of market for housing
Wages
Interest Rates

5. Small-and Large-Scale Enterprise Restructuring and Privatization

Management system
Allocation of property rights
Agricultural land

Industrial capital

Housing stock

Social protection and insurance rights for individuals

6. Development of Financial Markets and Institutions
Banking systems

Other financial markets

Source: Paper presented at a conference sponsored by the Organization for Economic Cooperation and

Development, Center for Cooperation with t

e European Economies in Transition, November 1990.



Figure 1

Estimated time required for economic reform programs In CEE countries

Intense

Macrostabilization

Continuing

Institutionalization

NN

Social Safety Net

ntining process

Institutional Reforms

AAMRMTRRTiininnn,ay

Price and Market

Reform [ Continuing process

Adjust Tariffs to Uniformity ! ‘

Small Scalo Privaizaion. AN\
Development Evaluation Implementation and completion

Large Scale Restructuring

and Privatization = EIOOBOWOISNI\\ KRS S

Autonomous Banking
System

Other Financial
Markets

Gradual implementation?

5 6 7 8 9 10 1
Number of years

' Time required for this one aspect of price and market reform.
2 Estimated three-year delay in startup pending implementation of autonomous banking system.

Source: Paper presented at a conference sponsored by the Organization for Economic Cooperation and
Development, Center for Cooperation with the European Economies in Transition, November 1980.

Reduction in the Direct Control of the
Economy®

Reduction in the state’s direct control of the
economy involves the reduction in the state’s
ownership of industrial assets and its active
management of resource allocation. This report
measures reduction in the state’s active management of
resource allocation by the decline of producer

8 Ibid. The state's direct control of the economy in the
former East bloc countries took two main forms: detailed central
planning and administrative control without compulsory plans,
1Le., the indirectly centralized system. Detailed central planning,
the more orthodox of the two forms, has been abolished in all
five CEE countries. Thus, the expression “direct control™ refers
exclusively to the degree of administrative control over economic
life without compulsory plans. This form of control derives from
the state’s overwhelming proprictorship in industry, trade, and
finance and from its hegemony in national life. It is manifest in
interference in the decisions of seemingly independent enterprise
managers, in the withdrawal of resources from some enterprises to
support others, in the use of price controls, and in the central
allocation of investments. Interviews with World Bank official,
June S, 1991 and with OECD analysts, June 17-18, 1991.

subsidies? as a percentage of the gross domestic
product (GDP), by the increase in market generated
prices versus administratively determined prices, and
by the decline in the percentage of centrally allocated
investment in the country’s total investment spending.

The reduction of both state ownership and active
management of resource allocation varies among the
CEE countries. Poland and Hungary embarked on
radical economic reforms during 1990 and
Czechoslovakia during early 1991.10  Although
Bulgaria and Romania have stepped up their reform
efforts during 1991, they currently appear to have
advanced less than Poland, Hungary, and
Czechoslovakia with respect to these measures.1! Data

9 The word “subsidy” is a direct translation of the term used
in the budges of the five countrics. The “subsidies™ here appear
to be domestic and not necessarily export oriented. The use of
the term in this context should not be inte; to mean that
such subsidies are within the meaning of the U.S. countervailing
duty law (19 U.S.C. 1303, 1671 et. seq.).

% 10 OECD analysts, interviews with USITC staff, June 17-18,
1991.
1! Ibid.



Table 3

Status of economic reform activities in Central and Eastern Europe as of June 1991

Foreign Trade & New Firm - Sales of State Major
-Country Legal Reform Investment Formation Enterprises Roadblocks
Bulgarla Restrictions on Restrictions reduced, Thousands of Program just Restrictions on
private firms full repatriation allowed, functional private starting, leasing foreign exchange
lifted; ownership of - but exchange constraints  firms,most very most common form.  monopolies of
state firms unclear; “remain; 100% foreign small. inputs; lack of
EC accounting stds., ownership allowed; financial system and
Commercial code, currency not convertible, poor communications.
antimonopoly law : : ) .
adopted. -
Czechoslovakia Restrictions on 100% foreign Thousands of Rules & regulations  Lack of adequate
) . private firms ownership; full entrepreneurs, some for privatization financial system;
removed; commercial - profit repatriation part-time, have not yet fully restitution issues;
code to be approved allowed. started firms; several developed, some lack of financing
this month; EC dozen mid-size reliance on for purchasing
acoounting standards private mfg. firms; 1200 vouchers, slow firms; trade & invest- -
adopted. joint ventures. ‘progress. ment constraints.
Hungary Commercial and No government . . Private sector is 200 sales through -Auctions of state firms
contract law - " approval needed for "~ 14-30% of GDP; spontaneous . . . delayed by conflicts
updated; land - foreign purchasers; 14,000 new private privatization; State over receipts between
purchases possible; full repatriation . firms last year Property Agency in  levels of government;
accounting & allowed; no exchange - alone. charge with clear high costs of appraising
concession laws. controls; sizeable : ownership rights. . and selling state firms;
investment inflows. ‘weak bank capitalization.
Poland Legal restrictions - Liberal investment A sharmp increase in 8 large firms and Restitution; lack of
* on private firms law drafted; foreign "new firms; private sector 143 others sold as management skills;
litted, but other investment employment share up of 3/91; most retail possibly excessive
laws and disappointing; to 15.7% in 1990; ‘shops being sold or - antimonopoly laws;
bureaucratic ways permission needed private share of leased. lack of banking and
remain. for >10% ownership, . industrial credit, business
: readily granted. production 13.4%. infrastructure;
- : . uncertain political
and economic
environment.
Romania Most legal re- Liberal foreign, About 98,000 private No full scale Unstable political
strictions on new investment law; ‘businesses privatization situation; confusion
rrivate firms limits on hard established in 1990, completed; and bureaucratic
ifted; private currency re- mostly small service commercialization of inertia; lack of
ownership of patriation; most sector firms state enterprises is  technical and
farmland import and export employing fewer than proceeding; goal is managerial skills;
established; licensing automatic 10 persons. 50% privatization in  limited access to
ownership of other and most quotas 3 years. capital; and inade-
state property abolished. quate business
uncertain. infrastructure.

Source: Council of Economic Advisors, Executive Office of the President, Task Force on Reform in Central and Eastern Europe.



in this section are presented for only Czechoslovakia,
Hungary, and Poland. The reforms that the following
measures attempt to gauge have occurred too recently
in Bulgaria and Romania to allow annual data or
projections.

Reduction in the state’s ownership of
industrial assets

The state’s virwally 100-percent ownership of
industrial assets before the beginning of radical
economic reforms declined to 80 percent in Hungary
and Poland and to 95 percent in Czechoslovakia by

early 1991.12 The state’s share of total industrial

production declined from 84 percent during the first
quarter of 1990 to 83 percent during the first quarter of
1991 in Poland.!3 In Czechoslovakia, the state’s share
in industrial production declined from virtually 100
percent during 1989 to slightly over 90 percent by early
1991. In Hungary, the state’s share in industrial
production is projected to decline from 97 percent
during 1990 to 86 percent during 1991.14

Reduction in the state’s management of
resource allocation :
Reduction in the state’s management of resource

allocation is underway in all five countries. Producer
subsidies as a percentage of the national budget

declined from 44.7 percent during 1989 to 15.7 percent .

during 1990 in Poland and from 19.0 percent during
1987 to 12.4 percent during 1990 in Hungary.!> A
significant decline is projected for Czechoslovakia
during 1991.16

Based on current value of aggregate transactions,
the percentage of market-determined prices (as

opposed to administered prices) increased to over 90

percent in both Poland and Hungary during 1990, from
SO percent during 1989 and 1987, respectively.!’ In
Czechoslovakia, market-determined  prices are
projected to increase from virtually zero during 1989 to
70 percent during 1991.18

The direct allocation of investment resources by
the central government fell in Poland and Hungary
during 1990. With the exception of projects to develop

the infrastructure, the Government has transferred

decision-making authority on even large investments to
enterprises in both countries.!® In Poland, the share of
investments made by enterprises increased to 73

12 C]A, Easten Europe: Coming Around the First Turn,
gaper presented to the Technology and National Security
ubcormittee of the Joint Economic Committee, Congress of the
United States, May 16, 1991.
13 Compiled from national statistics.
14 Ihid

15 OECD analysts, interview with USITC staff, June 18,
1991.

16 PlanEcon, Inc., interview with USITC staff, Aug. 1, 1991.

:Z Compiled from national statistics. ‘

19 PlanEcon Inc., PlanEcon Report, June 19, 1991, p. 14;
PlanEcon Inc., interview with USITC staff, July 25, 1991.

percent during 1990 from 70 percent during 1989.20
Government-sponsored investment projects,
representing the backbone of central planning,
numbered in the hundreds during the mid-1980s, but
dropped to only 57 during 1990.2! These apparently
represented a continuation of existing projects, and

‘budget transfers for them were less than 1 percent of all

investment expenditures in the country.Z2 In Hungary,
the share of investments made by enterprises increased
from 63 percent during 1987 to 70 percent during
1990.2 In Czechoslovakia, a significant decline in
central Government investment was projected to take
place during 1991. However, it is not known to what
extent the control relinquished by the central
Govemnment will be assumed by the governments of
the two republics.24

Progress in Establishing the Indirect
Control of the Economy :

A CEE govemment’s indirect control of its
economy can be measured by the progress made in
creating preconditions necessary to conduct monetary
policies as in a market economy. The model used as a
comparison is that of the OECD member countries.>

The major precondition for implementing monetary
policies compatible with a market economy is the
establishment of an extensive commercial banking
system. The existence of such a commércial banking

" system allows the allocation of investment capital

according to market criteria. In conjunction with this
requirement, it is useful if the country’s central bank is
relatively independent of the government in power.26
The existence of an independent central bank allows
pursuit of macroeconomic policy goals (e.g., the.
targeting of the money supply, the average rate of
interest charged by commercial banks, the exchange
rate of the national currency) free from the political
exigencies of the government in power.2’

All CEE countries have made. important strides in
establishing such a two-tier banking system, but none
of them has fully succeeded in creating the conditions
required for conducting monetary policies in a market
economy.?8 State ownership is still predominant in

 Foreign Trade Rescarch Institute, The International and
Polish Economy in 1990 and 1991 (Warsaw, 1991), p. 139.
Although most of these enterprises remained state owned, their
increased role in investment decisions is significant. By law,
enterprises in all five countries have to sho:}m{il 10 escape the
threat of liquidation or reorganization. Therefore, investment
decisions by state-owned enterprises in an environment of
diminished price controls and reduced central economic apparatus
are assumed to be at least pantially market induced.

2 Ibid.

2 hid.

B PlanEcon Inc., PlanEcon Report, June 19, 1991, p. 14;
PlanEcon Inc., interview with USITC suaff, July 25, 1991.

2 PlanEcon Inc., interview with USITC staff, Aug. 2, 1991.

B These itions were determined through interviews
with a senior economist, a visiting fellow at the Brookings
Institution, and OECD analysts.

 Tbid.

7 Ibid.

3 Interviews with the siaff at a European-based intemational
bank active in CEE (June 19, 1991), IMF economist (Aug. 30,

-1991), analyst at the Institute of Intemational Finance .



commercial banking systems throughout the region, as
measured by the overwhelming weight of state-owned
banks in holding old loans and extending new ones.??
Even the new, completely privately owned banks do
not-yet compete with one another or with other
ﬁnancnal msmunons (e.g., the savings banks) for
deposits.30

Many unprofitable, state-owned enterprises
awaiting liquidation or divestiture have loans at
predominantly state-owned commercial banks in all
five countries. As a result, these banks are at least
partially dependent on budget allocations to carry the
non-performing loans.3!
all five countries are heavily involved in the direct
financing of the government. Therefore, they cannot be
considered independent from the governments in

power.32

Liberalization of Foreign Economzc
Relations

The liberalization of trade, foreign investment, and
currency exchange is critical to the region.
Liberalization not only helps ensure its economic
recovery but also helps its transition to a market
economy.33 By injecting competition into industries
often dominated by a few stale enterprises, the
expansion of foreign economic contacts stimulates
market-oriented conduct in Aproduction for both
domestic and foreign markets.3

Liberalization of trade regimes

By granting foreign trade rights to enterprises, all
five CEE counmes have abolished the state monopoly
in foreign trade.3> Estimates currently available for
Czechoslovakia, Hungary, and Poland indicate that
enterprises already control roughly four-fifths of all
export and import transactions in these countries.36
There is some evidence that the increase in enterprise
autonomy is mfluencmg both the size and composnuon
of exports and imports in Poland and Hungary.3” In
addition, there is evidence that domestic producers in
both countries are experiencing competition from
imports.

2_Continued
:ELS 1991), and analysts at a West European central bank
clouuenoCEEbanks (Sept. 3 and 4, 1991)

Ibnd
31 Tbid.
32 Ihid. For some specific information on the development of
commercial banking in the three countrics, see section on
“Deficiencies in Financial and Credit Inmumons * later in this

33 Interviews with the vice president of a U.S. investment
firm active in CEE (June 6, 1991), CEE analysis at the OECD
(June 17-18, 1991), and staff at a European-based intemational
bmk“aw'ye in CEE (June 19, 1991).

Ibid.
335 World Bank official, interview with USITC staff, June §,
1991.
“ OECD official, interview with USITC staff, June 18, 1991.
37 World Bank oﬂicnl interview with USITC staff, June s,
1991.

Finally, the central banks in-

Committee  for

The State’s absolute control over foreign trade in
the five countries has given way to the use of
traditional instruments of trade policy, such as tariffs,
quotas and licenses, to meet goals of national economic
policy.3  These goals include the acquisition of
high-technology imports, the prevention of excessive
depletion of foreign-exchange reserves, and the
prevenuon of excessive exportation of goods in short
supply.3? .

All five countries now impose relatively low rates
of duty on imports.®Y The average tariff rate (the
unweighted arithmetic average of rates) on imports is
8.7 percent for Bulgaria, 4.6 percent for
Czechoslovakia, 13.0 percent for Hungary, and 11.8
percent for Poland. Romania is currently drafting a new
import tariff schedule.4!

In addition to Ievying regular tariffs, other import
restrictions are imposed for balance of payments
reasons. Czechoslovakia levies a 15.0-percent
surcharge on many consumer product imports;42
Hungary fixes an absolute dollar ceiling on the
importation of consumer goods;*3 and Poland has
recently introduced special tariffs on food imports.4
According to some estimates, the combined tariff and
nontariff barriers of the three Central European
coumgles are equivalent to a 12,0-percent average tariff
rate.*

All five countries require licenses for both the
importation and exportation of commodities covered
by international agreements (e.g., weapons, explosives,
and radioactive materials).%6 Export licenses are also
required in all five countries for goods subject to
voluntary export restraint agreements or foreign quotas
and for goods in short supply (e.g., energy products,
some food items, and medlcal products).?

Czechoslovakia, Hungary, and Poland issue import
and export licenses for high-technology commodities
recently decontrolled by the 17-nation Coordinating
Multilateral Export  Controls

: I?)ECD official, interview with USITC staff, June 18, 1991.
id
40 Information obtained from the respective embassies in
Washington, DC, July 1-19, 1991.
4 Information oblained from the respective embassies,
July 1-19, 1991, and the Office of the United States Trade
Repn:samu've (USTR), Aug. 2, 199]1. Data for Romania were
not available.
The unweighted arithmetic average of tariff rates is
6.8 percent for the United States and 6.5 percent for both the EC
and Japan. At 17.3 t, Australia has one of the highest rates
among the t‘le\u:lcpesrcm:n tries; at 43.1 percent, Thailand has one
of the highest rates among the developing countries. Interview
with the Office of the USTR, June §, 1991.
42 Interview with commercial officer, Embassy of
Czechoslov:km Washington, DC, July 1, 1991.
43 Interview with commercial oﬂ'ieer. Embassy of Hungary,
Washxn ton, DC, July 1, 1991.
oreign Broadcast Information Service (FBIS), Daily
Reporl Eastern Europe, June 13, 1991, p. 58.
Calculaled from national statistics.
46 Information obtained from the respective embames in
Washlnﬁ,lon DC, July 1-19, 1991.



(COCOM) .48 The three countries issue licenses for the
importation of the decontrolled items as a means of
speeding up the approval of such sales by the Western
nations, and they issue export licenses to keep track of
the reexportation of these items under COCOM
guidelines. 49

There are no reliable estimates of the proportion of
total trade wransactions that are subject to licensing
requirements in the five countries.® However, based
on the limited analysis thus far performed, none of
these countries currently appears to engage in
excessive or objectionable licensing practices.! ‘

The governments of all five countries intend to
continue liberalizing their trade regimes.’2 For
example, officials from Hungary and Poland say that
tariff rates are scheduled to decline in the two
countries, and officials from Czechoslovakia have
given assurances that the import surcharge on
consumer goods will be eliminated as scheduled by the
end of 1991.53 Nevertheless, many analysts believe that
the current trade ‘situation and the short-term economic
outlook are not conducive to a further overall
liberalization of their trade regimes. Because all five
countries are currently in a recession, the further
liberalization of trade could aggravate the downturn in
industrial production and employment as well as
increase external debt.54

The CEE countries havée begun to create the
legislative framework for the protection of their
domestic industries. Based on General Agreement on
Trade and Tariffs (GATT) article VI (Antidumping and
Countervailing Duties),>> Poland and Hungary have
established a legal mechanism for dealing with
domestic complaints about dumping and subsidization
of imports.36 Following guidelines laid down by GATT
article XIX (the “Safeguard” clause),>’ Hungary also
has established mechanisms that allow for temporary
protection of domestic industry from unexpected surges
in imports and Poland has begun to institute such
mechanisms.58 In Czechoslovakia, legal work has

8 Us. rtment of Commerce official, interview with
USITC staff, June 5, 1991. For more on the easing of expon
controls to the CEE region, see section on export controls under
“Trade Policies of.MajOt OECD Markets for Central and East

Eui Ex A
%‘JS. ent of Commerce official, interview with
USITC staff, June S, 1991.
30 World Bank official, interview with USITC staff, July 3,

1.
3! Ibid.
52 Information obtained from the respective embassics in
w“’sli}nsm' DC, July 1-19, 1991.
Ibid

54 For more dewniled information, see USITC, International
Economic Review (IER), August 1991, p. 7.

53 GATT, “Text of the General Agreement,” Basic
Instruments and Selected Documents, vol. 4 (Geneva; March

19695)‘ E 10-12.
9l;rlvicws with respective embassies in Washington, DC,
July 1, 1991,
Vst GATT, "Text of the General Agreement,” Basic
Instruments and Selecied Documents, vol. 4, pp. 37, 38.
38 Interview with the Embassy of Hungary, Washington, DC,
July 1, 1991. See also FBIS, Daily Report: tern Europe,
Feb. 15, 1991, pp. 39-41.

begun to handle complaints under both GATT
articles.®® However, so far no petitions alleging
dumping or subsidization have been filed in Poland or
Hungary, and none alleging damages to a domestic
industry from a surge in imports has been filed in
Hungary.60

All five countries emphasize commitment to GATT
principles and goals®! Czechoslovakia has been a
member of GATT since 1948, Poland since 1967,
Romania since 1971, and Hungary since 1974.
Bulgaria received observer status in 1967 and
requested accession in 1986.52 The Working Party to
assess Bulgaria’s petition for membership was
established in April 1990.63

Liberalization of foreign investment,

Since the beginning of radical economic reforms in
1989/1990, policy makers in the CEE countries have
assigned a key role to foreign capital in the transition
process.% All five countries have expanded the
possibilities of foreign ownership beyond joint
venturgss to the complete ownership of industrial
assets. :

Despite the liberalization of foreign investment,
Western businesses remain cautious in making use of
the new opportunities.% The region’s economic and
financial problems, lack of appropriate business
climate, and inadequate infrastructure have been cited
as the most general disincentives to commit large sums
of private capital to most of the countries of the
region.%” Nevertheless, as these problems slowly

recede, Western investment in the region is projected to

grow. Improved access. to markets in the West is a
recognized factor in the growin%simeresl of Westemn
firms to invest in the region.™ Among the five
countries of the region, foreign investments reportedly
have begun to exert a significant economic impact only
in Hungary.® o

% Interviews with the respective embassies in Washington,
DC, July 1 and 8, 1991.

% Interviews with the respective embassies in Washington,
DC, an 1, 1991.

6l Interviews with the respective embassies in Washington,
DC, July 1-19, 1991. ' :

fice of the United States Trade Representative, Foreign
Trade Barriers, March 1991, p. 246.

6 Ibid.

% Interviews with the vice president of a U.S. investment
firm active in CEE (June 6, 1991), CEE analysts at the OECD
(Junc 17-18, 1991), and staff at a Earopean-based intemnational
bank active in CEE (June 19, 1991).

& Ibid.

6 Tbid.

 Ibid.

@ [bid. For details, see section on “Foreign Direct
Investment.”

% Radio Free Europe/Radio Liberty Research Institute
(RF99E’1 'RL%. Repori on Eastern Europe, vol. 2, No. 21, May 24,
1991, p. 23.



Currency convertibility

The extent to which national currencies can be
exchanged for convertible currencies for the purposes
of international transaction clearly marks the progress a
CEE country has achicved in the implementation of
market reforms and closely associated macroeconomic
stabilization policies.”® The International Monetary
Fund distinguishes between current account
convertibility and capital account convertibility.”!

The freedom to exchange the national currency for
convertiblé currencies in order to import goods and
services, repatriate foreign investment income, and
make unilateral transfer payments is called cument
account convertibility.”2 The four major preconditions
for current account convertibility are realistic exchange
rates, a set of macroeconomic policies that ensure a
sustainable current account equilibrium, adequate
liquidity in convertible currencies, and sufficient
economic reform to allow reasonably effective
functioning of the price mechanism.”

Although all five CEE countries have taken steps
toward establishing current account convertibility, they
have all retained constraints to full current account
convertibility.”* In Bulgaria, restrictions apply to
payments for services and transactions by individuals.
The limited supply of foreign exchange is allocated
through an interbank market where banks bid on behalf
of their depositors, mainly industrial firms.”® In
Czechoslovakia, industrial enterprises appear to have a
more ready access to foreign exchange than do
individuals.”® For example, exchange for tourism is
strictly limited.”” In Hungary, the authorities restrict
exchange for consumer goods that are subject to a fixed
annual value limit.’® In Poland, authorities restrict
access to foreign exchange for the payment of services,
and as a rule industrial enterprises appear to experience
more restrictive access to foreign exchange than do
individuals.”® In Romania, there is a formal foreign

. 79 Remarks by Joshua Greene, Senior Economist,
‘Intemational Monetary Fund (IMF) at the Conference on Eastemn
- Euro;)enn Economies in Transition, May 23, 1991.
. ! For definitions regarding currency conventibility, see
Joshua E. Greene and Peter Isard, Cwrrency Convertibility and the
. Transformation of Centrally Planned Economies, occasional paper
No. 81 (Washington, DC: International Monetary Fund, June
1991_) 3,56,and 17.
2l’I-Por items included in the U.S. current account, see Council
of Economic Advisors, Economic Report of the President,
February 1991, p. 402.

3 For a dewiled analysis of the gtecmdiﬁons for currency
conventibility in Eastem Europe, see Joshua E. Greene and Peter
Isard, Currency Convertibility and the Transformation of Centrally
Planned Economies, Occasional paper No. 81 (Washington, DC:
Intemnational Monetary Fund, June 1991), m

74 Remarks by Joshua Greene, Senior ist,
Intemnational Monetary Fund (IMF) at the Conference on Eastem
European Economies in Transition, May 23, 1991.

S Tbid.

76 Thid.

77 Remarks by the Ambassador from Czechoslovakia at the
Conference on Eastem European Economies in Transition,

May 23, 1991.

78 Remarks by Joshua Greene, Senior Economist,
International Monetary Fund (IMF) at the Conference on Eastem
Eum‘gean Economies in Transition, May 23, 1991.

Ibid.

exchange market where industrial firms and individuals
can bid for the available sutpply.80 The state strictly
limits the availability of foreign exchange to be
auctioned to firms and individuals.8! _
The full repatriation of eamings on foreign capital
is allowed by all five CEE countries, but there is no
readily available information with which to make
comparisons to Western experiences of profit
repatriation.$2

The freedom to exchange the national currency for
convertible currencies for the purpose of sending
capital out of the country is called capital account
convertibility.83 Whereas Western capital invested in
each of the five countries may be repatriated subject to
procedures of varying length, domestic firms and local
residents are apparently unable to exchansge the
national currency to make investments abroad.>* Some
economists argue that convertibility for the purpose of
investing abroad requires a larger supply of convertible
currency reserves and a higher degree of domestic
economic _stability than currently exist in these
countries.

All five countries consider full convertibility (i.e.,
unrestricted convertibility for all intemational
transactions) a goal to be achieved as soon as possible.
This policy is guided by the recognition that progress
in external convertibility increases access to Westem
capital and strengthens transition to a market
economy.%6

Privatization

For the purposes of this study, privatization is the
expansion of the private sector either by the
establishment of new, privately owned businesses or by
the state’s divestiture of its property. To date, most of
the expansion of the private sector in all five countries
can be attributed to the establishment of new
enterprises rather than to the divestiture.57

All five CEE countries have enacted legislation to
expand their private sector, but progress in this area
varies significantly among the countries. At present,
Czechoslovakia, Hungary, and Poland have moved the
furthest in creating the legal framework for the
expansion of the private sector and in implementing
programs aimed at the divestiture of state-owned
industrial assets.38

 Ihid.

8 Tbid.

2 Ibhid.

83 For items included in the U.S. capital account, see Council
of Economic Advisors, Ecomomic Report of the President,
February 1991, p. 403.

8 Remarks by Joshua Greene, Senior Economist,
Intemational Monetary Fund (IMF) at the Conference on Eastemn
Eunzean Economies in Transition, May 23, 1991.

Ibid

86 Tbid. )
8 Inerviews with Congressional Research Service, June 10,
1991, and a U.S. investment firm providing assistance in
rivatization to CEEs under contract to the U.S. Agency for
temational Development (AID), June 13, 1991.
8 QECD analysts, interviews with USITC staff, June 17 and
18, 1991.



The Establishment of New Businesses

Although there are no detailed and comparable data |

on the establishment of new businesses in the CEE
countries, it is apparent that private entrepreneurship
has gained significant momentum throughout the

region. New private businesses in Bulgaria number

approximately 50,000.89 Most of these businesses are
in agriculture, services, and retailing.’® However, only
about 5,000 of these businesses are fully functional,
and profitable firms number in the hundreds. Only
several dozen new firms have a mover in excess of
$1 million.9!

In  Czechoslovakia, there were 655,000
registrations to start private businesses at the end of the
first quarter of 1991.92 Of these, 495,000 were in the
Czech Republic and 160,000 in the Slovak Republic.
Of the total number of registrations, 189,295 were in
industry. No information is currently available on the
size or status of these new businesses.%

In Hungary, there are 28,000 registered
nonagricultural private businesses with sales in excess
of $300,000%4 The new businesses are involved in
practically every economic sector and industrial
branch, including the machine, light, .and food
industries and the construction and retail trades.

The number of private business registrations in
Poland increased by an estimated 400,000 during
1990.%6 The bulk of new businesses are in retailing, but
there are significant numbers of private firms engaged
in small-scale manufacturing, transport, foreign trade
and services.?’ At midyear 1991, private corporations
numbered 38,516.%8 The number of privately owned
cglgnopg,pics in industry increased by 3,780 during
1990.

About 98,000 private businesses had emerged in
Romania by the end of 1990.1% These are mostly
small service outlets involved in
transportation and repairs. Other small firms produce
food, textiles, handicrafts, and knitwear.!0! -

89 Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers; Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and
Ea:lgom Europe, pp. 18, 20. .

Tbid

91 Thid.
“ g!zco analyst, interview with USITC staff, July 31, 1991.
id

9 FBIS, Eastern Europe: Daily Report, July 1, 1991, pp. 18,
19. 9 Ibid.

96 For details on the sion of the private sector in
Poland, see Janine R. Wedel, The Unplanned Society: Poland
During and After Communism (New York: Columbia University

Plu?, (forthcoming 1991).
Ibid

9;01’01;311’3 Ministry of Finance, interview with USITC staff,
, 1991,
99 FBIS, Daily Report: Eastern Europe, Mar. 8, 191, p. 14.
100 Tagk Force onplgcform in Central and Eastem Europ';.
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies inugewal and
&:l%;l Europe, p. 80. :

Ibid.
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The Divestiture of State-owned Property'%?

Divestiture has been classified into the following
methods: sale of stocks to foreign or domestic
investors; 103 sale of enterprise assets through auction
(liquidation); total or partial relinquishment of control
by entering into joint ventures with private firms; lease
of assets to private firms;, or relinquishment of
management to private firms through management
contracts. These techniques may be combined in a
number of ways, -but the most prevalent method is
likely to be the sale of enterprises. A precondition to
the application of this method is the transformation of
the state-owned company into a joint-stock or
shareholding company.

Joint ventures have been created between Western
firms and the state-owned enterprises of the CEE
region for several years and, to a limited extent, have
eroded the state’s ownership of industrial assets.
However, the extent of this erosion has not been
documented.!%4

The following country-by-country description
provides information on the status of divestiture in
each of the five countries,

Czechoslovakia, Hungary, and Poland

The principal method of divestiture in these
countries is the transformation of the state-owned
companies into joint-stock companies and the
subsequent sale of their shares to private firms and
individuals.!% Some state-owned firms volunteer and
some are being forced into this process by
bankrupicy.!% Regardless of who initiates divestiture
through the sale of shares, the enterprise concemed has
to value its assets to price its shares and plan for the

- 102 Siate property slated for divestiture is nommally classified
by its factor of production (i.e., capital or land) and economic
sector (i.c., industry, agriculture, trade, or financial services.)
Within industrial enterprises, the number of employees serves as
the main criterion for dividing énterprises into ﬂtge, medium, and
small ones. The process of divestiture is classified according to
initiator, targeted ownership, and divestiture method. The
divestiture of state property may be full or partial, and it may
ocz:u!r)l at once or 3'“::1.]": iaied b

vestiture may be inili an sppropriate government
agency, the siate-owned: enlcrpriseyiuelf. a private ganenic entity,
or a foreign firm. If divestiture is initiated by a state-owned
enterprise and cludes govermment control, the process is often
referred to as “savage privatization,” “privatization from below,”
or “spontancous privatization.” Based on the u?ewd ownership,
the divestiture may be intemal (the employees of an enterprise),
external (outside investors), or free distribution (the entire

tion through the distribution of - rty certificates or
vouchers). Divestiture mnéot“algel two or all three of these
groups. (Interviews with. gressional Research Service,

June 10, 1991, and a U.S. investment firm providing assistance in
ivatization to CEEs under contract to the U.S. Agency for
temational Development (AID), June 13, 1991.)

103 Under this method shares are issued in the value of
enterprise assets and sold on one or more stock exchanges or
through negotiated sales (tenders).  Shares may be sold at
discount or given gratis to the employees of the enterprise.’

14 Eor details on joint ventures, see section on Foreign
Direct Investment, later in this report.

103 QECD analysts, interviews with USITC staff, June 17 and
18, 1991.

105 [hid.



distribution of shares.!%7 By law, Government agencies
in all three countries closely control the process of
valuation and have the final word about enterprise
divestiture plans.!08 The three countries combine these
divestiture methods in a large number of ways that
seem to vary from enterprise to enterprise.!®

Although these countries underscore the
importance of foreign capital in the divestiture of state
enterprise and do not put legal limits on the foreign
acquisition of divested property, employee ownership
plans and other domestic placements of shares do in
fact prevent the acquisition of foreign control over a
large number of enterprises.!’® A growing political
opposition to foreiqn ownership has also been noted in
all three countries.!!

A major difference in the divestiture strategies of
the three countries is that Czechoslovakia and Poland
intend to use vouchers as a major means of divestiture,
whereas the use of vouchers in Hungary is limited to
compensation for confiscated assets.!!? Heated
political debates relating to the divestiture of state
property have created some measure of uncertainty
concerning the speed and extent of the entire process in
all three countries.!13 ~

Czechoslovakia.—The “Law on Mitigation of the
Consequences of Certain Property Losses,” enacted by
the Federal Assembly in October 1990, and the “Law
on Extrajudicial Rehabilitation,” enacted in February
1991, gave the legal basis for the restitution of property
to pre-Communist owners.!14 The “Law on Transfers
of State-Owned Assets,” enacted in October 1990,

provided for the divestiture of small-scale enterprises

and commercial outlets, and the “Law on Large-Scale
Privatization,” enacted in February 1991, provided
legal basis for the divestiture of large industrial
enterprises and other businesses.!15

Govemment programs call for the divestiture of
roughly 3,000 enterprises representing about four-fifths
of the country’s major industrial firms.!16 In the first
phase of the program, 800 enterprises have been
earmarked for divestiture.!!” Most of these enterprises

107 U.S. investment firm active in the CEE area, interview
wimhlgsrlt siaff, July 26, 1991. .
id.

14 ys. runent of State, Bureau of Public Affairs, U.S.

Department of State Dispatch, Feb. 25, 1991, p. 135; U.S.
ent of Commerce, Intemnational Trade Administration,
Czechoslovakia Privatization Information, February 1991.

U5 S, Department of Commerce, Intemational Trade
Administration: Czechoslovakia Privatization Information,
February 1991; Joint Publications and Research Services (JPRS),
East Exrope Report, Jan. 23, 1991, pp. 25-29. For details on new

legislation govemning the development of private property rights
an%lu business law in Cudioslo:?nkh. see EEA, Trsk For{:c g‘h
Reform in Central and Eastern Europe, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and
Eastern Europe, pp. 30-33.

116 g, RP%RL. Report on Eastern Europe, vol. 2, No. §,
Feb. 1,1991,p. 7.

1n? mid

volunteered but some were forced into participation by
bankruptc}'.“8 Preparations for the first phase are welil
advanced.!!9 The participating firms have transformed
themselves into joint-stock companies and are under
obligation to submit their plans for divestiture to the
Government by October -31, 1991.120 The major
Government agencies involved in the preparation and
acceptance of the plans are the Czech Ministry of
Privatization and the Slovak Ministry of Privatization
at the republic level, and the National Property Fund at
the federal level.’l The actual sale of shares is
scheduled to begin in early 1992.122

The free distribution of state property through
vouchers apparently plays a significant role in the
country’s divestiture strategy.!2? The government plans
to provide every citizen over the age of 18 a voucher
booklet to use for the purchase of shares.!24 Each
booklet will contain 1,000 investment points in various
denominations. The holder can deposit investment
points either with companies earmarked for divestiture
or with private investment companies.!?5 Since
enterprise divestiture plans are not yet approved, it is
not known what portion of the assets of each enterprise
will be distributed through vouchers.!26 Analysts say
that by attempting to maximize the cash value of the
subscription to their capital, many firms will tend to
limit the distribution of shares through vouchers.12”
According to some estimates, not more than 30 percent
of the total assets involved in the first phase of
divestiture__is likely to be distributed through
vouchers.!

In January 1991, the state began to auction roughly
100,000 state-owned commercial and service outlets.
Approximatel?' 300 companies were sold at 30 auctions
by mid-1991.129

Hungary.—The “ACT XIII of 1989 on the
Transformation of Business Organizations and
Companies of 1989 (the so-called Transformation
Act), enacted in June 1989, established the legislative
framework for the divestiture of large enterprises.!30
The “Law. No. LXXIV of 1990,” enacted in September
1990, provided for the divestiture of small state-owned

118 Interview with Departrient of Commierce official, July 26,
1991'.19 hid,

120 13,

121 1big,

122 JPRS, East Europe Repont, June 18, 1991, pp. 34, 35.

123 1hid. ’

124 1hid.

125 1hid.

126 s, ent of Commerce analyst, interview with
USITC staff, July 26, 1991.

127 1pid.

128 Ihid,

129 Task Force on Reform .in Central and Eastern Europe,
Headed by the Swaff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of anrkel-Basedg Economies in tral and
Eastem Europe, p. 41.

130 {J.S. Depanment of Commerce, Business America,

Jan. 14,.1991; p. 17. For a complete review of legislation 1o
expand the pnvate sector in Hungary, see CEA, Task Force on
Reform in Central and Eastem Europe, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and
Eastern Europe, pp. 48-63.
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stores, restaurants, and other service outlets.!3! “Law
VII of 1990 on the State Property Agency,” enacted in
January 1990, established the State Property Agenc
(SPA) to assist and monitor the divestiture process.}
"Law No. XXV of 1991, enacted in April 1991,
provided for the compensation of expropriated
assets.133  The law covers not only the Communist
period, but also World War IL134

Government programs call for the divestiture of

2,000 industrial enterprises over the next few years,
representing 50 percent of the state’s assets.!35 Based
on manpower size, 300 of these enterprises are
considered large, 1,200 medium, and 500 small1.136

At the end of March 1991, 400 enterprises were
involved in the divestiture process with a_combined
asset value of approximatively $5 billion.!37 Within
this group, state ownership fell below 50 percent in 9
large and 22 medium- and small-size enterprises.!38
The state’s ownership declined from 100 percent but
remained above 50 percent in roughly 200
enterprises.139 For some of these 200 enterprises, the
sale of shares has just been authorized; for others, the
state’s share has declined to nearly 50 percent.140 Even
when the state has retained majority ownership, it has
often contracted a private firm to manage the
enterprise.]4!  With the exception of the Hungarian
travel agency IBUSZ, most of the shares of which were
sold on the Budapest and Vienna stock exchanges,
stocks were sold through private bidding.!42

On April 1, 1991, the Government began to auction
9900 of the state’s approximately 30,000 retail
outlets.!¥3 By August 1, 1991, the Government
auctioned off 433 outlets and was engaged in
negotiations concerning the sale of 2,000 other
outlets.144

Divestiture of the 340 service chain enterprises,
which own the majority of the state’s remaining 20,100
retail outlets, is scheduled to begin by yearend 1991
through the regular mechanisms applied in the
divestiture of large enterprises.!45 Foreign firms and

131 U.S. Departmens of State Telegram, Budapest, Message
Reference No. 14890.

132 RFE/RL, Report on Eastern Europe, vol. 1, No. 34,
Aug. 24, 1990, p. 27. e

133 RFEMRL, Report on Eastern Europe, vol. 2, No. 19,
May 10, l99|‘;r. 10. )

1M Official Gazette, No. 77, July 11, 1991 (in Hungarian).

135 The Bureau of National Affairs, Inc., /nternational Trade
Reporter, Dec. 5, 1990, p. 1840; RFE/RL, Report on Eastern
Eurore, vol. 2, No. §, Feb. 1, 1991, p. 7.

36 Tbid.

137 Siate Property Agency (SPA), Budapest, interview with
USITC siaff, Aug. 16, 1991.

132 Ihid. Included among the 9 large enterprises is the
renowned Hungarian light bulb manufacturer Tungsram that sold
51 pefpent of its stock 1o the Genenal Electric Co. in late 1989.

1o [

rty Agency (SPA), Budapest, Hungary,
interview with USITC suaff, Apr. 23, 1991.

144 State rty Agency (SPA), Budapest, Hungary,
imetr‘i:w with USITC suaff, Aug. 2, 1991.
Ibid.
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individuals will be allowed to buy stocks in these
companies or to establish business combinations with
them.146  After the divestiture of the 340 chain
enterprises, the fate of the outlets under their control
will be decided by the new owners. 147

The consensus in Hungary indicates a preference
for a gradual rather than a shock-therapy approach to
divestiture.!48

" Poland—The “Law on State Enterprises,”
published in May 1990 (as amended),!%9 provided for
the liquidation of some state-owned enterprises.!0 The
“Law on Privatization of State-Owned Enterprises,”
enacted in July 1990, provided the legislative basis for
the divestiture of both large industrial enterprises and
state-owned commercial outlets.!5! This law also
created the Ministry of Ownership Transformations to
assist and administer the process.!32 Legislation to
provide for the use of Govemment bonds to
compensate for the expropriation of assets during the
Communist era is in the draft stage.!33

Current Government programs aim at the
divestiture of one-half of the country’s 8,000 industrial
enterprises during the next few years.!% The
divestiture of the 500 largest enterprises will be
accomplished on a case-by-case basis.!55 The
divestiture of the rest of the industrial firms will be
carried out through mass sales to individual buyers.!56

At the end of May 1991, the state had fully
divested 8 large and 4 medium-sized industrial
enterprises in two separate pilot projects,!37 and it was
engaged in the divestiture of 136 other enterprises. !58
Of these 136 enterprises, 90 were engaged on a
voluntary and 46 on a compulsory basis.!>¥ During the
second half of 1991, the Government plans to complete
preparations to divest 20 large enterprises and to begin
auctioning off thousands of small and medium-size
enterprises.!%0

146 Thid,
147 Tbid.

29‘“ FBIS, Daily Repori: Eastern Europe, Sept. 17, 1990,
p-29.
149 This law was originally enacted in September 1981.
Libng of Congress, interview with USITC staff, Aug. 1, 1991.

150 See, FBIS, Daily Report: Eastern Ewrope, Aug. 13, 1990,

pp- 61-68.

151 29 LL.M. 1226 (1990) and FBIS, Daily Report: Eastern
Eurore, Aug. 13, 1990, pp. 52-57.

52 1bid.

153 See Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in‘cCyzulral and
Eastern Europe, p. 66.

154 Embassy of Poland in Washington, DC, interview with
USITC staff, July 29, 1991.

135 FBIS, Daily Report: Eastern Europe, Feb. 14, 1991,

36.
136 Thid; JPRS, East Ewrope Report, Jan. 16, 1991, p. 38.
157 Embassy of Poland in Washington, DC, interview with
USITC saff, July 29, 1991.
138 FBIS, Daily Report: Eastern Europe, Feb. 14, 1991,
pp336. 37; and Daudy Report: Eastern Europe, Apr. 1, 191,
P-iss FBIS, Daily Report: Eastern Ewrope, Mar. 13, 1991,

p- 43.
160 MOT official, interview with USITC staff, Apr. 25, 1991.



The details of mass divestiture, based on the
Government’s draft proposal published in late 1990,
are presently under discussion in the country’s
legislature. According to this proposal, enterprises
slated for divestiture would give 10 percent of the
shares to their employees free of charge.!6! Employees
would also be allowed to buy an additional 20 percent
of the shares at half price.!92 Another 30 percent of the
total asset value of these enterprises would be
distributed in the form of ownership coupons to every
adult citizen. According to preliminary estimates, each
coupon would be worth 1,000,000 zlotys (ca. $105).163
Individual citizens would be entitled to sell their
coupons to mutual funds, thereby moving their
holdings from the capital market to the money market.
Of the remaining 40 percent, 20 percent would be
given to the Social Security Agency, 10 percent to
commercial banks, which could also purchase stocks
from the mutual funds, and the remaining 10 percent
would be sold through public or private offerings.!64
About 70 percent of the state’s commercial outlets have
been divested or leased. 65

Bulgaria and Romania

Both countries are engaged in the preparalory
stages of divestiture. As in the three other CEE
countries, the principal method of divestiture will be
the transformation of state-owned companies into
joint-stock companies and the subsequent sale of their
shares to private firms and individuals.!% The free
distribution of assets through vouchers will play a
major role in the divestiture process. The authorities of
both countries emphasize the role foreign capital is
likely to play in the process.!67

Bulgaria.—Allegations of corruption surrounding
carlier efforts to divest state-owned assets have
prevented the passage of legislation guiding

161 FRIS, Daily Report: Eastern Europe, Jan. 16, 1991,
pp- 38-40.

162 1hid.

163 Thid.

164 Tbid.

165 Ministry of Ownership Transformation, Warsaw, interview
with USITC staff, Apr. 17, 1991.

166 prehearing brief submitted to the USITC by the Embassy
of Romania, July 10, 1991, pp. 6, 7; Task Force on Reform in
Central and Eastem Europe, Headed by the Siaff of the Executive
Office of the President, cil of Economic Advisers, Designing
US. Policy to Accelerate Creation of Market-Based Economies in
Cenllroa_,l and Eastern Europe, pp. 23-21. -

Tbid.

divestiture.!%8 Nevertheless, a national agency to
oversee the process has been created in anticipation of
the enactment of legislation.!®® At least 500
small-scale enterprises have been leased to employees
to reduce the state’s role in the operative management
of industry and commerce.!70

Romania —Law 15/1990, promulgated in August
1990, and the Privatization Law, promulgated in
August 1991, provide the legislative basis for the
divestiture of enterprises in Romania.l’! The
Government’s goal is to divest 50 percent of the e%uity
of all enterprises selected for divestiture by 1993.172

The Government program derived from these laws
stipulates a six-phase approach: (1) selection of state
enterprises for divestire; (2) conversion of
state-owned enterprises into joint-stock companies with
the state as the first owner; (3) selection of the
enterprises for a pilot program; (4) distribution of 30
percent of the shares of enterprises that are included in
the pilot program; (5) sale of the remaining equity to
mutual funds and on the national stock market; and (6)
implementation of the full-scale program.!”

Of the 6,000 enterprises selected for divestiture,
5,200 enterprises have been tumed into - joint-stock
companies to date, and 35 of these have been selected
for the pilot program.1’4 Preparations are underway
for the establishment of a number of mutual funds and
the Bucharest stock market, which will play a vital role
in the sale of 70 percent of shares, but analysts do not
expect their completion before 1992.175

168 Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy 1o
Accelerate Creation of Market-Based Economies in Central and
Eastern Europe, p. 18. For details on the parliamentary debate
surrounding the divestiture of state-owned assets in Bulgania, sec
RFL/RL, Report on Eastern Europe, Aug. 23, 1991, pp. 2-4.

169 Task Force on Reform in Central and Eastern Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in'?uuml and
&ulf’rg Europe, p. 23, 24.

71 Monitorul Oficial, No. 98/8, August 1990 (in Romanian);
chief editor of Romania Economic Newsletter, interview with
USITC staff, Sept. 10, 1991.

172 Ibid.

173 Ihid.

174 Ibid. .

175 Official Transcript of Proceedings of the U.S.
International Trade Commission, Investigation No. 332-308,
pp- 16-18; Chief Editor of Romania Economic Newsletter,
interview with USITC staff, Sept. 10, 1991.
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Chapter 3
International Aid and
Investment Initiatives Pertaining
to Central and Eastern Europe

Prepared by Peter Pogany, Janet Whisler,
Kimberlie Freund, and Linda Shelton

Multilateral and Foreign Government
Aid and Assistance

The United States and other Organization for
Economic Cooperation and Development (OECD)
countries provide a variety of aid and assistance
through both bilateral and multilateral
arrangements.!’® The Commission of the European
Communities (EC Commission), which regularly
reports on aid and assistance to the Central and Eastemn
European (CEE) countries, classifies the programs
provided into the following categories: (1)
.macro-economic assistance (mainly programs by the
IMF and the World Bank, plus financial assistance to
support the transition process, e.g., the Stabilization
Fund for Poland);!77 (2) energy assistance (emergency
energy assistance and the development of guidelines
for long-term energy cooperation with Western
Europe); (3) food aid and agricultural assistance (e.g.,
financing projects in rural telecommunications and
improvements in  food-processing  equipment);
(4) humanitarian and medical aid (e.g., emergency
deliveries of pharmaceuticals and baby food to
Romania); (5) training (e.g., language training
assistance and student exchanges); (6) environmental
assistance (feasibility studies for projects to alleviate
air and water pollution and monitoring programs); and
(7) facilitation of foreign investment (e.g., programs to
foster investment through project financing,
publication of surveys on investment protection, and
tax agreements).!78

These various programs of the member countries of
the OECD, or Group of 24 80-24),179 are coordinated
by the EC Commission.!®® Both bilateral and
multilateral aid and assistance were initially provided -

176 OECD analysts, interviews with USITC staff, June 17-18,
- 1991; U.S. General Accounting Office, Eastern Europe, Donor
Assistance and Reform Efforts, November 1990, p. 12.

177 The Stabilization Fund for Poland was designed to helx
the zloty maintain a relatively stable exchange rate following the
wide-scale decontrol of prices and currency transactions that
occurred on January 1, 1590. (USITC, 65th Quarterly Report on
Trade Between the United States and the Nonmarket Economy

" Countries During 1990 [Publication 2375, April 1991], p. 16.)

17 Commission of the European Communities, Progress

Report on G-24 Assistance to Central and Eastern Europe,
resented at a meeting of the Group of 24 in Brussels, Jan. 30,

991\3p. 3-9.
17 "The 24 OECD member countries are as follows:
Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Gemnany, Greece, Iceland, Ircland, Italy, Japan, Luxembourg,
Netherlands, New Zealand, Norway, Portugal, Spain, Sweden,
Switzerland, Turkey, the United Kingdom, and the United States.
180 OECD analysts, interviews with USITC staff, June 17-18,
1991. See also US%PC, 1992, The Effects of Greater Economic
Integration Within the European Community on the United States:
Third Followup Report, Investigation No. 332-267 (USITC
Publication 2369, March 1991), p. 1-29.

to only Poland and Hungary, but coverage was
extended to Bulgaria and Czechoslovakia in 1990181
and to Romania in 1991.!82 The EC Commission
received the mandate for this role through the PHARE
program—Poland and Hungary, Aid for Restructuring
of the Economy; and PHARE remains the designation
for the aid and assistance programs extended to all the
CEE countries.

The coordination role may be shared in the future
with the OECD. The OECD announced in June 1991
that it has concluded a major cooperation agreement
with Czechoslovakia, Hungar?' and Poland, called
“Partners in Transition” (PIT). # The content of the
programs will be determined jointly by OECD’s Centre
for Cooperation with European Economies in
Transition (CCEET) and the partner countries’
govemments.}3  Among the activities to be
undertaken, the OECD will study the economies of the
partner countries with the aim of “providing their
authorities with a general orientation on reforms or
other policy measures affecting macroeconomic,
sectoral and structural aspects.”!85 Technical assistance
in the implementation of recommended 8golicim will
also be a part of each country program.!

In June 1991, the OECD also endorsed a resolution
urging the avoidance of tied-aid credits for the
countries of CEE.!®7 This action was taken in an
apparent effort to prevent member-country
governments from using aid as a means to compete for
CEE markets.

During the 18 months from July 1989 through
December 1990, the cumulative value of bilateral aid
and assistance to the CEE countries by the G-24 and
the European Community as a separate organization!88
amounted to $27.0 billion.!8? Aid and assistance by
multilateral organizations during the same period
amounted to $5.5 billion.!90 At the end of 1990, Poland
and Hungary were the largest recipients of both
bilateral and multilateral assistance (table 4). The
distribution of assistance by major types of programs is
shown in table 5. Germany had made the largest
commitments of grants and loans or credits to the CEE
countries by yearend 1990, followed by the EC as a
body separate from its member states. Among the G-24
countries, Japan was the second single largest donor,
and the United States ranked third (table 6).

181 1hig,

182 Govemment of Romania, commerdial office in New York,
interview with USITC staff, June 11, 1991.

183 OECD, Press Release, Paris, June 4, 1991.

184 Ibid,

186 Thid,

187 OECD, Press Release, Paris, June S, 1991.

188 The aid and assistance provided by the EC is in addition
to that provided by its member states.
189" Commission of the European Communities, Progress

Report on G-24 Assistance to Central and Eastern Ewrope,
Jan. 30, 1991, Annex 1, p. 1. Figures provided in ECUs were
converted into U.S. dollars at 1 ECU = $1.18.

190 Multilateral organizations here refer to the European
Investment Bank (EIB), the World Bank, and the Eu Coal
and Steel Community (ECSC). See Commission of
European Communities, Progress Report on G-24 Assistance to
Ceniral and Eastern Ewrope, Jan. 30, 1991, p. 2.
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Table 4

Geographic distribution of aid and assistance to Central and Eastern European countries, Dec. 31, 1990

(In percent)
Bilateral assistance Assistance by
by members of G-24 multilateral
Country and the EC organizations
Poland ............ ... i, 40.6 50.9
Hungary ........ .. . .. . i, 27.2 30.5
Czechoslovakia ................... ..., 5.2 9.7
Romania ..............coiiiiieiineiinnn, 2.1 3.1
Bulgaria .......... ... . i i, 1.1 5.8
Unallocated .............. .. ..ot 23.8 -
Total ... e 100.0 100.0

Source: Commission of the European Communities, Progress Report on G-24 Assistance to Ceniral and Eastern

Europe, Jan. 30, 1991.

Table 5
Distribution of aid and assistance to Central and Eastern Europe, by major type of program, Dec. 31, 1980
(In percent)
Bilateral assistance Assistance by
by members of G-24 multilateral
Type of program and the EC organizations
Social and administrative infrastructure . .. ...... 0.6 )
Economic infrastructure:
Environment ............................ 24 !
Training ........coiiiiiiiiiiiiiiaea 1.9 v
Aliother ......... ... .. ... ... ... ..., 2.8 M
TJotal ... 71 20.9
Productivesectors .....................c.... 7.4 9.6
Nonprojectassistance® ..................... 28.8 14.0
Emergency assistance:
Foodaid ........... ... .ciiiiiniunnnn 43 )
Allother. . ........... ... o it 5 M
Total ...t e 4.8 "
Official support:
Exportcredits ...........cooiiiiiiiiiann. 29.3 1
Investmentsupport . ...................... 55 1)
Total ..ot e 348 M
Unallocated ...................cco.ven... 16.5 55.5
Total ... i 100.0 100.0

' Not applicable or no data available.

2 Consists mainly of financial assistance to stabilize the CEE economies.
Source: Commission of the European Communmes Progress Report on G-24 Assistance to Central and Eastern

Europe, Jan. 30, 1991.

Germany’s bilateral commitments of grants to
Poland amounted to $839.3 million at the end of
1990.191 The grants consisted mainly of debt relief
($784.7 million) and funds gznovided for environmental
protection ($22.4 million).!

191 Commission of the European Communities, Scoreboard of
Assistance to Ceniral and Eastern Ewropean Countries, 98rucmed
ata u;zeetmg of the Group of 24 in Bmuels Jan. 30, 1

Tbid.
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Germany’s grant commitments to Hungary were
$31.6 million at the end of 1990; to Romania, $28.8
million; and to Bulgaria, $2.8 million.!93 Its official
commitments of loans and credits to Poland and
Hungary amounted to $1.7 billion each.!94 At the end

193 [big,
194 Ibid,



of 1990, Germany had made no loan or credit

commitments to ' Bulgaria, Czechoslovakia, .and -

Romania.l93

.The EC has' made substantial bilateral
commitments of assistance to the CEE countries
separate from those made by its member states.- The
EC’s commitments of grants 10 Poland amounted to
$398.6 million at the end of 1990. The grants consisted
mainly of food emergency aid ($147.5 million) and
funds for agricultural development ($118.0 million). 196
The EC's commitments of grants to Romania amounted
to $151.5 million; to Hungary, $107.1 million; to
Bulgaria, $68.7 million; and to Czechoslovakia, $40 1
million.!97 The official EC commitments of loans and
credits during 1990 were $1.0 billion to Hungary and
$427.2 million to Czechoslovakia.!98 The EC reported
no loan or credit commitments to Poland, Bulgaria, and
Romania.!%¥?

Japan's bilateral commitments of grants to the CEE
_countries by the end of 1990 amounted to $28.3
million, consisting of $26.5 million in emergency food
aid o Poland and $1.8 million in food aid to
Bulgana. Its loan and credit commitments to CEE
countries totaled $1.8 billion: $870.7 million to
Poland, $769.6 mllhon to Hungary, and $171.1 million
to Czechoslovakia.20

U.S. bilateral grant commitments to the CEE
countries totaled $438.6 million at yearend 1990, and
loan and credit commitments totaled $211.7 million.202

U.S. grant commitments to Poland amounted to $350.8 .

million; to Romania, $73.5 million; to Bulgana $142
million; and to. Hungary, $0.1 million.203 The ‘United
States also extended official export credits of $l71 1
million to Poland and $40.6 million to Hungary 204

US. assistance to Eastern Europe was first

extended through the Support for East European
Democracy (SEED) Act of 1989.205 As authorized by
this act, food aid for Poland represented the Iargest
single U.S. bilateral initiative, and participation in the
Stabilization Fund for Poland accounted for the largest
U.S. contribution to assistance extended throu
multilateral channels during fiscal year - 1990.
Starting with fiscal year 1991, appropriations for U.S.
assistance to the CEE countries were mcluded in the
overall forelgn assnstance leg1slaﬂon The Forelgn

195 Thid.

196 Thid,

197 Ipid.

198 Ihid. *

199 Thid.

200 Thid,

201 Thid.

202 Yiyd,

‘20 [id.

204 Thid.

205 For deunls see USITC Trade Between the Unued States
and the Nonmarket Economy Couume: During 1989 (USITC
Pubhunm 2286, June 1990), pp. 18-19.

206 [iid. For more details on the E Bank for
Reconstruction and Development, see USITC, /nternational . .
Economc Review, April 1991 9—10

207 For deails, see USITC, Trade Between the United States
and the Nonmarket Economy Countries Dunng 1990 (USI'DC
Publication 2375, April 1991), p-16 }

Assistance Appropriations Act for fiscal % 1991
authorized $370 million for the region.
programs include a wide range of actmues e. g "
technical assistance, training,. scholarship programs,
and ‘medical assistance. Major areas of activities
supported through bilateral channels include private
sector development, environmental protection,. the
production and use of energy, and agricultural and rural
development.2 Activities  supported . through
multilateral channels include U.S. contributions to the
establishment of the European Bank for Reconstruction
and Developmem (EBRD) and the Stabilization Fund
for Poland.2! At the end of 1990, 36 U.S.
Government agencies Pamcnpated in various aid and
assistance programs.2
In July 1991, President Bush announced a Trade
Enhancement Initiative for the countries of Central and
Eastern Europe.2!2 Under this new initiative, the
United States has made commitments to (1) increase
market access for the countries of the region by
liberalizing quota programs and enhancing its GSP
program and (2) help improve the export performance
of the eligible countries through a targeted technical
assistance program. The latter will include assistance to
establish export and investment promotion programs,
export financing programs, and training in management
and marketing. The United States has also pledged to
take precautions to ensure that its agricultural export
subsidies do not displace farm cxpons from the CEE
countries. -

Foreign Direct Investment?13

Foreign direct investment (FDI) is expected tobea
key to future CEE economic development. Most of the

'_; CEE countries already have considerable hard-currency

debt and lack the necessary financial resources to
finance commercial and infrastructural development. -
Many foreign commercial banks are reluctant to extend -
further credit to them until there is more certainty -
regarding their ability to repay. At present, FDI
provndes ‘the best pracncal means of ﬁnancmg
development 'without ' increasing these countries’

external debt’ '

Virtually all past and recent FDI in CEE has been

" in joint ventures. While foreign acquisitions of

domestic enterprises are now technically legal in most
of the countries, joint ventures are easier to establish,
preferred by the host government, and less risky
because the local partners can be.of special assistance
in obtaining necessary supplies and  govemnment
approval. Foreign partners are attracted by the large
pool of relatively -skilled labor at low wage rates, the
existing manufacturing base, the potenual of the CEE

. 28 Ibad
. 2 bid.

90 Thid.

Al Ihid,

A2 The White House, Oﬂ”lce of the Press Secretary, Pres.r
Release, July 12, 1991.

A3 Data sources on joint ventures and foreign direct
investment do not distinguish between equity investments and
other types of business amangements, such as licensing. For this
reason, joint ventures and investment in the remainder of this
section refer to all types of cooperalive business arrangements.
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Table 6

Distribution of aid and assistance to Central and Eastern Europe among members of the Group of 24 and the

European Community, Dec. 31, 1890

(In percem)
Donor Share of total
European Community' . . ... i e e e, 17.6
EC Member States: -
(n;aelrmany .................................................................... 13;
172 .
Y £ V- 7.3
gnited 1T T 1< T | 3‘7)
Rl other L o
[+ | 48.2
EFTA Member States: .
Austria ............ vt eeaernneenanans e et e ettt et 3.7
SWIZOHANA ... ... ittt ittt ittt e, 2.6
I £ T T 4.3
Total ..ooi e T 10.6
B 172 1.8
North America: . :
United States ........ P, F e ettt reee ettt e, 85
Allother . ........ ... ittt e ta ettt sttt e, 19
Total ............ et ettt et e e e e, 10.4
Faj East/Oceania: 106
L= o | o A PPN 0.
Allother ...................... [ e ettt et 0.8
(<) - 1 11.4
L] =T I8 o | 100.0

~ 1 Assistance is provided by the European Community as an organization separate from its member states.
Source: Commission of the European Communmes Progress Repon on G-24 Assistance to Central and Eastern

Europe, Jan. 30, 1991,

market, and the possibility of using CEE as a gateway
to an even larger Soviet market. CEE partners are
interested in foreign investment to modernize and
upgrade production and services, technology, and
management and marketing skills.

Joint ventures were not permitted in any CEE
country prior to 1968. As of April 1991, the number of
registered East-West _)omt ventures was reported to be
in the ran range of 15,000,2!* compared with less than 400
in 1987.4!> Joint-venture activity is dominated by
German and Austrian firms. Location, culture, and
historical ties play a major role in this relationship.
Although U.S. ventures are fewer in number than those
involving German and Austrian firms, total U.S. capital
outlays are proportionately larger. In Hungary, U.S.
investment increased from 17 percent of total foreign
investment in January 1990 to more than half of the
amount invested by June 19912

214 Calculated from data prepared by UNECE as of April
1991,

215 Calculated from UNECE daia ted in East-West
Joint Ventures, 1988. This figure does not include 719 “Polonia™
firms, which are generally small-scale businesses that are owned
and operated by f ners of Polish origin.

18

Japanese firms have not yet become significant
investors in CEE, but reports indicate that Japanese
companies are actively examining investment
possibilities.2!? According to a survey taken in
September 1990 by DRT Intemational, a U.S.-based
accounting firm, many Japanese investment plans
include delaying investments until 1995 and after.
Reportedly, current Japanese priorities are in
developing import-export activities rather than direct
investment.2!8

"As of April 1991, Hungary accounted for
46 percent of the region’s registered joint ventures,
followed by Poland and Czechoslovakia with 24 and
19 percent, respectively (figure 2). At $1.4 billion,
Hungary was by far the largest recipient of foreign
capital accumulated through joint ventures, followed
by Poland at $460 million and Czechoslovakia at $418
million (figure 3). Hungary's success in attracting FDI
most likely stems from its early liberalization of JV
laws and its steps toward economic and political

36 International Trade Reporter, July 24, 1991, p. 1124,

m Japanese banks, however, have been active in financing
investment in Eastem Eu

U8 Business Eastern Europe, Oct. 8, 1990, pp- 329-330.



reform. Hungary also has a relatively high rate of
registered joint ventures in operation. Over 75 percent
of the registered JVs was in operation in Hungary by
July 1990, compared with only 40 percent in Poland
and 20 percent in Czechoslovakia at the end of the
year. For the most part, investment aclivity in

" Czechoslovakia has been fairly recent,- since the
“Government liberalized its foreign investment law in
.. May 1990. Around 70 percent of the JVs operating in
"Poland involve Polish individuals rather than firms.2!?

Joint-venture activity in Bulgaria has been sluggish

largely because of poor economic conditions and a

slow start in the implementation of economic reforms.
On the other hand, Western firms have been more
aggressive in forming subsidiaries in Bulgaria (90
subsidiaries as of the beginning of 1991). Bulgaria has
had relatively liberal legislation for subsidiaries, which
included low-capital requirements and considerable tax

" advantages. However, future subsidiary growth is

expected to slow with the recent liberalization of JV
laws and the stiffer restrictions on subsidiaries.220 In
1989, Romania declared joint ventures undesirable;
however, this decision has since been overmmed.zzf
. Many obstacles exist to setting up and running a
business in Romania, including the current political
conditions, confusion over investment laws, and the

- poor economic environment. Out of 600 JVs registered

in Romania as of the end of 1990, only S5 were
operational.222

To date, most of the joint-venture activity in CEE
has involved small-to-medium-size projects, involving
less than $1 million each in startup capital. However,
there have been some major undertakings in the region,
including investment by General Electric in Hungary
with an initial foreign capital outlay of about $130-150
million. In the region as a whole, the manufacturing
sector accounts for the largest share of the registered
joint ventures, followed by services. Investment in the
service sector tends to be in small enterprises with
capital not ‘exceeding $10,000 each.

Many joint ventures entail modemizing and

" upgrading existing manufacturing facilities. For
example, automobile manufacturers from industrialized
countries have formed partnerships with established
manufacturers in Hungary, Czechoslovakia, and
Poland. In Hungary, the chemical and light
manufacturing  industries, particularly consumer
electronics, have attracted considerable foreign
investment. Similarly, numerous joint ventures have
built on Czechoslovakia’s strength in heavy industry,
especially machinery.

CEE countries have also shown interest in
.:'developing and strengthening the services and high
- technology goods sectors. In general, the services that
have received considerable foreign investment have
been in the areas of insurance, financial services,

219 Business Eastern Europe, Feb. 18, 1991, p. 53.

20 Byusiness Eastern Ewope, Jan. 21, 1991, pp. 19-20.
6312‘ Deutsche Bank, “Special Eastem Europe,” Feb. 1990,
p.63. :
_ 22 Business Eastern Europe, Feb. 25, 1991, pp. 60-61.

tourism, transportation, engineering, franchising, and
construction. Construction will continue to be
particularly important in building up the weak regional
infrastructure. In addition, considerable investment is
expected in industrial pollution control. The Czech
Republic’s 1991 investment priorities include
strengthening the service sector while scaling down
production in heavy industry. Projects. involving
improving infrastructure and the environment are also
encouraged.?23

Franchising has become increasingly popular as a
less risky JV alternative, especially with smaller

.- companies. Franchising offers firms a relatively

low-cost way of gaining access to a market, and also a
chance to “test the water” before undertaking an
acquisition. Franchising also provides a relatively
inexpensive way for CEE fims to access Western
production, marketing, and servicing knowhow. Given
the increased interest in this option, the Hungarian

. Parliament is expected to pass a specific franchise law

sometime in 1991 or in 1992. Some major Western
companies that have looked into or that have signed
franchising agreements in Hungary include  Shell
Internatioral (UK/Netherlands), and the U.S.
multinational companies such as Coca Cola, PepsiCo,
McDonald’s, and Burger King.2%4

Joint-venture activity in high-technology areas had
been limited to some extent by the Coordinating
Committee on  Multlateral Export Controls
(COCOM)225 restrictions on technology transfer to
these countries. In 1990, however, COCOM eased
restrictions on the export of controlled goods and
technical services to those CEE countries whose
governments agreed to establish safeguards against the
transfer of technology for military purposes. Under the
new regulations, controls have been eased on exports to
Czechoslovakia, Hungary, and Poland.26 The relaxed
rules could lead to increased foreign investment in
high-technology sectors, such as an Austrian project to
produce robots in Czechoslovakia.

Government policies and incentives play a major
role in the success of various countries in attracting
foreign investors. All of the CEE countries have set up
legal frameworks for permitting foreign equity
investment. Most of the CEE countries have permitted
foreign investment only since the 1970s.
Czechoslovakia has permitted foreign investment since
the mid-1980s. Liberalization of existing guidelines,
including restrictions on foreign-ownership equity,
management control, . and profit repatriation has
occurred in most of the countries since the beginning of
1989. Table 7 lists current host country policies toward
foreign investment.

23 Business Eastern Ewrope, Oct. 29, 1990, pp. 356.

24 Business Eastern Europe, Jan. 28, 1991, PP- 25-26.

25 The Committee is made up of 17 nations including the
members of NATO, except Iceland, in addition to Australia and
Japan. COCOM coordinates a list of centain sensitive products
restricted for export to certain nonmarket economy destinations to
prevent technology from being used by those countries for
military purposes. : .
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Figure 2
Reglistered number of JVs in CEE

Number

8000

April 1991
October 1990

7000

6000

October 1989

5000

4000

3000 ——

2000 ——i

Hungary Poland

Czechoslovakia

Romania !

! There were five JVs registered in Romania as of October 1989.

Source: UN Economic Commission for Europe.

Figure 3
Foreign capital outlay in registered JVs
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' Estimated capital outiays were not available for Romania in 1989 nor for Bulgaria in 1989 and 1990.

Source: UN Economic Commission for Europe.

Numerous international agreements affect FDI in investment, taxation, trade, and intellectual property
the CEE countries, including agreements on rights.2%7 So far, the United States has signed only one
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‘agreement that specifically deals with investment. The
Business and Economic Agreement with Poland
provides investment protection, guarantees partial

profit repatriation now and full profit repatriation by’

1996, intellectual ‘property right protection, and a
number of other measures to facilitate U.S.- business
transactions in Poland. An investment treaty has also
been signed between the United. States " and
Czechoslovakia, . covering  profit repamauon
expropriation, national treatment for U.S. companies,
and dispute settlement. Bilateral investment treaties
currently also are being negotiated with Hungary and

Bulgaria. Other investment agreements among major .

Western nations and CEE countries include agreements
with Czechoslovakia, Hungary, and Poland. France and
Belgium each have bilateral agreements with
Czechoslovakia to guarantee investments, and West
Gemmany has signed investment protection agreements
~ with Hungary and Poland. :

The Group of 24 (G-24) countries has established a
number of programs to assist and encourage foreign
business participation in CEE. G-24 programs include
credits, loan and investment guarantees, and grants (o
CEE. These programs were initially limited to Poland
and Hungary; however, they have been extended to
other CEE countries. The PHARE program (Poland
and Hungary, Aid for the Restructuring of the
Economy), initiated in July 1989 and coordinated by
the EC, provides for trade concessions, financial aid,
and technical advice. In July 1990, a similar program
was extended to  Czechoslovakia and Bulgaria.

Romania was conﬁnned as a beneficiary of the:

program in January 1991.228
In the fall of 1989, the G-24 countries reached an

agreement to establish the European Bank for
Reconstruction and Development (EBRD). The EBRD, -

which became operational on April 15, 1991, works

with the European Investment Bank and the World
Bank to promote investments in CEE. The EBRD was

capitalized at $12 billion and its assistance programs
include loans, investment and loan guarantees, and
grants for technical assistance. At least 60 percent of
EBRD’s total annual lending must be allotted to the
private sector. Although the United States is the single
largest shareholder, -the EC member states together
hold a 51-percent majority. On June 25, 1991, the
EBRD approved its first loan, which involved
providing the Polish government $50 million for a
heating project. ’

Through the SEED. Act of 1989, Hungary and
Poland were the first CEE countries to benefit from
U.S. investment assistance. The act provided for the

26 For more detailed information, sce the section on ex EEon
controls in “Trade Policies of Major OECD Mukeu for C

Ex
po{’"Seeubles 10-and 11 in the section on “Current CEE
Trade Pattemns.”
228 For more detailed information, see the section above on
“Multilateral and Foreign Govemment Aid and Assistance.”

establishment of private enterprise funds and the

" extension of benefits under the U.S. Overseas Private

Investment Corporation (OPIC). Enterprise funds, set
up under the SEED Act, were established with the
intent to promote the development of the private sector
in Hungary and Poland, including small businesses and
U.S. joint ventures with local companies. OPIC
provides loans and loan guarantees, .as- well as
insurance against a broad range of political risks for
U.S. private investments. OPIC also leads investment

- missions, such as those held in Poland and Hungary in

1990 to familiarize U.S. businesses with investment
opportunities. In 1991 Czechoslovakna .also became
eligible for OPIC programs. .

The Multilateral Investmem Guarantee Agency
(MIGA), a World Bank Group entity, provides an
investment insurance program similar to that of OPIC.
The International Finance Corporation (IFC), which is
also part of the World Bank Group, provides loans and
syndicates loans for commercial banks for private
sector investment. Hungary, Czechoslovakxa. and
Poland are currently eligible for both MI_GA insurance
and IFC loans. Bulgaria and Romania are in the process
of becoming members of MIGA, but are not yet
eligible for MIGA programs .

A number of obstacles still remain to foreign
investment in the region, including ambiguity .in the
interpretation of foreign investment laws; difficulties in

. -determining the decision-making authority of state
‘enterprises;
‘restrictions on profit repatriation; uncertainty regarding
‘ownership -of businesses and property; and a low

incomplete liberalization of prices;

degree of - flexibility on the part of state-owned
suppliers. Foreign investments have been concentrated

. in Hungary, Czechoslovakia, and Poland, which have -
. shown the most movement in addressmg these_
problems. Much of . the investment has been.in sectors

in which the countries already had a strong base. .
However, the reglon has also attracted investment in*

_-areas, such as tourism and telecommunications.

Lack of adequate infrastructure in areas such as.
telecommunications and transportation has held back -

. Western investment in CEE to some extent. One major -
- concern of prospective . investors is the lack of an

adequate supply of energy. This concemn has become :

- even more relevant with the‘collapse in the Comecon

trading system, which has increased prices and reduced
gas and oil- supplies from the U.S.S.R. To assist the
CEE countries, the UN Economic Commission for
Europe has ‘launched “Energy Efficiency Project
2000.” However, the planned $3.5-5.5 million in -
funding is far from the investment needed to bring the
CEE electricity industry up to Western standards.
Reportedly, General Motors discovered too late that its
proposed motor and assembly plant in Hungary would
not be snigphed with the amount of power that it

‘ required.Z

29 Businu: Eastern Europe, January 21, 1991, p. 17.
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Table 7

Host country policies towards foreign. investment as of July 1991

Repatriation of profits

Investment incentives

and defense or if it would
infringe on environmental law.

Country Foreign ownership Field of activity
Bulgaria No set limit' Profit transfer in hard All economic sectors, except No excise duty on imported
o currency is allowed. where prohibited by law or or capital goods or raw
. similar authority. materials to be used for the
purpose of the investment
‘(min. level of foreign invest-
ment may be required). Some
tax holidays, depending on
location and industry.
- Czechoslovakia 100% permitted with Pant of foreign currency receipts  All economic sectors, except Selective incentives, depend-
advance approval must be offered to the State those relating to defense or ing on investment, including
Bank; salaries and profits national security. tax holiday and exclusion from
may be transferred abroad antitrust suits.
_from hard curren '
resources of the JV. .
Hungary 100% permitted Profit transter in hard All economic sectors. Taxation incentives available
currency is allowed. for specific activities.
Conversion of profits into :
hard currency guaranteed -
. by the government. ‘
Poland 100% permitted 100% of hard currency profit All economic sectors. Capital expenditures may be
remittable; government can charged against taxable
-authorize remittance of fits. No excise duty on
Zloty profits. : imported capital goods which .
C form part of a shareholder’s .
capital contribution or are
purchased within 3 years of -
the company’s establishment.
tax holiday. .
Romania 100% permitted with Partial profit transfer Foreign investment forbidden Tax holidays depending on
advance approval in hard currency allowed. -it it affects national security sector. Foreign contributions

in kind are duty free.

! Minimum -capital requirements of $20,000 or $500,000 for banks.

Sources: (1) “Building Free Market Economies in Central and Eastern Europe: Challenges and Realities,” The Institute of International Finance, 1990, pp. 44
and 45; (2) “Doing Business in Poland,” U.S. Department of Commerce, January, 1990; (3) Eastem Europe and the USSR: A Guide to Foreign Investment
Legislation, Klynvelud Peat Marwick Goedeler, April 1990; (4) BNA Intemational Trade Reporter, and (5) East-West Joint Ventures, No. 8, July 1991,



Chapter 4
Sectoral Analysis of Central and
East European Industries and the
Trade Policies of Major OECD
Markets for CEE Exports

Prepared by Joe Pelzman, Robert W. Wallace,
Don Alexander, and Dennis Rudy

Aggregate Sector Analysis

" The transformation of Central and Eastern Europe
into a market-oriented economy is occurring against a
backdrop of rapidly declining economic activity. In
fact, output in the region during the past 2 years or so
has been arguably the worst in the post-war period and

has been in marked contrast to the ongoing—albeit -

slowing—expansion in the OECD nations, as shown in
table 8. After several decades of reported economic
growth, the CEE economies are_now experiencing a
significant and rapid contraction.230

B0 As discussed earlier in this ;q)'on, the CEE countries
measure national income in terms of net material product (NMP).
The NMP is equal to GNP less depreciation and consumer

services.

Table 8

This weakness can be traced mainly to
deteriorating conditions in the industrial sector. Real
industrial output fell sharply in 1990, as shown in table
8, and has continued on a downward path so far in
1991. The agricultural sector has performed poorly
100, though the farm sector still plays an important role
in the region, especially as a source of jobs.
Traditionally important for most of the CEE countries,
agriculture has long been overshadowed by mining and
manufacturing as a result of the postwar
industrialization drive that had taken place in Central
and Eastern Europe.

Mining and Manufacturing

The economic structure in place in each of the CEE
countries remains largely a legacy of central planning
and the Council of Mutual Economic Assistance
(CMEA).23! These economies are dominated by the

B! The CMEA was created in January 1949 as an
organization to promote trade and economic development within
the Soviet bloc. It was originally conceived as a mechanism
through which industrial ooz%crmon among socialist states could
be encouraged. All of the CEE countries under review in the
report were CMEA member states before the organization was
formally disbanded in early 1991.

Selected economic indicators for Central and Eastern Europe and OECD countrles, 1985-90
(Annual percentage rate of real change)

Czecho- -
ltem and year Bulgaria slovakia Hungary Poland Romania OECD
Economic output:’
1985 ......... ...l 1.8 3.0 0.3 ® -0.1 35
1986 .........00veninann 5.3 © 26" 1.5 4.2 24 29
1987 ... 5.1 2.1 4.1 2.0 .8 34
1988 ...t 24 23 -1 4.1 -5 45
1989 .................... -3 7 -2 2 -5.8 3.2
1990 ... ...l 3119 -1.1 -5.0 -12.0 -7.9 2.6
Industrial output o
1985 ....... ..o, 3.3 3.6 0.7 37 6.2 34
1986 .........ccivinnnn. 4.0 3.2 1.9 42 4.8 1.2
1987 ... civen e 3.9 24 3.6 3.2 25 3.6
1988 ........... ... 52" 9 -4 4.8 3.4 56
1989 ....... ..ot -1.4 4.0 -3.4 -1.4 2.3 37
1990 ... ...l -10.7 -3.8 -85 -27.1 -19.8 1.8
Agricultural output ,
1985 ........ciiiian -12.3 -1.6 5.5 0.7 1.0 3.6
1986 ........civvieiinnnn 12.0 5 24 5.0 5.5 23
1987 ... .. e 5.1 -9 2.0 2.3 -8.9 4
1988 ... ...l -1 6 43 1.2 5.8 23
1989 ...t -5 1.8 -1.3 1.5 5.0 1.9
1990 ...t 3.2.0 -3.9 34.0 14 5.0 ®

) ! Economic output for Bulgaria and Czechoslovakia is measured in terms of NMP (1985 pnces) Hungary,
Romania, and OECD, GDP (1985 prices); and Poland, GNP (1984 prices).

2 Not available.
3 Preliminary.

Source: The United Nations, Monthly Bulletin of Statistics, November 1990 (Special Table 1), and July 1991;
International Monetary Fund, International Financial Statistics, September 1991; The WEFA Group, CPE Outlook for
Foreign Trade and Finance, Bala Cynwyd, PA, July 1991; The Economist Intelhgence Unit, Hungary - Country Report,
London, No. 3 1991; *Poland’s Economic Situation in 1990 and Medium-Term Outlook,” May 1991; Central Statistical
- Office, Warsaw; OECD, Main Economic Indicators, Paris, July 1991; and OECD, Agncul‘!ural Policies, Markels and

Trade: Momtonng and Outlook 1991 (Annex V) Pans 1991.
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Figure 4
Relative importance of major sectors
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Source: The United Nations, Monthly Bulletin of Statistics, July 1991, pp. 265-73.

industrial sector, an outgrowth of postwar economic
policies emphasizing rapid industrialization. The
industrial sector received priority in the allocation of
labor, production inputs, and investments, enabling the
sector to account for the largest share of the region’s
economic output, as shown in figure 4. Much of the

st-war industrial investment was allocated to heavy
industry, which in 1989 generated slightly more than
half the industrial activity in each of the CEE countries.

Investment patterns of the 1980s continued the
preference for heavy industry, especially machinery
and equipment, the single largest industry in the region.
As shown in table 9, machinery and equipment’s share
of industrial activity during the 1980s rose in all CEE
countries except Poland and Romania. The relative
importance of other heavy industries in the region
during the 1980s remained fairly stable or declined
slightly.  The relative importance of chemicals
remained stable in the region. Metallurgy declined
slightly in overall importance in the region and is likely
to decline further as some CEE countries restructure
their industrial processes and cut output to reduce
pollution. The energy industry declined somewhat in
importance too, with only Romania showing an
increase throughout the 1980s. Romania had invested
more in energy production, as a share of total industrial

24

investment, than almost any other CEE country.
However, Romania depleted its petroleum reserves
faster than expected, forcing the country to become a
net oil importer.

The continued emphasis on heavy industry during
the 1980s came at the expense of traditional light
industries and the food-processing industry. In general,
the relative importance of the textile and apparel
complex and the food-processing industry decreased in
the region during 1985-89. This decline is likely to be
reversed as the CEE countries reform their economies.

Services

Services represent a relatively small portion of
CEE countriecs’ NMP, as reflected in the “other”
category shown in figure 4. They have traditionally
been divided between producer and consumer services.
As noted earlier in the report, the emphasis in all the
CEE countries has been on developing the industrial
base. As a result, producer services that contribute to
the production and distribution of goods, namely
construction, transportation, communications, and
retail trade, received priority in resource allocation. In
contrast, consumer services, such as housing, tourism,




Table 9 '
Industrial structure: Percentage distribution of gross production in Central and Eastem Europo by countries
and sectors, specified years 1980-89

‘Czecho-

Sector and year : . Bulgaria .. slovakia Hungary Poland Romania
Fuels: '
1980 .. .. e 1.6 5.4 13.9 6.5 4.5
1985 ... e 1.3 . 46 16.8 12.0 9.2
1988 .. .. 1.3 4.2 13.5 10.6 11.2
1989 ... ... M 4.1 12.0 9.2 1S5
Electric power:
1980 ... ... e 2.7 - 4.0 5.7 2.7 1.8
1985 .. .. e 3.6 3.9 45 3.2 3.5
1988 .. ... e 38 3.9 6.0 3.0 3.9
1989 .. ... e M 4.0 6.2 3.1 3.9
Metallurgy: _
1980 .. ..ot e e 24.0 12.8 9.1 ‘9.5 10.6
1985 ... . e i e e 23.8 11.6 9.0 9.8 10.8
1988 ... ... e 3.9 11.4 8.5 8.8 10.0
1989 ... .. e M 11.2 10.5 10.8 . 9.8
Machmery and transport eqmpment
............................... 28.4 27.2 23.5 1.3° 35.2
1985 ............................... 25.9 30.3 24.6 24.9 29.7 -
1988 .. ... e 28.6 31.9 25.8 27.6 28.9
1989 .. ... M 31.7 248 .2 27.7
Chemicals
1980 .. ...t e O 13.6 1.1 8.8 8.7
1985 ... 53; 13.4 10.8 8.5 10.5
1988 .. ... e 3 13.6 11.6 8.5 - 99
1989 ... e M 13.6 1.9 9.0 9.8
Building materials . ’ '
1980 ... .. e . 4.2 3.7 35 2.8 3.4
1985 ... . e e 3.9 3.4 3.0 2.7 33
1988 .. .. i e 36 35 34 2.6 3.6
1989 ... et M 33 3.1 24 3.7
Wood and wood products, mcludlng paper
............................... 43 4.8 341 4.6 55
1985 ............................... 42 4.8 34 4.2 51
1988 .. ... e e 39 4.8 34 4.2 49
1989 .. .. e " 49 34 45 5.0
Textiles and apparel: -
1980 .. ..t e e 105 5.9 6.6 10.2 1.8
1985 .. .. e 7.5 5.7 6.0 8.8 10.3
1988 ... .. e 74 5.6 5.8 8.7 10.2
1989 .. ... e M 5.7 5.6 9.0 10.6
Food, beverages and tobacco: .
1080 ... .. e 20.2- " 15.2 16.7 17.6 12.8
1985 ... e 23.2 14.3 - 18.9 205 11.4
1988 ... ... ... . SR 20.5 13.6 16.4 203 1.2
1989 .. ...t M 140 17.8 20.8 11.6

See footnotes at end of table. .
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Table 9—Continued

Industrial structure: Percentage distribution of gross production in Central and Eastern Europe by countries

and sectors, specified years 1980-89

Czecho-

Sector and year Bulgaria slovakia Hungary Poland Romania
Other:

B 1 T o 24.1 7.4 6.8 6.0 5.7

1985 — o oo 26.6 8.0 3.0 5.4 6.2

1088 .. ... e 27.0 75 5.6 5.7 6.2

1989 ... . ittt ettt M 75 47 6.0 6.4

! Not available.

2 Includes only ferrous metallurgy; nonferrous metallurgy is included in “other.”

3 Included in “other.”

Source: Statistical Yearbook of the Czech and Slovak Federal Republic, 1990 edition, pp. 362-3, and 1989 edition, p.

361; Statistical Yearbook of Hunga

1989 and back issues; Statistical Yearbook of Romania 1990,

. 452-5;

Statistical Yearbook of Poland, 1990 edition, pp. 157-8, and 1981 edition, p. 229; and data for Bulgaelg from Statistical
Yearbook of Member States of the CMEA 1989, pp. 90-93 (in Russian).

and banking, received less priority. A detailed
discussion of the region's services infrastructure is
provided in the following section.

Infrastructure and Support Services
Deficiencies

The expansion of the export sector in all five CEE
countries is constrained by deficiencies in the
infrastructure and in financial and credit institutions.
These deficiencies will take time and, in some cases,
considerable capital investment to remedy. The pace of
market reforms and recovery from the cument
region-wide economic downturn will also affect the
speed with which these deficiencies are ameliorated
and perhaps eliminated.232

Infrastructural deficiencies

Inadequate investment in telecommunications, the
computer network, and transportation are often cited as
general obstacles to enhancing the competitiveness of
industrial exports from the CEEs. Underdevelopment
in these three areas raises the costs of exports and
discourages foreign investment without which the
modemization of the infrastructure and the
development of an export competitive industrial sector
are impossible.

Telecommunications.—Communication resources
consist of a number of different elements ranging from
telephone lines o FAX machines. Overall, the
communication infrastructure in Central and Eastem
Europe is inadequate for the current level of business
activity. Not only are there insufficient numbers of
telephones, but the ones that do exist use outdated
switching systems.233 Newer forms of communication,

22 Tp illustrate these deficiencies, this section concentrates
on data for Czechoslovakia, Hungary, and Poland.

23 See U.S. Department of Advisory Commiitee on
Intemational Communications and Information Policy, Eastern
Europe: Please Stand By, Repont of the Task Force on
Telecommunications and Broadcasting in Eastern Europe, Spring
1990.
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including cellular and FAX services, are rare or
nonexistent. The major reason for the relative
backwardness of these services in Central and Eastern
Europe is the low level of investment. Although this
differs by country, the differences are not that large.
Under the centrally planned system, the state has
uadition%lsl)' neglected the modernization of these
services. Despite current efforts to upgrade
technology in all five countries, the level of
telecommunications services remains low throughout
the region.233 :

Low density and poor quality are characteristics of
the CEE telecommunication networks. In the
mid-1980s there were an average 109 telephones per
1000 inhabitants in Poland, 226 in Czechoslovakia, and
140 in Hungary. Density of telephones in rural areas is
about one-fifth that in the cities. Automatic dialing is a
remote dream in CEE countries with the exception of
Czechoslovakia and part of Hungary.236

In data transmission, the problems are aggravated
not only by unavailability of terminals but also by the
poor quality of communication networks. The first
teletex sets started to operate (via Germany) in 1986,
but still no more than 100 to 200 terminals were
operating by 1990. Generally, only 6 to 7 percent of
the investment funds earmarked for the development of
telecommunication services in Hungary is allocated to
the introduction and extension of services. The rest of
the investment funds must be used for maintenance of
the basic network and for upgrading the present
system. The Hungarian Post Office recently started a
modemization program: the first digital switching
center (for 27,000 lines) opened in February 1989, and
was scheduled to expand to 90,000 lines by 1990 with
the help of Austrian technology and credits.237 In
Czechoslovakia, 433,000 new telephone lines were
installed during 1981-85, and the number of telephones
per 1,000 inhabitants increased to 246 by 1987.

B4 See Eva Ehilich, “Telecommunication in Eastem Europe
and ggnll‘::l Europe,” (Budapest, 1991) (unpublished manuscript).
id.
D6 Thid.
D7 Der Standard, Feb. 28, 1989, p- 12.



" communication, a

However, almost 200,000 applications for telephone
lines were pending because of construction delays. 3

Satellite communication in-the area is prov1ded by
the Soviet communication system, ORBITA. For joint
; regional .
... INTERSPUTNIK, ' was "estabhshed in 1971. In
.'addition, the CEE countries are members of the
'’ International Orgamzauon for Satellite Communication
.~ (INTELSAT).2

The governments of Central and Eastcm Europe
are aware that they have . to invest in
‘telecommunication services in order to be integrated
with the rest of the world. However, they lack the
-‘manufacturing technology and technical personnel
needed to create their own intemal telecommunication
services.2¥ The domestic economic situation in the
five countries is not conducive for financing the
modemization of telecommunications from domestic
resources. Therefore, updating the telecommuniication
.services requires a greal deal of outside capital and
technical assistance.%* '

" Because of these shortcomings and because any
expansion of the CEE economies, particularly iin areas
of foreign trade, will require telecommunication
services, foreign investors view this sector as one of the
first to enter. In each of the Ceniral and East European

- economies, there is a major attempt by West European

and U.S. companies to enter the telecommunications
area. Despite this shift, it is not clear if this foreign
investment will be sufficient . to create a
telecommunication mftasl.ructure that can meet CEE S
future demands.242

It is generally beheved that the Central and East
European economies would like to catch up to Western
Europe in the telecommunication area by the year
2000. However, this feat is possible only if there are
clear-cut price reforms in this sector together with clear
'regulauons on ownership and sufficient forelgn

apual Telecommunication in the CEE reglon is
“the most developed in Czechoslovakia, Hungary, and
Poland. Details on telecommumcauon in each of these
- countries follow.

Czechoslovalaa.—Telecommumcauon services in
Czechoslovakia are state owned. In order to facilitate
conversion to_private ownership, the Czechoslovak
Government is receiving assistance from a joint
venture with U.S. West and Bell Atlantic. These two
companies are investing $80 million in-the joint
venture and will provide feasibility studies for the
development of a country-wide cellular and packet data
network.244

¢ BG4

29 Thid,

: 29 See Eva Ehrlich, “Telecommunication in Eastem Europe
‘and genlnl Europe,” (Budapesl, 1991) (unpubllshed manuscript).’
Ibid.

242 [bid. : ,

3 Thid,

244 See Task Force on Reform in Central and Eastem Europe
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Ecoriomies in Central and
Eastern Europe, p. 35.

organization,’

Hungary—~In the pre-war period, Budapest had

“established a respectable communication network 24

_.In 1937, when 13 percent of the population lived in

-Budapest, 70 percent of the phone lines were
. concentrated there. By 1987, Hungary had 7.67 main

phoné lines per 100 inhabitants, a respectable figure
when compared with Brazil with 5.58, Turkey with

-7.66, and Argentina with 8.61. The density of phone
-lines relative to Hong Kong with 35.14 per 100
. inhabitants and South Korea with 20.5 was not as

. .impressive,

In general, compared with the
{international average, the gap in telephone density
increased in Central and Eastern Europe during the
1980s. A similar development also occurred with

- respect to the number of Telex lines installed. In

Hungary, there were 4,661 FAX machines in operation
in December 1989, which is equivalent to 0.44 per
1000 inhabitants. There were also 90 Videotex and 317
Minitex machines in operation in 1989. Throughout
"Central and Eastern Europe, there were no up-to-date
_ telecommunication networks and services at all.246

In most countries, the density of telephones tends
to be greater in the large metropolitan areas than in
rural areas. For example, in 1989 Budapest proper had

.20.81 main lines and 38.62 telephones in use per 100
. inhabitants, whereas the rural areas of Hungary had 5.6

main lines and 11.25 phones per 100 inhabitants. In the
rural areas of Hungary, the existing main lines give
access to the outside world only during the day.
Emergency teleghones are available, but only for
outgoing calls

" The poor availability of phone service in the rural
areas of Hungary can be illustrated by the fact that, at
the énd of 1988, there were only 2,024 main exchanges

.in operation, of which 78 percent were manual

exchanges. providing services comparable to those
-provided 50 years ago. Furthermore, 78 percent of
Hunganan localities are not connected to the automated
service, with 60 percent of Hungarian cities having no
access to long-distance service and 80 percent having
no access to the international network. In 40 percent of
Hungary s cities, the manual exchange is the only one
in operation.248 -

:In the 1980s, when Hungary 'initially sought
Western technology to expand its phone services, the
Coordinating Committee for Multilateral Export
Controls' (COCOM) prohibited the sale of digital
exchanges to Eastern Europe. As of August 1989,
restrictions on the sale of these digital main exchanges
were - lifted, although the sale of the know-how to
produce these systems was still prohibited. In 1990,
the restriction on the sale of transmission facilities was
also removed. 249

Several major foreign investors have already
established operations in Hungary's telecommu-

M5 See Eva Ehrlich, “Telecommunication in Eastem and
le{‘aé IBumpe (Budapcst. 1991) (unpublished mmuscnpt)
bid
27 [hid. |
28 Ihid.
9 Jbid.
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nications sector. According to the Hungarian
Telecommunication Company (MATAV), districts with
more than 10,000 lines will be required to have
equipment compatible with the Siemens (German) and
Ericsson (Swedish) exchanges that will be used at the
national level. U.S. firms also play an impontant role in
the modemization of Hungary’s tclecommunications.

Bell Adantic, U.S. West, and General Telephone
Equipment, Inc. (GTE), in joint ventures with
Hungarian partners, are involved in expanding cellular
telephone service in the country, in the introduction of
packet switching, and m the modemization of the
existing wire network.? In addition to private

investors, the World Bank has authorized a $220

million loan to Hungary for the development of this
sector and has made a commitment for an additional
$100 million loan.?!

These developments fall in line with the Hungarian
Government’s plans to massively upgrade the quality
and quantity of telecommunication services through
increased domestic and foreign investment coupled
with privatization. Legislation in 1990 broke up the
centralized communication system into three separate
sectors—telecommunication, post, and
broadcasting—with each becoming an independent,
state-owned joint-stock company. The Hungarian

Government is currently planning to sell 50 percent of

the Hungarian Telecommunication Company (MATAV)
to foreign investors.252

Poland.—Currently, Polish telecommunication is
considered to be inferior to that found in Hungary.
Nevertheless, in April 1991 the World Bank approved a
$120 million loan for a new digital system, including
fiber optic cables, switches, and a satellite ground
station to improve intemnational links. This loan is to
be accompanied by a loan of ECU 70 million from the
European Bank for Reconstruction and Development
(EBRD) for the installation of 12 digital switches to
improve long-distance communications. The Polish
Government has also established a business network in
Warsaw in order to connect banks, hotels, and
government offices.253

To modernize service, Poland has also developed a
network of 12 long- distance exchanges and a
microwave link between Warsaw and Katowice.
Recently, Poland signed a $100 million contract with
AT&T to modemize its telephone system and a $50
million contract with Ameritech Corp. to install a
cellular telephone system.  Overall, the Polish
Government expects to spend $1.5 billion in the next
10 years to modemize the country s telecommunication
infrastructure. 254

250 Interviews with Bell Adantic, U.S. West, and GTE,

qu. 26 and 27, 1991.
21 Thid.

252 See Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and
Ea.mm Eumpc g‘.,

~ Computers.—An integral part of a sound

‘telecommunication  system is the availability of a

modem computer system. Demand by the business
community for automated business systems, accounting
systems, and management information systems dictates
the availability of modem computer facilities. In most
CEE economies these resources are in such short
supply that they provide a real impediment to business
activity.

The CEE computer industry was initiated in the
Soviet Union, Czechoslovakia, and Poland in the early
1950s. Despite Western controls on technology
transfer, about thirty different kinds of computer
systems were in production in the CEE countries at the
beginning of the 19705255 In December 1969,
Bulgaria, Czechoslovakia, Hungary, Poland, and the
Soviet Union established a Standing Commission for
Cooperation - in Informatics, in part designed to
promote the joint development, production, and
application of electronics information equipment. The
result of this cooperation was a series of Unified

.System of Electronic Computers (RYAD series), which

met the “international standards” by imitating the
equipment that met those standards. Current CEE
mainframes are modiﬁcations of the IBM 360/370
architecture; minicomputers are modifications of DEC
or HP designs; personal computer designs are of the
IBM PC or Apple II design; and semiconductors
borrow heavily from Intel, TI, and Motorola.256

Since the mid-1970s, the CEE countries have
produced their own third- generation equipment and
imported Western technology.23’ Romania acquired
licenses for the production of integrated circuits,
Hungary for automatic control equipment, Bulgaria for
magneue tapes and discs, Czechoslovalua for VLSI
circuits, and Poland for highspeed printers. 28 In May
1986, a new CMEA cooperation agreement for the
period 1986-90 was devised for the joint development
and production of more than 200 specialized
technologies to be used for the manufacture of LSI and
VLSI integrated circuits—components of 16- and 32-
bit computer chips. Despite all these efforts, there is

‘still insufficient computer equipment in Eastern Europe

to meet current demand.
In Czechoslovakia, the Minister of Electrotechnical

'Industry apparently stated that the gap between supw
. and demand was nearly 33 percent during 1987-

In Hungary, reduced investment in the electronics
industry during the 1980s resulted in a drastic
reduction in technical standards. Some experts believe

35 See M. Lebkowski and J. Monkiewicz, “L’Informatique
dans les pays du CMEA,” Revue d'Etudes Comparatives
Est- Oml 1986, vol. 17, No. 4, p. 6.

6 See R. W. Judy, "“The Sowiet Information Revolution:
Some Prospeas and Comgamom in Joint Economic Committee,
Gorhachcv.v Economic P 1986, vol. 2. p. 163.

B7 Czechoslovakia reported 58 different types of computers
out of its total stock of 236 machines in 1970 (CSSR Siatistical
Yearbook 1970, p. 154).

B8 gee Lekowski and Monkiewicz, op. cit., p. 8.

9 Thid,
%0 Total supply includes domestic and imported. See
Hospodarske Noviny, Nov. 28, 1986, pp. 1 and 7.



that the equipment used by the R&D network is some
10 years behind that used in Western countries; the
productivity level of Hungarian enterprises is ten to
twenty times lower, and the leading component
producing enterprises lag 5 to 7 years behind their
Western counterparts.25! ‘In the summer of 1986, a fire
almost completely destroyed a  Hungarian
microelectronic plant where a third of the country’s
diode, transistor, and integrated circuits were being
produced 262

_ fl"he current stock of computers, despite age and
quality, varies across countries. In Hungary, by the end
of 1987, there were 65,000 computers in the state

sector and an additional 280,000 computers in private

hands. By comparison, Austria has about three times
more computers per capita.2$® In Czechoslovakia,

there were 60,000 Western-made home computers at
the end of 1986, mostly imported by .private -
individuals.28® It is estimated that annual output of

personal computers in Czechoslovakia is in the range
.of 300,000 to 350,000 units. To reach the U.S. per
capita level, Czechoslovakia would have to reach a
production level of 1.5 to 2 million.265

The CEE countries lag an estimated minimum 10
years behind the West in computer technology.266-
Moreover, the underdevelopment -of the region’s
telecommunications networks prohibits, at least over
the medium term, the linkage of computers at a level
that cou!,d bring about significant advancement in this
sector.

Transportation.—The development of
transportation services in the CEE countries followed
the general development of their overall economies.
The transportation sector expanded quickly during
1970-75 and declined in growth.during the late 1970s,
in line with lower overall economic growth and higher
fuel prices. This reduction in investment continued
into the 1980s as the CEE economies began to
constrain their allocation of investment. Insufficient
investment in the transport systems resulted in
inadequate road and rail networks.268°

Inland freight traffic in most CEE economies is
concentrated on two. modes—rail and road. - The
highest volume of transport of merchandise via rail was

in Poland, where it represented 70 percent of total
tonnage transferred in 1987. Comparable figures for .

Czechoslovakia were 40 percent and for Hungary,
33 percent. The fast development of road traffic since
the 1970s in all of CEE was facilitated by relatively
cheap oil imports. Nevertheless, rail transport still

dominates the structure of freight transport in CEE

economies, making railways the backbone of the

261 See Nepszabadsag, May 24, 1985, p. 3.

282 See Heli Vilaggazdasag, June 7, 19%6. pl

263 See Die Presse, Nov. 17, 1988, p. 9.

264 See Rude Pravo, Nov. 14, 1986, p. 2.

25 See Zemedelske Noviny, Nov. 25, 1937,8]:. 2.

: IS;:ed Planovane Hospodarisvi, No. 3, 1988, pp. 69-82.

268 United Nations Economic Commission for Europe,
Economic Survey of Europe in 1989-90, pp. 157-182.

region’s inland transport system.2®® Most area
specialists agree that this element of the CEE
infrastructure is_one of the weakest elements in the

" CEE economies.2’® Some details on the transportation

in Hungary and Poland follow.

Hungary.—The bulk of Hungary's freight is
carried by rail (21.7 bn ton/km in 1987), with
significant’ traffic carried by road (12.8 bn ton/km in
1987) and waterways (10.7 bn ton/km in 1987). As in
the other CEE economies, air freight accounts for a
negligible proportion of the country’s freight delivery
system. The Hungarian freight system, like that of the
other CEE economies, is considerably out of date.27!

Poland.—In 1987, Poland had 157,000 km of
surfaced roads with 26,637 km of rail lines. Most of
the freight traffic was dependent on rail rather than the
road network. In large part, this is due to the cost
savings provided by Polish rail and the inadequate
supply of trucks and vans, which, at the end of 1987,
amounted 10 866,000.  Air freight is virtually
nonexistent in Poland.?’2

‘Deficiencies in financial and credit

institutions

No CEE economy has as yet developed a
functional credit system thzt can provide adequate
credit 1o small- and medium-size businesses, clear
checks, provide export financing, or induce savings.
Existing CEE banks, although partly decentralized, are
as yet poorly capitalized and burdened with
nonperforming -loans that were previously issued to
large state-owned enterprises. Moreover, these new

- -banking institutions lack the modem skills necessary

perform Western-style banking functions.2’3

. Under Soviet-type central planning, the banking
sector was totally centralized and played a largely
passive role. Credit was extended in order to provide
working and investment capital to the enterprise sector.
Cash was provided to enterprises to meet their demands
for payments such as wages. As such, the central
mono-bank had little control over most of the factors
affecting  the amount of currency in the economy,
which was decided by the planning authority.274

The development of financial markets and private
sector financial institutions is an essential step in the
transition to a market economy. In most of the CEEs, a

29 Thid,

219 Thid.

11 The Economist Intelligence Unit, Hungary: Country
Profile - 1988-89, 1988, pp. 26-27.

212 The Economist Intelligence Unit, Poland: Couniry

- Profile - 1989-90, 1989, p. 30.

713 See Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and -
Eastern Europe, pp. 9-11. '

4 See David Lipton and Jeffrey Sachs, Creating a Market

- Economy in Eastern Europe: The Case of Poland, paper

presented to The Brookings Institution, April 1990.
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commercial banking system has been created directly
from a monopoly-bank system. However, there are
several other conditions for a complete transformation.
For instance, the existing loans to siate enterprises,
many of whom are bankrupt, were shifted to these new
institutions from the monopoly bank. These “bad™
loans have to be addressed before a sound banking
system can be created. The large loan losses that will
emerge as these economies react to market forces ma

have to be absorbed by the state budget.275 ;

Without the restructuring of enterprises and further
price reforms, a truly competitive banking system

cannot be expected. Yet such reforms are only:

underway in some of the CEEs. Currently, with the
exception of Hungary, many of the existing CEE
financial institutions have no basis for allocating credit
according to market criteria, nor for identifying and
pricing risk. Credit allocation in such a situation is

indeterminate, }Iigen that it is neither set by a plan or’

by the market.

Although significant changes have taken place in
the financial sectors of Bulgaria and Romania, these
changes are too recent for a comprehensive review.2’”

Details on changes in the financial sectors of

Czechoslovakia, Hungary, and Poland follow.

Czechoslovakia.—As  of  January 1990,

Czechoslovakia’s monopoly bank, the Statni Bank, was.

broken up. A state bank and three new banks—the
Komercni Banka (Commercial Bank of Prague)
primarily operating in the Czech Republic, Vseobecna
Uverova Banka (the General Credit Bank) based in
Bratislava and covering Slovakia, and the Investicna
Banka (Investment Bank), which had previously
functioned as a state disbursement agency—were
created in the place of the former monopoly bank.
_ These newcomers joined the Ceskoslovenska Obchodni
Banka, old foreign trade bank, and Zivnostenska
Banka, the only Czech bank with a London branch
(previously used by the Communist functionaries), to

form the country’s new banking system.2’8 In addition

to this decentralization of the old monopoly bank, the
Government of Czechoslovakia created the Postovni
Bank (Postal Bank), a joint-stock company, with the
Postal Bank of Vienna as the only foreign shareholder.

At present, the country’s new banking system is not
comparable to the commercial banking system of a
market economy. For instance, there is only one major
commercial bank in each republic. The existing
savings institutions have a limited network of 70
branches, with limited foreign competition. = Apart

75 Thd.

276 Tbid.

21 For more information on developments in the financial
sectors of Bulgaris and Romania, see Task Force on Reform in
Central and Eastem Eu%l-luded by the Staff of the Executive
Office of the President, cil of Economic Advisers, Designing
US. Policy to Accelerate Creation of Markei-Based Economues in
Central and Eastern Ewope, pp. 20 and 89. :

28 Euromoney, Special Supplement on Czechoslovakia, June
1991.
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from representative offices of foreign banks, foreg
participation is still awaiting licensing authorization,

- Although the Komercni bank has built a network of
83 branches with a further 70 sub-branches,
commercial bank practices are not at par with Western
standards. Even priority transactions, such as checks
drawn on foreign banks, require 2 to 3 months for
completion. There are also problems with the ready
availability of cash for local transactions, and the
concept of venture capital is practically unknown.

Jozef Mudrik, the recently appointed president of
Vsebecna Uvervova Banka (the general credit bank) in
Slovakia, says that he cannot lend to new entrepreneurs
unless they provide some form of outside guarantee,
perhaps from an international institution. Moreover, he
notes that no rate of interest would compensate the
bank for the risks it wotild have to take in order to issue

As is true in most CEEs, the decentralization of the
Czechoslovak monopoly bank was not accompanied by
an infusion of capital. On the contrary, most of the
new banks were burdened with portfolios that include a
large number of troubled loans which may never be
repaid. In effect, these new banks have a limited
ability to finance new projects. In addition, the
absence of a convertible currency and of bankruptcy
laws prevents these new Czechoslovak banks from
exercising real' control over bormrowers and
differentiating between good and bad risks.28!

Hungary—The Hungarian banks are far ahead of
their CEE competitors in introducing market control.
The Hungarian banking system was decentralized in
1987, after the management of state enterprises had
been decentralized and after bankruptcy legislation had
been enacted.282 Beginning in 1987, the monopoly of
the National Bank of Hungary (NBH) was abolished.
With the reforms. the credit functions of the NBH were
transferred to two commercial banks, the Commercial
and Credit Bank (CCB) and the Hungarian Credit Bank
(HCB). . A third .bank, the Budapest Bank (BB) was
created by merging the commercial functions of the
State Development Bank and the Credit Bank of
Budapest. These three banks were allocated loan
accounts from the NBH portfolio. This division was
necessary for the separation of monetary policy from
commercial banking activi{x that became the
responsibility of these banks.2®3 Some experts have

719 See Task Force on Reform in Central and Eastem Europe,
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Central and
Eastern Europe, pp. 28-47. Among the 28 banks now operating
in Czechoslovakia; a dozen are foreign joint ventures or, in the
case of Citibank, wholly owned subsidiaries.

B0 Euromoney, Special Supplement on Czechoslovakia, June

21 Thid,

32 See Mario L. Blejer and Silvia B. Sagari, “Hungary:
Financial Sector Reform in 8 Socialist Economy,” The World
Bnnkzk Working Papers - WPS 595, February 1991.

3 See L Bokros, “The Conditions of the Development of
Businesslike Behavior in a Two-Tier Banking System. An ‘Ex
Ante’ Evaluation of the Hungarian Banking R " Acla
Oeconomica, 38: (1-2), 1987.



noted that this rapid decentralization of the Hungarian
banks created undercapitalized banks that are virtually
all insolvent.

As of January 1989, commercial banks and savings -

institutions have been free to engage in financial
transactions with both households and enterprises.
“Treasury bills have been introduced and sold through
an auctioning procedure. While state guarantees remain
.on treasury bills, state bonds are no longer guaranteed.
+Other recent developments in the financial sector
included legislation allowing individuals to form
limited liability and stock companies and to hold
negotiable shares in joint-stock companies, to convert
state enterprises into joint-stock companies and to grant
enterprises the power to maintain checking accounts in
more than one bank 285

Despite these reforms, credit in Hungary continues
to be largely allocated to the enterprises that accounted
for the largest share of the pre-reform portfolio. This
result is largely due to the slow progress that has been
made in liquidating problem loans. Discussions
regarding the recapitalization of these banks are
underway. The resulting shortage of new credit is
therefore largely affecting new entrants.286

A new preferential credit program designed to deal
with this shortage of capital to new businesses is being
jointly financed by the German Government and the
National Bank of Hungary. This program allows any
Hungarian to draw 50 million forints in order to
purchase real estate, installations, machines, or stocks.
Western businessmen have reported that setting up a

new private business in Hungary is often easier than

attempting to purchase an existing state enterprise.287

Poland—Poland has made enormous progress in

converting its monopoly banking institution to a
market-oriented financial system, . with reasonable
success in a short period of time. In January 1989, the
national Bank of Poland (NBP) was divided into the
central bank and nine commercial banks organized on a
regional basis, with about 40 to SO branches each.
However, as in the CEE economies, the capitalization

‘of these new institutions came from the monopoly

bank, thus maintaining the former portfolio of
industrial and infrastructure loans. Foreign trade
financing continued to be handled by Bank Handlowy

w Warszawie, while private household deposits are

kept with Bank PKO and Bank Pekao.288

- 284 See Task Force on Reform in Central and Eastem Europe,
Headed by the Suaff of the Executive Office of the President, -
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Ecoromies in Central and
Eastern Europe, pp. 43-63.

" 2S5 Blejer and Sagari, 1991, pp. 10-13.

28 See Task Force on Reform in Central and Eastem Europe
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Markei1-Based Economies in Central and
Ea.ﬂg_;l rﬁg:vpe, pp- 48-63.

23 See Task Force on Reform in Central and Eastem Europe
Headed by the Staff of the Executive Office of the President,
Council of Economic Advisers, Designing U.S. Policy to
Accelerate Creation of Market-Based Economies in Ceniral and
Eastern Europe, pp. 64-79.

The privatization of Poland’s banks is expected to

follow a program to re-capitalize the banks and a plan

to change the ownership structure of the banks. These
changes have been delayed, however, by a failure of
the Polish authorities to change the management
structure of the banks. The presidents of the banks are
still appointed by the Prime Minister on the advice of
the President of the NBP. Lacking the required
autonomy, Poland’s new commercial banks still lack
sufficient competitiveness 2%

Despite all these changes, the banking habit has not
yet developed widely in Poland, and there continues to
be a heavy reliance on cash for transactions. Private
businesses primarily operate on a cash basis, which is
costly and inefficient.? There are a number of
reasons for this: Basic financial services for small
enterprises are currently either unavailable or available
only on prohibitive terms. Domestic and foreign
checks take weeks to clear, letters of credit are
unavailable without full cash cover, and there are no
overdraft facilities.

Trade Policies of Major OECD Markets
for Central and East European
Exports?*!

In response to the political and economic changes
that have taken place in Central and Eastern Europe
since 1989, the OECD member countries have made
tariff concessions, reduced quantitative restrictions, and

- eased restrictions on the transfer of technology to the

countries of the region. Whereas the governments of

-OECD countries have taken independent actions to
‘reduce import restraints on CEE products, policies

aimed at the transfer of technology to the CEE
countrics have been liberalized on a unified basis
through the 17-nation Coordinating Committee on
Multilateral Export Controls (COCOM). See tables 10
and 11 for summaries of U.S. and EC trade agreements
and policies toward CEE countries.

Current CEE Trade Patterns

In the area of foreign trade, the countries of Central
and Eastern Europe have suffered a major setback in
their drive to expand exports. Trade trails only
industry as a source of economic activity in the region.
As'shown in table 12, compared with 1988 levels, CEE
trade in 1990 fell by $26 billion, or by 20 percent, to
$107 billion, the lowest level in at least 10 years.
Imports fell by 17 percent to $52 billion and exports
dropped 22 percent to $55 billion. Two-thirds of the
decline in foreign trade during 1988-90 was absorbed
by Romania and Bulgaria, whose combined trade
decreased by 28 percent. Nevertheless, the region eked

29 Ibid,

0 [hid,

31 The 24 OECD member countries are as follows:
Australia, Austria, Belgium, Canada, Denmark, Finland, France,
Germany, Greece, Iceland, Ireland, lialy, Japan, Luxembourg, the
Netherlands, New Zealand, Norway, Ponudgal. Spain, Sweden,
Switzerland, Turkey, United Kingdom, and the United States.
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Table 10
U.S. trade agreements and policies towards Central and Eastern Europe

Trade Export credit
Country agresment MFN GSP insurance
Bulgaria ...........coiiiiennnnn. Yes' No? No Yes
Czechoslovakia .................. Yes , Yes Yes Yes
Hungary ............... ... ..., Yes . Yes Yes Yes
Poland ..............c.ciiann. Yes Yes ‘ Yes Yes
Romania ....................... Yes No No No

' The United States and Bulgaria have signed a trade and financial agreement which is currently before the U.S.
Senate.
2 t is expected that MFN status will be granted by the end of the year.

Source: Compiled by staff of the U.S. International Trade Commission.

Table 11
EC trade agreements and policies towards Central and Eastern Europe

Trade
Country i agreement MFN GSP
Bulgaria .........cociiiiiiiii i i e Yes Yes Yes
Czechoslovakia .............oiviiirinrinnnninnnn, Yes Yes . Yes
Hungary ........ it i i e Yes _ Yes Yes
Poland ............. .. .. i it Yes Yes Yes
Romania ..........coiiniiiiinernnriaiininecanss Yes Yes Yes

Source: Compiled by staff of the U.S. International Trade Commission.

Table 12
Foreign trade of Central and Eastern Europe, by countries, 1980 and 1986-90
(In millions of dollars) | _ .
Item and country 1980 1986 1987 1988 1989 1990
Imgo :

Ig AMA .« 9,650 15,249 16,211 - 16,582 14,881 13,089
Czechoslovakla‘ ........... 15,148 13,358 14,883 14,593 14,277 13,106
Hungary ................. 9,235 9,292 9,450 . 9,135 8,803 18,764
Poland .................. 19,089 11,208 10,844 12,240 10,085 8,160
Romania................. - 13,201 10,590 211,100 210,600 210,400 9,249

Total .................. 66,323 59,697 62,488 63,150 58,446 52,368
Exports: .

ulgaria ................. 10,372 14,192 15,905 17,223 16,014 13,428
Czechoslovakia® ........... - 14,891 13,227 14,723 14894 = 14,440 11,882
Hungary ................. 8,677 8,875 9,204 9,739 9,584 9,707
Poland .................. 16,997 12,074 12,205 - 13,956 13,155 13,627
Romania................. 11,401 12,543 214,000 214.100 214,200 6,095

Totat .................. 62,338 60,911 66,037 69,912 67,393 54,739
Balance: ' ‘ -
Bulgaria ................. 722 (1,057) (306) 640 . 1,133 339
Czechoslovakia®........... 257 (132 51 60; 302 162 (1 292443
Hungary ................. 558 417 246 604 780
Poland .................. (2,092) 86 1,361 1,716 3,070 5,467
Romania................. (1,799) 1,953 2,900 3,500 3,800 (3,154)
Total .................. (3,985) - 1,214 3,549 6,762 8,947 2,371

' Beginning with 1985, data for Czechoslovakia are not comparable to those for prior years due to revisions of
the koruna/dollar exchange rate.

2 Estimated by the staff of the U.S. International Trade Commission on the basis of annual Bz;centa?e changes
for hard-currency trade, as published by The WEFA Group in Centrally Planned Economies Out 1991, p. 79.

Source: United Nations, Monthly Bulletin of Statistics, June 1987, p. 122, and July 1991, p. 110.
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out a trade surplus in 1990 of over $2 billion on the
strength of trade surpluses in Poland and Hungary. In
fact, both Hungary and Poland recorded small increases
in their exports in 1990, as a result of large increases in
hard currency exports to Western countries. Poland’s
growth was largely ‘the result of a devaluation of the
zloty by more than 50 percent at the start of 1990.

Intra-CMEA trade has fallen substantially, while
trade with OECD countries has increased in
importance. The latter now take about half of the
exports from CEE countries. Food and raw materials,
basic consumer goods, and heavy industry products,
each account for about one-third of the exports from
this region to OECD countries. :

| Export Controls

COCOM policies took a major turn during the
summer of 1989, when. the U.S. Government
announced plans to liberalize controls on
high-technology exports to CEE countries instituting
political and economic reforms.292 In June 1990, with
strong U.S. support, COCOM decided to accord special
treatment to those CEE countries that were willing to
adopt appropriate safeguards against possible military
use and illegal reexport of controlled technology.?%3

COCOM reduced the level of controls on exports
to the CEE countries in two separate rounds of
negotiations, taking place in July and September
1990.24 Controls have been eased on exports to
Czechoslovakia, Hungary, and Poland, whose
Governments have committed themselves to the
introduction of safeguards against reexports of
controlled technology to proscribed destinations.29
By yearend 1990, U.S. export authorities were advising
the Governments of Czechoslovakia, Hungary, and
Poland concerning the technical aspects of the new
licensing practices and the various enforcement
measures required as appropriate safeguards.2%6

On April 25, 1991, the United States created a new
designation (Country Group W) for the purposes of
administering the liberalized controls on the
exportation of high technology to Czechoslovakia,
Hungary, and Poland.297 Since then, applications by
U.S. companies for licenses to export to these countries
have been treated more favorably.298

292 USITC, 62nd Quarterly Report on Trade Between the
United States and the Nonmarket Economy Countries During
JMUQ—MM‘I 1990 lication 2302, Aufu.n 1990), p. 12.

USITC, 65tk Quarterly Report on Trade Between the
United Siates and the Nonmarket Economy Countries During
1990”(Publiaﬁm 2375, April 1991), p. 14.
UsS. riment of Commerce official, interview with
USITC staff, June §, 1991.
5 Thid

26 USITC, 65th Quarterly Report on Trade Between the
United States and the Nonmarket Economy Countries During
1990$?. 14. : :

UsS. of Commerce official, interview with
USITC staff, June §, 1991.
98 Ibid.

In May 1991, COCOM decided to revise the core
list of items that would remain under its control 2%
The new core list, expected to be published by October
1991, will significantly reduce licensing requirements
on exggons of high-technology items to the CEE
region. The new, reduced list of controlled
commodities is expected to reduce U.S. export controls
to the region by 50 percent in terms of the volume of
licenses issued by U.S. export control authorities.30!

Import Controls

The United States

The  United States curmrently  extends
most-favored-nation (MFN) tanff status to
Czechoslovakia, Hungary, and Poland392  The
President has issued a Jackson-Vanik waiver for
Bulgaria, and the United States and Bulgaria have
signed a trade agreement providing for the reciprocal
extension of MFN tariff status. MFN status will
enter into force after both the U.S. Congress and the
Bulgarian Parliament have approved the agreement.
Romania’s MFN status was suspended in 1988304
However, bilateral consultations on commercial
relations have continued with Romania under the 1975
trade agreement305 The United States currently
extends tariff concessions under the Generalized
System of Preference (GSP) to Czechoslovakia,
Poland, and Hungary. Bulgaria has formally
requested GSP status, buthasnot%q,t been added to the
U.S. list of bencﬁci%& countries.””’ Romania lost its

- GSP status in 1987.

-The United States currently applies quantitative
restrictions on the importation of textiles, certain
agricultural products, and steel products from these
countries.3® The quantitative restrictions on textiles
and steel products' may be eased as new bilateral
agreements on the importation of these commodities
are negotiated with Czechoslovakia, Hungary, and
Poland under the recently announced Trade
Enhancement Initiative for the Central and East
European countries.3'0 In response to requests by the

302 poland’s MFN status was first restored in 1960,
suspended in 1982, and restored again in 1987. MFN was
extended to Hungary in 1978, and 10 Czechoslovakia in 1990.
65th ’gwurly Report, p. 1.

The a ent was signed on Apr. 22, 1991
(Congressional Research Service, interview with USITC suaff,
June 5. 1991).

%l 65th Quarterly Report, pp. 1, 2.

305 U.S. Department of State official, interview with USITC
siaff, June S, 1991.

36 Hungary received GSP stats in 1989, Poland in 1990,
and Czechoslovakia in 1991. See 61st Quarterly Report, p. 18;
and 56 FR. 19525, Apr. 25, 1991.

307 USITC, Office of Tariff Affairs and Trade Agreements,
Avg. 2, 1991.

34 proclamation 5617, 52 FR. 7265, Mar. 6, 1987.

%9 The bulk of U.S. quantitative restrictions against impors
from other countries focus on the same commodity groups.
Interview with the Office of the United States Trade
Representative, June 24, 1991.

310 The White House, Office of the Press Secretary, Press
Release, July 12, 1991.
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CEE countries for a reduction in restrictions on
agricultural products, the U.S. Govemnment pledged to
act “in conjunction with the results of the Uruguay
Round (o increase country access for cheese covered by
quotas.”311

Other major OECD markets

All other OECD countries provide MFN tariff
treatment to all five CEE countries.3!2 The EC also
extends tariff concessions under its GSP program to all
five countries. Both Japan and Canada extend GSP
benefits to Bulgaria, Hung;ag. Poland, and Romania,

but not to Czechoslovakia.

All five CEE countries have concluded
first-generation bilateral trade and economic discrimi-

mn Tbid.
312 OECD analysts, interview with USITC staff, June 17,

991.
313 Tbid.

cooperation agreements with the EC3!4  These
agreements call for the elimination of the EC’s natory
quantitative restrictions (QRs) against CEE products
and the suspension of its nonspecific QRs by yearend
1991 in exchange for improved market access for EC
products.3!5  The negotiation of second-generation
bilateral association agreements with the countries of
CEE began in August 1990.3!6 The association

-agreements, some of which might enter into force in

1992, will further reduce EC tariffs on industrial
imports from the CEE countries. In addition, the
agreements will provide for the gradual introduction of
Community rules goveming capital movement and the
freer movement of people.3!7

314 USITC, 1992, The Effects of Greater Economic
Integration Within the European Community on the United States:
Third Followup Report, investigation No. 332-267, USITC
publication 2369, March 1991, p. 1-29, 1-30.

315 Ibid. For Romania, the process might be completed
)

317 Remarks by Mr. Andreas van Agt, Head of the Delegation
of the Commission of the European Communities to the United
States, at the National Issucs Forum of the Brookings Institution,
May 21, 1991,




Chapter 5 o
Assessment of Export Potential of
Select Manufacturing Industries
- and the Income-Earning Potential
* of a Select Services Sector
Methodology for Selecting Industries for
More Detailed Study

Previous sections described the sectoral
composition of current CEE output and trade.- The
‘current status, however, is the consequence of past state
" intervention, and cannot serve as an adequate indicator
of export potential under competitive market
conditions. To identify potential export industries, staff
first compiled a revealed comparative advantage index
(RCI), based on 1989 trade data.318 The purpose of this
index was to rank the CEE countries relative to other
exporters in OECD markets.  The underlying
assumption is that a country’s exports reflect its
comparative advantage vis a vis its competitors. Since
actual rade pattems have been affected in many cases
by the central planners in the CMEA countries, the
ranking based on the comparative advantage index was
reviewed by industry analysts, who researched factor
endowments and industry conditions to determine
whether there was evidence to support the inferences
suggested by the revealed comparative advantage
analysis. In some cases, analysts were able to provide
more detail then the index, and pinpointed specific
industries as the major competitive segment within a
sector. As a result of this process, the following
non-services industries were chosen for detailed review
in this report: apparel, coal, copper, fertilizers, meat,
motor-vehicle parts, metalworking machine tools,
poultry, steel, and textiles. Scientific and medical
equipment was also included because there was not
adequate information available initially to enable us to
compute an RCI for this industry. Howevér, several
published articles did mention these products as
possible exports from the CEE countries.

This methodology could not be applied to the
services industries, whose data sets are not comparable
to other industries. A review by industry analysts lead
10 the decision to include tourism, a services-oriented

- industry, in the industry profiles.

. A more detailed discussion of the compilation of
" the index and a summary of analytical observations
follow. Profiles of each of the selected industries
conclude this report. '

318 OECD country impon data were substituted for CEE
export data. Although some distortions in the data may be :
created by exchange rates, these impon data are believed to more
closely reflect responses to market conditions while providing
timely, consistent data sets. To mitigate questions that may arise
because of the exchange rate used, the index was compiled and
analysis based on more than one year’s data (see appendix D). In
addition, the analysts were requested specifically to take into
" consideration the effects of the exchange rate on export pattems.

" The Relative Comparative Advantage Index

Trade between two countries (or regions) is based
on differences in the factor endowments in each

.country. The specific trade pattern that evolves is

described by the well-known Heckscher-Ohlin
theorem, which states: “[e]very country tends to export

- those goods that use its relatively abundant resources

relatively intensively, and tends to import those goods
that use its relatively scarce resources intensively.”3!9
The implication is that a country’s exports reflect its
comparative advantage, which is derived from an
abundance of some particular factor endowment (e.g.,
land, labor, capital, and natural resources). Thus, the

" theorem can be described in terms of the relationship

shown below:

Factor endowments — Comparative advantage —
Trade patterns

The analysis proceeds in two steps. The first step
computes a RCI, which is based on existing trade
patterns between the OECD countries and the five CEE
countries for each of 61 SITC 2-digit commodity
classifications for 1989.320 The RCI is defined as the
ratio of country i’s exports for a particular commodity
to country j expressed as a share of country i’s total
exports (o country j over the rest-of-the-world’s exports
of the same commodity to country j expressed as a
share of the total rest-of-the-world’s exports to country
j.: An index greater than one indicates that a country
has a comparative advantage relative to the rest.of the
world in that particular commodity. So, for example, if
Bulgaria’s exports of widgets to the OECD as a share
of Bulgaria’s total exports to the OECD is greater than
the rest-of-the-world’s exports of widgets to the OECD
as a share of total exports to the OECD, then Bulgaria
would likely have a comparative advantage in widgets.

The intuition behind this approach is that a

‘country’s trade flows will reveal that country’s

comparative advantage. If the Heckscher-Ohlin
theorem is right, then a relative abundance of some
factor endowment within that country should explain
why that country is exporting that particular
commodity. The second step then examines those
sectors in which the RCI is greater than one to
determine whether a country (or countries) has an
abundance of some factor of production that would
give rise to a comparative advantage in that particular
sector. It is quite possible, however, that the trade data
may reflect distortions in prices introduced by the
system of central planning used in these countries. If
input prices were fixed at artificially low levels or if
the government controlled prices of final goods, the
RCI index may show a comparative advantage where
none would exist on the basis of market prices. If

319 See, for example, J. David Richardson, Understanding
International Economucs, p. 393 (1980).

320 This approach is discussed in detail in Peter Murrell, The
Nature of Socialist Economies: Lessons from Eastern European
Foreign Trade (1990).
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Poland, for example, decided to promote steel
production when this sector has a comparative
disadvantage, then inferences based on the RCI
computed from these data would be misleading. In
addition, the trade data may be 100 highly aggregated to
discern specific sources of comparative advantage for
specific commodities and this criticism  is
acknowledged. Therefore, staff analysis of specific
commodities will provide additional evidence that will
be used to check the plausibility of any inferences
drawn from the revealed comparative advantage
analysis. ’

The data presented in table 13 show the RCI for
each -of the 61 commodity classifications for the five
countries for 1989.32! The criteria used to select
sectors for analysis are (1) RCIs greater than two for at
least three of the five countries and (2) RCIs that
appear to be unusually large for any one country. The
entries highlighted by an asterisk represent
commodities that meet either criterion, and these will
be the focus of the following discussion. To place
these data in proper context, however, table 14 shows
the RClIs ranked according to size for each of the five
countries, and this information will supplement that
which is presented in table 13.

Summary of Comments by Analysts on
Sectors Identified by the RCI

00 Live animals

The data presented in table 13 indicate that
Bulgaria, Hungary, and Poland each have a revealed
comparative advantage in raising live animals.322
Since raising ruminate animals is a land-intensive
activity, the apparent source of each country’'s
comparative advantage is the temperate climates and
availability of land suitable for growing animal feeds.
Bulgaria, for example, has a high arable

land-to-population ratio relative to the other CEE.

countries, although industrial pollution has contributed
to a decline in the usefulness of the land over time.
Similarly, Hungary and Poland have a relatively high
percentage of arable land, which would be important
for raising livestock. Perhaps, more important, each
country has had a rich tradition of having a
well-developed farm sector that has provided each with
the knowledge necessary to compete effectively against
other countries.

In addition, the data presented in table 14 send a
similar message. In each of these three countries, for
example, this commodity classification ranks near the
top of all classifications that had a revealed
comparative advantage greater than two. The RCI for
Bulgaria, Hungary, and Poland was 8.67, 7.25, and
13.09, respectively. Moreover, the economic reforms
being implemented should reinforce the export

321 The data for each country for 1985 to 1989 are reported
ix D.

in n%\du .
This classification includes animals used primarily for
food.
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potential of this particular sector. Thus, the temperate
climates, the relative abundance of land, and the

"accumulated knowledge would make this a likely

export sector.

01 Meat and meat preparations

Meat and meat preparations is one sector in which
several CEE countries appear to have a comparative
advantage.323 The data shown in table 13 indicate that
each country, except Romania, has an advantage in this
particular sector. However, the data also indicate that
the advantage is greatest for Hungary and Poland,
which most likely reflects Hungary’s comparative
advantage in processed poultry and - Poland’s
comparative advantage in certain processed red meats.

The production of processed poultry is a relatively

-capital intensive-operation, which requires modem

technology to be competitive in the world market.
Hungary, for example, has a number of large-scale
facilities that appear to be efficient in processing meat.
Indeed, the wrend toward privatization has progressed
quite rapidly in the meat processing sector, which
naturally encourages firms to increase the efficiency of
their operations. Hungary’s apparent abundance of
capital and its long tradition in processing poultry
suggest that poultry is likely to emerge as an export
industry in this country. Furthermore, Hungary’s
apparent comparative advantage in raising livestock
contributes, in part, to their advantage in this sector.
The data in table 14 show that meat and meat

" preparations has the top-ranking within Hungary.

Poland’s situation in meat processing is similar to
Hungary's in many ways. Poland, for example, has an
abundant labor force that is skilled in. processing
certain red meats, and there is some evidence that
Poland is cost-competitive with other world producers.
Poland has also moved towards privatizing the
processing facilities, which should increase the
efficiency and, hence, the competitiveness of the
industry. And like Hungary, Poland has an advantage
in raising live animals, which would contribute to the
processing of red meat. This commodity classification
also ranks fourth among the other RClIs for Poland.

Both Poland and Hungary recently requested GSP
treatment with respect to exports of certain types of
pork to the United States. In each case, U.S. producers
opposed the petition, which would suggest that U.S.
producers viewed the meat processors from these
countries as viable competitors in the marketplace.

Czechoslovakia, on the other hand, appears to be
the least likely of the four countries to export prepared
meat products for several reasons. First, meat
processors in Czechoslovakia have relatively high
production costs, which would make less likely that
they would compete against the more efficient
producers. And second, labor productivity appears to
be relatively poor. These factors may reflect a relative

32 This includes all fresh, chilled, frozen, prepared, or
preserved meat that is suitable for human consumption.



Table 13

1989 revealed comparative advantage indices, by.country

SITC Commodity : Czech Bulgaria Hungary Poland Romania
‘00— Liveanimals ................... e 113 8.67 7.25 13.09 0.28
‘01— Meat and preparations . .. ... e 2.37 239 9.13 4.08 1.68
*02— Dairy productsandeggs ............. 3.13 291 1.11 1.94 0.73
03— Fish and preparations ............... 0.12 246 0.07 2.61 0.02
04— Cereals and preparations ............. 0.93 0.04 1.37 0.16 0.28
*05— Fruitandvegetables . ............. ... 1.09 3.50 3.05 2.95 0.46
*06— Su'g'ar andprepshoney .............. 0.79 2.15 2.21 2.13 0.36
07— Coffeeteacocoaspices .............. 0.10 0.40 0.71 0.45 0.01
08— Animalfeedingstuff .......... e 0.23 297 1.36 0.50 0.00
09— Misc food preparations ............. .. 043 0.91 3.38 0.09 0.06
‘11— Beverages ...............ccc0uuen.- 0.71 5.58 0.83 0.21 0.43
12— Tobaccoandmfrs .............. P 0.01 14.39 0.18 0.22 0.12
21— Hides, skins, furs undrssd ....... e 0.44 0.73 0.40 1.08 0.00
22— OQil seeds, nuts, kernels .............. 0.17 3.16 2.52 450 0.10
23— Rubber crude, synthetic . ............. 1.93 3.23 0.24 1.47 0.29
24— Wood lumberandcork ............... 4.77 0.86 1.58 2.30 0.70
25— Pulpandwastepaper ............... 441 2.62 0.02 0.22 0.00
26— Textilefibres .................... ... 0.56 0.95 0.82 0.27 1.76
27— Crude fertlzr, minrlsnes ............... 2.68 0.58 0.51 3.80 0.22
28— Metalliferousores,scrap ............. '0.73 0.98 1.22 1.14 0.08
*29— Crude animal, vegmatnes ........... 0.65 2.67 5.15 235 0.53
*32— Coal, coke, briquettes ............... 5.06 0.02 0.68 15.71 0.00
33— Petroleum and products ......... S 0.77 1.35 0.66 0.31 3.58
34— Gasnaturaland manufetd ............ 0.32 0.00 1.33 0.05 0.00
*35— Electricenergy ............ e 2.55 2.62 0.00 3.30 0.00
41— Animaloilsandfats ................. 0.84 1.7 5.10 1.43 0.01
42— Fixed vegetableoil,fat ............... 0.85 0.13 3.14 0.61 0.09
43— Procesd anmlvegoil, etc............. 1.23 0.09 0.14 1.10 0.03
51— Chem elements, compounds .......... 1.92 1.39 1.80 1.18 0.66
*52— Coal, petroleumetcchems ......... .. 2.08 0.91 245 239 0.00
53— Dyaes, tanning, colourprod ............ 0.98 0.01 0.23 0.38 0.08
54— Medicinaletcproducts ............... 0.42 1.49 1.20 0.07 0.13
55— Perfume, cleaningetcprd ............ 0.13 1.82 0.25 0.08 0.01
*56— Fertilizers manufactured . ........ e 1.00 13.72 3.47 1.84 10.54
§7— Explosives, pyrotechprod ....... ... 458 0.00 2.00 1.33 0.41
58— Plasticmaterialsetc .............. e 172 - 0.60 - 1.38 - 0.57 0.36
59— Chemicalsnes ..................... 0.58 0.80 0.41 1.7 0.13
61— Leather, dressedfur,etc.............. 037 0.32 3.64 0.59 0.37
62— Rubber manufacturesnes ....... ee.. 139 0.70 1.59 0.54 0.72
63— Wood, cork manufactrsnes ........... 1.92 0.24 1.51 1.50 1.57
64— Paper, paperboardandmfr ........... . 0.85 0.13 0.26 0.52 0.50
65— Textile yarn, fabricetc ... .. e 2.45 1.14 1.23 0.77 0.78
66— Nonmetal mineralmfsnes ............ 2.14 0.42 0.7% 0.91 1.05
‘67— lronandsteel ...................... 353 2.55 1.65 1.70 3.78
68— Nonferrousmetals.................. 0.33 0.63 1.50 243 1.82
69— Metal manufacturesnes .............. 0.75- 0.32 0.98 1.18 0.63
71— Machinery, non-electric ........ e 0.54 - 0.49 0.39 0.35 0.17
72— Electrical machinery .............. ... 032 0.35 0.65 0.41 0.19
73— Transportequipment ................ 0.29 0.03 - 0.17 0.35 0.13
81— Plumbg, heatng, Ightngequ ..... e 1.64 0.18 0.91 0.79 0.71
*82— Fumiture . .......... e i 1.87 1.45 1.77 2.95 10.15
83— Travelgoods, handbags .............. 1.92 1.60 1.26 1.06 1.28
‘84— Clothing .........ccovviivvnnnnnnnnn 1.12 1.94 2.62 2.04 3.45
85— Footwear ...............covvuuvunn 2.22 0.61 1.59 1.43 2.38
86— Instrmnts, watches, clocks ............ 0.15. 0.15. 0.14 0.1 0.04
89— Misc manufctrdgoodsnes ............ 0.60 0.33 0.35 0.18 0.23
91— Mail notclassedbykind . ............. 0.38 0.14 0.13 - 0.33 0.07
93— Specialtransactions ................. 0.50 1.13 0.64 0.48 0.13
94— Zooanimals,pets ................. .. 1.73 2.61 11.27 4.03 6.02
95— War firearms, ammunition ............ 0.87 0.33 0.19 0.10 0.00
96— Coin nongold, noncurrent . .......... .. 0.60 12.34 217 1.69 0.00

Source: Compiled by staff of the U.S. Imem.ational_ Trade Commission from official statistics of the OECD, the EC,
and the Governments of Canada and Japan.
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Table 14

1989 revealed comparative indices, by country

Country RCI Commodity
Czechoslovakia .................... 5.06 32 Coal, coke, and briquettes
: 4.77. 24 Wood, lumber, and cork
4.58 57 Explosives and pyrotechnic products
4.41 25 Pulp and waste paper
3.53 67 lron and steel
3.13 02 Dairy products and eggs
2.68 27 Crude fertilizers and crude minerals
2.55 35 Electric ene_r?y
245 65 Textile yarn, fabrics, made-up
articles and related products
237 01 Meat and meat preparations
222 85 Footwear
2.14 . 66 Nonmaetallic mineral manufactures
2.08 52 Coal and petroleum chemicals
Bulgaria ..............c..0iihe, 14.39 12 Tobacco
13.72 56 Fertilizers manufactured
8.67 00 Live animals R
5.58 11 Beverages
3.50 05 Fruit and vegetables
3.23 23 Crude rubber .
3.16 22 Qil seeds, oil nuts, and oil kernels
2.97 08 Animal feeding stuff
2.91 02 Diary products and eggs
2.67 29 Crude animal and vegetable materials
2.62 35 Electric energy
2.62 25 Pulp and waste paper
2.55 67 Iron and stee!
2.46 _ 03 Fish and fish preparations
2.39 01 Moeat and meat preparations :
2.15 06 Sugar, sugar preparations, and honey
Hungary ..., 9.13 01 Meat and meat preparations
7.25 00 Live animals , ’
5.15 29 Crude animal and vegetable materials
5.10 41 Animal oils and fats
3.64 61 Leather, leather manufactures, and
dressed furskins .
3.47 56 Fertilizers, manufactured
3.38 09 Miscellaneous food preparations
3.14 42 Fixed vegetable oils and fats
3.05 05 Fruit and vegetables
2.62 "~ 84 Clothing '
252" 22 Qil seeds, oil nuts, and oil kernels
2.45 52 Coal and petroleum chemicals
227 06 Sugar, sugar preparations, and honey
2.00 57 Explosives and pyrotechnic products
Poland ...... ... ... ... ..., 15.71 32 Coal, coke, and briquettes .
13.09 00 Live animals
4.50 22 Oil seeds, oil nuts, and oil kernels
4.08 01 Meat and meat preparations
3.80 . 27 Crude fertilizers and crude minerals
3.30 35 Electric energy
2.95 05 Fruit and vegetables
2.95 * 82 Furniture
2.61 03 - Fish and fish preparations
2.43 68 Non-ferrous metals
2.39 52 Coal and petroleum chemicals
2.35 29 Crude animal and vegetable materials
2.30 24 Wood, lumber, and cork
2.13 06 Sugar, sugar preparations, and honey
2.04 84 Clothing

Table continues on next page.
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Table M—Comlnuod
1989 revealed comparative indices, by eountry

Country . RCI Commodity ;
Romania ................ e 10.54 56 Fertilizers manufactured
' 10.15 82 Fumiture
- 378 67 lron and steel
3.58 - 33 Petroleum and petroleum products
3.45 ., 84 Clothing
. 85 Footwear

Source: Compiled by staff of the U.S. International Trade Commission from official statistics of the OECD, the EC,

and the Governments of Canada and Japan.

scarcity of capital that is necessary for processing meat.
In addition, the RCI for meat and meat preparations
ranks well below many of the RCIs for the other
commodity classifications for Czechoslovakia. On the
other hand, Czechoslovakia appears to have a better
health and sanitary system than Bulgaria, and in fact
has been a er volume exporter. On balance,
however, it is unlikely that meat processing will remain

a viable export industry under competitive conditions.

02 Dairy products and eggs

Dairy products and fresh eggs are commodities in
which Bulgaria, Czechoslovakia, and Poland appear to
have a revealed comparative advantage. However,
since milk production and exports of dairy products are
subsidized by most countries of the world, including
most of the OECD countries with the exception of New
Zealand and, to a lesser extent, Australia and Ireland, it
seems unlikely that Bulgaria, Czechoslovakia, and
Poland could exploit their comparative advantage. In
addition, the dairy sector is capital-intensive relative to
the other agricultural sectors, and it does not ‘appear
that Bulgana, Czechoslovakia, and Poland have an
abundance of the capital resources necessary to make
dairy products a likely export industry.

The production of eggs is also capnal-mtensxve‘

and, for this reason it is unlikely that this product will
emerge as an export industry. Besides, fresh eggs are
relatively costly to transport and to store, which seems
to suggest that they are sold primarily for domesnc
‘consumption.

05 Fruits and vegetables

. These data also indicate that Bulgaria, Hungary,
and Poland appear to have a revealed comparative
advantage in fruits and vegetables.32* However, it is
- likely that the comparative advantage relates to the
" exportation of fresh fruits and juices, since vegetables
- can be grown almost anywhere. The source of
- Bulgaria and Hungary’s comparative advantage is
probably the temperate climatic conditions that are
suitable for certain types of fruit production. -Given
that climatic conditions are likely to be imponant, it
does not appear that Poland’s geographic location
would support a comparative advantage in fruits or
vegetables.

3% This classification includes a wide range of fresh and
frozen fruits and vegetables, and several types of fruit juices.

29 Crude ammal and vegetable materials

Crude animal and vegetable materials are
commodities- in which Bulgaria, Hungary, and Poland
appear to have a revealed comparative advantage.325
This particular classification includes animal and
vegetable parts, cut flowers, gums, and resins, among
other things. Gums, resins, cut flowers, and live plants
are products that require an intensive use of land,
certain natural resources (e.g., rubber trees), and certain
climatic conditions that Bulgaria, Hungary, and Poland
are unlikely to have. Thus, it seems unhkely that these
products will emerge as significant exports.326

The data presented in table 13 most likely reflect
exports of animal and vegetable parts which seems
plausible since Hungary and Poland are likely to have a
comparative advantage in certain types of processed
meats. Given that animal parts are a by-product in the
slaughtering process, exporting these products would
be likely for Hungary and Poland.

35 Electric energy

The data also reveal that clecmc energy is a sector
in which Bulgaria, Czechoslovakia, and Poland seem to
have a comparative advantage. Poland’s comparative
advantage would likely be in its indigenous deposits of
lignite coal. Since the production of electric energy is
relatively energy intensive, an abundant supply of coal
would provide Poland with an inexpensive source of
fuel. However, for reasons related to environmental
protection, the thermal electric power plants must
either be shut down or retrofitted, and it is not clear
what will happen to production in this country,

~ Bulgaria and Czechoslovakia, on the other hand,
produce the bulk of their power in Chernoybl-style
nuclear reactors, and recently Austria has offered to
supply Czechoslovakia - with electric power if

Czechoslovakia would close its nuclear reactor. In

addition, some of the electric power that is being
“exported” probably involves the retransmission of
power across national boundaries for the same reasons
that the United States and Canada transmit power
across their border. 111us, it seems like any efficiencies

325 This includes' animal or vegemble parnts that are used for
processmg other commodities.

326 Certain flowers grown only in these countrics may be
exported to the OECD. However, it is likely that these represent
an insignificant part of the total trade in this commodity
classification.
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gained through the current exchange of electric power
will continue, and it is not likely that electric power
would be “exported” to many ditferent countries.

56 Fertilizers manufactured

Manufactured fertilizers is a sector in which
Bulgaria, Hungary, and Romania appear o have a
revealed comparative advantage.32’ Romania’s source
of its comparative advantage is its endowment of
natural gas, which is an essential input used to produce
nitrogenous fertilizers. Hungary's advantage most
likely reflects the fact that the industry is using modem
technology, which perhaps offsets the disadvantage of
not having an indigenous source of many of the natural
resources used in fertilizer production. These data also
indicate that Bulgaria has a revealed comparative
advantage in this sector. However, Bulgaria lacks the
requisite natural resources to be a player in the
marketplace.

Poland's RCI is 1.84, which is low relative to the
other countries in this study. However, there is reason
to believe that Poland has some export potential in this
sector, at least with respect to nitrogenous fertilizers.
Poland has a rich endowment of sulfur, which is
important in producing the fertilizers. Therefore, it is
likely that fertilizers would continue to emerge as'an
export sector in Poland.

67 Iron and steel

Iron and steel is a commodity classification in
which Bulgaria, Czechoslovakia, and Romania seem to
have a revealed comparative advantage. The primary
source of the comparative advantage these countries
have in this sector is the supply of relatively
inexpensive energy and iron ore from the Soviet Union.
However, the Soviet Union is likely to raise its prices
for these raw materials. Moreover, production of steel
will require high capital input, which is likely to be
scarce. It is not clear, therefore, that these industries
will be able to export iron or steel to the OECD on the
basis of market-determined prices. Therefore, it seems
unlikely that steel or iron ore will be a viable export
sector under competitive conditions in the long run.

In terms of the data presented in table 14, the RCI
for iron and steel ranks among the highest for Romania
and Czechoslovakia, but is relatively low for Bulgaria,
which suggests that Bulgaria, given its limited
resources, is least likely to become an exporter of steel.

84 Clothing

In wable 13, Hungary, Poland, and Romania each
appear to have a revealed comparative advantage in
clothing, which includes all clothing made from textile
or knitted fabric, and fur. Each country has a relative
abundance of semi-skilled labor.  Since apparel

327 This dlassification includes nitrogenous, phosphatic, and
potassic fertilizers.
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production is labor intensive and labor costs typically
account for S0 percent or more of total costs, the
abundance of labor is the probable source of each
country’s comparative advantage in this sector. In
addition, the geographic proximity of the major EC
market and the potential for “outward processing”
arrangements with Western firms are also positive
factors. In outward processing, foreign firms provide
cut fabric to be assembled in CEE factories and then
re-exported, usually to  Western  markets.
Notwithstanding the relatively low ranking for clothing

~ reported in table 14 for each country, the analysis

suggests that there is considerable promise for apparel
groduction to emerge as export industries for Hungary,
'oland, and Romania.

The data presented in table 13 also reveal that there
are several commodity classifications with unusually
large RCIs for 1989. These exceptional cases are
discussed below.

11 Beverages

Bulgaria has a relatively large RCI for beverages in
1989. This classification includes both alcoholic and
nonalcoholic beverages such as beer, wine, lemonade,
and flavored waters. Bulgaria is a relatively large

- exporter of wine, and for good reason. The fertile soil

and temperate climatic conditions in Bulgaria are
especially conducive to cultivating vineyards. These
natural advantages should continie to support
Bulgaria’s exportation of wine.

- 32 Coal, coke, and briquettes; 52 coal

chemicals and petrochemicals

Czechoslovakia, Hungary, and Poland appear to
have a revealed comparative advantage in either coal
production or coal and petrochemicals. Poland, .
however, is the only country that is likely to have such
an advantage and only in coal exports.

Poland’s comparative advantage is in the
production of bituminous or hard coal. The U.S.
Department of Energy, for example, has reported that
Poland has an estimated 21 billion tons of
economically recoverable reserves, and is currently the
fifth-largest supplier in the world.328 Many mines are
now beginning to be operated on the basis of their
profitability, which means that less efficient mines are
being closed. The profit incentive coupled with the
relative abundance of this natural resource would
suggest that coal is likely to remain an export leader in
the world market.

Czechoslovakia and Hungary, in comparison, have
relatively small reserves of high-sulfur, low-heat
content coal, which is not demanded on the world
market. Therefore, these countries are not likely to
have a comparative advantage in coal production.3?
In addition, the data in table 14 indicate that this
classification ranks well below many of the other

328 Official statistics of the U.S. Deparument of Energy.
32 Official statistics of the U.S. Department of Energy.



classifications within each country. This suggests that
these countries would be better off to promote other

industries that have greater potential to compete in the .

global marketplace.

82 Furniture

Fumiture is the final sector in which several
countries appear to have a revealed comparative
advantage. The RCI values for Romania (10.15) and
for Poland (2.95) are consistent with the relative

abundance of forestland in each country. In Romania,

for example, almost one-third of the country
(approximately 6,337,000 hectares in 1983) is covered
with forests, which naturally provides the Romanian
fumniture industry with an accessible source of
relatively inexpensive wood.33 A major Western
furniture company is reportedly involved in
manufacturing furniture in Romania for export.33!
Similarly, Poland is endowed with expansive forests,
- which enhance the export potential of its fumniture
industry. Thus, the accessible supply of wood in each
country suggests that furniture will continue to be a
leading export industry in these countries.

Apparel
Prepared by William Warlick

Export potential

CEE apparel producers possess a moderate-to-high

potential for boosting exports to the West. Factors that
should have a positive effect on export competitiveness
for this industry . include uniformly low labor
costs—especially critical in labor-intensive ‘‘cut and
sew” processes applied in apparel production, a
relatively high degree of technological sophistication in
comparison to other low-cost producers around the
world, and a demonstrated ability to market a limited
.range of CEE apparel products in Western markets.

Geographical proximity to major markets in
Western Europe and a willingness on the part of
Western companies to consider investment and
production sharing agreements in CEE should also
improve the region’s competitiveness vis a vis major
apparel exporting nations in East and Southeast Asia.
Sustained interest by Westem apparel firms should ease
efforts by CEE producers to modernize manufacturing
technology and boost productivity.

CEE producers will have to overcome many
obstacles in order to become competitive in mature,
low-growth Western markets. One negative feature of
the industry is the residual inefficiency brought about
‘by over 40 years of central planning and state control

3% “Country Profile, Romania™ Economic Intelligence Unit,

331 ITC staff interview with Sergio Arzeni, OECD official,
Paris, June 17-19, 1991. _

of industrial production. Tremendous waste is still
apparent in the use of human and natural resources,
particularly in  vertically integrated factories
incorporating each stage of the textile/apparel
manufacturing chain. With the exception of a small but
growing segment of the industry that has been
privatized—and in some cases purchased by Westemn
companies—productivity remains far below West
European and U.S. standards. In major segments of the
market like shirt and trouser production, CEE
companies still require more labor per unit of output
than competing firms in Korea and Hong Kong.33

Also, poor product quality standards and
inadequate knowledge of Western customers’ needs are
hindering export development across the CEE region,
Finally, infrastructural impediments—long lead times
on purchases, inadequate access to top-quality raw
materials, and an absence of reliable financing—
continue to hurt the competitiveness of the industry.

Industry characteristics

Before analyzing industry characteristics in each of
the CEE countries, it is important to place in proper
perspective the relative size of these countries as
producers and exporters of clothing to the West.
Compared to major Asian apparel exporters like Hong
Kong, Korea, and Thailand, the CEE countries capture
a very small share of European Community and U.S.
apparel import markets—as shown in figure S at the
end of the section and in the table on the following

- page.

Apparel manufacturers in four of the five CEE
countries under review in this study appear to possess
significant potential as exporters to the West—at least
in some narrowly defined product groups. Based on an
initial assessment of the CEE industry and its ties to
Western markets, however, it is clear that Bulgaria does
not maintain a strong market presence in Western
Europe or North America. The transformation of the
Bulgarian industry is expected to proceed more slowly
than in other CEE countries. An analysis of the
Bulgarian industry, therefore, has been omitted from
this section of the report. Industry characteristics for
Czechoslovakia, Hungary, Poland, and Romania are
presented in the sections that follow.

Czechoslovakia.—In 1990 there were 12 firms
primarily engaged in apparel production in
Czechoslovakia, reflecting a high degree of industry
concentration. State-owned firms continue to dominate
the market.  Apparel industry employment was
estmated at 60,000 by government officials in July
l991-—onl§ about one-fourth of the size of the textile
workforce.333  Some of the larger Czechoslovak
factories employ as many as 7,500 people.334

332 see
333 Officials of Centrotex, Czechoslovak state trading firm,
interview with USITC staff, Prague, July 12, 1991,
Zdenek Marsicek, “Czechoslovak Privatization,” Textile
Asia, November 1990, p. 16.
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Table 15
CEE apparel exports to Western markets

Combined exports to U.S.

Country and EC, 198 Share of total
(Millions of dollars) (In percent)

Bulgaria ......... ... .. i 42.6 0.1
Czechoslovakia ...........c.covivninnnn, 4
Hungary .....cooiiiiiiiiii i . 1.1
Poland ........ciiii it e 411.7 1.1
Romania ..........covivuiememnniinenennnns 12

CEEtotal ............coiiiiiiiininnnnn. 1,423.9 3.9
China ......ciiiiii ittt 46171 12.7
HongKong...............c.ioiiiininn, 6,415.3 17.6
Malaysia .............c..ociiiiiiiiiit 887.1 24
MEXICO ... .ttt i 619.4 1.7
Singapore ........... ..., 816.0 2.2
SouthKorea.............ccoiiiiiiiinnnnn.. 5,043.9 13.8
Thailand . ....... ... i 1,002.6 2.7
TUIKBY ..ot i it 2,379.5 6.5
Source: Compiled from United Nations trade data.
Table 16
Czechoslovakia: Apparel industry characteristics
lem 1989
Number of state 8NBIPIISES ... ... ...ttt it it ieeeeretnanrerataneranenananans 13
Number of employees .. .. ... ... .. i e i i e e 43,000
Industrial production (million U.S. dollars) . ......... ... ittt ittt ittt rtennrnenns 921
Average hourly w e US.dollars) ..ot i i i it ittt e 1.21
Average hours worked perweek .. ....... ... .. ittt i i i e e e 38.2
Labor productivity mdex (1970=100) .. ..ottt ettt renreonnonsasaseeecnsanansnnnnns 2272

Source: Statistical Yearbook of the Czech and Slovak Republic, 1990.

Historically, this industry has accounted for a
significant portion of total manufacturing employment
and output. Before World War II, total textile and
apparel industry employment was estimated at 360,000,
approximately 16 percent of the Czechoslovak labor
force.335 Traditional areas of competitive success in
apparel producuon include the manufacturing of wool
suits and coats.336 These items have typically been the
most compeltitive in Western markets. .

Czechoslovak manufacturers of apparel are
vulnerable to changes in the price of imported raw
material inputs, although Czechoslovakia does possess
some expertise in the production of cotton and wool
fabrics. Both the cotton and wool fabric sectors are
almost entirely dependent on imported raw fibers.337
The level of technological sophistication in
Czechoslovak factories is seen as high by CEE
standards, but this seems to be less significant in
apparel production than in the more capital-intensive
segments of the textile mill industry.

335 Marsicek, “Czechoslovak Privatization,” p. 16.
33 “Easten Europe Seen as Threat to U. S. Khlh * Daily
New.r Recond April "3;0
37 See The szre and Textile Industries of the USSR.,
Ea:lem Europe and Yugoslavia to 1990, Intemnational Wool
Secretariat, Brussels, 1990, p. 14.
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With regard to foreign investment in apparel firms,
recent developments in Czechoslovakia have been less

- striking than in neighboring CEE countries. The

amount of outward processing work done for Western
companies is lower than in Hungary or Poland.
However, enactment of privatization legislation in
early 1991 may spur new interest. In 1990 Marzotto of
Italy became one of the first Western companies to
negotiate a contract in Czechoslovakia, agreeing to
modemize an apparel production facility for an
estimated $4.3 million.

Hungary.—According to official figures released
by the Hungarian Ministry of Industry, the number of
enterprises engaged in apparel production stood at 437
in 1990, a sharp increase over the 1989 level of 280.338
As recently as 1985, official figures placed the number
of apparel enterprises at 139. This increase in the
number of firms has arisen as part of the govemment'’s
efforts to ‘encourage the break-up of large-scale,
inefficient companies. The average number of workers
employed in a Hungarian %ggarel enterprise fell from
209 in 1989 10 131 in 1990.°°° Employment in apparel

Hungarian Industry and Trade, 1980-1990, Ministry of
lndnu?y and Trade, Budapest, May 1991, p. 42.
Ibid., p. 42.



Table 17
Hungary: Apparel industry characterlistics, 1989-80

1989 1990

Number of @MerprisSes . ..........c.iiiiitiintiiiiiiitnnateneenenenn, 280 437
Employment(thousands) ...t 58.6 57.3

. Production (thousand pieces). : »

MON S SUIS . ...ttt ittt ee e anerenaranrnansaananonosns 1,130 726
Men'sjackets .................... ..., e i e e 872 ‘ 1,320
Man S trOUSOIS ... ..ottt inn ettt e ... 1,524 2,904
WOMON S COAES . ... ittt iitie e iceranesceatosonnnansonsonasenns 1,087 _ 752
Dresses ............. e e e 7,089 5,608

Source: Ministry of Industry and Trade, Budapest, 1991.

manufacturing has shown a steady decline over the last
decade. Overall industry employment fell from 77,700
woil;gg in 1980 to 66, 100 workers in 1985 and 57,300
in

Average wages in Hunganan apparel firms
exporting to the West have been estimated at
$3.00-$3.50 per hour, though industrywide figures are
probably much lower.34
below many export-oriented apparel manufacturing
nations in terms of labor wage rates. Taiwan, for
example, had an average hourly wage rate ranging
between $4.00 and $5.00 in 1990. However, wages
were still higher, in dollar terms, than those in other
Asian exporting nations—including China, Indonesia,
and Malaysia.3%2 In Western-owned apparel factories
such as the 200-employee Levi Strauss jeans-making
facility in Kiskunhalas, wages are tied to performance
and are significantly higher than the national average.

As in Czechoslovakia, enterprises in Hungary have
had great difficulty arranging a secure. supply of
high-quality inputs343  Levi Strauss created a
profitable apparel facility largely because a steady

supply of high-quality denim fabric.~. purchased in'the .

West through the company’s West European
_headquanerswhas been guaranteed for delivery on a
timely basis.

Apparel makers in Hungary have fared somewhat
better than textile manufacturers in terms of technical
modemization. A number of firms are now using
modem technology, including electronic sewing
machines, laser cutting machines, and pattern-grading
equipment.  Difficulty obtaining credit or hard
currency has forced many Hungarian firms to purchase
or lease second-hand equipment.345 The majority of
all equipment in place was purchased from other CEE
countries.

340 Ihid., p. 42.
34! Denyse C. Selesnick, “Hungary Leads the Way,”
Inur;guoml Apparel Sowrcing Update, 1990.
Ibid

343 John El
Octohcr 1990,
s 344 philip cvnn “Ventures in Hungary Test Theory that

" West Can Uphft East Bloc,” Wall Street Journal, Apr. 5, 1990,
p-Al.

345 Sandor Fulop, “Profile of the Textile Industry in
Hungary,” Textile Outlook Iniernational, Economist Intelligence
Umls‘lgovember 1989, p. 82. _

Tbid., p. 72.

en, “Three Roads to Sourcing,” Bobbin,

This places Hungary well

In recent years, most sales to the West have been
concentrated in cotton and cotton/polyester blend
leisurewear, as well as cotton mghtwear Most export
business has been conducted in Western Europe, but
the U.S. market is also being emphasized.347

Since the early 1980s, the level of interest by
Westem investors in the Hungarian apparel industry
has been quite high. The Levi Strauss jeans plant has
been operating profitably for more than 10 years.
Other Western companies with a presence in Hungary
include Lze (jeans) and Adidas (sportswear). German,
Austrian, and Italian companies have, up until now,
shown the most interest in setting up Hungarian
facilities.3¥® = Recent figures place Joul foreign
investment in apparel at $4.5 million.34

Poland.—In early 1991, approximately one-half of
the Polish apparel industry was sull m state hands
(roughly 50 state-owned companies).350 Most of the
remaining state enterprises are very large, multi-plant
operations employing more than 1,000 workers in a
typical factory. . In addition, there are about 300
co-opérative entcrprises in this industry, and the
number of private firms is increasing rapidly. Private

- firms are usually much smaller—employing fewer than

100 workers per factory on average—and much more
specialized in their production. This shift reflects the
general pattern of organization and groducuon in most
West European clothmg companies.

According to- official government  statistics,
empl%mem in the apparel sector totaled 158,000 in
In the aftermath of the financial crisis of the

early 1980s, the Polish apparel industry went into a
severe downturn. Although output and employment
rebounded somewhat through the rest of the decade,
rationalization is again underway as part of the broad
industrial restructuring program initiated by the Polish
government in January 1990. As a result of
restructuring, employment can be expected to decline.

37 “Advent of East European Market,” Japan Textile News,
December 1990, p. 71. pan

38 Official of Hungarotex (Hungarian textile trading firm),
lelephone interview with USITC suff Mar. §, 1991.

se on Joint Ventures,” Economic Commission for
Eumg January 1990.
Polish Textile and Clothing Industry Restructuring

Prog,rsam p- 23.

352 Ibld
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Table 18 ,
Poland: Apparel Industry characteristics, 1989-90

1989 1990
Number of enterprises ............... e 555 "
Employment(thousands) ... ...t i, 186.3 - 158.1
Production of suits and overcoats (thousand pieces) .................... 69,700 49,700

! Not available.

Source: Data supplied by the Polish Ministry of Foreign Economic Relations, Warsaw.

The Polish apparel industry has been hit
particularly hard by the recession in the domestic
market and the decline in export business with the
Soviet Union, which had historically been a major
market for Polish producers. In 1990, production of
woven outerwear fell by 33.4 percent from 1989
levels.353  The downtumm in the apparel market
reflected a 22-percent decline in consumers’ real
incomes during 1990354 At the same time, retail
clothing prices soared by over 700 percent in 1990
following the price liberalization program introduced
in January 1990.

Much of the decline in production reflected
decreased availability of imported raw materials and
intermediate textile inputs. Imports of finished cotton
fabrics fell by 45.2 percent in 1990, while imports of
woolen fabrics declined by 79.7 percent.355  Many
Polish producers have complained that it is very
difficult to purchase high-quality fabrics from abroad
without help from a Westem partner. -

The state-owned segment of the Polish apparel
industry is stil plagued by overstaffing, poor
equipment, and inadequate distribution methods. Over
half of the state-owned factories still employed more
than 3,000 workers in 1990.356 State enterprises have
been slow in developing contacts with small retail
shops, and large inventories of unsold apparel have
often resulted from a failure to find buyers. This trend
has been accelerated by the collapse of the Soviet
export market.

The right to export, however, is no longer enjoyed
only by state-owned . enterprises. Government
allocation of quotas for exports of apparel to the EC
and the United States has been expanded to include
about 100 co-operative and private firms, -com
with 7-10 eligible firms under the old system.35

The Polish apparel industry has been identified by
some Western observers as the most efficient in the
region. Productivity levels in some segments of the
industry—men’s shirt production, for example—are
comparable to those in Hong Kong and Taiwan.3%8
Sound management practices and good quality-control
procedures have allowed some Polish apparel firms to
market their products successfully in the West

353 Polish Foreign Trade in 1990, Foreign Trade Research
Institute, Warsaw, 1991, p. 74. i
334 hid., p. 74.
355 hid., p- 74.
3% Ibid., p. 75.

397 hid.. p. 7.
358 ses

where st;le and product quality are especiﬂiy
impontant.3%9
In all, 63 joint ventures with foreign support had

| been undertaken in apparel by January 1990. In

comparison, only 10 textile joint ventures had been
started by early 1990. .

Romania.—Apparel production accounted for
4.0 percent of Romania’s total industrial output in
1989, up from 3.6 percent in 1980.360 Official figures
on apparel production and employment are provided
below.3! Of the 50 establishments identified as
garment producers by the Romanian Ministry of
Resources and Industry in 1989, 36 employed more
than 2,000 people.362 One factory in Bucharest had
close to 20,000 employees in 1989. :

Most apparel production is still carried out in the
state-run sector, and prospects for a quick sell-off of
state enterprises are not good.363 In the absence of
privatizition, it can be expected that most apparel
factories in the country will remain grossly overstaffed,
with low levels of productivity. As in other CEE
countries, moreover, the limited availability of
high-quality fabrics for garment construction is a
persistent problem that will impede export
competitiveness. Hard curmrency shortages are
especially acute in Romania, and access (o
Western-made yams and fabrics—as well as
technology—is extremely limited.3%%  Accordingly,
most of the clothing exported from Romania is
manufactured from fabrics supplied b§ Western
outward processing” trade (OPT) partners.365  Items
typically produced for export to the West in recent
years have included suits, jackets, rainwear, and skirts.
Wool! apparel in particular has been exported to the EC
and the United States, due in large part to the ready
availability of raw wool and wool fabrics in Romania,

In addition to the problems associated with
restructuring, Romania’s capacity to export to the
United States will certainly be hindered by the absence
of most-favored-nation trade relations. U.S. recognition
of MFN statws for Romania was ended in 1988. High
tariffs on some apparel imports into the United States
have already reduced the volume of trade

39 John Elbogen, “Three Roads to Sourcing,” p. 78.

z i‘)'llnq;mical Yearbook of Romania, Bucharest, 1990.

362 Data supplied in Edward Pincheson, “The Textile and
Clothing Industry in Romania,” Textile Qwutlook International,
Economist Intelligence Unit, London, March 1991, p. 20.

363 .S. Embassy Economic Officer, interview with USITC
staff. Bucharest, June 28, 1991.

Pincheson, p. 20.

35 Ihid., p. 27.




Table 19
Romania: Apparel Industry characterlstlcs, 1988-89

1988 ' C 1989

Index of production (1980=100) ...................ccovnn.. e 165 - , 170
Share of Romanian industrial output (porcem) ......................... - 3.7 o 4.0
Apparel production (millionlei) .............. PP e 47,163 48,561
Total employment in apparel industry (thousand J ...................... 240.2 2473
Production workers in apparel industry (thousands) ...................... 223.8 . 230.5
Labor productivity index (1980=100) ..................

Sﬁyrce: Statistical Yearbook of Romania, Bucharest, 1990.

with Romania. The U.S. duty on men’s and boys’ wool
suits, for example, increased from 20 percent for MFN
partners to 54.5 percent for column 2 source
countries.>% The premium paid on landed goods
imported from Romania is jeopardizing the country’s
status as a leading CEE exporter to the United States. -
U S. lmpons of .Romanian apparel have fallen off
3% from $94.7 million in 1987 to $27.7 million
1080, |

Government policy and nature of
management structure

Since the late 1940s, when most CEE apparcl firms
were nationalized, production has typically been
dominated by a relatively small number of very large.
_ vertically  integrated  state-owned  companies.

Government control of pricing - and distribution
generally prevented company managers from making
decisions based on economic rationality. Rather,
high-volume facilities were favored as a means of
promoting centralized state control over purchasing,
production, and distribution. Maximization of
- output—often without regard to cost—was the
overriding objective for central planning authorities
throughout the region. As a result, production inputs
were often used in inefficient ways, and product quality
suffered. This bias toward mass production of generic,
low-quality apparel is still plaguing CEE plant
managers as they try to upgrade quality and improve
materials flows to compete in Western markets. -

One of the most troublesome features of CEE
enterprises in the textile/apparel complex has been
administrative top-heaviness.
white-collar workers still comprise as much as a third
of the total enterprise workforce—an extremely high
figure §1ven the labor intensive nature of the
industry.>68

In order to roll back the state management system,
Western companies operating in the region-have placed
a great deal of emphasis on improved management
techniques and the introduction of incentive systems to
boost worker productivity. The Levi Strauss jeans

plant in Hungary has designed a program to reward"

7366 Column 2 source countries include Romania and many
o(hcr members of the now-defunct CMEA.
367 See section below entitled “Foreign Trade™ for a tabular
pmenuuon of U.S. imports from CEE sources.

368 See Revzin, p. Al and Steven Greenhouse, “In Distressed -

Poland, A Success Story,” New York Times, Mar. S 1991, p. DL

In some cases, .

e S 170 171

workers with bonuses based. on sal.mfymg danly
production quotas.36%. In early 1990, each worker in
the Levi’s plant- was expected to make a pair of jeans
every 10 minutes. -As modern sewing machines are
introduced in greater numbers this rate is expected to
increase.

Although pnvahzanon of the state-run enterprises
is proceeding very slowly in some countries (Romania
in particular), substantial rationalization of old
production structures has taken place—especially in
Poland and Hungary. In some cases, lay-offs of
government managers have already taken place in large
numbers. Price liberalization programs and a freeing
of foreign exchange markets have made it much easier
for managers to make rational decisions at each stage
of the manufacturing process. In Poland and Hungary,
most state price supports for industry have been phased
out, and apparel firms are facing the real prospect of
failure if profitability cannot be maintained. The
residual power of state enterprises. appears much
greater in Romania and Czechoslovakia, where
privatization progmms have been stow to unfold.

Adjustment issues

The most serious -structural unpedunem faced by
the CEE apparel industry appears to be its almost
complete dependence on imported yarn and fabric for
the - manufacture of export-competitive . garments.
Throughout the region, apparel producers complain
about poor fabric quality and the inability of local
fabric producers to supply goods promptly. The bulk
of apparel-exports are part of outward processing jobs,
with - West European firms (especially German

- companies) supplying finished fabric for cutting and

sewing in CEE plants. Although natural and manmade
fiber fabrics are produced in great quantity in CEE,
quality is generally inferior. Particularly in placing
orders for nonstandard fabrics of different colors or
construction, CEE apparel makers are .often forced to
wait up to 2 months for delivery. As a result,
manufacturers are forced to hold very large fabnc
stocks, raising overhead costs. 370

Financial impediments can also be expected to put
pressure on firms in this industry during the transition
to a market-oriented system. Economic austerity
programs, especially far-reaching in Poland, have
resulted in a credit squeeze that has made borrowing

369 Revzin, p. Al.
370 s se
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for capital investment extremely difficult. Even among
the surviving profit-making enterprises, cash flow
uncertainties caused by the tailure of customers to pay
debts has often put technical modemnization and
expansion on hold. Apparel firms in particular stand to
lose a great deal as the level of consumer spending

- contracts.

CEE exporters will be facing considerable
competition from East Asian suppliers in major
Western markets, where there has been little growth in
apparel consumption in recent years. However,
established producers in Taiwan, Korea, and Hong
Kong are confronted with rising production costs.
Some CEE producers, especially those involved in
outward processing trade, will probably remain cost
competitive with “second-tier” apparel suppliers in
‘Asia—including Malaysia, India, and Sri Lanka.

Foreign trade

. The largest, and potentially the most lucrative
markets for Central and East European apparel makers
are Western Europe and the United States. Poland and
Hungary have demonstrated the greatest competitive
strength in export markets over the past 5 years, with
Czechoslovakia - showing less dramatic improvement,
and Romania losing some ground (see trade tables at
end of section). Poland’s exports of apparel items to
OECD markets jumped from $187.8 million in 1985 to
$433.8 million in 1989, while Hungarian exports rose
from $205.5 million to $410.5 million during the same
period.

Recent reports suggest that the potential gains for
CEE firms selling in export markets are large. As an
example, profit margins for Polish apparel companies
selling for export are now estimated to be three times
larger than margins in the home market.3’! Because
CEE consumer spending has been hit hard by
economic austerity programs, many firms have shifted
their focus abroad. . _

Both the EC and the United States' maintain
quantitative restrictions on imports of apparel through
quotas administered in accordance with the Multifiber
Arrangement (MFA). The impact of quotas on Central
and East European exporters is limited, however, since
most quotas are consistently underutilized. The United
States and the EC have existing bilateral textile
agreements with Czechoslovakia, Hungary, and Poland.

For imports from Czechoslovakia, quota utilization
rates are very low in the U.S. market. Only men’s and
boys® wool suits had high fill rates in 1989-90. For the
year ending May 31, 1990, 92 percent of the
Czechoslovak quota for wool suits was filled.372 The
Czechoslovak bilateral agreement with the United
States expires on May 31, 1992, :

3 Greenhouse, “In Distressed Poland, A Success Story,”

. D1.
PO Performance Report: Textile and Apparel Bilateral
Agreements and Unilateral Import Restraints, U.S. Depaniment of
Commerce, 1990.
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The state trading company Centrotex continues to
play the leading role in Czechoslovak apparel trade.
The company still controls about 85-90 percent of all
foreign trade in apparel and textiles, but since April
1990—when  foreign wade was officially
liberalized—private firms have begun 0 act
independently in this area.373

Similarly, in the case of Hungary, high quota fill
rates have been common for imported men’s and boys’
wool coats and suits (over 90 percent), women’s and
girls’ ‘wool coats, slacks and shorts, as well as some
types of synthetic fiber yam.374  The current
}Jég.-Hungary bilateral agreement expires at the end of

1.

The bilateral textile agreement between the United
States and Poland expires at the end of 1992. Again,
with regard to quota utilization, almost all quota
categories are unfilled, except for men’s and boys’
wool coats and suits, in addition to knit fabrics. Strong
gains in convertible currency apparel exports were seen
in Poland in 1990, according to official figures.3"5

Quantitative EC restrictions on CEE apparel
imports appear to be more problematic for CEE
exporters. Decisions made by the EC Council of
Ministers in late 1990 liberalized quotas modestly on
imports from Poland, Hungary, and Czechoslovakia in
conjunction with broad efforts by the West to
encourage market-oriented reform in these three
countries.3’0 However, the EC and its three trading
partners agreed that the quota increases would be
considered *“exceptional.” Market access for CEE
suppliers was expanded for woven fabrics, trousers,
blouses, shirts, suits and jackets. Still, some EC quotas
on CEE apparel are effectively restricting potentially
competitive imports. As an example, quotas on EC
imports from Poland—including those for trousers and
knitwear—were filled in 1990. At the same time, some
EC quotas remain so low that Polish producers are
unable to export sufficient quantities to make the
business profitable.3”7 Many CEE producers still view
these quantitative restrictions—especially those
administered by the EC—as a serious hindrance to
export growth.378

-Over the last several years, CEE to the EC have in
large part consisted of so-called “outwardly processed”
items. These ‘are finished products—usually apparel
made from Western-supplied fabrics—that are exported
to the West under preferential trade rules. Through
outward processing, competitive Central and East
European apparel makers can get access to secure
supplies of high-quality raw materials and intermediate

373 Officials of Centrotex, interview with USITC staff,
Prague, July 12, 1991.

374 Tbid.

375 Polish Foreign Trade in 1990, Foreign Trade Research
Institute, Warsaw, 1991, p. 73.

376 See Official Jowrnal of the Ewropean Communities,
Brussels, No. L 285, Oat. 17, 1990 and No. L/13, Jan. 18, 1991
for more detail on the adjustment of these quotas.

377 Conversation with official from the Boston Consulting
Grot? London, July 25, 1991.

8 Mr. Janusz Z, orzynski, Polish Ministry of Industry,
interview with US staff, Warsaw, July 4, 191.




Figure 5
Apparel exports to EC and U.S., 1989

0 1 2 3 4 5 6. 7 8 9 10
Billions of dollars '

Source: UN trade data compiled for ISIC category 84 (apparel).

Table 20 o ‘ o
Apparel: OECD Imports from Eastern Europo, 1985-89 .
{Value in million dollars)

1985 - 1986 1987 1988 - 1989

U.S. imports from— : o _ e _
Poland .........ccvvivinienann... 17,755 13,978 22,446 40,498 - . - 38,607
Czechoslovakia ..................... 4,216 - 4,060 ‘5,311 6,457 3,957
Hungary ..............coooiiiae, - 23,531 32,410 41,129 42,679 46,568
Romania..............coviiivennnn. 65,630 79,281 - 94,742 71,998 27,727
Bulgaria ................ ..o 3,944 3,134 3,302 ' 1,055 507

EC imports from— : '

Poland ..........ccoiiiiiiiiian.. 149,928 222,534 294,659 340,313 356,831
Czechoslovakia ..................... 73,038 95,411 120,532 115,909 - 116,162
Hungary ..............oooiiiat. 158,696 224,085 285,004 298,597 317,066
Romania..........covvivvnnnennnn. 275,842 333,886 401,681 410,347 421,783
Bulgaria ............c. it 37,962 47,011 50,364 38,711 40,465
Other OECD imports from— . . »
Poland ............ ... ..., 20,121 - 32,483 44,173 33,623 38,317
Czechoslovakia ..................... . 23,583 - 27,233 37.203 34,688 36,633
Hungary ...l 23,250 27,633 36,275 33,359 46,816
Romania...................... . 20,557 28,331 “- - 34,750 - 29,059 31,330
Bulgana e L. 8,781 9,046 . 11,082 10,918 12,470
Total OECD imports from— . : .-
Poland .......... .o iiiniieinn... . 187,804 268,995 361,278 . 414,434 433,755
Czechoslovakia ..................... 100,837 126,704, 163,046 157,054 156,752
“Hungary ... 205,477 284,128 362,408 374,635 410,450
Romania......................0.... 362,029 441,498 - 531,173 511,404 480,840
Bulgaria .............. ... Ll 50,687 59,191 - 64,748 50,684 53,442

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base
for imports from other OECD countries.
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Table 21

Apparel: OECD exports to Eastern Europe, 1985-89
(Value in million dollars)
1985 1986 1987 1988 1989
U.S. exports to— o o
Poland ...............c.ociiiiianns 34 62 1,009 2,163 354
Czechoslovakia ..................... 0 1 1 2 198
Hungary ............... ... . oout, 0 14 0 386 478
Romania............covevvneiirane. 138 170 1,620 13 100
Bulgaria ................ ... il N 0 0 0 2
EC exports to— . . : .
Poland ................. e . 21,249 22,890 26,072 38,549 67,259
Czechoslovakia ..................... 8,076 9,711 13,182 12,977 9,067
Hungary ..................teel. 29,631 39,451 46,222 46,099 59,611
Romania.......... JR PP 18,156 24,530 36,292 38,936 42,725
Bulgaria ........................... T 3,714 3,456 2,309 7,305 8,197
Other OECD exports to—
Poland ......... ... L 4,302 5821 - 5,140 10,011 29,987
Czechoslovakia ................ e 6,111 5,972 6,547 6,429 5,659
Hungary ................ [ 6.164 9,152 - 9518 9,735 18,910
Romania............... e : 70 11 383 198 199
Bulgaria ................... e 1,696 557 . 823 2,226 2,445
Total OECD exports to— : i
Poland ...................... e 25,585 28,773 32,221 50,723 97,600
Czechoslovakia ................. .. 14,187 15,684 - 19,730 - 19,408 14,924
Hungary ............... ..., 35,795 . - 48,617 55,740 56,220 78,999
Romania....................... ... 18,364 24,811 38,295 39,147 43,024
Bulgaria ................... 0 iiinnn 5,410 4,013 3,132 9,531 10,644

Source: U.S. Department of Commerce for U.S. expons Nimexe data base for EC exports, and UN trade data base

for exports from other OECD countnes

goods. Likewise, Western companies can take
advantage of low wages in CEE to cut costs in a -
labor-intensive  stage of the manufacturin &
process—i.e. cutting and sewing of garmenis.
Germany has been the most active participant in
outward processing programs. In the mid-1980s
outwardly processed apparel accounted for 10 percent
of West Germany’s total apparel imports. CEE was the
principal location for Geman  outward
processing—contributing about 80 percent of total
outward processing trade volume.380

Coal
Prepared by Cynthia B. Foreso

Export potential

Coal from Poland and crude petroleum and natural
gas from Romania constitute the only significant CEE
energy sources. Coal has been the most dominant
energy sector in the region and accounted for about
50-60 percent of primary energy consumption in 1989

and 1990. Poland is the primary CEE coal producer

and exporter, accounting for about 35 percent of the
regional coal production and 48 percent of the exports.

¥ David Morris and Alan Sowter, “Outward Processing of
Apparel: West Germany to Eastem Eu and Yugoslavia,
Textile Oullook International, Economis lclhgencc Unit, July

1987, p. 7.
‘&Ibid., p. 10.
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Poland’s coal should continue to be competitive in

neighboring CMEA markets because it is easily

accessible by railroad and is considered a high-value
coal because it is low in sulfur-content and has a
high-temperature buming rate. The following
tabulation shows future estimates of Poland’s exports

. of coal to CMEA nations, mcludmg the Soviet Union

(in millions of metric tons):38

1891 .. e 14.0
1992 ... e 15.0
1993 ... 16.0
1994 . . ... 16.5
1995 .. ... 17.0
1996 ... ... e e 17.6
1997 e 18.0
1998 . ... . e 17.8
1899 .. ... 18.1
2000 . ... 18.5

However, exports to non-CMEA countries are
generally expected to decline. As government price
controls on inputs are removed, some mines will have
to be closed, even though revenues eamned by the
coal-mining sector will increase as the price of coal in
Poland moves to world market price levels. The
supply of coal for export is likely to fall. An additional
factor to consider is the high costs of transporting the
coal in Poland to the ports from which it is exported.

38! Ocean Shipping Consultants, East Exrope to 2000, p. 90.



Industry characteristics

Poland is the-fifth largest producer of coal in the
world after China, the Soviet Union, the United States,
and Germany. World producuon of hard (bituminous
and anthracite) coal is shown in the following
tabulation (in millions of metric tons):3%2

-.Producer 1988 1989
cOECD ......... e 1,187.7 1,216.3
. Australia . ............. 134.6 147.8
United States .......... 7835 . 80438
Non-OECD ........ s 2,183.7° 2,209.5
Africa .................. 184.9 188.6
South Africa ........... 178.2 ©180.0
Asia ................... 1,210.5 1,252.0
China ................ 940.5 980.0
USSR.................. - .526.4 518.0
EasternEurope .......... 230.4 213.9
Poland ............... 193.0 177.0
Latin America............ 315 37.0
Totalworld .............. 33714 '3,425.8

Poland supphed approxlmately 7 percent of total
world exports of hard coal in 1989, as shown. m the
following tabulation (in millions of metric tons):38

Exporter - 1988 1989
OECD ............. P 229.5 233.4

Canada ................ - 317 . 32.7

UnitedStates ............ 86.1 914

Australia ................ 99.7 - -98.4
Poland ................... 323 - 283
USSR..........ccvivvnn 394 39.8
China .................... 14.8 14.7
Colombia .............. .. 10.7 13.0
South Africa ............... 44.2 46.1
Totalworld ................ ‘ 375.7 - 381.7

Poland accounts for approxxmalely 85 pcrcem of -

the total reserves and 83 percent of the total production
of bituminous coal in CEE. Poland has extensive
bituminous coal deposits in the southwestern districts
of Upper and Lower Silesia and in the Lublin Basin in
the East. Coal is shipped by rail over approximately
500 miles to port installations for export to non-CMEA
nations. Coal is shipped by rail dnrecuy 10 nexghbonng
CMEA nations.

Total coal reserves in Poland are estimated at 132
billion tons.3%¢ Poland’s production of coal remained
at approximately 192 million tons during 1984-88 but
declined to 178 million metric tons in 1989; the decline
is attributed to the political changes and modifications
of the workers’ shift system (alleviating the Saturday
work-day) in Polish mines. In 1990, Poland’s
production of coal declined to 147.6 million. metric
.tons, or by 16.9 percent. The percent decline in 1990
was twice that in 1989, when'coal production fell by 8
percent.  This decline reflects the process of
restructuring taking place in the industry.

n Inlemanoml Encrgy Agency, Caal Information 1990,

e " e

3 Ofﬁcnl suumcs of the US. Depmmem of Energy.

" internally as a major source of. energy.

Coal is produced in 70 underground mines of
which 65 account for 98 percent of total producuon
State-of-the-art technology developed in the West is

-used in mining coal. Also, the skill level of the miners
“is considered high. In 1989, employment in Poland’s

coal mines was 415,000 workers, of which 280,000
were employed in underground mines. In 1990,
employment decreased to 390,000 workers, of which
265,000 were employed in underground mines.385
Data on wage rates are not available. }

"~ The cost of coal production has been heavily
financed by the government in order to keep less
productive minés open. As part of the industry’s

‘restructuring, price supports by the Treasury were

reduced in 1990 and totalled 9.5 trillion zlotys
equivalent to about $6.7 per ton of coal produced.
This represents a drop of 47 percent in the real value of
these supports compared with 1989." The aim of the
government is to hold the financing at the 1990 level in
nominal terms or even reduce it slightly so that its real
value will decrease. The restructuring plan calls for the
eventual elimination of all such financial assistance.
Coal is very imponant to Poland's economy
Domestic
consumption of coal increased from 157 million metric
tons in 1985 to a high of 165 million metric tons in
1987. As a result of decreased production, domestic
coal consumption began to decreme in 1988, falling to
120.3 million metric tons in 1990.337 As a result of
low world crude petroleum prices, Poland’s
consumption of crude petroleum increased by 10-15

-percent during the period 1985-89. However, in 1990,

consumption of crude petroleum decreased by 13
percent as the Soviet Union failed to fulfill crude
petroleum export contracts with Poland. Poland

- responded by importing a larger share of its petroleum

needs from the Middle East, primarily Kuwait and -
Iraq38

.Government policy and nature of

management structure

The government structure for administering energy
policy in Poland is still evolving. Following the
reorganization of the government at the end of 1987,
responsibility for energy policy has rested with the
Ministry of Industry, subject to general control by the
Parliament. On September 30, 1990, the
responsibilities of the Union of Hard Coal and the
Union of Power and Brown Coal (WEWB) were
passed to the Ministry of Industry; the Ministry then

385 Intemnational Energy Agency, Energy Policies, Poland,
1990 Survey, 1991, p. 31.
336 Energy Polu:ze: Poland, 1990 Survey, Intemational

' Enc% Agency Paris, 1991, p. 31.

388 ll u estimated that the embargo on trade with Iraq
resulting from the Persian Gulf war cost Poland $285 mdhon
because of the failure 10 receive contracted petroleum in
repayment for Iraq’s debt to Poland. An additional $1.8 billion
loss is projected in 1991 as a result of lost export and service
contracts and delayed loan repayments in Iraq, coupled with lost
assets and contradts in Kuwat.
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established a new Hard -Coal Agency based at
Katowice in the Upper Silegian coalfield to dlscha:ge
many of its responsibilities.389

Traditionally, the government has controlled energy
prices in Poland resulting in little or no domestic
incentive to conserve energy. Energy prices paid by
industry as well as coal export prices remained “fixed”
over the past several decades despite rapid rises in
production and labor costs. For example, coal export
prices were traditionally set at 5 percent below the
world price for U.S. coal exports (c.i.f. Rotterdam and

e%) in order to capture and retain market
Price reforms are being introduced which will

allow coal prices to rise. Since mines are in the South,
away from port facilities, coal must be shipped by rail
to the ports, adding to the cost.3%! As a result, future
coal exports could be priced out of the export market.

The Government of Poland has also announced
plans to improve its laws governing the environment,
thus requiring the implementation of new processes
which will result in less pollutants being emitted into
the atmosphere. As a result of these new
environmental laws, the Govemment of Poland is
negotiating with Western companies to introduce new
technologies into Poland’s coal industry. Technology
areas being negotiated include the introduction of
fluidized-bed coal slurry boilers for installation in
thermal power plants (common in the West) which will
produce more energy with less fuel and far less damage
to the environment. Also, Poland is reportedly
interested in technology developed in the United States
to tap methane (the principle constituent of natural gas)
reserves from coal mines which could be used to
decrease dependence on imports of natural gas from the
Soviet Union.

Adjustment issues

Poland has recently undertaken a restructuring of
its coal industry. Labor problems once plagued the
industry; however, recent modifications in the worker
shift system and other political changes have alleviated

3% Imernational Energy Agency, Energy Policies, Poland,
1990 Survey 1991, p. 39.
90 Seaff interview with Mr. Robert Ovart, Intemational
Enerﬂ Agency OECD, Paris, June 17, 1991.

Table 22
Poland: Coal exports

much of the unrest. Also in the past, amﬁcnally low
energy prices and a lack of funds have restricted
Poland’s ability to modemize the energy sector;
forexample, until recently, Poland’s domestic coal
prices had been maintained at about one-half of the
export prices.’

The Govemment of Poland had historically
attempted to maintain quanuly targets for coal
production, with no regard for mining costs. Poland is
now commitied to reforming its pricing structure,
bringing domestic prices to world levels, and has shut
down unproductive mines. In 1990, mines were placed
on an independent basis; they are now to be evaluated
on their profitability.393 High-cost shafts and mines
have been closed and investment scaled back.

Foreign trade

Coal is also important 0 Poland’s economy
externally as it is the leading individual item of trade.
Poland’s coal exports are the nation’s most important
source of hard currency. Poland’s exports of coal have
been competitively priced on the world market
vis-a-vis other world coal exporters; the government

‘has historically priced exports at 5 percent below U.S.

coal export prices. As a result of the decline in
production resulting from the restructuring taking place
in the industry, exports declined from 43.2 million
metric tons in 1984 to 28.9 million metric tons in 1989.
E;ggns fell slightly to 27.9 million metric tons in
1

Poland’s exports have been equally divided
between markets in the Central and Eastern Europe
region and markets in Western Europe. The OECD
markets have acconted for approximately 50 percent
of Poland’s total coal exports. Denmark, Austria, and
Finland are among Poland’s principal markets in
bWestem Europe. Expons to these markets are shipped

y sea.

%2 Eag European Energy, US. Business Opportunities in and
Assistance 1o Poland's Energy Sector, U.S. Government
Accounting Office, a report to the Chairman, Commitiee on
Ener% and Natural Resources, U.S. Senate, May 1991, p. 4.

“Poland’s Economic Performance in 1990, PlanEcon
Rep%l‘ vol. 7, No. 13-14, Apr. 18, 1991, p: 21.
Ibid., p. 20.
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The CMEA nations, including the Soviet Union
have accounted for the remaining SO percent of
Poland’s exports of coal. The Soviet Union is Poland’s
largest single coal export market, accounting for an

average of 32 percent of total coal exports during

1986-90. In December 1990, an agreement was
reached providing for the export of Poland’s coal to the
Soviet Union. Under the terms of the agreement, coal
will be sold to the Soviet Union for hard currency.
Although the Soviet Union has been unable to pay hard
currency for any coal, credit and barter arrangements
are bein§ considered for future coal exports from
Poland®® In order to accommodate Poland’s coal
exports, the Soviet Union recently completed a railroad

link dedicated to the transport of coal between Minsk

and Poland’s Lublin coal basin.3%6

Poland supplies much of the Central and Eastem
European demand for coal, via railroads. Coal exports
to Central and Eastern Europe in 1989 are shown in the
following tabulation (in millions of metric tons): 397

395 Intemational Energy Agency, Energy Policies, Poland,
1990 Survey 1991, p. 31.
9 Staff interview with Mr. Robert Ovan, lmcmauonal
Ener% Agency. OECD, Paris, June 17, 1991.
Ibid, p. 90

Table 23

Coal: OECD Imports from Eastern Europe, 1985-89

Bulgaria...............ooiiiiiiiia 0.02
Czechoslovakia ......................... 1.40
EastGermany .................ccvvnennn. 0.60
Hungary ...............iiiiiiiiienn. 0.57
Romania ............ciiiiiiinnrnnnanns 1.36

These nations also import some coal from the Soviet
Union, Western Europe, and Australia. As Poland
moves to liberalize its foreign trade system along with
the objectives of its market-oriented economic reform
program, coal exports to all markets (including CMEA
nations) will be negotiated based on hard currencies
and world level prices. As a result, exports to
neighboring CMEA nations could decrease in the
short-term.

Coal is expected to remain a comerstone of
Poland's economy in the 1990s. However, its
importance could decrease somewhat as a result of the
nation’s economic reforms coupled with the
Government’s recent announcement of plans to develop
a more balanced energy base, including more imported
crude petroleum from nations other than the Soviet
Union.

(Value in million dollars)

1985 1986 1987 1988 1989
U.S. imports from— .
Poland ............. ... il B ¢) o 0 0 13
Czechoslovakia ..................... o 0 0 0 0
Hungary ........... ... oo 0 0 0 0 0
Romania........ e SR : 0 0 0. 0 0
Bulgaria ........ -0 0 0 0 0
EC imports from—
Poland ................... ee. ..., 549 475 427 399 410
ﬁzechoslovakia .......... S F) ?') 8‘1) 67 72
UNGAMY . ovie e inneerneenaecnnsns ( 1 2
Romanrnya......................‘..-..: 8 (! 0 0 o}
Bulgaria ............. e AP 0 1 0 0
Other OECD imports from— A , .
Poland ..................coiout. .. 314 309 - . 282 219 278
Czechoslovakia ........... AP 69 . 83 - 65 62 73
Hungary ......covvvvienniinnnnn... ) }‘) - 2 17 17
Romania................0cc0vuvvnn. 0 ) : " ‘ M "
Bulgaria ................. ... 2 " : 0 -0 0
Total OECD imports from— - L .
Poland ................. e ~... 863 . 784 709 618 688
Czechoslovakia ..................... 140 171 . 146 129 145
Hungary .............ooiiiinniann, ") SCN L 2 18 19
Romania.............coo0vvnnn e 8 (" M M "
Bulgaria ...................... e 2 7 1. -0 0

! Less than $500,000.

Source: U.S. Department of Commerce for U.S. lmpons Nlmaxe data base for EC :mports and UN trade data base

for imports from other OECD countnes
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Table 24
Coal: OECD exports to Eastern Europe, 1985-89

( Value in mllllon dollars)
1985 . 1986 . 1987 1988 1989
U.S. exports to— :
Poland .............. ..ot -0 0 0 0 0
Czechoslovakia ....... 0. 0. 0 0 0
Hungary ......... e e, 0 0 . ) 0
Romania.............. e - 54 47 47 66 7
Bulgaria .......... [P, vew. 15 N 0 -0 5
EC exports to— S o o
Poland . .........coeiiiiiiniiiyi s - 3. 6 - 0 M )
Czechoslovakia .............. e (M " 0 M 0
Hungary ........... ... iiiiiinnn.. Y 3| 4 3 7 2
Romania................... . ...t - 62 - 28 1 3 " .
Bulgaria .................... e 10 5 0 0 0
Other OECD exports to— DU T o ’
Poland ................iiiiiiiann e 0 ) -0 0 0
Czechoslovakia ..................... -0 -0 0 0 0
Hungary ............ . .o, 5 2 0 0 0
Romania........... ...coiivinninnnn 92 118 122 103 114
Bulgaria ............. ... ... 0 13, - 10 3 1 0
Total OECD exports to— : v
Poland ............c.iiiiiiiiiinn, 3 6 0 8 "
Czechoslovakia ..................... M " 0 ' -0
Hungary ...................coiia 46 23 3 7 2
Romania...................ccovnn. 154 - 146 123 106 114
Bulgaria ...............ciiiiiann, 23 15 3 1 (o]
! Less than $500,000.

Source: U.S. Department of Commerca for U.S. exports, Nlmexe data base for EC exports, and UN trade data base

for exports from other OECD countries.

Copper
Prepared by Linda White

Export potential

Poland is the only CEE country with sufficient
reserves of copper ore 10 become a major exporter.
Despite certain strengths in the industry, Poland has
little potential for increasing exports without
significant capital investment in‘its copper industry.

Industry strengths include: (1) substantial reserves,
the largest in Europe, and the relatively high grade of
its copper ore deposits; (2) convenient location of the

deposits to an already established rail and waterway

shipping network which extends from the ore deposits
throughout Europe; (3) high degree of technological
skills, particularly compared with those of leading
producers in developing countries; and (4) proven
ability to effectively compete with other major
producers in market-based economies.

. Factors that presently hinder Poland’s ability to
further exploit its copper resources include: (1)
decreasing ore concentration and increased depths of
the mines will require major new capital investments
and will increase mining costs; (2) the current low
world prices for copper reduces the expected return on
new capital investments, making the infusion of new
capital less attractive; and (3). the need.to upgrade
environmental safeguards in existing mining facilities
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will divert capital from a potential expansion of the

mines.

If Poland is to remain a competitive exporter of
copper, it will have to invest in new and sophisticated
technologies for deep mining operations. Without such
investments, the productivity of its mines will fall.
However, the investment decision depends upon the
income stream generated by the project, and thus the
timing and amount of capital invested will be
influenced by copper price levels and volatility. Low
world copper prices coupled with . uncertain
environmental costs, at this point, appear to provide
little incentive for potential investors to commit the
funds necessary to increase exports.

Industry characteristics

Poland is the only major producer of copper in
Central and Eastem Europe. It accounted for about 71
percent of the output in that region during the
1985-1989 period (table 25). The other CEE countries
do not have much copper or coal for smelting purposes,
both of which would have to be imported from the

Soviet Union. The decision by the Soviet Union to

virtually eliminate price controls on energy and to
convert to trade in hard currencies to improve its
economy has worsened this situation.3%8 Faced with

38 “Soviet Energy to Mmmg Journal (London), vol.
315, No. 8086, Aug. 31, 19&)";



Table 25

CEE refined copper production : :

. : . (In thousand of metric tons) . :
Country 1985 1986 1987 1988 1989 1990
Poland .................... 387.0 . 388.0 390.2 401.0 . 3903 3416
Czechoslovakia ............. . 264 - 265 277 30.0 269 i‘;
Hungary ....... e 23.0 2241 233 15.3 131 !
Romania .............. . 50.0 44.0 42.0 40.0 . 480" ()
Bulgaria ................ .. 730. 74.0 76.0 78.0 55.8 "

‘j Total ........cenvnn.. 559.4 554.6 559.2 - 564.3 534.1 (")
-VNot avilable. B

Source: World Metal Statistics Yoarbook 1991,

these problems, other CEE countnes are unlikely to
become significant producers of copper.

Poland’s copper ore deposits, discovered in the

southwestern part of the country in 1957, are reported
to be the largest in Europe3 and among the largest in.
- the world.** Reported ore deposits range in size from
an estimated 1.6 billion*’! to 3.1 billion metric tons.
Reported copper reserves, or the amount of copper
which can be economically recovered from these ore
deposits, range in size from an estimated 28 million
metric tons*® to 50 million.*4 Based on estimates of -
28 million metric tons of recoverable copper, reserves
are estimated to be sufﬁcnem for another 40 years at
present mining rates.¥5 Poland is the sixth largest
producer of mined copper ores and concentrates in the
world, following Chile, the United States, Canada,
Zambia, and Zaire, and accounts for about 4 _percent of
world production (385,000 metric tons in 1989).
Poland is the tenth largest producer of refined copper,
accounting for about 4 percent of world production
(390,300 metric tons in 1989). In Europe, Poland is the
largest producer of mined copper and third largest
producer of refined material, ranking after West
Germany (prior to unification) and Belgium. (Belgium
has no copper mines but relies on imports of copper
ores and concentrate for refining purposes.)3%%

" Poland exported approximately 25 percent of its
refined copper to market economy countries during
1985-1989, mostly to West Germany.*7 Such exports
provide a significant amount of hard currency.

Copper production is Poland’s second most
important mining sector, -after coal. From 1985 1o
1988, Poland’s refined copper production (table 25)

399 The World Bank, “Poland: Reform, Adjustment, and
Growth vol. II.December 1987, p. 118.
’ “Non-Femxu Metals - Poland s Problems,” Mining
. .Iounlal (London), vol. 315, No. 8093, Oct. 19, 1990, p. 305.

“Pohnd . Mining Annual Review - 1990, p. 170.
- 403 “Poland”, Mining Annual Revmv 1990 (published by
Muu‘n& Journal, London, June 1990), P‘ 0.
“Poland™, Mining Annual Review - 1990, P. 170.
405 “Non-Ferrous Metals - - Poland’s Problems,” Mining
Jounlal . 305.
lorld Metal Statistics - June 1991, published by World
‘B&re:u&ofMualStmmcs vol. 22, No. 6 JunelZ 1991, pp. 33
407 Calculated by staff using data from World Metal Suusua
Yearbook, 1991.

increased by -about 4 percent to 401,000 metric tons
and accounted for 4 percent of global production.
However, refined production decreased by 12 percent
from 1985 to 341,600 metric tons in 1990. This
decline is principally attributed to problems such as
labor disturbances and a reducuon in the work week for
miners.

The Polish copper industry is highly concentrated
and vertically integrated with mines, smelters;
refineries, and ' semi-fabricating plant operations
coordinated by the state-owned company, Kombinat
Gorniczo-Hutnizy Miedzi (KGHM). This company is
directed %the Ministry of Metallurgical and Machine
Industry. KGHM'’s main- business is the operation
of 4 connected underground copper mines, 3 smelters,
3 refineries, and several semifinishing plants in the
southwestern part of the country. In addition to copper
mining and refining activities, KGHM also operates
manufacturing plants of machinery and equipment used
in copper mining and refining, a machine repair
workshogi an underground mine developmenl
division,10 and a research & development group
In addition to domestic work with dnfﬁcull, mining .
conditions of copper deposit formations in Poland,
KGHM'’s underground mine development division and
its research and development group have developed
technical expertise in mine planning, design, and
construction, which they market to customers
worldwide, including Algeria, Argentina, Bolivia,
Colombia, Mexico, Germany, and the U.S.S.R.412
Such expertise in machinery fabrication. and mining
strategy might be further developed into viable
industries for technology export potential in the future.

Poland’s copper industry compares favorably with
leading copper producing countries in terms of the
quality of its deposits and the anticipated costs per ton
produced. Deposits in Poland possess relatively high
grade ores, wim copper content estimated at 19 percent

408 “Elsewhere in qur Metals Week, May 20, 1991, p. 6.

409 The World Bank, “Poland: Reform Adjusylmml, andp
Growth,” p. 119.

419 Janusz Dobmnski “Polish Copper: Great Refonm
Great Ex Mwnﬁ Magazine, April 1991, p.

411 The World 'Bank, “Poland: Reform Adjustmcm, and

.Growth,” p. 119.

412"Bolish Copper - Increased Reliance on Domestic
Equxpmenl and Technology,” Mining Magazine (March 1981),

p- 244
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in 1987413 (currently reported at 1.5 percent)¥4
comparing favorably with such major copper producers
as the United States (0.5 percent), Chile (1.0 percent),
and Zambia (2.0 percent); however, the estimated ore
grade for Zaire was higher (4.1 percent) during the
same year.%!5 The industry is also ideally located near
rail transportation and a major seaport facility
(Szczecin, Poland on the Baltic Sea) to efficiently ship
product to western European markets. In addition, the
amount of silver by-product in Poland’s copper ore,
averaging 800-900 tons annuaily,*16 significantly
reduces the total cost of copper production. In 1985,
Poland’s silver by-product credit amounted to about (in
U.S. currency) 15 cents per pound of copper,*!” and
compares favorably with by-product credits per pound
of copper estimated for the United States (09 cents),
Chile (05 cents), Zambia (09 cents), .and Zaire (41
cents) in the same year.418

While gross production cost comparisons between
centrally planned and free-market economies should be
regarded with caution because of differences in
statistical measurement of cost, World Bank estimates
for 1985 indicate costs (lin U.S. currency) were 40 cents
per pound for Poland,*!® compared with 98 cents per
pound for Zaire, 79 cents for the United States, 69
cents for Zambia, and 65 cents for Chile.*?0 (Gross
production cost estimates do not take into account
by-product credit.) These costs compare with an LME

annual average copper price for 1985 of 64.3 cents per

pound.¥2!  While most leading producers (especially
the United States) have achieved lower unit production
costs since 1985,%22 higher unit production costs could
occur in Poland’s copper industry due to labor strikes
associated with market transition and privatization
efforts.

The principal disadvantages for the Polish industry
are insufficient smelting capacity relative to mine
production, low productivity, and the physical
conditions of the ore deposit. Polish copper ore mine
production exceeds domestic smelting capacity, forcing
sales of excess mined copper concentrate to countries

413 The World Bank, “Poland: Reform Adjustment, and
Growth,” p. 122.

414 June Carolyn Edick, “Debating Battles Rage in Poland
Over Copper,” American Metal Market, Sept. 8, 1989, p. 8.

".s.:g'sju als A dlalgzel mfﬁ%Br“m m °jf ines. n
Appraisal of Minerals Availability for ities, Bulletin
695. 1987, p. 82.

416 June Carolyn Edick, “Debating Battles Rage in Poland
Over Ctﬁer," American Metal Market, Sept. 8, 1989, p. 8.

417 The World Bank, “Poland: Reform Adjustment, and
Growth,” p. 122. .

43 s, ent of the Interior, Bureau of Mines,
Minerals Yearbook, ch. on Copper, vol. I, 1985, p. 351.

419 The World Bank, “Poland: Reform, Adjustment, and
Growth,” pp. 121-122.

42 Ug Department of the Interior, Bureau of Mines,
Minerals Yearbook, ch. on Copper, vol. 1, 1985, p. 351.

421 U.S. Department of the Interior, Bureau of Mines,
Mineral Commaodity Summaries, 1989, summary on Copper, by
Janice Jolly and Daniel Edelstein, p. 46. ]

42 L£or 1988, the latest year available, the Bureau of Mines
estimated unit production costs to 61 cents for the United
States, 39 cents for Chile, and 48 cents for Zaire; the unit cost
for Zambia, however, rose to 89 cents. U.S. Department of the
Interior, Bureau of Mines, Minerals Yearbook, preprint ch. on

Copper, 1988, p. 26.
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-exchange earnings from sales of co;

with excess smelting capacity. However, foreign

concentrate are
lower in comparison to sales of higher valued copper
products. Productivity appears to be lower than in
Western countries; for example, Poland’s co sector
employs 24,500 people,*>3” while the U.S. industry
employs 17,300 people who produce four times as
much copper.424. Moreover, all of Poland’s copper ore
comes from deep underground mines (over 3,000 feet
and increasing), which are more expensive to mine
than open pit mines. This is much higher than in other
major producing countries. For example, only about 12
percent of copper mine production is from underground
mines in the United States.*”> Mining conditions in
Poland are . difficult because of depth, high
temperatures, and . ground control problems that
increase the likelihood of cave-ins. The latter requires
extensive monitoring by sophisticated electronic
instrumentation available only from Western countries;
funding for -such purchases was frozen by Polish
authonties in 1986. In addition, expensive drainage is
required because of the amount of water in the ore
body.426 S

In an effort to attract necessary foreign capital to
deal with these problems and facilitate competition in a
market-based economy, Polish authorities retained a
U.S. management consulting firm, A.T. Keamney Inc.,
to evaluate KGHM and propose new organizational
guidelines and strategy. - for - future industry
development.4Z7  Although. details of the study have
not been reported, one recommendation provided by
the consulting group was to place KHGM operations
under a joint-stock: or holding company, details of
which are discussed below.

"Government policy and nature of

management siructure

Through 1989, Poland’s central government
exercised direct management control over the copper
industry and KGHM by determining investment levels,
export goals, and' raw materials distribution 428
KGHM reportedly established production goals to
fulfill the government plan. During 1986-1990,
two-thirds of the investment programs were funded by

'~ KGHM's intemally generated cash-flow. The

remainder was financed bar bank loans which carried a
12 percent interest rate.429

43 The World Bank, “Poland: Reform, Adjustment, and
Growth," p. 120.

424 U.S. Department of the Interior, Bureau of Mines,
Minerals Yearbook, preprint -ch. on Copper, 1988, p. S.

423 U.S. Department of the Interior, Bureau of Mines,
Minerals Facts and Problems, ch. on (1985), by Janice L.
W. Jolly, U.S. Bureau of Mines preprint {from Bulletin 675, p. 1.

426 The World Bank Study, “Poland: Reform, Adjustment,
and Growth,” p. 121.

427 Edward Worden, “Polish Cam Eyes Privatization,”
American Metal Market, Mar. 20, 1991, p. 1. .

428 Janusz Dobrzanski, “Polish Copper: Great Reforms,
Great Ex‘ﬁcutions," p: 207.

429 The World Bank Study, “Poland: Reform, Adjustment,
and Growth,” p. 123.



In preparation for the transition to a market-based
economy and the ultimate privatization of the copper
industry, the central govemment has given KGHM
management the authority to develop its own business

‘plan, i.e., to determine production levels and direct

future investment decisions. This development allows
management to determine a more realistic financial
requirement for each different business of KHGM, and
“thus makes it possible to attract an investor for each
business rather than trying to find one investor to
assume all of the financial obligations of KGHM.
KGHM’s establishment and control of the Bank

Miedziowy S.A. (the Copper Bank, PLC), which -

reportedly opened in July 1991, will likely facilitate the
'necessary financial operauons of the new KGHM and

its partners.430

Plans are also reportedly in place to reorganize
KGHM into a joint-stock company, either as a holding
company or corporation. This type of organization
should establish an environment for developing
separate business components and_afford improved
economic ‘integration between capital, labor, and

management within each component. When allowed _

entrepreneurial latitude, these business components
may develop economic viability not presently foreseen.
The establishment of smaller entrepreneurial
businesses should improve response to market
conditions, increase commercial sensitivity to
developing technologies, and provide faster, more
meaningful job creation. This development should
facilitate diversity of production and investment in
higher valued manufactured products and provide a
vehicle for dealing with current levels of employmem
within the organization (KGHM).43

Adjustment issues

Poland’s copper industry may be adversely affected
by more difficult mining conditions, lack of electronic
monitoring instruments, insufficient smelter capacity to
process excess copper concentrate production, and
reduced copper ore §rade from nearly 2 to 1.5 percent
in the last 5 years. The latter is of concern to
interested investors particularly because despite
relatively high grade compared to other world sources,
the grade of Poland’s copper ore has decreased
-marginally as mine depths have increased. Thus, the
economic advantage of a relatively high ore grade is
limited by increases in the cost of mining at deeper
levels. Without significant investment in new and
sophisticated deep mining technologies, the
convergence of marginally decreasing ore
concentration and escalating mining costs may make
recovery of Polish copper economically unfeasible
under the current relatively low. world prices.
Although all of Poland’s exports of excess concentrate

430 Jenusz Dobrzanski, “Polish Copper: Great Reforms, -
Great Ex tions,” p. 207.
431 Edward Worden, “Poland Co?xr Mart Stuck in
Stalemate,” American Metal Market, July 15, 1991, p. 6.
‘32 June Carolyn Eddick, “Debating Battles Rage in Poland
er Copper,” American Metal Market, p. 8.

have gone to hard currency countries, foreign exchange
eamings from such a low valued item are limited.

Whether or not privatization of the Polish copper
industry takes place, the copper industry will not be
able to -attract or qualify for additional capital
investment. unless world copper prices increase
substantially. Currently, intemational copper prices
face downward pressure reflected by the drop to below
$1.00 per pound on the New York Commodity

~ Exchange for the first time since January 1990.433

. Another problem in attracting foreign investment is
the industry’s need to address environmental problems
caused by current smelting practices. While
government regulation lags. behind world practices for
mining operations, recent action by a growing
environmental lobby in Poland has resulted in new
operating constraints on smelting practices. It is
anticipated that restraints on mine: tailings, rain water
runoff, and disposal of industrial mining chemicals will
be developed. Further, heavy metal contamination of
workers  and relaied  health effects for affected
populations will become major consnderanons in any
privatization of the copper industry..

‘While environmental issues are not dlsadvantages
that directly affect Poland’s production capability, they
impede the industry’s future survival and development.
Environmental concems affect the industry worldwide,
but are particularly acute for Easterm Europe. The
cumulative degree of environmental degradation and

.the limited. time to address the issue present a

significant problem for Poland. Germany, Poland's
major hard currency trading partner, strongly supports
more stringent environmental controls in Europe and
could demand changes at a time when Poland also must
upgrade basic production operations. 434 It may be
difficult for potential investors and business partners to
justify the cost of retrofitting Poland’s smelters to meet
higher environmental standards when copper prices are
dropping and new smelters are proposed for Thailand,
lndonesna Canada, and the United States 435

Foreign trade

Foreign trade in copper is important to Poland,
providing a substantial employment base and
generating hard currency eamings. In 1989, Poland
exported an estimated 39 percent (91,000 metric tons)
of its refined copper production to market based
economies, while its imports of refined copper from
market economies are estimated to account for only 0.1
percent (200 metric tons) of apparent consumption in
Poland. Major OECD export markets and estimated
trade figures for Polish refined copper in 1989 are
shown in Table 26.

433 “Copper Fades Despitc Squeeze and Strike News,”
Mim'n& Journal (London), May 17, 1991, p. 380. )
Edward Worden, “Poland Cower art Stuck in

" Swualemate,” American Metal Market, p. 6.

433 Ibid., p. 10.
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Table 26
Copper: Polish exports to OECD countries, 1989

Value . Percent of exports
Country 1,000 US$ Metric tons by quantity
WestGermany ................. 232,877 70,422 79.7
France ....................... © 12,344 - 3,733 4.2
Raly ............. ... c.iun.. 10,116 3,059 35
Sweden ...................... 5,373 1,625 1.8
Belgium ...................... _ 5,304 1,604 1.8
OtherOECD .................. 26,286 7,951 9.0

Source: Calculated from UN and World Metal Statistics Yearbook 1991 'trﬁde data.

These five markets have accounted for the bulk of
Poland’s refined copper exports from 1985-89, with
West Germany consistently receiving the largest
portion.

Although trade policy in Poland’s centrally planned
economy exploited copper to generate foreign currency
from market-based economies, recent economic
reforms have linked domestic and foreign prices which
previously had no Thistorical reference. The
privatization efforts of the Govemment of Poland, if
realized, will liberalize trade in copper products and
expose the industry to the forces of world demand.

The recent U.S. grant of most-favored-nation status

"to Poland has reduced impediments to trade

development between the countries. Until January 9,
1990, the United States imposed a column 2 tariff rate
of 6 percent ad valorem, while the column 1 MFN
tariff rate averaged 1 percent ad valorem. Presently,
under U.S. GSP benefits, Poland is eligible to ship
refined copper free of duty. However, the availability
of substantial U.S. capacity for-refined copper products
is expected to preclude substantial trade between the
United States and Poland in the future.

Table 27
Copper: OECD Imports from Eastern Europe, 1985-89
(Value in million dollars)
1985 1986 1987 1988 1989
U.S. imports from—
Poland ................ ... .. ..., 0 0 0 1.7 0
Czechoslovakia ..................... 0 0 0 0 0
Hungary ............. .. vt 0 0 0 0 0
Romania.................... e 0 0 0 0 0
Bulgaria ............ .. ..ol 0 0 0 0 0
EC imports from—
Poland ............................ 160.4 155.1 196.4 309.1 265.2
Czechoslovakia ..................... 0.7 0.1 0.4 0.6 3.0
Hungary ........................... 8.0 6.3 7.4 10.1 19.6
Romania.................co0uvun... 0.1 0.2 (‘& (‘& 0.4
Bulgaria ............... ... .. oo, 0.4 0.6 1. 5. 1.8
Other OECD imports from— n- .
Poland ................. ..ol 35.7 12.1 11.5 16.4 271
Czechoslovakia ..................... " 0.1 0 4.0 1.4
Hungary ...............ccoiiiiian.. 1.3 1.1 0.1 2.2 2.6
Romania..........covvvimieennnnnnn 0 0 0 M 0
Bulgaria ...................... e 0.4 5.6 0.2 0.2 0.6
Total OECD imports from— . _
Poland ................... e 196.2 - - 167.2 208.0 327.2 292.3
Czechoslovakia ............. e 0.7 0.2 0.4 4.6 44
Hungary ...............c..oiiet, 9.3 74 7.5 12.3 22.2
Romania...........ooovvvvunnnnnnn. - 041 0.2 M " 0.4
Bulgaria .............. ... i, 0.8 6.2 2.1 6.1 24

1 Less than $50,000.

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base

for imports from other OECD countries.
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Table 28
Copper: OECD exports to Eastern Europe, 1985-89

{Value in million dollars) :
1985 -1986 - 1987 . 1988 1989

U.S. exports to— o

Poland ............coiiiiiiniinnnen M 0 0 0 0

.Czechoslovakia ..................... .0 0 0 0 0
~HURgary . ... 0 0 .0 0 0
SJRomania. ... ... 0 0 0 0 0
C,Bulgaria ...l o] 0 0 0 9.4
EC exports to—

Poland ..............coiiiiriinnnn " " 0.1 0.1 0.4

Czechoslovakia ..................... ) 0.1 M M 0.2

Hungary ...................c.oetn 8 5.4 6.4 4.8 59

Romania.............covviivennnnn. 0 1.5 " 1.0 0.1

Bulgaria ................. i ") M 0.1 0.1 0.1
Other OECD exports to— . '

Poland ....................... e 0.1 0.2 0.2 0.1. 0.7

Czechoslovakia ..................... 0 .0 (‘) 0 0.1

Hungary ............... PP 50 - 2.0 5. 4.7 4.0

Romania............ccoveeiiinennns 0.1 3.8 2.7 6.4 0

Bulgaria ..............ccc0iiiiinnnnn M 0 0 0 39
Total OECD exports to— ‘

Poland- .................cciiiinn 0.1 0.2 0.3 0.3 1.1

Czechoslovakia ..................... (' 0.1 . " " . 03

Hungary ..ot 12 7.4 1.5 9.5 9.9
CRomania......... ..t 0.1 5.4 2.7 6.9 0.1

Bulgaria .............c.civiiiiinnn " ") 0.1 0.1 13.3

1 Less that $50,000.

Source: U.S. Department of Commerce for U.S, oxpons Nlmexe data base for EC exports, and UN trade data base

for exports from other OECD countries.
Fertilizers

Prepared by Cynthia D. Trainor E

Export potential

The change from centrally planned economies to
privatization with removal of government supports has
caused a decline in both indigenous CEE fertilizer
production and consumption. It is unclear how the
fertilizer industry will be rationalized as a result of
privatization of both industry and agriculture.
However, there is high potential for continued exports
of Polish sulfur, moderate potential for significant
exports of nitrogenous fertilizers from Romania and
Poland, and some potential for nitrogenous fertilizer
exports from Hungary, Czechoslovakia, and Bulgaria.
There is little or no export potential for potassic or
phosphatic fertilizers from any country in the CEE
region.

The fertilizer industry of the CEE region is, on the
average, composed of well-established, mature,
moderately sized operations. Some facilities are older,
inefficient, and highly polluting; some facilities are
fairly modern and undergoing process and equipment
upgrades. Modernization of some fertilizer plants is
planned in certain countries within the CEE region.

New technology is actively being sought to replace

older, inefficient plant and equipment.

However, the CEE region possesses few domestic
sources of fertilizer raw materials. While Poland has
abundant sulfur and Romania has natural gas, beyond
this, CEE fertilizer production is based on imported
raw materials. Since foreign exchange is scarce, much
of the raw material/fertilizer trade is based on
countertrade and barter arrangements. - If CEE firms
are allowed to retain export eamings, as currently
proposed for several countries, the purchase of raw
materials may become less cumbersome and add
incentive to exporting.

Industry C haracteristics

The global fertilizer industry is structured to
include the major nutrients nitrogen (N), phosphorus
(P), and potassium (K), and also frequently includes
the secondary nutrient sulfur (S). Natural gas is the
primary raw material needed to produce ammonia and
other downstream nitrogenous fertilizers and accounts
for approximately 75 percent of the cost of ammonia
production. Phosphate rock is the primary raw material
needed to produce phosphatic fertilizers. Potassium
chloride (potash) is the basis of all potassic fertilizers.
Sulfur is primarily used to produce sulfuric acid, an
important intermediate in phosphatic fertilizer
production.

Total NPK fertilizer consumption in Central and
Eastern European declined slightly from 11.7 million
metric tons in 1989 to 11.6 million metric tons in
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1990.436  Total world fertilizer consumption was 144
million metric tons in 1990.437 Each country in the
CEE region has the capacity to produce nitrogenous
and phosphatic fertilizers, albeit based almost entirely
on imported raw materials.*3® Most of the CEE
nitrogenous fertilizer producers import natural gas raw
materials from the Soviet Union. Romania has
indigenous natural gas supplies yet must also import
significant quantities of gas from the Soviet Union.
CEE phosphatic fertilizer production is based on
phosphate rock imports primarily from Morocco, the
Soviet Union, and Jordan. All potassic fertilizer raw
material is imported into the region, primarily from
Germany and the Soviet Union. In addition, with about
30 percent of the world’s sulfur reserves,439 Poland is
the fifth largest producer of sulfur in the world after the
United States, Soviet Union, Canada, and China.440

There -are approximately 40 fertilizer producers
within the CEE region covered by this report. The
CEE fertilizer producers are moderately sized
operations, some aging from reconstruction after World
War II; some fairly modern facilities built in the
1970’s. Plant expansions are planned in
Czechoslovakia and Bulgaria for completion by the
mid 1990s and new processing equipment - and
technology are slated for certain plants in Romania.
Poland has two new nitrogen plants slated for start-up
in the mid-1990s and is in the midst of an industry
modemization program scheduled for completion by
the year 2000. However, actual expansion so far is
limited and without additional new plants and
equipment CEE fertilizer capacity will remain limited.
Given the nature of production processes and the fact
that one product is a raw material for other downstream
products, there is a fairly high degree of vertical and
horizontal integration among producers, with all
nutrients frequenty produced at one location. Staffing
levels and labor costs tend to be rather high in the CEE
fertilizer industry, yet output often does not achieve
plant rated potential for a variety of reasons. The
recent attempts at conversion to market economies
have made more state-of-the-art technology available
to a technically skilled workforce.

436 “Where Will the East European Dice Land?,” Fertilizer
International, No. 296 (April 1991), p. 25. .

437 Intemational Fenifizcr Industry Association (IFA)
estimates.

438 “East Europe Report: Chemical Industry,” Chemical &
Engineering News, v. 68, No. 20, May 14, 1990, pp. 15-39.

43 hid. p. 18.

440 David E. Morse, U.S. Bureau of Mines, 1989 Minerals
Yearbook: Sulfur, p. 15. .

Table 29

CEE Nitrogen Fertilizer Production (100 percent active)

Domestic CEE . consumption of fertilizers has
declined since 1989 due to removal of government
price supports.  CEE fertilizer production has
correspondingly declined, due partially to lack of
available foreign exchange to purchase relatively high
cost market price raw materials and needed spare parts
for processing equipment. Significant export markets
for CEE ferulizers, primarily nitrogenous, are China,
the EC, and the Middle East. CEE fertilizer products
are of comparable quality and priced to be competitive
on the world market.

Bulgaria.—Bulgaria has four main fentilizer
complexes.#! Nitrogenous fertilizers are produced at
all sites and phosphatic fertilizers at two sites.#42
Bulgaria is self-sufficient in nitrogenous fertilizers and
exports the surplus. However, Bulgaria has limited
capacity to produce phosphatic fertilizers and is
dependent on Morocco, Tunisia, and Jordan for imports
of needed phosphate rock raw materials. Bulgaria is
dependent on the USSR for single super gjlosphate, and
all potassic and micronutrient fertilizers.3 In general,
Bulgarian fertilizer consumption declined from 1985 to
1989 and exports rose correspondingly. Bulgarian
fertilizer exports are handled by Chimimport, the state
trading company. ¥4

Czechoslovakia—Czechoslovakia has  eight
fertilizer plants and produces mainly nitrogenous
fertilizers but also produces some phosphatic and
compound products. Czechoslovakia is also heavily
dependent on imported Soviet raw materials for its
fertilizer production; nonetheless, the country is
working to build up its domestic production in this
sector and is the only country in the CEE region where
fertilizer 5production did not decrease during
1989-90.445 The Lovosice fertilizer plant in northem
Bohemia expanded recently, however, much of the
expansion replaces older capacity so overall additional
capacity is minor.*¥ Czechoslovakia is seeking to
lessen its dependence on the USSR for natural gas

441 Chemical and Engineering News, May 14, 1990, p. 20.

442 Eertilizer Manufacturers World Directory, Tth ed., The
British Sulphur C ration, Lid., 1990, pp. 19.

443 Bulgaria: Crisis and transition to a Market Economy
(vol. IT) (World Bank: Country Department IV; Europe, Middle
East, and North Africa Region, Jan. 23, 1991), p. 75.

444 “Chimimport Regains Control in Bulgaria,” Fertilizer
Week, vol. 5 No. 1, May 27, 1991, p. 2. .

443 Chemical and Engineering News, p. 16.

446 “Czechoslovakia: Expansion at Lovosice,” Nitrogen, No.
189, (January-February 1991), p. 8.

(In thousands of metric tons)

1980 1985 1988
Czechoslovakia ................. ... ............. 618 526 596
Hungary ... e 649 684 556
Poland .............. e 1,290 1,254 1,622
Romania ........ccoiriiiiinnnnnnn. e 1,707 2,197 2,315
Bulgarna ..........iiiii e e 730 : 838 948

Source: Chemical and Engineering News, p. 22.
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supplies by transforming the state-owned Transgas into

a joint stock company, owned by the Czech and Slovak
republics. Part of the pipeline may be privatized and-

sold to foreign investors to raise capital to fund new
pipeline investments. By doing this, the Czechoslovak
. govemment hopes eventual!&',’,to set up links with

. pipelines in western Europe.

Although Czechoslovakia was a large consumer of
fertilizers under central planning, consumption of
fertilizers may decline as a result of privatization. This
decline may lead to overcapacity and an excess of

fertilizer products available for export. However, this
depends on raw materials availability and integration.

into international export market structures.*

Hungary—The Hungarian chemical industry is

the nation’s second largest industrial sector after
mechanical engineering.

major fertilizer complexes throughout the country.
Nitrogen fertilizers are produced at Varpalota,
Kazincbarcika, and Leninvaros; phosphate and NPK
mixtures at Peremarton, Szolnok, and Budapest.44?
The Hungarian fertilizer industry was reconstructed
after World War 11, added to and modernized in the late
1960s, and saw new state-of-the-art. capacity added
between 1971 and 1975. _

Hungarian fertilizer production declined last year,
as home-market demand continued to stagnate.
Hungarian nitrogenous fertilizer production totalled
approximately 1.2 million metric tons during 1990,
down 17 percent from approximately 1.4 million
metric tons during 1989. Hungarian phosphatic
fertilizer production also fell almost 34 percent from
approximately 213,000 metric tons during 1989 to
140,900 metric tons during 1990. Hungary also
imports all three fertilizer nutrients. ‘A long term
import agreement for urea with the Soviet Union
expired in 1990. The combination of nitrogenous

imports and domestic production became more than -

Hungarian agriculture could absorb, therefore, a
- substantial volume of nitrogenous fertilizers is
exported from Hungary each year. Phosphatic fertilizer
production capacity is below that required by
agriculture, therefore phosphates are regularly

447 “Czechoslovakia 1o Set Up Extre Crude Qil Sources,”
Emﬁan Chemical News, Feb. 25, 1991. o
USITC staff meeting with Ivan Angelis, Director, Foreign
Trade Research Institute, Thursday, July 11, 1991,
449 Chemical and Engineering News, p. 19-20.

Table 30 S

Fertilizers account for-
11 percent of overall industry output. . Hungary has six -

imported as well as domestically produced. Hungarian

tassic fertilizer requirements are met entirely throu
imports which decreased about 20 percent from 98,
m;&igstoms during 1989 to 79,500 metric tons during
1990. v '

Removal of price supports, with a consequent
increase in domestic prices, and introduction of hard
currency payments for raw materials and imported
finished fertilizers, are expected to cause a decline in
domestic Hungarian fertilizer consumption of about 20
percent for 1991. This lower consumption is expected
to affect mainly P and K nutrients as 1990 nitrogen
application rates were already close to the minimum
requirement. However, once the question of
agricultural land ownership is settled, Hungarian
fegngailiﬁ{ consumption should improve once again in
1992, .

The Hungarian fertilizer industry is controlled by
the Government, but with the removal of government
supports and movement toward a market economy,
outside private investment is now being sought
Despite the 1990 production declines, two of
Hungary’s producers, Nitrokemia and Pet, were
reported to be profitable during 1990. Pet was sold to a
consortium that includes private ownership (Techtrade)
and Nitrokemia management has prc;gosed a series of
joint ventures with western capital.4

Fertilizer exports, which are the most important
chemical product in Hungarian foreign trade, totalled
797,000 metric tons in 1988. The export structure is
favorable and the quality of products manufactured in
Hungary corresponds to the leading international
products. In 1988 the largest export markets for
Hungarian fertilizers were Germany, France, UK,
Yugoslavia, Austria, Finland, and China.

Poland.—Poland can be self-sufficient for nitrogen
and phosphorus fertilizer production. The production
capacity of its five nitrogen fertilizer plants is about
1,600 metric tons per year and the production capacity
of the nine Polish phosphatic fertilizer plants is about
1,000 metric tons per year. All potassium fertilizers are
imported into Poland partly from the USSR and partly
from the eastem part of Germany. Poland imports all

430 USITC staff meeting with Mr. Janos Sandor of ICF
Chem-Consult, and various officials of szwnemél;gyimuvd. :

Hungary, May 14, 1990, at the 59th IFA Annual Conference,
London, UK.
451 “Hungary: Consumption to Fall Further,” Fertilizer

International, No. 297 (May 1991), y 18.
452 Fertilizer International, p. 21.

Hungary: Production of N, P, and K fertilizers, 1989 and 1990
(In thousands of metric tons nutrient)

N

1989 1990

P K
1989 1990 1989 1990

Production ................. .1,401 1,158

213 141 98 80

! All potassic fertilizer data is based on imports.

Source: USITC staff meeting with Janos Sandor, ICF Chem-Consult, Budapest, Hungary, May 14, 1991, at the 59th

IFA Annual Conference, London, UK.
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phosphate rock and almost 90 percent of natural gas
raw materials for this fertilizer production. On the
other hand, Poland is the world’s largest producer of
native mined sulfur, and ranks fifth in rated production
capacity for sulfur in all forms behind the United
States, the USSR, Canada, and China.*53 Poland is the
main supplier of sulfur to the other CEE countries as
well as to the Western republics of the USSR and is a
major exporter of sulphur®®® to France, Germany, the
United Kingdom, Morocco, and Tunisia, Jordan, India,
and Brazil. %5

The Polish fertilizer industry is concentrated in the

Skopanic, Krakow-Katowice, Wroclaw, and Gdansk
areas*¥ with production facilities at Tamow,
Kedzierzyn, Pulawy, Police, and Wloclawek. All
Polish producers reported financial losses on their

fertilizer production last year.45’ The majority of the -

Polish fertilizer industry’s output consists of simple
single<component  nitrogenous and  phosphatic
fertilizers, with some ammonium phosphates, and NPK
mixuures. Recently, liquid multicomponent,
micronutrient-containing  fertilizers have  been
developed to be used for foliar application. Until 1989,
the actual production of nitrogenous and phosphatic
fertilizers roughly comesponded to the production
capacity of the fertilizer plants and nearly the whole
amount was consumed domestically by Polish
agriculture. In 1990, fertilizer production was far
below the industry’s potential, and in addition, almost
30 percent of nitrogenous fertilizer production and 45
percent of phosphatic fertilizer production were
exported, while potassic fertilizer imports were almost
cut in half 458 :

While export levels were high during 1990, the
picture can be somewhat misleading. At times during
1990 fertilizer production at Pulawy and Police was at
only about 20-30 percent of capacity because supplies
of natural gas were diverted for domestic heating use.

453 David E. Morse, “Sulfur: 1989,” Minerals Yearbook
(Bureau of Mines, October 1990), p. 15-16.

454 Marius Fotyma, “Outlook of the Fentilizer Siwation in
Poland,” paper given at 59th IFA Annual Conference, London,
UK, May 135, 1991, p. 6.

455 Final Sulphur and sulphuric acid statistics 1989 (Revised),
Intemational Ferulizer Industry Association (IFA), p. 4-5. .

436 Patricia L. Layman and Eard V. Anderson, “East Europe
R : Chemical Indusury,” Chemical and Engineering News,
vol. 68, No. 20, May 14, 1990, p. 16.

457 Fertilizer International, p. 26.

438 Fotyma, p. 6.

Table 31

%

'

The cold weather also caused disruption of port

_shipments of exports, prompting producers to declare

“force majeure” on fertilizer exports for a time during
February 1990.4%9 Doubts are beginning to surface
about the ability of Polish fertilizer producers to
maintain the high level of exports seen in 1990,
Experts tend to disagree on the level of Polish fertilizer
exports in the future. Some forecast that the
production and export levels will be maintained
through cost accounting procedures which would allow
some govenment underwriting of losses. Others
predict that high costs of production combined with the
end of state supports may mean the Poles will be
unable to sell cheaplz'é enough to compete in world
markets in the future.?61

Until 1988, the Polish Government set domestic
fertilizer prices at levels substantially below world
levels. In 1989/90, prices were increased and in 1990
reached market levels. As a result, prices nearly tripled

‘and sales declined. However, a so-called *“‘preferential

credit” given by the banks to farmers to purchase
fertilizers remains available. The credit is extended for
a period from planting to harvest at a set interest rate.
The increase in fertilizer prices brought about a
substantial worsening of the fertilizer/grain price
relationship and had an adverse effect on the returns
from fertilization. As a result, fertilizer consumption
declined, and this decline is expected to decrease crop
yields 462

. By the year 2000, Poland is expected to complete a
fertilizer industry modemization program at existing
plants and construction of two new urea units, one at
Pulawy (start up scheduled before 1995) and
Wiloclawek (scheduled to be completed after 1995).
This additional domestic capacity could allow Polish
nitrogenous fertilizer exports to expand. Overall,
Westemn Europe is Poland’s most important marketing
area for its finished nitrogenous and phosphatic
fertilizer exports with Germany the largest single
export market, 463

459 “Poland: Producers Declare “Force Majeure*,” Nitrogen,
No. 190, March-April 1991, p. 7.

460 “Poland: Exports to be Maintained,” Fertilizer
International, No. 296, Apr. 1991, p. 9.

461 “polish Exports Likely to lI:e Scaled Back,” Fertilizer
Week, vol. 4, No. 50, May 13, 1991, p. 1.

462 hid., p. S.

463 Malgorzaia Siedlecka, “The Polish Fentilizer Industry -
CIECH and its Role,” Fertilizer Focus, June 1990, p. 40-42.

Poland: Production, consumption, and exports of N, P, and K fertllizers, 1989 and 1990
(In thousands of metric tons nutrient)

N P K
1989 1990 1989 1990 1989 1990
Production ................. 1,576 1,232 946 473 949 461
Consumption . .............. 1,477 - 668 924 337 949 461
EXPOMS  ....ooovvvnnn, 99 564 22 136 - -

' All potassic fertilizer data is based on imports.

Source: USITC staff meeting with Janos Sandor, ICF Chem-Consult, Budapest, Hungary, May 14, 1991, at the 59th

IFA Annual Conference, London, UK.
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Romania.—Romania has ten fertilizer plants—6

nitrogenous, 3 phosphatic, and 1 potassic—and can be

self-sufficient in  finished fertilizer  product
production.*¢* Romania is the only country in the CEE

region that has indigenous suppliés of natural gas .
needed for nitrogenous fertilizer production. However -

the gas supply is limited and must be supplemented by

*additional gas supplies, primarily from the USSR. All

"Romanian phosphatic and potassic fertilizer production

is based on imported sulfur, phosphate.rock, and

muriate of potash. Romania imports basic fertilizer

raw materials such as sulfur from Poland, phosphate:
rock from Morocco, the USSR, and Jordan, and potash.

from the eastern part of Germany and the USSR. Due
to restricted capital availability, much of these imports
are obtained through barter agreements under which
Romania exports fertilizers in exchange for fertilizer
raw materials (for example, urea ammonium nitrate
solutions in return for natural gas, or diammonium
phosphate in return for sulfur).

The Romanian fertilizer industry is concentrated in
Borzest in the Northeast, Craiova and Ploiesti in the
South, and Midia-Navodari and Arad in the West.4%

The Arad plant has been idle for some time and will

not re-open in the near future due to the closed gas

supply line from Transylvania and high gas’
consumption per metric ton of urea produced.4? Of -

the remaining facilities, some are operating at reduced
capacity, some with equipment difficulties, and some
are operating at full capacity. Reportedly the industry
lacks sufficient raw materials and spare parts due to a
shortage of capital 468

Romania produces a full range of both simple and
complex nitrogenous, phosphatic, and potassic
fertilizers. Besides meeting its domestic needs,
Romania has been a major exporter (amounts
comparable to domestic consumption of about 700,000
metric tons nutrient) of nitrogenous fertilizers (such as
urea and ammonium nitrate) and also exports finished
phosphatic and compound fertilizers.*® Until 1989,
fertilizer exports were expanded to help service foreign
debt. After the 1989 revolution, fertilizer production
fell substantially, and Romania several times declared
force majeure on certain fertilizer exports in order o
meet domestic needs for fertilizers.

Much of Romanian fertilizer plant management
changed after the revolution. From 1989 onward, the
scarcity of raw materials, reduced domestic
consumption after privatization of agricultural output,
and production cutbacks have adversely affected
fertilizer industry employment. Experienced managers
chose to separate from direct employment within the
fertilizer industry because of labor problems. These
managers then maintain their higher salary level by in

464 USITC staff tel e conversation with Mr. Dimitru
Ionescu of ICEC, Aug. 7, 1991.
. 48 Ihid, :
4% Chemical and Engineering News, May 14, 1990, p. 16-17.
z Tonescu.

Ibid.
, 48 Fertilizer Manufacturers World Directory, Tth ed., The
British Sulphur Corporation, Lid., 1990, pp. 129-131. »

turn consulting to the industry. These situations have
resulted in higher costs for fentlizer production and
consequently higher prices charged to consumers.470

Until 1989, the Romanian fertilizer enterprises
were state owned and production and marketing were
centrally planned. Since 1989, a ‘number of the
fertilizer  production facilities . have - operatéd
semi-autonomously-—as privately: owned but- with
limited state supervision. Every company is a
share-holder company owned by the state with set.
wages. The state-owned trading agency Chimica, is
being reorganized into a limited company with shares
floated in Romania in due course and foreign .
competition _encoura§1ed. . The new company with be
called Romfertchim,371 o

Since April 1991, Romania has  negotiated:
numerous .. barter agréements.- with - companies in.
Gemmany, Thailand, the United. Kingdom, and the
United States to obtain raw materials and return
finished fertilizer products. With these co-operative .
agreements, fertilizer production has.increased monthly
and capacity use has increased, However, with the
onset of cold weather it is expected that scarce natural
gas raw. materials will be reallocated from fertilizer .
production to power generation for heat and hot water.
This situation is expected to ameliorate sometime in
the near future as Romanian power plants are first
changed 10 liquid fuel, then some will further change to
coal, while adhering to intemational pollution -
requirements. 472 . . . . .

Production of certain fibers, caustic soda, and dyes
has already been halted due to high pollution levels and.
lack of .adequate pollution-control. - equipment.

. Romania recently has begun to modernize fertilizer
‘technology but efforts have been slowed due to a lack
_of foreign exchange to purchase western technology

and equipment. However, the Romanian government
gives considerable latitude to plants to administér their
own money for improvements or upgrades in
technology. Several ammonia and urea plants have
been shut down for a few months to be retrofitted to
use Kellog process technology from Topsoe in -
Germany. Romania requires export invoices to be paid
directly to the producing plants in 50 .percent free
currency and ‘50 percent Romanian leis if the monies
are to be used for plant upgrades or new technology.473

Government policy and nature of
management structure

The fertilizer industry of CEE remains primarily
state-owned, and prices have only recently begun to
approximate world prices. Until recently, fertilizer -
trading companies within the CEE region were entirely
state-owned, but efforts are underway to achieve some
privatization and set up joint ventures with the West.

470 Jonescu. - . - :

47 “Romania: Chimicia to Restructure,” Fertilizer
Insernational No. 294, February 1991, p. 16.

472 Jonescu.

473 Ibid. ’
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Adjustment issues

Many inefficient and outdated plants, equipment
and technology are structural industry impediments
that are slowly being addressed. With the exceptions
of Polish sulfur and Romanian natural gas, lack of
mineable phosphate rock or potash deposits, and lack
of indigenous sources of natural gas within the CEE
region impedes the fertilizer industry through
dependency on imported raw materials. Lack of
foreign exchange or readily convertible currency
impedes purchase of raw materials, spare parts,
processing equipment, technology upgrades, or new
technology. Seasoned management, in many cases, has
opted to leave direct employment within the fertilizer
industry due to production and labor problems for
higher salaried positions as consultants to the industry.
Therefore, newer management teams now control a
significant portion of the industry. Transport is
inadequate in terms of methods and organization.
Great quantities of fertilizers are transported within
these countries, or from factories (o ports, in railway
cars which are not adapted for carrying fertilizer
products. This may result in product impurities and
lumps, and discharge techniques may damage the
railcars, 474

Foreign trade

" Prior to recent price increases, the domestic and
export prices charged by producers in many CEE
countries were below the world averages. In 1986, the
Ad Hoc Committee of Domestic Nitrogen Producers
filed petitions with the U.S. Department of Commerce
and U.S. Intemnational Trade Commission alleging that
urea from East Germany, Romania, and the Soviet
Union was being imported into the United States at less
than fair value (dumped) and that a U.S. industry was
materially injured or threatened with material injury by
reason of such imports. The Department of Commerce
determined that urea from East Germany, Romania,
and the USSR was being sold in the United States at
LTFV. In July 1987, the USITC determined that an
industry in the United States was materially injured by
reason of imports of urea from the former East
Gemany, Romania, and the USSR that were found bI
Commerce 1o be sold in the United States at LTFV.47
As a result, a cash deposit or bond in the estimated
weighted-average margin percentage of 90.71 percent
of the customs value is required for imports of urea
from Romania (44.80 percent for the former East
Germmany, and 66.28 percent for Soyuzpromexport,
53.23 percent for Phibro, and 64.93 percent for all
other U.S. imports of urea from the USSR).

5 USITC, Urea from the German Democratic Republic,

- ] . Romania, and the Union of Soviet Socialist Republics,
474 “Fenilizer Inspection in Eastem Europe,” Fertilizer Focus, (investigation Nos. 731-TA-338 through 340), Gsrrc publication
November 1990, p. 40. 1992, July 1987.
Table 32 -
Fertilizers: OECD exports to Eastern Europe, 1985-89 :
(Value in million dollars)
1985 1986 1987 1988 1989
U.S. exports to—
Poland ..... e e 18.5 13.1 125 12.0 19.2
Czechoslovakia ..................... 16.7 1.6 43 (") 33
Hungary ..................... e 1.8 1.2 6.3 1.6 53
Romania.................. e 75 . 5.1 6.0 1.0 3.0
Bulgaria ............coviiiiiin, 1.7 3.4 24 " M
EC exports to— . ,
Poland ........oovviieniininnnnnnn. " (" " " N
Czechoslovakia ..................... 3.6 1.2 5 28 "
Hungary ..............ooiiiiininn 5 5 8 (") (")
Romania.............covivvninnn.. ") 1.1 ") 1.0 5
Bulgaria ........................... ") " ) M "
Other OECD exports to— .
Poland ............. ... ... .., 6.9 2.1 38 71 10.8
Czechoslovakia ..................... 6.0 6.4 6.9 20.1 26.6
Hungary .......... .o, 4.1 3.5 45 38 3.8
Romania...........c.covevevennenn. 13.5 56 9.4 7.6 73
Bulgaria ..............cciiinnnnn.. 2.6 3.3 1.4 3.7 "
Total OECD exports to—
Poland ..............c.ciiiiiinn. 25.4 15.2 14.6 19.1 30.0
Czechoslovakia ..................... 23.3 19.2 1.7 22.9 30.3
Hungary ................oiint 6.4 5.2 11.6 5.7 94
Romania...........c.ccoovvinvinnnn, 21.4 11.8 15.8 9.6 10.8
Bulgaria .......... oottt 4.6 6.7 39 38 4]

! Less than $50,000.

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base

for exports from other OECD countries.
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Table 33

Fertilizers: OECD imports from Eastern Europe, 1985-89

2 Not available.

(Value in million dollars)
1985 1986 1987 1988 1989
U.S. imports from— . ’

" Poland ..... e "; i‘; s‘; 2‘; 1
Czechoslovakia .................. e : : : : 1
Hungary ..............coiviiininnns (') - (") . (") () '
ROMaNia......ovviviviiinennnennns 44,7 37.6 5 (2 11.4
Bulgaria ........ccoieiiiiiiiaia.. " 14 4.1 7. 12.2

‘EC imports from—
Poland ...........ciiiiiiiiiiii, 139.5 113.7 93.2 86.7 86.4
Czechoslovakia ................... . 5 ") 1.2 1.6 1.9
Hungary ........ ... oot 5 .6 1.6 2.0 3.8
Romania..................cco0uud . 1.7 25 W) ) g)
Bulgaria ........coiniiiiiiiieanna ® ® ® ® )
Other OECD imports from—
Poland ..........c.oiiiiiiniinnnn.s 259 23.2 26.0 13.7 236
Czechoslovakia ..................... 5.7 . 2.4 1.9 58 6.0
Hungary ........... ..o, 12.4 12.8 10.9 21.0 24.8
Romania........cooviiiinienninnnns 3.6 9.6 30.3 37.9 26.1
Bulgaria ...............cc0vunn. U M M ) 5 "
Total OECD imports from— C . ‘
Poland .......cccvvviiiiininnnnnnss 165.5 136.9 119.3 100.4 110.2
Czechoslovakia ......... [P 6.2 28 3.1 7.4 7.9
Hungary ...................ooiian. 12.9 13.4 12.5 23.0 28.6
Romania.............. e 50.0 ' 49,7 31.2 38.0 37.6
Bulgaria ............... .. .. ...l ) 14 4.1 8.1 12.3
! Less than $50,000.

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base

for imports from other OECD countries.

All fertilizers enter the United States duty free

(except for any applicable antidumping duty or other
special duty). However, most countries impose
moderate duties on their fertilizer imports, primarily to
protect domestic fertilizer industry output.

Fertilizer exports from the CEE region are mostly
nitrogenous fertilizers directed primarily to markets in
South America, North Africa, and the Middle East. In
addidon, a significant amount of Polish sulfur and
- nitrogenous fertilizers are exported to the EC. Market

share of Polish fertilizer exports to the EC declined -

irregularly from 84 percent in 1985 to 78 percent in
1989.

The International Fertilizer Industry Association
(IFA) estimates that world fertilizer consumption fell

by nearly 1 percent in 1990, to 144.3 million metric

tons nutrient, compared with 145.0 million metric tons
in the previous year. IFA attributed this decline mainly
to the fall in consumption in the Soviet Union, where
fertilizer usage is estimated to have fallen from 27.2
million metric tons nutrient in 1989 to 24.5 million
tons in 1990 - a decline of nearly 10 percent. For 1991,
IFA predicts a further fall of 3 percent, as world
fertilizer consumption is expected to decline to 139.7
million metric tons nutrient. In 1991, the CEE

countries are expected to reinforce the continued

decline in Soviet demand.476

IFA predicts that fertilizer consumption will
recover in due course in the CEE countries, but may
take some time in the Soviet Union. Because little
growth is expected in the developed countries of North
America and Western Europe, IFA forecasts limit the
rate of increase in world fertilizer consumption to
around 1 percent per year during the next five years.
Over the next ten years, assuming a recovery in CEE
fertilizer consumption, the average rate of growth rzl‘,ay
be slightly higher, at perhaps 1.3 percent per year.

Meat .
Prepared by David E. Ludwick

Export potential

Overall, it appears that the CEE countries have
moderate potential to increase exports of meat (beef,
veal, pork, lamb, mutton, and goat meat) during the
next 5 years. A significant increase in meat exports is
unlikely in the short term because of a general lack of
infrastructure and investment funds. However, in the
longer term (10 years or so), given certain capital
improvements, the export potential could be high,
especially in regard to Poland and to a lesser extent
Hungary and Czechoslovakia.

476 “East European Dice,” p. 25.
77 Ibid.
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In general, the capital investment needed to expand
production and exports is believed to be relatively
small for this sector (especially livestock production)
compared with sectors such as heavy industry. CEE
countries could expand meat production by allocating
more land to the production of livestock and/or grain
used to feed livestock. In addition, livestock
production efficiencies could be improved by
increasing the protein content of animal feed. 478 Also,

the CEE countries might purchase raw materials (live .

animals or fresh meat for processing) from the EC or
possibly other suppliers to expand production of
processed meat. ‘

The CEE countries have a long history of livestock
and meat production and meat exports indicating that
they have an experienced labor and management force.
Some CEE products (e.g., Polish hams) have a
reputation for high quality and have developed
consumer J)rcferences and brand loyalties in certain
markets.4” Among CEE member countries, at least
Poland appears to have the capacity to expand
production of processed meat with existing facilities.
Capacity utilization at Polish meat plants approved by
the U.S. Department of Agriculture for processing of
meat shipped to the United States, was 70 percent in
1988 and 65 percent in 1989.480 Also, 10 large Polish
Government-owned slaughter houses are authorized to
export meat to the EC and as of mid-1991 were
reportedly operating at 60 to 80 percent of capacity.48!

There are a number of factors that apparently will
work to restrict CEE exports of meat. CEE exports
must compete with domestic production in most
markets and with exports from many other very

47 In the CEE countries livestock feeds consist primarily of
grain and sometimes potatocs. These feeds typically contain
about 12-percent protein or less, by weight, whereas an ideal
animal feed ration contains about 16-percent protein. The protein
content of animal feeds can be increased by the addition of
supplements, such as soybean meal, which is about M-percem
protein. In a large part of the CEE countries, the growing season
1s too short for the raising of many of the major crops, such as
$0' , from which protein concentrates are made. Also, the
CEE countries have lacked sufficient hard currencies to purchase

ein concentrates on the world market.

47 Statement in ition 10 GSP treatment for cerain pork
submitted to the US' the National Pork Producers Coundil,
(NPPC) Oct. 17, 1990, p. 2 “It is beyond dispute that Polish
canned ham is at least equal to U.S. canned ham. Polish canned
ham, like Polish sausage, has name recognition that connotes
quality. Animex rightfully boasts that Polish canned hams are "a
high quality product manufactured with the application of
tnaditional methods dating several decades ... distinguished by
their special taste and flavor.”

A petition for GSP treatment for cenain pork was filed by
Animex Expornt-Import Limited, Poland ("Animex*) on May 31, -
1990. On Am 1991, the USTR announced that hams and
cuts thereof, and cooked and packed in aintight containers
(HTS subheading 1602.41.20), shoulders, and cuts thereof, boned
and cooked and packed in airtight containers (HTS subheading
1602.42.20) (carned hams and shoulders) and other pork, boned
and cooked and packed in airtight containers (HTS subheading
1602.49.20) were 10 become cligible for GSP treatment May 1,
1991. The Polish petitioner estimated that exports of the subject
pork to the United States would increase 10 percent if GSP -
treatment were granted. .

481 Interview by ITC staff with M. Malgorzata Ellen,
Ministry of Agriculture and Food Economy, Department of Food
Processing at Warsaw, Poland, on July 5, 1991.
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~ competitive (e.g., EC, United States, Australia, etc.)

suppliers. - Sanitary regulations in importing countries
and perceived environmental problems in CEE
countries may also have a negative effect on exports.
Relatively high per capita meat consumption in most
CEE countries and a possible future increase in
demand for higher quality meats and meat products
could also adversely affect the quantity of meat
available for export. In addition, many important
markets have import restrictions on meat. For
example, the EC’s Common Agricultural Policy
(CAP), which among other things provides for a
minimum import price and variable import levies on

- agriculwral products generally, has the effect of

minimizing meat imports. Also, to the extent that the
CAP contributes to EC meat exports it may limit CEE
exports.®2  Trade and industry sources report that
although modem meat processing facilities exist in the
CEE countries, many facilities and much equipment is
outmoded.

Industry characteristics

The CEE countries have a long tradition of being
meat exporters. At least since the end of World War II,

- many of the CEE countries have shipped significant

quantities of meat to the USSR. Poland has exported
canned hams to the United States since the 1920s
although there have been interruptions in such
exports.*33 In recent years CEE exports of meat to the

‘United States have amounted to about $150 million

annually. Trade and industry sources report that the
CEE has well established distribution networks and
trade contacts in many markets, including the United
States. While the CEE countries have traditionally
been significant meat producers (table 34) and meat
exporters, the share of production-exported in 1990
ranged from 2 percent for Bulgaria to 16 percent for
Hungary, implying that physical supplies are not an
immediate constraint to exports (table 35).

In general, foreign investment in the CEE
meat-processing sector appears to be small. A U.S.
company, Epstein Engineering Export (US) is involved
in a joint venture in meat processing with Animex
Export-Import in Poland.” The joint venture includes a
loan of $16.4 million, of which $14.6 million was
guaranteed by the Export-Import Bank on July 1, 1991.

Meat - exports for further processing from CEE
countries may benefit where brand identification is
thought to be less important than price. According to
the Animex petition for GSP treatment, Romanian and
Hungarian hams typically undersell U.S., Danish
Polish, and Yugoslavian hams in the United States.*%4
Some CEE meat products are used by restaurants and

432 For an explanation of the implications of the CAP for
trade in pork and live swine see The Competitive Position of U.S.
and European Community Pork in the United States and Third
Count arkets, USITC fublicalion 1794, December 1985.

433 Polish expors of “family size” (2, 3, 5, or 7 pounds)
hams and shoulders to the United States accounted for 21.7
percent of the total ham and shoulder exports to the United States
during 1989 and 17.4 percent during the first half of 1990 as
reported in the Animex petition to USTR.

484 Animex petition, p. 10.



Table 34

Meat:!' Production in Poland, Czochoslovakla Hungary, Romanla Bulgarla the EC, the United States, and tho

USSR, 1986-90
(1,000 metric tons, carcass- weight equivalent)
1986 1987 1988 1989 19907

Poland ............. et . 2,633 2,603 © 2,653 2,621 - 2,641
Czechoslovakia ....................... 1,326 1,311 - 1,399 1,458 1,370
Hungary ......................onaen 1,079 1,183 1,083 1,191 - 1,036
Romania ............cooiiiininnnnnn, 1,102 1,203 1,130 882 902
Bulgaria .............coiiiiiiiiin, ~ 710 646 624 638 636
TotalCEE . ...t 6,850 - 6,946 6889 6,790 ° 6,585
BC i e 20,472 21,180 21,283 20,984 : 21,788
UnitedStates .................. e 17,824 17,546 17,546 - 18,146 - 17,595
USSR ..ottt i 14,799 15,517 15,893 16,500 16,500

! Beef, veal, pork, lamb, mutton, and goat meat. ’ '

2 Preliminary.

Source: USDA, FAS “World Livestock Sltuatlon (FL&P 2-91), Apnl 1991

Table 35
Meat:' CEE and U.S. trade balance, imports as a share of apparent eonsumptlon and exports as a share of
production, 19902
] Im rts as Exports’as
Trade balance a s%re a s‘l’wgre
(carcass wt. of apparent of apparent
Country " equivalent) consumption . consumption
. (1,000 metric tons) (Percent)
Bulgaria ................... 1 ® 2
Czechoslovakia............. 68 .2 7
Hungary ................... 153 “ 16
Poland .................... 80 “ . 4
Romania ........ e (225 22 . 3
UnitedStates ............... (1,460 8 3
! Beef, veal, pork, lamb, mutton, and goat meat.
2 preliminary.
3 Negligible or nil.

4 Less than 0.5 percent.

Source: USDA, FAS “World leestock Situation” (FL&P 2-91), April 1991,

delis as parts of meals or to make sandwiches and somé
large volume (16-21 pound) canned hams are sliced
and repackaged in retail size (4, 6, or 8 ounce)

containers. Consequently, the retail consumer of meat .

that has been further processed is probably unaware of
the country of origin of the product consumed.

Another important consideration regarding CEE
export potential relates to raw material supply. It is
possible CEE countries may have access to ample raw
materials (live animals and fresh, chilled, or frozen
meat) for processing, as well as grain for animal feed,
in part because of the CAP. The CAP appears to
contribute to a chronic over production of agricultural
products in the EC, including meat. Indeed, in 1990
Poland imported 110,000 swine (mostly from
Germany) and 17,400 tons of pork (mostly frozen
carcasses) from Germany.*85 In addition to access 1o
imports, the CEE countrics are important producers

485 USDA, FAS, Livestock Semi-Anaual Report (PL1003),
Feb. 1, 1991, pp. 7 and 9.

of grain for animal feed; Poland also grows significant
quantities of potatoes, a basic feed for swine in that
country.

Perhaps the best potential for CEE countries is to
increase exports of pork. Most of the beef produced in
the CEE is better suitéed for manufacturing into food
products than it is for table beef. Manufacturing

- quality beef is produced in, and exported from, many

other parts of the world, including the EC. The world
export market for veal, lamb, mutton, and goat meat is
rather limited.

Some concern has been expressed about
environmental problems in the CEE countries as a
result of inadequate controls over the last 40 years.486
The concern is with pesticide, insecticide, .and heavy
metals residues that could work its way into the meat
through animal feeds or through meat processing.

) 436 USDA FAS Livestock Annual (CZ0009), June 13, 1990,
p.2.
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Some problems have been detected in Czechoslovakia.
Reportedly, nitrates are the major problem, but other
contaminates such as cadmium, PCB, lead, and
mercury are also finding their way into the food chain.
There is some concern that, with widespread publicity
about environmental problems, consumers will avoid
agricultural products from the CEE countries.

Poland *87—The livestock sector is extremely
important to Polish agriculture; it provides about half
of the value of agricultural production and exports,
uses 70 percent of all domestically produced grains,
and is the main source of cash income for 1.2 million
small-volume farmers. Poland has been the leading
meat producer among CEE countries with production
averaging about 2.6 million metric tons annually
during 1986-90 (table 34). Poland was the third
leading CEE exporter during 1985-89 and became the
second leading in 1990, following Romania’s export
restraints. Polish exports fluctuated, increasing from
80,000 tons (metric) in 1985 to 131,000 tons in 1986
before declining to 102,000 tons in 1990 (table 36).
Exports were equal to 4 percent of consumption . in
1990 and imports were equivalent to less than
0.5 percent of consumption (table 35).

The Polish livestock sector consists of state farms
and cooperatives, about 1.2 million small faims (less
than 5 hectares with 1 or 2 milk cows and 1 or 2 sows)
and about 800,000 medium-sized private farms (5 to 10
hectares with 5§ to 20 milk cows or S to 10 sows).
Many livestock producers on private farms are
part-time operators. The small and medium-size farms
account for most of the country’s livestock production.
As of December 31, 1989, over 70 percent of the swine
in Poland were owned by private farmers?88 and an
estimated 60 percent of the Polish

487 Adapted from An Agricultural Strategy for Poland, r?on
of the Polish European Community World Bank Task Force, July
1990, annex 20, ex as noted.

488 USDA FAS Livestock 1990 Annual for Poland (PLOO3S),
Aug. 1,1990 p. 13.

sheep are raised on private farms. About 80 percent of
the beef produced in Poland is derived from dairy cows
that are slaughtered when they are too old to be
efficient in the production of milk.

The animals on the small farms are almost
exclusively raised on feeds grown on the farms (grains,
forages, and potatoes) and receive little or no protein
supplement. In part, as a consequence of the feed they
receive, animals, especially swine, and the meat
derived from them, are not as lean as demanded by the
world market Excess fat must be removed by
trimming, reducing efficiency. The Polish grading

_ system apparently contributes to the problem by not

penalizing overfinished animals.

Poland’s small farms have some inherent
disadvantages. Because the farms are such
small-volume producers and income generators they
cannot support or justify investment in modem
production facilities. Also, because farmers are so
dependent on income from livestock, they are
conservative and reluctant to adopt new practices.
Consolidation of the small farms appears unlikely as
long as the unemployment rate is high; many operators
are part- time farmers, and see their farms as potential
employers of last resort and potentially their sole
source of support. The medium-size farms generally
have skilled management, high-quality animals, and
rather good machinery and equipment The
conservative Polish system implies that there will be an
assured supply of animals for slaughter in the
foreseeable future. However, those farmers that
maintain dairy cows have suffered from declining milk
prices (associated with a drop in consumer income) and
a reduction in a Government incentive for consumers
of dairy products. Declining profits could result in
farmers selling their dairy cattle for slaughter, causing
a temporary surplus of beef. The state farms and
cooperatives generally have high outputs per animal,
but such outputs often reflect high levels of input and
are not necessarily economically efficient.

Table 36
Meat:' Exports from Poland, Hungary, Czechosiovakia, Romania, Bulgaria, CEE total, and the United States,
1985-90 )
(1,000 metric tons, carcass weight equivalent)
Czecho- CEE United
Poland Hungary slovakia Romania Bulgaria total States
1985 ........... 80 222 98 265 34 699 210
1986........... 122 175 88 280 43 708 279
1987 ........... 120 170 73 310 17 698 327
1988 ........... 131 172 78 305 18 704 402
1989 ........... 121 184 93 330 13 741 583
19907 .......... 102 170 93 25 11 401 565
1 Beel, veal, pork, lamb, mutton, and goat meat.
2 preliminary.

Source: USDA, FAS “"World Livestock Situation™ (FL&P 2-91), April 1991 for 1986-89 and USDA, FAS “World

Livestock Situation™ (FL&P 2-80), March 1990 for 1985.



In 1989, the Government withdrew payments made
to farmers for the purchases of feed concentrates.
Consequently, purchases at medium-size private farms
declined and the farmers resorted to preparation of
homemade concentrates. Large-sized farms did not
have the option of reducing purchases and small-size

farms have traditionally not used concentrates. The

situation was more serious for state farms that are
*dependem on purchased feed.

., There appears to have been lmle change in-
" ‘export-oriented meat plants in Poland in recent years;

almost all plants that are currently exporting have been
exporters for many years and few new plants have
entered into exporting. In recent years wage rates (at
least nominal rates) have risen sharply- for packi §
house workers, quadrupling from 1988 to 1989.48
Wages for Polish workers are lower than those in
Hungary and Czechoslovakia, but higher than those in
Romania and Bulgaria.*® Total employment in the
meat-packing sector averages about 90,000. In general,
the Polish meat-packing sector appears to benefit from
having a skilled, competitively priced work force.
However, Poland’s export-oriented meat-processing
plants have been criticized for being too specialized,
inflexible, and outdated, using equipment that is at
least 15 years old.

Hungary.*9' —Among CEE countries, Hungary is
the third-leading meat producer, after Poland and
Czechoslovakia. During 1986-90 meat production
fluctuated from 1.1 million metric tons to 1.2 million
metric tons (table 34). During 1985-90 Hungarian

exports declined irregularly from 222,000 metric tons -

in 1985 to 170,000 metric tons in 1990 (table 36).
Hungary was the second- leading exporter during
1985-89 and became the leader in 1990, following
Romania’s food export .restrictions. Exports were

equivalent to 16 percent of consumption in 1990 and -

imports accounted for less than 0.5 percenl of
consumption (table 35).

The Hungarian livestock-meat sector s
characterized by a mix of large-volume state livestock
farms and cooperatives and meat-processing facilities,
small-volume private farms and meat-processing
facilities, and home-use livestock production and

processing. However, the trend appears to be away -

from the state and cooperative facilities and toward
private, market-oriented production, and reduced

Government involvement. It was recently reported that -

S3percent of Hungarian swine was raised by
large-scale state farms and cooperatives and 47 percent
by small-volume subsistence and part-time farmers.492

Czechoslovakia.493—Livestock and  meat

~ “production have traditionally been an important part of -

48 Animex petition.
4% Interview by ITC staff with Wlodzimierz Drozdz, Deputy
Mmaﬁ ing Director, Animex, at Warsaw, Poland, on July 8, 1991.
Ada from USDA FAS Livestock Annual (HU(X)24)
July 16, 1
02’ USDA FAS Livestock, Annual (HU1028), July 31, 1991,

p- 1.
493 Adapted from CZ000S.

Czechoslovakian agriculture. In 1989, for example,
livestock production accounted for about 58 percent of
total gross agricultural production. Czechoslovakia has
been ‘the second-leading meat producer among CEE
countries with production rising irregularly from 1.3
million metric tons in 1985 t0 1.4 million in 1990
(table 34). During 1985-90 Czechoslovakian exports
ranged from 98,000 metric tons (1985) to 73,000
metric tons (1987); in 1989 and 1990 exports were
93,000 metric tons (table 36).

The Czechoslovakian livestock-meat sector has
been domestically oriented. During 1985-89
Czechoslovakia’s meat exports exceeded only
Bulgaria’s among the CEE countries included in this
study. Meat exports were equivalent to 7 percent of
consumption in 1990 and imports accounted for
2 percent (table 35). The Czechoslovak Government
has had a goal of self-sufficiency in all areas, including
meat production. The policy is to export only after the
domestic market is satisfied. However, that policy is
currently being revised.

The quantity and quality of feed supplies in
Czechoslovakia are barely adequate to maintain the
Czechoslovakian livestock population. Domestic feeds
are protein-deficient and could be improved through
the importation of protein supplements. . The
Czechoslovakian livestock-meat sector also reportedly
suffers from inadequate cattle inventories, high
production costs, poor labor productivity, and other
problems. Foreign trade is hampered by a lack of
foreign exchange, the allocation of convertible
currency, the policy of self sufficiency, and the
monopolistic structure of the foreign trade
organizations. However, Czechoslovakian trade
officials contend that there is a large market potential
for Bohemian (Czechoslovakian) hams in the United
States. Until recent years the Government has had a
near monopoly in the livestock-meat sector; however,
as described the next section of this report, there has
been some recent movement to privatization.

" One industry source®® indicated that
“Czechoslovakia’s export markets will be affected by
the country’s competitiveness in the evolving
free-market environment. The elimination of
agriculwral controls, the uncertainty of exchange rates
and domestic demand will all affect Czechoslovakia’s
meat exports. Its modest exports of canned hams to the
United States are likely to continue, Barter
arrangements are likely to develop with the U.S.S.R.
with meat products exchanged for energy supplies.*%5
Export of beef and pork to Westemn Europe is likely to
continue.” Another source indicated that EC quotas
restrict Czechoslovakia’s exports of beef to 800 tons
but that Czechoslovakia could ship three times that
amount.4%

4%4 Communication from the New York Commodities
Corporauon received July 18, 1991.

495 At an interview by ITC ‘staff with Czechoslovakian
Govemnment officials, Prague, Czechoslovakia, July 12, 1991, it
was reported that a new agreement with the USSR will baner
Czechoslovak meat and butter for Soviet oil.

496 Interview by ITC staff with Czechoslovakian Government
officials, Prague, Czechoslovakia, July 12, 1991.
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Romania.*9’—During 1985-89 Romania was the

leading meat exporter among CEE countries with’

exports increasing from 265,000 metric tons in 1985 to
330,000 tons in 1989; however, exports fell to 25,000
metric tons in 1990 (table 36) following restrictions on
food exports. Meat exports were equivalent o
3percent of consumption in 1990 and impons
accounted for 22 percent (table 35). Meat production
in Romania fluctuated, increasing from 1.1 million
metric tons in 1985 to 1,203 million tons in 1987
before declining to 902,000 tons in 1990 (table 34).

In Romania as in Hungary, the livestock sector is
characterized by a mix of large-volume state livestock
farms and cooperatives and small-volume private farms
with the trend appearing to be away from the state and
cooperative facilities and toward private, - market
oriented production, and reduced Govermnment
involvement. In 1989 about 17 percent of the cattle
were owned by the state, 48 percent were owned by
cooperatives, and 34 percent were privately owned. In
the same year, about 50 percent of swine was owned by
the state, 18 percent by the cooperatives, and
32 percent by private individuals. Sheep have
traditionally been one of the more independent sectors
in Romanian agriculture, with at least 50 percent of the
total privately owned. However, in Romania the
marketing of meat is the responsibility of Government
agencies, and there is no indication that there are
private meat-packing or -processing plants. Also, the
Romanian feed industry remains under Government
control,

Romanian livestock production has been hampered
by insufficient and low quality feed, including much
feed that is moldy because of inadequate drying and
storage facilities. Moldy feed has reduced nutritional
value and is thought to be associated with some animal
diseases. Also, forage lands in Romania have suffered
from neglect and overgrazing. In recent years, some
forage lands were converted to lands used for grain and
fiber production, some went unseeded, and others
received litle or no fertilizer. The recent liberalized
international trade policy should allow imports of
higher quality animal feed that could contribute 10
improved animal agriculture in Romania.

Bulgaria.—Among the CEE countries Bulgaria
was the smallest volume meat producer and exporter.
Meat production in Bulgaria declined irregularly from
710,000 metric tons in 1986 to 636,000 tons in 1990
(table 34). During the period, Bulgarian exports
declined irregularly from 34,000 metric tons in 1985 to
11,000 metric tons in 1990 (table 36). The Bulgarian
livestock-meat sector is domestically oriented. Meat
exports were equivalent to 2 percent of consumption in
1990 and imports accounted for less than 0.5 percent
(table 35).

497 Adapted from USDA FAS Livestock Anaual — Romania
(ROO0021) Aug. 15, 1990.
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Government policy and nature of
management structure

Poland.**—With the introduction of reforms in
recent years, Government direct control of agriculture
has been decreasing. The Government monopoly on
meat trade was abolished on August 1, 1989. However,
marketing and processing continue to be dominated by
Government industries that are better equipped to carry
out procurement, processing, and retail sales. Price

" controls were partially lifted on August 1, 1989, and in

October 1989 Govemment incentives for agricultural
products were partially withdrawn. Until January 1,
1990, livestock marketing and slaughtering was a
monopoly of a state trading company, Animex. That
company has reportedly become a limited liability
stock company and will be 100-percent privatized by
September-October 1991, The State owns 35 percent
of the stock and suppliers (meat producers) own the
rest. Trade was estimated to be valued at $600 million
in 1990; estimates for 1991 are $500 million. The firm
is diversifying into areas other than trade and has
bought 60 percent of a plant making sausage and
bacon.49® In February 1991 it was reported that state
companies accounted for 75 percent of cattle
procurement but that in 1990 state procurement was
9-percent lower than in 1989, reflecting a growth in
private sales.5% About 40 percent of the sheep sold in
Poland is procured by the state. In 1990, 75 percent of
beef trade was accounted for by state-owned meat
stores.  State procurement of swine dropped by
23 percent in 1990 in comparison with 1989. It is
estimated that about 50 to 60 percent of swine is
procured by state agencies and the rest purchased by
private firms. State firms account for about 60 percent
of Poland’s exports of pork products. With declining
Government involvement, swine production has
become relatively more profitable than cattle
raising.

Meat processing is carried out in 72 state-owned
meat plants. These plants account for 90 percent of
livestock slaughter, 60 percent of sausage production,
and 90 percent of meat for export (100 percent of
canned hams).592 The remainder is carried out in small
scale cooperatives and private plants. State meat plants
are reported to be generally equipped with old
machinery and in need of modernization. Most private -
and cooperative meat plants started to operate in 1990
after liberalization of the meat trade.

The withdrawal of Government payments for feed
concentrates in 1989 caused a sharp increase in feed
prices. Consequently, demand declined and farmers
started to prepare homemade concentrates. There is a

498 Adapted from PLO03S, except as noted.

4% Interview by ITC staff with Wlodzimierz Drozdz, Deputy
Managing Director, Animex-Expont Import Lid., Warsaw, Poland,
on Ju"lz 8, 1991.

PL1003, p. 3.

01 Agricultural Strategy for Poland, p. 296.

502 These statistics apparently include Animex, which as
noted earlier, is now parually state owned.



shortage of high-protein concentrates that farmers mix
with their grains. .

In early 1990, about 100 new private firms were

established to export- live animals and meat from
Poland. The Government’s policy is to entirely
demonopolize the internal meat trade by creating small
local slaughterhouses and &rooessing plants which
could supply local markets.’

" Hungary.5%—_Hungary appears lo be ‘moving
toward a more market-oriented, privately owned and
operated agricultural sector. Since January 1991,
agricultural producer prices have been set by market

forces. Also, the consumer price system has been fully

liberalized. The liberalized consumer price system
apparently resulted in sharp increases in food prices: 32
percent for meat and 42 percent for dairy products.in
1990, and a decline in the quantities of meat and dairy
products purchased. By 1991, direct Government
production incentives were reported to have been
practically terminated. However, the Government
continues to provide investment and export incentives.

Notwithstanding the movement toward a market
economy, in January 1991, the Government of Hungary
established an agricultural policy agency called the
Coordinating Committee for Agricultural Market
Regulations (CCAMR). The CCAMR handles all
Government trade, fiscal, and production measures
including export incentives and domestic market
interventions. Although the activities of CCAMR are
said to be limited by a tight budget, during the first half
of 1991, the CCAMR was reported to have provided
increased export incentives for dairy products, frozen
chicken, and pork. The movement to a privately

owned and operated food-processing sector has been

gradual. About 74 percent of the food processing is
accounted for by large-scale state companies and
another 25 percent is from agricultural and consumer
cooperatives and farms; only 1 percent is accounted for
by private firms. Only a few food-processing firms
have even begun to privatize and the privatization of
milk, wine, meat processing, and the canning industries
is proving to be difficult. - o

It was recently reported that the Government of
Hungary is providing tax incentives for livestock
production. Part (40 percent) of the amount invested in
livestock production, and 50 percent of the interest on

-loans for such investments, can be deducted from
income taxes. Also, 50-percent cost sharing is being
provided by the Government for facilities for cleaning
waste water and for building access roads related to
livestock production.5%5 It was also reported that
~.Government export incentives, after being reduced in
-.the summer of 1990, were increased in 1991 for
- exports to markets where convertible currencies are
-,eamed. Effective January 18, 1991, deboned pork cuts

53 Adspted from USDA FAS Agricultural Situation Annual

(PL1010), Mar. 3, 1991.

304 A from USDA FAS Agricultural Situation, Annual
(HU1025) July 185, 1991, except as noted.

505 HU71028, pp. 4-5.

receive an incentive equal to 25 percent of the value of
the exports; an additional 10-percent incentive is
available for pork derived from swine weighing more
than 150 kilograms if the pork is exported by
October 31, 1991. Bone-in pork and other pork
products receive incentives of 20 percent, and are
eligible for the aforementioned 10-percent bonus.
Notwithstanding the increase in incentives in January
1991, Hungary continued to. have large quantities of
pork in storage. Since January 1, 1991, Hungarian
exports of pork to the EC have been subject to a price
guarantee ' agreement whereby the exports are not
permitted to go below an EC reference price. In return,
the EC does not subject its pork imports from Hungary
to quantitative limitations. The agreement has had the
effect of opening the EC market to new Hungarian
export companies. For lamb, mutton, and goat
meat, Government export incentives, effective
January 18, 1991, are equal to 25 percent of the value
of the exports for non-EC markets and 20 percent for
EC markets.507

Czechoslovakia.S%®__Czechoslovakia’s. pattern of
land ownership is currently in transition. In
Czechoslovakia, cooperatives control about 80 percent
of the country’s farm land and the Government controls
the remainder. Under the previous government almost

‘no private farming had been tolerated. However, the

new parliament recently passed legislation returning all
farm land confiscated by the former government.
Officials estimate that about 3.5 million original
landowners or their heirs living in Czechoslovakia are
eligible. However, it is anticipated that few of those
eligible will opt for private farming and most who
claim land will rent it to the cooperative farming it
now. Another law is expected in 1991 governing the

distribution of - land taken from churches. It is
- anticipated that the majority of the land will be

distributed to cooperative members. The reported aim

~of the law is to transform the cooperatives into-

voluntary associations of landowners.5% .

The trend toward privatization of farm land
ownership is consistent with a recently reported trend
toward a private, market-oriented livestock-meat sector
in Czechoslovakia. For example, in 1989, 1.4 million
animals (15 percent) of swine slaughter was accounted
for by the private sector, up from 1.3 million
(14 percent) in 1988. A growing proportion of the
livestock is expected to be raised on private farms and -
there has reportedly been an increase in raising of
swine by small-volume private farmers on a contract
basis for the socialized sector.

_The primary goal of agriculture in Czechoslovakia
has changed from self-sufficiency to the transformation
into an efficient market-oriented economy.510 Virtually
every law, regulation, system, and institution has been
or is in some form of change. These changes

306 Thid., pp. S5-8.

307 Ihid., p 12. )

508 Adapted from USDA FAS Agricultural Situation, Annua
(CZ1011), July 19, 1991, ex as noted. :

509 The New York Times, June 4, 1991.

510 Adapted from CZ0009, except as noted.
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in land ownership, capitol investment, food processing,
wholesaling and retailing, pricc and Govemment
incentive payments policy, and the structure of
agriculural organizations will drastically alter
agriculture.

There are five major laws which will have an
impact on agriculture and the food industry. Under the
Small Privatization Law, small Government-owned
businesses such as restaurants and grocery stores are
being sold at auction. The Large Privatization Law has
established a framework for the privatization of large
enterprises. The policy of privatization of state farms
and cooperatives is still being developed under the
Land Law and the Law of Transformation of
Cooperatives. It is anticipated that new cooperatives
may not only be involved in production but also may
enter into food processing and marketing.
Government-controlled agricultural land is being
restored to owners or sold under the Restitution Act

The demonopolization of the Government’s
food-processing, wholesaling, and retailing industries
is in the beginning stages. According to industry
sources, the decisions to export are made by the
managements of the individual meat plants, which are
now financially independent and must be self
supporting.3!! "The entire sector is scheduled to be
completely privatized. In 1991 the large horizontally
integrated food-processing sector is to be split into
smaller units and is to be privatized under the Large
Privatization Law. Reportedly there is growing interest
on the part of western firms in possible joint ventures.
Foreign trade, which had been a Govemment
monopoly, is changing rapidly. While the Government
trading agency and its subsidiaries maintain a dominate
position in trade in the agricultural sector, some groups,
including those in the meat industry, are starting to
handle their own foreign trade.

The transition to a market economy appears to be
difficult for the livestock-raising sector. Retail price
increases of meat have reduced the quantity demanded
at the same time as Government incentive payments to
producers have been eliminated. While some aspects
of the old system have changed, farmers are caught
between two near monopoliecs—the Government-
operated food processors and the Government-
operated suppliers of agricultural inputs.

Czechoslovakia has expressed a desire to become a
part of the EC but that appears to be unlikely in the
immediate future. The Government has also requested
the EC abolish certain quantitative restrictions on
agricultural products, but the request has not been
granted. The EC has, however, granted GSP treatment
for pork and poultry.

Notwithstanding the trend toward privatization, the
Government recently announced the establishment of a
Federal Market Regulation Fund to help farmers sell
their commodities. The Government has allocated 3.4
billion Czechoslovak koruna (equal to about $635
million) to the fund. Among other things the fund will

511 Communication from the New York Commeodities Corp.
received July 18, 1991,
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provide export_incentives for meat, live animals and
dairy products.512

Romania.>1>—Agriculture policy in Romania is
still evolving following the change of Government in
December 1989. However, it appears that initially the
Government had two major policy goals. The first goal
was to assure an adequate supply of affordable food,
including meat, for the domestic market, even if it
required imports, a prohibition on exports, and
Government- controlled prices to the consumer. Meat
consumption in Romania had been restricted for many
years as the previous government promoted exports of
meat. The second major goal was to expand the
country’s food production capacity, including the
capacity to produce meat, as quickly as possible. Land
reform laws were enacted in February 1990 and on
March 20, 1991. As of mid-1991 about 28 percent of
arable land was in the private sector, compared to
12 percent in 1989.

Although agriculural producer prices were raised
(those for meat and milk were raised by more than
40 percent), consumer prices subject to Government
control were kept at the old low levels and the
Government provided subsidies to consumers.
However, beginning April 1, 1991, a graduated price
decontrol program applicable to most basic food
products was initiated.

Also, to encourage livestock production, the
Government removed limits on the number of animals
that could be privately owned, provided small tracts of
land for agricultural workers’ private use, established
higher prices for animals purchased by the State,
guaranteed specific amounts of low priced feed for
animals contracted . to be delivered to the state,
liberalized prices’ at farmers markets (including
permitting trade in live animals with the price
determined by market forces), and suspended central
planning. The greatest results will probably come from
free trade in live animals, the raising of state purchase
prices, and the retaining of low input (feed) prices. In
addition, in order to build up cattle herds, producers are
to receive bonus payments from the Government for
calves retained for breeding purposes and an additional
payment will be made to farms that achieve a
70-percent calving rate. Also, female cattle and swine
are to receive preferential tax treatment.

However, as of 1991, the structure of the livestock
sector remains the same—large collectives and state
farms, community grazing, and confined centralized
livestock units. Most swine are housed in large
industrial complexes under state farm control. Rural
Romania still suffers from poor roads, bad
communications, outdated and depreciated equipment,
excessive labor, and excessive labor usage in the
production process. Agricultural processing facilities
are partially antiquated, partially not sufficient in
capacity, and generally too labor intensive. Romanian

$12 USDA FAS Livestock, Annual (CZ1013) July 31, 1991,

.7
P T Adapted from RO0021, and USDA FAS Agricultural
Situation Report -Romania (RO1004), Apr. 23, 1991.



agriculture also suffers from lack of research and
development.

Overall, swine and poultry producas are recemng
more preferenual treatment than are cattle producers
because returns, in terms of meat production, are faster
from swine and poultry than from beef cattle. Swine
and poultry producers are o receive preferential access
to high-quality Government feed supplies. Swine
producers are eligible to enroll in Government
programs that provide bonuses for.animals delivered to

state procurement agencies with payments increasing in’

conjunction with the number of animals delivered.

Also, private households have showed strong interest in
increasing their holdings of dairy cattle after the
Government established a guaranteed price for milk.

Sheep producers are receiving the least governmental
assistance; they traditionally have been the most
independent of Romania’s livestock producers It is
anticipated that much of the increased production that
results from the governmental polices will be. used for
home consumption and the urban population will

continue to be dependent primarily on.state. and .
cooperative production. Most meat will continue to be

marketed by the state, but private individuals will be
allowed to have animals slaughtered at public slaughter
houses and have the meat - retumed for home
consumption.

One of the first decrees of the new Govemmem in

1990 was a prohibition on exports of food. However,
~ in early 1991 the Government replaced its prohibition
with a program of export licensing and export quotas.
It is anticipated that Romania may want to enter into
barter agreements with the U.S.S.R., exchanging food,
including meat, for oil or other raw materials. In
general, it appears that, with the possible exception of
pork and small quantities of lamb meat that have been
traditional export items, Romania will have difficulty
in competing in the world export market for meat.
Romania appears to have the capacity to supply the
domestic market for pork- and still produce for export,
assuming adequate supplies of feed. Romania’s
exports of live lambs and lamb meat appear to have
been a rather small specialized business. Under the
previous govemment, there were no known export
incentives, but since meat trade has been dominated by
the Government, prices may be adjusted to levels
necessary to achieve the desired market share. In both
the production of live animals and meat, Romania
appears to lack modem and efficient infrastructure,

including animal housing facilities, sanitary and

modem meat processing facilities, refrigeration,
transportation  facilities, veterinary facilities, and
so-forth. Production technology in the sheep and
mutton sector is the least advanced of any sector.
Romanian meat production and miarketing have been
criticized for lack of worker mcenuves to maximize
output.

Adjustment issues

In general, one of the most imponarit impediments
in the meat industry common to nearly all CEE

* limitations, -

countries is the pattemn of farm ownership (i.c., a large
number. of small, almost subsistance level farms that
lack scales of efficiency). The pattern is especially
notable in Poland and is also found in Hungary and
Romania but is not . ially common in
Czechoslovakia. Small farms do not produce enough
animals' to justify investment in modem production
facilities and equipment. The animal feed problems,
most significantly protein-deficient feeds that
contribute to overfinished animals and excessively fat
meat, have already been discussed.

"It should be noted however that large-volume

“livestock ‘farms are sometimes inefficient producers.

Large-volume farms utilize hired workers who may not
be as motivated -to provide as diligent care to animals
as'are actual owners who “are dependent on the
productivity of their animals.

The CEE countries appear to have some inherent

- natural limitations for agricultural that adversely affect

the competitiveness of meat production. Mountainous -
regions of ‘CEEV countries. are not suited to the

production of grains or high-quality forages. Many of

the soils, including the sandy soils of Eastern Poland,
lack natural fertility. In addition Poland, because of its
northerly climate, has a rather short growing season.514

Also, there is some suggestion that infrastructure
such’ as  inadequate transportation
(especially refrigerated rail cars) and communication
facilities and a shortage of capital for investment
adversely affect the livestock and meat sector.
Infrastructure in rural parts of the CEE countries
espec:ally Poland, is reportedly less well-developed
than in industrial or urban areas. The quality and
service abilities of the transportation network are

- especially important in - dealing with perishable

products such as live animals and meat.

Foreign trade

The demonstrated ability of CEE countries to meet
importing countries’ health and sanitary requirements
enhances their export potential. For example, U.S.
meat and poultry. inspection regulations require -
countries exporting these products to the United States
to impose msgecuon requirements at least equal to U.S.
requirements.®'> As of January 1, 1990, Poland had 31
plants authorized 10 - -ship meat to the United States,
Hungary had 8, Czechoslovakia 2; and Romania 14;
and Bulgaria had none. However, U.S. imports of
fresh, chilled, or frozen meat of most animals are
limited to those countries that have been declared free
of rinderpest and foot-and-mouth diseases by the U.S.
Secretary of Agriculture. None of the CEE countries
has been - declared free of the diseases, thus meat
imports from CEE countries must generally be cooked,

* canned, or cured so that the disease causing organisms

are destroyed. Other major meat-unpomng countries
generally impose health and sanitary regulations
comparable to those of the United States. -

514 4y Agm:ulluml Strategy for Poland, p. 298.

$15 US. imports of meat and poultry are subject 10 the
Federal Meat Inspection-Act and regulations enforced by the
USDA Food Safety and Inspection Service.
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CEE exports compete with domesuc producuon in
most markets of the world. For example, among the
countries (the United States, the EC, the USSR, Japan,
the Republic of Korea, Canada, and Hong Kong) that
accounted for about three-fourths of world meat
imports in 1990, all are important meat producers,
except Korea and Hong Kong. Also, the CEE
countries must compele with exports from other
countries. For example, CEE beef and lamb exports

must compete with exports from Australia and New -

Zealand, countries that appear to have relatively low
costs of production.516  CEE exports must
compete with exports from the EC and Canada which
benefit from Government payments.5!7

Table 36 shows exports of meat from Poland,
Hungary, Czechoslovakia, Romania, and Bulgaria (and

for comparative purposes, from the United States)

516 See Estimated Tariff Equivalents of U.S. Quotas on
Agricultural Imports and Analysis of Competitive Conditions in
US. Markets for ﬁts ar, Meat, Peanuts, Cotton, and Dairy
Products, US cauon 2276, April 1990, ch. 3.

517 Eor an exphnauon of the EC orymenu see USITC -
publication 1794; for an explanation of the Canadian govemment
rams, see USITC publication 1794 Fresh, Chilled, or Frozen
m From Canada September 1989.

- during 1985-90. The table shows that exports were
rather stable during 1985-89, ranging from 699,000

metric tons (carcass-weight equivalent basis) in 1985 to
741,000 metric tons in 1989, before declining to

401,000 in 1990. Almost all of the decline in 1990 was
.accounted for by Romania, which had been the leading

CEE exporter during 1985-89. Romania’s exports
dropped from 330,000 metric tons in 1989 to only
25,000 metric tons in 1990, apparently as the result of
the government’s ‘policy of restricting food exports.
Hungary, which had been the second leading CEE

- exporter during 1985-89, became the leading CEE

exporter in 1990, followed by Poland and

- Czechoslovakia. Bulgaria was a minor exporter during

1985-90.

Table 37 shows that consumption of meat in the
CEE countries increased irregularly between 1986 and
1990, rising from 6.2 million metric tons in 1986 to 6.7
million metric tons in 1990, or by 8 percent. The
largest increase was in Romania, where consumption
rose by 290 million pounds or by 35 percent. Except
for Romania, per capita consumption of meat in CEE
countries is generally comparable with that in other

‘countries of the developed world (table 38).

Table 37
Meat:' Consumption in Poland, Czechoslovakia, Romanla, Hungary, Bulgaria, the EC, the United States, and
the USSR, 1986-90
(1,000 metric tons, carcass weight equivalent)
1986 1987 1988 1989 19907

Poland ........................... 2,524 2,558 2,611 2,609 2,628
Czechoslovakia ......... e 1,253 1,253 1,336 1,390 1,402
Romania ................ccovuunn, 822 893 841 546 1,112
Hungary ..............ccoivnvunnn. 91 1,025 - 929 1,017 889
Bugaria ................c.o0nn.. 666 629 606 - 630 625
TotalCEE . ...........coviiinn.. .. 6,176 6,358 . 6,323 . 6,192 6,656

.............................. 20,284 20,783 21,124 20,672 20,687
Umted States .............c.ciunn.. 19,075 18,788 - 19,323 18,897. 18,511

............................ 15,322 15,998 16,540 16,874 17,034
! Beel, veal, pork, lamb, mutton, and goat meat.
2 preliminary.

Source: USDA, FAS “World Livestock Situation™ (FL&P 2-91), April 1991

Table 38

Meat:' Per capita consumption In Czochoslovakla Hungary, Bulgaria, Poland, Romania, Denmark, the United

States, Spain, the USSR, and Portugal, 1986-90

(Kilograms, carcass weight equivalent)

1986 1987 1988 1989 19902

Czechoslovakia ....................... 80.7 . 80.5 85.6 88.8 89.3
Hungary ........ ..., 85.7 96.6 87.7 96.1 84.1
Bulgaria ............. ... .. .. ol 74.3 70.1 67.4 70.2 70.0
Poland ............c0 i, 67.3 68.0 69.1 69.1 69.6
Romania ....... e, 36.1 -39.0 36.5 23.6 47.8
Denmark .................. AP 80.7 83.0 83.9 87.2 86.2
UnitedStates . ............ccovviinrnn. 78.9 77.0 78.5 75.9 73.8

PAIN v e oo - 48.9 57.6 63.5 63.4 63.7
USSR ...ttt i i i 54.5 .56.4 57.8 58.4 58.5
Portugal ..........coovveeivnnnnni... 376 38.0 40.6 40.8 41.2

! Beet, veal, pork, Iamb mutton, and goat meat.

2 preliminary.

Source: USDA, FAS “World Livestock Situation” (FL&P 2-91), Apnl 1991 pp. 46.
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Countries supplying meat exports to the world
market vary with the type of meat considered. As can
be determined from table 39, during 1986-90 Australia,
the EC, the United States, Argentina, New Zealand,
Brazil, and CEE countries accounted for about
85 percent of the world’s exports of beef and veal
annually. The share supplied by Australia, the United
. States, Argentina, and New Zealand increased while
the share supplied by the EC, Brazil, and CEE
countries decreased. During 1986-90, the share of
world exports of pork supplied by the EC, Canada, East

Table 39
Beef and veal: Exports by major suppliers, 1886-90

Gemnany, CEE countries, Taiwan, and China ranged
from 92 percent in 1986°to 88 percent in 1989 and
1990 (table 40). The share supplied by the EC and
Taiwan increased while the share supplied Canada,
CEE countries, East Germany, and China decreased.
The share of world exports of lamb, mutton, and goat
meat supplied by Australia and New Zealand increased
from 81 percent in 1986 to 87 percent in 1990, while
the share supplied by CEE countries declined from 9
percent in 1986 to 3 percent in 1990 (table 41). The
value of CEE trade is shown in tables 42 and 43.

(Percent of total selected countries)

1986 1987 1988 1989 1990°

Australia................... ereeanaa. 20 23 22 20 25
European Community' .. ................ 28 23 18 23 20
UnitedStates . ............. e .6 7 8 1 1"
Argentina ................ . ol 6 7 8 8 10
NewZealand ......................... 8 11 11 10 ' 9
Brazil ..........cciiiiiiiiiiiiiiae, 9 8 13 7 6
CEE .. .. i i 6 7 6 6 3
Other .......ciiiiiiiiii i 17 14 14 14 16

! Excludes intra-EC trade.

2 Preliminary.
Source: Compiled from USDA, FAS “World Livestock Situation™ (FL&P 2-91), April 1991.
Table 40
Pork: Exports by major suppliers, 1986-90 .

(Percent of total selected countries)

_ , - 1986 . 1987 1988 1989 19902
European Community' ............ S 22 25 23 32
Canada .............ccviviiennnnnnn. 15 16 16 14 14
EastGermany ........................ 18 14 13 15 13
CEE ... .. 22 19 19 20 12
Taiwan ......cociiiiiii i 7 10 9 7 11
China .........cciiiiiiiiniiinanenn.. 1 10 8 9 6
Other .......cciviiiiii i, 8 8 10 12 12

! Excludes intra-EC trade.

2 Preliminary.
Source: Compiled from USDA, FAS “World Livestock Situation” (FL&P 2-91), April 1991,
Table 41
Lamb, mutton, and goat meat: Exports by major suppliers, 1986-90

(Percent of total selected countries)
1986 1987 1988 1989 1990’

NewZealand ......................... 57 59 58 61 56
Australia................ ... . ool 24 25 25 23 32
CEE ... ..o et 9 6 6 7 3
Other ........civiiiiiiiiiiiinnnn, 10 10 10 9 -9

! Preliminary.

Source: Compiled from USDA, FAS “World Livestock Situation” (FL&P 2-91), April 1991.
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Table 42
Meat and meat products; OECD imports from Eastern Europe, 1985-89
(Value in million doliars)

1985 1986 1987 1988 1989
U.S. imports from—
Poland .........ccciiiiiiiint, 92 113 121 112 99
Czechoslovakia ..................... 2 2 3 3 2
Hungary ................ PO ‘. 41 40 44 33 22
Romania..........covveimunieennnnn ‘4 7 16 9 7
Bulgaria ............ciiiiiiiii.. ") ) M " "
EC imports from— ) , .
Poland ........ccoiiviueiininnnnnns 86 101 128 145 190
Czechoslovakia ..................... 41 49 51 46 59
Hungary ..........cciiiiiont 146 120 115 124 185
Romania............coiiimennnnnnns 21 25 ‘ 40 33 40
Bulgaria ............... ... ... ... 13 16 14 15 20
Other OECD imports from—
Poland . ..............iiiniiiiann. 12 1 22 1" 18
Czechoslovakia ..................... 8 12 9 6 8
Hungary ...t 20 16 32 14 23
Romania........................... 1 3 11 2 2
Bulgaria ............c.ccovuuiiiirenns M " - ) 0 "
Total OECD imports from—
Poland ........... ..ot 190 225 271 268 307
Czechoslovakia ..................... 51 63 63 55 69
Hungary ...t 207 176 191 171 230
Romania...........coiivieinnennn. 26 35 67 44 49
Bulgaria .................. i, 13 16 14 15 20

! Less than $0.5 million.

Source: U.S. Department of Commaerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base
for imports from other OECD countries.

Table 43
Meat and meat products: OECD exports to Eastern Europe, 1985-89
(Value in million dollars)

1985 1986 1987 1988 1989
U.S. exports to—
Poland .............ciiiiiiii, M (") ) " M
Czechoslovakia ..................... (") (') ") " "
Hungary ............coooiiiiiinonn. ) 2‘) ) N 1
Romania..........coovuunnennnonn. " Rl ") Rl ‘;
Bulgaria ........... ..., *) M M M M
EC exports to— ,
Poland ..........ociiieeiiiieninn.. 8 6 4 46 121
Czechoslovakia ..................... 1 2 3 4 3
Hungary .................ciann, 3 10 4 5 11
Romania...................ooiunne. 2 45 2 " 69
Bulgaria ............... .. ... 3 4 2 7 18
Other OECD exports to—
Poland ............cc.ooiiiiiinn.. 15 M " " 3
Czechoslovakia ..................... ] ") " (:) (:)
Hungary ........... ..o, (") 1 1 (
Romar‘% ........................... 0 " 1 ) 8
Bulgaria ................ ... .. M ) 0 ) 2
Total OECD exports to—
Poland .......... ... i, 23 56 4 46 124
Czechoslovakia ..................... 2 2 3 4 3
Hungary ..., 3 1 5 5 )
Romania................couviinnnn. 2 45 3 1 69
Bulgaria ................. ... ..., 3 4 2 7 20

! Less than $0.5 million.

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base
for exports to other OECD countries.
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Metalworking machine tools

Prepared by Dennis Fravel

Export potential

CEE Metalworking machine tool industries have a
low to moderate potential- to increase their exports.
CEE firms do not produce the sophisticated machines
needed by user industries. Anecdotal information
indicates that although contracts negotiated in the past
are being filled, there are few new contracts and
exports are falling off.

Many of the machine tools produced in CEE

countries lag in quality and are not always

technologically up-to-date.  Although many CEE
machine tools are competitive in the low end of
Western markets, exports of these products have been
hampered by inconsistent quality and producers’ lack
of knowledge of foreign markets. The Soviet Union
has turned more to Western machine tool suppliers for
the advanced machines it needs to improve its
manufacturing industries as those Western countries
increasingly relax their export controls. In addition,
the former East German market has shifted to advanced
machine tools from the West.

To overcome their shortcomings, CEE builders are
seeking access to technology, capital, and marketing
organizations. through tie-ups with foreign . firms.
Foreign investors have shown little interest to date in
entering into these agreements. Although a few
German firms have established manufacturing tie-ups
with certain large CEE machine tool producers. CEE
. firms are ‘tumning to niche markets to sustain their
operations and, improve their product lines to meet
Western standards.

Some of the strengths .of the CEE machine tool
industries include a workforce with high mechanical
skills, a pool of competent mechanical engineers, and
an available supply of low-cost labor. Also, CEE
machine tool builders’ are familiar with the needs of
the CEE and Soviet markets and have access to strong
machine tools research institutes. - However, the
industries also face increasing operating _costs,
including higher taxes. They need substantial capital
infusion to modemize production equipment and also
need to expand dnstnbuuon channels

Industry characteristics

The CEE me(alworking machine tool industries
ranked eighth in the world in terms of the value of
production in 1990, as shown in the following
tabulation (in million dollars):

. George W. Simmonds, and

- Country Production’ Exports
Japan ............... 10,832.1 3,996.6
Germany ............. 9,911.5 6,034.1
SovietUnion .......... - 4,580.0 380.0'
Raly ........ccooveens 3,966.0 1,983.0
Switzerland ........... 3,183.6 2,749.5
United States .. ........ 3,140.0 1,060.0
United Kingdom- ........ 1,719.7 835.3
Central an

EasternEurope ...... 1,685.4 563.8

! Data are from American Machinist, February 1991,
p. 36, and cover only metalworking machine tools,
excludlng parts.

CEE machine tool industries exported approximately.
one-third of their production in 1990. However, this
high level “conceals a qualitative lag behind the West
in terms of product reliability and accuracy, as well as a
very low share of advanced machining technologies in
the overall output of most of these countries.”

The high volume of exports relative to production
in the CEE machine tool industries was largely due to
joint production agreements—multilateral and
bilateral —implemented between the Soviet Union and
other CMEA members. These agreements specified
long-term production and trade volumes, including the
types of machines to be produced and exported, and the
range of machme tools in which each country would
specialize.5!? Thus, when analyzing the production,
export, import, and consumption data presented in the
following descriptions of the machine tool industries in
each of the CEE countries, these data may not reflect
the ability' of these counmes to compete as market
economnes

Bulgada.—-flfhe Bulgarian machine tool industry
consists of about 20 to ‘30 firms, employing
approximately 15,000 persons. The firms are under the
direction of the Machine Tool Plants State Economic
Corporation (ZMM). Some firms specialize in
machine tools, while others are divisions of large
conglomerates . that produce a wide range of heavy
machinery.

. Bulgaria's machine tool production increased from
$143.2 millibn in 1986 to an estimated $160.0 million
in 1990, or by 12 percent (table 44). Historically,
exports have accounted for almost 75 percent of
Bulgarian production and exports remained high
because of production goals, product mixes, and trade
targets mandated in CMEA trade agreements.

In the early 1980s, Bulgaria licensed production of
computer controls for machine tools from FANUC of
Japan, a world leader in.electronics. The agreement
allowed Bulgarian machine tool builders to gain access
to advanced machine tool technology to enhance
competitiveness, especially 'withinn CMEA markets.
Joint ventures with other Westem machine tool

L. Shaffer, Mason H. Soule,
. Louis Rees, “The Role of Eastem
Eumpean Machine Tools in Soviet Industry,” Battelle, Apr. 11,

glbld pp- 7-8.

518 William J. Kelly, H
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Table 44

Metalworking machine tools:' Buigarlan production, exports, imports, and apparent consumption, 1986-80

Ratio of
Apparent imports to
Year Production . Exports Imports consumption consumption
~Million dollars- Percent
1986............. 143.2 86.3 156.5 2134 733
1987 ............. 140.0 85.0 336.0 391.0 85.9
1988 ............. 195.5 157.0 123.1 161.6 76.2
1989 . ............ 175.0 137.8 93.4 . 130.6 7.5
1980% ............ 160.0 120.0 75.0 115.0 65.2

! Data include machine tools only; estimate based on fragmentary data. Data converted at 70 percent of the

official exchange rate. I
2 Data are estimated for 1990.

Source: Compiled from statistics from American Machinist, various editions.

builders, however, have been rare. Although Hungary, '

Poland, Czechoslovakia, and even the Soviet Union
have established joint ventures with foreign partners,
especially with German machine tool builders,
Bulgaria has been slow to do so.

Bulgaria did enter into several development and
production agreements with Soviet machine ' tool
builders in 1985 that covered the 1986-90 period. One
of these agreements was between ZMM and the
Ivanovo Economic Machine-Building Corporation of
the Soviet Union to produce 2,700 machining centers
and computerized controls. Another agreement was
between Bulgaria’s Beroe Rescarch and Industrial
Combine of Robotics and the Soviet Krasnii Proletarii
Machine-Building Corporation to use Bulgarian
components in the production. of 16,000 machine
tools.520 :

Czechoslovakia.—The Czechoslovakian machine
tool industry consists of about 20 firms and employs
about 35,000 persons. Annual production is valued at
about $275 million.52! The large firms are vertically
integrated and operate foundries to produce castings for
their own use and for other industries. Some large
firms also produce other types of heavy machinery.
However, Czechoslovakian builders are dependent
upon Western suppliers for certain critical components,
such as electronics, servo drives, cell computer
controllers, and bearings which are frequently imported
from Germany or Japan.522

Czechoslovakian  machine tool, production
decreased by about 50 percent, from $383.0 million
1986 to an estimated $191.9 million in 1990 (table

45).523 The decline in the value of production was’

520 A, Nedyalkov, “A New Moment in Economic
Collaboration Between Bulgaria and USSR,” Bulgarian Foreign
Trade, No. 2, 1986, p. 10. - -

4 Etimate includes parts. USITC staff field interview in
Czechoslovakia with Dr. Pavel Tomek, President, Trust of
Factories of Machinery and Plant Equipment (TST) Research
Institute of Machine Tools, July 12, l;g'lrt

52 Christopher Cummings, “Bmo Show Reflects New
Ordgr." Canadian Machinery and Metalworking, November 1990,

. 15.
P in If parts are included, then the decline in production is
probably less and is estimated 10 be about 20 percent. USITC
staff field interview in Czechoslovakia with Dr. Pavel Tomek,
President, TST Research Institute of Machine Tools, July 12,
1991.
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largely the result of the appreciation of Western
currencies against the Czechoslovakian crown. Other
contributing factors included the decline in demand for
machine tools in other CMEA markets and an increase
in demand for advanced equipment from Western
suppliers, in place of the types- of machine tools
generally available from Czechoslovakia.

The Czechoslovakian machine * tool industry
supplies only a small share of its domestic machine
tool demand because of past CMEA trade agreements
that mandated the type and volume of machine tools
each CMEA member would produce. As a result of
these agreements, the Czechoslovakian industry
produces a wide range of manually operated machine
tools which are not comparable to the advanced

. machines produced by Western machine tool builders.

As the demand for more advanced machine tools
increases in user industries in Czechoslovakia, the
machine tool builders are changing their product lines
to become more competitive with foreign suppliers.

Employment in the Czechoslovakian machine tool
industry is relatively high compared with Western
industries, but similar in that it is highly skilled. Large
Czechoslovakian machine tool builders employ
between 3,000 and 6,000 persons. Currently, TOS
Kurim, the largest firm in the industry, employs about
6,000 persons. In contrast, the largest U.S. machine
tool builders employ between 1,000 and 3,000 persons.
The country has a strong national tradition of working
with machinery, and families have often worked for
several generations in this industry. Workers are
skilled at compensating for the lack of modem
production equipment, and extensive apprenticeship
programs are used to train new ‘workers.

Wage rates in Czechoslovakia for machinists,
technicians, engineers with degrees, and managers are
low compared with those in Germany. For example, as
recently as 1990, the annual salary for Czechoslovakian
engineers was reported to be about $3,000.524

524 Christopher Cummings, “Bmo Show reflects New Order,”
Canadian Machinery and Metalworking, November 1990, p. 15.



Table 45

Metalworking machine tools:! Czochoslovaklan production, exports, imports, and apparent consumption,

1986-90
Ratio of
) Apparent imports to

Year Production Exports ‘Imports consumption consumption

= Million dollars Percent
1986 ............. 383.0 3103 80.7 153.4 - 52.6
1987 ............. 405.0 330.0 85.0 160.0 63.1
1988............. 450.0 266.5 189.7 373.2 50.8
1989 ............. 260.0 263.7 226.9 223.2 101.7
19902 ............ 1919 187.7 158.5 162.7 97.4

' Data include machine tools only; estimate based on fragmentary data.  Data convened at 70 percent of the

offnclal exchange rate.
2 Data are estimated for 1990.

Source: Compiled from statistics from American Machinist, various editions.

However, in the past under the Communist
Government, Trust of Factories of Machinery and Plant
Equipment (TST) provided many benefits and services
to the workers. These included housing, either through
- corporation or cooperative apartments, and health and
medical care. Other services included kindergartens
and nurseries, dining services, and company-sponsored
recreation and related facilities. Most of these benefits
and services have been continued by the machine tool
builders and related research organizations.

Before 1989, the Czechoslovakian’ Government
invested heavily in its machine tool industry relative to
other sectors of the economy, although investment
lagged behind that of Western machine tool builders.
Much of the production equipment in the factories is at
least 20 years old and lengthy production cycles are not
uncommon.3?®  Since 1990, the Government has
stopped funding the industry and the lack of capital has
forced the industry to look at different ways to obtain
funds. In late July 1991, TOS Kurim announced that it
would launch a $59.0 million bond issue in
international financial markets, the ﬁrst such issue by a
CEE enterprise.526

The large machine tool builders conduct their own
in-house research and development. The industry is
also supported by three research institutes, although
government funding .for these institutes has been
drastically reduced.  The institutes include the
Research Institute for Machine Tools and
Metal-Cutting (VUOSO), the Research Institute for
Metal-Forming Machine and Technology (VUTS), and
the Research Institute for Tooling (VUNAR).

Under the Communist Government, the industry
was organized under the direction of the Trust of
Factories of Machinery and Plant Equipment, but after
a democratic Government came into power, state
machine tool enterprises were converted into
** independent, joint stock firms. In July 1990, the
" industry organized a trade association called the

53 USTIC staff field interview in Czechoslovakia with Dr.
Pavel Tomek, President, TST Research Institute of Machine Tools,
July 12 1991. —

2 “Czechosiovak Firm to Sell Bonds," The Wall Street
Journal July 29, 1991, p. A6. .

_focusing on multipurpose machine tools.52
- tool builders have also attempted to enter - into

Association of Engineering Technique Makers and
Suppliers. Although the core of the association was the
old TST organization, the new association is modeled
after Western trade associations and represents the
industry’s interests before government, labor, and other
industrial orgamzauons, such as standards bodies. The
association’s members account for approximately 75
percent of total Czechoslovakian machine tool
production. Those companies outside the association
are business units of large industrial conglomerates—
such as Skoda, the automobile producer—or of
self-governing corporations.

Since becoming independent from the Government
in their operations, Czechoslovakian machine tool
builders have begun to adjust their product mix to
match market demand. As an example, the Skoda
machine tool production plant at Plzen has ceased
production -of single-purpose machine tools and is
7 Machine

agreements with foreign producers, but with only
limited success. Two well known agreements are a
joint venture between TOS Kurim and Kabelschlepp of
Germany to produce parts, and a manufacturing
cooperation agreement between TOS Galanta and
Traub AG of Germany.

Hungary.—The Hungarian machine tool industry
consists of two major machine tool companies—the
SZIM Machine Tool Works and the Csepel Machine
Tool Factory—and a number of small companies. A
third major machine tool company, Diosgyori Gepgyar

-(DIGEP), declared bankruptcy in early 1991 and the

company is being liquidated. Prior to the bankruptcy
of DIGEP, the three major firms accounted for 98
percent of Hungary’s annual machine tool production
valued ‘at approximately $100 million.528  In early

- 1991, the industry employed approximately 6,000

persons, with the three principal firms accounting for
about 80 percent of total employment.

52 “Cyechoslovakia: Machiné Tool Modifications,”
Canadian Machinery and Metalworking, March 1991, p. 9.

528 USITC saff field interview in Hungary with Mr. La;os
Kantor, Commerical Director, and Mr. Gabor enberg,
Commercial Director, chhnounpex Foreign Trade Orgamuuon.
July 2, 1990.
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Table 46

Metalworking machine tools:' Hungarian production, exports, imports, and apparent consumption, 1986-80

Ratio of
Apparent imports to
Year Production Exports Imports consumption consumption
Million dollarg Percent
1986 ............. 180.3 138.7 136.3 69.5
1987 ............. 210.0 170.5 124 5 - 164.0 75.9
1988............. 134.1 93.6 61.0 101.5 60.1
1989 ............. 100.1 90.1 65.2 75.2 86.7
19902 ............ 97.8 88.0 413 51.1 80:8

1 Data include machine tools only; estimate based on fragmentary data.

2 Data are estimated for 1990.

Source: Compiled from statistics from American Machinist, various editions.

Hungarian machine tool production decreased by
46 percent, from $180.3 million in 1986 to an
estimated $97.8 million in 1990 (table 46). The rapid
decrease in production was brought about by the
collapse of the Soviet market -and the subsequent
difficulty in finding other foreign replacement markets.
The decline in production, consumption, and trade is
also due in part to the translation of Hungarian forints
into U.S. dollars. Like other CEE machine tool
industries, the domestic machine tool industry supplies
only a small share of domestic machine tool demand
because of the CMEA trade agreements, although these
agreements had less of an impact on Hungary than on
other CEE countries.

The Hungarian machine tool industry is dominated
by SZIM, which produced from 60 to 65 percent of the

industry’s output in early 1991 and employed about’

4,000 to 4,600 persons. SZIM consists of eight
affiliated companies and operates seven factories in the
country. The Hungarian machine tool industry’s
reputation in the West is largely associated with The
Csepel Machine Tool Factory, which is related to the
Csepel Industrial Works—a large conglomerate that
produces metal products, heavy equipment, and vehicle

parts.32® Csepel employs about 1,500 persons and

accounts for about 3040 percent of the industry
production.  Prior to becoming insolvent, DIGEP
accounted for about 10 percent of production and
employed approximately 600 persons. The firm had
previously been put up for privatization, but because of
a decline in military orders, its losses were too great to
attract private investors.

Over the past 4 years, the industry has been
converted into joint stock companies, although at
present the Hungarian Government is still the majority
stock holder in SZIM and DIGEP. Csepel is 60-percent
owned by a German machine tool builder and
40-percent by the Hungarian Government. The

5B In 1989, the Csepel Works was ranked as one of the top
15 loss makers in 1988.

530 The company had accumulated losses of $20 million and
$57 million is owed to other creditors, including suppliers. The
Economist Intelligence Unit, Hungary: Country Report, No. 1,
(1991), p. 18.
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Hungarian Govemment
DIGEP, and Csepel in 1989.

Hungary has a skilled workforce that has become
accustomed to performing a wide range of operations
using manually controlled machines. Recent
productivity levels, measured in sales per worker, are
about $41,000 per year and management is attem ng
to raise the level to $50,000 in the short term.332 To
achieve that goal, Csepel is sending young engineers to
intemational management centers in Hungary and the
United States for training.

sgan privatizing SZIM,

The Hungarian industry produces a large number of
components in-house, and to some extent this
orientation. has reduced the industry’s international
competitiveness.333 To solve this problem and keep
abreast of current factory technology, Hungarian
producers are installing more computers in their
factories. As an example, Csepel has installed a
computer-integrated- manufacturing operations system
and implemented a computerized inventory system.334

Hungarian machine tool builders are also adjusting
their product mix to accommodate their international
and domestic customers. They have apparently
advanced further than other CMEA countries in the
production of computer-numerically-control (CNC)
machine tools. The Hungarian industry has been able
to produce CNC controls that other CEE countries
were unable to import from Western nations because of
export controls. As an example, Hungarian machine
tool builders produce five- and six-axes CNC controls
that other CMEA builders cannot produce. CNC
machine tools account for about 85 percent of SZIM’s
machine tool production and about 90 percent of
Csepel’s production. By equipping their machine tools
with Western computerized controls, Hungarian

53! Presented in a list of 50 companies for sale
Trade Minister Beck during a visit to Germany, mbgcormun

Imellsxﬁenoe Unit, Huglgry Country Reporl No. 2, (1989), p.

“A Day At A Time for Csepel,” American Maclunm
March 1991, p. 27
$33 USITC staff field interview in Hungary with Mr. Lajos
Kantor, Commerical Director, and Mr. Gabor enberg,

Commercial Director, Technonmpcx Foreign Trade Orgamunm.
July 2, 1990.

$34 “A Day At A Time for Csepel.” American Machinist,
March 1991, p. 27.



builders have been able to remain within technological

proximity of Westem machine tool builders.

The ability of Hungarian firms to produce

computerized machine tools comparable with those
produced by Western countries was related to their
" investments in modem production equipment and

tie-ups with German machine tool comfanies. Without
< these investments, foreign machine tool builders would
have been reluctant to form joint véntures with
Hungarian firms and computerized manufacturing
could not have been achieved. As an example, in 1989
MAN Roland of Germany and Csepel agreed to
cooperate in the manufacture. of CNC boring mills.
Csepel also produces components or entire machine
tools for other German machine tool builders—MAHO
and SHW. Similarly, in 1990 SZIM began to
manufacture surface grinding machines under a 5-year

cooperation agreement with ZUB of Germany .with .

part of the output then purchased by ZUB. .

Poland.—The Polish machine tool ‘industry
consists of about 30 firms that employ from 20,000 to
25,000 workers. Machine tool production was valued
at an estimated $200.0 million in 1990 and parts
production was valued at an estimated $50.0 ‘million.

Production is concentrated in lathes, milling machines, -

and to a lesser extent, in grinding machines and
presses.

Polish production of machine - tools, excluding
parts, rose from $153.5 million in 1986 to a peak of
$320.0 million in 1988-89, before falling to about
$200.0 million in 1990 (table 47). Exports, however,

declined from $69.3 million to $27.5 million during the

period. The decline in production, consumption, and
“trade since 1988 is attributable in part to the translation
of Polish zloty into U.S. dollars. Also, important
Polish export markets in CMEA countries collapsed in
1989, resulting in fewer export opportunities. _Since
1990, however, Soviet machine tool orders under

contract were continuing to be shipped. As funds of

domestic users of machine tools have declined, these

enterprises have reduced their purchases of imported

machine tools from both Westemn and CMEA countries
and production has been increasingly absorbed by
domestic consumption. Poland is largely self-sufficient
in machine tools and imports represent a smaller share

Table 47

of Polish consumption than that of other CEE
countries. .
Polish machine tool builders vary in size and

capabilities, although some firms are large, vertically

integrated enterprises that operate their own foundries.
Such firms also produce castings for foreign and
domestic customers, as well as other types of heavy
machinery and components. Most machining
operations are done in-house, but certain precision and

. electronic components are purchased from foreign

suppliers, especially from Western Europe.’35 Some
components produced by Polish companies under
license from Western countries are also used.

Polish firms generally employ from 500 to 1,500
persons, although an official at one Polish machine tool
firm noted that, in general, Polish factories employ too
many people36  The workforce is relatively
high-skilled, and workmanship is generally good, but
often can be inconsistent. About half the workers are
unionized, with about 60 percent belonging to the
All-Polish Trade Unions Agreement (OPZZ) and about

- 40 percent to Solidarity. Many machine tool builders

have reported that there have been no labor strikes over
the last few years.337

The Polish machine tool industry has had some
minor layoffs, due mainly to inflation and the collapse
of the Soviet market, but one major firm, the Ponar
Tamobrzeg factory, recently announced bankruptcy.538
In late 1990, the company employed about 530
persons, and had a production monopoly in 63-ton to
100-ton pressure: hydraulic in Poland
and within CMEA as a whole. Orders from the Soviet
Union, which accounted for 50 to 80 percent of the
company'’s- revenues, fell to zero beginning in early
1990. The Polish Government unsuccessfully sought
foreign investors to save the firm, but would not
provide new. loans for restructuring. Layoffs at the

firm began in February 1991 and the company went

into bankruptcy in March, leaving workers without
unemployment benefits or pay for previous work.

33 Task Force on Company Assistance, Foreign Investment
Opportunities In Poland, January 1991, pp. 21-100.

336 USITC staff field interview in d with Mr. Andrzej
Pwd&'ml\::h. Sales Director, Hydomat, July §, 1991.

Thd.
338 “Machine Tool Factory Folds; USSR Market Loss”,
JPRS-EER-91-091, June 25, 1991, pp. 4346.

Metalworking machine tools:' Polish production; exports, imports, and apparent consumption, 1986-80

Ratio of
Apparent imports to
Year Production Exports Imports consumption consumption
' Million dollars— Percent
1986 ............. 153.5 69.3 . 842 168.4 50.0
1987 ............. 266.0 98.1 203.9 371.8 54.8
1988............. 320.0 119.1 2335 434.4 53.8
1989............. 320.0 28.0 .55.0° 347.0 15.9
19902 . ........... 200.0 . 275 25.0 197.5 15.2

! Data include machine tools only; estimate based on fragmentary data. Data converted at 70 percent of the

official exchange rate. .
2 Data are estimated for 1990.

Source: Compiled from statistics from American Machinist, various editions.
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Polish wages are relatively low, providing
Polish-produced machine tools with a 30-percent cost
advantage over comparable Western machine tools.539
In 1990, wages for skilled production averaged
$147.00 per month and those for engineers about
$200.00 per month.340 Wages are paid on a piece-rate
basis with the rate determined by quality and
production volume and bonuses are paid for overtime.
Over the past few years, wages in some factories have
increased from between 20 to 60 percent, to keep pace
with inflation. Management recognizes that the current
pay structure does not provide the incentives needed to
increase productivity and quality. ‘ ‘

Most of the production machinery used by Polish
machine tool builders is old and only 10 to 15 percent
of the production machinery is under 5 years of .age.
Many of the machine tools are manually operated. One
company, Ponar Wroclaw, is using computer-aided-
design/computer-aided-manufacturing  (CAD/CAM),
and another company is in the process of installing a
CAD system.

Polish machine tools are attracting world
recognition for their competitiveness. About 25
percent of Polish machine tool sales are described as
being fully competitive with Western products and
another 35 percent is approaching world standards.54!
A recent assessment of the Polish -machine tool
industry indicated that improvements are needed in the
areas of design and technology, quality and reliability,
marketing, reputation, and price competitiveness.342

The Polish machine tool industry is supported by
the state-run Machine-Tool Research and Design
Center (CBKO). The institute is working with foreign
companies, including three U.S. companies, on
research in the machine tool area. - Dynapath Systems
Inc., a subsidiary of Hurco Companies Inc. and a
builder of computer controls for machine- tools, is

53 USITC staff field interview in Poland with Mr. Michael
Sanderson, Analyst, Company Assistance Ltd., July 8, 1991.
540 Task Force on Company Assistance, Foreign Invesiment.
Opportunities In Poland, January 1991, pp. 21-100. )
541 USITC staff field interview in Poland with Mr. Michael
Smd’e‘?}:& Analyst, Company Assistance Lid., July 8, 1991.
id.

conducting collaborative research with CBKO. Dalton

Foundries Inc., American Taccone Corp., the Polish
machine tool builder Rafament, and CBKO, have
formed Design Technologies Intemational, to conduct
technical and ‘market research on certain types of
machine tools in Poland.343

. A number of Polish companies have already

- formed joint ventures with Western machine tool

builders, particularly German companies. Most of
these -arrangements are for contract production,
supplying partially completed machine tools and
castings to German designs and standards. In some
instances, nearly completed machine tools are shipped
to the joint venture partner in the West, such as to
Gemany, where computerized controls are added.
Most Polish machine tool builders are actively seeking
foreign partners for future investment and production
arrangements.

Romania.~-The Romanian machine tool industry
consists of approximately 15 machine tool builders that
employ an estimated 17,000 persons. Many of these
builders operate foundries that produce castings for
their own consumption and outside enterprises and

some produce other kinds of heavy machinery. The

bulk - of Romania’s production is concentrated in
conventional, manually-operated machines. Production
of computerized - machine tools is limited, but
production of these types of machines is expected to
grow.’ .

Romania ranks as the largest CEE machine tool
producer in terms of production value. Production
increased from $307.0 million in 1986 to an estimated
$530.7 million in 1990 (table 48). Exports accounted
for about 25 percent of production and imports for
about 25 percent of consumption. However, the
country’s products are not well known in Western

_ Europe, North America, or the Far East. Romania is

probably the most self-sufficient of CEE countries in
terms of the range of machine tools that it produces and
consumes.

343 USITC staff field interview in Poland with Mr. Adam
Janusz Cieszewski, Director, and Mr. Janusz Kolodziej, Economic
Plenipotentiary to the' Director, Machine-Tool Research and
Design. Center (CBKO), July 4, 1991.

Table 48 :
Metalworking machine tools:' Romanian production, exports, imports, and apparent consumption, 1986-90
Ratio of
. e . . Apparent imports to

Year Production Exports Imports consumption consumption

Million dollars Percent
1986............. 307.0 52.0 70.8 325.8 16.9
1987 ............. 617.8 132.9 1345 619.4 215
1988............. 663.8 167.9 123.3 619.2 25.3
1989 . ............ 635.1" 160.7 118.0 592.4 25.3
19802 ............ 530.7 140.6 86.5 476.6 26.5

! Data include machine tools only; estimate based on fragmentary data.

2 Data are estimated for 1990.

Source: Compiled from statistics from American Machinist, various editions. }
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Data on the Romanian machine tool industry. are
limited because of former Romanian policies of
pursuing national self-sufficiency and limiting its trade
relations with Western Europe. However, the country
has had to obtain access to foreign technology in order
to develop its industry. Much of Romania’s machine
tool production is based on foreign designs.
Production licenses for certain machine tools have been
obtained from Japanese, German, and Ilwalian
-:producers. Because of its need to develop advanced
. manufacturing equipment, Titan Research Institute of
Bucharest signed a_cooperation agreement with
Telemecanique of France m 1990 . to produce
computerized machine tools.5%

Government policy and the nature of
management structure

Government policies in the areas of taxes,
- privatization, and foreign trade liberalization appear to
be having the greatest impact on CEE machine tool
builders. Aside from Romania and Bulgaria, only
firms in Poland largely depend on a Government entity
for promoting exports.

CEE Governments are also increasing taxes. One
Polish machine tool producer reported that such tax
burdens adversely affect the financial position of a
firm, and that the burden may be higher than in
Western countries. 55 The average Polish company
faces a corporate tax rate of 40 percent of taxable
profits, according to Polish accounting standards.346
Since higher taxes reduce profits, a firm becomes less
attractive to a potential foreign investor because it is
less profitable. In 1990, Polish machine.tool firms
began paymg a tummover tax; previously, they had been
exempted

Privatization programs open to foreign investment
in Czechoslovakia and Poland have generally focused
on industries other than the machine tool industry.
Under Hungary’s privatization program, a total of five
machine tool companies were selected  for
privatization.348

Tax incentives to spur foreign investment in the
machine tool industry have been put to use by only
Hungary. Beginning in January 1991, tax holidays

34 Business Eastern Europe Nov. 19, 1990,
$45 USITC staff field interview in Poland wuﬂ Mr, Andrzej
Pazdanowski, Sales Director, Hydomat, July 5, 1991 NOTAG
346 Task Force on Company Assistance, Fonngn Invesiment
Opponumuc.r in Poland, January 1991,
341 USITC staff field interview in lyohnd with Mr. Adam

Janusz Cieszewski, Director, and Mr. Janusz Kolodziej, Economic -

Plenipotentiary to the Director, Machine-Tool Research and .
Deng:' Center (CBKO), July 4, 1991.

Hungary's First Privatization Programme was announced

ber 1990, alth; the Hungarian Industry Ministry
oﬂ'e of 53 companies for sale to foreign investors to
Genmny s trade minister in early 1989 and included in that list
were S machine tool companies, 2 of which showed up on a
list of firms for privatization in Hungary's Second
ivatization Programme. The Economist Intelligence Unit,

Hungary: Country Report No. 2, (1989), p. 24.

under Hungary’s Foreign Investment Law of 1988 were
made more generous and expanded to cover more
sectors. Machine tool and metalworking equipment

" joint ventures became eligible for a tax holiday of 100

percent for the first S years and 60 percent for the

" second 5 years, provided other conditions of the law

are met. These are only two of the several sectors to
which the Hungarian Government is giving priority.549

As foreign trade regimes in the CEE countries have
been liberalized, machine tool builders have been
allowed to conduct their own foreign trade matters.
For example, in Hungary most machine tools are

. exported through the Technoimpex Trading
Corporation, a joint stock company. And in
Czechoslovakia, Strojimport—the  foreign  trade

organization representing machine tool builders—was
privatized, with 60 percent of its shares owned by
machine tool builders and the remainder by banks.
Before January 1991, Strojimport was the sole exporter
of Czechoslovakian machine tools; since then,
however, firms have been free to do their own
exporting. Currently, about 95 percent of machine tool
exports continue through Strojimport, because of its
established foreign channels of distribution and foreign
subsidiaries.

In Poland, most machine tools are exported through
Metalexport, the state Foreign Trade Organization,
although an increasing number of machine tool
builders no longer rely on outside support. Some
companies have decided to reduce their costs by
eliminating Metalexport as a middleman. Metalexport
was charging commissions of 2 to 7 percent and was a
contractual party in most joint ventures with foreign
machine tool builders.550 However, companies doing
their own exporting are faced with a lack of knowledge
about foreign customers and.poor foreign language
skills. In many instances, builders have reported that
Metalexport will not pass on customer lists to them.

In contrast to the liberalization of foreign trade in
Hungary, Poland, and Czechoslovakia, Romanian and
Bulgarian machine tools are exclusively exported
through state-owned foreign trade organizations. In
Romania, the foreign trade organization responsible for
machine tool exports is Masinexportimport, and in
Bulgaria it is Machinoexport.

Adjustment issues

Major impediments to CEE countries’ ability to
increase machine tool exports include rising costs of
production ‘inputs and a lack of funds to purchase
critical components. Other significant factors include
the low levels of investment, lack of access to
advanced technology, and limited development of
marketing and distribution channels. A more
immediate bottleneck is the lack of foreign exchange to
purchase certain imported critical components. CEE
countries’ foreign exchange reserves have decreased

49 EIU Couniry Report Hungary, No. 1, 1991, pp. 10-11.
350 Task Force on Company Assistance, Fomgn Investment
Opportunities in Poland, January 1991.
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since the Soviet Union began demanding trade in hard
currency.

CEE machine tool builders are facing higher raw

_ material, component, and labor coss as a result of price
and wage decontrols and increased demand for quality
and reliable components. Machine tool builders also
face additional costs due to poor workmanship in their
factories and in the domestically produced components
they purchase. For example, in Poland, Western
European and Japanese components are used because
of the inferior quality of Polish-made components.
Polish machine tool builders have rejected many of the
castings and forgings from Polish steel production
facilities and foundries—in some factories, as much as
50 percent is defective. Castings are typically rejected
because of poor workmanship and steel composition
not produced to specifications.55!  Most Polish,
Czechoslovakian, and Hungarian builders are
dependent on German or Japanese computerized
controls. Domestic controls and electronics are
unreliable or are unsuitable for export outside of
CMEA markets.>52 Some CEE builders are attempting
to reduce these costs by eliminating redundant jobs and
boosting investments in ftraining and modem
production equipment. CEE machine tool builders do
not appear to have been adversely affected by wage
increases over the past few years. '

During the current transition to market economies,
inflation has substantially driven up the cost of capital.
In Poland, machine tool builders currently have loans
with interest rates of 30 to 50 percent. This inhibits
firms from secking capital for investment in new
production machinery and plant maintenance. Machine
tool builders in Poland, Czechoslovakia, and Hungary
are beginning to obtain capital from foreign sources.
For example, the Polish machine tool builder, Rafamet,
has just received a $10 million loan from the World
Bank for the purchase of a CAM system and
computerized machine tools.553 The company ranked
14th out of Poland’s top 500 most profitable
companies. As mentioned above, TOS Kurim of
Czechoslovakia is going to the intemnational financial
markets with a bond offering to obtain capital.

Another concern of many CEE machine tool
builders is their lack of established domestic and
foreign marketing and distribution networks. Service,
including customer training, support for applications,
and immediate machine tool repair, is an important a
factor in selling a machine tool. Most CEE machine
tool companies have previously marketed and serviced
their export products through foreign trade
organizations.. Because foreign trade organizations
have provided these services, machine tool builders
have not developed the necessary relationships with
customers 534

351 Ibid.

552 “Machine Tool Production Continues to Increase,”
JPRS-EER-90-111, Aug. 1, 1990, pp. 24-26.

353 Task Force on Company Assistance, Foreign Investment
Opportunities in Poland, January 1991.

334 “Machine Tool Production Continues to Increase”,
JPRS-EER-90-111, Aug. 1, 1990, pp. 25-26.
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‘were shipped to the Soviet Union.

Foreign trade

Exports of machine tools from CEE countries have
largely depended upon the CMEA market, especially
the Soviet Union and former East Germany. During
the 1980s, the machine tool industries in CEE countries
developed significant export markets in the Soviet
Union and among themselves. For example, in the late
1980s, approximately 60 percent of Bulgaria’s exports
of machine tools and 50 percent of Czechoslovakia’s
In 1988,
approximately 49 percent of Soviet imports were from
CEE countries. >

Data on export markets are limited.
Czechoslovakian exports of metal-cutting machines to
ceriain CMEA partners—Soviet Union, East Germany,
Poland, Hungary, Romania, and Bulgaria—dipped
from 48 percent in 1985 to 32 percent in 1989 (in
units). Exports to the Soviet Union fell by 48 percent
from 198S to 1988 and by 28 percent between 1988 to
1989. Exports to other markets rose from 1985 to 1988
and then fell in 1989 to levels comparable to those of
1985.5%6 Hungary's exports of machine tools to the
Sg;(i)egsynion accounted for 36 percent of its total in
1990.

For many machine tool producers in Hungary,
Poland, and Czechoslovakia, Soviet customers have
cancelled orders and failed to pay for imported
products due to a lack of hard currency. Statistical data
indicate that shipments to the Soviet Union continued
in 1990 because products previously placed on order
were finally being shipped. The leadtime on machine
tools is usually 9 to 18 months, depending on the type
of machine. Although shipments to the Soviet Union
continued, CEE machine toot builders received few, if
any, new orders from the Soviets in 1990. For
example, between 1990 t0 mid-1991—when the

-Tarnobrzeg factory went out of business-—Tarnobrzeg

did not receive any orders from the Soviets, even
though they usually purchased 50 percent or more of
the plant’s production.58 Hungary’s exports to the
Soviet Union have also fallen. In 1989, because of the
collapse of trade with the Soviet Union, Csepel lost a
stable market for half of its production.5% In 1990, the
East German market also has disappeared for CEE
machine tool builders, although some orders placed
under the last CMEA S-year plan were being
honored. 30 -

555 William J. Kelly, Hugh L. Shaffer, Mason H. Soule,
George W. Simmonds, and H. Louis Rees, “The Role of Eastern
European Machine Tools in Soviet Industry”, Battele, Apr. 11,
1990‘5Ep. 20-22.

Czechoslovak Chamber of Commerce and Industry, Facts
on Czechaslovak Foreign Trade, 1990, p. 25.

357 Hungarian Central Statistical Office, Siatistical Yearbook
of External Trade 1990, 1991, pp. 71-73.

358 “Machine Tool Factory Folds; USSR Market Loss,”
JPRS-EER.91.091, June 25, 1991, p. 4.

359 “A Day at a Time for Csepel,” American Machinist,
March 1991, p. 27.

560 “Non-German Firms Active at East Fair”, American
Machinist, May 1990, p. 41.



Since January 1, 1991, wrade with CMEA countries
has been conducted in hard currency. This has
" substantially reduced Soviet customers’ ability to
purchase machinery and reduced CEE machine tool
builders’ orders. With trade now conducted in hard
currencies and cleared in U.S. dollars, CEE builders are
having to compete on the basis of world prices. For
Czechoslovakian builders, the -situation is worse,
because of a recent bilateral agreement between
Czechoslovakia and the Soviet Union which specified
the types of machinery and other products the Sovnets
would buy.

CEE machine tool producers have sought new
markets for their products outside of former members
of CMEA. Some have sought to guarantee production
through manufacturing cooperation agreements . with
German and other foreign producers, while also
looking further overseas for orders. New markets
include Korea, Iran, Singapore, Thailand, Algeria, and
South Africa.

OECD imports of machine tools from CEE
countries more than doubled from 1985 to 1989, rising
from $58.9 million to $142.5 million (table 49). U.S.

imports have been negligible and were valuéd at $8.9

million in 1989. This is in large part due to high U.S.

tariffs, ranging between 30 to 45 percent, levied on.

machine tools from nonmarket countries. Since the
tariffs increased their prices, CEE machine tool
builders did not have the sales and potential market to
justify establishing marketing and service centers
required for further market penetration. Also, the U.S.
market was quite distant from their principal markets in
the EC and CMEA countries.

‘EC imports from CEE countries totaled $96.0

million in 1989 and accounted for 68 percent of total

OECD imports. Almost half of the EC imports were
from Czechoslovakia ($47.6 million), followed by
imports from Poland and Hungary. Imports by other
OECD countries were also primarily from
Czechoslovakia. Two major Czechoslovakian markets
outside the EC are Austria and Switzerland.

In contrast, OECD exports to CEE countries were
almost three times as large as CEE exports to OECD
countries. In 1989, CEE imports from the OECD were
valued at $445.8 million, with imports from the EC
accounting for 66 percent of the total (table 50).

As mentioned previously, CEE machine tool
producers had sizeable exports to the Soviet Union,
Only machine tool builders from Germany, Japan, and
Switzerland approach the CEE builders in machine tool
_ sales to the Soviet Union and other former CMEA
. country markets. For example, Polish machine tool
" builders have a good reputation and are fairly well
_established in the markets.! Much of the trade
-between the Soviet Union and Central and Eastem
Europe was managed trade, however, this pattern is
beginning to change with the relaxation of export

561 USITC siaff field interview in Poland with various
machine tool expents, July 1991.

controls. Soviet customers are beginning to look even

- more to German and Japanese machine tool vendors.

Most Western trade and tariff barriers on machine
tool imports from Central and Eastern Europe have
been lifted, with most-favored-nation (MFN) and
Generalized System of Preferences (GSP) tariff
treatment being: recently granted to most Central and
East European countries. CEE machine tool builders
are taking advantage of these benefits. For example, in
1990, $4.9 million of total U.S. imports of $5.9 million
of machine tools from Poland entered duty-free under
GSP; GSP imports from Hungary were valued at
$941,000, out of total imports of $1.2 million.

Even with these benefits, because of the recession
in the United States and a deteriorating machine tool
market in the EC, competition for CEE machine tool
builders is intensifying. Although many CEE machine
tools are price-compeltitive, customers are evaluating
other aspects to purchasing machine tools, such as
technology level, service, and training.

. In the short term, if the United States grantéd MFN
and/for GSP tariff treatment to Romania,
Czechoslovakia, and Bulgaria, the elimination of these
tariffs would result in at least a marginal increase in
exports. To increase exports significantly and compete

- successfully in the U.S. market, producers in these

CEE countries will have to produce higher quality
goods and improve their marketing skills.

Motor-vehicle parts
Prepared by Adam Topolansky

Export potential

There is a relatively high potential for the CEE
motor-vehicle parts industry to export its products to
certain foreign markets. CEE exports of parts should
increase because of the industry’s cost-competitive
wages, skilled workforce, proximity to "Westemn
European producers of motor vehicles, adequate
reserves of raw materials, and commitment to
modemization and investment.

Industry sources estimate that the CEE mdustry
will grow at an average annual rate of 6 to 7 percent;
CEE pans suppliers will not only have to meet
expanding domestic demand, but they have also been
preselected to supply General Motors-Opel,
Volkswagen, Ford, Fiat, and other Western European
producers and their affiliates. During 1989-91,
Western firms invested about $600 million in the CEE
industry.52  Hungary, Czechoslovakia, and Poland
have received most of this investment; partly as a result
of this inflow, these countries have the strongest
potential to increase exports.

562 USITC staff estimates based on a compilation of 40
Westem-funded cooperation agreements with (?EE countries from
Business Eastern Ewrope, a Business Intemational, Inc.
publication.
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Table 49 A
Machine tools: OECD imports from Eastern Europe, 1985-89
(Value in million dollars)

1985 1986 1987 1988 1989
U.S. imports from— N ‘
Poland ..........ccoiiiiiiiinnnnnn. 2.8 1.9 2.1 4.3 45
Czechoslovakia ..................... 7 . 6 .8 1.9 1.5
Hungary ..............oiiiinn, 2 2 3 4 29
ROmamia.......oovvininvnnnnnennns 1.1 A 7 i‘; 2';
Bulgaria .......ccovieiiiniiiiiin.ns M M " ! 1
EC imports from— _ '
Poland ............ i, 49 " 12.4 12.1 11.9 16.3
Czechoslovakia ..................... 18.0 36.1 36.1 46.7 47.6
Hungary ................coount 54 9.4 9.9 11.1 13.9
Romamia..........ccovvvvinnnnnnnns 45 5.0 4.3 5.7 9.2
Bulgaria ................. e, 3.1 5.4 6.4 7.2 9.0
Other OECD imports from— .
Poland ............. et 2.6 6.0 7.9 6.9 9.7
Czechoslovakia ..................... 11.8 - 188 19.8 19.4 21.1
Hungary ............cooiiviiiiii, - 27 4.6 5.6 3.1 39
Romania...........covivvvnuennnnn. : 2 9. .8 .6 .6
Bulgaria ...................... . ..., .9 1.8 22 1.3 2.3
Total OECD imports from—
Poland ............ccciiiiiiin.. 10.3 20.3 22.1 23.1 30.5
Czechoslovakia ..................... 30.5 55.5 56.7 68.0 70.2
Hungary ..................ooooi 8.3 14.2 15.8 14.6 20.7
Romania............cciiiiivenenn.. 5.8 6.0 5.8 6.3 9.8
Bulgaria ........................... : 40. - 7.2 8.6 8.5 1.3

' Less than $50,000.

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base
for imports from other OECD countries.

Table 50 : :
Machine tools: OECD exports to Eastern Europe, 1985-89
(Value in million dollars)

1985 1986 1987 1988 1989
U.S. exports to— :
Poland .............. ..o, 2.1 1.7 45 F 22 4.7
Czechoslovakia ..................... 14 8 2 3 2
Hungary ................... .. ... 1.5 4 1.6 3.9 4.1
Romania.................onun e o () R A " 0
Bulgaria .................. . ... 2.1 13 38 1.7 2
EC exports to— , :
Poland ....................... .. ... 36.8 48.2 © 64.8 85.2 96.6
Czechoslovakia .................... . 40.1 5§35 76.0 110.0 109.6
Hungary .......................... . 204 27.0 35.8 27.5 36.8
Romania......................c0un. 58 2.7 1.0 1.5 1.4
Bulgaria ........................... 58.2 771 95.2 79.8 48.3
Other OECD exports to— ’
Poland .......... ... ... ... 216 27.6 27.6 32.2 39.3
Czechoslovakia ..................... 235 40.6 43.0 438 433
Hungary ........................... 8.8 10.0 73 15.9 19.4
Romania...........ccovveniuinnnn.. 1.2 13.4 " A A
Bulgaria .................. eeee.... 289 75.1 53.6 245 1.8
Total OECD exports to—
Poland ............. ... ... ..., 60.5 775 96.9 119.6 140.6
Czechoslovakia ..................... 65.0 94.9 119.2 154.1 153.1
Hungary .....................oouel 30.7 374 44.7 47.3 © 60.3
Romania............ccoviviivnnen... 7.0 16.2 1.1 1.6 1.5
Bulgaria ............. ... ... ...l 89.2 1635 . 152.6 106.0 90.3
! Less than $50,000. .

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base
for exports from other OECD countries. _



Industry characteristics

In order t0 examine the dynamics of the CEE
motor-vehicle parts industry, the market for these
products, the CEE motor vehicle industry, must also be
described.  Beginning in 1948, CMEA decrees
allocated automobile, bus, truck, and parts production
among CEE countries according to a planned industrial
policy. The former GDR and Czechoslovakia were
designated as the principal CEE producers of
automobiles and certain parts; Poland was initially
assngned the bulk of truck production (and later
compact cars) and cenain parts; Hungary was chosen
as the region’s premier bus producer and top supplier
of motor-vehicle parts to the Soviet Union; and
Romania and Bulgaria manufactured primarily trucks.
Thus, motor vehicles and parts produced in CEE were
principally traded among CEE countries and the Soviet
Union.

In 1990, the CEE motor vehicle industry built an
_estimated 900,000 vehicles, including about 720,000
automobiles and 180,000 commercial vehicles (trucks
and buses). CEE industry sources estimate that CEE
" motor vehicle production capacity will exceed 1.4
million units by the year 2000, representing an average
~annual increase of 4.5 percent.33 . Other_sources
estimate that production will rise even higher.5% CEE
officials have always considered the motor-vehicle
parts industry as a subset of the motor vehicle-industry;
consequently, it is difficult to estimate CEE

- motor-vehicle parts shipments. However, based on the
current average costs of producing a motor vehicle in
CEE (about $6,000 for an automobile and $30,000 for
a commercial vehicle), and adjusted for imported parts,
the CEE original-equipment (OE) parts mdustry is
currently estimated to be about $5.2 billion, 565 whereas
the aftermarket, or replacemem parts segment, is
gavged at about $1.3 billion.5% Based on production

" year 1990, the CEE industry’s combined OE and
aftermarket production capacity is estimated at $7
billion in 1991. CEE industry sources stated that, prior
to 1991, CEE vehicle producers imported a relatively

563 The East Europca; Motor Industry, 1;\;9 Economist
Intelligence Unit, Special Report No. 1167, 1 189.
: 5& Ward's Automotive Yearbook, 1990, p. 277P' Other -
estimates are attributed 10 Mr. Robernt Eaxon Pmsxdem of GM

- Eu
K3 The 10tal value of pans incorporated in an average CEE
automobile is estimated 1o be 60 percent of a CEE automobile’s
total production cost of $6,000, or about $3,600. Since 720,000
-autamobiles were produced in CEE during 1990, the total value
of the parts used in manufacturing these automobiles was
‘estimated at $2.6 billion (720,000 x $3,600). The total value of
parts incorporated in an average CEE commercial vehicle, based
- on the 60- percent rule, is $18,000 (60 percent of $30,000). Since
180,000 commercial vehicles were produced in CEE during 1990,
" the total value of parts used in manufacturing these commercial
vehicles is estimated at $3.2 billion (180(X)0 x $18,000). During
1990, the total value of the original-cquipment (OE) parts industry
in CEE (after adjustment for im parts) was valued to be
about $5.2 billion ([$2.6 billion for autos + $3.2 billion for
commen:nl vehicles] - $580 million imported parts).
366 Since the OE parts industry generally accounts for 80
t of total parts production (the remaining 20 percent is
aftermarket pars), the aftermarket pans segment of the CEE
industry was esnmal.ed at $1.3 billion.

. small portion, less than 10 percent, of the total value of

the original-equipment parts they used. The primary

" sources for these imports were CMEA producers,
- Robert Bosch Gmbh, and Fiat's captive pars

producers.567

Low production costs are a major advantage for the
CEE motor-vehicle parts industry, The average cost of
producing a compact automobile in CEE (about
$6,000) is approximately 25-percent below the cost of
producing a compact car in the United States (about
$8,000). The assembly of an automobile in CEE as
well as the production of its parts are cost-<competitive
mainly because of the relatively low wage rates,
despite the relatively high skills of the workers. Even
after some recent wage increases, production workers
in the CEE parts industry were compensated in the
mnge of $1.50- $3.50 an hour during the first half of
1991568 Adjusting for paid benefits, such as

* state-subsidized- health care and lower productivity

(about half that of Western workers), the effective
wage rate would more than double. Even that would
be considerably lower than the $18.86 per hour paid in

the United States in 1990 and below the estimated

$11.50 per hour paid in Korea in 1990. Cernain
privately owned, Western-oriented CEE firms have
been offering higher wage rates ($3.50-$5.00) to attract
skilled technicians, yet these producers have
substantially reduced company-provided fringe
benefits compared with those of larger, siate-owned
enterprises. In addition, analysts state that the CEE
region could become a parts-sourcing center for
Western European motor vehicle producers, and for the
European subsidiaries of U.S. automakers, especially

~ those assembling in nearby Northem Italy, Austria, and

Germany, primarily because of geographical proxim J
and preexisting cultural and geopolitical ties.5
However, the CEE industry is behind ‘Westen
standards in many areas. Parts quality continues to be
deficient, capital is scarce, and modern management
techniques have not yet been adopted. On the other
hand, there are signs of improvement in the CEE
transportation infrastructure, and the CEE industry
made some progress in the area of technology, due to
recently relaxed COCOM export controls to Poland,
Hungary, and Czechoslovakia.

GM, Volkswagen (VW), Fiat, and Ford already
have a relatively significant investment position in the
CEE automotive industry in anticipation of the likely
restructuring  of supplier relationships among
European-based auto producers. This realignment by
the large automakers in Western Europe will involve
shifting some of the labor-intensive production
activities from the high-cost Northwestern European
region to lower-cost areas of Europe, particularly the

367 USITC staff telephone interview with CEE industry
oﬂ'icml Aug. 13, 1991.
568" USITC staff telephone interview with Hungarian industry
ofﬁcml July 25, 1991.
369 USITC staff interviews with officials of the Hungarian,
Polish, and Czechoslovak automotive parts mdusmes July 3-11,
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Iberian Peninsula, and the CEE countries. Although
Suzuki has si an agreement with Hungarian
partners to build a factory in Hungary, Japanese
-automakers have not shown significant interest in CEE.

During 1989-91, firms from at least 11 Western
countries committed about $3 billion to the CEE
automotive industry. These expenditures will increase
to $6 billion during the next 5 years, according to
existing agreements between CEE firms and Western
partners. The CEE parts industry has drawn about
$600 million in current commitments. Hungarian parts
producing facilities received about $250 million;
Czechoslovak parts producers received about $200
million (the BAZ transmission producing project alone
amounted to $150 million); and the Polish parts
industry obtained approximately $150 million.570

While automotive emissions control measures will
add to the cost of producing an automobile, the CEE
industry might be presented with an opportunity to
export emissions control equipment.  Ford, for
example, has recently begun construction of a plant to
manufacture fuel injection and other emissions-related
components in Hungary. Many of these components
will be exported to Western Europe. Furthermore,
industry sources state that catalytic converters could be
manufactured competitively by the CEE industry, using
Soviet platinum reserves and Western technology.

At present, the CEE auto parts industry is small
compared to the EC parts industry (figure 6). The EC
industry supplies approximately 29 percent of the total

. 57 Compiled from Business Eastern Europe, 1990 and 1991
weekly bulletins.

-Figure 6

value of parts produced in the world, whereas the CEE
industry contributes only about 2 percent. Other
industry leaders, such as the United States and Japan,
together produce about half of total world output of
parts, or 28 and 24 percent of world production,
respectively.

Certain regional investment patterns have emerged
in recent years in CEE. For example, Italian firms
often invest in Poland; German companies in
Czechoslovakia; U.S. firms in Hungary; and French
companies in Romania. Industry characteristics for
Czechoslovakia, Hungary, and Poland are presented in
the sections that follow, '

Czechoslovakia.—Czechoslovakia has been the
CEE region’s leading automaker and a significant
motor-vehicle parts supplier to the former CMEA
countries. There are an estimated 150 to 200 parts
producers in Czechoslovakia. Major Czechoslovak
parts manufacturers include the following companies:
Motor, PAL, PANP, Autopal, Autobrzdy, BAZ, Pikaz,
and UVMYV. Cumrently, most Czechoslovak parts
production is captive; that is, most of the parts are
produced by the state-owned auto companies or by
parts producers tied to trade companies. The
Czechoslovak  industry s in  traditionally
well-developed industnal areas of Bohemia and
Moravia. Both the Skoda and the Tatra (formerly
Laurin and Klement) automobile factories have
developed and secured a captive original-equipment
supplier base in those regions. Today, Skoda is made
up of six auto and parts producing facilities employing
about 21,000 workers. .

Parts production by selected regions. Estimated 1990 data in billion dollars

Japan
839

U.S.A
98

CEE
7

Mexico
8

EC
100

Sources: DOC, Boston Cons. Group, Credit Suisse, and USITC.
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During recent years, Czechoslovak producers of
automobile tires have exported “Barum™ brand name
tires to more than 80 countries, including Germany, the
United Kingdom, France, Scandinavia, Italy, and the
United States. Exports of Czechoslovak tires to
Westcm markets are expected to .increase in the
fumre

i~ VW has assumed an important role in restructuring
the Czechoslovak automotive industry. The German
automaker committed ‘significant investments to the
Skoda Works and set up a joint venture with BAZ,
VW currently holds a 25-percent share of Skoda with
an investment of about $325 million. By 1995, VW
will increase its share to 70 percent at an addmonal
cost of $415 million. VW sources claim that. the
German automaker is committed to invest
approximately $5 billion in Skoda during 1991-2000.

The VW-BAZ plant will be primarily a motor-vehicle
parts producing facility. An output of 350,000 gear
boxes is planned by 1994, mainly to be exported to
West European suppliers.  Another part of the
VW-BAZ conglomerate, however, will assemble 3,000
Volkswagen Passat automobiles from imported kits by
1992, with full-scale assembly of approximately
30,000 vehicles starting in 1993. Initial capitalization
of the joint venture is reported to be about $35 million.
VW sources indicate that total investment allocated to
the BAZ facility will eventually top $600 million.572

Hungary—There are  approximately 100
motor-vehicle parts producers in Hungary, most of
them closely associated with one of three major
Hunganan vehicle suppliers, Ikarus, Csepel, and
R4ba.5’3 Unlike the other CEE countries, however,
Hungary also has a limited number of large
quasi-independent producers, including the Taurus

Rubber Factory (automobile tires), MGM Roller .

Bearing Works (antifriction bearings), Autovill
" (starters and generators), Bakony Metal & Electrical
Appliances Works (spark plugs, windshield wipers,
homs, and distributors), SZIM (brake components and
valves), ISG Industrial Fittings & Machinery Works
(front axles and transmission gears), and Budamobil
(car bodies). There are also a growing number.of small
jobbers  (reailers) and family-owned- shops
proliferating around major industrial centers. The
Hungarian industry employs approximately 30,000
workers.5’* The total value of parts produced -in
Hungary was estimated to be close to $1 billion in
1990. The leading Hungarian motor vehicle supplier
has been Ikarus, the world’s largest producer and
exporter of articulated buses. lkarus accounts for 20
percent of world trade in large-capacity buses. 575

5T USITC staff interviews with officials of Motokov i in
.Prague, Czechoslovakia, July 12, 1991.
572 Compiled from Au:omouve Paris International, vol.. 5
. "No. 8, May 31, 1991, pp. 5-6.
B USITC staff interviews with officials of the Instimute of
Indn;_’lnnl Economics, Budapest, Hungary, July 1, 1991.

51 USI;I'C Central and Eastern Europe: Export
Competitiveness of Major Mamfaclurmg and Services Sectors,
h;;:lul rqs%n Phase 1, USITC investigation No. 332-308, Apnil
1991, p.

The Hungarian industry received more than
one-third of Western investment in the CEE
motor-vehicle parts industry during 1989-91. During
this period, a great portion of the total U.S. investment
in the CEE industry was allocated to Hungary. General
Motors and its European subsidiaries (AC Rochester
and Packard Electric) and Ford invested a total of $190
million, or an estimated 75 percem of the total
parts-related investment in Hungary.57

Poland —Post-war automobile production in
Poland began in the 1950s; however, production

"remained at relatively low levels, only at about 20-30
.thousand units annually. A breakthrough occurred in

1965, when the first license agreement with Fiat was
concluded, and Fiat has since become a major
participant in the Polish automotive industry. There are
two major Polish motor-vehicle producers, Fabryka
Samochodow Osobowych (FSO) and Fabryka
Samochodow Malolitrazowych (FSM). More than 100
Polish pans suppliers produce and ship parts to FSO
and FSM.577 In total, there are over 300 parts
producing firms in Poland; the industry employs
approximately 50,000 workers. The Polish industry is
presumed to ‘be one of the largest in CEE, and. 1990
production of parts was estimated to be near about $2.5
billion. Most of this output went to the Polish auto
manufacturing industry and little was exported.578

In addition to Fiat, other Western carmakers have
also shown interest in the Polish automotive industry.
Recently, General Motors, Hyundai, TRW,
Saab-Scania, and Mannesmann Handel made new

‘investments in various automotive joint ventures in

Poland. Total foreign investment in the Polish parts
industry alone was estimated at $150 million during
1989-91. This amount is likely to grow in the near
future, since Fiat has indicated that its investment
position in the Polish auto industry will increase

- significantly in the next 3 to 5 years, thereby increasing

the likelihood of more parts production.

Romania.—The Romanian industry is estimated to
be comparable in size with the Hungarian industry,
producing a litile over $1 billion annually. Pars
producing facilities, however, are captives of the

. state-run vehicle industry and supply primarily

domestic producers of motor vehicles. Romania has a
number of these vehicle- and parts-producing facilities;
however, the majority of the vehicles produced are
exported to other CEE or developing countries, The
French-financed Dacia (Renault license) model is
Romania’s principal automobile. Hampered by quality
problems and inadequate aftermarket parts availability,
the production and sale of Dacias have leveled off in
recent years. Industry sources, however, expect that

576 USITC staff estimates based on a compilation of 40
Westem-funded cooperation agreements with countries, from
Business Eastern Europe, a Business Intemational Inc.
publication.

571 Based on information contained in The East European
Motor Indusiry, The Economist Intelligence Unit, 1989, pp. 69-72.

578 USITC staff interview with officials of Pol-Mot, Warsaw,
Poland, July 8, 1991.
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another Romanian-produced vehicle, the Olcit
(Citroen Iicense}7 will be sold in Western European
markets shortly.3’9 In addition, industry sources state
that the Romanian industry is expected to increase its
production and export capabilities once economic
reforms are implemented.

Bulgaria.—The Bulganan industry is relatively
small compared with the parts industries of other CEE
countries. Bulgaria’s parts production facilities mainly
export to the Soviet Union; principal parts produced
include lighting equipment, mirrors, and filters.
Bulgarian parts makers also supply Czech-owned
Skoda with certain components. Rover of the United
Kingdom and Ukranian-based Zaporozets have
expressed interest in opening auto production facilities
in Bulgaria.’

Government policy and nature of
management structure

The automotive industry in CEE began as a
market-driven and privately owned industry between
the two world wars. After 1948, it became- a
state-regulated industry. Political affiliation had more
to do with the selection of managers than did technical
and entrepreneurial skills.  Prices were tightly
controlled by the national governments. Automotive
investments were coordinated and promoted by the
state in accordance with the so-called 5-year plans.

Since 1989, the CEE automotive industry has
experienced rapid changes. A new entreprencurial
class has begun to take over the day-to-day
management of motor vehicle and parts enterprises.
During this transformation, firms are gradually being
privatized, especially through foreign investment. .

Adjustment issues

Some of the major challenges facing the CEE
motor-vehicle industry include establishing new export
markets in the West, updating of manufacturing
equipment, and attracting more investment capital.

Financial constraints will limit the competitiveness
of the CEE industry. Industry sources report that CEE
parts makers are having difficulties obtaining
commercial loans because traditional CEE legal and
accounting practices create too many uncertainties for
Western lenders.

Cost competitiveness, one of the fundamental
advantages of the CEE industry, is likely to decline in
the coming years, as higher capital and equipment costs
are passed on to automakers.

Another impediment to growth of the CEE industry
is the added cost of new environmental regulations.
Newly introduced EC emissions regulations will render
some of the products of the CEE industry obsolete.

5P Ward's Awomotive Yearbook, 1990, p. 278.
3% 1hid, p. 277.
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Stricter. emissions standards will favor new
technologies, including sophisticated fuel injection
systems, lean bum engines, and the regular use of
modem catalytic converters. '

Foreign trade

Uniil 1990, the CEE industry exported its products
mainly to- the' CMEA countries. However, with
CMEA's recent disintegration, it is widely anticipated
that the preexisting trade relationships in CEE will be
significantly reshaped in the next 3 to 5 years.

OECD imports of parts from CEE increased at an
average annual rate of 16 percent during 1985-89, from
$205 million to $368 million (table 51). During the
same period, OECD exports of parts to CEE increased
at an average annual rate of 12 percent, from $337

‘million in 1985 to $536 million in 1989 (see table 52).

While OECD imports of parts from CEE increased at a
faster rate than OECD exports to the CEE region,
OECD countries posted trade surpluses during the
period; during 1989, this surplus totaled $168 million,
owing mostly to strong OECD exports of aftermarket
parts and accessories.

Of the CEE countries discussed, Hungary has the
most export compeltitive industry. Hungary exported
nearly one-half of its parts production in 1990, or about
$450 million; one-third, or about $150 million of these
exports went to Westem countries. Czechoslovak
exports of parts were estimated to be $500 million in

1990, but less than one-fourth of that went to Western

countries.  Poland’s intra-CMEA exports of parts
totaled about $500 million in 1990; Polish exports of
parts to Western countries were about $90 million in
the same year.

According to official Hungarian statistics,5%2 in
1989 Hungary exported about 100,000 units of
motor-vehicle parts to the world (not including tires,
diesel engines, and ball/roller bearings). In 1989,
579,000 truck and bus tires, and 6,858 diesel engines
were exported. Exports of bearings amounted to 7,000
long tons during 1989. "The combined share of these
commodities in value terms accounted to 2.6 percent
(about $300 million) of total Hungarian exports in
1989. About one-sixth of those exports, or $50
million, was shipped to the United States during 1989.
In 1990, Hungary’s motor-vehicle parts exports rose an
estimated 10 percent compared with 1989, to about
$330 million, and its exports to the United States
totaled about $70 million.

Industry sources predict that the CEE countries will
substantially increase their parts exports to Western
Europe. Because of the recent investment patterns that
evolved in the CEE industry, the Hungarian and
Czechoslovak parts industries appear to have the
greatest export potential, followed closely by Poland.

381 Trade data used for the CEE countries were compiled
from official statistics of the U.S. Department of Commerce,
Nimexe, and UN trade statistics. .

82 Satistical Yearbook of Hungary, 1989.



Table 51
Motor-vehicle parts: OECD imports from Eastern Europe, 1885-89
(Value in million dollars)

1988 1989

1985 1986 1987
U.S. imports from— :
Poland ............cciviiiininnnnn. 49 4.7 4.9 7.8 7.2
Czechoslovakia ..................... 79 - 7.2 6.9 7.1 4.7
Hungary ...............oiiine 383 249 39.9 433 61.2
Romania...........coiviiinnennnnns 75 7.7 11.4 10.5 33
Bulgaria ...............c.iiiinnn. 2 0 R A1 2
EC imports from—
Poland ............cciviiiiiinrnnn. 30.0 38.9 46.3 53.6 58.8
Czechoslovakia ..................... 19.7 318 33.9 - 46.7 57.6
Hungary ...............ooiiinnen. 232 36.2 43.3 41.8 53.7
Romania................cocvvvnen.. 31.4 42.5 45.9 67.2 5§7.7
Bulgaria .............ciiiiiinnnn. 1.9 2.1 3.7 42 6.0
Other OECD imports from—
Poland ............cccivviivenan.n. 145 1.1 12.4. 7.1 18.9
Czechoslovakia ..................... 1.4 12.4 135 12.2 15.3
Hungary ..............coiiiinninn, 9.5 9.2 18.6 15.7 1.4
Romania............ccovviienennnn. 4.6 8.4 8.9 115 10.8
Bulgaria ............cciiiieniian.. 3 .6 5 4 7
Total OECD imports from—
Poland .............cciiiiivennnnn. 49.4 54.7 63.6 68.5 84.9
Czechoslovakia ..................... 39.0 .51.4 54.3 66.0 77.6
Hungary ..................coiill, 71.0 70.3 101.8 100.8 126.3
Romania.................ccoivennn. 435 58.6 66.2 89.2 71.8
Bulgaria .................c.... e 2.4 27 4.3 4.7 6.9

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base
for imports from other OECD countries.

Table 52 _
Motor-vehicle parts: OECD exports to Eastern Europe, 1985-89
(Value in million dollars)

1985 1986 1987 1988 . 1989
U.S. exports to— -
Poland ............cciviiiiiiiinn. 54 55 53 .43 13.7
Czechoslovakia ..................... . 5. 2.1 3 2.6 1.6
Hungary .......... ...l 8.9 5.9 14.8 10.1 6.3
Romania.................cienainn.. 6.5 5 4 5 4
Bulgaria ................. .. i, 1.9° 1.1 1.8 3 7
EC exports to— : .
Poland ...........ccciiiiiiivnnnnnn. 81.9 93.1 96.2 125.8 156.9
Czechoslovakia ..................... 30.7 47.7 549 93.3 84.3
Hungary ...t 67.6 98.2 112.3. 105.6 121.2
Romania...........cooviriivennnnn. 37.3 33.7 18.6 19.3 13.1
Bulgaria .................. ... ... 37.3 36.9 "~ 405 65.8 61.7
Other OECD exports to— :
Poland ...... et e e 28.3 40.8 36.5 27.8 36.1
Czechoslovakia .............. e 85 10.3 9.1 4.7 7.7
Hungary ...t 9.1 13.2 14.9 12.0 19.5
Romania..............coiiivnenn., 29 3.8 1.6 1.9 1.2
Bulgaria ...............ccciiiiin.. 10.6 12.6 11.8 8.4 11.1
Total OECD exports to—
Poland ............cciiiiivinnnnn. 115.6 139.4 138.0 157.9 206.7
Czechoslovakia ..................... 39.7 60.1 64.3 100.6 93.6
Hungary ....................cooat 85.6 117.3 142.0 127.7 147.0
Romania..........cooviviiinnnnnnnn. 46.7 38.0 20.6- 21.7 14.7
Bulgaria ................... .., 49.8 50.6 54.1 745 735

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base
for exports to other OECD countries.
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In 1990, preliminary data indicated that total
estimated CEE exports of parts to OECD countries
amounted to $400 million. In comparison, this amount
represented about 1 percent of U.S. imports of parts
from the world in 1990, which totaled about $30 billion
during the same year. During 1990, Hungary exported
about $135 million of parts to OECD countries, Poland
about $95 million, Czechoslovakia about $90 million,
Romania about $70 million, and Bulgaria $10 million.
The United States received one-fourth of all CEE parts
shipped to OECD countries, or about $100 million. Of
this $100 million, Hungary exported about $75 million,
Poland about $10 million, Czechoslovakia about $8
million, and Romania about $7 million. Bulgaria’s
parts exports to the United States were negligible.583

Poultry
Prepared by Doug Newman

Export potential

In general, CEE poultry export potential during the
next 5 years is likely to be low. CEE poultry exports
declined in 1989 and 1990, and this pattern is likely to
continue in the near term as the industries adapt to
changing economic environments in each CEE country.
In addition, the current economic problems in the
Soviet Union, traditionally the primary poultry export
market for CEE countries, have hurt CEE poultry
exports and, consequently, hurt production. Atempts
to redirect exports to other markets have been affected
by declining economic conditions in these markets.

The long-term potential for the CEE poultry sector
is high. Although the CEE poultry sector generally has
not kept pace with new technologies developed by
Western competitors, the region has developed some
relatively modemn poultry complexes. The region also
has some experience in exporting to world markets.
Once the CEE region has adjusted to economic reforms
and market-driven economies, the poultry industries
will be likely to recover relatively quickly. In addition,
the relaxation of foreign investment restrictions will
further enhance the potential of the CEE poultry sector
by attracting much needed capital and technology.

The production capacity of the CEE poultry sector
is currently underutilized, and production and exports
can be increased relatively quickly. In addition, the
capital investment needed to expand production and
exports is believed to be relatively small for the CEE
poultry sector compared with other sectors such as
heavy industry. There is also a rising global demand
for poultry. The prospect of eventual economic
recovery in the Soviet Union also enhances the
long-term outlook for CEE poultry exports. The CEE
region possesses cost advantages in terms of land,
labor, and marketing experience to potential
nontraditional export markets, such as the Soviet
Union, compared with other major world producers.

58 Compiled from official statistics of the U.S. Department
of Commerce, Nimexe, and UN trade statistics.
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Industry characteristics

The CEE region comprises one of the world’s
major poultry production and exporting areas. In 1990,
the CEE countries included in this study accounted for

" S percent of total world poultry meat production and

12 percent of total world poultry meat exports. 53 In
1990, the CEE region was the world’s sixth-largest
poultry meat-producing area, trailing the United States,
the EC, the Soviet Union, China, and Brazil. It was the
world’s third-leading poultry meat exporting area,
trailing the EC and the United States. Clearly, the CEE
region is a major player in the world poultry market,
and the transformation to market economies in the
region is expected to have major implications for this
market.

The poultry industries across the CEE countries
vary in size, level of development, degree of private
and .public sector ownership, and market emphasis.
The industry in each country is discussed separately.

Hungary.—The poultry industry in Hungary is the
largest and most developed among the CEE countries
and is the most export-oriented. Poultry production is
concentrated in state-owned facilities. According to
the U.S. Department of Agriculture, about 65 percent
of poultry processing was accounted for by nine
state-owned firms in 1990.585 In addition, there were
16 plants owned by farms and agricultural and
consumer cooperatives as well as 3 plants owned by
joint-stock companies. Most of these entities are
members of the Poultry Breeders and Producers
Association. Hungarian poultry processing plants
utilize modern equipment and are approved to export to
the EC.38 According to the latest available data, the
Hungarian poulry and egg-processing industry
emplosgd an average of about 16,000 workers in
1988.

Total Hungarian poultry production rose from
400,000 metric tons in 1985 to a peak of
470,000 metric tons in 1987 before falling to
426,000 metric tons in 1990, reflecting a similar trend
in the dominant broiler sector (table 53).588 The
wholesale value of production in 1990 was about
$559 million.5%9 A variety of factors led to the decline
in production in 1990, including rising production costs
and shortages of feed; declining productivity because

" 384 Including intra-EC trade. This share rises to 15 percent,
excluding such trade. Based on data contained in Foreign
Agricultural Service, U.S. Department of Agriculture, World
Poulgg Situation, April 1991.

U.S. Department of Agriculture, Foreign Agriculture

* Service, Annual Pouliry R?on, Report #HU0020, U.S. Embassy,

\ﬁenn”% June 13, 1990, P
ITC staff interview with Mr. Peter Foldi, Ministry of
Agriculre, Budapest, July 2, 1991. .
Hungarian Central Statistical Office, Statistical Yearbook,
1988, p. 121. Data are not separately available for poultry
production. :
388 Specific data are available only for broilers and turkeys.
A significant amount of ducks, geese, and spent laying hens are
also goduced and are represented by the “other” category.
9 ITC staff interview with Mr. Peter Foldi, Ministry of
Agriculture, Budapest, July 2, 1991. Value is based on Liveweight
roduction of 570,000 metric tons and a wholesale price of 62
Forinu ($0.98) per kilogram.



of poor feed a)uality and stagnant breeding and growing
technology;*® a slowdown in capital investment in
poultry facilities because of inflation and rising interest
rates; and declining. export incentives. The Hungarian
Ministry of Agriculture forecasts total Sgoultry
production will decline 12 percent in 1991.1 Per
capita consumption of poultry in Hun was 23.2
kilograms in 1990, compared with 7.4 'ogams for
beef and veal and 76.5 kilograms for pork.’

" Data are not available on the cost structure of
Hungarian poultry producers. However, total
production costs are higher than those of major
competing producers such as the United States, the EC,
and Brazil. In 1990, production costs averaged about
47 cents perpound (liveweight basis) for the state farm
and large cooperative sector and about 42 cents per
- pound for small producers.59® This compared with
average farm production costs of about 24 cents per
pound in the United States that year.5%4 The relatively
higher production costs result mainly because of higher
feed costs in Hungary. Feed generally accounts for
more than two-thirds of total production costs, and feed
costs are significantly higher in Hungary than in other
major producing areas largely because higher-protein
feed ingredients must be imported using hard currency,
mainly from the United States and Brazil®% In
addition, finished feed quality is generally lower in
Hungary compared with Western producers. This
results in higher costs because of less efficiency in feed
conversion. '

Productivity in the Hungarian poultry industry is
considerably lower than in the United States and the
EC. Productivity, as measured by the feed-conversion
ratio, is reported to be about 25-30 percent lower than
in the EC (as of mid-1990).5% A recent Hungarian
Government survey showed a feed conversion ratio in
Hungary of 2.4 kilograms to produce 1 kilogram
(liveweight) of chicken, compared with less than
2 kilograms for U.S. producers.®®” The hatchability

5% According to a report from the U.S. Embassy, Vienna
(GEDES Voluntary Repont HU0O20, June 13, 1990), two major
Hungarian suppliers of day-old chicks have been influential in
blocking competitive imports, thus limiting the quality of breeding
and growout stock. However, this situation may be changing, as
one of the suppliers is reportedly forming a joint venture with a
leading world breeder (ITC siaff interview with Mr. Peter
Foldi, Ministry of Agriculture, Budapest, July 2, 1991).

Hys. nment of Agriculture, Foreign Agriculiure
Service, Annual Poultry Report, Repont #1U1023, U.S. Embassy,
Vienna, June 24, 1991, p. 1. :

Mmuys. rtment of Agriculture, Foreign Agriculture
Service, World Poultry Situation, April 1991; World Livestock
Situation, April 1991. .

393 ITC siaff interview with Mr. Peter Foldi, Ministry of
Agriculture, Budapest, July 2, 1991. Costs were lower for
smaller producers because of lower labor and overhead expenses.
.. ™us ent of Agriculture, Livestock and Poultry
“Situation and Outlook Report, May 1991, p. 8.

595 Ibid. '

. 3% US. Department of Agriculture, Foreign Agriculture
_Service, Annual Poultry Report, Report #HU0020, U.S. Embassy,
Vienn”g’, June 13, 1990, P 2. -

ITC staff interview with Dr. Lazlo Takacs, Deputy -
Duilxcctor. Poultry Breeders and Producers Association, Budapest,
July 1, 1991. -

rate for broiler chicks is about 75 percent’98, and the
death loss rate for broilers during growout is reported
to be 8 percent,’® both of which are high by U.S.
standards.  The relatively low productivity of
Hungarian poultry production results from a
combination of low quality feed, insufficient
application of technology and management techniques,
and lack of quality incentives. According to an official
of the Hunganan Ministry of Agriculture, the
Hungarian poultry industry suffered losses totaling
700 million forints (about $11 million) in 1990.600

Availability of production inputs has been a recent
problem for the Hungarian poultry industry. The
current economic problems (inflation, currency
devaluation, and hard currency shortages) caused by
market transformation have contributed to shortages of
capital for growth and modernization and feed, the
primary material input. The major production factors,
land, labor, and energy, are in relatively good supply.
In addition, foreign poultry producers, mainly from the
United States and the EC, are currently considering
investing in the Hungarian poultry industry,%! thus
improving the prospects of increasing technology and
production inputs.

Romania.—Romania 'is the second-largest CEE
poultry producer, although production levels exceeded
those of Hungary -during some recent years. The
poultry industry was targeted for growth by the
Romanian Government during the past decade because
of its relatively short production cycle compared with
other agricultural products and the desire to export
value-added agricultural products to repay foreign debt
as quickly as possibleS02  Romanian poultry
production is concentrated in the state farm sector. In
1990, approximately half of production was accounted

- for by the state farm sector, about 43 percent by the

cooperative sector, and the remainder by the private
sector.503 :

Romanian poultry production generally declined
during 1985-89, but rebounded in 1990; production
totaled 425,000 metric tons the latter year (table 53).
Broilers account for the bulk of Romanian poultry
production. The general decline in production during
the period under review resulted mainly from reduced
feed availability; domestic feed supplies have been
diminished by drought conditions, and imported feed

%8 Us. riment of Agriculture, Foreign Agriculture
Service, Annual Poultry Report, Report #HU9014, U.S. Embassy,
Vienna, June 15, 1989, p. 2.

%9 Thid. :

600 ITC staff interview with Mr. Peter Foldi, Ministry of
Agriculwre, Budapest, July 2, 1991.

%! Address by Dr. Gyorgy Raské, Deputy Secretary of State,
Ministry of Agriculture, at the OECD Agrarian Seminar, The
Hague, April 8-13, 1991. .

6o However, the Romanian Gopvernment prohibited poultry
exports in 1990. See section on trade later in this section of the

603 U.S. Depanment of Agriculture, Foreign Agriculture

Service, Annual Agricultural Simation Report, Report #R01004,
U.S. Embassy, Belgrade, Apr. 23, 1991, p. 25.
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supplies have been curtailed because of high foreign
debt and lack of hard currency. The rebound in 1990

production levels resulted from the high government.

priority given to the poultry sector with respect to the
allocation of imported feed ingredients.5% Per capita
poultry consumption was 11.5 kilograms in 1990,
compared with 13.0 kil%mms for beef and veal and
32.7 kilograms for pork. %05 .

Data are not available on the cost structure of
Romanian poultry producers. However, major
competing producers such as the United States, the EC,
and Brazil are believed to benefit from lower
production costs. Feed costs are significantly higher in
Romania compared with other major producing areas
because higher-protein feed ingredients must be
imported using hard currency. The aforementioned
drought further diminished feed quality and supplies.
Finished feed quality is generally lower in Romania
than in Western producer countries, resulting in higher
production costs because of lower feed conversion
efficiency.

Productivity in the Romanian poultry industry is
considerably lower than in the United States and the
EC. Data are not available for the typical measure of
productivity, the feed conversion ratio. However, the
average live weight of broilers at the time of slaughter
is reportedly quite low, less than 1 kilogram prior to
1990.906 In comparison, in the United States, a live
broiler at slaughter weighs about 4 pounds (1.8
kilograms). As is the case in other CEE poultry
industries, the relatively low productivity of Romanian
poultry production results from a combination of
low-quality feed and insufficient application of
technology and management techniques. However, the

feed conversion ratio in the Romanian poultry sector .

increased from 0.8 kilograms in 1989 to 1.2 kilograms
in 1990, or by 50 percent.%7 This was largely the
result of improved feed quality and supplies.

A shortage of production inputs has been a recent
problem for the Romanian poultry industry. The
current economic problems (inflation, currency
devaluation, and hard currency shortages) caused by
market transformation have contributed to shortages of
capital for growth and modemnization and feed, the
primary production input. The Romanian poultry
sector relies heavily on imported feed ingredients. In
addition, a prolonged drought has affected domestic
feed grain supplies. Availability of other primary
production inputs—land, labor, and energy—are in
relatively good supply.

Poland~—Poland, which at one time was the
principal CEE poultry producer, is now the
third-largest producer.  The Polish Government

604 Ihid, p. 2.
6 S, BTnmenl of Agriculture, Foreign Agriculture
id Po

Service, Wor, ultry Situation, April 1991; World Livestock
Situation, April 1991.

60 Thid, p. 2.

«7 ys. rtment of Agriculture, Foreign Agriculture

Service, Annual Poultry R?n, Repont #R0O1009, U.S. Embassy,
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embarked on a program of rapid development of the
poultry sector in the 1970’s. Poldrob, the primary
state-owned poultry company, modemized the industry
based mainly on model technology from the EC. The
development was largely complete by 1980.608
Modern equipment, mainly from Germany, is utilized
in processing plants, which meet EC standards.6%®
Polish poulu'Y production peaked in 1981 at 457,000
metric tons.510" However, the growth in the poultry

-sector was not matched by growth in the grain sector;

poult.rg production increased 47 percent during
1970-80, while grain production increased by
7 percent.!! This required the importation of feed
grains using scarce hard currency. In addition, the
buildup and modemization of the poultry sector was
financed largely by credit in the suppliers’ foreign
currencies, further straining the government budget.
Beginning in 1982, the Polish Government cut back on
grain imports and other hard currency purchases that
curtailed the expansion of the poultry sector. The
industry recovered somewhat in the mid 1980’s, but
contracted again in the latter part of the decade as
economic reforms imposed adverse conditions.

There are an estimated 1,750 broiler farms and
about 200 turkey farms in Poland.6!2 The bulk of
poultry processing is accounted for by the state sector.
Poldrob accounts for an estimated 82 percent of
broilermeat production, and the remainder is accounted
for by state and collective farms and the private
Dobriarz Farmers Union.513 '

During 1985-90, Polish poultry production rose
from 285,000 metric tons in 1985 to 351,000 metric
tons in 1988 before falling to 328,000 metric tons in
1990 (table 53). Factors contributing to the decline
since 1988 include a shortage of high-quality feed, the
elimination of production incentives, high interest
rates, and a decline in domestic demand for poultry
meat. Broilers account for the largest share of
production, although there is substantial production of
other poultry (mainly ducks and geese). Per capita
consumption of poultry in Poland was 7.9 kilograms in
1990, compared with 20.1 kilograms for beef and veal
and 48.8 kilograms for pork.6!

Data are not available on the cost structure of
Polish poultry producers. However, total production
costs are higher than those of major competing
producers such as the United States, France, and Brazil.
Such costs are the highest among the CEE countries
(about 80 cents per pound, liveweight basis)®!S mainly

602 Poultry Intemational, unpublished draft article, Waut
Publishin Cal;ngany U.K., Petersfield, England, June 1990.

609 I'%C staff interview with officials of Poldrob, Warsaw,
July 5, 1991.

615 /'S, Department of Agriculture, Foreign Agriculture
Service, Annual Poultry Report, Report #PL0020, U.S. Embassy,
Warsaw, May 24, 1990, p. 1.

611 poyltry International.

612 poultry Intemational. Data are not available on the
number of duck and goose fams.

613 Tbid.

sl4 s, nument of Agricullure, Foreign Agriculture
Service, World Poultry Situation, April 1991; World Livestock
Situation, April 1991.

615 ITC staff interview with officials of Poldrob, Warsaw,
July S, 1991.



significantly higher in Poland than in other major '

producing areas. This is largely due to the fact that
higher protein feed ingredients, particularly soybean
products, are not produced in large quantities.in Poland
and must be imported using hard currency. Finished
feed ‘quality is generally lower in Poland compared
with'Westemn producers This results in higher costs
because of less efficiency in feed conversion.” In
addition, Poland possesses a relatively cold climate
relative to both the Western poultry-producing nations
and to the other CEE countries. This increases
production costs, particularly in terms of energy.

. Productivity in the Polish poultry industry is
considerably lower than in the United States and the
EC..Productivity, as measured by the feed-conversion
ratio, is reported to be about 2.8 kilograms of feed per
kilogram of weight gain.5!6 This ratio is relatively
high by U.S. and EC standards.5!7 The relatively low
productivity of Polish poultry production results from a
combination of low quality feed, climatic
“disadvantages, inadequate application of technology
and management techniques, and the diversion of
resources away from poultry toward competing red
meats.

A shortage of production inputs has caused
problems for the Polish poultry industry. The current
economic problems (inflation, currency devaluation,
and hard currency shorages) caused by market
transformation have contributed to shortages of capital
for growth and modernization and feed, the primary
production input. Availability of other major

production inputs—land, labor, and energy—are in

relatively good supply.

Czechoslovakia.—Counter to the trend in the three
largest CEE poultry producers, poultry production in
Czechoslovakia increased during 1985-90.  The
principal government aim has been to maintain
self-sufficiency in the poultry sector. There are 12
state-owned poultry production units and 2 related
service units in Czechoslovakia. 518 About 90 percent
of broiler production is accounted for by state farms
and cooperatives.519 :

Czechoslovakian poultry production increased
irregularly from 183,000 metric tons in 1985 to
216,000 metric tons in 1989 before declining to
211,000 metric tons in 1990 (table 53). Broilers
accounted for about three-quarters of production in
1990. Production generally increased in the face of
poor feed availability and quality, as the demand for

poultry is increasing in Czechoslovakia. Production -

declined in 1990 mainly as the result of inadequate
feed supplies and lower feed quality that were affected

616 J.S. Department of Agriculture, Foreign. Agriculure
Service, Annual Poultry Report, Repon #PL0020, U.S. Embassy,
Warsaw, May 24, 1990, p. 2. .

§17 The higher the ratio, the lower the productivity.

618 U.S. Department of Agriculwre, Foreign Agriculure
Servicve, Annua) Poultry Report, Report #CZ1009, U.S. Embassy,
Vienna, June 11, 1991, p. 1. - :

619 ITC siaff interview with Mr. Kvetoslav Kosar, Research
Institute of Animal Production, Prague, July 12, 1991. -

by drought conditions and by hard currency shortages.
The export market for Czechoslovakian poultry
products is relatively minor (about 5 percent of
production annually), and production is driven by the
domestic market. The poultry sector also benefited
from various incentives during the period of expansion,
including -consumer price incentives that aided the

wth in demand. Per capita consumption of poultry
in " Czechoslovakia was 13.5 kilograms in 1990,
compared with 29.8 kilqéaams for beef and veal and
59.1 kilograms for pork.®:

Data are not available on the cost structure of
Czechoslovakian poultry  producers. However,
production costs are higher than those of major
competing producers such as the United States, the EC,
and Brazil, mainly because of relatively higher feed
cost and lower feed quality. Recent production costs
for broilers are reported to be about 51 cents per pound
(liveweight basis).52!

Productivity in the Czechoslovakian poultry
industry is considerably lower than that in the United
States and the EC, but is comparable to that in
Hungary. The feed-conversion ratio was 2.54
kilograms of feed for 1 kilogram of weight gain in
1989,622 and the average live weight at slaughter was
about 1.7 kilograms.523 In poultry processing plants,
productivity, as measured by throughput per unit of
labor, is reportedly about 120 metric tons (liveweight)
per worker per daxzcompared with about 900 tons in
the United States.®24 As is the case in other CEE
poultry industries, productivity is hurt by poor feed
quality, lack of labor incentives, -and insufficient
application _of technology and management
techniques.52 The level of technology employed by
the Czechoslovakian poultry processing industry is
lower than Westen standards. Electronics (such as
computers) are not used, and equipment breakdowns
are reportedly common.826 - .

Availability of production inputs has not been as
large a problem for the Czechoslovakian poultry
industry as in other CEE poultry producers. This
situation is changing, particularly in light of current
economic reforms that are eliminating producér and
cohsumer incentives. Czechoslovakia’s foreign debi,
however, is not as extensive as that in other CEE
countries and may not pose a major constraint to

620y, nment of Agriculture, Foreign Agriculture
Service, World Poultry Situation, April 1991; World Livestock
Situation, April 1991.

61 ITC siaff interview with Mr. Kvetoslav Kosar, Research
Institute of Animal Production, Prague, July 12, 1991,

2 (s, nment of Agriculture, Foreign Agriculture
Service, USDA, FAS, Annual Poultry Repon, Repont #CZ1009,
U.S. Embassy, Vienna, June 11, 1991, p. 1.

623 U.S. Depantment of Agriculre, Foreign Agriculture
Service, , Annual Poultry Report, Repont #CZ0007, U.S. Embassy,
Vienna, May 30, 1990, p. 2.

624 ITC swaff interview with Mr. Kvetoslav Kosar, Research
Institute of Animal Production, Prague, July 12, 1991. Although
these data are imprecise, they are representative of the relative
posilé%n of productivity in the two countries.

Ibid.

€26 [TC staff interview with Mr. Kvetoslav Kosar, Research
Institute of Animal Production, Prague, July 12, 1991.
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necessary imported inputs during the period of market
adjustment. .

Bulgaria.—Bulgaria has the smallest poultry
industry of the CEE countries. The Bulgarian
Government, like that of Czechoslovakia, has followed
a policy of self-sufficiency in agriculture in general and
has attcm_})ted to restrict imports while facilitating
exports.527 There are 14 state farms and 4,000 private
flocks that sup&lﬂy 10 processing plants in the Bulgaria
broiler sector. Turkeys are grown on three state
farms as well as on an indeterminate number of private
farms.629

Bulgarian poultry production increased during

1985-87, before stabilizing at about 170,000 metric
tons annually (table 53). Broilers account for about
three-quarters of production. Data are not available on
per capita consumption of poultry in Bulgaria.

Data are not available on the cost structure of
Bulgarian poultry producers. However, production
costs are believed to be higher than those in major
competing producers such as the United States, the EC,
and Brazil, mainly because of relatively higher feed
cost and lower feed quality.

Government policy and nature of
management structure -

Pouliry production in CEE countries has been
centrally controlled since the end of World War II.
State management of the poultry sector generally has
involved centrally mandated production and marketing
targets, input and credit allocations, price controls,
marketing monopolies, and incentives,

State control has become less effective, as the
overall agricultural sector experienced increasing
capital investment and technological improvements.
The nature and extent of state involvement has evolved
differently in each of the CEE countries, however, as
described below.

Hungary—The Hungarian poultry sector is
subject to oversight by the Coordinating Committee for
Agricultural Market Regulations (CCAMR). The
CCAMR was established in January 1991 to determine
and implement agricultural policy, including
production, trade, and fiscal measures.530  The
CCAMR is authorized to intervene in the domestic
market; change export incentives; and offer export
tenders for surplus production. In addition, the
CCAMR may propose price changes, export/import
license suspensions, production quotas, changes in
tariffs, and any other agricultural policy or legislative
changes. However, according to an official of the

627 y.s. ent of Agriculture, Economic Research
Service, Global Review of Agricultural Policies, May 1988, p. 44.

628 poultry International.

629 Thid.

630 J.S. Department of Agriculture, Foreign Agriculwre
Service, , Annual Agricultural Sitnation R?on, Report #HU1025,
- U.S. Embassy, Vienna, July 19, 1991, pp. 9-10
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Hungarian Ministry of Agriculture, decisions on
poultry production have not been directly influenced by
state planning organizations for many years 631

One of the major issues facing the Hungarian
agricultural sector, including poultry, is land reform.
There are three primary laws addressing this issue: the
Comgzensation Act, the Land Law, and the Cooperative
Law.®32  The Compensation Act, which is being
prepared, provides for the compensation of citizens
whose property was expropriated following May 1,
1939. Compensation certificates will be issued to be
redeemed for land, buildings, or shares in private
companies. Land will be provided from -either
common land of agricultural cooperatives or from state
agricultural land that has been designated for
privatization. The Land Law, which has not yet been
enacted, will provide for land valuation,
documentation, and mapping. The Cooperative Act
provides for the restructuring of the agricultural
cooperative system and will provide individual
cooperatives with the option of privatization.

Hungary has the most aggressive privatization plan
of the CEE countrics. Two types of privatization
programs were recently introduced. Under one
program, a firm initiates the privatization proposal to
the State Property Agency (SPA); under the other
program, the SPA solicits bids for groups of firms.633
Hungary has also taken the lead among CEE countries
with measures to allow and attract foreign
investment.534 However, some impediments to foreign
investment have been noted, particularly with respect
to unclear property rights, timely approval by the SPA,
and price valuation of assets. Hungary reportedly is
attempting to privatize in excess of 30 percent of its
gross domestic product within 3 years.635 Privatization
in the food processing sector, including poultry, is
proceeding more slowly than in the economy as a
whole. Only 1 percent of the output of the food
processing sector is from privately-owned firms.536
Factors limiting privatization in this sector include low
or negative profits, market disruptions, and uncertain
property ownership. One promising development is
the entry of U.S. fast food firms in the Hungarian
market. McDonald’s Corporation has opened five

restaurants during the past 3 years and is reportedly

planning to ogen as many as a dozen more during the
next 2 years.%37 In addition, interest has reportedly

61 [TC staff interview with Mr. Peter Foldi, Ministry of
Agriculture, Budapest, July 2, 1991.

632 J.S. Depantment of Agriculture, Foreign Agriculture
Service, . Annual Agriculural Situation R?on, Report #HU102S,
U.S. Embassy, Vienna, July 19, 1991, p. 12.

63 Bob Koopman and Mark Lundell, “East European Reform
Accelerates,” Agricultural Qutlook, U.S. Department of
Agriculture, May 1991, p. 20.

634 Nicholas Denton, “Hungary takes the lead on foreign
investment,” Financial Times, May 14, 1991.

635 Bob Koopman and Mark Lundell, p. 20.

636 U.S. Department of Agriculture, Foreign Agriculture
Service, , Annual Agricultural Situation Report, Report #HU102S,
U.S. Embassy, Vienna, July 19, 1991, p. 4.

67 “McGoulash to go,” The Economist, Apr. 6, 1991.



been expressed by other U.S. fast food franchnsmg
firms, including one chicken-oriented chain.63
Hungarian poultry officials are hopeful that ‘this
- development will benefit the poultry sector,
particularly in terms of mcneasm% 9producuon of
t'unher-processed value-added items.

-, Investments in the Hunganan poultry processing
'sector benefit from tax credits; however, these credits
have been diminished. Prior to 1991, 40 percent of
infrastructure investments in poultry farms were
exempt from income tax over a period of 6 consecutive
years$0 In 1991, this credit was reduced to
20 percent, but the eligibility was expanded to include
technical investments in- poultry processing
facilities.%4! In addition, SO percent of the interest paid
on poultry processing investments is eligible to be
withheld from income tax.

The Hungarian Govemment historically has
provided export incentives to poultry producers. These

incentives were divided by. market .destination,.

depending on whether exports were to CMEA
countries under transferable ruble accounts or to
convertible currency destinations. The ruble account
incentives were terminated recently with the
dissolution of CMEA. The convertible currency

account incentives overall were substantially lowered

in 1991 1o 35 percent (of the Free Hungarian Border
export &nce) for chicken and 10 percent for other

. poultry.®** These incentives are now subject to change
at any time by the CCAMR.

Since January 1991, producer prices for poultry
have been set by the market rather than mandated or
guided by the Government.%43 However, the CCAMR
may practice market intervention to support prices if

necessary.

Romania.—Agricultural reform is not as advanced
in Romania as in the other CEE countries.
Privatization and land reform are being phased in more
slowly and generally on a smaller scale. The most
radical reform to date has been the loosening of

controlled prices and the lifting of the monopoly of -

- state markeu'ng Economic reforms in Romania are
occurring more slowly than in other CEE countries
mainly because of the political upheaval in 1989
associated with the ouster of the Ceausescu regime and

. 638 [hid,
69 ITC staff interview with Mr. Peter Foldi, Ministry of
Agnculmre Budapest, July 2, 1991. .

640 J.S. Depantment of Agriculture, Foreign Agnculture
Service, , Annual Poul Regn. Reron #HU1023, US.
Embassy Vienna, June 24, 1

1 U.S. Depanument of Agncultum Foreign Agriculure
Service, Annual Agricultural Situation, Report #HU1025, Us.
Embassy Vienna, July 15, 1990, p. 11. -

2°U.S. Department of Agriculture, Foreign Agriculture
Service, Annual Poultry Report, Repont #HU1023, U.S. Embassy,
Vlenna, June 24, 1991, p. ?o

3 Us. Depanmem of Agriculture, Fomgn Agriculture
Service, Annual Agricultural Situation, Report #HU1025, U S.
Embassy Vienna, July 15, 1990, p. 8.

64 Bob Koopnm and Mark Lundell, “East European Reform
Accelerates,” Agricultural Outlook, U.S. Department of
Agticulmm, May 1991, p. 21.

. reform law is currently being enacted.548

.resistance by peasant farmers.

the provisional nature of the successor regime. that

lended less certainty to the direction of economic
reform. However, it is reported that one-half of

Romania’s capital stock will be privatized within 3
“years of the beginning of reform efforts in 1990.644

Producer prices of agriculural commodities
procured by the state. including poultry, were raised in
February 1990.%45 However, retail prices were not
raised at that time and the Government resorted to
increasing consumer incentives. In some cases, the

‘increase in producer prices was transacted using input

incentives rather than cash payments. On April 1,
1991, the Government again raised producer prices and
also raised retail prices. Controlled prices apply to
state enterprises only. Cooperatives and private
producexs may sell at higher, open market prices. This
dual price structure likely will contribute to an eventual
shift toward private ownership in the poultry sector.

The monopoly on marketing by the state was
liberalized as well in February 1990. Private and
cooperative producers are now allowed to sell products
in open markets rather than to the state.%47 However,
as most poultry production is controlled by the state,
this liberalization had a limited effect on the poultry

. sector.

Land reform measures are currently being enacted
in Romania. Limited measures were taken in 1990 as a
result of a provisional decree; a more extensnve land
Current land
reforms are - relatively limited with respect to the

poultry sector, -as they mainly affect small, private
‘household garden plots. Problems associated with land

title and ownershxp aré a major lssue in current land
reform efforts.

Poland.—Although large farms were nationalized
following World War II, forced collectivization
generally was unsuccessful in Poland because of
Thus, more than
three-quarters. of Polish agnculmral land remained in
the hands of small, private farms.%49 This structure led
to an erosion in the viability of the agncultural sector,
as small, private farms were neglected in favor of the
larger, state-owned farms when allocating inputs,
financing, and incentives. The Polish Government
began to rectify this situation.in 1981 by introducing a
variety of programs to increase the efficiency of small
farms. However, the inherent inefficiencies generated

- by the small scale of the bulk of Polish farms remains a

problem, including in the poultry sector.

645 U.S. Department of Agriculture, Foreign Agriculture
Service, Annual Agricultural Report, Report #R01004, U.S.
Embassy Belgrade, Apr. 23, 1991, p ?o

646 .S, rtment of Agnculum Foreign Agriculture
Service, Annual Poultry Report, Report #R01009, U.S. Embassy,
Belgrade g 3.

Department of Agriculture, Foreign Agriculture

Semoe Annual Agricultural Report, Report #RO1004, U.S.

Embassy Belgrade, Apr. 23, 1991, p. 13. - :
648 Thid, p. 2.

9 u.s. ent of Agriculture, Economic Research
Service, Global Review of Agricultural Policies, May 1988, p. 56.
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The Polish Government was the first of the CEE

region to institute many elements of economic reform,

precipitating an immediate impact on the poultry
sector.  Government-directed poultry feed (input)
allocations, relatively high incentives for poultry
production, and government-imposed meat rationing
have been eliminated. The Government has not
controlled poultry prices since August 1989, and
incentives for poultry feed and meat were eliminated in
October 1989.50 'In addition, meat rationing was
discontinued on August 1, 1989.55! Thus, the poultry
industry is now subject almost entirely to free market
conditions; this will likely result in at least a short-term
decline in poultry demand in Poland, as consumers
traditionally have preferred red meat (particularly
pork). One indication of this trend is the six-percent
decline in Polish poultry production in 1990 (table 53).

650 U.S. Depantment of Agriculture, Foreign Agriculture
Service, , Annual Poultry Report, Report #PL0020, U.S. Embassy,
qu‘:s\r.[h‘wy 24,1990, p. 3.

Table 53

The Polish Government established the Ministry of

-Ownership Transformation in July 1990 to address the

privatization of the state-owned economy.%52 The
Government recently announced a sweeping plan that
calls for the privatization within 6 months of 400
state-owned enterprises that represent about
one-quarter of the country’s industrial sales and
12 percent of total employment.553 The plan would
organize the enterprises into 5 to 20 investment funds
called National Wealth Management Funds. Every
adult (bom after January 1, 1974) would be given

_ ownership certificates in the funds that account for

about 60 percent of the total share value. The
remaining shares would be retained by the state and
fund managers. Foreign investment in and
management of the funds would be -allowed.

52 Bob Koopman and Mark Lundell, “East European Reform
Accelerates,” Agricultural Outlook, U.S. Department of
Agriculire, May 1991, p. 20.

653 Christopher Bobinski, “Poland outlines mass privatization
scheme,” Financial Times, June 28, 1991.

Poultry: Central and Eastern Europe production, by type, 1985-90
(Thousands of metric tons)’

Country and type _ 1985 1986 1987 1988 1989 1990
Broilers:
Hungary ................. 340 365 400 368 330 290
Romania................. 355 365 330 300 290 400
Poland .................. 150 185 192 210 210 180
Czechoslovakia ........... 158 158 162 184 164 160
Bulgaria ................. 120 127 . 129 129 129 129
Total, broilers ........... 1,120 1,200 1213 1,191 1,121 1,159
Turkeys: ‘
Hungary ................. 4 24 26 27 29 33
Romania................. 23 ' 23 21 19 18 18
Poland .................. 8 14 15 15 15 ’ 15
Czechoslovakia ........... 1 12 13 . 15 15 18
Bulgaria ................. 5 8 8 9 9 9
Total, turkeys ........... 51 81 83 85 86 90
Other: '
Hungary ................. 56 56 44 70 61 103
Romania................. 72 67 74 51 57 7
Poland .................. 127 133 136 126 123 133
Czechoslovakia ........... 17 6 6 12 39 36
Bulgaria ................. 33 32 32 32 32 , 32
Total, other ............. 305 - 294 292 291 312 311
Total, poultry:
Hungary ................. 400 445 470 465 420 426
Romania................. 450 455 425 370 365 425
Poland .................. 285 332 343 351" 348 328
Czechoslovakia ........... 183 176 181 211 216 1
Bulgaria ................. 158 167 169 170 170 170
Grandtotal ............. 1,476 1,575 1,588 1,567 1,519 1,560

' Ready-to-cock equivalent.
Source: Foreign Agricultural Service.
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This plan is an accelerated step in the overall goal
of the- Government to privatize half of the 7,000
state-owned enterprises in about 3 years.554 However,
pnvaumuon of the poultry sector is proceeding slowly
in Poland. Most farms have been privately owned, as
dlscussed above. About 80 percent of agricultural land
in Poland is alread! in pnvate hands, easing any land
reform concems.®° The processmg and market sector
currently is undergoing privatization; however, this
process has not been completed. Animex, a foreign
trade firm, was converted from state ownership to a
limited habnhty stock company in 1988 and will be
100-percent privatized by the fall of 1991.55 * The
relatively slow pace of privatization in the agricultural
sector (including poultry) is the result of similar factors
aﬂ’ecung the Hungarian market, namely low or
negative profits, market dlsrupuons. and uncenain
property ownership. .

Foreign trade in poultry was demonopollzed by the
Polish Government as of January 1, 1990. In the past,
producers were required to trade through state and
cooperative foreign trade organizations.© - The
organizations that marketed poultry included Poldrob
(specializing in poultry), Animex (animal products),
and Polcoop (processed food products). These firms,
which handled virtually all poultry trade prior to
demonopolization, have lost market share to hundreds
‘of new trading ‘companies.557 - However, the state
trading companies still market the bulk of .trade, with
Poldrob and Animex handling exports of duck .and

- goose to Germany, and Polcoop handling exports. of

faty livers to France and Belgium.. Imports are
handled by these a§enc1es as well as by numerous
small, private firms 55 .

Pressure from farm groups -has prompted the Pohsh
Government to reintroduce some relief measures,
particularly input incentives, intervention purchases,
and increased import duties.5%® The extent and
duration of these measures will depend on future
economic conditions.

Czechoslovakia.—Czechoslovakia, more than any
other CEE country, stressed industrialization at the
expense of agriculture after World War II. In addition,
the Govemment tolerated virtually no private
enterprise: Czechoslovakia traditionally has exhibited
the lowest share of private agricultural enterprise
among the CEE countries under review. In 1990, the

654 Sieve Lohr, “Poland to Privatize Industry By Giving Stake
o All Adnlls, New York Times, June 28, 1991.

633 Bob Koopmm and Mark Lundell “East European Reform
Accelérates,” Agricultwal Owutlook, U.S. Department of
Agnculmm May 1991, p. 20.

636 ITC staff mxervxew with Wlodzimierz Drozdz, Deputy
Man&mg Director, Animex, Warsaw, July 8, 1991.

t of Agricultre, Fom Agriculture
Service, , Annunl Agricultural Situation, Repon #PL1010, U. S
Fmbusy, Warsaw, March 3, 1991.

658 °U.S. Department of Agriculture, Fomgn A nculmre
Service, , Annual Poultry Report, Report ﬂPLlOZS U S. Embassy,
Wamw May 29, 1991.

659 U.S. Department of Agriculture, Foreign Agriculture
Service, , Annual Agricultural Situation, Report #PL1010, U.S.
Embassy, Warsaw, p. 2. .

- free market economy.

private sector accounted for only about 6 percent of
total Czechoslovakian agricultural output and d an even

“smaller share of agricultural land ownership.660

In the past, Czechoslovakia's agricultural policy
stressed. domestic - self-sufficiency. - However, this
emphasis has recently shlfwd 10 the transformation to a
1. Recent market reform efforts
includle a move towards privatization of state

,enterprises, the initiation- of land reform, and the

elimination of incentives and price controls. The
Czechoslovakian poultry sector will be affected by five
major laws that address market reforms—the Small

-Privatization Law, the Large Privatization Law, the

Land Use Law, 'the Law on Transformation of
Cooperatives, and the Restitution Law.52 The issue of

.1and reform is still controversial and is addressed under
. several dnfferent laws.

The Small ananzauon Law pmvndes for the

“auction of small businesses, such as restaurants and

small retail food stores. The initial auction occurred in
January 1991, and the privatization process hkely will
‘continue for more than a year.563 .

The Large Privatization Law, passed on November

1, 1990, provides for the reimbursement of assets that
.were- nationalized after February 25,

1948, by
distributing - govemnment stock through the issue of
investment coupons with which stock shares can be
purchased by the general public; former establishment
owners will be issued stock shares outright.564

“Compensation for confiscated land not covered under

thé Land Use Law is also being provided under the

‘Large Privatization Law, both to former owners and to
“current users. Compensation will be in the form of

shares- in company stock. ' State-owned - poultry
production units were to be transformed into a stock

“company as of January 1, 1991.565 The stock is to be

owned by the state at first but will evemually be
dlslnbuted to the private sector. -

The Land Use Law, which was enactzd in April
1991, and the Law on Transformation of Cooperatives,

.enacted.in May 1991, address the issue of land reform

and privatization. . However, land. ownership rights
remain ambiguous under each law, and the Govemment
is drafung additional legislation to further define land
rights 6%

- 60 Eoommic Research Service, U.S. Depantment of

Agriculture, CPE Agriculture Repont, vol. III, No. 6,
November/December 1990, p. 29.

1 U.S. Department of Agnculmre Foreign Agriculture
Service, Annual Agricultural Situation, Repont KZIOII us.
Embass){ Vienna, July 19, 1991, p 6.

bid.

63 1bid.

654 Economic Research Service; U.S. Departmeént of
Agriculture, CPE Agriculture Repont, vol III, No. 6,
November/December 1990, pp. 31-32. The coupons are valued at
somewhat lus than the par value of the. stock.

665 U1.S. Department of Agriculture, Foreign Agriculture
Service, , ‘Annual Poultry. chon, Repont #CZ0007, U.S. Embassy,
Vienn, n, May 30, 1990, p

Economic Rcsearch Servxce U.S. Depantment of
Agriculture, CPE Agriculiure Repon, Volume I, No. 6,
November/December 1990, pp. 30-31.

97



The Restitution Law, passed on October 2, 1990,
permitted the reclamation by private citizens (original
owners and heirs) of pro&eny confiscated by the state
between 1955 and 1959.%7 Property includes land as
well as other assets such as shops. -

After joining the International Monetary Fund and
the World Bank in 1990, the Czechoslovakian
Government decontrolled wholesale and retail prices
for most food items. However, the Government still
maintains retail price ceilings on certain food items,
including broilers.

The Czechoslovakian Government eliminated the
state monopoly on foreign trade in 1989.5? However,
export restrictions were reportedly introduced for
poultry.

Bulgaria.—The move toward a market economy
has been difficult in Bulgaria largely because of its
conservative socialist past. Efforts at reform in the
agricultural sector have been described as “piecemeal,”
as the Government attempts to im7gose relatively harsh
measures that are unpopular.6 Recent reform
measures include steps toward price liberalization,
privatization of state enterprises, land reform, and
foreign trade liberalization.

The Bulgarian Government liberalized market
prices for most items on February 1, 1991. However,
price ceilings were maintained for essential food
products.57!

The Bulgarian Government issued Decree 56 on
Economic Activity in 1989. This decrec generally
provided for the privatization of state-owned
enterprises. However, the Government has not yet
announced a framework for large-scale privatization
efforts such as those in Poland and Hungary. The
Bulgarian Government made an agreement with the
International Monetary Fund in January 1991 regarding
small-scale privatization efforts.572 A substantial
portion of the agricultural sector has reportedly been
privatized.673

Private ownership of land was legalized by the
Bulgarian Government in February 1991. In addition,
land that was confiscated by the Govemment in 1946

667 Ihid., p. 31.
6% .S. &rmnml of Agriculure, Foreign Agriculture
Service, Annual Poultry Report, Report #CZ1009, U.S. Embassy,

Vienna, June 11, 1991, p. 4.
6% Bob K and Mark Lundell, “East European Reform
Accelerates,” Agricultural Outlook, U.S. Department of -
- Agriculture, May 1991, p. 20.
67 Economic Research Service, U.S. nment of
Agriculture, CPE Agriculture Report, vol. IV, No. 2, March/April

191 P 23.

11 Bob an and Mark Lundell, “East European Reform
Accelerates,” Agricultwral Outlook, U.S. Department of
Agriculture, May 1991, p. 20.

672 Bob Koopman and Mark ‘Lundell, “East European Reform
Accelerates,” Agricultural Outlook, U.S. Department of
Agriculture, May 1991, p. 20.

673 Economic Research Service, U.S. Department of
Agriculure, CPE Agriculture Report, vol. III, No. 6,
November/December 1990, p. 21.
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will either be returned to former owners or the owners
will be compensated.574

The Bulgarian Government eliminated the state
monopoly on foreign trade in 1989. However, all
trading transactions must be registered with the
Government’s Ministry of Foreign Economic
Relations, and licensing may be required.65

Adjustment issues

The poultry industries in the CEE countries
generally are affected by similar impediments that
likely will limit economic growth and performance, at
least in the short term. Perhaps the most prominent

. impediment is the disruption resulting from economic

reform measures throughout the region. The CEE
poultry industries have been operating under
nonmarket economic conditions for more than 40
years, during which time modem poultry production
technology and methods have been developed in the
West. Economic reform measures will cause
distortions to established CEE industry and market
structures and likely will adversely affect CEE poultry
production and exports in the short term. Specific
impediments include the unavailability of sufficient
amount of inputs; uneven modernization within the
industry; inadequate and decaying infrastructure; and a
deficiency of investment capital.

The unavailability of inputs is a particularly acute
constraint on CEE poultry industries. A combination
of chronically insufficient domestic production of feed
ingredients, current high foreign debt, and low hard
currency reserves that limit imports of inputs
(including capital) have led to a general decline in
poultry production and exports in the region,
particularly since more radical economic reforms were

_introduced in 1989. Poultry feed consists primarily of

relatively low-protein (about 12 percent by weight)
grains such as com, wheat, barley and ocats. To obtain
an ideal feed protein content of about 16 percent, most
poultry feed is supplemented by high protein additives,
such as soybean meal, fish meal, and rapesced meal.

The CEE region does not produce a sufficient quantity
of these supplements, mainly because of climate and
tradition, and must import the bulk of their needs. The
recent shortage of hard currency has limited such
imports and has led to declines in poultry production
and exports. However, CEE poultry producers may be
able to retain hard currency eamings in the near future,
potentially relieving this constraint.

Another constraint is the existing structure of the
poultry industries throughout the CEE region, although
this varies by country. In general, a substantial portion
of output is accounted for by small operations that lack
economies of size.

674 Bob K and Mark Lundell, “East European Reform
Accelerates,” Agriculiwral Owlook,, U.S. Department of
Agriculure, May 1991, p. 20.

13 Ibid., p. 21.



The infrastructure throughout the CEE region
generally is not adequate to enable the various poultry
industries to sustain domestic and export growth and
attract foreign investment; improvements to the
infrastructure are limited by curment économic
conditions. ‘ ,

The availability of capital for investment is limited
by the macroeconomic disruption caused by market
reforms; . foreign investment capital has not
substantially increased. :

Foreign trade

The CEE countries constitute the world’s third
major poultry-exporting area, accounting for 12 percent
of global exports of poultry products. The region
comprises two distinct tiers—Hungarian and Romanian
export levels are an order of magnitude greater than
those of the remaining CEE countries. This divergence
results from various factors, including relative industry
focus (domestic versus export), industry size, and
internal domestic economic conditions.

CEE countries have been net poultry exporters for
many years and such exports have eamed the countries
valuable hard currency. Although the emphasis on

poultry exports -varies by individual CEE country,
poultry generally provided advantages over other
agricultural items because of a relatively short
production cycle, the rising world demand for the
product, and its relatively high value-added nature.
Thus, poultry was targeted in some CEE countries for
export development. However, with the advent of
economic reforms in the region, the environment
affecting poultry exports is rapidly changing. One of
the primary indicators of the ability of CEE poultry
exports to compete in world markets will be price—in
the past, there was virtually no link between CEE
domestic poultry prices and the world price. Data on
CEE poultry exports are given in table 54.

CEE poultry imports are minor compared with
production and exports. Most imports consist of live
poultry breeding stock. There is a small amount of
intra-CEE trade in poultry meat, and recent .internal
price liberalizations have created a temporary market
for increased imports of both live poultry and poultry
meat in some CEE countries. However, CEE poultry

imports are not expected to account for a significant

share of consumption. Data on CEE poultry imports
are given in table 55. CEE poultry rade with OECD
countries is shown in tables 56 and 57.

Table 54 :
Poultry: Central and Eastern Europe exports, by type, 1985-90
(Thousands of metric tons)' -
Country and type 1985 - 1986 1987 1988 ‘1989 1990
Broilers: : .
© Hungary ................. 130 . 150 165 ) 180 96 95
Romania................. 45 . 60 95 95 75 0
Poland .................. 0 - -0 0 0 0 4
Czechoslovakia ........... 20 18 15 15 10 10
Bulgaria ....... S 27 - .28 21 25 20 21
Total, broilers ........... 222 - 256 296 315 201 130
Turkeys: :
Hungary ................. 2 22 15 17 19 22
Romania................. 0 0 0 0 ) 0 0
Poland .................. 0 -0 0 0 0 2
Czechoslovakia ........... 0 o] 0 0 0 0
Bulgaria ................. 0 _ 0 0 0 0 0
Total, turkeys ........... 2 ' 22 15 17 19 24
Other: o
Hungary ................. 24 9 - 30 37 59 33
.Romania................. 0 0 15. 30 45 - 30
Poland .................. 14 13 15 18 18 15
Czechoslovakia ........... -0 0 0 0 0 0
Bulgaria ......... PR .3 1 3 5 10 9
Total,other ............. 41 . 23 . 63 90 132 96
Total, poultry:
Hungary ................. 156 181 210 234 174 189
Romania......... S 45 - 60 110 125 120 0
Poland .................. ‘14 13 15 18 18 21
Czechoslovakia ........... 20 18 15 15 10 - 10
Bulgaria ................ . 30 : 29 24 30 30 30

Grandtotal ............. 265 301

' Ready-to-cook equivalent.
Source: Foreign Agricultural Service.
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Table 55

Poultry: Central and Eastern Europe imports, by type, 1985-90

(Thousands of metric tons)' _
Country and type 1985 1986 - 1987 - 1988 1989 1990
Broilers: _
Hungary ................. 0 0 0 0 0 0
Romania............ e 0 0 10 5 5 50
Poland .................. 7 0 0 0 0 1
Czechoslovakia ........... 0 0 5 5 5 5
Bulgaria ................. 0 0 0 0 .0 0
Total, broilers ........... 7 0 15 10 10 ‘56
Turkeys: ' )
Hungary ................. 0 0 0 0 0 0
Romania................. 0 -0 0 0 0 0
Poland .................. 0 0 0 0. 0 0
Czechoslovakia ........... 0 0 0 0 0 0
Bulgaria ................. 0 0 0 .0 0 0
Total, turkeys ........... 0 o 0 0 0 0
Other: :
Hungary ................. 0 0 0 0 0 0
Romania................. 0 0 0 2 2 3
Poland .................. 0 0 0 0 5 0
Czechoslovakia ........... 0 0 0 0 0 0
Bulgaria ................. 0 0 0 0 -0 0
Total, other ........ e 0 0 0. 2 7 3
Total, poultry: - .
Hungary ................. 0 0 0 Y 0 0
Romania................. 0 0 10 7 7 53
Poland .................. 7 0 .0 0 5 1
Czechoslovakia ........... 0 0 5 5 5 5
Bulgaria ................. 0 4] 0 0 0 0
Grandtotal ............. 7 0 15 - 12 17 59
' Ready-to-cook equivalent.
Source: Foreign Agricultural Service.
Table 56 v ,
Poultry: OECD imports from Eastern Europe, 1985-89
(Value in thousands of dollars)
1985 1986 - 1987 1988 1989
U.S. imports from—
Poland ............. ...t 0 0 0 0 0
Czechoslovakia ..................... 0 1 0 0 0
Hungary ........................... 1 0 0 0 0
Romania........................... 0 0 ] 0 0
Bulgaria .............. .. ... 0 1 2 0 0
EC imports from— C
Poland ................ ... ..., 33,616 34,062 65,877 55,248 54,062
Czechoslovakia .......... e . 6,258 8,754 10,859 15,657 18,211
Hungary ..., 81,498 85,121 106,523 146,841 166,718
Romama...........covvvviinnennnnes - 7,824 9,242 . 7,370 6,466 4,736
Bulgaria ....................... e 2,044 4,482 4,375 6,326 9,257
Other OECD imports from—
Poland ..........coiiiiiininninannn 238 813 1,824 853 1,062
Czechoslovakia ..................... 3,156 6,236 10,271 5,987 4,086
Hungary ....................ooatt, 27,435 40,448 51,480 45,499 45,147
Romania.....:.......ccvieviinuennn. 3,329 5,294 4,429 3,645 2,886
Bulgaria .............c0iiiiiia., 19 . 62 149 97 165
Total OECD imports from— :
Poland ..........cciiniinninnnnn 33,854 34,875 67,701 56,101 55,124
Czochoslovakia ..................... 9,414 14,991 21,130 21,644 22,297
Hungary .............ooooiiiiae. 108,934 125,569 158,003 192,340 211,865
Romania.........ccooivnvnnnnnennnns 11,153 14,536 11,799 10,111 7,622
Bulgaria .............co0iiiiiin, 2,063 4,545 4,526 6,423 9,422

Source: U.S. Department of Commerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base

for imports from other OECD countries.

100



Table 57
Poultry: OECD axports to Eastem Europe, 1985-89

(Value in thousands of dollars) _

1985 - 1986 - 1987 1988 1989
U.S. exports to— : . ’ .
Poland ............ ..., e _ 1 1 1 0 2
Czechoslovakia ............ e ..o 4 4 0 0 0
Hungary .................. e 11 785. ' 0 234 - 295
Romania. .... e e e 0 0 - 1 0 0
Bulgaria ........ 0 0 34 0 0
EC exports to— : T ) v : :
Poland ............. ieeeeeee.dee. 1,889 . 482 : 276 €30 1,182
Czechoslovakia .................... 723~ -1,621 - 1,767 1,811 2,025
Hungary ........... e - 639 638 _ 858 1,227 2,579
Romania...... e e w393 . 153 275 170 283
Bulgaria ................... wesie.. 699 1,008 822 1,351 2,722
Other OECD exports to— - , o . ) : .
Poland ................ P -0 -0 42 114 . 108
Czechoslovakia .......... T S 0 -0 o 3 0 0
Hungary ........................ .. 159 © 197 _ 228 637 . 740
Romania................... e B 0 : -0 3 0 - 177
Bulgaria .................... ... 159 © 197 ] 279 . 751 1,039
Total OECD exports to— o ' : -
Poland ......... e e ... 1,890 483 - . 319 . 744 1,292
Czechoslovakia .................... 727 1,625 1,770 1,811 2,025
................................... 809 . 1,620 ~ 1,086 2,098 3,614
Romania.......................... 393 153 279 170 460
Bulgaria ................ . 0000 699 1 ,008 , 859 1,351 2,736

Source: U.S. Department of Commerce tor u. S oxports Nlmexe data base for EC axports and UN trade data base

for exports from other OECD oountrles

Inasmuch as the importance of trade differs amdng
CEE countries, the foreign trade for. each country is
discussed separately.

Hungary—Hungary is the prominent CEE poultry
exporter. Hungarian poultry exports were driven by the
Soviet market for most of the past decade. Since an
agreement to export poultry to this market expired in

1990, changes in the general trading framework

" between the Soviet Union and the other CMEA
countries (including a conversion to hard currency

sales and Soviet economic hardship) have severely -
restricted the Soviet market for Hungarian poultry. In -
addition, Hungarian officials have indicated that U.S.

and EC food aid to the Soviet Union has advcrsely
affected Hungarian agricultural exports.576  With
respect to poultry, the Export Enhancement Program of

the U.S. Department of Agriculture -provides export

incentives to U.S. poultry cxporters. Targeted markets
- include the Soviet Union and Middle Eastern countries,
areas to which Hungary also exports poultry. As a
result of the decline in the Soviet market, Hungary is
attempting to expand poultry exports to other markets,
particularly the EC, the Middle East,’ and the United
States.  According to the U.S: Department  of
Agriculture, the Hungarian poultry processing sector
has started the approval process for export 1o the U.S.
market.”

676 Tim Cami *East Looks West and Sees Tnde
Bnmers Wall ereet Journal July 25,:1991.-
677 Te) one conversation with an official of the Food
Salety and ion Service (FSIS), U.S. Depmmau of
Agriculture, May 22, 1991.

* Hungarian poultry exports mirrored the trend in

. production during 1985-90 (table 54). ' The share of
,producuon that was exponed averaged 43 percent. The

decline in exports since 1987 was caused mainly by
reduced purchases by the Soviet Union, traditionally
Hungary's major poultry export market. Hungary has
faced increasing competition in the Soviet market from
the United States and France. In addition, Hungarian
export incentives generally have been lowered in recent
years, making poultry (especially broiler) exports less
competitive in the world market. Hungary's major

~ poultry export markets include the Soviet Union, the

EC (mainly Germany and Iualy), the Middle East
(mainly Kuwait), and other CEE countnes (mamly
Romania and Yugoslavia). .

The Hungarian poultry industry faces substantial
barriers to exports, particularly in the large markets of
the United States and the EC. To export poultry to the
United States, a foreign government must request an
eligibility determination from the Food Safety and
Inspection Service of the U.S. Department of
Agriculture that basically certifies that the foreign
poultry inspection system is comparable to that of the

-U.S. system. As noted earlier, Hungary has taken this

step. A country also must be certified by the U.S.

~ Agricultural Plant and Health Inspection Service to be
- free of Newcastle Disease to export to the U.S. market.

Hungary has not been so certified. ' In addition, the U.S.
tariff rate for poultry meat was about 6 percent ad

. valorem ‘in 1990. This tariff rate presents a further

obstacle to Hunganan poultry exports since the U.S.
poultry ‘industry is generally considered the world’s:
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lowest cost producer, and U.S. market poultry pnces

are among the world’s lowest.

. The EC market also presents substantial bamcrs 0
Hungarian poultry exports. Under the Common
Agricultural Policy (CAP), EC duties on poultry
products are relatively high (mostly 18 percent ad
valorem), and the EC imposes additional variable

Tevies on imports to protect domestic poultry prices.578

Hungary recently received preferential tariff treatment
in the EC for goose and duck products.®’” Plant
inspection standards of EC member states must also be
met by Hungarian poultry exports; these standards are
being harmonized under EC economic mwgrauon

- Discussions regarding the possible future accession of

CEE countries to the EC are addressing the reformation
of the CAP to lessen barriers to trade among the EC

and CEE. Hungary, along with Poland and
"Czechoslovakla, is negotialing an “Agreement of
Association” with the EC; the negotiations are

"expecwd to encounter difficulties with respect to the

CAP
Beginning in 1992, Hunganan exporters wnll be

-able to retain hard currency export eamings. This is a

result of measures taken by the National Bank of

" Hungary to make the' forint convertible. 681

"~ Thefe dre virtually no imports of poultry products'

into Hungary except for breeding stock.

" ‘Romania.—Romania is thé second-leading CEE

- exporter. of pouliry: “As discussed above, the Romanian

: Government encouraged the export of poultry products

‘ ~-as a means of repaying foreign debt relatively quickly.
- Romanian poultry exports rose from 45,000 metric tons

+in 1985 to a peak-of 125,000 metric tons in- 1988 before

. falling- to 120,000 metric tons in 1989. “An export ban

was in ‘effect in. 1990 (table 54). ‘The priniary*markets

.~were ' the: Soviet -Union, other CEE’ counmes, the

. Middle East couniries, Italy, and Japan.582" The decline

v

- production -declines..
. Government imposed an export ban in 1990 to curtail

=.in ‘exports: in 1989 occurred as the Soviet market

contracted -and domestic - economic réforms led to
In addition,  the Romanian

domestic unrest with respect to food shortages. The

. ban conunued in effect during 1991

' Romania lmponed 53 000 metnc tdns of poultry in

1990 (table 55). .Of this amount, 26,000 metric tons
. were. sourced from. former CMEA .countries; 22,000

.‘-memc tons from the United States- (the ﬁrst~ever Us.

ST 678 Howcver Hungarian exporters -are. ehglblc to receive a”
_ wnle-off of 50

percent. of the variable levy for a quantity-of -

" exponts; up to a'quota limit. (U.S. Department of Agricultre,

" +Fortign Agriculiure Service, ‘Annual Poultry R

n, Repon
IIHU(X)20 U.S. Embassy, Vienna; June- 13,1 K

7 U.S. Department of Agriculture, Forelgn gnculmre .
Setvxcc Annual Poultry Report, Repont #HU0020 U.S. Embassy,
Vnmn“%, June 13, 1990, p. 4.

 “Too Many Friends,” The .Economist, Aug. 3, 1991, p. 52.

&1 ys. riment of Agriculture, Foreign A, Agriculture

Servicé, Annual Agricultural Smxauon Rq)on #H 1025, US.

- Embassy Vienna, June 13, 1990,

682°U.S. Depariment of Agncs)nm Foreign Agriculture
Scwie Annual Poultry Rqaon, Repont #RO9010, U.S. Embassy,
Bclgmde. May 18, 1989, p. 3.
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. poultry exports (0 Romania), and 5,000 metric tons

from the EC. The bulk of such imports consisted of
chlcken (broilers).

Bulgana —Bulgaria is the third-leading CEE
poultry exporter, although exports are substantially
below those of the two leading countries. Bulgarian
poultry exports were stable during 1985-90 at about
30,000 metric tons annually (table 54).

Poland.—Although Poland is a major CEE poultry
producer, it exports a relatively small share of its
production. Polish exports of poultry rose irregularly
from 14,000 metric tons in 1985 to 21,000 metric tons
in 1990 (table 54). The great bulk of Polish poultry
exports are duck and goose products destined to
European markets, mainly Germany. Poland is the
world’s leading exporter of goose products.5®
According to Polish poultry industry officials; there
currently is ample excess capacity that can be used to
increase _production and exports  of all poultry
products.%%4  One example is the recent success of
Konsopol, a private meat-processing company, in
developing a chicken-based sausage. Konsopol is
pursuing Saudi Arabia as an export market.58

The possible future accession of Poland to the EC
may -provide greater access for Polish agricultural
exports, The Polish- Government recently requested
that the EC eliminate CAP barriers to agricultural trade

~ during the next 10 years under an ‘;ls\Feemem of
. Association” currently being discussed.®®® Poland has

not yet requested an eligibility determination by the
U.S. Government to certify its mspecuon system for

. poulu'y cxpons o the U S. market. -

Czechoslovakta —Czechoslovakxa expons the least

amount of -poultry among the CEE countries. The
Czechoslovakian poultry industry is the most domestic
_ oriented .in the region and is a relatively high-cost

producer. Czechoslovakian poultry exports declined

* from 20,000 metric tons.in 1985 to 10,000 metric_tons

in 1990 (table 54). Most exports are destined o
Western’ markets to earn foreign exchange. - ¢

The Government of Czechoslovakla is explonng
melhods of increasingpoultry exports to the Soviet

* Union. Orie option is barter agreements directly with
- the Soviet republican governments rather than with the

Soviet central government.58’  In addition, the

- Czechoslovakiari Government has suggested that the

U.S. agricultural credit proposal recently approved for

- the Soviet Union include terms for the procurement of

agnculmral products mcludmg poultry, from CEE

countries.

~ @3 ITC staff i uuenncw with ofﬁculs of Poldrob Warsaw,

July 5, 1991.

684 Tbid.
19 685 Shawn Tully, “Who's Who in the East,” Fortune; July 29, -
1.
€6 Christopher Bobinski, “Poland urges Brussels to lift
agncullunl impont barriers,” Financial Times, June 20, 1991.
687 ITC. staff interview with officials of the Division of
Agriculure-and Food and the Federal Ministry of Economy,
Prague ilulg 12, 1991,
&4 1



Although Czechoslovakia does not export a

significant amount of pouliry ‘to the EC, its export’

potential is constrained by the CAP. Czechoslovakia,
like Hungary and Poland, is currently negotiating an
“Agreement of Association” for possible future
accession to the EC.589 ' Czechoslovakia has indicated
an interest in cooperating with the U.S. Department of
Agriculture Food Safety and Inspection Service and
; Animal and Health Inspection Service to improve its
4poultry health and sanitary system. This cooperation
~could eventually lead to Agriculuire approval of
aCzechoslovakxan poultry exports to the U.S. market.

Scientific and Medical Instruments i

- Pre paredby -
~ Richardo Wuherspoon Christopher John.von and
Linda Linkins :

Export potential
The intemational market for scientific and medlcal

_instruments is highly competitive, with U.S., Japanese,

and European suppliers dominating the upper end of
the market and low-cost producers in less developed

countries dominating the low end. This situation is

likely to continue. For the most part, producuon of
these products in Eastern Europe is not extensive and is
sold domestically ‘or in . other centrally planned
economies. Much of the production in these countries
is not up to Western standards or is more expensive
than what is produced by Asian manufacturers.

Compared with Western, industrialized countries,

the CEE countries are relatively competitive in terms
of labor costs. In addition, the workforces in Hungary,
- Czechoslovakia, and Poland exhibit relatively high
~average levels of education and technical training.
Professionals holding university degrees comprise a
significant share of the workforce. However, lower
average labor productivity tends to offset lower labor

costs. Productivity gains have been hampered by
.inefficient management structures -and insufficient -

worker incentives as well as by lack of access to
state-of-the-art production technology

Currently, there are no significant trade barners -

_that affect the exports of Eastern European producers
" with the exception of the lack of MFN status for
Romania and Bulgaria. In the short run, companies in

Poland, Hungary, and Czechoslovakia that currently

export to markets outside of Eastern Europe and the
Soviet Union should be able to retain their respective
shares of the market. A significant expansion of trade
. ((particularly involving producers that currently have no
:established markets in the Western industrialized or
rdeveloping countries) will likely require an infusion of

6% Tim Carmrington, “East Looks West and Sees Trade
Barriers,” Wall Slreel Journal, July 25, 1991; ITC staff interview
with officials of the Division of Agnculmn and Food and the
Fedcral Ministry of Economy, Prague, July 12, 1991,

9 U.S. Department of Agriculture, Foreign Agriculure
Service, Annual Pouliry Report, Report #CZ1009, U.S. Embassy,
Vienna, June 11, 1991, p. 3. )

. equipment.

company.

.new capital and new production tcchnologles from

abroad

Industry characteristics

The CEE medical instrument industry generally
produces low-and medium-technology goods ranging
from x-ray apparatus to clamps, thermometers, and
stethoscopes. Production of scientific instruments is
more limited; it consists mainly of low- and
medium-technology  electrical  measuring  and
controlling instruments, analytical machines. and
appliances, and other physical and chemical testing
instruments.  Industry analysts suggest that East
European-produced scientific and medical instruments
are often of lower quality and sophistication than those
produced internationally and tend to be more expensive
than their imported equivalents.¥?! However, major
efforts by Czechoslovakia and Poland have resulted in
the production of some articles that meet international
standards (i.e., those established by the Umted States
and West Germany) .

Czechoslovakia, Hungary, and Poland are the
major CEE suppliers of scientific and medical goods.
Trade data suggest that production of these goods in
Bulgaria. or Romania is quite limited. Exports from
Romania and Bulgaria totaled less than $3 million each
in 1989 (table 59).. Czechoslovakia and Poland benefit,
to some degree, from the application of more advanced
technology developed for the defense industry. Some

" industry analysts have indicated that the most

in terms of technological
lasers and direction-finding

significant products,
sophxsucanon are

" Industry characteristics for all five
countries are presented in the sections that follow.5%2

Bulgaria—Except for Albania, Bulgaria has the
least developed CEE medical and scientific equipment
industries. . Most of Bulgaria’s production of goods
consists  of; very low-technology, commodity-type
hospital supplies such as bandages, textile products

~ and physician utensils.

" Czechoslovakia ,—The medical instrument mdustry

in Czechoslovakia is highly concentrated with a large

portion of medical -equipment manufactured or
distributed by ~Chirana Medical - Technologies
Enterprise. % Chirana produicés a variety of medical
products in Prague, Bmo, Bratislava, and other cities.
Chirana has been. pamcularly renowned for -its
complete medical systems for hospitals mcorporaxmg
many advanced technologies. Dental equipment has
also been a particular area of concentration for the
Anolher Czechoslovak company, Tesla,

o lnlcmews by USITC siaff with U. S industry ofﬁculs

Jnne 1991

2'For the most part; the CEE govemment data series are

"ot suﬂ’icnendy ‘disaggregated to show comparable production or

employment data for these products. Thus, the following sections
are based arily on anecdotal - information and trade dsa

. Department of Commerce, “Business Contacts and
Matkel Ovemew Czechoslovakia — The Phammaceutical and -
Medical Equipment Industry,” Medical and Related Industries in
Eastern Europe, Washmglon DC, 1991. .
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produces medical equipment such as electronic
monitoring instrumentation and x-ray equipment.
Laboratory Instruments Works in Prague manufactures
similar types of equipment.

Other scientific "and medical ‘equipment is
manufactured by a number of small and medium firms.
Much of the equipment produced by these firms
consists of low-technology goods such as scientific
measuring and testing equipment that is not considered
to be internationally competitive. ‘However,

Czechoslovakia has established a reputation for more

sophisticated instrumentation in certain niches, such as
aviation instruments and certain analytical equlpment
including mass spectrometers and chromatographs

Czechoslovakia is- considered to . have falrly
advanced technologies and a relatively good capital
and labor base for producing x-ray equipment for

medical purposes.®?3 However, it remains to be seen -
whether the country’s technologies in x-ray products .

have kept up with the those of other countries that
specialize in this equipment such as Germany, Japan,
and the United States. Czechoslovakia will likely need
to acquire new technologies from Western producers if
it is to advance beyond x-ray technology ifito advanced
imaging modalities such as computenzed tomographic
scanners and' magnetic resonance imaging. There is
some evidence that Czech firm$ have already engaged

in some production- shanng activities with Germany in -

this area.
Hungary—Hungary’s medlcal and scientific

equipment industry is highly: concentrated, . wnth four -

firms responsible for much of the production.9% . One
of the firms, Qutexz produces mostly scientific and
laboratory equipment and is associated with the

country’s 'academy of -sciences. Qutexz initially

obtained the rights to xmpon equipment for the use of

academy scientists, and imports still constitute most of
the firm’s activities. However, the company now has
penmssron to export and license scieniific equrpment .

and instruments developed by the various institutes of
the academy. The principal medical. .instrument
~ producer, Medicare, is owned jointly by the Hunganan
Government and a German medical firm. . Other major

producers in these industries include a sharéholding _

firm that produces laboratory equipment (Labormin)
and a cooperative -that manufactures’ analytical
equipment (Rodelkisz). . Two smaller firms ‘produce

dental instruments and opucal equrpment used for

medical purposes.

Hungary produces medical and scxenuﬁc‘

instruments used for various diagnostic, therapeutic,
and analytical purposes. Although such equipment is

of a much lower quality and level of specialization than .

that of developed countries, the Hungarian products are

generally much less.expensive and adequate for most

64 Interviews by USITC staff with industry and governmem
oﬁicnlsﬂ Czechoslovakia, July 1991.

6 Imerviews by USITC aaff with govemnment-and tndustry
officials in Hungary, July 1991.
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" standards.

routine procedures and practices. %7 About 80 to 90
percent of the production of these industries is for
domestic consumption.

Poland.—Poland has the most advanced CEE
scientific and "medical instrument industries.
Companies’ spread throughout the country produce a
large range of products including gas meters, automatic
control instruments, electric measiiring equipment,
laboratory apparatus and various surgical, dental, and
veterinary instruments.%° The 20 largest firms employ
between 300 and 1,500 employees each. One of the
companies has been privatized and the others are
currently: seeking privatization.

Poland’s former Communist government prowded
the scientific equipment industry with tax and other
incentives 10 generate foreign  exchange.’00
Consequently, this industry oriented itself more to
Western markets and became more competitive than
producers in the other CEE countries. Many of these
firms have remained competitive and have developed
close technological and manufacturing relationships
with producers in the West, including U.S. and EC
firms.

Most of Poland S. producers of scxentnﬁc and
medical .equipment utilize a large trading organization, .
Mctronex, to export their products to foreign markets.
Although the. trading company recently lost its
monopoly for handling rmports and exports of such
equipment, most of.the compames still use Metronex to:,
export their goods. .

Romania.~—Romania’s screnuﬁc and medxcal

. equipment industries are among the least developed of

the CEE countries. Three firms account for. much of
the medical and scientific equipment - produced. in
Romania. 'I‘hey pnncrpally produce commodity type:
medical, and scientific rmplements and- apparatus

Government policy and nature: of
management structure

* In géneral, the central planning system has resulted
in the production of a narrow range of goods. In -
addition, product quality is often’ deficient by Western -
Industry officials indicate that. change is
underway, although inefficiencies will hkely affect
these industries for some time. :

" Bulgaria.—The Bulgarian - Govemment sull
controls much of the production, dlstnbuuon and trade
of medical and scientific instruments. - s :

Czechoslovakia.—Production and trade of medlcal,_:_l
instruments’, is organized 'by the Chirana State
Corporation.” The enterprise currently handles pro- .

7 Thid, '

8 According 1o the Sutistical Yearbook 1989, Hunganm )
Central Sutistical Office, uction of commodities in
1988 included 945 medical x-ray units, 298 industrial X-ray units, - * -
and 539,000 clectric supply meters. Produeum data coverning all
of the digest products are not available. ’

9 Interviews by USITC siaff with mdustry and govcmment
officials in Poland in J 1991.

% Interviews by Ugl'llC staff with mdusuy and govemmem
officials in Poland in July 1991.



duction, import/export, marketing, distribution, and.

research and development of medical equipment.’0!

Hungary—Although the government provides
financing for academic and other basic research, it does

not intervene in the pricing, allocation, or trade of -

Hungary’s scientific and medical equipment industry.

- Poland.—The Polish Govemment has identified
the medical equipment industry as a lop7 ognority for
attracting investment from Western firm Investors
in this industry are eligible for a 3-year extension of the
usual 3-year hollday granted to foreign mvestors in
Poland.

Romania.—Romanian producers of mednca_l and
scientific equipment rely principally on a government
trading company, Electrotrade, to distribute and export
their products. Although companies are now allowed
10 sell directly to domestic and foreign customers, they
may continue 10 use the company because they lack
marketing expertise and international contacts..

The Romanian Government previously subsidized
imports of important raw ‘material inputs used in
producing medical and scientific equipment, though the
government has now discontinued this practice. Firms
are now requnred to balance intemnational payments and
credits.”%

Adjustment issues

The most significant impediment to the production

of scientific and medical instruments in CEE is the
combined lack of .technology and a shortage of capital.
Economic austerity measures and the resulting credit
squeeze have worsened the financial condmon of the
industry.

Additionally, the world market for scientific ‘and

medical instruments has been highly competitive over
the last several decades. To develop a profitable niche
in which CEE products can compete will require
substantial effort on the part of the companies involved
as well as the national govemments.

Bulgaria.—Bulgaria lacks the necessary research
capacity, technological knowhow, manufacturing
faciliies, and marketing capabilities to establish a
competitive medical and scientific equipment industry.
It also lacks the skilled professionals, engmeers and
technicians.

Czechoslovak:h.—-Czechoslovakia's medical and
scientific industries have been poorly organized for
efficient production and distribution. Particularly in
the :medical field, there has been overproduction and

701 U.S. Department of Commerce, “Business Comaas and
Market Overview: Czechoslovakia — The Pharmaceutical and

Medical Equipment Industry,” Medical and Related Indu.rlne: in

Eastern Europe, Washington, DC, 1991. ..

702 iy S. Department of Commerce, “Business Comaas in
Poland: Medical Products and Pharmaceutical Com ies,”
f){édacal and Related Industries in Eastern Europe, Washington,

1991.

7% Interviews by USITC staff with govemment and industry

officials in Romania, June 1991. _

inefficient utilization of equipment. There may be
some potential for increasing exports if production

. inefficiencies and resource misallocations are reduced.

Hungary.—Although Hungary has a large number

- of scientists and research institutions with a tradition

for developing innovative medical and scientific
products and prototypes, the country lacks the
infrastructure and managerial know-how reqmred to
produce quality products in large quantities.”™ In
particular, expertise for organizing efficient production
lines is lacking and capital equipment is generally

_obsolete. Hungary also has 0 import many of the

inputs required for production.

Poland.—The Polish industry has to import many
of the components and materials used as inputs into the
production of medical and scientific equipment.
Because of high tariffs on many of these items in the

. past, the cost of producing these goods in Poland was
_higher than that for major foreign competitors.

However, Poland reccmly liberalized its import regime,
and the industry is now able to import better quality
inputs at world market prices.

Foreign trade

The Soviet Union and the EC, principally
Germany, are the major markets for exports of
CEE-produced scientific and medical instruments.
Such exports to the EC rose from $20 million in 1985
to $39 million in 1989 (table 58). Poland and Hungary
were the dominant suppliers, accounting for an average

"~ of 72 percent of the total during the period. CEE

exports to the United States totaled about $3 million in
1989, and accounted for less than 1 percent of total
U.S. imports of scientific and medical instruments
during the period. During the last several years, CEE
exports to the EC were the result, in large part, of EC
outward processing. Such items are exported from the
EC for further processing or assembly and then

* returned to the EC for consumption. Total EC imports

of - outward processed scientific and medical
instruments rose from $17 million in 1985 o $130
million in 1988, of which $23 million came from CEE

* nations, principally Poland and Hungary.

'~ Bulgaria.—Bulgaria’s exports of medical and

- scientific instruments are negligible and have
-previously gone to other less developed countries. The

best opportunity the country has to develop an export
industry is to attract foreign investment in facilities for
the assembly of commodity-type medical instruments
and textile supplies.

To develop its antiquated health care infrastructure,
the Bulganan Government is_currently encouraging
Western investment and imports of high-quality
medical instrumentation,”0

704 Interviews by USITC staff with govemment and industry
oﬂ'lcmls m Hungary July 1991.
S. Depantment of Commcrcc “Bulgaria: Medical
& pmcm * Medical and Related Industries in Eastern Europe,
ashington, DC, 1991.
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Table 58

Sclentific and medical instruments: OECD Imports from Eastern Europe, 1985-89
(Value in thousands of dollars)

1985 1986 1987 1988 1989
U.S. imports from-—
Poland ........c v 983 705 1,448 1,760 1,558
Czechoslovakia .................... 31 97 31 1 17
Hungary ............coooiiinininnn 397 570 864 530 957
ROmMania.........ccovvvivmneennnnns 33 0 155 10 0
Bulgaria ............. ... . i 46 22 4 119 55
EC imports from—
Poland .......ccoviiiiiiiiiiann 5,426 8,003 8,989 11,354 12,238
Czechoslovakia .................... 3,880 5,718 8,041 9,161 8,712
Hungary .................. e 8,613 9,357 10,473 13,804 12,563
Romania...........cooeveiinennnnn 1,335 2,454 1,654 2,104 2,372
Bulgaria ..........cciiieiuiieinnnn 562 - 872 1,042 2,622 2,672
Other OECD imports from—
Poland ..........cciiiiiiiinnnnnn 1,798 2,036 2,502 1,508 3,031
Czechoslovakia .................... - 2,012 1,663 2,151 1,816 1,893
Hungary ................cooaiet 1,011 1,483 2,005 1,570 2,453
Romania...............c..ovuvnnn. 53 196 200 181 230
Bulgaria .................. ... .. 70 - 89 97 325 95
Total OECD imports from—
Poland .............c.ciiievninn, 8,207 10,744 12,939 14,622 16,827
Czechoslovakia .................... 5,923 7.748 10,223 10,978 10,622
Hungary .............ciiiieaontn 10,021 11,410 13,342 15,904 15,973
Romania.................cc.vuvnnn. 1,421 2,650 2,009 2,295 2,602
Bulgaria ..............cciiiiinntn 678 983 1,143 3,066 2,822

Source: U.S. Department of Commaerce for U.S. imports, Nimexe data base for EC imports, and UN trade data base

for imports by other OECD countries.

Czechoslovakia.—The Chirana trading
organization is attempting to increase the export
competitiveness of Czechoslovak equipment, which
now is exported to all of the current and former
non-market states and to more than 60 nonsocialist
countries. OECD data show exports of scientific and
medical equipment from Czechoslovakia to OECD
countries rose by 79 percent during 1985-89, to $10.6
million (table 58). The EC was the major market for
Czech-made instruments and accounted for over 80
percent of such exports in 1989.

Czechoslovakia has a large number of well-trained
technicians and scientists working in a wide range of
areas. Although this expertise is not currently being
utilized effectively, these professionals could
conceivably become drivers of technological
innovation and production in the future, which might
lead to better e)(()gon opponumues in the scientific and
medical areas.

However, the modemization of Czechoslovak
health services will require a temporary reduction in
the export of medical equipment and priority given to
domestic demand.’07  Satisfying this goal also will

705 Interviews by USITC staff with industry and govemment
oﬂ'xcmls in Czechoslovakia, July 1991.
0 U.S. Department of Commerce, “Business Contacts md
Markel Overview: Czechoslovakia — The Pharmaceutical and
Medical Equipment Industry,” Medical and Related Industries in
Eastern Europe, Washington, DC, 1991.
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require an increase in imports of more sophisticated
medical and scientific instrumentation from Germany,
Japan, and the United States.

Hungary.—OECD data show that exports of
scientific and medical instruments by Hungary to
OECD countries rose by 59 percent to $16 million
during 1985-89 (table 58). However, industry sources

- in Hungary reported that scientific and medical
instruments and equipment have been exported

primarily to the Soviet Union and other CEMA
countries, as well as to various underdeveloped
countries. Exports to the Soviet Union and CEMA
countries, however, have greatly diminished over the
past year and a half due to deteriorating economic
conditions in those countries.”08

However, in an effort to improve its medical and
scientific capabilities, Hungary imports much more
western-produced scientific and medical equipment
than it exports. According to OECD data, imports of
scientific and medical goods from OECD countries
more than doubled to $137.5 million in 1989 (table 59).

Poland.—Industry officials reported that Poland
has exported about 40 percent of its production of
scientific and medical equipment in past years, with a
much higher proportion of its exports going to the EC
and other non-CEMA regions than is the case for the
other CEE countries. This ratio has increased to an

708 [nterviews by USITC staff with govemment and industry
officials in Hungary, July 1991.



Table 59

Sclentific and medical Instruments: OECD, exports to Eastern Europe, 1985-89
’ (Value in thousands of dollars)

1985 1986 1987 1988 1989
U.S. exports to— : .
Poland .......... ... .o i, 5,351 501 5,992 7,956 12,781
- Czechoslovakia .................... 2,574 2,848 2,670 5,189 4,858
Hungary ................co.us FI 4,205 3,348 3,817 5,748 7,772
Romania............coviiiiinnnnns 2,731 2,090 1,277 648 650
Bulgaria .................coiiiintn 5,079 1,850 2,002 3,969 2,534
EC exports to— ' :
Poland ............... e, "~ 58,386 79,014 96,982 104,019 121,105
Czechoslovakia ..................... 75,920 86,547 115,863 136,401 119,438
Hungary ....................oonte 46,469 60,786 71,998 82,300 99,492
Romania............ccoiivvvnevnnn. 13,900 19,068 19,757 15,773 9,166
Bulgaria ............. . ... ... ... 34,943 58,576 57,176 53,259 48,529
Other OECD exports to— : '
Poland .............ciiiiuvinnnnns - 10,691 13,973 15,006 18,934 27,826
Czechoslovakia .................... 9,723 12,412 14,347 24,246 25,653
Hungary ...................oiilt 11,077 13,900 18,263 19,793 30,194
Romania................coevivun.. 1,680 . 1,395 803 5,766 1,624
Bulgaria .............. oL, 4,409 6,845 ] 6,576 10,607 16,381
Total OECD exports to— . )
Poland ...........cciiiiiinninnn, 74,428 97,998 117,980 130,909 161,712
Czechoslovakia .................... 88,217 - 101,807 132,880 165,836 149,949
Hungary ...l 61,751 78,034 94,078 107,841 137,458
Romania............ccvvivnnvnnn.. 18,311 22,553 21,837 22,187 11,440
Bulgaria ................ ..., 44,431 67,271 65,754 67,835 67,444

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base

for exports from other OECD countries.

and other non-CEMA regions than is the case for the
other CEE countries. This ratio has increased to an
estimated 50 percent in the past 2 years due to a
softening in domestic demand. The strongest areas of
export have included electric measuring equipment and
medium-quality analytical instruments for scientific
and medical purposes. Such equipment has been
exported to Germany, the United Kingdom,
Czechoslovakia, and Southeast Asia.’® OECD data
show that exports of scientific and medical instruments
by Poland to OECD countries increased steadily during
1985-89, to $16.8 million in 1989 (table 58). Export
data reported by the Polish Government also show a
43-percent increase in total exports of such goods, from
- $37 million in 1986 to $53 million in 1989.710

Romania.—About 40 percent of total Romanian
production of medical and scientific instruments has
been exported in recent years, mostly to other CEE
countries and less developed countries in Africa and
Asia. Due to the lower quality of the Romanian-made
products, these industries have not been very successful

7% Interviews by USITC siaff with industry officials in
Poland in July 1991. These estimates cover the top 20 producers
within Poland and may not accurately represent trade pattems for
the entire Polish industry.

710 Calculated from statistics supplied by Govemnment of
Poland and period average exchange rates compiled by the
Intemational Monetary Fund.

in marketing their products in more sophisticated
markets such as Europe or the United States. Exports '
of medical and scientific equipment have decreased
dramatically in the past year due in part to the shift to
dollar-denominated trade among former CEMA

“countries, which has caused Romania’s sales to major
- customers in former East Germany and the USSR to

fa"'7|lA

-~ As the Romanian Government has attempted to

modemize its antiquated health care infrastructure in

. recent months, it has increased its imports of higher

quality foreign equipment. Last year the Government
announced its intention to allocate $75 million for
imports of medical equipment and pharmaceuticals.
Because of urgent domestic needs, imports appear to be
more of an overriding concern to the Government than

_promoting exports at the present time.”12

Romania’s best potential for developing its medical
and scientific equipment industry lies in attracting
foreign investment by firms that wish to use Romania’s
relatively skilled but low-cost labor to assemble
medical and scientific equipment in that country.”!3

1 Interviews by USITC staff with govemnment and industry
officials in Romania, June 1991.

2 US. Department of Commerce, “Romania: Medical
Equipment and Supplies,” Medical and Related Industries in
Eastern Europe, Washingion, DC, 1991.

713 Interviews by USITC staff with govemment and industry
officials in Romania, June 1991.
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Steel

Prepared by
Laszlo Boszormenyi, Karen Laney-Cummings, and
Charles Yost

Export potential

While CEE steelmakers have demonstrated a
certain amount of success in marketing steel to
non-CMEA countries, there are a number of structural
problems that may hinder any significant increase in
exports, and, in fact, may result in a reduction in
exports. The success that CEE countries have had in
exporting in the past was under a regime in which
prices and costs were managed by governmental
authorities, making comparative analysis difficult.
Input prices are reportedly rising to levels paid in most
Western countries and are payable in hard currency. As
discussed below, the industry also has to contend with
relatively low productivity and equipment that is not as
efficient as that used in most Western countries. Rising
labor costs would therefore adversely affect the

industries’ competitiveness. Moreover, the industries -

are reportedly far from meeting the types of pollution
control standards in force in Western countries, the cost
of which could be significant. In addition, the
availability of critical raw materials used in
steelmaking is in question, at least in the short term, in
light of the events in the Soviet Union, a major
supplier. While the economics for exporting may not
be favorable, governments may, however, choose to
support exports as a means to generate hard
currency.”!

Trade statistics indicate that CEE countries
exported over half of their combined exports’!d
(including intraregional trade) to non-CMEA countries
in 1989. While the primary destination was Western
Europe, substantial tonnages were also shipped to the
Middle East and Asia (including Japan). Much of the
steel exported appears to have comprised less
sophisticated commodity grade products’!® that are
sold in highly price-competitive markets. The potential
to export higher value flat-rolled (e.g., sheet and strip)
products, used in critical automotive and machinery
applications appears to be limited, as the CEE
producers reportedly are not able to compete
effectively with other producers on the basis of
metallurgical precision, dimensional and shape
tolerances, surface quality, and presentation and
packaging.7‘7

714 For example, most zc;rital expenditure plans will
apparently have 10 be realized with hard currency. (Warren L.
Deverel, “Daunting times ahead for East Bloc Steel,” Metal
Bulletin Monthly, April 1990, p. 18.)

713 Excluding Romania, for which dats are not available from
the sources used.

716 Commaodity grade (or commercial quality) products are
products designed for uses in which wide variations in mechanical
and chemical pmgeﬂiu are acceptable.

717 Deverel, “Daunting times,” p. 18.
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The ability of the steel industries in CEE countries
to improve their competitive position in the short run
appears to be limited. According to industry experts,
these countries will need to invest approximately $30
to $60 billion or more during 1990-20007!8 to bring
productivity, quality, and environmental standards to
Western levels.  Industry officials estimate that
approximately 25 percent of CEE steelmaking and
finishing facilities would need to be closed.”!?
Estimates of the magnitude of needed investment
suggest that the countries will have to be selective in
their investments, and that pressures to close the least
efficient mills will be strong.

- In the short term, the ability of the CEE countries
to increase exports will undoubtedly be affected by
conditions in the global steel market. During the late
1980s, world consumption was relatively strong.
Markets in the EC and the United States weakened
during 1990 and 1991, however, which could diminish
export opportunities or diminish the prices for steel
exports in the short term. Moreover, opportunities
could well be affected by steel trade policies of OECD
countries. Both the United States, which has been a
relatively small export market for CEE countries, and
the EC have maintained import restraints. While both
have indicated their intention to liberalize their quota
programs overall, and with regard to the CEE countries
specifically, it is not yet clear how far such
liberalization will go. The CEE countries, however,
have not filled their restraint limits to either the EC or
the United States in recent years.

Industry characteristics

Following World War II, the steel industry was
viewed by many industrialized countries as critical to
both national security and economic growth. Its
importance reflected not only the volume of steel that
was consumed, but also its diverse use in military
armaments, machinery and equipment, containers,
transportation equipment, and construction. While
steel’s relative importance has declined over time in
most industrialized countries, it remains one of the
most important materials. Reflecting an historic
emphasis, steel remains an important sector in CEE
countries. For example, the industry employed
approximately 500,000 workers in 1990,720 which
represented more than 3 percent of the industrial
workforce in four of the five countries.”?

Structure.—The steel industry encompasses
integrated companies that process raw materials, such
as iron ore and coal, into steel, and other companies
that process and refine scrap metal into steel products.
Steel produced via the integrated process accounts for

7% Annual Report of the Secretary General Lenhard J.
Holschuh 10 the Twenty Fourth Annual Conference of the
Intemational Iron and Steel Institute, Sydney, Australia, Oct. 7-10,

l99QI W{ 11-12.

19 Holschuh, Annual Report, p. 11.

720 Intemational Labor Organization, unpublished statistics.

T2l The ratio was lowest in Bulgaria with 2.6 percent of
industrial workers employed by the iron and steel industry;
Czechoslovakia had the highest proportion with 4.4 percent.



the predominant share of production in CEE countries,
as in other major producing regions. The stec! industry
in each of the larger CEE countries comprises two or
three large independent complexes with capacities
ranging from 4 to 10 million tons per year, and 5 to 15
relatively small mills with capacities of 1 million tons
or less. :

The steel industry in CEE countries relies on
imports to supply much of its iron ore and energy needs
(excluding coking coal). The primary source has been
the USSR; the small remaining balance of regional
needs for iron ore has been met from domestic sources
or by imports from Brazil, Liberia, and Venezuela.”22
With respect to coking coal, the USSR, Poland, and, to
a much lesser extent, Czechoslovakia, have been the
principal sources of supply to CEE steelmakers.”2 As
indicated above, the costs of raw material inputs now
have t0 be paid in hard currencies and at prices
comparable to those paid by Wester' steeimakers.’24
Supplies have been disrupted during 1990-91 because
of economic and political problems in the Soviet Union
and Iraq; such short-term problems may continue until
new, more stable, sources may be developed.”

Production and consumption.—The mix of steel
products produced in the CEE countries differs
somewhat from that produced in OECD countries
comprising a higher percentage of long products (i.e.,
bars, rods, and structural shapes), which are used
widely in construction, shipbuilding, and heavy
machinery and equipment. Integrated producers in the
OECD countries tend to produce more higher-valued
flat-rolled sheet products, which are used widely in
automotive applications, appliances, and . machinery
and equipment. : : ‘ '

72 Ocean Shiﬂ;ing Consultants, East Europe to 2000, p. 51.

78 Ibid., pp. 83 and 90-91 and telephone discussion with .
Chief, Coal Cg’nnﬁtwe, Economic Commission for Europe, Mar.
26, 1991.

724 For example, a Hungarian steclmaker cstimates that on the
basis of a switch from trade denominated in Transferable Rubles
to hard currency, purchase costs for coking coal, coke, ferroalloys,
and energy: would rise approximately 15 to 20 percent. (Richard
Serjeantson, “West meets East by the Danube,” Metal Bulletin
Monlhéy, February 1991, p. 62.) :

T5Several countries also had petroleum supply
arrangements with Iraq and experi supply disruptions and .
cost increases when economic sanctions were imposed on that
country.

Table 60 :

As data in table 60 indicate, steel production is
divided fairly equally among Czechoslovakia, Poland,
and ‘Romania, with Bulgaria and Hungary each
accounting for slightly more than 5 percent of total
production in recent years. Production began to
decline during 1988-89, and fell 15 percent between
1989 and 1990.

Apparent consumption of finished steel in the five
CEE countries, which was relatively stable during
1984-1988, declined in 1989 to 33.6 million tons (table
61). - With the recession and the restructuring that is
occurring in many of these countries, a much sharper

" decline of 21 percent, was experienced in 1990.

Technology.—Available information suggests that
steelmaking technology in CEE countries lags behind

. that used in other countries in certain key areas. For

example, production in open-hearth furnaces accounted
for about 36 percent of total steel production in the five
countries in 1989 (table 62), compared to less than
S percent in the United States, Japan, and the EC,
where this production process has been largely phased
out and is utilized mainly for swing capacity.
Moreover, the share of steel produced using continuous
casting, which reduces processing costs and improves
product quality, totaled 23 percent in 1989, compared
with more than 91 percent in Japan and the EC, and
65 percent in the United States.”2% Finishing processes
are also reportedly disadvantaged vis-a-vis OECD steel
mills with respect to dimensional and shape tolerances
and surface quality.”?’

The use of older production technologies is likely
to limit the technical capabilities and the relative cost
competitiveness of CEE producers. These older
processes consume more energy and raw materials; for
example; approximately twice as much fuel is required
to produce a ton of steel in CEE as in the OECD.728
With energy prices rising to market levels in CEE
countries, this could pose significant problems as

726 Intemational Iron and Steel Institute, Stee! Statistical
Yearbook 1990, Brusscls, Belgium.

. 777 Deverel, “Daunting times,” p. 18. ’

72 Deverel, “Daunting times,” p. 49. Data on energy use per
unit of output, in gencral, indicate that production in CEE .
countries uses approximately twice as much as in the OECD.
(“The Enwreprencurial Approach,” The Banker, September 1990,
p.6.) :

Steel: Cantral and East European crude steel production, 1986-90 -
(In thousands of metric tons)

1987 1988 1989

Country 1986 | 1990’
Bulgafia .......ccoviiriiiiieiaa, 2,898 3,045 2,880 2,889 2,401
Czechoslovakia .........covveneennn... 15,112 15,416 15,380 15,465 14,813
HUNGary . ...ooveveeeiieiieaaannns 3,715 3,622 3,582 3,315 2,962
Poland"......... B 17,144 17,148 16,873 15,094 13,553
Romania ..... e 14,276 14,962 14,314 14,415 9,690

Total ..o 53,145 54,189 52,029 51,188 43,419

! Estimated by Commission staff on the basis of data from the ***.

Source: Compiled from statistics of the International Iron and Steel Institute, except as noted.
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Table 61

Stoel Centra!l and East European finished steel consumption, 1986-90
In thousands of metric tons)

Country 1986 1987 1988 1989 1990’
Bulgaria .............covvieiiienaa.. 2,379 2,483 2,121 2,108 2,703
Czechoslovakia ...............ceonenn. 8,730 8,599 8,464 8,611 7,876
Hungary . ........ooiiviiiiinnienanen, 2,938 2,902 2,680 2,371 1,945
Poland .........ccciiiiiiiiiiiiiian 12,523 12,405 12,155 10,567 7,793
ROMania ........ccevevvevnuerennennn 9,869 10,261 9,789 - 9,951 6,200

Total ....oviiii e 36,439 36,650 35,209 33,608 26,517

' Estimated by Commission staff on the basis of data from the ***.
Source: Compiled from statistics of the International Iron and Steel Institute, except as noted.

Table 62

Crude steel: Production by furnace type and share continuously cast, 1989
(In percent)

Production, by furnace type

- Continuously
Country Open hearth Basic oxygen Electric cast
Bulgaria .......... e e a e 10.0 50.2 39.8 14.4
Czechosfovakia ...................... 40.1 46.8 13.1 9.2
(V] (T T | /e . 42.6 46.5 1.0 55.6
Poland ..........ccciiiiiiiinvnnnnns 35.7 47.8 16.4 7.7
Romania ............cc0iiivinennn. 28.0 48.0 .24.0 34.2
Average' ..............c..civiinn. 33.9 47.6 " 185 19.0

' Weighted on the basis of production.

Source: Compiled from statistics of the International lron and Steel Institute.

production costs_increase for steel producers in the
region. One Polish steelmaker reportedly commented
that as a result of a recent increase in coal prices, he
would no longer be able to compete in West European
markets.”? Production and finishing processes are
reportedly not as automated in CEE steel industries as
they are in OECD steel mills, thereby makmg the
production process more labor intensive, less
continuous, and more costly. With respect to technical
capabilities, discussions with U.S. and EC industry
executives suggest that while CEE producers would
probably have liule difficulty producing commodity
grade steel (which is used widely in construction), they
probably could not compete effectively in markets for
higher quality steel, at least in the short to medium
term. As discussed above, these commercial grade
steels compete in price-sensitive markets; their primary
competitors are highly efficient steel minimills and low
cost producers in developing countries, most of whom
have relatively modem equipment.

In addition, CEE steel plants for the most part lack
modemn pollution-contro! equipment and continue to be
a major source of pollution, exacerbating serious

environmental problems currently existing in this
region. For example, a group active in environmental
issues has advocated closing several mills in Poland .if
pollution controls are not installed.”® Retrofitting the

73 Based on Commission staff discussion with industry
consultant, Mar. 11, 1991.
730 Syaff interviews with industry officials, June 1991.
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“mills with polluuon controls would be expensive and
could limit the ability of steelmakers to finance other
projects.

‘Labor.—Information on the technologies being
employed and data on industry employment suggest
that labor productivity of steel producers in the region
may be one-third (or less) of that in OECD countries.
For example, the number of production workers in the
U.S. steel industry is approximately one-half that in the
CEE as a whole, while U.S. steel production is
approximately double. This may reflect past social
policies of CEE governments as well as relatively
lower levels of capital investment. Wages are
reportedly low, partially offsetting low productivity,
but are rising; on the other hand, as discussed below,
the restructuring programs envision a fall in total
employment.

Restructuring initiatives—The efforts of CEE
countries to adjust and modemize is taking various
forms. All are pursuing technical improvements, such
as increasing the amount of steel poured through
continuous casters or phasing out open hearth
steelmaking (which would improve steel yields and
reduce production costs). An analysis of equipment
currently in place suggests that additional investment in
process equipment will also be necessary if the product
mix is to be expanded or shifted to higher quality
steels.’3! The total cost of restructuring production in

731 sese



the region, with respect to investment and
modemization, may exceed $30 billion during the
decade of the 1990s.”32 Certain national and local
CEE governmental entities have commissioned studies
by’a variety of engineering firms to provide an
assessment of the requirements for such restructuring.
Several governments and international organizations,
including the World Bank, IMF, United States Trade
and Development Program, and the EC Phare Program,
have made efforts to promote reform_ and extend
training and technical assistance as well.”33

Restructuring of the steel industry in
Czechoslovakia, Poland, and Hungary will entail

substantial reductions in industry capacity and -

employment (although no facilities have been closed as
yet). Up to 5 million metric tons of capacity
(approximately 11 percent) might be closed in the three
countries, chneﬂ¥ obsolete open hearth (OH)
steelmaking units. Some other OH units in mills in
those: countries might be replaced by electric-arc
furnace(EAF)-based or basic oxygen.fumace (BOF)
"based units. On the other hand, capacity was recently
expanded in Bulgaria by 900,000 metric tons to 5.1
million metric tons when a new minimill became
operational at Burgas; its capacity may be doubled to
1.8 million metric tons during 1992-95.735 Romania
plans to expand its steelmaking capacity by about 6
million metric tons at Calarasi by 1995; the first stage,
a modern 3 million metric ton BOF uml is scheduled
t0 become operational in 1992.

There are some efforts to privatizé mills in the
region. This appears to have been implemented in
Hungary to a greater extent than in the other CEE
countries. Restructuring plans in that country have
included efforts to establish joint ventures with foreign
firms who could inject new capital and managerial and
marketing expertise. For example, the Ozd works
planned to install an energy-optimizing furnace with

German assistance and the Diosgyor works will recewe‘

a continuous caster through similar arrangements
In Poland, a Japanese steel minimill, Kyoei Steel, is to
provide technological assistance (o improve the
efficiency of electric furnaces at Ostrowiec, Stalowa
and Warsaw. This venture will be financed with
Japanese grants pledged by Prime Minister Kaifu on
his visit to Poland in early 1990. In addition, Poland’s
Stalexport (the state steel trading company) is

reportedly well advanced in discussions with potential.

Japanese and European joint venture partners for
assistance in selling steel to Western markets, securing
raw materials, and grovndmg technical assistance on
plant modemization.’

732 Holschuh, Anaual Report,
733 Remarks by Pedro Orun, Bueaor Steel Division, EC
Cormnmission, at Steel Swrvival Strategies VI, June 19, 1991.

734 World Steel ics, Cormmunist World Capacuy
Monuor No. 8, Mar. 15, 1991, p. 34.
T3 nid.. pp. 22-25.

73 Based on Commission staff discussion with a Hungarian
steel executive from the Miskolc Rolling Mill, Lid., Jan. 23, 1991.

737 Interview with Stahlexport’s general manager, as reponed .

in Metal Bulletin, Oct. 4, 1990.

p.27

Unresolved issues conceming the corporate
governance of steel mills in the region have delayed
many restructuring efforts. Corporate management of
CEE steel mills is nascent and the degree of operational
control is unclear. Uncertainties concerning the locus
of decision-making functions appear to have delayed
restructuring efforts in several of the CEE countries,
led to management tumover in several mills in Poland,
and caused the joint venture in Hungary with two
Western companies, referred to above, to come
apart.”8

As adjustment proceeds, steel industry employment
levels will decline; however, estimates of the
magnitude of reductions, vary as does the time frame
for such reductions. Some sources estimate that the
number of steel workers in the region may be reduced
by at least 60 percent.”>® In Hungary, statements by
steel industry executives suggest that the labor force
will be cut by an estimated 40 percent by the end of
1991.740 In Czechoslovakia, Ministry officials recently
announced a forthcoming reduction of some 50,000
steelworkers (which appears to represent about
40 percent of the steel workforce) to be effected over
an unspecified time period.”¥! In Poland, one of the
largest mills, the Sendzimir Works in Nowa Huta, is
reportedly X)lannmg to reduce its 27,000 work force by
one-third.”*2 Some of the reductions have already
occurred in Hungary and Poland.

Government policy and nature of
management structure

Government-involvement in the steel industries in
CEE countries continues to be significant.  Such
involvement has taken the form of ownership, as well
as oversight and management of operations. With
respect to the management of operations, various
government ministries have traditionally been
responsible for coordinating both the supply of raw
material inputs to the mills, as well as the delivery of
finished steel products to domestic and foreign
customers. In addition, investment and the selection of
management teams was centrally coordinated.”43
Managers at the firm level, for example, were chosen
by the government from a list of nominees proposed by
the communist party. Government involvement also
included the determination of input prices and wage
rates, as well as selling prices for finished products.

38 “Korf and MG quit Ozd,” Metal Bulletin, June 3, 1991,

79 Metallurgical Engineering Production Services, Lid., “Steel
Outlook (2nd Quarter),” as reviewed in Stee! Times, November

595
‘g Based on Commission staff discussion with a Hungarian
steel industry executive, Jan. 23, 1991.
71 United States Trade Development Program Project
Definitional Mlsnon Restructuring of Czechoslovak Metallwgical

lndu.ﬂ?
Imervxcw with the plant director, as reported in American
Melal Market July 24, 1990.
43 Economic Commission for Europe, The Importance of the
Iron and Steel Industry for the Economic Activity of ECE Member
Cm‘S'g"S” ECE/Steel/64 (New York: United Nations, 1989),
pp. 52-53.
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As indicated below, significant changes in the role
of government are now underway in 'Poland, Hungary,
and Czechoslovakia; the process is less advanced in
Bulgaria and Romania. Governments in the first three
countries have articulated objectives under which
operational decision-making and financial
responsibility will devolve to individual enterprises.’#4
Moreover, the first three governments have indicated
their intention to privatize at least some of the mills.
The extent and pace of change, however, is likely to
vary among countries and companies, reflecting, in
part, the magnitude and complexity of the task, the lack
of experience in privatizing state-owned enterprises,
and the uncertainties that liberalization poses to
managers not accustomed to operating in a market
environment.  Moreover, the skills required for
successful privatization of enterprises, such as
marketing, management information systems, and
financial controls, are apparently not available, or are
only nascent.”45

Efforts to privatize individual steel mills may also
be complicated by the difficulty in valuing their assets
or finding buyers; however, privatizing firms, in the
absence of changes in other government policies, does
not mean restructuring because product mix,
technology, quality, and management styles are
unlikely to change in the short to medium term.
Moreover, the sale of facilities in whole or in part to
foreign-based organizations, for which examples exist
only in Hungary, may be delayed until such time as
investment legislation becomes effective and the
domestic company’s debt, equity, and income reach
financially attractive levels.

Poland.—The central government in Poland has
reduced the extent to which it exercises direct
management control over steel enterprises; the steel
producers association, which acted as an intermediary
between the ministry and the mills, has been
abolished.’¥®  Decisions conceming investment,
exports, joint ventures, and operations are reponeddl‘y
now being made at the local and plant levels.”
Government operating incentives and other forms of
involvement continue, however, though the degree to
which they do so varies among mills. The ministry, for
example, continues to approve the directors of the
mills.’#8 Moreover, the government continues to
appoint the operating management in some of the
smaller mills. A board made up of local officials
nominated candidates for the position of plant
manager at the Huta Sendzimira mill, near Krakow,
while the labor union made the final selection.”4?

744 1hid., p. 92.

745 Nickoru L. Rickard & Assoc., Consultant, U.S. Trade and
Development Program, Project Definitional Mission Repont, TDP
Project 90-7A, Oct. 20, 1990, p. .

746 Economic Commission for Europe, The Steel Market in
1989, ECE/Steel/70, pp. 32 and 44.

(7 Ibid.

748 Based on Commission staff discussion with consultants to
the Polish steel industry, Mar. 8, 1991, and staff interviews in
Poland, July 1991.

749 Thid.
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The government has reduced financial assistance,
reportedly ending subsidies on interest rates, energy,
and other inputs in 1990.750 Operating incentives
continued to some extent, however, to prevent cash
flow and liquidity problems from causing several steel
mills to shut down. The government reportedly has
relinquished control over the setting of prices, which
are now subject to negotiation between the mill and its
customer, and based on the mills’ production costs.
The mills raised prices on steel products in 1991 to
reflect increased costs of fuel (primarily coal).’!

While the role of the government has diminished, it
still performs a number of important functions for the
steel mills. Iron ore, for example, continues to be
imported by a state-run organization; the mills
apparently continue to use the government purchasirﬁ
entity to obtain the advantages of buying in bulk.”
With respect to foreign trade, although the mills now
have the right to manage their own exports, the state
foreign trade organization, Stalexport, continues to be
used because of its knowledge of customers and
markets.  Although the mills continue to utilize
Stalexport’s domestic distribution services, they are
increasingly selling directly to end users.’s3

Hungary.—While the national government does
not set prices for the industry, it provides nonbinding
“guidelines” that indicate a range of acceptable prices
for the domestic market.’54 The government no longer
establishes production quotas or sets distribution
channels for most sales.”5 State subsidies were
reduced by about 75 percent from the 1988 level 0
3.25 billion forints (about $61 million) in 1989, and
were zggparemly phased out, for the most part, in
1990.7

Hungary appears to be further along than other
CEE countries in its efforts to withdraw from the
industry through privatization and to attract foreign
direct investment. Foreign equity investment in
Hungary,’7 encouraged by tax incentives, has been

750 The Polish Government adopted a stabilization and
restructuring program at the end of 1989 that imposed credit
controls and relaxed exchange and trade controls. The program
relies on increased enterprise decentralization (although there was
continued government involvement in the allocation of inputs, the
licensing of impons and expons, and determination of prices).
Government policy changed somewhat as of Jan. 1, 19&‘)1when
quantity controls on impons were replaced by tariffs and expon
quotas were reduced on basic commodities. Enterprises may raise
prices on certain goods within specified guidelines. (Based on
Commission staff discussion with industry officials, Mar. 7, 1991.)

751 The increased costs of coal stem from reduction of
govemnment supports to the coal industry. (Based on Commission
staff discussion with consultants to the Polish steel industry
officials, Mar. 7 and 8, 1991.)

752 [ind.

753 Staff interviews in Poland, July 1991,

754 Based on Commission staff discussion with a Hungarian
exccutive from the Miskole Rolling Mill, Lud., Jan. 23, 1991.

755 Certain exports to CMEA countries, however, are
restricted pursuant under the terms of an IMF restructuring
program.

736 Staff interviews in Hungary, July 1991.

757 Steel Times, August 1990, p. 432, cites a figure of 172
association agreements that were reached between Hungarian steel
companies and foreign companies.



made in several semi-privatized steel mills, and may be
the catalyst in bringing about a further shift toward a
market orientation among domestic producers. A
foreign investor may be able to provide the
management and marketing know-how, export and
foreign distribution channels, and foreign market
information, as well as the funds for modemization to
his Hungarian counterpart. As a result, the foreign
trade organization which was designated by the
government to handle steel exports may be bypassed to
a greater extent in Hungary than in Poland and
Czechoslovakia. With respect to imports of raw
materials, Hungarian steel mills continue to purchase
imported raw materials as a group through a
government agency.

Czechoslovakia.—Government  officials in
Czechoslovakia have announced they will seek to
privatize the state-owned steel industry within three
years, beginning in 1991. Foreigners are to be allowed
to make equity investment in the new privatized
firms.758  Certain forms of assistance, such as debt
guarantees, operating incentives, and credit assistance,
may, however, be continued for a period of time after
privatization to restructure the industry financially and
to modemnize methods and practices.”>® Press reports
indicate the majority of enterprises are not prepared for
privatization and restructuring at this time, and that the
managers prefer the continuation of present state
policies and financial assistance.”60

All steel plants became nominally -independent

from the government in 1989 when the Iron and Steel
Works General Directorate was abolished,”0! although
the extent to which management is operationally
independent from government intervention is not clear.
Enterprise managers will apparently have greater
latitude over employment than before, a_lthou;h wages
are being controlled during the transition.”82 The
government reportedly does not establish prices on

steel products although it imposes guidelines covering

price increases.’®> The two state trading organizations
continue to dominate the domestic distribution of
steel.764

738 Enterprises in the steel industry have the right to enter
into domestic joint ventures with foreign partners; even
100-percent foreign ownership is allowed. (“Information for
Enterprises on Economic Conditions in 1991,” in Prague
Hospodarske Noviny, iranslated in JPRS-EER-91-022, Feb. 20,
1991 Lp- 28.)

Nicholas L. Rickard & Assoc., Consultant, U.S. Trade and
Development Program, Project Definitional Mission Repon, TDP
Project 90-7A, Oct. 20, 1990, p. 1.

760 Central Economic Research Institute, “Hesitation, Caution,
Lack of redness,” in Prague Haspodarske Noviny, translated
in JPRS-EER-91-007, pp. 32-37.

7€l Steel Times, August 1990, p. 424.

762 “Information for Enterprises,” JPRS-EER-91-022, Feb. 20,
1991_, & 29. : :

Based on Commission staff discussion with industry
officials a1 Ferromet, the foreign trade organization, Mar. 11,
1991. Other industry officials have questioned the extent of
enerprise independence or government disinvolvement in pricing.
According to a8 Czechoslovakian govemment publication, prices
will gradually be decontrolled, beginning Jan. 1, 1991, but price
increases may not exceed cenain guidelines. (“Information,”
JPRS-EER-91-022, Feb. 20, 1991, p. 22.)

764 Staff interviews in Czechoslovakia, July 1991.

The Government of Czechoslovakia continues to
establish quotas covering exports specified by
continuing’ bilateral trade treaties (e.g., to the Soviet
Union); it has also established an export licensing
procedure for steel products to fulfill its obligations
under bilateral trade treaties as well as to protect the
domestic market from shortages.’65 Although the
Government has given export rights to the mills, and
enterprise managers reportedly profess a desire to
establish their own foreign trade contacts, the mills
continue to use the state foreign trade organizations as
their export channel as a practical matter.’66 The mills
also continue to import raw materials through the
former foreign trade organization.

Bulgaria.—While the stated aim is to work
towards a market economy, all of the steel works are
owned and continue to be operated by the state,
although the formal organization is unclear.”67 Most
prices are fixed by the state. The mills are legally free
to conduct foreign trade, subject to the availability of
foreign exchange.

Romania.—Legislation that might reduce
ownership by the state is being considered,’8 although
a state-owned holding company, Siderom, apparently
will exercise_operational control during the period of
restructuring.’® Government financial assistance is
reporiedly being continued for investment in
environmental safeguards and modernization. Price
controls are apparently being relaxed, and may take the
form of price guidance in the future.”’C The mills
apparently continue to utilize the services of the former
foreign tradc organization, although the requirement
that import and export operations be conducted through
the foreign trade organization has been eliminated; the

-import  license requirement is, reportedly, not

restrictive.

Adjustment issues

Individually and collectively, the steel industries of
the five CEE countries represent a relatively small part
of the world steel industry. Raw steel production in the
CEE countries totaled approximately 45 million metric
tons in 1990, which represented about 6 percent of the
world total. The steel industries, nonetheless, have
been important to the economies of the 5 CEE
countries as a source of employment and point of
industrialization, and in terms of their contributions to
GNP and a favorable balance of trade.

The ability of the steel industries in CEE countries
to compete will depend in large part on their ability to
overcome a number of impediments. These include
uncertainty with respect to demand in major consuming
industries in their countries or for exports; a potential

765 “Information for Enterprises,” JPRS-EER-91-022, p. 28.

766 “Hesitation,” JPRS-EER-91-007, p. 34.

767 sn e

768 Statement by the Romanian Commercial Councilor to the
United States Trade Commission on July 16, 1991.

769 “New Romanian steel body starts up,” Metal Bulletin,
Jungg). 1991, p. 21.
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lack of resources to finance modernization or upgrade
environmental controls; social problems caused by
employment reductions; supply disruptions, rising
labor and materials costs, and rising transport costs.

Low demand for steel, both in the region and at the
local level, could be a problem that limits opportunities
for growth. Globally, CEE steel producers will find
themselves competing in a slow growth industry,”’!
with a number of newer, more efficient producers.
Moreover, structural adjustments in the region will
likely mean that previous domestic end-users (e.g., the
automotive, machinery, and consumer goods
industries), will demand far less of the industry’s
output in the future as they improve their own
efficiencies (i.e., consumption becoming less steel
intensive). Moreover, such consumers may require
higher quality steel.

The enterprises are burdened by debt’’2 and may
lack the necessary resources to modemnize. The
requisite modernization of technology and facilities to
produce low-cost, higher quality products necessitates
capital investment and managerial expertise, most of
which must be attracted from abroad. Under the
previous bureaucratic-administrative System, capital
was relatively low-cost, the central banks made the
lending decisions, and the enterprises possessed
relatively high levels of debt; with economic reforms,
interest costs are rising and debt service could impose a
significant burden for a number of highly leveraged
companies aggravated b; the relatively large current
costs of production.”’3  Moreover, there is the
possibility that the enterprises will not adjust to
reforms, putting the industry in danger of bankruptcy
or putting pressure on the governments to expand the
money supply. Also complicating the issue of foreign
investment, the CEE is but one of several regions in
which restructuring and privatization programs for the
steel industry are occurring. Brazil and Mexico,
among other developing countries, both announced
similar programs in 1990. Whether capital will be
drawn to CEE steel industries rather than other
competitors is unknown because of the uncertainties of
economic and investment reform in the region.”74

Another problem faced throughout the industry
worldwide is the need for environmental controls. Few
countries, however, have been faced with the
cumulative degree of environmental degradation
present in certain CEE areas. The concerns of local
residents and Westem European countries affected by

71 World steel production grew only 9 percent between 1973
and 1986, compared with 66 percent for manufacturing of
machinery and equipment.

772 This has been termed “their defective financial structure;”
debt would apparently remain excessive despite efforts to alleviate
a l.iq_,q’igity squeeze by liquidating all unnecessary assets.

Jan Vanous, “Nuts Bolts of Economic Reform in Central
and Eastern Europe,” and Manuel E. Hinds, “Comment on Jan
Vanous'® article, in Transition, vol. 2, No. 6 (The World Bank,
June 1991), PP 7-9.

774 The joint-venture outlook is not lﬁomising; the worldwide
"demand" for alliance partners exceeds the "supply” of able

rs with the necessary managerial, financial, and technical
skills. ***
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the pollution are likely to have a conspicuous impact
on the rate and means by which the industry is
restructured; some closures may be a direct result of
such concems. Environmental concems may direct
capital from investment in new equipment to projects
designed to control pollution, and the potentially iarge
environmental liabilities may deter investors from
purchasing the existing facilities.

Some of the difficulties faced by steel producers in
the CEE countries are similar to obstacles faced by the
steel industry in virtually all countries, though perhaps
to a different degree. Reducing costs through
reductions in the steel labor force (to meet competition
from new suppliers with modern facilities) has been
necessary in the industries in many Western countries.
Employment in the steel industries of the United States
and the EC decreased by almost 50 percent between
1975 and 1986, and required substantial government
assistance. The necessity of eliminating large numbers
of workers in a relatively short time, as may be the case
in the CEE industries, is likely to be even more
difficult, since alternative employment opportunities
for jobless steel workers may be limited.

Other problems are more regional in nature.
Raw-material bottlenecks may develop as a result of
modifications in CMEA sourcing arrangements. In the
past, the Soviet Union has been a major supplier of
primary inputs (e.g., coking coal, iron ore, and energy
in the form of petroleum products or natural gas), often
on a barter or soft-currency basis. With changing terms
of trade, however, supply agreements will be
negotiated that may no longer be as secure as in the
past. The sites of many of the steel mills were chosen
because of intra-CMEA sourcing arrangements. Under
changed sourcing arrangements and  rising
transportation costs, the steel mills are not well located
with respect to access to raw materials or key
steel-consuming markets in the West. Moreover, the
elimination of supports for the transportation sector
will undoubtedly result in increased costs that in tum
will affect the competitiveness of the steel industry.”’S

Foreign trade

Foreign trade is important to CEE steel industries,
although it varies among countries in its degree of
importance. The CEE steel industries exported an
estimated 27 percent of their shipments of steel
products in 1989, approximately the same as the world
average. This ratio rose to nearly 31 percent in
1990.776  Imports, on the other hand, accounted for
about 11 percent of 1989 apparent consumption in the
five countries, although the percentage varied widely

713 The transpontation infrastructure is more extensive in
Czechoslovakia, Hungary, and Poland than it is in Romania and
Bulgaria. Even in the first three countries, road and railroad
densities, and the apparent availability of rail cars are lower than
they are in Westem Europe. Moreover, if railroads and rail cars
are not properly maintained, a development that some foresee and
for which some evidence exists, the industry's competitive

ition would be further affected. (Deverel, “Daunting times,” p.
1; Bozena Zulawnik, “Carriers,” Warsaw Gazeta Bankowa,
translated in JPRS-EER-91-056, April 30, 1991, pp. 38-39.)

716 The devaluations in Hungary and Poland assisted those

countries’ expon cfforts, according to industry experts.



among countries (table 63). Each country recorded a
net surplus in steel products’ trade on a quantity basis
in 1989, although for Bulgaria this apparently was an
exception. Poland, Romania, and Bulgaria were the
largest importing countries in 1989 and 1990, while
Czechoslovakia, Romania, and Poland were the largest
exporters (table 64)., Imports increased and exports
decreased for the five CEE countries between 1989 and
1990, affecting the ratios and the trade balance. These
changes were most pronounced for Bulgaria and
‘Hungary, the two smaller steelmaking countries. Data
for 1988 are shown for comparison.

The Soviet Union was the sin%e largest export
market for steel products from CEE’"? accounting for

T Excluding Romania, for which data are not available from
sources used.

Table 63

about 21 percent of exports by quantity in 1989 (table
65). Trade between CEE countries accounted for
another 8 percent (or 13 percent including the former
GDR), some of which is reportedly based on
processing arran§emems (e.g., tolling) that exist
between mills.”’® The geographic distribution of
exports reflects, o some extent, obligations under
bilateral trade treaties negotiated by CMEA countries.
The significant level of exports to Western Europe and
the Middle East, which together accounted for
43 percent of exports in 1989, in all likelihood reflects

718 For example, the Bulgarian mill a1 Burgas has an
agreement to roll imported slab and retum hot-rolled and
cold-rolled sheet 10 the Soviet mill at Donetsk; there is also a
tolling arrangement between the Polish mill at Katowice and steel

ucers in the Soviet Union and West Germany that involves
w of Soviet slab into Poland and the export of hot-rolled

o Germany. (Staff conversations with industry experts in
New York and New Jersey, May/June 1991.)

Steel: Central and East European Imports as a share of apparent consumption, and exports as a share of

shipments, 1988, 1989, and 1990

(In percent)

Imports as a share of Exports as a

apparent consumption share of shipments
Country 1988 1989 1990 1988 1989 1990
Bulgaria ................... 39.8 32.0 54.0 440 32.6 30.9
Czechoslovakia ............. 6.5 3.8 2.8 35.6 313 30.6
Hungary ................... 39.4 39.9 69.7 379 48.7 75.0
Poland .................... 1.7 11.4 3.0 18.7 20.2 245
Romania .................. 13.8 5.1 9.1 28.1 249 25.0

All countries’ ........... 15.0 10.9 14.5 28.9 275 30.7

' Average weighted on the basis of apparent consumption and shipments.
Source: Compiled from statistics of the International iron and Steel Institute (11Sl), the United Nations Economic

Commission for Europe, and the ***.
Table 64

Steel: Central and East European imports, exﬁons, and trade balance, by country, 1986-80
(In thousands of metric tons)

Type of trade and country 1986 1987 1988 1989 1990
Imports: :
ulgaria ... 1,003 883 800 674 1,460
Czechoslovakia ..................... 918 692 512 326 221
Hungary ........... .. .o, 1,111 1,075 1,170 946 1,355
Poland ............cciiiininnnn. 1,324 1,219 1,271 1,200 236-
Romania..............cciiiiennnn. 1,335 1,199 1,271 503 562
E Total .......oiviiii i 5,691 5,068 5,024 3,649 3,834
xports: »
ulgaria ..., ..., 959 792 528 694 557
Czechoslovakia ..................... 3,890 4,128 4,027 3,776 3,376
Hungary ..... ... ... ..ot 1,284 1,407 1,546 1,350 1,770
Poland ..............ccciviinin... 2,230 2,280 2,316 2,382 2,458
Romania.............ccivieiienn... 3,060 3,100 3,100 3,134 1,882
Total ........ ..., 11,513 11,707 11,517 11,336 10,043
Trade balance: '
Bulgaria .................... e (44) (91) (272) 20 (903)
Czechoslovakia ..................... 2,972 3,436 3,515 3,450 3,155
UNGANY .. teieieieieen e eineaenen 173 332 376 404 415
Poland .......... ..., 906 1,061 1,045 1,182 2,222
Romania.............coiiiinennn.. 1,725 1,901 1,829 2,631 1,320
Total ... 5,732 6,639 6,493 7,687 - 6,209

Source: Compiled from statistics of the United Nations Economic Commission for Europe and the International lron

and Steel Institute.
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Table 65 . i
Steel: Central and East European exports of semifinished and finished steel products by selected markets,
1989'

Czecho-
Market Bulgaria slovakia Hungary Poland? Average
(In thousands of metric tons}
Quantity .................. 693.93 3,776.4 1,349.81 2,382.65 8,202.79
(Percentage share of total exports)-
Eastern Europe:
Bulgaria ................ é 1.28 3.22 0.52 1.27
Czechoslovakia .......... 5.24 gg 1.90 3.81 1.86
Hungary ................ ) 1. ® 0.58 0.92
Poland ................. W) 5.63 1.10 ) 2.78
Romania................ 5.05 * 0.62 1.67 1.18
Subtotal ............. 10.38 8.82 6.84 6.57 7.97
Abania ................. 1.22 0.58 g) 0.56 0.56
EastGermany ........... 0.68 7.03 1.94 3.68 4.68
USSR ................ 13.63 19.66 9.07 33.35 21.39
Total ............... 25.91 36.09 18.01 44.16 34.60
West Europe:
EC: .
West Germany ......... 9.64 9.63 11.35 13.43 11.02
Other ................ 18.04 12.51 14.35 11.06 12.86
Subtotal . ............ 27.68 22.15 25.70 24.49 23.88
her .................. 16.22 20.28 26.10 14.90 19.33
Total ............... 43.90 42.42 51.79 39.40 43.21
Africa ......covevein... “ 5.40 7.24 ¢ 3.7
North & South America;
United States ............ * 0.48 2.10 2.24 1.22
Other .................. 5.69 0.78 “ “ 0.91
Total ............... 5.69 1.26 2.14 248 213
Asia:
Near and Middle East . . . ... 8.87 3.88 12.34 6.69 6.51
Japan ............euo... “ ¢ 1.86 0] )
Other .................. 1564 10.94 6.60 7.16 9.53
Total ............... 24.50 14.83 20.81 13.86 16.35
Oceania .................. “ “ “ “ (]

! Average weighted by quantity.
2 Sum of available data.

3 Not applicable.

4 Less than 0.5 percent.

Note.—Because of rounding, figures may not add to the totals shown.

Source: United Nations Economic Commission for Europe, Statistics of World Trade in Steel, 1989.

the need to sell merchandise to generate foreign
exchange and traditional commercial ties. Moreover,
there were reportedly some arrangements with Iraq,
Syria, Iran, and Kuwait to barter steel and other
products for crude petroleum.

The product mix of exports from CEE countries
has been concentrated in relatively low-value carbon
steel long products that are typically used in
construction. CEE steel industries compete in their
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export markets on the basis of price with similar
exports from many developing and developed
countries.

Until the recent privatization and market-oriented
measures were instituted, there was litde or no link
between domestic and foreign prices. Trade policy
measures under central planning tended to isolate the
domestic industry from the world market. Most, if not
all, raw materials and steel products were purchased in



transferable rubles within CMEA.”® Government
officials in Poland, Hungary, and Czechoslovakia have
articulated policy objectives, and instituted programs
which, if fully implemented, would decentralize and
liberalize trade. Certain traditional forms -of
* government intervention are to be abolished. If fully
implemented, such policies would have the effect of
making the steel enterprises more market-oriented, cost
conscious, and perhaps more export-oriented.”80. -Until
recently, the exchange of steel products within CMEA
was organized under the auspices of Intermetall;’8!
with the breakup of CMEA and the decline of
Intermetall, the importance of CEE exports to the
OECD countries could rise. .

The absence. of most-favored-nation (MFN)
treatment for Romania and Bulgaria constitutes one of
the most significant impediments to exports to the
United States for those countries; column 2 tariffs
(typically applied to imports from Communist
countries) average about 20 to 25 percent and may
- reach 40 percent for steel products, while column 1
MFN tariffs, which apply to most non-Communist,
developed countries, average less than 5 percent ad
valorem for steel products. U.S. GSP benefits are not
applicable to most steel mill products. The EC and the
United States currently limit imports of steel products
from CEE countries. In the case of the EC, the limits
apply to all the countries and were set at approximately
2.3 million metric tons in 1990, In the case of the
United States, the limits are set at approximately
300,000 metric tons and apply to all countries except
Bulgaria. With regard to the U.S. system of voluntary
restraint agreements, import data for 1989 and 1990
suggest that the four CEE country guoxas were only
filled 25 to SO percent in the 2 years.”®2 According to
industry sources, prices in the U.S. market were not as
attractive as those in other areas, such as the Middle
East.

Textiles’8>
Prepared by Kimberlie Freund

Export potential

There is some potential for an increase in exports
of certain textile products from CEE countries, though
total amounts will probably be relatively small

7 See Manin Schrenk, “The CMEA System of Trade and
Payments: Today and Tomorrow,” The World Bank SPR
Discussion Paper No. 5, January 1990, pp. 6-9 for a discussion of
prices and exchange rates. o .

7% Based on Eommu sion staff discussion with an official of
Ferramet, the C2echoslovak steel export organization, Mar. 11,

1991.
- 781 United Nations Economic Commission for Europe, The
Steel Market in 1989, p. 56.

782 See U.S. Intemational Trade Commission, Quarterly
Report on the Status of the Steel Indusiry, USITC publication
2364, March 1991 for tables indicating quotas and imports under
the VRAs. .

T8 Defined for the s of this section as yams and
fabrics. This definition does not include manmade fibers or knit

compared with textile exports from Asian countries.
Overall, the yams and fabrics produced are not
compeltitive with Western or Asian-produced fabrics in
terms of quality and variety. In many instances, CEE
production of textile products is . also not
cost-competitive with that of Asian or Western
companies.  Further, there is little potential - for
increased CEE demand for these products by
downstream industries. Any increases in exports of
apparel, at least in the short run, will likely be in the
form of outward processing, in which foreign fabric is
used to produce the apparel for reexport.

In general, firms that are able to modemize through
joint ventures or cooperation agreements with foreign
firms should have the most success in increasing
exports. Certain products should have more export
potential than others. For example, Czechoslovakia
may increase its exports of linen fabrics, which it
already exports to the United States, and to a lesser
extent, wool and some cotton fabrics. Best prospects
for increased exports from Poland are those products
for which Poland already has established
markets—Ilinen fabrics for household textile products
and cotton fabrics, particularly for bed linen. Poland
may also increase its exports of woolen fabrics, though

“the type of woolen fabric it produces—heavyweight

woolens—is not currently popular in Western markets.
Hungary may have more potential in exports of yams
than of fabrics.”84 Rayon fabrics also reportedly have
some export potential.’85 Romania and Bulgaria have
little export potential in the near future. It is unlikely
that Romania would have the capability of penetrating
one former market, the United States, until it receives
MFN status. Further, Romania currently is limiting the
export of textile yroducts because of shortages in the

domestic market.’86 S

Industry characteristics

In terms of capacity, the CEE countries generally
had less spinning capacity than many major textile
producers (figure 7). Of the five CEE countries,
Poland and Romania had the largest spinning capacity
and the highest level of employment in 1989.
Employment data are presented - in following
tabulation: : o '

Country Number of Employees
Bulgaria ...........:... . 105,000
Czechoslovakia ......... 152,000

Hungary ........ S . 75,800

Poland ................ 321,771

Romania .............. 412,400

The economic " structure in place in the CEE.
countries to date rewarded production for the quantity
produced. As a result, quality suffered as producers
allocated inputs to get maximum outputs. These textile
products sell at the low end of the market in the West,

T84 Mr. Istvan Jankovits, Hungartex, USITC staff interview,

Budgg;miuly 2, 1991, )

86 Information s;gplicd by the Romanian Commercial Office,
New York, Aug. 2, 1991.
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where demand is limited, but supply is abundant. As a
result, these products generally compete on price. For
the most part, however, CEE countries are not cost
competitive with the Asian producers, which have
lower wage rates, such as China, or which have similar
wage rates, but operate more efficiently than the CEE
industry. For example, the unit value of U.S. imports
of heavyweight cotton fabric from Czechoslovakia was
$1.31 per square meter in 1990, compared with $0.76
from Korea and $0.65 from China.

Most of the CEE industry is characterized by
significant inefficiencies in the use of inputs,
particularly human resources. The level of
employment in 1989 in Romania and Poland was
higher than that for Korea, a major world producer and
exporter of textile products. Yet the number of

spindles in Romania and Poland were roughly one-half
of those in Korea, suggesting that the production
process in Poland and Romania is much more
labor-intensive than that in Korea. Further, the level of
yam production in Korea is almost five times that in
the two CEE countrics. The productivity of yam
manufacturing in Poland and Romania, as measured by
the kilograms of yarn produced per spindle, was
roughly one-third of that for Korea. The productivity
of yarn production in Czechoslovakia, the third-largest
yam producer of the CEE countries was also about
one-third of that for Korea. Hungary and Bulgaria
were more productive than their CEE counterparts in
terms of the productivity ratio, but they are both small
producers overall (table 66). .

Table 66 :
Textlles: CEE production of yarn and fabric, 1887-89
Yarns Fabrics
ftem 1987 1988 1989 1987 1988 1989
Million kilograms Million square meters——

Bulgaria ................... 118 121 119 499 50 509
Czechoslovakia ............. 204 206 206 996 1,003 1,005
Hungary ................... 104 101 95 415 410 357
Poland .................... 278 282 277 1,088 1,135 991
Romania' . ................. 323 304 219 1,073 1,151 1,206

! Romanian production of yarn, which is used for fabric and knitwear production, decreased from 1987 to 1989.
Fabric production increased during this period, but knitwear production decreased even more, explaining the decline

in yarn production.

Note: Data for 1989 for Bulgaria, Czechoslovakia, and Romania (for yarn only) were estimated.

Source: Compiled from Statistical Yearbook 1988 and 1989, Hungarian Statistical Office, The Fibre and Textile

Industries of the U.S.S.R., Eastern Euro,

and Clothing Industry in Romania,” E/U Textile Out

and Yu?oslavia to 1992, International Wool Secretariat, 1990; “The Textile:
ook Intemational, March 1991, p. 22; Donald E. deKieffer, Doing

Business With Romania, Peter E. Randall Publisher, 1990; and data supplied by the Polish Ministry of Foreign

Economic Relations, Warsaw, 1991,

Figure 7
1989 Installed spinning capacity

0 1 2

3 4 5 6

Millions of spindles kincludes rotors)

Note.—China had 38 million spindles and the United States had 13 million spindles in 1989.

Source: Compiled from ITMF statistics.
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Much of the CEE textile industry is currently
operaling at very low capacity utilization levels—Iess

than 50 percent in some instances—which raises the '

marginal cost of the products manufactured under such
circumstances.’” The low-capacity utilization in part
results from a loss of traditional markets both home
and abroad. The industry is facing increasing
competition from imports in their home markets, while
at the same time their major export market, the Soviet
Union, has collapsed. Because of the inefficiencies in
the industry, many firms are unable to generate
sufficient revenue to invest in new machinery. Unless
firms adapt to market conditions by using their
resources more efficiendy and removing redundant
workers, many firms could go bankrupt.

Most of the spinning and weaving machinery in
CEE countries is from the Soviet Union and CEE
countries. This machinéry is considered inferior to
machinery produced in the West (including Japan).
Even the machinery produced in Czechoslovakia—the

inventors of air-jet weaving and open-end spinning—is

less refined than Western-produced machinery, which
is primarily used in Asian and Western countries. The
CEE machinery operates at slower speeds and produces
products with more flaws than machinery produced m
the West.

Unlike apparel, textile -production has become
relatively capital intensive. Given. the overcapacity
that already exists in global production, combined with
the generally low value added of the product, it is
~ unlikely that foreign investors will attempt to revitalize

the unproductive firms or bring on new capacity. The

exception would be niche products such as linen and
certain woolen fabrics for which these countries appear
to have some advantages.

Bulgaria will be excluded from the remainder of
- the analysis on textile products because of its low level
of textile production, capacity, and exports to the
United States and EC. While Romania was also a
relatively insignificant exporter to the United States
and EC in 1989, Romania has significantly larger
production capacity and historically has exported larger
quantity of goods to the United States and EC.
Hungary, a relatively small producer, will also be
included because it was the second largest exporter of
the CEE countries to the West.

Czechoslovakia.—In 1989 there were 57 textile
firms in Czechoslovakia, almost all of which employed
over 1,000 workers.’88
firms employ more than 2,500 workers’®® and some of
the larger Czechoslovak factories, particularly in the
cotton spinning and weaving sector, employ as many as

.78 polish capacity utilization ratcs arc estimated to be at
3040 percent and Hungarian rates at roughly 50 percent. Dr. Pal
Pakaki, interview by USITC staff, Budapest, July 1, 1991, and
Andm; Stasinski, Witold Rakowski, Zdzislaw Cuphclu ‘and
Edward Szucht, Instylul Wilokiennictwa, USITC staff interview,
bodg July 9, 1991.

%8 Statistical Yearbook of the Czech and Slovak Republic
. 1990.
89 Ibid.

More than one-half of the

7,500 people.” The average wage for textile industry
workers was $1.21 per hour, below the national
average of $1 40 per hour for all of industry in
szchoslovak:a The Czechoslovak textile wage
rate is less than Korea's rate at $3.33 per hour.’
However, productivity is significantly lower in the
Czechoslovak mdustry in comparison with that of
Korea.

So far the textile industry has not been very

-successful in attracting foreign investment. As of

March 1991, there were only two joint ventures with
foreign firms, with the total foreign capital outlay
valued at $300,000. Like other CEE countries, it is
unlikely that the industry will attract significant
amounts of new foreign investment because of the lack
of profitability in the industry.

Although hard currency shortages have limited
access 1o  state-of-the-art  textile  machinery
manufactured in Westem Europe, technical research
institutes in Czechoslovakia have played a large role in
developing modern spinning and weaving equipment
for use in Czechoslovak mills. Pioneering research
efforts aimed at developing air-jet weaving and
open-end spinning systems were conducted in
Czechoslovakia during the Communist era.”9® After
basic rescarch was completed, licensing agreements
were reached with major textile machinery makers,
including Toyoda, Sulzer Ruti, and Rieter.”®* As a
result of this research and development, the level of
technological modernization in Czechoslovakia is quite
high in relation to its CEE neighbors. Nevertheless, the
machinery is still considered inferior 10 machmery
produced in the West.

Czechoslovakia was the third-largest producer of
yams and fabrics for the region in 1989, but the largest -
exporter to OECD countries. Czechoslovakia also has
the largest weaving capacity of the CEE countries,
even though it has the third-largest spinning capacity,
next to Poland and Romania (table 67).
Czechoslovakia has a smaller spinning industry relative
to Poland and Romania, because it devotes less yam-
than Poland and Romania to the knitting industry.
Traditional areas of competitive success ‘include the
production of heavyweight fabrics made of natural
fibers, especially wool and wool/manmade-fiber
blended fabrics. - Czechoslovakia is also a significant
producer of linen fabrics and the second-largest CEE
producer of cotton fabrics, next to Romania. Despite
some success in export markets, Czechoslovak textile
goods have recently lost domestic market share to
imports from <Asian countries.”5  Czechoslovak
consumers reportedly _have  become more
dlscnmmaung, demanding better quality goods.”

™0 Zdenek Marsicek, “Czechoslovak Privatization,” Textile
ia, November 1990, p. 116.
59 Slalu'ncal Yearbook 1990.
72 “Wemer Labor Cost Comparison, Summer 1990,” Wemer

Interational, New York, July 1990.

793 “Czechoslovakian Textile Machinery: On the Brink of a
New Challenge Textile Leader, June 1990, p. 90.

90

* Ibid., p. 90.
7” Mr. Jiri Koutnik and Vladimir Wiedermann of Centrotex,

mtemew by USITC staff, Prague, July 12, 1991.
796 Ibid.
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Table 67
Textiles: Number of installed looms in CEE In 1989

Looms for weaving Looms for weaving
ftem - on the cotton system' on the wool system’
Bulgaria ........... ... ... il 11,000 A
Czechoslovakia ....................0onn 25,000 gi?)

Hungary ..........coiieinnnennnnennnnna: 7,300 3870
Poland ......... ... .. ... il 24,450 5,200
Romania ........... ..., 14,000 A

! The primary difference between the “cotton sgstem' and the *wool system"” is the length of the fiber used. Cotton

fibers tend to be shorter than wool fibers. Manma
2 Not available. '
31988 data.

@ fibers can be cut to size to use in either system.

Source: International Textile Machinery Shipment Statistics, Vol. 13, 1990.

Czechoslovakia probably has the most potential of
the CEE countries to increase its fabric exports to the
West. Although the industry is still inefficient, its
relatively higher technological base should provide
greater opportunities for growth and development. It
will be necessary, however, for the industry to improve

its efficiency by reducing the workforce and, in some

cases, breaking up some of the huge texltile firms into
smaller, more manageable units. The products which
would likely be most successful are those intended for
niche markets, such as linen and some wool fabrics.

Hungary.—Many large firms were created in the
late 1960s as part of a slate program to encourage
mergers and to facilitate centralized control of industry.
Most “textile firms integrated all aspects of the
production process, from yam spinning to fabric
finishing. In 1988, 1 large firm employed more than
5,000 workers, and 4 textile firms were amon
Hungary’s 100 largest industrial companies.”?
Nevertheless, the management has started breaking up
the industry into smaller units. A total of 240
companies were active in 1990, up from 67 in 1985.798
Employment dropped from an average of 1,600
workers per company in 1985 to roughly 315 per
company in 1990, though some companies still employ
significantly larger number of workers. Employment
for the industry overall declined by 29 percent during
this same period to roughly 75,800 workers.”® This
drop in employment was largely due to decreased
production. Yam production declined by 15 percent
during this period and fabric production fell by 34

percent.

Average wages in the Hungarian textile industry
were $1.24 per houwr in the summer of 1990,
approximately 12 percent of the U.S. industry
average.80 This placed Hungary well below many

797 Sandor Fulop, “Profile of the Textile Industry in
Hungary,” Textile Owlook International, Economist Intelligence
Unill"l‘:ovanber 1989, p. 75.

Hungarian Industry and Trade 1980-1990, Ministry of
Industry and Trade, Budapest (hereafter referred to as “Hungarian
lndm';? and Trade").

799 Tbid.

800 “Wemer Labor Cost Cotgngrison. Summer 1990, Wemer
International, New York, July 1990,
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export-oriented textile manufacturing nations such as
Taiwan, which had an average hourly wage rate of
$4.56. However, Hungarnian labor costs were
significantly higher, in dollar terms, than those in
Malaysia, the Philippines, China, and Indonesia.$0!

Productivity was believed to be lower than other major
producers because of the poor quality of the machinery
and the low-capacity utilization rates in the Hungarian
industry. In addition, the textile industry. is reportedly
losing some of its skilled workforce, particularly
managers and engineers, to other industries that pay
higher wages.802 'If the industry intends to keep these
workers, it will have to improve productivity so that it
can increase wage rates.

The level of technical sophistication in the industry
is not high803 Nearly three-quarters of Hungarx(;i
textile machinery was purchased prior to 1980.
Hungary lagged behind both Czechoslovakia and
Poland in its purchase of modern equipment over the
last decade.85 Inability to obtain credit or hard
currency has forced many Hungarian firms to purchase
or lease second-hand equipment.30% In addition,
interest rates of 40 to 45 percent have made the cost of
financing new machinery prohibitively high. Even
some of the newer equipment, particularly the looms,
employ older technology.3?”7 Almost 65 percent of
equipment in place was purchased from other Central
and East European countries.808

As of January 1990, there were 15 joint ventures
with foreign firms in the textile sector, with a foreign

~ direct investment valued at $13.5 million.8%® German,

Austrian, and Italian companies continue to express the
most interest in Hungarian-based manufacturing.810

801 Ihid.
802 pakaki interview.
803 Pakaki interview.
504 EIUJ. 82.
805 Based on ITMF, “Intemnational Textile Machinery
Shipments,” 1989.
806 Eulop, “Profile of the Textile Industry in Hungary,” p. 82.
807 Dr. Frigyes Geleji, interview by USITC staff, Budapest,
July 2, 1991.
8ob Fulop, p. 72.
“Database on Joint Ventures,” Economic Commission for
Eumfe. January 1990.
10 Hungarotex representative, USITC staff telephone
interview, Mar. 5, 1991.



Hungary has a relatively small textile industry
compared with those of Czechoslovakia, Poland, and
Romania. Although steps have been taken to split up
huge companies into smaller, . more manageable
operating units, the industry is still inefficient. The

spinning industry appears to be more productive than
that of the other CEE countries, and it is possible that it -

could increase its exports of yarn, ‘It is-unlikely that
Hungary will become a major .exporter of fabrics,
though it could boost exports of those products that are
currently in high demand in Western markets, such as
rayon fabric. '

Poland —Employment in the Polish textile

industry totaled 285,000 workers in 1989, down
significantly from 342,000 workers in 1987.8!!
Currently the industry consists mostly of large,

vertically integrated firms, employing up to 4,000 .

workers.812 In general, the companies are overstaffed

and are top heavy with administrative staff.313 -

Capacity utilization in the textile industry is quite

low—estimated at -only 3040 percent by a textile

research institute in Poland.8!4 One reason given for

the low capacity utilization is increasing competition’
- with imports from Asian countries.3!5 Another reason’

is the loss of a major export market, the Soviet Union.
The industry has begun reducing capacity as part of a
broad industrial restructuring program initiated by the
Polish Government in January 1990. - Nevertheless,

significant shrinkage is still required if the textile

industry is to become more competitive.

Poland is the largest yarn and fabric producer in the
region. It is known particularly for its production of
linen, heavyweight wool, and knit fabrics. However,
the quality of the yams, particularly acrylic yams, and
cotton fabrics is considered low by international
standards.8!® Much of the apparel exported from
Poland uses foreign fabric imported for use in outward

processing.817

Most of the textile machinery is 10 to 20 years old.
The weakest links in the textile production process are
the spinning and finishing technology. For example,
the technology in continuous dyeing equipment was
geared towards very-high-volume runs of fabric.8!8 In
comparison, weaving technology in Poland is more
modem. Roughly 50 percent of the looms is less than
10 years old.®!? In addition, many Polish workers
were trained in special textile technology programs

811' Data supplied by the Polish Ministry of Foreign Economic
" Relations, Warsaw, 1991. . )

812 Mr. Janusz Zgorzysnski, Ministry of Industry, USITC staff
interview, Warsaw, July 4, 1991.

813 sse -

814 Stasinski, Rakowski, Czaplicki, and Szucht interview.

815 [hid.

816 Mr, Charbel Ackermann, Boston Consulting Group,
USITC staff telephone interview, July 25, 1991.

817 Elzbjeta Kaczmarek, Polcotex, USITC interview, Warsaw,
Tuly 8, 1991.

818 ss»

819 se=

- in technical institutes around the country.820 The level
_ of technical competence among Polish textile workers

is considered quite high by CEE standards.

One means of obtaining new technology and

~ capital for new equipment is through joint ventures.

However, there were only 10 joint ventures with
foreign firms as of October 1989, with the total amount
of foreign investment valued at only $700,000.82!
Until the large companies split into more manageable
units and - eliminate redundant employees, it is
improbable that significant amounts of foreign capi

will be attracted to the textile industry. . :

. The Polish Govermment commissioned a private
study®22 10 determine how the textile and apparel
industry might restructure in order to become more
competitive. ~ The authors recommended that the
industry break up into smaller, less vertically integrated
units that would act as individual profit centers. -
Breaking up -the huge enterprises would improve the
flexibility of production and make the plants more
attractive targets for privatization. They also
recommended reducing the levels of staff, particularly
administrative staff. If the industry fulfills these key
recommendations, Poland could become a more -
competitive exporter of some -fabrics, particularly
linen, woolen, and certain manmade-fiber fabrics, such
as rayon. :

Romania.—Textiles represent about 6 percent 6f

Romania’s industrial output. Roughly 412,400 people

were employed -in the Romanian textile industry-in
1989.823°  The Romanian textile industry is
characterized by very large state enterprises, almost .
two-thirds of which employ 2,000-5,000 people, and

_another 20 percent that employ 5,000-18,000
people.824

Romania is the second-largest textiles
producer in the region, and is one of the larger
producers of linen fabric. Employment levels have
been relatively stable throughout the 1980s, but they
are expected to decline as Romania switches to a
market economy. Romania has announced its
intentions to create smaller firms by splitting up
existing state enterprises. Currently, these large firms
hinder Romania’s export competitiveness. They are
inflexible, inefficient, and overstaffed. '

Virtually all of Romania’s spinning and weaving
machinery is of domestic origin and is considered
obsolete by Western standards.825 Even mills with
foreign machinery employ tool fitters to manufacture
their own spare parts. One mill reportedly has not
imported any spare parts for 15 years.526 The

9903” “Cultivating the East Bloc,” Women's Wear Daily, Aug. 7,
1990. .

82 “Daiabase on Joint. Ventures,” Economic Commission for
Euro&. January 1990.
] s

83 Syatistical Yearbook of Romania, Bucharest, 1990.

524 Ibid.

825 “ITMF Newsletter,” Intemational Textile Manufacturers

. Federation, Zurich, Switzerland, November 1990.

826 Ipid.
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eqmpmcnt in the knitting sector is also very ou(da(cd.
The inferiority of the machinery is reflected in the
quality of the end product. Apparel produced for
export = primarily uses imported rather than
Romanian-produced fabric.827 The major non-CMEA
market for Romanian fabric in 1989 was Iraq.

While Romania is a large produccr of yams and
fabrics, it is unlikely to be a major exporter in the near
future. The production is generally of poor quality.
Until the industry is able to invest in new equipment,
the product quality will continue to be low and would
sell at the bottom end of Western markets. These
products currently are not competitive in the U.S.
market because Romania does not receive MFN
treatment. Therefore, imports of textile products from
Romania receive much higher rates of duty than similar
products from other major textile producers.

Government policy and nature of
management structure :

Overall the CEE textile mdustry is hnghly
concentrated in .a small number. of very ~ large
state-owned companies. - Typically production is
vertically integrated, from the raw fiber to the finished
fabric, and sometimes extends to the final made-up
good, such as knit apparel.” Under the outgoing’ CEE
economic system, heavy state involvement in every
phase - of the manufacturing process has allowed
- enterprises to operate unprofitably. Instead of relying
on relative prices to determine the proper mix of inputs
in the production process, East Bloc factories made

decisions based upon central planning targets. Raw:

materials such -as cotton, wool, and man-made fibers
were generally used inefficiently, resulung in a great
deal of waste.828 As a general rule, maximization ‘of
output rather than quality was the primary objéctive of
state-run. énterprises. As in other CEE industries, the
conduct-of foreign trade was the respofisibility of the
central authorities. Plant managers had little or no say

in decisions concemmg lmpons of raw matena]s and

equipment.

The CEE countries have rece;nly ébandoned
centralized industrial planning and in some instances

have begun to break up the huge textile companies that’

dominated under the Communist regimes. Currently,
most of the enterprises are still' state-owned, but
managed at the firm level. Government incentives and
price controls have been dropped for the most part, so
firms are now operating under conditions closer to a
free market. . Operating in a market environment will
force firms to make better decisions regarding their use

of inputs-and target outputs, or they will go bankrupt.

Already in Poland there are signs that firms are
confronting the need to adapt to a market system. One

827 Ibid.

82 For a description of inefficiencies in the fiber market, see
The Fibre and Textile Industries of the USSR., Eastern Europe
and Yugaslavia 10 1990, Intemnational Wool Secretariat, 1990.
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firm complained of high overhead costs%29 that are
exacerbated by low capacity utilization rates, and
another firm discussed difficulty in forecasting future
production costs.830

Firms in the CEE countries are now permitted to
conduct their own foreign trade. For the most part,
however, foreign. trade is still conducted by the large
state trading organizations, mostly because these firms
have foreign contacts and established markets. In
Czechoslovakia, for example, CENTROTEX, the state
trading firm for the textile and apparel industry,
managed about 90 percent of Czechoslovakia’s foreign
trade in textiles and apparel. 831

Adjustment issues

Availability of natural fibers is a particular problem
across the region. With the exception of Bulgaria,
which produces about 20,000 bales of cotton annually,
and Romania, which produces most of its own wool,
CEE textile ﬁnns rely on imports to meet their natural
fiber needs.832 Historically, the Soviet Union has been
the principal supplier of cotton to the region. Now
countries are forced to pay world prices for their
cotton, and are subject to fluctuations in the price of
cotton. In the 1970s and 1980s CEE countries did take
stepsto limit their reliance on imported raw materials
by boosting production of man-made fibers. However,
this switch to petroleum-based man-made fibers is also
complicated, as Soviet oil supplies to the region must
now be purchased in hard currency. Currently a major
obstacle to .purchasing raw materials is the cost of
financing imports. High interest rates have added to
the cost of financing imported raw materials. In
Hungary, for example, interest rates ranging from 40 1o
45 percent have made unports of wool for one textile.
firm very -expensive.833 Importing inputs requires a
much larger amount of working capital compared wuh'
using domesuc inputs.

A credit ‘squeeze characterized by hlgh interest:
rates has also inhibited the purchase of new machinery
and spare parts. The credit squeeze has been further
exacerbated for some firms because customers have
failed to pay their debt. A shortage of hard currency
has also inhibited the purchase of new machinery from
the West, which is considered more efficient and
reliable than that produced in the CEE countries.

Foreign investment, another source of capital, has
not been overwhelming. Significant foreign
investment in the textile industry is unlikely in the near
term, until there is more shrinkage in the industry and
the huge state enterprises are broken up into more
manageable and profitable units.

829 Kaczmarek interview.

830 Jwinska interview.

81 Koutnik interview. .

82 Cotton: World Statistics, Bulletin of the Intemational
Cotton Advisory Committee, 1990.

83 Mr. Peter Benda, Mrs. Kate Blasko, and Mrs. Kate Bella,
of Hungarian Worsted Fac!ory LTD, USITC staff interview,
Budapest, July 3, 1991.



- Foreign trade

Potentially, the most profitable markets for CEE
textile and apparel makers are Western Europe and the
United States. Czechoslovakia demonstrated the
greatest compeltitive strength in textile export markets
during the latter half of the 1980s (figure 8). Most of

‘these exports went to the EC, where MFN treatment is
.granted to the exports of all the CEE countries.

~ US. imports of yarns and fabrics from CEE

countries are very small compared with ‘total U.S.

imports (figure 9). Hungary and Poland, both of which
haveMFNstams.accoumedforSOpercemofUS'.
The United States -
currently does not grant MFN meatmem to exports .

imports ‘in 1990 (figure 10).

from Romania and Bulgaria834  Without' MFN
treatment, U.S. import duties on texule products are as
high as 80 percent. Czechoslovakia’s exports to the

U.S. market should increase as it was recently granted. - '
MFN status. Major imports from CEE countries in -

1990 included cotton and manmade-fiber yarns from

Hungary; linen fabrics from Poland, Czechoslovakia, -

and Romania; wool fabric from Poland and
Czechoslovakia; and cotton printcloth from Romania.

Both the EC and the United States maintain

quantitative restrictions on imports of textile products
. rethrough quotas administered in accordance with the

Multifiber Armangement (MFA). Currently, the United

States and the EC have existing bilateral textile

”‘BulglrilisexpeaedlobegumedMFNmﬁsinthenur
fuw

ure 0
CD lnpoﬂe from ces eoumrloe, 1989

.from Poland, Hungary,
-conjunction with broad efforts by the West to
. encourage marke(-onented reform in these three

agreements under which quotas are unplemented with
Czechoslovakia, Hungary, and Poland. .

The effect of U.S. quotas on Central and East
European exporters is limited, however, since most
quotas are consistently underutilized. For example, fill

- rates on U.S. quotas for textile products from Hungary

did not exceed 50 percent for 1990. Those quotas that

:were highly utilized were wool and wool/manmade
: -fiber-blended fabric from Czechoslovakia, and
", artificial staple-fiber fabric from Poland.

. President’s Trade Enhancement Initiative for Poland,
" Hungary, and Czechoslovakia promised to examine

The

measures to adjust the bilateral agreements to enhance
CEE trade. Such measures that could be examined

. include- increased flexibility in the use of quotas and

more broadly defined quotas, such as a quota on
“fabrics” rather than “‘cotton prinicloth.” In addmon.

'quotas could be expanded.

In late 1990, the EC liberalized quotas on imports
and Czechoslovakia in

countries.835 In all cases, the EC and its three trading

‘partners agreed that the quota increases would be

considered “exceptional.” Market access for CEE

- suppliers -was expanded for woven fabrics, and for

Poland for knit fabrics. All quota adjustments apply
only to 1990 and 1991. It is not evident at. this time
whether the quota adjustments have helped the CEE
countries. oo

833 See Official Journal of the European Communities,

-Brussels, No. L 285, Oct. 17, 1990 and No. L/13, Jan. 18 1991
for more detail on the adjnmnan of these quotas.
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"~ Table 68

Textiles: OECD Imports from Eastern Europe, 1985-89
(Value in million dollars)

1985 - 1986 1987 . 1988 1989
U.S. imports from— - e
Poland ......................... . 1,965 6,278 : 9811 17,027 - . 10,810
Czechoslovakia ................. .. 4,081 . 3,373 : 4277 5,689 4,565
Hungary ....................... ... 4,839 3,373 14,565 18,240 17,150
Romania......................... 10,355 10,665 12,582 . 6,858 2,291
Bulgaria ....................... L. 45 254 1,385 - 58 : 36
EC imports from— . _ C : : '
Poland .................... AP 21,827 28,204 31,739 . 39,403 40,546
Czechoslovakia ................... 67,859 . 91,081 97,081 93,928 90,305
Hungary ..............ccooene 22,970 31,578 39,544 47,761 ' 49,779
Romania....................... L. 27,501 30,852 25,692 16,997 13,565
Bulgaria ..................... R 359 . 8,875 8321 . . 8521 10,249
Other OECD imports from— - . :
Poland ...........coiiiniiiian, 10,219 12,500 14,798 15,745 18,220
Czechoslovakia ............:...... 35,758 37,164 : 43,711 48,052 54,094
Hungary ....................... o 14117 17,412 22,542 - 21,591 19,928
Romania......................... 10,416 14,786 - 17,041 . 20,396 - 17,318
Bulgaria .................. PR 2314 2, 366 ' 2.338 3,074 1,695
Total OECD imports from— : , L
Poland ...............cvvnn... 40,011 ° * 46,982 56,348 72,175 69,576
Czechoslovakia ................... 107,698 - 131,618 145,069 147,669 = 148,964
Hungary .................. e 41,926 52, 363 . 76,651 87,592 86,857
Romania......................... 48,272 56,303 55,318 44,251 33,174 .
Bulgaria ...............ciiivnn. 7.718 - 11,495 12,044 11,650 12,025

Source: U.S. Department of Commerce for u.s. umpons Nimexe data base for EC lmpons and UN trade data base
for imports from other OECD countries.

Table 69
Textiles: OECD oxports to Eastern Europe, 1985-89
(Value in million dollals) ‘ ' ‘ o
1985 1986 1987 . 1988 1989
U.S. exports to— : _ : i . :
Poland ...............coiaunt, 1,040 742 723 . 2,159 5,383

Czechoslovakia ................... 112 153 148 : 418 - 477
Hungary ......................... 647 2N 673 . 1,634 1,135
Romania................... SR 1,730 881 264 343 - 348
Bulgaria ...... e 52 10 25 96 130

EC exports to— - -
Poland ..........ccviiiiiinniin.n 114,893 139,481 168,238 217,660 257,741
Czechoslovakia ............... ... 40,618 54,305. - 65,173 72,199 77,158
Hungary ............ PP 144,241 197,533 229,086 237,420 244,565
Romania............ccooivvuennn.. 86,493 106,373 126,799 149,282 162,035
Bulgaria ......................... 21,842 22,898 23,555 31,642 38,583
Other OECD exports to— :

Poland ....... ..., 16,381 24,847 21,001 20,534 34,972
Czechoslovakia ................... 8,560 15,835 20,917 22,748 21,639
Hungary ................cooiit 28,362 31,741 35,001 29,284 39,276
Romania......... et 3,815 -4,134 . 2,509 587 3,395,
Bulgaria ..................... .... 10,878 14,441 "8,816 11,097 7,949

Total OECD exports to— ’ :
Poland ................... e 132,314 165,070 189,962 . 240,353 298,096
Czechoslovakia ................... - 49,290 70,293 86,238 95,365 99,274
Hungary .............c.ooiiiiiin, 173,250 . 229,545 264,760 - 268,338 284,976
Romania................. PP 92,038 111,388 129,572 150,482 . 165,778
Bulgaria .................... e 32,772 37,349 32,396 42,835 46,662

Source: U.S. Department of Commerce for U.S. exports, Nimexe data base for EC exports, and UN trade data base
for exports from other OECD countries.
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Firms in Czechoslovakia and Poland expressed

concem that U.S. and EC restrictions limit their ability
In a study for the Polish |

to expand their markets.
Government, the Boston Consulting Group observed
that fragmentation ‘of EC quotas among_the individual
member states resulted in small quotas, which reduced
Poland’s export potential. Poland has not filled its
textile guotas in part because of this subdivision of
quotas. According to a Polish textile institute,
quotas in the United States and EC impede the
development potential of the textile industry in
Poland.837 CENTROTEX, the Czechoslovak state
trading company for textiles and apparel, claimed that
some previous CEE markets in Africa and South
America are now -also restricted by those countries
since they have been devclopmg their own lxght
mdustnes .

‘Tourism - _—
Prepared by Gail Blirrls

Export potenual
" Since many CEE countries have natural tounst

attractions such as breathtaking vistas, diverse floraand °

fauna, a wide range of climates, and ethnic and cultural
diversity, analysts believe there is major potential in the
long run for development of tourism from Western
Europe and North America. People with East
European extraction in particular, who may wish to
visit the country from which they or their ancestors
emigrated, offer promising possibilities for growth in
tourism. Overall, however, the potential for increasing
tourism earnings in the short run is limited because of
the lack of an extensive tourist infrastructure, including

que_m ‘hotels and motels, especially outside the major -

cities; the absence of adequate foreign language
assistance; and the limited range of entertainment
choices.

Industry characteristics%3®

.Few Western tourists traveled to the CEE countries .

other than Hungary prior to 1989. They viewed the
region as being too risky politically and plagued by
poor: infrastructure, inadequate hotel facilities, dismal
shopping possibilities, and a lack of standard tourist
amenities. Travel was undertaken mainly by
businessmen and the more curious and determined
travelers. Registrations with the police and restrictions
on movement inside these countries were among
common means used to control the inflow of
noncommunist visitors. Moreover, lourism was not
widely developed of promoted within the CEE

836 sne

837 Stasinski interview.

838 Koumik interview.

839 The ry source for the individual country analysis
was Kerpel, Eva Towrism in Eastern Europe and the Soviet
Union, Elg:e Economm Intelligence Unit, October 1990.

126

countries. Some governments perceived tourism as a
“non-productive” sector that merited only minimal
investment. Tourism received only whatever money
remained after the needs of heavy industry and other
gnonty sectors were met. Although Western tourists

rought much needed hard currency, most governments
in the region were reluctant to seek foreign tourists for
fear of exposing their citizens to Western political and
economic ideologies.840

In the 1970s, mounting economic problems and the
recognition that tourism could generate much needed
income encouraged some CEE leaders to start
promoting foreign tourism. . Hungary and Poland, for
example, allowed tourism organizations to become at
least - partly self-financing, and their governments
sanctioned greater investment in foreign tourism.
Despite such efforts, recurrent internal political strife
prevented tourism from expanding significantly until
the mid- and late-1980s. As the nations of Eastem
Europe took decisive steps towards democracy, Europe
entered an era of major growth in East/West tourism in
both directions in the late 1980s.

There are several impediments to the tourism
industry in the CEE countriés. Tourism facilities
throughout these countries are inadequate, and apart
from hotels, are generally neglec(ed The infrastructure
in most. of .the region’s cities is fairly run down,
although public transportation is efficient and
inexpensive in most places. Evening entertainment is
often difficult to organize and foreign language
assistance, usually prepared by the national tourism
offices, is insufficient or nonexistent. In most of the
CEE countries, the personnel employed by hotels, as
well as by the travel agencies, are inadequately trained
to assist foreign guests. The real potential of earning
convertible currency from forengn tourism has not yet
been clearly recognized, and mvestment in tourism has
been treated as a residual 34

The ability to attract forelgn tourists into CEE
countries differs significantly among the various
countries, as does the short term potential to improve
their tourism industries. Future tourism into this region
will depend not only on the level of investment and the
amount of favorable changes in regulations in the
tourism industry, but also on the general economic and
political developments. In addition, environmental
degradation because of industrial pollution will greatly
limit the appeal of many areas of CEE countries for
tourists.

Bulgaria.—Bulgaria has long sandy beaches on the
Black- Sea with temperatures similar to the
Mediterranean countries; mountains suitable for skiing
and hiking; old and relatively well-preserved towns
spread throughout the country; monasteries dating back
to the seventh century; and over SO0 sources of
curative mineral water, making for a variety of health
resorts. ‘Bulgaria also has a growing number of events

840 Kerpel, Eva, Towrism in Eastern Europe and the Soviet

: U"ios':'n 'll;l: Economist Intelligence Unit, October 1990, p. 4.
id. . . .



feawring folk arts and dances. In addition, Bulgaria
has developed into . one . of Europe’ J major
wine- -growing areas to complemem the region’s unique
cuisine.

Although Lhe more recemly built five-star hotels
meet international standards, most of the . tourism
facilities are of a much lower quality. Three quarters of
the available lodging in Bulgaria belong in the two and
three star category, which are generally not suitable for

*Western tourists. The tourism infrastructure, as well as

the general infrastructure, is' underdeveloped. The
riumber of hotels and other lodging facilities totaled
639 (with approximately 200,000 beds) in 1988, of

~ which 394 belonged to the- Bulgarian state travel

agency, Balkantourist. In 1988,.there only were four
five-star hotels in the country: the Sheraton and New
Otani in- Soﬁa. the Novotel in Plovdiv, and the Grand
Hotel Varna in Varna on thé Black Sea.

- Socialist policies in Bulgaria have - inhibited
developmem of tourism. In the past 15 years, the
objective of govemment policy was primarily to satisfy
domestic demand and demand from fellow socialist

countries. The government officials responsible for the -

tourism_sector are reportedly part of a bureaucratic,

" nonprofit oriented system in which the fulfillment of

the central plan is the most important goal. According
to industry analysts, employees in the tourism industry

Table 70

receive a set salary regardless of the success of the
operation, resulting in a work force that is not highly
motivated. Because the government prefers organized
tourism to individual tourism, most intemational
tourism is in the form of organized tours. Individuals
on these organized, pre-paid package tours to Bulgaria
have little chance to spend extra money, which greatly
limits the currency eaming potential of foreign tourism.

. Foreign tourist spending is believed to be quite low,

although artificially high currency exchange rates boost
the amount in terms of U.S. dollars. Tourism receipts
in Bulgaria account for less than 1 percent of the
national income.

Private investment was not allowed until the 1980’s
and still occurs on only a very limited scale. Private
individuals are now allowed to operate restaurants and
bars, and to build and rent rooms and apartments at
holiday resorts.

The number of foreign visitors armriving in Bulgaria

is relatively low, considering the country’s attractions

and tourism potential: Although the number of arrivals
showed a steady increase between 1965 and 1988, from

“1.1 million to 8.3 million, this compares poorly even

with other socialist countries (table 70). Until recently,
Bulgarian citizens’ freedom to travel abroad was
strictly limited. In 1988 the total outbound tourism
was 505,000 (table 71).

4

_ Forelgn visitors arrivals in Bulgarla by country of origin, 1985-88

. (In thousands) -
Country 1985 1986 1987 . 1988
' TUIKBY ...t i e 2,675 2,897 2,950 3,231
Yugoslavia ........c ittt et ettt e 1.435- 1,916 1.436 1,455
Poland ..........c.. i i i, 478 528 747 922
USSR ..ot ittt it e it i i 364 304 384 472
Czochoslovakia ..........coivieiinnirinnnennnnns 445 384 398 426
East Germanx e . 268" 260 283 - 310
UnitedStates’ ................. e 18 . 10 13 17
~Allother ....... ....... 1,614 1,270 ' 1,382 - 1,463
Total ...... e e i 7.295 7.567 7.594 8,295

St

- 1The United States is nota leadmg source of foreign tourists to Bulgaria; data on U.S. tourists are pnovnded for the

: gorpose of comparison.

urce: Central Statistical Office, Tourism, Sofaa 1988; Central Statustacal Office, Statlsnchoskl Spravochnﬂ( Sofia.

Table 71

Bulgarians travellng abroad by eountry of dostlnatlon, 1980, 1985, 1987-88

(In thousands)

1987

Country . ~ 1980 1985 1988
USSR ... e 161 144 154 . 137,
EastGermany ........... S e e 90 .- 65 61 64
Yugoslavia .................... Y. P, . 83. . 4 43 44
. Czechoslovakia ........ T e 29 - 29 ’ 42 36
Greece ..........ccoiiiinnnnn. e . 23.. . - 27 . 28 ’ . 35
Romania- ........... ... i 130 - 49 57 34
Poland ....... ... e e e e -22. . . - 14 . 20 - 20
CHUNGANY oottt ittt ‘34 - 35 . 33 © 18
~UnitedStates' ................ ...l 1 1 1 _ 2
AllOther . ..... e e e 214 124. 102 116
Total ................ PR e e 757 533 - . 540 505

' The United States is not a leading destmatlon for Bulgarian tounsts data are provided for the purpose of

companson

Source: Central Statistical Office, Statistldwsk: Spravochnlk Sofla 1989.
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With the tourist attractions Bulgaria has to offer,
the potential for international tourism is very good.
However, the Bulgarian Govemment has done little to
develop international tourism. Major political and
economic changes will be needed if the tourism sector
is to develop into a major source of foreign currency
income, _

Czechoslovakia.—According o tourism
professionals, Czechoslovakia is one of the' most
beautiful countries in Europe, with mountains, fast
rivers, attractive lakes, tranquil forests, and busy
medieval towns that experienced . relatively little
damage during World War I1. There are a large number
of musical and folklore festivals organized annually,
and contemporary performing and visual ans are
growing. Prague—the destination of 75-80' pen:ent of
all tourist arrivals—is one of the few CEE cities that
has not only been well preserved, but also survived
World War II in good condition. Some visitors believe
it is the most beautiful capital on the continent.
Because of Czechoslovakia’s beauty and its central
location in Europe, it attracts about 20 million visitors
annually. However, less that 10 percent of all tourists
are from the West. The drastic changes in the country’s
political system and in the government’s aititude
towards tourism are likely to make Czechoslovakia

more popular to Western tourists. As a result, tourism

is expected to grow considerably in the next decade

In 1988, there were approximately l20(X)0 beds o
" available in hotels in Czechoslovakia. Nearly 70

percent of all foreign visitors and 91 percent of all
Western visitors stayed in hotels. Demand for lodging
usually exceeds supply. The demand is heaviest in
Prague, where most of the hotel capacity is more than
50 years old and in need of basic reconstruction.
Almost 90 percent of tourism revenues are drawn from
hotel services because of low domestic prices and
limited opportunities for increased forengn spendmg

The majonty of recent’ mvwment in hotels and

other tourism facilities has been concentrated in ngue :

and Bratislava (the capital of Slovakia)-through joint
ventures with foreign firms. Western construction
firms are considerably interested in participating in
joint ventures. Almost every major hotel chain in the
United States has shown an interest in investing in
Czechoslovakia. However, the number of joint
ventures and especially the amount of convertible
currency to be borrowed were limited by the

government until the beginning of 1990. In 1991, there

were 55 joint ventures with Westem participation in
Czechoslovakia, of which 13 were related 10 tourism.
Officials in the country expect that investment in the
tourism industry overall will account for more than 50
percent of foreign investment in Czechoslovaha over
the next 2 years.842

M2 nerview by
Tourism of the Czech Republic in Prague, Czechoslovakia, July
12, 1991. .
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USITC staff with Ministry of Commerce and

Foreign investment is likely to remain limited until
the process of pnvauzauon which does not begin until
October 1991, is underway. “In the future, local
governments may also pose a smmblmg block to the
development of tourism and the auraction of foreign
investment in Czechoslovakia. - Accordingto Czech
officials, local -govemments in Czechoslovakia
generally do rot appreciate the value of promoting the
creation of néw businesses and developing tourism. %43

In the 1980s, several four- and five-star hotels were
constructed in Prague and Bratislava: Hotel Panorama;
a joint venture between Cedok and an Austrian firm,
Vairmpex; Hotel Forum Prague, a joint venture with
Varimpex and the - Yugoslav Union Engineering
Beograd; Hotel Forum.of Bratislava, built by. CBC
Paris (France) and Montinvest Beograd (Yugoslavia);

- Hotel Tesnov, built by Tourinvest, a joint venture

between CBC and Cedok; Hotel Palace, a joint venture
formed by Cedok and Varimpex Vienna (Austria), with
the participation of Umomngemenng Zagreb
(Yugoslavia). A 'second Panorama hotel is planned in
Prague, and several old hotels are under reconstruction.
In 10tal, hotels representing’ 12,000 beds are scheduled
to open by 1995, increasing to 20000beds by the year
2000. Nevertheless, this projected capacity is likely to
be insufficient given that the current demand in Prague
is estimated at about 20, 000 beds up from a demand of
7.000 in 1988. a

" ‘Czechoslovak tourism officials esnmate “the

- occupancy rates of ‘hotels for Western tourists to be

90-100 percent. . In 1990, when regulations on private

- activities and income became more liberal, several

travel agencies began renting private lodgmg asa way
of meeting demand.

Domestic tourism-has always been very popular
and supported by the Czeéchoslovakian Government.
Foreign ‘tourism, on the other hand, was mtenuonally
neglected. As in other socialist countries, investment
in-foreign tourism related projects was kept low until
the 1980s, and this situation changed in 1987 when
tourism was named one of the priority areas of the
economy. - A higher level of central investment in the
tourism industry followed along with a liberalization of
regulations regarding the entry of foreign visitors to the
country. A joint venture law was introduced that
allowed up to 99-percent foreign ownership.

Czechoslovakia’s tourism officials estimated that
receipts from lmemauonal tourism were $600 million
in 1988. Following a steady increase in the number of
foreign amrivals in thé 1980’s, almost. 25 million
foreigners visited Czechoslovakia in 1988 (table 72).
Although this number is one of the highest of the CEE
countries, Czechoslovakia’s tourism receipts -have
never exceeded 1 percent of the national income and
correspond to less than 2 percent of exports. Over 90
percent of the foreign arrivals in Czechoslovakia came
from other former Eastern bloc countries. Out of 26.4
million arrivals in 1988, almost 24.6 million came from
other CEE countries (table 73). Only 2.3 million

843 Ihid.



Table 72

Foreign arrivals In Czechoslovakia from centrally planned economies, 1985-88
{In thousands) . - :

1965 = 1986 .. 1987 1968

Country

East GOIMANY . ...vittierin e eenetnaneannn : (:) - 3?302 C 3:3:9;:3 gagg
e 2 5 3 *3, , ‘ 3

Polagn?iry ......................................... }‘; - 4,281 * 5,052 4,775
négsoslavna ........ ST (:) . Zgg . 748 824
................................... e 51 . 684
Bulgaria ......... ... ... i 2'; 384 393 473
Romania .............. R PICOI ) 179 - . 181 190
Total . e 15,203 19,525 24,595

1 Data for individual countries are not avallable

22,132

Table 73
Foreign arrivals in Ozechoslovakla from Market Eeonomlos, 1985-88
(In thousands)
Country © 1985 ° 1986 _ 1987 1988
WestGermany . ...............ccounennn. U M 51t 529 - 619
) Austna ......................... e (") - : 234 - 250 . 317
Raly ....... ... 8 o 74 106 127
UnitedStates ...................coiiiiiinnn... oo 41 . .60 75
(- 2+ T O A (- - 32 35 . 42
Allother . ... ... e i S_); : 408 492 627
Total ... e e e e 1,323 . 1,300 © - 1,472 1,807
Grandtotal ...............0 . i, 16,526 . 20,826 23,605

1 Data for individual countries are not available.

Source: Federal Statistical Office, Prague; Historicka Statisticka Rocenka CSSR, 1985.

Czechoslovaks visited foreign countries in 1988 The
most é)opular destination was Hungary, followed by

ermany and Poland. Czechoslovak trips to the
West were less than 10 percent of . the total foreign
travel.

Tourism will most likely be Czechoslovakia’s
largest generator of foreign receipts in the near term.
. During the last year, tertiary or service industries,
particularly those catering 10 tourists, have shown the
greatest growth. It is believed that a large portion of
this increase in tourism has been driven by a curiosity

to discover what life behind the Iron Curtain was like.

However, if the growth in tourism is sustained,
Czechoslovakia’s tourism infrastructure will need to be
improvement. Banking, hotels, and restaurants, in
particular, need to be developed. - Related to the
tourism industry is the growth in foreign receipts from
services and sales of general manufactures (e.g.,
furniture) in Czechoslovakia's border regions with
Austria and Germany. This type of activity is expected
to..continue to flourish as ‘a natural product of lhe
ingegration of these areas.344

."Hungary—Even under commaunism, Hungary
demonstrated what could be achieved with modest

tourist resources. Of all the CEE countries, Hungary—

without the usual tourist attractions of mountains or
seaside resorts—probably has the least tourist

84 Interview by USITC staff wuh Mlmgmg Director, i
Research Institute for Foreign Relations, Czechoslovakia, July 11,
1991. .

attractions ‘to offer. Nevenheless, wnh political
stability, greater. openness, economic reform, and a
determination to capitalize on the benefits of both
political and economic changes, Hungary now attracts

.the highest number of tourists overall of all. CEE - ..

countries. Hungary's residents also account for the
fastest growing.number of tourists traveling abroad,
and to the West in particular,

Hungary "is regarded by many as the most
“Westemized” of the CEE countries. The country’s
two main attractions are Budapest, the capital, and
Lake Balaton, the. biggest inland lake in Europe.
Budapest, with many mineral and thermal springs, also
attracts spa/health tourism. There are still several
Turkish baths in the city and international hotels have
been built in conjunction with some of the mineral
springs. The occupancy rate for “thermal” hotels was
over 90 percent in 1990. Although. the industry
concentrates on Budapest .the. Hungarian tourism
industry is also trying to promote business conventions,
cultural tours, and lheme tourism such as hunting and
ndlng ‘

1990 the tourism mdustry in. Hungary
reponedly generated more than $800 million, over a
tenth of Hungary s hard-currency eamings, yielding a
tourism lus estimated between -$400 and
$500 mullon 45 In the late 1980's, about 3 perccnt of

“Hungary—Tounsm on course for a record year,”
Fmancml Times, Sept. 17, 1990, p. VL.
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the total labor force was involved in tourism-related
activities. In 1988, there were 607,700 rooms available
for tourists. Over 70 percent of these rooms were
privately owned, reflecting the high number of rooms
and apartments rented by private persons rather than a
large number of privately owned hotel chains.
However, the Hungarian legislation now allows
privately owned hotels.

Tourism has a definite importance for the
Hungarian economy and is treated accordingly by the

government. International tourism receipts were 1.2 -

percent of the national income in 1975, 1.8 percent in
1980, 3.0 percent in 1985, and 4.0 percent in 1988.
Tourism receipts as a percentage of exports increased
from 3.6 percent in 1975 0 5.5 percent m 1986 and
9.7 percent in 1988.846

The significance for the tourism industry of the -

shift from the central planning system to a basically
market-oriented economy include: (1) the increased
openness of the country; (2) the extended room for
entrepreneurial activity and private investment; and (3)
the active interest of the population in eaming
money.347 Since the late 1970’s, there has been large
scale use of foreign capital in tourism-related projects
in Hungary. This resulted in a 50-percent increase in
hotel capacities in Budapest (20-percent in the whole
country), as well as in the general improvement of
tourism infrastructure by 1985. Further developments

towards a market economy led to the legalization of -

unlimited private investment, in which tourism has
been one of the major beneficiaries. This has led to
increased competition in the tourism industry and the
improvement in the supply of accommodations and
other tourism-related services. The monopoly of the
state travel agency, Ibusz, over foreign tourism was
abolished in the late 1980s. By 1989, there were over
100 travel agencies in Hungary, including seven joint
ventures with foreign participation.

.In accordance with the govermment’s desire to
attract a larger number of higher spending tourists,
several international hotels were built in Budapest in
the 1980’s. Forum Budapest was voted the best Forunt
hotel in the world by American Express. Other major
international chains represented in Budapest include
Ramada, Intercontinental, Hyatt, Novotel, Penta, and
Hilton. In 1988, nearly 60 percent of the income spent
for lodging came from four- and five- star hotels. All
hotels belonging to international hotel chains were built
with foreign credit and, to a large degree with foreign
participation in ownership.

In 1988, there were 18 tounsm-rela(ed joint
ventures in Hungary, and that number is estimated to
have doubled in 1990. With the favorable political
changes that have occurred in the country, the number

846 KSH, Idegenforgalmi Evkonyv (Towrism Yearbook),
1987 KeM, Jelenses oz Idegenfo rol (Tourism
c ) Deeunbet 1988: KSH, Statisztikai Havi Koremenyek
hly Bulletin of Slawtm) Nos. 2 and 3, 1990.

847 There are no serious shomgaofgoodsmdmcum
HnngnryumlmnyCEEcammes snd travel abroad has been
allowed for some tume, although within limits to the West until

1989.
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"Poland.

of j p:nt ventures with foreign participation increased to
about 2,000 in 1990; foreign capital investment is
estimated to be approximately $1 billion, with about
8-percent related to the tourism industry.

Although certain sectors of the tourism industry in
Hungary are less developed than in the West, the
shortages characteristic in most CEE countries are
generally unknown in Hungary. Hungary’s
telecommunications and transportation network,
however, do not meet Western standards. Except for
the major hotels in Budapest and other key locations,
air conditioners are lacking, as are the number of
high-quality restaurants and other attractions needed to
satisfy tourists. Lodging, although in short supply in

the most traveled areas, is not a serious problem.848

One significant impediment affecung the tourism
industry in Hungary, however, is its inconvertible
currency. Although the Hungarian currency has a
realistic and regularly adjusted exchange rate, selling
foreign currency to the Hungarian population remains
the right of the Central Bank. In 1988, the convertible

-currency spending by Hungarians abroad was

equivalent to more than 90 percent of Hungary's
tourism eamings. In 1989, tourism showed a deficit for
the first time despite a 30-percent increase in the
number of foreign visitors to Hungary.

The total number of foreign visitors reached nearly
25 million in 1989, 31 percent of whom were from the
West (table 74). ' The number of Hungarians traveling

"abroad mcreased from 5.5 million in 1985 to 14.5

million in 1989.

‘Poland—Much of Poland was badly damaged in
World War II, especially in the capital, Warsaw, where
almost all of the buildings were destroyed. However,
the Poles completely restored the Old Town of Warsaw,
which is now the most attractive district of the capital.
Poland has spectacular lake areas suitable for water
sports, mountains suitable for winter sports, and
beautiful historic towns with old castles and palaces.
Art and culture tours are regularly organized by
Poland’s national travel bureau. Nevertheless, Poland
is one of the CEE countries where foreign tourism
suffered most from the unstable political situation. In
the last decade, Poland has had a determined interest in
increasing the number of Western visitors, not only to
eam convertible currency, but also to enhance the
country’s reputation for nature beauty and rich culture.
However, because of the controversial political events
and food shortages, the general image of Poland as a
tourist destination is still not favorable and remains a
significant impediment to the tourism industry. In
1988, only 1.3 million Western visitors traveled to
In the 1980s, tourists from the other CEE
countries fluctuated between 1.4 million and 6 million
annually, also reflecting the political instability.

348 Interview by USITC siaff with Hungary

's Deputy General
Manager of Commerce, Budapest, July 1, 1991.



Table 74

Forolgn arrivals ln and domostlc dopartures from Hungary, 1985-89

* (In thousands) _
o : qualgn arrivals - A Hungarians traveling abroad
Year oo Total - - Tourist - Total Tourist
1985 .. .ot 15,126 . 9724 5,533 .4,936
E T T 2 I SR 16,646 . 10,613 6,278 5,632
1 L - A 18,953 11,826 7197 6,509
1988 . . i 17,965 10,563 - 10,797 }‘;
R T A S A R 24, 919 ‘ .‘4-233 - 14,476 1

! Not available.

Sources: Tourism Yearbook, 1987; Monthly Bullorm of Sratlslw, Budapest 1989.

Although lodgmg facilities for ‘domestic tounsm
are’ relatively abundant, there is a shorage of
accommodations suitable for foreign visitors. In 1988,
there were 458 hotels in Poland. Only one was a five-
star hotel and 45 were four-star hotels (many of these
are reportedly four star in name only). The majority of
the four-star hotels are owned by Orbis—the national

travel agency, and were built with foreign capital. A

- number of hotels belong to large international hotel
chains, such as Intercontinental, Forum, Holiday Inn,
and Novotel. Several new intemational hotels were
built in Warsaw in the 1980s with foreign credit and
more are planned in the 1990s.

International tourism plays a negligible role in the
Polish economy. - Tourism receipts axjelreponedly less

than 1 percent of GDP Although tourism is supposed
10 receive priority among the government’s central
‘projects, there are no domestic resources available for
investment. - Orbis invests part of its profits in tourism
projects, but this is inadequate to meet the mdusu-y S
needs.

' . Data on international tourism receipts in Poland are

" not published. :However, foreign tourism expenditure
 is believed to be low given the relatively small number
.. -of Westem tourists. Foreign arrivals in Poland have

shown a steady upward trend since 1985, with arrivals

..reaching 8.2 million in 1989, 20 percent of whom were
‘from the West (table 75).

In 1988, nearly 7 million
Poles ‘traveled abroad (lable 76).

Table 75 e
Forolgn arrivals In Poland, 1985-89 - S '
o :(In thousands) - ‘
' ' N From non-
L From socialist socialist
Year Total -~ =~ countries' countries
B L SO S D 3,436 . - 2,556 881
1986 ... it i e e a e 3,848 | - 2,916 - 932
1087 .. e e e e 4,776 3,647 1,129
R - - 6,196 4,899 1,296
1989 . ... i e ,233 -6,397. 1,836
! Excludes Yugosiavia. o '
Source: Institute of Tourism, Warsaw. = -
Table 76 ' .
Polish natlonals travollng abroad 1985-88 T
" (In thousands)
To non-
} To socialist socialist
Year Total countries’ countries
1985 . . ottt e, A 2,585 ’ @
1986 . ... . i e e 4,327 3,213 1,114
R - AP 3,920 )
1988 . . ... i e i it e et e, 6,912 5,057 1,855

! Excludes Yugoslavia.
2 Not available.

Sources: Romana Kuzewska, Institute of Tourism, Warsaw, based on data from Central Statistical Office; Institute of

Tourism.
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Romania.—Romania has many tourist attractions,’ "

from sand and sea to high hills, nature reserves, unique
folk culture (Transylvania), and monasteries. In spme
of its scenic beauty and other attractions, Romania is

the least promising country in Eastern Europe with

regard to the development of foreign tourism. The
country is currently serving the low-end or budget
traveller. The ability to develop higher spending
tourism is hampered because of the lack of facilities
meeting Western standards and .inefficient
transportation and communications infrastructure. For
example, most of the country’s roads are not paved; a
mail package takes 7 to 10 days to leave the: counw

and placing a fax requires about 2 hours.349 The -

business and banking infrastructure in Romania is also
very underdeveloped. Although certain * heavy
industries do not suffer substantially from political
disturbance, tourism is particularly sensitive to the

political situation, which is currently more uncertain in

Romania than other CEE countries.

In addition to the very unsettled political situation,

the state of the Romanian economy is not capable of
supplying the population with sufficient goods.

International tourism receipts were -estimated at

$178 million in 1986, or 0.3 percent of the nauonal
income.

There are no data available on the number and

category of hotels and other accommodations in
Romania. Although the total number of hotels and
beds in Romania may be sufficient for an incréased
number of foreign tourists, most are of low quality and

highly overpriced. Reportedly, the quality of service is

bad in most lodging facilities but somewhat better in
the expensive hotels.

deteriorate badly, and renovation and updating of
services will require substantial investment. This is
reported to be unlikely to occur in the near future
because tourism is not a high priority for the new
government.

Romanian legislation has allowed forexgn joint

ventures since 1972. However, only four joint ventures

with foreign participation had been formed by the end
of 1989, none in the tourism industry. In March 1990,
the Government passed new policy on *foreign
direct investment allowing up to 100-percent foreign
ownership, although government approval is necessary

for total forengn ownership. Nevertheless, even in the -

best political circumstances, Romania would have to

compete for foreign mvestmem with other CEE-

countries.

849 Interview by USITC staff with Commercial Officer, U.S.
Embassy, Bucharest, Romania, June 28, 1991.
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Many of the older hotels, -
especially those in the provinces, were allowed to .

According 10 the publication of the World Tourism

~ Onrganization, 1989 Yearbook of Tourism Statistics,
approximately 5 million foreign visitors arrived in
‘Romania in 1989. Arrivals from Eastern Europe,

including Yugoslavia, accounted for about 90 percent.
Yugoslavia accounted for 24 percent of total arrivals in
1988. West Germany, with 118,000 arrivals and 2
percent of the total, is the most important Western
generating market, followed by Turkey (54,000), Italy
(30,000), Greece (30,000), the United States (23,000),
and the United Kingdom (21,000). The estimated
number of Romanians traveling to other East European
countries, including the Soviet Union, is under 1
million annually, with the largest number going to

neighboring Bulgaria, Hungary, and the Soviet Union.

'Foreign exchange

In 1990, the World Tourism Organization (WTO)
reported that international tourism receipts worldwide
were approximately $250 billion. Europe was the
largest eamer; accounting for 55 percent (figure 11) of

" the total. The Americas made up 26 percent, followed

by East Asia/Pacific with 15 percent. Africa, South
Asia, and the Middle East each accounted for 2 percent
or less.

As shown in ﬁgure 12, the' CEE countries

‘accounted for a very small portion of international
" tourism receipts in Europe. Western and Southem

Europe accounted for 45 percent and 36 percent,
respectively, of the total; Northem Europe represented
17 percent and CEE accounted for 2 percent.5%0

“Tourism earnings in 1990 for CEE countries covered in

this report were about that of Portugal. For comparison:
purposes, table 77 shows the main earners in Europe’s
tourism industry in 1990.

Given the current low level of tourism in CEE

"countries, even a modest transfer of tourists from other

pants of Europe to Eastern Europe®S! would result in a
significant growth in tourism in CEE countries and an
important contribution to their foreign exchange
eamings. This assumes the development of a tourism
infrastructure sufficient to accommodate this growth.

830 The WTO defines Westem Europe as Austria, Belgium,
France, Germany, Liechtenstein, Luxemburg, Monaco, the
Netherlands, an Swumrland Southem E as Gibraliar,
Greece, Italy, Mala, Portugal, San Marino, Spain, Yugo:lnvu,

: Northern Europe as Denmark, Finland,

X i
! Ireland, orway Sweden. and the United Kingdom; and

Eastemy Eu as Bulgaria, Czechoslovakia, Hungary, Poland,
Romg;ia. the USSR.

Ibid.



Table 77
European countries’ and CEE tourists receipts

Share of Share of Tourism

tourism receipts . receipts Receipts
Country receipts in Europe worldwide per capita

(in million US$) (in percent) (in percent in US$,
France ...............ccoivininnn.. 21,651 15.9 e.fe ) (386.6g
Spain . ... 18,593 13.6 7.5 476.74
Raly ........co i 16,488 - 12.1 6.6 284.28
Austria ............... ... ..., 1417 10.4 5.7 1,771.38
UnitedKingdom ...................... 13,260 9.7 5.3 232.63
Germany . ..........ciiiiiiiiiinn, .. 10,603 7.8 4.3 171.02
Switzerland ............ .. ... ...l 7,179 5.3 2.9 1,025.57
Netherlands ....................... L. 3,693 2.7 1.5 246.20
Belgium ............. ... .. ... 3,575 2.6 1.4 357.50
Portugal ...................... .. ... 3,400 25 1.4 309.09
CEEcountries ..................c.... 3,000 20 1.0 7.80
Figure 11

Reglonal breakdown of international tourism receipts, 1990

Africa
2%
S%uth Asia — Mfdle East
East Asia/Pacific ———— Americas '
15% 26%

1990

Source: World Tourism Organization (WTO).
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Figure 12

International tourism recsipts In Europe, sub-regional performance, 1990

Southern
36%

Waestern
45%

CEE
2%

Northern
17%

Source: World Tourism Organizaiton (WTO).
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Chapter 6
Conclusion

As requested by the Office of the U.S. Trade
Representative, this report assesses the potential export
competitiveness of specific CEE manufacturing and
services industries. As a framework for this

- assessment, three factors influencing industrial

- -performance in the CEE region were first analyzed in

...detail. These three factors are: (1) the status of

* economic reform initiatives undertaken by each of the
five CEE countries; (2) the level of economic aid and
direct investment provided by the West; and (3) the
current characteristics of the CEE manufacturing and
services sectors and the impact of an underdeveloped
-physical and financial infrastructure on the
modemization of CEE industry.

The progress of economic reform in Central and
Eastern Europe will play a critical role in enhancing
the region’s export competitiveness and its ability to
attract foreign tourists. All five countries have laid the
foundations for the creation of a market economy.
Each is reducing the state’s ownership of industrial
assets and its active role in resource allocation.
Progress is being made -in creating the legal
frameworks and institutions necessary (o carry out
privatization of state-owned firms. All five countries
have expanded and liberalized their foreign economic
relations, and have assigned an important role to
attracting foreign capital. In general, Hungary and
Poland appear to have made the most progress in
implementing reforms, followed by Czechoslovakia.
Although Bulgaria and Romania have stepped up their
reform efforts during 1991, they currently appear to
have advanced less than the other three countries in the
region. :

The United States and other Western nations
provide aid and investment assistance in a variety of
forms to CEE countries. Direct aid and investment can
enhance the region’s industrial competitiveness
primarily by helping these countries stabilize their
economies and increase industrial productivity through
improved access to Western technology and expertise.
During the 18 months from July 1989 through
December 1990, the cumulative value of all aid and
assistance offered by OECD member states and the EC
as a separate body to the five CEE countries was $27
billion. Aid and.  assistance by multilateral
organizations during the same period amounted to $5.5
billion. As of April 1991, total foreign capital outlays
in CEE joint ventures were estimated at under $3

“billion. Generally, the amount of Western aid and
“investment in the CEE countries up to this point has
“‘been lower than originally hoped by govemments in
“the region. :

In recent years, the pace of CEE economic activity
has slowed dramatically, with real industrial output
falling sharply in 1990 and the first half of 1991. The
level of activity in the CEE economies, and particularly
the growth of export-oriented industrial sectors, is

.constrained by the inefficient industrial structure which

resulted from central planning, the CMEA trading
system, and deficiencies in financial and credit
institutions. This study has focused on.shortcomings in
three areas—telecommunications, the computer
network, and transportation—which are often cited as
structural obstacles to the enhanced competitiveness of
exports from the CEE countries.

In response to the CEE reform steps being taken,
OECD countries have unveiled several trade policy
initiatives 10 enhance the CEE region's export
competitiveness. OECD countries have made tariff
concessions to CEE products, while reducing
quantitative restrictions on certain imports from the

- region and lowering barriers to the transfer of Western

technology. Whereas Westem policies to lower import
barriers vary considerably, measures aimed at
liberalizing export controls on the transfer of
technology to the CEE countries have been harmonized
through the 17-nation Coordinating Committee on
Multilateral Export Controls.

USITC staff performed analyses of the export
competitiveness and income-eamning potential of CEE
industries, based upon a preliminary assessment of the
sources of comparative advantage in specific sectors.
In providing this assessment, staff kept in mind the
progress of CEE economic reform, the level of Western
aid and investment, as well as structural impediments
to industrial development. In response to the USTR
request letter, 11 manufacturing industries and 1
services sector (tourism) were selected for detailed
study. Conclusions regarding the competitiveness of
each industry are summarized below.

e Apparel: CEE apparel firms, capitalizing on
plentiful labor, uniformly low wages, and
relatively easy access to modem manufacturing
equipment, possess a high potential for
increased exports to Western markets. Existing
relationships with Western firms, which supply
cut parts for final assembly in CEE countries,
should facilitate the development of an
export-oriented  industry—particularly  in
Hungary and Poland.

¢ Coal: Poland, currently the primary coal
producer and exporter in CEE, is undertaking a
major restructuring and price reform program,
which will raise domestic coal prices to world
market levels and shut down unproductive
mines. Poland’s exports of coal are now being
negotiated on a hard-currency basis. Exports
are unlikely to increase until the domestic
market stabilizes.

¢  Copper: Thecopper industry in Poland, the only
CEE country with sufficient copper reserves to
be a major exporter, has little or no potential to
increase export volume unless it can attract
investment capital to upgrade operating
faciliies and ~environmental safeguards.
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Because investment decisions are based on
expected income generated by a project,
decreasing world copper prices in recent years
provide little incentive for potential investors o
commit the funds that would be necessary for
the Polish industry to increase exports under a
market-based economic system.

Fertilizers: The change from centrally planned
economies to a market-oriented system without
government supports has caused a decline in
both indigenous CEE fertilizer production and
consumption. It is unclear how the CEE
fertilizer industry will be rationalized as a result
of privatization of both industry and agriculture.
However, there is high potential for continued
exports of Polish sulfur, moderate potential for
significant exports of nitrogenous fertilizers
from Romania and Poland, and some potential
for nitrogenous fertilizer exports from Hungary,
Czechoslovakia, and Bulgaria. There is little or
no export potential for potassic or phosphatic
fertilizers from any country in the CEE region.

Meat: Overall, itappears that the CEE countries
have moderate potential to increase exports of
meat (beef, veal, pork, lamb, mutton, and goat).
A significant increase in meat exports is
unlikely in the short term because of a general
lack of infrastructure and investment funds;
however, in the longer term (10 years or so)
there could be meaningful export increases,
especially in Poland and, to a lesser extent,
Hungary and Czechoslovakia.

Metalworking machine tools: The potential for
exports from CEE countries is low to moderate
due principally to product quality problems and
weak distribution channels. At present, the
metalworking machine tool industries in CEE
countries are facing additional financial
burdens due to the recent collapse of sales to
major markets in former CMEA countries and
the high cost of capital.

Motor-vehicle parts: There is a relatively high
potential for the CEE motor-vehicle parts
industry to export its products to certain foreign
markets. CEE exports of parts should increase
because of the industry’s cost-competitive
wages, skilled workforce, proximity to West
European producers of motor vehicles,
adequate reserves of raw materials, and
commitment to modernization and investment.

Poultry: In general, it appears that the
short-term potential for CEE poultry exports is
low because of unfavorable macroeconomic

conditions since 1989 and 1990. The long-term
potential for the CEE poultry sector is high, as
the region has developed relatively modern
poultry complexesand has experience, although
somewhat limited, exporting to world markets.
Once the CEE region has adjusted to economic
reforms and the economies are market driven,
the poultry industry is likely to recover
relatively quickly.

Scientific and medical instruments: The export
potential for scientific and medical instruments
that are produced by CEE countries is somewhat
limited. For the most part, CEE producers face
significant competition from U.S., German, and
Japanese  producers in  terms  of
technologically-sophisticated scientific and
medical products. In terms of price, CEE
producers may not be able to compete with
producers in lower-wage countries that have
already gained a share of the international
market for lower-technology products. Export
opportunities do exist for a limited range of
products that currently are produced to meet
international standards and have gained a share
of foreign markets.

Steel:  CEE steel industries possess a
low-to-moderate capability toexpand exports to
Western markets. While the state-owned
enterprises have successfully sold certain types
of products to Western countries, rising input
costs, inefficient equipment, and low
productivity are likely to limit their ability to
expand market share. Governments may
choose to support exports to Western markets,
however, as a means of generating hard
currency revenues and as a way to offset
reduced exports to other CEE countries and the
Soviet Union.

Textiles: There is some potential for an increase
in exports of certain textile products from CEE
countries, though total amounts will probably
be small. Most CEE textiles are not competitive
in terms of cost, style, or quality with those
manufactured by major Asian producers and
exporters.

Tourism:  There is significant long-term
potential for the development of tourism in the
CEE countries. The potential for increasing
tourism eamings in the short run, however, is
limited because of the lack of an extensive
tourist infrastructure, including modem hotels
and motels, especially outside major cities.
Other limiting factors include the absence of
adequate foreign-language assistance and the
limited range of entertainment choices.



Based upon USITC staff analysis, two CEE

industries—apparel and motor-vehicle partis—possess &

high degree of export potential Two more -
industries—fertilizers and meat pmducts—show signs |
of moderate export competitiveness. Analysts regard -
export potential over the next 5 years as low in the'

remaining eight industries—coal,  copper,
metalworking machine tools, poultry, scientific and
miedical instruments, steel, textiles, and tourism.

However, of the latter, export potential is expected 10
improve significantly in the long term for three of these
mdusmcs—metalworkmg machine tools, poultry, and -

tourism. The long-term potential of these as well as all
other industries in CEE, however, will depend on the

of the economic reforms and the avmlablhty'

of adequae capital investment. -
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THE UNITED STATES TRADE REPRESENTATIVE
Executive Office of the President
Washington, D.C. 20506

JAN 30 199

The Honorable Anne E. Brunsdale
Acting Chairman

U.S. International Trade Commission
500 E Street, S.W.

Washington, D.C. 20436

Dear Cﬁii;maﬁ’ﬁ;agggale:_AZ;@¢wLJ

In light of the dramatic economic and political reforms of the
past year, our trade relations with Eastern Europe are an
increasingly important aspect of our economic and political
relationship with the countries of that region. As part of U.S.
efforts to encourage and facilitate the market-oriented reforms
of these economies, the United States recently proposed to the
OECD that the OECD Trade Committee undertake a study of barriers
to trade with Eastern Europe. The OECD study will include an
inventory of OECD and newly-industrialized-country tariff and
non-tariff barriers to East European exports, analysis of the
economic effects of removing or reducing these restrictions,
analysis of steps OECD countries could take, and a preliminary
analysis of the structural constraints within the East European

economies that may inhibit their ability to competitively produce
goods and services for the export market.

I understand that the staff of the International Trade Commission
has already undertaken a preliminary analysis of the likely
competitiveness of East European exports and of the challenges
faced by these countries in taking advantage of new export
opportunities. 1 request that you make that information
available for use as part of the U.S. contribution to the OECD
study, along with any additional analyses on key sectors of the
economy, as noted below. The OECD is planning to organize a
seminar with representatives from Eastern Europe in June to
discuss, among other subjects, the preliminary results of its
study. I therefore request that you provide a preliminary report
to me by April 1, 1991 and a final report by October 1, 1991.

Under authority delegated by the President, pursuant to Section
332(g) of the Tariff Act of 1930, I request that the Commission
provide a report to me on the likely export competitiveness of
the major manufacturing and services sectors in Central and
Eastern Europe, (e.dq., textiles, steel, agriculture, heavy
industry, chemicals, and transportation equipment), including an
assessment of structural impediments affecting these industries
(e.dg., supply bottlenecks of vital industrial inputs,



Page Two -~ The Honorable Anne E. Brunsdale.

infrastructure deficiencies, distribution problems,
underdeveloped financial and credit institutions and instruments,

etc.) that might impede these sectors from reaching their full
- export potential. ‘

In accordance with USTR policy, I direct you to mark as
"Confidential" such portions of the Commission's report and its
working papers as my Office will identify in a classification
guide. Information Security Oversight Office Directive No. 1,
Section 2001.21 (implementing Executive Order 12356, Sections 2.1
and 2.2) requires that classification guides identify or
categorize the elements of information which require protection.
Accordingly, I request that you provide my Office with an outline
of this report as soon as possible. Based on this outline and my
Office's knowledge of the information to be covered in the

report, a USTR official with original classification authority
will provide detailed instructions.

The Commission's assistance in this matter is greatly
appreciated.

Sincerely;

arla A. Hills



UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C. 20436

(Invest1gat1on No. 332 -308)

Central ana Eastetn Europe: Export Compet1t1veness of Major
Manufacturing and Services Sectors

AGENCY: United States International Trade Commission.
ACTION: Institution of investigation-and scheduling of hearing.

SUMMARY: Following receipt on January 30, 1991, of a request from the U.S.
Trade Representative (USTR) for an investigation under section 332(g) of the
Tariff Act of 1930 (19 U.S.C. 1332(g)), the Commission instituted
investigation No. 332-308, Central and Eastern Europe: Export Competltlveness
of Major Manufacturing and Services Sectors. As requested by the USTR, the
Commission will submit preliminary information-.as available-to USTR by

April 1, 1991, and a final report by October 1, 1991.

As requested by the USTR, the Commission will provide information. in its
report relating to the likely export competitiveness of the major
manufacturing and services sectors (e.g., textiles and steel) in Central and
Eastern Europe (Bulgaria, Czechoslovakia, Hungary, Poland, and Romania),
including an assessment of structural impediments affecting these industries
(e.g., supply bottlenecks of vital industrial inputs, infrastructure
deficiencies, distribution problems, underdeveloped financial and credit
institutions and instruments, etc.) that might impede these sectors from
reaching their full export potential.

EFFECTIVE DATE: March 12, 1991

FOR FURTHER INFORMATION CONTACT: Dennis Rudy (202-252-1460) or William
Warlick (202-252-1459), Office of Industries, U.S. International Trade
Commission, 500 E Street SW., Washington, DC 20436. For information on the
legal aspects of the investigation contact William Gearhart of the
Commission's Office of the General Counsel (202-252-1091). The media should
contact Lisbeth Godley, Acting Director, Office of Public Affairs (202-252-
1819). For information on a product basis, contact the appropriate member of
the Commission's Office of Industries, as follows:

(1) Agriculture, Fisheries, and Forest Products, Mr. Fred Warren
(202-252-1311)

(2) Textiles, Leather Products, and Apparel, Ms. Linda Shelton
(202-252-1467)

(3) Energy and Chemicals, Ms. Cynthia Foreso (202-252-1348)

(4) Minerals and Metals, Mr. Charles Yost (202-252-1442)

(5) Machinery and Equipment, Mr. Michael Hagey (202-252-1392)

(6) General Manufactures, Mr. Carl Seastrum (202-252-1493)

(7) Services and Electronic Technology, Mr. Andrew Malison
(202-252-1391)
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BACKGROUND: In her letter the USTR made reference to the "dramatic economic
and political reforms" of the past year in Eastern Europe. She said that, as
part of the U.S. efforts to encourage and facilitate the market-oriented
reforms of the Eastern European economies, the United States recently proposed
to the OECD that the OECD Trade Committee undertake-a study of barriers to
trade with Eastern Europe. She said that the OECD study will include an
inventory of QOECD and newly-industrialized-country tariff and non-tariff
barriers to East European exports, analysis of the economic effects of
removing or reducing these restrictions, analysis of steps OECD countries
could take, and a preliminary analysis of the structural constraints within
the East European economies that may inhibit their ability to competitively
produce goods and services for the export market. She said that the OECD is
planning to organize a seminar with representatives from Eastern Europe in
June to discuss, among other subjects; the preliminary results of its study.

PUBLIC HEARING AND PREHEARING BRIEFS: - A public hearing in connection with the
investigation will be held in the Commission Hearing Room, 500 E Street SW.,
Washington, DC 20436, beginning at 9:30 a.m. on July 16, 1991 and continuing
on July 17 if necessary. Persons wishing to appear at the public hearing must
file a request with the Secretary to the Commission not later than 5:15 p.m.,
June 28, 1991. Prehearing briefs (an original and 14 copies) should alsoc be .
filed with the Secretary to the Commission not later than 5:15 p.m., July 9,
1991. Any information which the submitter wishes the Commission to treat as
confidential business information must be submitted in accordance with the
procedures set forth below under "posthearing briefs and other written

submissions."

All persons having an interest in this matter have the right to appear at the
hearing, either in person or through counsel, to present information and to be
heard. Testimony and briefs should relate only to the areas that the
Commission will address in its advice to USTR.

POSTHEARING BRIEFS AND OTHER WRITTEN SUBMISSIONS: In lieu of, or in addition
to, appearance at the public hearing, interested persons are invited to submit
written statements concerning the investigation. Commercial or financial
information contained in such statements or in prehearing or posthearing
briefs that a submitting party desires the Commission to treat as confidential
must be submitted on separate sheets of paper, each clearly marked
"Confidential Business Information" at the top. All submissions requesting
confidential treatment must conform with the requirements of section 201.6 of
the Commission's Rules of Practice and Procedure (19 CFR 201.6). All written
submissions, except for confidential business information, will be made
available for inspection by interested persons. To be assured of
consideration by the Commission, all posthearing briefs and other written
statements should be submitted at the earliest possibly date, but not later
than July 22, 1991, All submissions should be addressed to the Secretary,
U.S. International Trade Commission, 500 E Street SW., Washington, DC 20436.

AS



Hearing-impaired individuals are advised that information on this matter can
be obtained by contacting our TDD terminal (202-724-0002).

By order of the Commlssion. . f:::/izzgfsz://a

Kenneth R. Mason
Secretary

Issued: March 12, 1991
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CALENDAR OF PUBLIC HEARING

Those listed below are appeared as witnesses at the United States International
Trade Commission'’s hearing:

Subject - : CENTRAL’ AND EASTERN EUROPE:
EXPORT COMPETITIVENESS OF
MAJOR MANUFACTURING AND .
SERVICE SECTORS
Inv. No. : 332-308
Date and Time - : = July 16, 1991 -9:30 a.m.
Sessions were held inconnectionwith the investigationinthemainHearing

Room 101, United States International Trade Commission, S00 E Street, S.VW.,
Washington, D.C.

Embassy of Romanxa
Office of the Economic Mmlster-Counselor
New York, New York '

Valeriu Velciu, Acting Minister Counselor

Romanian-American Chamber of Commerce, Inc.
New York, New York .

Mark A. Meyer, Chairman
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BULGARIA: STATUS OF SELECTED REFORM ACTIVITIES

AREAS OF ECORNOMIC ACTIVITY

Rnteg' rise autonomy:
¢ State intervention
¢ Prices for industrial goods

¢ Prices for consumer goods

® Capital investment allocation

¢ International trade

® Foreign exchange

Economic institutions:
¢ Private and independent banking

¢ Accounting practices
¢ Financial markets

¢ Bankruptcy laws

¢ Commercial code
e Anti-trust and fair competition law

¢ Uniform tax code

Ownership laws:
® Private property

® Procedures for divesting state property
Enlargement of private sector:
e Creation of private enterprises

® Divestiture of state enterprises

CURRENT STATUS OF REFORM

In principle, enterprises are free from operative management by state agencies.

Firms have complete authority over setting these prices in transactions among themselves. Most
of the country’s regulations on prices were eliminated in February and May 1991 pursuant to
Decree #8.

Firms have complete authority over setting these prices; however, the Government has retained
control over the prices of certain basic food products and industrial goods.

Enterprises, even those that are state-owned, determine how to invest thelr own capital. In

‘order to reduce the country’s budget deficit, capital investments in the public sector have been

severely limited.

The monopoly of state enterprises over trade has been eliminated, and firms are free to contract
directly with forelign clients and suppliers. 1In addition, restrictions on imports have been
eliminated and those on exports limited to some basic food products and raw materials that are in
short supply domestically.

Except for the purposes of repatriating profits, private firms can obtain foreign exchange at an
interbanking rate that is set through an open market bidding system.  Current account
convertibility does not meet GATT standards in so far as private citizens are limited to
exchanging about $50.00 per year. )

Except for the central bank, banks are operated autonomously from the state, and a number of the
country’s 60 banks are private.

An accounting system similar to that used in the European Communities was adopted by law in April
1991. i .

Legislation to provide for these is expected to be drafted after the passage of the Lav of
Privatization (see procedures for divesting atate property).

Bankruptey procedures were provided for in the Business Law of May 1991, but their implementation
is not expected until a privatization law is passed (see procedures for divesting state property
below). :

A Business Lav that was enacted in May 1991 created a commercial code that is more supportive of
a market economy.

Anti-trust legislation and measures to prevent unfair competition were provided for in the Law of
Protection of Competition that was enacted in May 1991,

Uniform systems for collecting corporate taxes have been in place since before the 1989 change in
political regime and the government is drafting legislation to introduce a income tax system that
is more effective than the one that is currently in place.

Except for restrictions that bar foreigners from owning real-estate and certain natural resources
and limitations on nationals on the size of agricultural property holdings, leglslation provides
for full ownership rights.

Residential properties have historically been privately held, and procedures for divesting
agricultural lands and most of the country’s smaller firms were introduced during the first part
of 1991. Approval of a Privatization Law to divest large enterprises is expected before the end
of August 1991, ’

Thousands of small new firms have emerged but account for only a marginal proportion of the
country’s economic activity. The government is seeking to increase the proliferation of these
firms by creating a fund to promote such economic development.

The divestiture of large enterprises (s awalting the passage of a Privatization Law. A number of
small enterprises have been divested but account for a marginal portion of the country’s economy.
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® Divestiture of residences and state land

® The Lav of Ownership and use of Agricultural Lands, which was introduced in February 1991 and
provided for returning expropriated lands to the original owners of these properties, is expected
to be implemented after the fall harvest of 1991. Most residential property is already privately
owned. . :
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CZECHOSLOVAKIA: STATUS OF SELECTED REFORM ACTIVITIES

AREAS OF ECONOMIC ACTIVITY

Enterprise autonomy:
¢ State intervention
e Prices for consumer and industrial goods

¢ Capital investment allocation
¢ International trade
¢ Foreign exchange
Economic institutions:
¢ Private and independent banking

® Accounting practices

e Financlal markets
¢ Bankruptcy laws

¢ Commercial code

® Anti-trust and falr competition laws
Uniform tax code

Ownership laws:
e Private property )
¢ Procedures for divesting state property

Enlargement of private secgtor:
¢ Creation of private enterxprises

e Divestiture of state enterprises
e Divestiture of residences and atate land

CURRENT STYATUS OF REFORM

In principle, enterprises are free from operative management by state agencies.

The share of market-determined prices, based on transactlon value, 13 projected to rise from
virtually 0 in 1989 to 70 percent by the end of 1991. Authorization to align controlled prices
to cost increases can be sometimes obtained but can require up to six months.

Enterprises, even those that are state-owned, determine how to invest thelr own capital. In
order to reduce the country’s budget deficit, capital investments in the public sector have been
severely limited.

Very few firms are still required to work through state trading companies. Export and import
licenses are required for only a few strategic and high-tech goods in compliance with Western
export controls.

In January 1991, a unified exchange rate was established, and companies can conduct unlimited
business with foreign partners through banks, but requires the exchange to crowns of all hard
currency earnings. Citizens are limited to exchanging 5,000 crowns (about $150) per year.

Banking legislation is being drafted. Under the Private Enterprise Law private commercial banks
may be established. Reportedly two have done so but it 1s uncertain if they are yet operating.
Regulations to provide for use of accounting systems supportive of a market system economy have
been adopted.

Two stock exchanges are expected before the end of 1991.

Legislation to codify rights in business, contract law, bankruptcy, and commercial lav has been
introduced,

The commercial code that was in place during the previous regime has been modified to better
address the country’s new economic environment.

Demonopolization is in the planning phase; and some divestitures have taken place.

Sales, corporate and agricultural tax laws have been amended to reflect the new forms of business
that were now allowed under the previous regime. Plans are to institute a sales and personal
income.

Limited ownership of homes and farms is allowed.

3,000 industrial enterprises will be available for domestic and foreign investors under a mass
divesture program. Under law of restitution, businesses and other properties confiscated by the
former regime during 1948-89 will be returned to their former owners or their heirs. Service
sector 13 belng divested and legislation has been adopted to return confiscated property to
former owners or heirs.

Thousands of small new firms, about a dogen medium-~size manufacturing firms, and 1200 joint
ventures have been created.

Slow progress is reported in initiating major divestiture of the state sector.

Slow progress is reported in initiating major divestiture of the state sector.
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HUNGARY: STATUS OF SELECTED REFORM ACTIVITIES

AREAS OF ECOROMIC ACTIVITY

Enterprise autonomy:

L]
.

State intervention
Prices for industrial goods

Prices for consumer goods
Capital investment allocation

- International trade

Foreign exchange

Economic institutions:

o o 0 o

Private and independent banking

Acpountlng practices
Financial markets

Bankruptcy laws

Commerclal code

Anti-trust and fair competltlon law
Uniform tax code

Ownership laws:

Private property

Procedures for divesting state property

Enlnf;edent‘of private lectog:

Creation of private enterprises

. Divestiture of state enterprises

Divestiture of residences and state land

" Procedures in place to ensure sell-off of most state-owned property.

STA oF

In principle, enterprises are free from operative management by state agencles.

Over 90 percent prices, based on transaction value, have been liberalized. Some firms relying on
enexrgy inputs may still benefit from subsidies.

Firms have complete authority in setting these prices.

Private firms determine hovw to invest thelr own capital.

Foreign trade nov open to private individuals and businesaes that reglster with the government.
State trade is being phased out.

Cur:ency 1s freely convertible internally for fl:ma, but access :o ‘foreign exchange for the
meo:tatlon of consumer goods 1s limited.

e

Legislntlon has been adopted to establish a more independent central bank and a network of
commerclial banks. Regulators seek to boost capitalization of commerclal banks to ensure their
independence and financial health.’ Over 60'pr1vate commetcial'banks hnd been established by mid-
1991, :

A comprahensive accounting ‘law passed in May 1991 has instituted p:ocedurcs used in markec 3
economies, ‘and requires companies to undergo regular audits and publish financial statements.
Markets are operating with a llmlted number of listed companies and a generally low level of
capltalizntton

Legislation was enacted in 1986, and the first bankruptc