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CHAPTER SUMMARY

CLOSING CASE STUDY: CAR WHEELING AND DEALING IN CHINA

LEARNING OBJECTIVES oF CHAPTER 16 

This chapter examines business conditions and opportunities for international firms that seek to operate in the transition economies of Asia (China, Vietnam), Commonwealth Independent States (e.g. Russian Federation), Baltic States (e.g. Estonia), Central and Eastern Europe (e.g. Poland).The aims of this chapter are to:

1. Outline the main characteristics of the Transition Economies of Eastern Europe   

   and Asia

2. Explain the role of the government sector in developing countries, and the main government concerns and strategies

3. Outline the major features of import markets in transition economies: size, growth, product composition, main sources

5. Identify the main trade and marketing issues involved in exporting to transition economies

6. Understand the main trends in FDI in transition countries and major investment considerations in these countries

LECTURE OUTLINE FOR CHAPTER 16

A. INTRODUCTON

1. This chapter discusses the issues involved in doing business in the former centrally planned East Asian and Eastern European countries: China and Vietnam (politically, still communist regimes), Hungary, the Czech Republic, Slovakia, Poland, Romania, Bulgaria, the Commonwealth of Independent States (CIS), and the Baltic States

2. The large and fairly developed economies of this group of countries appear quite attractive to international contractors from North America, Western Europe and Asia.

B. DEFINITION OF TRANSITION ECONOMIES

1. The transition economies are a heterogeneous group. One can note the high economic growth rates in China and Vietnam and the sluggish growth in Central and Eastern Europe and former USSR. The exception in the latter is the ’eagle economy ‘of Poland, which managed an average of 4.5 per cent per annum over 1990-1999 and about 5.5 per cent in the second half of the 1990s. 

2. According to the GNI/capita the transition economies cover a broad spectrum of nations: low-income (e.g. Vietnam), lower-middle income (e.g. China, Ukraine,) and upper-middle income (e.g. Estonia, Hungary, the Czech Republic).

C THE GOVERNMENT SECTOR IN TRANSITION ECONOMIES

1. The government sector in transition economies has lost quite a bit of relevance from the days of central planning. However, it is still bigger in relative size than the corresponding sectors in both industrial countries and developing countries.

2. Transition economies are generally reducing the role of the state as owner of industrial enterprises and replacing that ownership with regulation. Market transactions are permitted and even encouraged with the state retaining the role of overseer, promoter of selected sectors, and still part owner of many businesses.
D. THE CONCEPT OF MARKET PLACE IN TRANSITION ECONOMIES

1. The abolition of a centrally planned economy does not create automatically a market economy. Laws permitting the emergence of private sector entrepreneurs do not create entrepreneurship and the reduction of price controls does not immediately make goods available and affordable. Again, there are differences of pace in the process of creating a market economy.

2. The mass privatisation in Eastern Europe has proven a tedious and rather inefficient process.

E. DOING BUSINESS IN TRANSITION ECONOMIES

1. China’s merchandise imports over 1990-2000 have increased at an average annual growth rate of 15 per cent to reach US$ 225 billion in 2000. China’s imports of commercial services over the same decade have increased at an annual rate of 25 per cent to reach US $ 31 billion in 2000. China’s share of world imports has increased in all categories of goods.

2. As for the product composition of China’s imports one can note that they are dominated by manufactured goods, with about 80 per cent of total merchandise imports, out of which ‘Machinery and transport equipment’ represent about 40 per cent.
3. Over the foreseeable future, imports are forecast by experts to grow faster than exports in China Imports will be boosted as China lowers both its tariffs and local-content requirements, leading to increased importing of items such as automotive parts. Also, as the Chinese market opens up and increased FDI will flow into China there will be an increased need for imports of parts and semi-finished goods for the Chinese industry.

4. It is obvious that the CIS economies are not yet active trading nations. The imports per capita for the four CIS nations vary between US$ 278 (Ukraine) and US$850 (Belarus). Various experts tried to explain the lower trade performance of CIS countries compared to Central and Eastern European countries through the slow ‘speed of transition’ and the geography factor.

5. The Baltic states have the highest GNI per capita in the former USSR. They profit from their geographical position and their connections with neighbouring states (e.g. Scandinavian states), but they need markets in the CIS for their products.

6. Central and Eastern European economies are generally more active in international trade than their CIS counterparts. The economies of the region source between 50-60 per cent of their import requirements from the European Union, which is explained by historical, geographic and political factors.

7. CIS countries tend to have more intra-regional trade. In terms of product composition of imports, most economies in the group have three quarters and over in manufactured goods, which shows the strong industrial base developed in communist times.

8. With the collapse of communism and demolition of the CMEA, transition economies in Eastern Europe have become more open economies. Decentralisation of foreign trade has contributed to a faster growth of trade. The transition economies members to the WTO have liberalised their imports in line with commitments under the Uruguay Round.

9. Export marketing in transition economies has a number of specifics compared to the period of central planning. Imports are controlled by tariffs and non-tariff measures instead of plan. The channels of distribution tend to be longer than in the times of central planning, which increases the marketing costs for international contractors. Promotion expenditure is generally growing and the levels of expenditure at the high end are comparable to other upper-middle income countries. Advertising expenditure by medium in transition economies is still dominated by the combination of TV and Print media.

10. In 2000, China accounted for 3 per cent of the world’s FDI inflows. The level of FDI inward stock per capita is still low compared to other Asian and Central and Eastern European economies, which combined with the high level of geographic concentration of FDI in the coastal regions, indicates that China has a lot of potential left to absorb more FDI. All other transition economies together take about 2 per cent of the world’s FDI. In the late 1990s there were about 236, 829 foreign affiliates located in the region’s economies.

11. The main sector for FDI in the Central and Eastern Europe is the tertiary sector, but manufacturing is still important by offering western investors large markets, a highly-skilled and relatively low-cost workforce

12. Investment considerations are similar to those in industrialized countries. Cost of labour size of market and currency controls are important considerations for investors in transition economies.

13. The Transition economies in Europe and East Asia will offer increasing opportunities to international companies in both industrial countries and developing countries, especially for high-tech manufactures, and increasingly consumers goods There is some concern with some CIS countries, where the mixture of politics, policy decisions and geography has failed to reverse their declines and they appear to face uncertain futures.

PRACTICE ACTIVITIES

True-False Questions
	1. The transition economies are basically the former centrally planned economies in Central and Eastern Europe, ex-USSR, and Asia(China and Vietnam)
	       T / F 

	2. The abolition of a centrally planned economy creates automatically a market economy.
	       T / F

	3. There are different transition strategies: Eastern Europe has a adopted a cautious

and gradual approach, while China has adopted the ‘shock therapy’ approach
	       T / F

	4. After foreign trade decentralisation in transition economies the control of imports through the import plan has been replaced by import tariffs and quotas 
	       T / F

	5. In the next 5-7 years it is expected that the US dollar will increase its dominant role in Central and Eastern Europe.
	       T / F

	6. China by itself was in 2000 a bigger import market then the main six import markets in Central and Eastern Europe taken together.
	

	7. The CIS economies are generally more active in international trade than their Central and Eastern European counterparts.
	       T / F

	8. The channels of distribution in transition economies tend to be now shorter than in the times of central planning.
	       T / F

	9. Foreign companies will require more market research and marketing activities in transition economies as a result of the decentralisation of foreign trade
	       T / F

	10. By 2006, tariffs on China’s car imports will fully replace import quotas.
	       T / F

	11. In terms of sectoral distribution, the services sector is the main sector for FDI inflows in transition economies. 
	       T / F

	12. Political risks in transition economies are still higher than in industrialised countries.
	       T / F


Multiple Choice

1.
According to the World Bank classification of the world’s economies according to GNI per capita 


a. China and Poland are low-income economies


b. Hungary is a high-income economy


c. Czech Republic is an upper middle- income economy


d. Slovak Republic is on the list of the ‘least developed countries’ 

2. Taking into consideration the share of central government expenditure as a percentage of GDP in 1998, one can say about the Czech Republic, Poland and Hungary, that they are:

a. centrally planned economies

b. traditional economies

c. market economies

d. mixed economies 

3. In relation to China’s trade barriers in the context of its accession to the WTO, which statement is NOT correct? 

a. The average tariff rate on China’s imports has been reduced over 1992-2001 from 43 per cent to 15.3 per cent


b. Import duties are now calculated on the FOB value instead of the CIF value.

c. Over the same 9-year period China has undertaken eight reductions on non-tariff measures.

d. Average tariffs in the car sector will be cut down to 25 per cent and quotas will be abolished by 2006.

4. The determinants of FDI in Central and Eastern Europe do NOT include:

a. The large size of markets

b. The currency controls

c. A highly skilled workforce  

d. Relatively low production costs
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