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PREFACE

The Regional and Countrv Studies Branch of UNIDO undertakes economic
rescarch in response to requests for analvses and information of immediate
relevance to economic and industrial policv-making. Through its research
programme . the Branch regularly assists policv-makers in developing countries
to monitor pertinent developments at the national and regional level. in
particular as concerns industrial strategies and policies. emerging
technological trends. actual and prospective changes in trade and investment
patterns. as well as relevant corporate strategies.

An issue of growing interest in this context is foreign direct
investment (FDI) in terms of changes in geographical distribution. branch
composition and major determinants. In general. developing countries have
shown increasing recognition of the developmental role of FDI and. through
favourable promotional policies, have encouraged foreign investors to set up
production facilities on their territories. Most recently, almost all of the
Central and Eastern European (CEE) countries which are currentiy undergoing
a phase of transition from a centralized command ecenomy to a market-oriented
economv have begun to activelv seek increased inflows of FDI within their
endeavours both to restructure and te strengthen their industrial base.
Updating and cxtending an earlier UNIDO report of March 1990, the present
studv focusses on current FDI developments in CEE countries. In particular.
it

- reviews recent trends of FDI flows in both quantitative and
qualitative terms;

- outlines the current legislation pertaining to FDI

- discusses strategies, determinants and major problems related to
the observed FDI flows;

- assesses achievements of and future prospects for FDI in CEE
countries: and

- ¢laborates on UNIDO's contributions to promoting FDI activities
in the countries under review.

The report was prepared by staff of the Regional and Country Studies
Branch based on inputs provided by Alexander Baum as UNIDO consultant and bv
the Feonomic Commission for Furope through its data base on joint ventures.

UNIDO, Recent  Trends in Forcign Direct lnvestment Flows to
Furopean CMEA Countries, PPD.152, 13 March 1990,
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1. INTRODUCTION: FDI IN A CHANGING FCONOMIC ENVIRONMENT

The present studv gims ot providing o veview of the Latest development s
reparding the tlow ot FDE to the Contral and Eastern Buropoan former CHEA
membe 1 countrics. It tocuses on the tollowing countrivs: the Cooch and Stoviak
Federal Republic (CSFRY D Hungirv, Poland, Bulparia, Romania and the vrepublices
of the former Soviet Union of which most have  joined the Commonwealth of
Inde pendent States (CIS), In addition, chapter T on FDD Legislation also
includes some informetion on the three Baltic republics Latvia, Lithuania and
Estoni.i. For reasons ot convenicnce . the ontire proup ot countries is

retertved to as Gontral and Fastorn Europedan (CEEY countries.

ALl CEE countries have cmbarked on o process of  transtorming their
ceonomics from central planning to market allocation. The retorm proyramie s
hive boen implementod with varving degrees of doecisiveness and ot g ditteront
pace. In the vestructuring of theiv ceonomices, all countrics concorned have .
however. assigned an important role te FDI and oxpectations lToom hipgh with
respect to the impact of FDI on ceonomic development. At the same time,
roverument s in these countries Lre, in minyv cases. nncertdin about the tall
implication of FDI. This ambipuity is partly reflected in the chanying
lepislation on FDL, and particularly pronounced with respect to repulations
governing forcign acquisitions of  state-owned enterprises and  of Land.
Notwithstanding such reservations, all countrices, with the exception ot some
members of CIS, have emactod o Tiberal FDL legpislation offecing attractive
incentives for fercipgn investors. Thev have thus joindd the stitt plobal

compe t ition for FDL.

The incroased vophuasis on promoting the intlow of torcign capital as o
means to acquire much nevded toreipn tunds. know-how and technolopy and market
access occurs it g time whon the doterminants of FDI and the structure of
internat iondl  investment  flows are subjeet to sipnificant changpes.  In

:
H

particular. the tollowing teatures are cmerying:

- FDI is pradually moving, awav trom the cxport-oriented production
of simple consmmer poods and expanding into tochnologpically more
sophizticated production Tines such as industrial electronics,
machine too's and automobilos . Conscquer Ty, investment costs vend

to be increasing

- investors tond to favour lacations allowing them to serve regional
and international export markets and, at the same time, to have
access to oan attractive domestic market

- an incteasing share of total FOL is dirceted to the services sector
with kov arcas being banking., insurance and  other tinancial
services, wholesale and retail irade, and hotels and othey tourism-

velated facilbitioes;

lLabour  cost difterentials are pradually dosing  their key
sipniticance as o crucial FDI determinants as the sharve of labour

ses b UNIDO, Foreign Divect

For a detatled treatment of these i
Juvestment Flows to Developing Countrics, Recent Trends, Hajor Determinants

and Policy Implications, PPD.Te/, 10 duly 1990,




custs in total costs is declining in most industries (larpely due
to micreslectronics-related antomation). HMore generallv. lower
production costs are being celipsed by other qual ttative investment
determinants, such as skill levels, market sice, the existence of
an efficient industrial suppor: unetwork. the gvailability of a
variety of support scrvices as well as advanced telccommunication
and information-processing facilitics. Whervas previously g certain
physical infrastructure was often sutficient to attract FDIL now
a highly developed human and technological infrastructure appears

essential;

- medium-sized and cven small-sized companics Gro becoming more
active as investors in foreign countrics. In manv cases, such
companies have built up a competitive position in certiin product
groups in the domestic market but are subscquently foreed to follow
the tendency of internationalization through investment abroad:

- as more countries arc activelv trving to attract FDI through
generous investment incentives. the international competition for
investment locations has grown significantIv, thus increasing the
bargaining power of potential investors:

- the tendency of international trade toward greater vregionalization
and  intra-0ECD countrv trade scem to turther accentuate  the
dominance of industrially advanced countries as both sources and
recipients of FDI.

At a global level, contrary to the fact that FDI flows have grown since
the beginning of the 1980s, world-wide available investible funds (from which
FDI arc derived) are not likely to expand significantlv in the near future.
Savings rates have decreased in industrialiced, developing and CEE count rics
in recent vears. At the same time, high interest rates in the international
capital markets indicate a global scarcity ol capital and limit many
countries’ scope for drawing on toreign funds. Morcover., nmost westeln
cconomies are presently on the brink of recession, which tends to reduee the
investible resources of transnational corporations.

Notwithstanding the high degree of  international  competition tor
attracting foreign investment | the CEE countries can be cxpocted to stablish
themselves on the global FDI o map. It is no swrprisc, thercfore, that
governments in traditional FDI host countrics, developed and de veloping,
countries alike, are concerned that present and futvre FDI flows mav be partly
diverted from their territories to those countrics. In particular, developing
countrics’ fears must  be  scen against  the  backpround  of  an ongoing,
concentration of FDI inflows to an cver decreasing number of developing
countrics with en newly industrializing and other advanced host cconomics
accounting for almost JO per cent ob all third world inflows in the 19805 .

The emerging pattern of cconomic restructuring seems to form two proups
of countries in Central and Eastern Europe (which coincide with the revealed
preferences of forcign investors): the relativelv advanced northern proap
comprising Poland, the CSFR and Hungarv, and the less advanced sonthern proup
comprising Bulgaria and Remania. Within the CIS, o similar (cast-west)
difference is apparently developing with the central Asian republics lagging
behind the development of the republics in the European part of the CIS.




In chapter Il. the present rveport provides recent statistics on FDI
flows to Central and Eastern Europe. A summarv of the latest legislation
pertaining to FDU in the individual countries is given in chapter II11.
whereas chapters T1. and 71T, provide the facts, chaprer IV, brieflv discusses
FDI notives, detorminants and obstacles in CEE countries. Following a
preliminary assessment of the achievements so far and an outlook on future
issues (chapter Vo). the studv concludes with elaborating UNIDO’s contribution
to strengthening the developmental impect of FDI in CEE countries (chapter
Vi),




I1. RECENT TRENDS IN FDI FLOWS O CENTRAL. AND EASTERN EUROPEAN COUNTRIES:
THE EMPIRICAL. EVIDENCE’

A. Overall Trends

In respoase to their opentng up in recent vears, there has boon o strong
srowth of FDI flows io CEE countrivs., most notably to Hungarv., OSFR and
Poland. The number and statutorv capital of jornt ventures his scarcd up sinee
1987, although the actual inflow ot torcign capital his re miined rather
modest . Starting from a verv low basce, growth ot FDI Gppears very fmpressive
vet is often to be attributed to individual large-scale projects. statistics
on actual inflows of FDI are inaccuiate for most countrics concerned ind
recent figures are often not available.

FDI has become a signiticant item in the balance of pavment posit ion of
Hungarv and the CSFR. Net inflows into the CSFR accelorated trom USS 188
million in 1990 to USS 401 million during the first cight mont hs ot 99l
However, the inward transter of USS 350 million in connection with the Skodii-
Volkswagen joint venture accounted for the bulk of this increase. The intlow
into Hungarv amounted to US$ 680 million until the «nd of August 19910 attor
Us$ 300 million in 1990, Ths other CEE count riecs received much smialler
amounts. Bulgaria reported a shavrp increase in net intlows trom UsS 4 million
in 1990 to USS 24 million during the first six months of 19491 . Poland received
1SS 88 million and Romania cven reported a net outflow of USS I8 wmillion in
l()(’“.

The overall number of foreign investment projeets registoerad in Pol.ind,
Hungarv. CSFR. Bulgaria. Romania and the former USSR incroascd from 3,087 on
1.1 1990 to 14,638 on 1.1.1991 and to 33,972 on 111990 The total vilue of
the foreign component of the agpregated statutory capital grow to an ostimited
1SS 9.630 million (as of 1.10.1991) over the same period. up trom US$ 4. /b
million and US$ 2,500 mitlion, respectively, However, onlv a traction of tho se
investment projects have gone into operal ion so tar. The ronsiderable time Loy,
between registration and start of operation (up to throo vears) partly
explains the difterence between repistered and operational joint ventures.

Table 1: Joint ventures in CEE countries

1.1.1990 1.1, 1991 (I R I
Total number 3,287 1. 7.26 Vioa?
Statutory capital JLHnn o160 96300

(forcign component in
million US$)

Soupce  ROE Data Bane
RS IR ST

7 The statistical survey is based to a large extent on the KCE data bt
on joint ventures and special reference is not vepeated in the test . It is ta
be noted that acquisitions are not included in the fignures provided by ECE.
Data arc compiled by ECE from various national sources, so that comparability
is not ensured. Sce ECE, Statistical Survey of Recent Trends in Forcipn Dircet
Investment in East European Countrics, November 1991,




| Operational foreign investment projects
i CSFR, 1983-March 1991 i

mn CSK
1200~ — - 140
f s - Statutory Capital I
1000 ,'i Number of new JV 120 |
| !
] |
g 100 i
800 - :
' |
80 |
| 600 - |
{ t
: ! 60
: 400 -
| | 40
‘ i
; 200 ; 20 |
i !
!
om B

. o

1983 198~ 1985 1986 1987 1988 1989 1990 1991 i
Years :

Source: ECE data base

[QE—

The countries most advarced on theiv transition path, Hungarv, the ¢SFR
and Poliand, hoave attracted the bulk of ftoreiyn investment in the region. The
Soviet [nion until its break-up in December 1991 was dlso g ma jor target for
torvign investors, olthouyh the intlow of forcign chapital slowed down during,
1991 Bulgaria and Romania arve Lagying somewhat behind in terms of total vl
of FDI, partly due to thoir slower transition process and lator promulygation
ot o Tibeval torciyn investment legislation.

In terms of joint ventures registored, in the Gzech and Slovak Federal
Republic the total number of  companies afttiiisred with ftoreign capital
increascd from 60 4t the begivning of 1990 to 1,600 in Januarv 1991 By
October 1991 an estimated total nmber of 4,000 joint ventures and whollv
owned forcign subsididrivs with o toreign component in capitalization of US$
OO mitlion had been established, By the ond of Maveh 1991, 2/ joint ventures
had yone into operdtion, most of them were established during 1990,

An ECE survey of 208 of these 2/ operational  joint ventures reveals
that . between the end ot 1938 and Maveh 1991, the cumulative capitalization
increased 2 s-told, while the sum of forcign capital invested prew from Us$
Seomillion to USS 1.4 million (Annes Table 1), The average capitalization
of the operational joint ventares and whollv torvign-owned subsidiaries has
shown a declining trend. The averape statutory capital (at current prices) was
CSK 67,9 million tor enterprisces founded before 19890 €SK 27208 mwillion for
those established io 1989, and only ¢SE 5.9 million for those established in
1990 and the tirst gquarter of 19910 At the same tiae, the average foreign
contribution to the statutory capital decreased from USS 5.3 million for




ventures ostablished in 1988 and botore, to USS o7 il n oy ke
established in 1999, and less tihuan USS 000 million in e ond rhe Do
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Most  forcign investment  projocts are in taot o vobatively smadl

indicating a gencerally cauntious approach adoptod by for iy onterprises, of
the companics covered by the survev, 267 have an avorape capitalization of
onlv CSK 0.1 miltlion (U'S$ 4.000 at the otficial cichange rate in Lonuars 199
and 497 of less than CSE 0.y million (USS 18,000y onlv /7 ventures hive win
average capitalization of more than CSK Lo0 million. In more than /07 of all
operational enterpriscs the forcign contribution to capitaliition docs not
cxceed USS 0.1 miitlion.

In the ECE sample. in 94/ of the ventures the torciyn partner holds mors
than 507 of the shares, and in alwost 0/4 their shaves exsceod 907, whollv
owned forcign subsidiarics tend to have a much Tower averay capitalization
with approx. one quarter of the average statutory capital of joint ventinves,

In Hungary, the number of repistercd joint ventures and whollv toreiyn
owned subsidiaries grew trom 5,693 at the cnd of 1990 ta /360 by the
beginning of April 1991 and to an catimated 10,600 by | ectober 19910 Their
capitalization at the end of the tivst quarter of 1991 amounted 1o USS 1034
billion (official cxchange rate in March 1991) 0 1t was veported that one
quarter of all new business ventures cotabliched during 1190 had o foreipn
participation, Accumulated forcipn investments represented, howover o only 300
to 4% of the fixed capital of Hungarvian company scctor which fa stibl tar brom
the government "5 257 medinm term tavget.




The ECE sample survev of 1.006 enterprises with foreign affiliation
covers most ventures which were operational at the beginning of 1991. Most
enterprises went into operation since 1989 (796). The cumulative
capitalization of operational enterprises increased five-fold between the end
of 1987 and the beginning of 1991. The sum of foreign investment grew from US$
244 .3 million to USS 847.8 million over the same period (current official
vearlv average exchange rates. Annex Table 4).

The sample survev reveals the same basic trends in the casee of Hungary
as in the CSFR. The average statutory capital of operational enterprises
decreased from HUF 216.1 mil. for ventures established before 1987 to HUF
155.0 million founded in 1988, HUF 80.3 million in 19839 and HUF 55.8 mil in
1990. At the same time. the average foreign contribution to the statutory
capital decreased from US$ 2.9 million for enterprises founded in 1986 and
before to USS 0.6 million for those established in 1989 and 1990. The ma jority
»f projects are relatively small with 7671 of the total sample enterprises
having a capitalization of less than HUF 50 mil (USS 0.7 mil). 70% of the
ventures have a foreign share in the statutory capital of less than US$
200,000 (at current exchange rates). The average foreign share. however,
remained relacivelv stable at around 48%. In 8% of the firms the foreign share
is above 90%. As in the CSFR, wholly foreign-owned enterprises tend to have
a lowcr capitalization amounting to 23% of the average value of investment
project with foreign contribution.

Foreign investment has also significantly increased in Poland
particulariv after the enactment of the new Foreign Investment Law of December
1988. Onlv 13 and 40 projects were authorized in 1987 and 1988, respectivelyv.
In 1989, recgistration jumped to 867, and growth further accelerated in 1990
and 1991 with 1,932 and 1,551 (first six months) approvals. respectivelv. In
total. 4.350 forcign investment projects had been authorized by 15 June 1991
with a total foreign capital contribution of US$ 580 million since the
beginning of 1989, 597 of the enterprises registered by the end of 1990 had
startcd operation. US$S 200 million had been invested by the foreign partners
of which, according to the Polish Foreign Investment Agency, US$ 81 million
were in cash and USS 11/ million in kind. The aggregate statutory capital
increased from PLZ 2.99 hillion at the end of 1987 to PLZ 5.169 billion bv 1
January 1991. Over the same  period. the cumulative foreign capital
contribution increased from USS 4.4 million to USS 3/73.8 million (current
¢xchange rates).

The average statutory capital per venture has increased from PLZ 731.6
million in 1988 to PLZ 2,58/ million {in cumulative terms) by 1| January 1991
probably due to the high inflation during 1990, The trends in average forcign
contribution scem to confirm the corresponding trends observed in the CSFR and
Hungarv. Tt deelined from USS 0.34 million in 1987 to US$ 0.13 million for the
total number of cnterprises registered by the beginning of 1961, However, the
average forcign share in statutory capital of ihese ventures increased from
A0/ in 1987 to 697 bv the beginning of 1991 (in cumulative terms).

DI in Bulgaria has accelerated during 1990 when the total number of
joint ventures grew five-fold to 140 by the beginning of 1991, By 1 October
1991, an estimated number of 800  joint ventures were registered with
cumulative forcign investments of USS 300 million,
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FDI in Rom-mia has significantly increased after the enactment of the
Government Decree 'o. 96 in March 1990 providing attractive incentives and the
promilgation of tire new Foreign Investment Law in March 1991. After several
years without any new foreign joint ventures, the total number of
registrations soared up to 1,501 during 1990 and to 2,651 during the first
half of 1991. The foreign partners contributed US$ 178.7 million in 1990 and
USS$ 61.9 million during the first half of 1991, which implies a significant
decrease in foreign contribution per venture.

Even more than in the other CEE countries, small ventures dominate the
picture. More than 90% of the total number of projects have a foreign
contribution of less than US$ 50,000. Less than 0.6% have a foreign sharce of
more than US$ 1 million The overwhelming ma jority (79%) of enterprises with
foreign participation have been created by natural (as opposed to legal)
persons, contributing, however, only 324 to the foreign capital invested.

In the former Soviet Union, registration of joint ventures began on
1 January 198/. The number of enterprises with foreign cont ribution has since
dramatically increased, partly in response to new regulations adopted in
December 1988 authorizing co-operatives to part jcipate in joint ventures and
allowing foreign partners to hold majority shares. By 1 January 1991, 2,905
joint ventures were registered with a total capitalization of SUR 6 billion.
It is estimated that 3,900 enterprises had been registered by | October 1991 .
After the initial buoyant increase in registered joint ventures in 1989, the
rate of growth slackened during 1990 (Annex Table 9). This can, at lcast
partially, be attributed to the rapidly deteriorating cconomic environment in
the former Soviet Union,
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A sample survev undertaken by ECE of 2,050 joint ventures registered bv
1 January 1991 reveals some of the major trends: the majority of ventures are
relativelv small snd their size tends to decrease. The average size of
statutorv capital  decreased from SUR -~ million in 1987 to SUR 2.0 million
in 1990, The average foreign contribution dropped from USS 3.9 million in 1498/
to USS 1.6 million in 1989, In 1990, the average amount further decreased to
0SS 1.2 million (current official exchange rate). As in the other former CHEA
countries. small ventures predominate. 327 of the enterprises had 4 statutory
capital of SUR 0.y million or less (US$ 0.3 million ot the official exchange
rate), 907 registercd less than SUR > million (USS 3.0 million). As far as the
forcign capital contribution is concerned, the gencral picture is confirmed.
Over 607 have a foreign contribution of less than USS 0.5 million: onlv 61
contribute more than UsS » million. The foreign share did not show a definite
trend despite the fact that rules on foreign ownership were relaxed in
December 1988, The average share as of 1 January 1991 was 40,67,

Since co-operatives were allowed to enter into joint ventures, thev have
rapidly gained importance. In 294 of the joint ventures concluded in 1989 co-
opevatives were involved. Recentiv, also newly established private companics
have participated in  joint ventures in increasing numbers. The averape
capitalization of these ventures is less than one half of the average of all

joint ventures.,

According to the official statistics, the total number of operational
forcign investment projects in the former Sovict Union increased from 397 at
the beginning of 1989 to 1,188 by the end of March 1991, These would represent




[o

397 of all foreign investment projects registery doat that time. However, since
ventures are considered as operatiomil when thev have o single emplotec on the
pavroll the share appsars to overstale actual developments. The overall
contribution of joint ventures to the national product seems to rapidlv gain
importance although trom an «xt remelv low base. In 1489 joint wventiure autput
was reported to be equivalent to 0.097 of CNP: it increased to 0 a8 in 1940,

Foreign joint ventures also have become more stronglv invelved in
foreign trade. Their share in total exports and imports increased from 0,18/
and 0.38%. respectivelv, in 1989 to 0.4/7 and 1.37. respectivelv, in w90,
Exports from joint ventures were primarily destined to Japan (Je/). the USA
(4%) and west European countries (487) while exports to the tormer HEA membor
countries were relativelv minor (about 1UZ). Between 1989 snd the first
quarter of 1991 joint ventures had & negative trade balance with all
developed market economies except Japan. Forvign investments fuave
significantly induced imports from the CEE countries. particulariv from
Hungarv and Poland.

B. Countries of Origin

In general. west European investors have shown to be most active s
joint venture partners in CEE countries. Speciticallv. in terms ot numbers.
80-8->% of the joint ventures concluded in the CSFR. Hungarv and Poland. b0/
in the former Soviet Union and >/7 in Romania have partners from western
Furope. 40% of these partners in East -west joint ventures arc trom the EEC and
)57 from EFTA countries. In value terms. the consolidated share of western
European ivostors is most significant in Poland (807). The corresponding
shares arc 687 in Romania. 637 in Hungarv. DY/ in the tormer USSR and 2/ in
the CSFR. EEC countries are most stronglyv represented in Poland ¢33/ and
Romania (547). while the EFTA countries account for siable shiares in Hungary
(327). Poland ¢26Z) and CSFR (14/4).

The iadividual countriecs most active in CEE countries are Cermany
Austria. ltalv. France. United Kingdom. Sweden, Switzevland. o he Netherlands
and. in the case of the former Soviet Union. also Finland. The USA is less
stronglv represented and involved in onlv 77 of the joint ventures with
foreign participation.

There is a conspicuous absence of Japan as foreign investor in the
region, especiallyv in view of the tact that world-wide the country accounts
for the largest outflow of FDI. Less than 14 of both the number and foreign
capital invested in joint ventures originate from Jfapancse companics.
According to information from foreign investment oftices and JETRO (lipan
External Trade Organization) thero wers 1 dircet investments in Bulgaria,
CSFR. Hungarv, Poland and Romanii as of September 1991, With 16 projects,
Hungarv is the main target country for Japancse investments. Most of the s
ventures are in services such as sales and after-sales service for Japanese
industrial products. The few projects in manufacturing (6H) were concent rated
in Hungavy (9).

In the Czech and Slovak Federal Republic the predominince of west
European investors is overwhelming. Of the joint ventures surveved by ECE,
85.5% of the foreign partners are from western Europe, thereof 39.95% from the
EEC and 464 .7% from the EFTA countrics. with a combined sharc of oz, their
weight in statutorv capital of operat jonal  joint ventures is smaller.
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Companies from EEC ccuntries invest. on the average. higher amounts than
partners from EFTA countries. Foreign partners from the EEC account for 40.52
of the total foreign capital while companies from the EFTA account for only
14%. Based on their geographical proximity and historical ties with the CSFR.
Austria and Cermanv together account for 60% of the investment projects and
192 of capital committed. Like Japanese investors, US firms are virtually
invisible in the CSFR (Annex Table 2).

Operational FDI projects. CSFR
mn CSK by origin of foreign partner

EEC
1217

EFTA United States
392 i5
Others

63
Former COMECON Multi PGI’TY
252 868

On 25 March 1991
Source: ECE data base

The general picture looks similar for Hungary. 79% of the operational
joint ventures surveyed have partners from western Europe of which 417 are
from EEC countries and 37Z from EFTA countries. In 6.5% of the dungarian joint
ventures., US firms are involved. In terms of foreign capital committed,
western Europe’s weight is less pronounced with 63% of the foreign component
of total statutory capital. Most recently. however, the combined share in
capital from west Furopean investors has soared up: from 57.5% for companies
established before 1990 to 86Z for those founded more recently. This is
primarily due 1o a shift to investments from the EFTA countries which more
than doubled their share in capital contribution from 25% to 63%Z. As comparec
to FEC and US firms, investors from the EFTA region tend to invest higher
amounts in fewer projects. Of all investor countries, Germany and Austria
combined account for more than 50% of the total number of ventures. This share
is significantly lower for the share in total capital committed, particularly
for Germany (9%). It may be noted that some of the major investments are from
the Republic of Korea which committed US$ 55.2 million (6.5% of the total,
Annex Table 95).




Foreign investment projects in Hungary
Origin of foreign partner, 1 Jan 1991
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Foreign investment in Poland is aiso hiphlv concentrated in origin. in
827 ot the toreign investment projects authorized by 1o Lanuary 19910 partners
are trom western Europe. Of these. H94 come trom the FEC and 0 trom EFTA
countries. /7.6% have partners trom the USAL The shares ave similav in terms
of capital committed. Western Europe accounts tor 80,3/ of the total amount.
of which EEC member countries contribute »a7 and FFTA countrics b/ Cormany
is the largest investor with 394 of the authorized projects. tollowed by
Sweden. the USA, Austria and the UK (Annex Table 8).

According, to the Romanian Development Agencv., 57/ of the total number
¢t toreign investment projects with o872 ot the total capitalication have
partners from western Europe. Of these ventures, 607 of the partners arve trom
the EEC. just under /7 from the EFTA and the rvemaining 107 trom other
countries of western Furope. In terms of capitalization, EEC countries account
for 3% and EFTA countries tor 97 of the investments in Romania. Tho weipht
of developing countries as joint venture partners is relativelv high.
particularlv in terms of numbers (more than 9. Their share in total
capitalization is smaller (14%) but still high when compared to other CEE
countries. US investors are partoners in 67 of the joint ventures with 97 of
the total capitalication,

In the former Soviet Union., west European pattners in joint ventures
surveved by ECE account for 60Z ot the total number with o share in
capitalization of H9%. EEC countries (342) are more stronglyv represcnted than
EFTA count ries whose share is 232, Enterprises from the USA participate in 107
of the joint ventures, while Japanese investors plav a marginal vole with a
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1.6/ shavre in the toral number ot projects with torcign contribution. The
shares in the total capitalization closely correspond to the distribution bv
numbers . For new joint ventures established during 1990, the EFTA share shrank
trom 't/ to 18% in terms ot rumbers while enterprises tiom the US became more
dctive and expanded their presence trom 104 to 137 of the total number. It is
alsoe worth noting rhat companies trom other CEE countries increased their
engagement and accounted ftor almost 9/ of the total number of joint ventures
concluded in 1990 This picture changes markedlv when the total capitalization
is taken as vardstick. The EEC share dropped from 377 to 287 while the EFTA
share almost deibled during 1990 from under 187 to 317 exceeding the weight
ot the EEC. Y.so contrirv to the trend in numbers. the share of other CEE
countries in the @ :l caritalization dropped from 107 to 6%. However. it has

to be recalled th 0 due to the lTow level of foreign investment a tew large-
scalue projects carr ave a verv significant impact on the overall evidence and
can easily chany rends (Annex Table 10

Foreign investment projects in Poland
i Origin of foreign partner, 1 Jan 1991 :

QOthers
134
Muit:-o8rty
0

. Source: ECE data base

In terms of established joint ventures with foccign participation, the
five most important investor countries, Germanv., USA, Finland., Italv and
Austria. account for a combined share of 477, The ranking changes slightlv
when forcign capital contribution is considered: US and Finnish firms are the
most important countries of origin with a share of approximatelv 117 ecach,
followcd by Cormanv, Traly and Mistria,




Foreign investment projects, USSR
» Origin of foreign partner, 1 Jan 1991
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C. Distribution of Joint Ventures by Sector and Industry

The ECE data base provides information on sectoral and sub-scctoral
distribution of FDI for the former Soviet Union. Hungarv and the ©SFR. For
joint ventures operational at the beginning of 1991, manufacturing is the most
important sector in all three countrics in terms of capitalization accounting
for 657 in the CSFR. 614 in the former USSR, and 39% in Hungarv. The sector’s
weight by numbers is less pronounced: 3240 504 and 40, In other sectors,
particularlv in business services such as management of real estate. rental
and leasing of machinerv, and computer-related services, investments tend 1o
be smaller per venture and, therefore. their significance relatively higher
when measured in numbers. Trade operations, including forcign trade. account
for 20Z and 2% of the total number of forcign investment projects in CSFR and
Hungarv. respectively. The combined share of business services and trade
operations in total numbers of ventures with forcign contribution reaches 424
in Hungarv and the CSFR and 24%Z in the Soviet Union. Tt was also reported that
almost 99% of the joint ventures and whollv foreign-owned subsidiaries in
Romania indicate trade as one of the principle lines of theiv activitics. In
the former Soviet Union, investment in trade activitics have 1 mained
insignificant (3% in terms of numbers) unt il recently becanse of considerable
restrictions imposed on such ventures.

The other scctors of the economy attract velatively few investments.
Construct ion on average accounts for about 5% in the three countries viewed.
Transport and communications attract 3% of the joint ventures in the former




|

USSR and aboet o cache 70 dlungars and the CSFROOFDD in aprviculture and
forestry. fishing and mining have remiined insigniticant . The highest share
in arriculture is reached in the CSFR with 357 of the joint interpriscs (and
A7 in terms of toreipn capitaly, o/ of joint ventures in the CSFR are in
mining, while in the Sovict Union and in Hanyery the iy numbor s negiigible.
Hotols and restanrant business is an important scetor for FDI onlv in the
tormer Sovict Union (bath numerically snd capital -wise with about 77 and 87
respe ivelva . In Hangarv, during 1990 and the beginning of 19910 &4 shift in
numie v occurred trom manufacturing and construction to trade and business
services.  However, in terms  of  capitalization. the concentration in
motntacturing was entorced. In the tormer Soviet Union. ¢ comparison ot the
joint ventures establishod before 1990 and during 1990 shows a shitt to
mantitecturing whose share in the total numbe v increased from o84 to »3/ 0 while
the share in toreign capital contribution grew trom Y. 3/ to 65/,

The FOE sample survov tor the Czech and Slovak Federal Republic reveasls
the enpincering industry as the most signiticant manutacturing sub-sector. The
combined  weight ot the  «ngineering  industry  including  noen-crectrical
ensincering industry, ottice cquipment apd computers. electrical cquipment |
commani cat ion cquipment | precision instrument s and transport cquipment is b/
in terms of muabers. /7y in terms of total capitatization and 67/ in terms of
the forciypn component . 0f the variouns engincering branches. non-clectricald
mochinery is the most important one . 1t accounts for 92 of the companies and
capitalisation qad tor over aa of the intlow ot torcign capital . %o/ of th
joint ventures operate in chemicals. rubbor and plastics. accounting for My
ot the statutory capital in manntacturing, ond 007 of the toreipn capital
componen? | Other signiticant scectors are food and textile products and wood
and vooden prodocts cAnnes Table 30 The Targest onterprises are tound in
chemicalel oftice cquipmnt ard comminicat Ton i pment |

The sevtoral bhroskdewn of opcrationgd joint ventnres looks similor for
Hungary  The combined share of the cmpincering industiy including transport
coipmont o acconunts tor A ot the enterprises. 3/ of total capitalization and
Lo o of Torciyn contvibution, Non-dleetrical machinery is the most imporiant
bhootch with 1o ot the ventores in terms of numbers while the share in
coapitali o ation is much lTower (7. Electrical engineoring, in contvast,
attracte v of the ventures but accounts faor 147 ot the capitalization. The
sevand Tarpest sroup of cntorprises is found in consumer poods (tood, textile,
wearity, appared uand boather industricsa s P of the joint ventures ore in
the o broanches. they geconnt for 1o ot the statutory capital and 187 ot the
torcipgn capital . Also chemical, vubbor and plastics industrics are important
Bronche s with T of the onterprises and M/ in total and forcign statutor
copital Other bronchesn plav o volativedy marpinad rolo o FDI tlows 1o
Hing oy, Within mantactaring. the Taryest enterprises are tound in paper and
popet product s transport cquipment and clectrical cquipment o cannes Tablos o
At T

Alvo in the tormer Soviet Union  the above pattern rouyhiv holds. 38y
of the menufactaring joint ventores with 377 of total capitaiization and 347
of the torcign capital are active in the various enginecring, branches . The
most important branches are non-eloctrical machinery and of fico equipment with
117 cach of the enterprines and olectrical equipment with onlv 2/ of  the
ventiures bt 10/ of the tatal capitalication in manufacturing and 11/ ot th
forcipn capital . Othor important  sub-scetors are chemicals, rabber and
plastics, conmnmer gooda (food, testiles and woarving apparels and Toathory as
voll an wood, papor and publishing. The Targest onterpricses with forcipn
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involvement can be found in coke ind petroleum products. lectrical machinory
and basic metals and metal products industrics (Annex Tables 11 and 1),

D. Geographical Location of Joint Ventures

The ECE survey of operational joint ventures provides som¢ intormation
o the location of projects. The main characteristic 1is the marked
concentration of joint ventures in the cavitals of the cast European
countries. In total. 952 of the ventures in the Czech and Slovak Federal
Republicare located in the capitais of the two republics. 267 in Prague and
29% in Bratislava. Thev account for 42% and 377 of the total capitalization
and for 66%Z and 18.5% of the foreign capital contribution. Of the toreign
joint ventures in Hungarv. 70%. both in terms of numbers and capitalication,
are located in Budapest. In Poland. the concen-ration of joint ventures in
Warsaw is. with 32%. less pronounced. These projects account for 97 of the
total capitalization and 30 of the foreign capital contribution.

The geographical distribution of joint ventures in the former Soviet
Union gives a similar picture. 48% of all projects registered bv 1 Januarv
1991 were located in Mcscow, this share increases to over 307 when ventures
in the vicinity of Moscow are included. St.Pztersburg and the surrounding
region is., with 9.5% of all ventures in the former Sovict Union. the second
area that aitracts manv foreign investors. Aitogether. the Russian
Federation® accountcd for /5% of the total number of joint ventures with 7197
of the total capitalization. Of the other republics. the Ukraine (77). Estonia
(3%2). Ceorgia (3%), Latvia (2%). Bvelorussia (2%). Uzbekistan (over 1%z) and
Moldova (1%) attracted appreciable shares of the total number of joint
ventures in the former Soviet Union (Annex Table 13).

The conspicuous regional concentration of joint ventures in the capitals
suggests that the reiatively better infrastructure and the proximitv to the
administrative centre of the countrv are important considerations for foreign
investors. For consumcr goods industries. the proximity to the relevant
markets mav also be crucial for the locational decision.

E. Summary

Summing up the quantitative survev on FDI flows to CEE countries. the
tollowing findings can be pinpointed:

(1) A steady and rocently accelerating increase of FDI projects in
terms of numbers has been accompanicd by a decline of the average
statutory capital of these undertakings in gencral . and a decline
of the average foreign contribution to the statutory capital in
particular in most of the countrics under review. Most projects
are thus relative small. Morcover., whollyv  forcign-owned
enterprises tend to show a clearly lower capitalization than the
average of all joint venturcs with a foreign contribution,

(2) As regards the origin ot FDI flows to CEE countries, west European
investors bath from the FEEC and EFTA arecas take the lead with

Russian Soviet Federative Socialist Republic (RSFSR). in the text
referred to as Russian Federation.
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Between well over halt and SO0 ot Gl investment intlows. both in
torms of proicet numbors and ot the total value et the toreign
sharc . The USY is ropresented in around 77 ot all joint ventures,
whe reas ipan. excopt in Hunpary, is vivtually absent from tin Iist

ot investors.

In terms of capitalisation, minutacturing has cmerged as the single
most import.ant sector of toreinn investment accounting tor between
-6/ of the total in the former Soviet Union, Hungary and the
CSER. FEngincering appears to have attracted the biggest sharn

amony, the varions manufacturing sub-scctors.

FDI in CEE  coumtrivs up until now shows 4 considerable

concentration in the capitals.
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IIT. LEGISLATION PERTAINING TO FDI IN CENTRAL AND EASTERN EUROPEAN COUNTRIES

A. General Aspects

“hile business ventures bv transnational corperations (TNCsi in CEE
able amounts, FDI intlows into these

csuntries have oniv recent!v assured sic
countries had alreadv been recorded before the political nd vconomic retorms
of recent vears. Laws allowing toreigr investments in these countries  have
a rather long historv dating back e¢.g. to 1970 in Hungarv and Romania. 1176
in Poland and 1980 in Bulgaria. Howcver. these laws generally granted toreign
enterprises market access onlv through joint ventures with a state trading
organization or a domestic .nterprise. and in most ciscs thev contined the
foreign firm to minoritv ownership and set limits on profit remittances.
Tvpicallv. and as a result of such restrictions. forcign enterprises used
joint ventures as trading operations rather than for fall -scale manufacturing,
activities. With limited investment opportunities. the number of  joint
ventures and the amounts of capital invested remained insignificant.

In the wake of the political and economic transition in the CEE
countries. the role of FDI has been reconsidered. All countries reviswed in
detail have opened up and have tricd to create more attractive conditions tor
FDI in their cconomies. Bulgaria. the Czech and Slovak Fedeval Republice.
Poland. Hungarv and Romania have significantlv amended theiv existing laws and
regulations or promulgated niw legislation. The former Soviet Union had ulso
launched reforms of the joint venture laws. but the break up into the many
independent  states of the €IS has created uncertainties conce rning  the
legislation in the new states. Laws on FDI now arc very Tile val in all CEE
countries. Although laws and regulations in the countrics concernod ditfor in
various aspects. there are a number of common clamenis aiming Tarse vt
separating public administration from actual cconomic managoment . Scree ning,
procedures have been simplified and the scope and «ligibility for partne rships
cxpanded. The autonomv of cnterpriscs in appointing top mandagement and sctting
vagpes and prices has boen further inercased. Princi ples concerning the
repatriation of profits, forcign majority sharcholdings. the nat fonality of
directors. and tazation have been substantially modificd and o numbor ol
important legal guaranteos against czpropriations and divestment have been
provided to forcign tirms.

Bclow, the most important features of the current forcipn invostmoent
legislation in the various countrics arc summarizod. Foy o potont ial investon
the tollowing lepal aspocts are most velovant:

- the approval of the FDI application:

- tazation and fiscal incentives:

- ownership questions and rights of cstablishmon

- repatriation of profits and the transfor of capita’ s and
- dnvestment guarantocs,

B. The Czech and Slovak Federal Republic

Yith the cnforccment of the Commereial Codc on bofanmary 1990 FDL in the
Crech and Slovak Foederal Repablic was put on aa oniircly now and proyressively
liberalized basis. For the first time the Conmercial Codo has catablished o
comprehensive svstem of  logal norms, thereby, inter alia, crcating cqual
conditions for ontreprencurial activities of  both nat ional  and forcign




entitivs, With rovard to FDD the code wich vopealad oowholo sorios ot oyl
regulations veplaiced  the "Law  on Enterpriscs with  Foroign Property
Participation” of Jannary 1989 including two amoodmonts made to it in 190,
Regulations concorning the sequisition of public enterprises by foreigners are
provided in the aet on conditions and terms poverning the transtor of state-
owned property to other porsons (Large-Sceale Privatization Net) promulgated
in 1991,

While the April 1990 amendment ot the torvign investment  law  had
simplificd the proviously cumbersome application procodure - oy by dropping
the roquirement for g teasikility studv, by making the dinistry ot Finance the
sole responsible authority for issuing approvals, and by demanding  the
Ministryv’s consent for i very limitod number of Getivities onlv - under the
Commeveial Code now the anthorization to do business commonees on the dav of
registration with the Companv Register. Whercas onterprises with foreign
participation were excluded from defoence and sccurity-retatod industries
before, there is no such restriction under the now code.

Covernment approval mist, however. be obtained for joint ventures with
state enterprises. A decision must be taken within o0 davs after submission
of the application. For joint veniures in the ficld of banking. the authority
of the Coeeh and Slovak State Bank continues to he roquired.

The various legal forms a forcipn ongaagument can take extent to both
commetcial companics and co-operatives with the former comprising joint stock
companics. limited liability companics, unlimited (poneral) partnersnips and
Timited partnerships. There are no restrictions with respect to the shares
a forcign companv can hold: the establishment  of whollv forcign-owned
companics is allowed,

With the introduction of the convertibility on currency accounts at the
beginning of 1991 41l restrictions on repatriation of profics or capital were
removed . Repatriation of capital gaing is also pormictod.

The government provides cortain tax privileges to companics with foreign
participation. Companies with more than 30/ foreign participation are eligible
for 4 two-vear tax holidav which mav boe cxtendod for companies active in
certain ficlds consildered as strategically important . Companies are usually
not allowed to pav dividends during this tax holidav period. Joint ventures
with more than 30/ forcign contribution also qualifv for accelerated rates of
depreciation for tax purposcs.

Since the recent reforms, any logal cntity inelading joint ventures with
forcipn participation and wholiv forcivn-owned companics can, in principle,
acquire Tand. However, foreige individuals are usually excluded to buv land
and confine to business lease. Ttois nneertain whothor the transfoer of land
use rights for state land put to the permanent use of entitics other than
state orpanizations is applicable to forcipgn business companivs,

In conformity with the 1990 FDI law the Commerical Code guarantecs, in
case of cupropriation, recompense corresponding to the actual value of the
property.,

Forcigners are not pormittod to participate in privatization of small
entitics mostiv comprising small shops, vostanrants, hotels cte, in the first
round of anction or negotiation. For the two vears following the auction the
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cnterprise mav onlv be transterred to Goech and Stovak citions. However,
forcigners are allowed to participate in the privatiset ion ot luarge-scale
enterprises under the "Liarge Privatication Act™ o tcovernment approvil trom
either the relevant Federal Ministrv. or the oveh or Stovik Ministries of
National Propertv Administration and Privatication is te be obtained deponding
on whether the enterprise is tederal or republic-basad and ont rolicd.

C. Hungary

Hungaryv was the first countrv in the tormer CIEN to Tiberaline its FDI
regime in 1972 allowing foreign control ot up to AU ot oint veooure s,
Restrictions were. however, far reaching and aetual investments meined Tow.
The Code of Economic Associations and a new Foroign Investment Act wers
drafted in 1988 and entered into force on I lanwary 19890 The former cod
companies including in the form of limited and untimited Tiahitity companices,
Selected previsions of the code were amended by an et that came into foree
on 1 Januarv 1991, Hungarv's forcign investmont law now bolongs to the most

allows individual citizens to form business ventures with Tocal or torcign

liberal ones in Rurope.

While the 1988 Foreign Investment Aot requived pe rmission of  the
Ministries of Trade and Finance for joint venturcs with forcign ms jority
ownership. since 1 Januarv 1991 no consent of the Hungarian povernment is
required any more. There ure no rest rictions with respeei to the shares
foreigners can hold: whollv foreign-owned subsidiarics are allowed, Thore are
no sectors or industries from which forvign investmonts are weluded and no
other limitations on activities of joint ventures with forcign contributions.
In the same wav, therce are no restrictions on profit ropatviation or on the
transfer of capital investments.

The Foreign Investment Act introduced o 5 ingle unificd tax svstom
ensuring equal treatment of domestic and forcign companies. Thus, all join
ventures became subject to an Entreprencur’s Profit Tax, which wis st at 4ty
from 1 January 1991, At the same time. two tvpes of incentives came into
effect:

- Joint ventures with at least 307 forcign participation and init ial
total capital invested of more than »0 million forints (approx. US$
& million) are eligible to a 60/ allowance of the tax pavable in
the first five vears and a 407 tax concession for the sixth to
tenth years. However, onlv companies which derive more than half
of their sales and receipts from manufacturing or the building and
operation of a hotel are entitled to such fiscal incentives:

- The tax reduction is increasced to 1004 in the first five voars and
to 607 thereafter until the tenth vear for firms active in certain
ficel 's considered as specially important for the ceonomy, such s
elec.ronics, machine tools ote. .

- If a forcign partner reinvests parts or A1l of his dividends in the
joint venture or another company in Hungary, he i clbigible for a

tax allowance cqual to this amount.

Some of the fiscal incentives offered before these tatest amendment s

were withdrawn.
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The Investment Code guaranteces the unconditional right (of the companv
as opposed to the toreign party itsclt) of acquisition of real property
necessary for the operation of the companv with foreign participation.

The law provides full protection for all foreign investments. The
investors are indemnified by the Hungarian State against losses resulting from
nationalization and  expropriation of  their propertv, or anv similar
eventualitv, The value of the claim would be the actual value of the
investment pavable in the curreney in which the investment was made.

Before 1 March 1990 when the first adequate legal framework for
privatization went into force by setting up the State Property Agency (SPA)
no government approval was cequired for a foreign investor even to buv a4
ma jorityv stake in a Hungarian enterprisc. Since March 1990 the approval of SPA
is required. Self-managed state enterprises decide on their own privat ization,
but the agreement on the terms and conditions of the sale has to be submittod
to SPA which can veto the proposal. In the case of state-controlled
enterprises the Tine- ministry decides on the privarization but SPA sets the
terms on which the privatization takes place. the price of the shares. and the
extent of forcign participation. The foreign investor can also submit &
proposal dircctly to the SPA without obtaining consent from the enterprise.
A response must be given within 30 davs. With an amendment to the Agency Act
in 1990 SPA has been placed under direct government control, so that the
privatization of state-owned enterprises has become an oprrative governmental
function.

D. Poland

A comprehensive basic legal framework designed to attract FBI was
enicted on 23 December 1988 and amended on 28 December 1989, This Foreign
Investment Law. however, failed to meet the high expectations as it did not
creite the conditions necessarvy to attract large-scale foreign investment
projects. Therefore, a new Foreign Investment Law was drafted and went into
force on 14 e 1991, With the new law most of the previously required
permits for setting up indusirvies uere abolished. Onlyv ventures involved in
the following activitics need prior approval from the Hinister of Ownership
Transformat icn (taken over from the dissolved Foreign Investment Agency):

- the operation of sea- and airports;

- deciing with real estate or acting as intermediary in veal estate

operit ions:

- deferee industry which is not covered by licensing requivements:

or

- where the Polish partner, in the case of a joint venture, is a
state -own d or municipal enterprise, which is contributing, as part
of the founding capital of the company. an enterprise such as a
plant or branch; or

- where o forcign company enters into an agreement or series of
agroecments to acquire or obtain a right of use for more than six
months, the property of a state legal entity in the form of real
Catate, a single enterprise or its organized part capable of
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carrving out specific business purposes or o sapreement that  has
the of fect of an acquisition of ownership ot such property.
Permits can. however. be refused when the activities of the companv are
perceived to threaten the cconomic interest of the state or securitv dnd
defence of state or protection of state secrets. There is no right of appeal
against the decision.

Other companies with foreign participation are onlv required to register
in the Polish Commercial Register to stari up business. Ventures engaged in
foreign trade receive automatic permission through the registration. Other
restrictions of previous laws concerning minimum capital investment
requirements and minimum foreign equity shares were abolished.

The new Fereign Investment Law has also brought improvements with
respect to repatriation of profits and withdrawal of capital. Restrictions on
remittances of profits under the previous law and before the internal
convertibility of the =zlotv at the beginning of 1991 were lifted. Now.
repatriation of the full amount of profit after income tax and transfer abroad
of proceeds from sales of shares. the liquidation of the companv or the
amounts obtained from compensation for expropriation are allowed without

restrictions.

With the new law tax exemptions for foreign investors werc considerablv
reduced and no longer automaticallv given for rhe first three vears. The
corporate income tax applies to all firms and is sct. effective from 1 January
1990, at 40% of net profit. Tax cxemptions are onlv awarded under specific
conditions:

if the capital contribution of the foreign investor is in excess
of two million ECUs:

- if the venture is active in regions suffering from high
unemplovment , in new technology industrics. and in export promoting
business (at least 20% of overall saies volume); and

- if investment occurs prior to 31 December 19575,

The law does not specify the period of validity of the exemptions, but
it limits exemptions to the value of shares or stock acquired by the foreign
buyer on the date of purchase. Tax exemptions can, however, be refused cven
to those enterprises eligible on the grounds of "important cconomic reasons”.

Under the previous law, a foreign companv could only acquire land not
owned by the state. State land could be leased for a duration of 40 to 99
vears with the possibility of renewal . The new law has repealed this
provision, but has not replaced it with a new legislation. It only stipulates
that a foreign investor acquiring or leasing real estate owned by the state
requires the permit of the Ministry of Ownership Transformation.

The foreign investment law provides lepal safepuard  against
expropriation. Compensation is guarantc ‘¢t up to the amount corrvesponding to
the foreign company’s participation in the assets of the joint ventures. The
principles and procedures for compensation arc, however, not stipulated,
Bilateral investment protection agreements, which have already been concluded
with a number of western countrics, have to fill this gap.




The new Forcign Investment Law changed the permit roquirements for the
acquisition of state corporate asscts. Canerallv, there are no more legal
restrictions on direct (and portfelio) investors to acquire up to 807 of the
shires of privatized state entorprises and Timited Tiability companices. 0¥
of the shires of priviatized entoerprises remain reserved tor the cmplovees. A
permit by the dinistry of Ownorship Transformiation is required for enterprises
aetive in the ficld stipulated in Arricte 4.1 of the new law (see above page
AY. In additien, the management snd labour force of the company to be
privatised must be consulted and theiv approval obtained. In certain cases
where their consent is net fortheoming the Prime Hdinister can order the

Iy

trans<ftformation.

K. .ulgaria

Dieree No. b on Econemic Activity enacted on @ January 1989 provided
da tirst Tegal framework for FDIL Some amendments were added in December 1990
The lTaw was incomplete . however, and did not provide a sufficient basis for
attracting FDI. N more comprehensive Law on Foreign Investment was approved
on 17 Hav 14910 Farlv 1992 saw the promulgation of another "Law on the
Feonomic  Activity  of  Forvign Persons  and  the  Protection of  Foreign
Inve stments™ vhich aecording to the government is characterized by a further
libevatization including & more precise wording.® In particular, the amply
critized minimum forcign capital requirement of US§S 50,000 or an equivalent
amotnt in auother convertible currenev to ostablish business presence in the
country was dropped. The 1991 law stipaliates that no permission is required
for investments cxeopt for:

- investmonts in the military industry, banking and insurance:

- aogquisition of ownership rights of  buildings and  other rvoal
propert vy

Tease of Gecicultural land and forests;

- investmeont in spocific peonraphical avcas desipnated by the Council
i Hinisters:

investmnt for caploitation of the territorial sea. the continental
she b nd the cxclusive cconomic ot

investment in particular branches and aetivities designatod by the
Couneil of Hinistors when the forcign stake in a partnership will
five forcign investors control of the partacrship.

Pormits are issucd within 4 davs aftor the application. Denials are not
subject to appesl . Vopethor with the application, 4 feasibility studv must be
submitted, Mtor obtaining the permit, the forcipn investor must register at
the respective district comrt according to the regulations stipulated by the

Commereial Lo,

‘ FCE. Fast <West doint Ventares and Investment News, No.o 11 HMarceh
199) ., pp- -1,
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The Commercial Jaw and the Foreipn ITnvestment law introduced o nnitied
approich to Bulgarian and foreign onte rprises. Forcizners are ailowad to
establish the same form of enterprises as domestic companics.

The new law places no restrictions on the maximum si:c of o ftorcign
stake in newlv formed or existing partnevships. i.e. whollv foreign-owned

subsidiarics are allowed.

The Rulgarian legislation concerning ownership of Tand is relatively
restrictive. Art. 3(1) of the Foreign Investment Act st ipulates that "foreign
persons and joint venture partnerships mayv not acquire owncrship of Tamd.
subsoil resources. forests and waters™. Foreign investors mav acquire the
right to use non-agricultural land in order to conduct busin-ss activity tor
a term of seventy vears. when the business is wound up. the Bulgarian partner
is entitled to preferential treatment over other applicants to buv the roal
property or the rights thereto. if there is no Bulgarian partner this
preference is to be extended to the Bulgarian State. However, reportedly the
new 1992 law has broadened foreign enterprises’ rights with respect to the
acquisition of land and real estate.

The Foreign Investment Law alleviates some of the shortcomings of the
previous legislation with respect to the rights to cxchange carnings in lToc.l
currency and to remit these abroad. Profits and other income received in
connection with investme i in Bulgaria can now be remitted abroad in
convertible currenev upon application to the Bulgarian National Bank. The
foreign investor is allowed to exchange into anv forvign currency all profits,
wages. liquidation receipts, indemnitics for expropriation and the Tike, and
the Bank shall effect this exchange within 30 davs of 1 ceiving the order.

with the modificatior. to the legislation in December 1990 fiscal
incentives for enterprises with foreign part jcipation were reduced. A spoeci.il
tax rate of 304 on profits applies to enterprises with forcvign ownership of
more than 497 and with investment bv the forcigner of at Teast USS 170,000,
Other enterpriscs which do not meet these criteria pav the standard A0% tax
rate. Certain incomes, ¢.g dividends used for the purchase of sharces and bonds
in the country, are exempt from tax. Otherwise, dividends are taxed at a rate
of 137, Tax holidays for five vears mav be speciallv awarded by the Council
of Ministers to enterprises investing in agriculture and food industries and

in high technology sectors.

Forcipn investors cnjov full protect ion of theiv rights., Investments
shall be immune from confiscation or scizure by administrative means. Tn case
of expropriation, ~ompensation shall be reached b agreement . Negotiations are
limited to 90 dayvs before the matter is passed on to the district court for
deliberation.,  Gompensation shall  be  made immediatelv  following  the
expropriation and capital shall be frecly transferable abroad. The text of the
law docs. however, not  provide srandards for the court to follow in

determining the amount of compensat ion.

The pace of the Bulgarian privatizat jon programme has been rather slow.
The law on privatization of small husiness was enacted on 26 Fobruary 1991,
but implementation has been sluggish. The Privatization Act st ipulates that
state-owned enterprises be transformed into joint stock companics and allows
one fifth of the equity to be bought at a discount by emplovees. The remainder
will be auctioned off or offered on the st ock cexchange. Foreigners are
apparently allowed to purchase shares as companies are privatized.




F. Romania

The Romanian gevornment approved o mow Forcign Investment Law on 9
Mavch 199l which come into torce on 3 April 19910 Tt suporsades the provions
Dectee Noo a4 ot 197 and the Decree -law No.o Y9 ot 1990 the latter already
provided o Piboraliszed tramowork for DI Under the new law, the Rominian
Development Ageney was established, which now serves as i one-stop ageney for
apprevils of forcign investmont proposals (proviously, approval had to b
obtained trom tour scpariate ministries). The Ageney has to replyv within 30
davs . otherwise the proposal  is awtomaticallv considered s uapproved.
Registriation is authorized by a "Certificate of Investor™.

The pew law doos not stipalate minimum capital requirements and no
stctor i the ceonomv is closed to foreign investors. There bre no
restrictions with respect to the share o forcign parte can hold. The Ageney
is given considerable scope in the approval process as the law does not
provide clearcut criteria on which grounds proposals re to be rejected.
Propos:ils miv be rejected if they mav infringe the envivenment protection law,
if thev affect the countryv’s sceurity and defence inturest or harm the public

order, health and good morals.

The Foreign Investment law contirms previous regulations under the
Comme reial Companics Law of Novembe r 1990, Profits in convertible currency can
be fullv repatriated. Local currenev carnings can be partly repatriated. The
respective shares arc defined in percentage of the contribution to the
registered capital (and not in percentage of profits) and depend on the sector

concerned:

- 15/ in the arcas of special importance for the cconomv. including
the manufacture of anti-pollution technologics:

- 17/ in the exploration and production of natural  rosonrces,
industry, agriculture, the construction scctor, communicat fons and

transport
- 107 in finance. banking and insurance industries: Jand

- 87 in the rest of the scervice sector.
Procecds from winding up the investment and from copvrights. technical
assintance, cxportise and other services can also be fredly transferred

abroad.

Under the new law, tax privileges to rorcign investors were expandod.
Investments in industry, apricolture and construction are eligible for o tax
holidav of five vears, while investment in the exploitation and production of
natural resourecs is cxempt for three vears., Investmonts in e services
scotor including trade, tourism, banking and insurance enjov tax holidavs for
two vears. Further fiseal incontives mav boe pranted aftor expivy of the tas
holidav period. Tnvestments which mav improve the technical and material basis
of the ceonomy, crcate new manufacturing technologics,  cipand  existing
activities or protect the environment are elipible to a tas vebate of 507 on
soed tax. 257 are accorded to investments where 07 of encrpy, fudl

the asnse

and raw materials inputs are dmportoed: more than 107 of cexpenditures are
devoted to Tocally based R&D and to professional  training: H07 of  the
machinery used in productinn is bought locallv: and where at Teast 50 new jobs
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are created. These tax rebates will be awarded for bn indotinite period as
long, as the criteria are met. In addition. fore ign investors are oxempt from
import dutv on machinerv. equipment. installations and e hicles requived tor
the project and. for a period of two vears. trom raw mitevials and other
imported inputs used in production.

A foreign investor is permitted to own movable and immovible propertv,
purchase and/or construct production facilities and buiidings. and lTease land.
However. ownership in land or private residential buildings is not allowed.
A new clement in the foreign investment law is the explicit re coguition ot
industrial and intellectual propertv rights (patents. copvrights etc.).

The new law has introduced legal safeguards against cxpropriation.
Forcign investment will not be nationaliied or expropriated cxcept if it is
in the public interest and onlv with prompt. adequaite and  Jffoctive
compensation. The basis for the compensation is the mirket value of the firm
on the date of its nationalization. If a markct valuc docs not «xist. the
parties negotiate on the valuation. In casc that the foreign investor is not
satisfied with the result. he can request the valuation to be carricd out by
the court.

The Commercial Companies Privatization Law passed in August 1991
provides a legal framework for privatization of the state-owned enterprises.
30% of the shares of each companv will be allocated to five Private Ownership
Funds and reserved for eligible Romanian citizens who will  reccive
certificates of ownership. Thesc certificates can be transforred to non-
Romanians onlv after five vears. The remaining 707 of the shires will be
transferred to a State Ownership Fund. Forcign investors will be permitted to
participate in the sale of these shares. The approval for acquisitions bv
forcigners is to be obtained from the Romanian Develooment Agencv. The mowlv
established National Agencv for Privatization has to approve or reject the
100%Z take-over of a commercial companv which is to be negotiatad between the
potential investor and the Private Owncrship Fund to which the companv
belongs. The Law permits foreign acquisition of companics bcfore the new
institutions are operational but there may be conside rablc nncortaintics
regarding the approval process during this pe riod.

G. Commonwcalth of Independent States (CIS)

The former USSR has started to liberalize the Union 'aw on forcign
dircet investments per decree of 13 January 1987 by which joint ventures with
western partners were permitted for the first time. The decrec "On Furthor
Development of Forcign Economic Activitics of Statc. Co-operat ive and other
Social Enterprises. Amalgamation and Organizations® of /7 December 1988
significantly broadened the scope for forcign and lecal participation.
However, the approval process remained  verv  cumbersome  as  exte neive
documentation including a feasibility studv was required and pe rmission from
various government offices had to be obtained. A great step forward was taken
when the parliament of the former Union adopted the deerce on "The Fandament al
Principles of Legislation on Forcign Investments in the USSR” on 5 Jduly 1991,

The main feature of the law is that it provides a generval basis for the
cnactment of republican law on FDI. The individual republics were frece to
e¢nact their own regulations and, in the meantime, many have formulated their
own laws. However, the collapse of the Union and the emergence of the €IS with




its  independont mombor states in Docvmbor 199D crcated constdorable
e rtaintics with  respect to the validity and  applicabilite ot the
Tevislation on FLL Tt can be expectod that these uncertaintios will abate as
the imdividual republics cnact their own lTaws and Union Laws cedase to provide
aovalid framework.

However, the miin now aspects of the Fundiamental Principles are Tikelw
to bocome guiding principles tor republican law:
- The principles guarantee the protection of the rights ot forcign
investors. including & prohibition on natienalization  or
cxpropriation ot  thair  investments  or  their discriminatory
treatment . Anv oxpropridtion mast be carried ont decording 1o the
Taw and must be accompanicd without delav by adequate and ot fecti-e
compensation. Disputes relating to the compensation mav be carricd
to the courts or take plice at a location otherwise provided bv an
arbitration tribunal .

- Protits (including in  the national cnrrencv) and  original
investments miv be troody remitted abroad.

- Forcisn direct investment mav comprisc 1007 of an existing Soviet
companv’s  cquitv and forcign companics mav form whollv-owned
subsidiaries.

- Forcign firms arc permitted to participite in the purchasc of

shares of the Union Government centerprises. Pormission 1s given

i
onlv after the Soviet orsanization running the enterprise has first
refused to buv it and aftor the approval has beon given by the

lLibour force of the ¢nterprise and the USSR State Property Fund.

- Fnterprises with forvign contribution hive the froeedom to onguge
in anv tvpe of transiaction except where special lTicensing rales arc
jmposcd  or which are spocifically prohibited by all-Union or
republic legislation.

As ment ioned above, some of the ropublics have alveady enacted their own
laws on FDI. The Russian Federation has sct out procedures for approval and
registration in the Law on Forcign Investment in the Russian Federation which
came into force on b September 19910 Applications arc to be submittod to the
Ministry of Finance which has to respond within 21 davs. Large investments of
more than 100 million roubles requive the additional approval of the Council
of Ministers. Applications can be refused on the grounds that documents are
not provided in the form specificd by lLaw or if thev do not satisfv the
conditions sct out in the procedurcs. Incentives providod by the Russian Law
7o bevond the Taw of the former Union. For example, enterprises with forvign
contribution which cngage in import-substituting production mav applv to
convert  rvouble profits into convertible currenev throngh  the  Republic
Convertible Curreney Fund at a negotiated rate (i.e. at the more favourable

commercial  rate). Presently  (Februars 1992) 0 the Committec on Foreign
[nvestment of the  Ministry of Fconomv and Finance is drafting a4 law on
concessions and  rent oas o owell o farther amendments to the  investment
legislation which mav soon be put into force.  Concerning, the parvticipation

of forcign investors in privatization che pertaining puidelines of Decembor
1991 encotivage enpagement s in many ficlds,  However, involvement in trade and

catering services, antomobile transport and small enterprises necessitate




participation in & process of  compat itive biddiny. qors cver . toercinm
investors interested in the acquisition of state monopolics. Insurance aind
broks rage firms. and large enterprises face cortoin restrictions, M 1 torciyn

participants in priviatized enterprises hive to obtain o licence trom the
Russi.an Federation Committeo on Forvign Investmonts,

Other republics have also formulated or are prosent ITv dratting Taws on
FDI. Kazahkstan promulgated o law on foreign investment in Latsiary 1l
permitting forcign involvement in pract jeallv wll scctors except ftor the
manufacture of direct military products. No restrictions Nist with regard
to the foreign ownership share. Tax holidavs are oftercd for five vears
provided the foreign stake excoods 30 per cont and is Tocated in oo oot
several specificd priority industries. whilo in principle the roparriation
of profits is permitted. the mothods to be applicd for transforring focal
curreney carnings are not cloarly stated.  No provisions arc to bhe tound

concerning the aequisition or ledase of land by forciyners.

The first foreign investmont law passed by the parlismont ot Belarus in
November 1991 adopts a broad definition of forcign investment to inclade joint
shareholdings with Belarus legal «ntities and individinils. the acquisition of
entevrpriscs. asscts. stocks. shares. bonds. of rights to usc land and othor
natural resources and of other property rights. Whereas all fterdign
investments have to be registered with the Statc Committed on foreign conomic
relations. permission from the Council of Hinisters is to be sought if forcign

asset inputs exceed 30 million roubles. Although in principle oIl seotors ar
opin to foreign investment. a speci 4l permission has to be obtainad tor
certain industries a list of which is being prepared st prosent. Zith the

exception of banking. insurance and other financial services where the forciyn
partner is restricted to & minority posit fon. in gemeral o 1007 forcign
cwnership is aliowed. However, the procedures for establishing such sole
foreign ventures are still pending.  The law also foroscees fiscal incentives
in the form of a three vear tax holidav for joint ventures with & forvign
share of the statutorv capital excoeding 30/, in addition., o 0/ tax
reduction is granted for investments in the priority arvas to be defined tor
the next three consecntive vears. The unrestrictod vepatriation of profits
carncd in convertible currency is alse guaranteed leaving. however, less
clarity with respect to the transfor of carnings in local  curvenes.,
Uneertainties remain concerning the acquisition, lease or use of Land .
although a general provision guarantoos G Lepal rogime no loss favourable tor
foreign investors than for Belarus nationals.  Part icipation of forvigners in
privatized enterprises is possible onlyv on a subsidiary basis, .0, when
ongoing, privatization projects cannot be complcted due  to  financial
difficultics or onlv after shares have been of ferad to the company’s Libour
force and to the companv itself .

The Council of .inisters of Kyrgyzstan issucd decrecs on forcign
investment in October 1991, Thev define the Tegal stavus of joint ventures and
organizations domiciled in the Republic’s territorv, and the procedures for
opening, and operating offices of forcipgn firms. banks and the Pieonsing of
exports and imports of goods and services. Joint venture applications arve to
be submitted to the Ministry of  Finance togpether with an  cxtansive
documentation which i.a. includes a feasibility studv, a permit from the local
authorities. a favourable report from the expert appraisal of the State
Committee for External Economic Ties (SCEET) ete. The opening of an office
requires authorization from SCEET apainst pavmont of USS 00, Permission is
given to those firms which are believed by the Republic’s agencics to be
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capiable of furthering its interest.

Finallv. the parliament of Ukraine is currently debating a draft text
of its first full forvign investment law following-up and based upon the Law
on Protection of Foreign Investment of September 1991. The draft encompasses
the permission of sole foreign ownership. national treatment provisions and
fuiarantees against nationalisition. tax incentives for foreign investment in
prioritv industries and special economic zones and the protection of
intellectual property rights.

H. The Baltic Republics’

Fach Baltic republic has enacted its own foreign investment legislation:
Lithuwania in December 1990 and Mav 1991, Estonia in September 1991 and Latvia
in November 1991

in Lithuania. government approval is needed for all foreign investments,
independent of the size or sector of the planned activitv., Whereas foreign
interests are onlv allowed & minorityv share of state stock companies of up to
A9 per cent. some sectors are completelv closed to foreigners. such as the
defence industyv. public utilities and the mineral and natural resources
sector. For the latter o special pormit mav, however. be obtainable.
Furthermore . foreign investors are obliged both to insure their property with
Lithwinian  insurance agencies and to handle theiv financial operations
exclusivelv throngh Lithuanian banks. Different categories of tax relief of
up to  three vears are stipulated in the law. depending on the respective
forcipn ownership share and the income amount derived from manufacturing.
Profits mav be freclv repatriated: thev are, however, subject to a 37 tax when
originiating from an activity which has been granted a tax holidav. Land mav
be leased by firms with forcign capital for 4 maximum of 25 vears with the
plot size being, limited to 10 he and 2 ha in a village and a region's
agricultural and citv areas, respectively, Finallv., whereas the law does rule
out anv discrimination against foreign investors, no formal guarantees are
provided sgainst nationalization or expropriation.

In Estonia. as o pencral anle foreign investment does not require
gsovernment approval «xcept in banking. However. the government rescrves the
right to denv access when deemed appropriate. Furthermore. the law does
specifyv neither the tax to be levied on profits nor any tax exemptions.
Foreign investors are free to rvemit their profits abroad. They are also
allowed to acquive real estate if necessary for executing their activities as
set out in their charters. Full gnarantees against nationalization and
cupropriation including compensiation are provided putting foreign and domestic
investors on an equal footing in terms of overall rights and obligations.

Accarding to the Latvian legislation foreign investors must seck a
povernment licence for undertakings in excess of US $1 million as well as for
activities which meet vestrictions in the country’s Law on Entreprencurial
Activitv. Thus [orcign investors are not allowed to control entorprises in

This section draws on FECF. Fast -West Joint Ventures and Investment
News, Noo 1 March 1992, pp. 1-0.




the detence industrv, the mass modia, nationel cdooarions the b otrationot
all renewable and oo n-roenewible noatural resonvces, £y vl

manisement . In peneral, however, o lov por cent Doereizin ol TSR
companics is admitted. Upon receipt ot un applicarion tor fnvestmont wl

has to include comprehensive and dotailod documentation oo e arpa v
business and the planned new operiation the Conneil of Hinistors or . =g ci.
appointed institution is obliged to take g decision within ' diavs . Tin

also stipulates three categorics ot tax holiduwvs and rebates. Protits mav b
freelv repatriated. Among the investmonl  puaddanioos providaed ror e
mandatorv compensation in the case of expropriat fon and the promisc 1o torciyn
investors not to become subjoct te ftuture laws whish might orcate Tess
attractive investment conditions. Finallv, whersas the aogquisition ot Tand is
not possible for foreignrs. a leise of land is heing sranted tor o poricd
up to 99 vears.

Summing, up the bric! review of current FDI Tegislartion ia CEF conntrie s,
it emerges that within a clearlv discernible ove rall tendeney towards croating,
an increasinglv liberal environment for foreign investment. sipnificani
differences remain in force between the individual et Totnet stipulat fons,
These differences reflect distinet national approdches to the role toreseon
for FDI and. accordinglv. thev will have dmpiications tor the  futore
geographical distribution of investment inflows. Table  provides o svnoptic
survev of the FDI regulations outlined abowve




Tible 2: Synoptic coppilation of fuvelan direct Investrent requlacions In Central and Fastern European countries
Reszrictions
on Possibilizy Participation
lav on forelgn Sectors Tax and repatriation of In privatized
1veSTIent, date -wnership Approval :losed Respons.ble ficcal of profizs and Investoent land enterprises
Jountry  of enforcevent TeSITICTIONS  required 0 Il juthoriries incentives  apiial cranster quarantees acquisition possible?
I Joeercial No xaly for No. For Relevan: ies %o 1es Principally Only vith regard
Jode "olnt 3aniing Federal yes, but %0 large-scale |
(1J3. 1392, venzures speclal ¥inistry ane uncertain- enterprises
vith state l1cence Czech (Slovay, *1€s, under "Large-Scale
enterprises. reguired. Yiniszries Privatization i
All other: of Privatization et
Reqistrazion
w1th lorpany
Reqister, |
1
Hungary  Foreign b o o tes. Fqual No Tes fes Yes, approval by ‘
Investment Act Lreatlent State Property = |
11 Jan. 1389': of dores:ic Mency required, |
Amendens: and foreiqn
1 Jan, 1931, conpanies.
Poland  Foreiqn So No, except  No, unless anly for Yes Yo Yes, but Yes, if perzit  Yes, up %0
Imveszen: for speci-  economic, activities procedures obzained mximz share of
Lav {14 June fied acz1-  secwrity or needing a for from Ministry 80 per cent,
13!, vities; defence permic: compensation  of Ownership
]l other:  interests Ninistry of not Transformation.
registration are Ownership stipulated.
vith Polish  endangered. Transformasion.
Comercial |
Register. ‘
lgatia  Lav on the Yo No, excep: only for Yes No, upon fes, but no N, land lease Mot precisely
Econonic for activities application standards possible. known,
Shivity specified needing 3 vith National specified for
of Foreign activities; licence: Bank. determining
Persons & the all other: Council of anount of
Protection of registration. Ministers or compensation,
Foreiqn orean author-
Investments 1zed by 12,
{16 Jan. 1992;




Table 2: Synoptic compilation of foreign direct investment requlations in Central and Eastern European courtries
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(continued)
Restrictions
on Possibility Participation
Lav on foreign Sectors Tax and repatriation of in privatized
investment, date Ownership Approval closed Responsible fiscal ot profits and Investment land enterprises
Qountry  of enforcezent restrictions  required to 0l authorities  incentives  capital transfer quarantees acquisition possible?
Rozania  Foreign Investment Yo Yer No clear- Romanjan Yes Yo. Local currency Yes No, land lease Yes, up to maxinum
Law (2 Mpril 1991}, cut criteria  Development eamnings in part possible, share of 70 per cent
for investzent  Mency as only. held by State Ownership
agercy to one-stop Fund, approval by
reject agency. Romanian Developpent
proposals. Mency required,
Jomeon-  “Pundazencal Yo In general,  In general, no. - - Yes Yes Yes, but only on
walsh of principles of o, but residual basis.
Indepen  Lesgislation on special
den: Foreign Investment® licensing
States (5 July 1991} rules »
possible. r
Russian  Lav on Foreign Yo Yes, for No. For banking, .mittee Yes No Yes No provisions  Yes. Certain restrictions
Federazion Investmen: foreign stake insurance and  on Foreign but land concernirg large
{1 Sept. 1931} exceeding other types of  Investments lease possible. enterprises.
0 m activity to be
Roubles; defined, special
registration  licenses
vith Ministry required.
of Finance.
3elarus  Lav on Forelgn In general Registration No. For certain Yes Yo. Unclear Yes, but Jse of land Yes, but only on
[avestoents ™, excep vith State  yet unspecified vith respect issue of possible, residual basis.
(14 Nov. 1331, for financial Comittee on  industries, to profits in compensation  but
services Toreign special local currency. not uncertainties.
{~ 338, Economic pernission addressed,
Relations.  required.



Table 2: Synoptic compilation of foreign direct investment requlations in Central and Eastern European countries

{continued)
Restrictions
on Possibility Participation
lav on foreign Sectors Tax and repatriation of in privatized
lvestzent, date Ownership Approval closed Responsible fiscal of profits and Investrent land enterprises
Country  of enforcezent restrictions  required to Dl authorities  incentives  capital transfer quarantees acquisition possible?
fazakhszan Lav on Foreign Yo No, except for Yes, for No. Unclear No provisions
Investments in nanufacture of investment  with respect
Kazakh SSR direct military in priority  to profits in
(1" Jan. 1591} products. Sectors, local currency.
The Baltic Republics
Lithania Llav on Foreign Yes, pax. Yes Defence indus-  Duly autho-  Yes Yo. Unclear Discrimi- land lease
Investzents (23 9t of tries, public  rized vith respect nation pro-  for up to 25
Dec. 1990).1av on  state stock utilities and  government to profits in hibited, No  years; plot
the Prohibition §  companies. athers. agencies, local currency, guarantees size linited,
Restriction of 5% tax on re- against
Spheres of patriated earnings  expropriation.
ctivity for if use has been
Foreign Invest- mde of tax
pents {2 May holidays.
1991}.
Estonia  Foreign Yo No, unless  No, but State body Neither Yo. Unclear Yes Yes, if
Investment lav in banking  government appointed profit tax  with respect necessary
(17 Sep. 19%1) or other reserves the by qovernment. rate nor to profits
specified right to close incentives  in local
areas. sectors to FDI. specified.  currency.
latvia Foreiqn Yo Yes,licence  No, but no for- Council of Yes, profit Mo, Unclear Yes Yo, only
Investment Lav necessary eign control  Ministers or  tax rate mot with respect land lease
{5 Nov. 199} for invest-  permitted in  special specified.  to profits for up to
ments - over military indus- institutions. in local 99 years
1 m US§; tries,mass-gedia, currency.
- in activi- nat. education,
ties restric- natural resources,
ted by lav.  fishing, port

panagepent.
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Iv. STRATEGIES AND DETERMINANTS OF FDI IN CENTRAL. AND EASTERN EUROPEAN
COUNTRIES: A FIRST ASSESSMENT

A. Investment Motives

There are threo basic objectives for minufacturin cnterprises to inve st
in CEE countries: (a4) tou penctrate douestic mirkets. by o vwxtablish
production basce for selling to the former CHEA countries, and (¢) to set up
a nroducticn base for exporting to western markets. With the collapse of th
CMEA ana the switceh to hard currency settlements. objective (b)) has lost
importance for forcign investors since traditional market conncctions are in
the process of advanced ¢ sion and hard-currenev regquivements sot tight
limits for exports to other CEE countricvs. In manv cases. sales to dome st
markets must be supplemenred with exports to western markets in order to
generate hard currencvy required jov financing imported production inputs.

Gencrally it appears that forcign investors who have onterod into joint
venture agreements with CEE partners or who have  sot up wiollv-owned
subsidiaries are primarilyv targeting domestic markets. In the short run. high
monopoly profits are expected from joint ventures with local companics which
serve the whole domestic, and in some cases «ven the whole former CHEN mariot .
In general . newly established ventures, based on superior westorn tochnoloy v
and management capabilitics, can often expect to rapidlv capture Large markot
shares. Specifically. small companies which can roact flexibly otten have
advantages over large joint ventures which suffer from administrative inortia.
On the other hand, there are a number of examples for larye ventores which
were able to expleit their stronper barpaining position in negotiating
favourable contracts with governments and local compinics.

In the long run, the markets of the CEIR comntrics offor troemondons
opportunitics. The potential purchasing power of these mirkets with o toetal
number of approx. 300 million consumers justifics an carly presence of forcign
companies. The future potential depends. however. on the pace and succoss of
the svstem transformation. Therefore, most forcign mmvestors tend to follow
a "foothold strategyv” with 4 cautions commitment and o walt-and-see attitde
This is clearly reflected in the statistics on joint ventures presented abouve
The rapidly growing number of newlv established joint ventures and the small
and even declining average size of  the statutorv capital and forcign
contribution show that fovcign investors generally have great interest in th
emerging markets, vet have become increasinglv cantions during the lTast two
vears. Most forcign companics apparently want to be prosent to cxplore and
seize present and future opportunitics and, in some cascs, to introduce brand
names, while at the same time investing only small amounts to minimice rishs.
In fact, many of the first gencration joint ventures aiming a4t high and quick
returns were serionsly undereapitalized with high poaring ratios and onle o
small portion of the nominal capital peid np.

Only 4 minority of western companics invest in CEE conmtrics and
specifically in the €IS to establish o low-cost mamifacturing base for cxports
to western markets. In some cascs, o cortain proportion of  products ig
exported to western countrics in order to meet hard correney roquirement s or
to accommodate the needs and objectives of the domestic partnors. However,
with the bilateral association agrcements brotween the FEC and Poland, the CSFR
and Hungary coming, into foree by 1993 dccess to the common mwarket will In
more or less unresivicted and cxport coriented mamfacturing mav become more

attractive in these countrics.,




in order to realize lower production costs, production processes must
be cither highlv Labour-intensive and oo nse cheap domesticallv or regionally
available raw matervials. However. although labour costs dre much lower in CEE
countrics when compared to Western Europe (about one-quarter on average).
lower productivity partlv of tscets this advantage. Moreover. additional higher
costs of extra quality control. poor infrastructure cte. put the validity of
the low-cost arpument into question. Using local inputs increases operational
uncertaintics because of high inflation rates prevailing in most countries and
the often inscceure supplyv situation. Oceasionallv, western companies have
entered into joint ventures to buv western market shares of successful
companies in CEE countries (v.g.Tungsram) but gquite obviouslv this applies
onlv to the verv few cases in which such companies had already dchicved o
compe titive vdge on western mavkets.

B. Dcterminants and Inhibiting Factors
1. The legal framework

As pointed out in Chapter II11.. all CEE countries revicwed have
introduced liberal foreign investment regimes during 1999 and 1991, In all
cases, the legisltation has undergone a process of scveral amendments to
further liberalize it with respect o approval requivements, rights of
establishment . repatriation of protits and transfer of capital. as well as
investment guarantees. At the same time. countries such as Hungary, Poland and
Bulgaria while relaxing regulations on FDI have partly withdrawn fiscal
incentives. The continuous changes in IDI laws reflect a growing understanding
among, these countries that FDI regimes have to be designed in a wav to create
a favourable busin.s: climate for forcign enterprises. [t mav be expected that
with the progressing transformatinn towards a market economy the still
existing suspicion of capitalist corporations. the fear of being dominated by
foreign companics, and the inexpericence in dealing with corporate ventures in
a market envivonment will gradually fade.

The new tegislation has not only introduced liberal regimes, it has alsc
created a more transparent f[ramework and better defined rules for the
activities of foreign corporations.

The Czeeh and Stovak Federal Republic, Poland and Hungary presently have
the most liberal legislation on FDI within the CEE countrics. For example,
only these three countries have lifted all restrictions on the remittance
abroad of wvrofits carncd in local and foreign currencies and capital
originallv invested. Most tvpes of foreign investment do not require a permit
any more. Only the Czech and Slovak Foderal Republic maintains poermit
requirement s where the domestic partner is a state enterprise or the activity
of the venture is in banking. Howcever, a number of weaknesses remain, The
Polish foreign investment law of .Tunc 1991, for example, introduced the
requirement to obtain a permit if an investor wants to take over the property
of a statc-owned enterprise. Restrictive regulations on forcign takc-over of
state entorprises also in other CEE countries impede the participation of
forcign corporations in the privatization programmes. Other weaknesses of the
Polish law arc the Tack of a legislation enabling forcign investors to acquire
or lcase land owned by the state, and a lacking definition of principles and
procedures for the pavment of compensation in case of nationalization,

Although the other conntrics reviewed here,  Bulgaria, Romania, the CIS
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and the Baltic Republics, have also launched liberal legislation on FDLL
thev have retained important restrict ions. The major shortcomings of  the
Bulgavian law are the need for an investor to submit o teasibility studv, the
lacking standards for the courts to determine the amount of compensation in
case of nationalization. and the restrictions on land owne rship. In tact . the
latter restrictions which. however. are reported to have been somewhat relaxed
in the new Januarv 1992 FDI law. provide a good illustration tor Togal
obstacles encountered bv foreign investors:

- The Foreign Investment Act explicitl forbids foreigners and joint
ventures with foreign participation to own land. The onlv option
is to acquire ownership rights over buildings or othor vights over
real estate. This. however. requires a permission. and applications
are to be filed with the Ministry of Forcign Economic Relations.
In the meantime (Decrce of 12 November 1991). this ministry was
dissolved and no other institution with which applications are to
be filed was named. One of the options for approval would be the
purchase of buildings which was possible under Council of Ministers
Ordinance No. 42 issued on ihe grounds of Decree Noo s6 on Economic
Activity. This decrec. in turn, wis anmullcd by the entrvy into
force of the Commercial Law, so that there is no legal basis tor
purchase. From the legal point of view. leasing of suitable
premises and buildings faces the least problems. But in most cascs
considerable funds for reconstruction are required. The refore. o
lessee would be interested in a long-term contract. The Law on
obligations and contracts docs. howcver. not allow the managers of
state-owned companies to sign contriacts for morc than throe vears
without the permission of the authority which acts as owner,

In turn  the recent lifting of a previously applicd minimum capital
requirem nt of US$ 50,000 reflects acknowledgement  of tho significant 1v
inhibiting character of such a stipulation, part icularlv in view of the small
average size of joint ventures resulting from the risk minimization stratopy
of most western investors. Morecover, investors from othcr CEE countries,
though they do not play a significant rolc. arc often not in the position to
raisc such an amount of hard currency.

The new Romanian law on FDI. though improving the investment climato,
may be perceived by investors as less favourable when comparcd with othor CER
countrics. There is still considerablo paperwork to b complcted in order to
get the approval for investment, while in other countrics no approval is
requirced. Restrictions on the repatriation of local currency ¢ arnings.
although they may prove not appl icable in most cases., mav bo perccived as
deterrent, particularly in vicw of the morc liberal legistation in Hungary
poland and the Czech and Slovak Federal Republic. On the other hand, fiscal
incentives are quitce attractive and compa rablc to thosc of fared in Hungary.

Also in the former Soviet Unjon, the legal svstom has undorgone o
revision process. Individual enterpriscs have received morc independonec to
conduct their business. Duc to this process, tho importaned of contractual
relations between enterprises including with forcipn companics is likely to
increase and the need for clearer, more flexible and publ icly available rules

to govern commercial conduct s becoming, more pressing. In thoe same wav, a
process of decentralization of legal power from the Union level to the
republic level has taken place which has reached its elimax with the collapse
of the Union and the formation of the CIS. The process of decentralization has




creatad contusion revarding the foral anthority and applicability of federal
law. state law and even mmicipal or vepional law. The law ot the Citv of
Leningrad tnow St Petersburg) poverning the rogistration of  joint venture
Oope rat ivns within the contines of that ¢ity serves as o prominent example . The
Taw conflivts with the applicable toederal and republican law, and thus poses
difticaltics tor potential forceipn investors in the citv.

It is still premature to judye on the most recent legislation on FRE ot
the individusl republics as the process of decentralization is still under
wav, The cwample of the verv restrictive legisltation ot Kvrgvastan shows,
howe ver. that some of the republics mav have to go through the same process
of trial and crror that heas been o characteristic of the continuous revision
process of laws in the other CEE countvies. With regard to the three Baltic
republics., similar considerations mav applv. Fven though in prostice foreign
fve stors mav not mecessarily she gwav from the fmpeding features of their
lLiws. the desived intlow of Taryge investmono amounts mav not matervialize in
the near futuare,

Another highlv controversial Tepal issue which influences both the
willingness and sbilitv of interested foreign investors to start or expand
bisiness - the issue of properiv vights - is tar from being solved in anv
country. It thercfore remains o concern of  foreipn investors in several
Fespects. As ment foned above, Bulgaria and Romania (and also the former Soviet
Paiom) do not allow forcipn ownership of land, while the CSFR and Poland
maintain cortain restrictions on forcign Tand acquisition. For manufacturing
cnterprises land ownership is. however. o verv dmportant collateral for
outside financing. Particularliv when state propertv is involved, all countrics
concorned have adopted 4 rather cantious policv, partly based on the initial
ciperience with abuses, partlv bocanse of the fear of <clling out the most
valuable state assots to forcigners. This attitude is mese evident in the case
of fordign participation in the privetization programmes launched in the
virions countrics. Depending on the sicc and prominence of foreipan acquisition
cxtensive bureaneratic hurdles have to be overcome to buv shares of stite

Compainies,

Bt cven when o forcipn company has acquived ownership vights in oo
privatized company, post-privatizcation claims mav effectivelv restriet this
right. Such vestrictions can be claims for restitution or compensation by
proevions owners, continuous rights over the property by the state, and hidden
Tiabilizies which mav arvise onlev after the sale of  the propertv. The
legistation on post-privatization claims is somewhat uncloar in most countries
of the repion. However, Hungoary and the ©SFR, for example. in their recent
legishation have ruled  Lpainst restitution and in favour of  Timited
compensat fon to provious owners. Host countrics maintain certain rights over
the properte aftor privatization. For cxample, in Hungary the new owner mis:
veport an intended sale of the property to SPA within three vears after the
privatization. Indcmnitics apainst undisclosed Tiabilities are subject 1o
nepotiations in most cases,

Horeover, mmsctthod proporty rights also af fect dav-to-dav business of
forcipn campanics or joint ventures. In many cases, the nature of existing
proporty ripghts is unclear, so that (ol lease) contracts which are boua fide
coneluded mav not be Topally binding,. In the case of the former Soviet Union,
this rather oporational problem is clevated to a national problem, since
ownership rights among, the vepublics and between Uhe republics and the Union

arc not alwavs clear. For esamplo, disputes between central, republic and




local authorities over the control  of natural  resources  have  cause d
it recurities among, foreipn investors.

In summing up. it can be concluded that the legislation on FDI in the
CEE countries is now quite liberal and does probably not pose anv decisive
obstacle to FDI in these countries. In the CIS. the legal situation is not
fuliv settled. but republican law is expected to fill this vacnum in the near
future. Minor differences in FDI laws and investwent incentives arve,
nevertheless. likelv to have an impact on the distribution of ftoreign
investment among the countries of the region. However. equallv important as
the degree of liberalism are negative effects of fregquent chinges in and lack
of transparency of investment rules which credte a climate of uncertainty and
foster a "waii-and-sec” attitude of investors. It has also to be borne in mind
that the legal environment relevant fer foreign investors does not onlv
comprise the foreign investment law but also other relevant laws such as
companv law. customs law. competition law. law on patents etc. In manyv cases,
these laws overlap or are conflicting. In this context. a firm move towards
solving the unsettled issue of propertyv rights will assume particular
importance in the imminent future in most if not all the countries reviewed.
Nevertheless. in most countries of the region. the administrative-legal
conditions have improved substantially while the business envivonment has not .

2. The economic framework

More than the legal environment. it is the overall economic framework
which determines the strategies of transnational corporations and the flow ot
investment to the CEE countries. Foreign companies establish themselves in t hie
countries of the region both to exploit short-term opportunitics and to gain
a foothold for long-term engagement. Therefore, in the economic sphere
decisions on investment in these countries are influenced bv (1) the actuil
macro-economic situation and the long-term prospects for the svstem
transformation; (2) the major structural features of the potential host
economy: and (3) prevailing plant-level conditions and c¢xpected problems of
the envisaged activities. These three groups of determinants are being, dealt
with in some detail below.

All CEE countries have embarked on a transition of their economies
toward market -based allocaiion. The speed of the reform programmes, though
varying from country to country, penerally accelerated in 1991, As far as the
actual ecomomic situation is concerned, the transition process has bueen
accompanied by macro-cconomic instabilities which form an unfavourable
business climate for foreign investors. While the svstem of central planning
has collapsed. the market -based mechanisms arc only beginning to develop. As
a consequence, actual output has been falling in virtually all countries
concerned (see Table 1) . Although OFCD estimates for 1991 expected a gradual
recovery in Poland, and in 1992 also in Hungarv, the cconomic downturn may
continue in most countries for several years.

Although the private sector in the CSFR, Poland and Hungarv has
responded to economic reforms and apparent 1y expanded strongly daring 1990 and
1991 . this was insufficient. however, to of fset tee slump in production of the
state-owned companies. Output losscs in 1990 were part icularly severe in
Bulgaria, Poland and Romania, while in the former Soviet Union the decline was
still moderate. In the CSFR, a comprehensive reform programme was int roduced
only in January 1991, so that adjustment took place during the vear.




Table 3: Output growth in CEE countrices
(percentage changes)

fasa a9 1a4al 1992
Pulgaria S04 136 -11.0
CSEFR 1.0 =301 -9.0 =20
Hungary A -y .0 -3.0 l.>
Poland -0 130 2N 4.0
Romania VAR 1oy C
USSR R -0 -8.0

Price veforms hive boen lTaunched in all countries of the region.
the Tatest onmes in the SIS in January 19900 Due to the large monetary
overhang . price liberalizations have fuclled inflation and provoked a
tightoning of financial policics. particutarly in Bulgaria, the CSFR and
Rominia. On the other hand, wage restraint is an important element in
supporting the veform programme. A1 countries have adopted some form of
income  policv. cither by directlv limiting or bv taxing excessive wage
increises. Consoquentlv, real wages have declined in all countries with the
exception of Romania and the former USSR, whare nominal wages still rose
faster than the official retail price index in 19900 As 4 result. demand
conditions have bocome quite depressed in the countries concerned and have set
Timits to the attractiveness of domestic miarkets in the short run.

In addition, «xternal factors have contributed to the decline in
ontput . In the wike of the collapse of  he CMEA in Janunary 1991, jntra-trade
volume s ve ostimated to have declingt in the order of 30 to 507 in 1991,
aftar o o drop of 20 to 307 already in 1990, largoly duc to the breakdown of
trade with the former DR and the Soviet rvepublics. The switch from
administered to world market prices with settlement in hard currency has also
entailed significant terms-of -trade losses for the former cast Furopcan CMEA
member countrics with corrvesponding gains for the former Soviet Union.
Bulgaria and the €SFR have been hit particular!y hard by the decline in intra-
regional trade since exports to formar CHEA countrics comprised 837 and 547,
respoectivelv, of their toral exports in 1989 (see Table 4). Hungarv and
Poland., on the other hand, have been vory successful in shifting trade to OECD
countri. s, particularlv to the EEC, and incrcased exports to OECD markets by
267 and 4470 vespeetivelyv, in 19900 The dissolution of the trade agreements
has basicallv invalidated acecss to the former CMEA market as an incentive for
forcign investment in the vegion. As mentioned above, in the medium run,
preferential trade agreements with the EEC and, in the long run, possible
membarship with the EEC (¢.p. in the case of Hungarv) could become a more
attractive reason for forceign investment .

In sum, forcign companics intending to produce in the CEE
conntvrics 1o scrve the former CMEN market mav, for the time being, face femand
problems despite the tremendous market potential in these countries in the
long, run, On the other hand, certain products such as garments, stecl ctce,
destined {or cxport to the west Furopean markets and particularly the EEC are
presently facing market accoss problems.
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Table 4: Export shares of CEE countries to CMEA
countries and to the USSR, 1989

Share ot Exports Share ot Exports

to CMEA countries to the USSR

Bulgaria 83.0 6>.8
Czechoslo-akia 53.17 30.5
Hungarv 41.0 25.1
Poland 34 .3 20,5
Romania 35.8 21.4
USSR 55.2 -
Sourze: IMF, World Econom:c Cutlosx. 1391

Apart from the precarious economic situation triggered bv svstem
reforms. considerable uncertainties for foreign investors arise from the
transition process itself. The progress and success of the reform programmes
are unsure, and the duration of the restructuring of the economies mav go well
bevond the expected time frame and take several decades. Macro-economic
instability and particularly rising open unemplovment mav question public
support for drastic reform measures. Particularliv in the CIS. reform has been
half -hcarted and accompanied by disintegration and loss of authoritv of
central and even federal governments. In the Czech and Slovak Federal Republic
unemplovment has soared up since the second half of 1990 and reached around
7% of the labour force bv December 1991, up from less than 17 (in the Slovak
Republic 10.3Z in October 1991).°® In Hungarv, open unemplovment has
accelerated since the second half of 1990 and reached an estimated 6% tcwards
the end of 1991, up from 0.4%Z. High unemplovment rates not onlv provoke
social unrest. but may also force governments to slow down the transformation
process and cause inconsistencies in the various elements of the reform
package.

A number of structural deficits most of which are a legacv of the
command economv present serious obstacles to foreign investors. Compared with
western standards a poor physical infrastructure in all CEE countrics is a
case in point. There are, however, wide diffcrences between the various
countries and regions. The transport system is generallv inadequate and roads
and railwavs are poorly maintained. Compared with west European countries the
transport system relies much more on railwavs than on road transport. In
general . transport does not meet the requirements of modern production svstems
with respect to speed. reliability and punctualitv. The telccommunication
system is obsolete, connections with western countries are often expensive and
unreliable. Export-oriented joint ventures are more affected by the poor
transport and communication system than companies producing for the local and
domestic market. Some large transnational corporations have, therefore, set
up their own communication system. Also other elements of the physical
infrastructure such as office space in the big cities, apartments for

* ORCD, Economjc Survey, Czech and S]lovak Federal Republic,
December 1991,

" OECD, Economic Survey, Hungary. July 1991,




personnel Lo ctel ve inadegquate when compired with western standards, but Glso
with stuandards in many developing countries. Although ma jor investments dre
now planned in all countries, it is expected that the transport and
commmication svstem will lag behind western standards for manv vears if not
decades. From the viewpoint of a foreign investor, a poor intrastructure
hampers operational efticiency and. in effect, raises the production costs.

The widelv underdeveloped banking svstem and the lack ot functioning
financial markets constitute other serious shortcomings of the support
infrastructure in most of the countries. Also. the continued devaluation
pressure on most currencies poses further risks for foreign investments. In
fact. onlv the CSFR has so far achieved a real depreciation of the currencvy
on a sustained basis while in the other countries bigh inflation rates have
offset the effect of devaluations. Risks from depreciations arisc when the
foreign investor. after a depreciation. intends to repatriate his originallv
invested capital. and when high taxable profits in the local currencv are
earned while costs for imports had been met in foreign exchange.

At the plant level. financial problems are among the greatest obstacles
for doing business., especiallv with regard to the severe scarcitv of
convertible currencv. Access to foreign exchange for import of raw materials
and semi-finished products poses problems particularlv in Bulgaria. Romania®
and the CIS due to convertibilityv restrictions. Since the introduction of
limited internal convertibility in Poland. the CSFR and Hungarv. companies can
purchase foreign currencv through banks to cover their import bills. Loans in
convertible currency from local banks are more difficult to obtain, and taking
loans from foreign banks is mostlv restricted or subject to approval from the
central bank. Moreover, exporting firms are often faced with serious
difficulties to obtain export credits. In the past, foreign companies have
been quite inventive to solve foreign currencv related problems. For the
former Soviet Union, it was reported that countertrade or selling under
currency clearing arrangements through Turkev., India, Egvpt and other
developing countries turned out to be verv difficult.” Thus, manv companies
have resorted to export part of their preduction to obtain foreign exchange.

Further financial problems occurring in company operations can result
from different dccounting svstems as well as from the frequentlv poor pavment
behaviour of state-owned companies. a phenomenon which is often palliatively
referrved to as "inter-enterprise lending™.

Concerning human resources there is a widespread lack of the specific
management capabilities required in a market-oriented setting. Managers are
not used to taking independent decisions for which thev are fullv accountable.
Consumer arientation and marketing skills are poor, as thev have never been
needed under scllers market conditions. Morcover, there is hardlv  any
knowledge of forcign markets and preferences of western customers. while the

* Romania introduced, effective 11 November 1991, internal convertibility
of the Ten, which is extended 1o all  international current  account
transactions, so that the access problem to foreign exchange is expected to
be relievad.

Richard N. Dean, "Considering Business Opportunitics in the Sovict
tnion in the 199057, Vanderbilt dournal of Trapsnatjonal Law., Vol . 24, 19971,
pp. 339,
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compet itiveness of own products is often overestimatod. Inogom ral. western
business practices are not widelv known vet.

Skilled labour is available but mostlv not tamiliar with modern
production technologies and rrganization. Foreign compantes and joint ventures
are often confronted with demand for salaries bascd on western standards,
whereas qualification. labour productivity and vork discipline do not mitch
the same standards. Therefore. labour costs are not necessarilyv low. Costs an
further pushed up bv the need for extensive training of personne 1.

Problems also arise in the area of material-technical supply. Foreign
investment is often induced bv the availabilitv of cheap raw miterials and
other local inputs such as semi-tinished products. However. supplv of local
inputs is often unreliable and must thercfore be supplemented with imports.
Although the traditional problems with securing supplies not included in the
national plan are tading. state-owned supplving industries still  have
difficultics in meeting the requirements of toreign investors. both quantitv-
and quaiitv-wise. The situation has been aggravated bv the collapse of the
CMEA and the break-up of the Soviet Union. Manv enterprises in the CFE
countries have been cut off from their traditiona! supplies and have buen
forced to improvise. Joint ventures which do not earn foreign vxchange are in
a particularly weak position because their scope for overcominy, supplv
problems through imports or local purchase against foreign exchange are
limited. Manv joint ventures have tried to solve supplv problems through
vertical integration of supplving industries.




V. SELECTED ISSUES AND OUTLOOK

Acknowledying  the  important  rvole  torcign capital.,  know-how and
technology  Gre to plav  in the  course of  the onvisaged  industrial

58 some CIS member

restructuring. «ll CEE countries. with the oxception o
states. have introduced and continuouslv amended relativelvy liberal FDI
regimes at s rather carly stage ot transtorming their economies. Foreign
investors have responded with strong interest as rveflected in the rapidly
growing number of joint ventures with partners from CEE countries since 1988.
A more than ten-fold increase from 3.287 to almost 34,000 projects was
vreported for the period January 1990 to Januarv 1992 slone. However. without
intending to belittle this impressive development . it has to be stressed that
the actual contribution of FDI in the transition process so ftar has been
rather marginal in overall economic terms. Only Hungarvy - which has received
more than one half of the FDI flows to all CEE countries except the former
USSR - can claim a perceptible impact of FDI: The share of FDI in total gross
fixed capital formatien reached a peak of 4.92 in 19849 (2.6% in 1990) which.
by international standards. is relativelv low.

At the micro level. the rather cautious approdch followed bv foreign
investors is reflected in the continuouslvy decreasing average size of the
joint ventures in general and the shrinking average foreign capital
contribution to the joint ventures in particular. Moreover. foreign investors
tend to pav up onlv a fraction of the nominal contribution. so that the actual
inflow of foreign capital is even lower. This risk-averse behaviour of
investors has caused manv joint ventures to be grosslv under-capitaiiced while
the domestic financial markets are not sufficicentlv developed to supplement
with e¢xternal financing.

The considerable gap between the number of approved and actuallw
operational joint ventures in virtuallv all the countries is a further matter
of concern, especially when being looked at in connection with the decreasing
size of individual investments mentioned above. It means that the urgently
necded foreign capital inflow to alleviate some of the restructuring frictions
is not forthcoming. In the CSFR, for cxample. only approximately 107 of the
registered firms had started operation by the beginning of 1991, Estimates
for the former Soviet Union indicate a similar percentage of operational
firms.' ‘whercas bureaucratic hurdles to be overcome by foreign investors
can be assumed to explain part of the low shares of operational ventures it
is the whole bundle of investment obstacles identified in chapter IV. which
contributes to this implementation gap albeit to a different extent in the
various countries concerned,

Turning to future prospects of FDI in CEE countries. some aspects merit
special attention. In the first place, it has o be recalled that contrary
to a widelv held view favourable FDI regulations per se do not induce urgently
needed capital inflows. Relatively liberal FDI regimes de constitute a
necessary but by no means a sufficient condition to spur FDIL Rather, it is
the overall political and cconomic environment including the nature and extent
of structural strengths and weaknesses of the potential host countrics which
count most . In the context of industry, particular mention is to be made of
the availability of functioning supplics networks: appropriate technical,

“Pue to the wide statistical definition of operational ventures in the
former Soviet Union. the ECE data base indicates a much higher percentage.



4

scientific and  managervial skills: and & well developed  phusical
infrastructure. especiallv in traopsport and communica'ions. These tactors
have to be complemented by relativelv lTow production costs. an cfticiont aiud
competent  administration and a satistactorvy macroc conomic  performance .
Consequentlv. although there is certainly much scope for improvements ot the
FDI legislation in several CEE countrics «.g. with rogard to clarvifving
forcigners’ possible participation in priviatizition programmes  cont inzed
action is called for to improve this overall ¢nvironment. Otherwise . foreign
investors will further pursue their “foot-in-the-door stritegy’ to be larg 1~
observed at present.

Nonetheless. even if FDI inflows to CEE countries will gain further
momentum in the future. the bulk of the total capital formation sill have to
come from domestic investors. Thus while the authoritics’ present emphasis
on FDI as a mechanism to enhance industrial development is full . appreciatad.
it needs to be stressed that strong complementaritics exist b tween forcign
investment on the one hand and domestic entreprencurship on the other. There
are at least three reasons whv the generation of further foreign investment
mav be bound to fail unless accompanicd bv the stimulation of «fficient local
entreprencurship in different fields of industrv, Firstiv. the csiablishment
of joint ventures is contingent upon the availability of attractive local

partners. Secondlv, smill companies often act as important suppliers of
specialized parts and components. i.c¢. thev are vssent ial ¢lements in creating
industrial netwerks. Thirdlv, it is onlv through domestic ent reprencurship

that significant spread effects can be generated and ut ilized for overall
industrial development.

FDI policies and promotional measures. therefore. should be careful v
designed in & wav not to result in anv discriminatory treatment in favour of
potential foreign investors and at the cxpense of domestic private business
in the CEE countries. For instance, tax rebates and othor fiscal incentives
granted to FDI projects should also be applied to domestic entrepreneurs.
There is thus a nced to better coordinate FDI policies with domestic
investment promotion and entreprencurship development activities. In the
Tatter context. it mav be worthwhile exploring whether and to what cxtent the
establishment of venture capital funds could serve as a means to foster
domestic investments in new fields of industrial activity.

with respect to the removal of FDI impediments in CEE counuries, mich
more attention than hitherto will have to be paid to cnvironmental issucs
In a recent wWorld Bank/OECD survev. more than 60 per cont of the respondents
from major North American and Furopean corporations ranked environmentild
problems  at least  as  important as non-environmental  obstacles  to
investment In particula , open questions regarding the liabilitv for
previousiy contaminated sites, uncertainties about environmental vequirements
as well as the costs of complying with envivonmental stipulations feat ured
prominently among, the concerns  raised. While this calls for an
intensification of c¢fforts to formulate comprehensive  and  consistent
environment protection policies in the CEE countries, there is an immediate
need to expand the countries’ capacitics in terms both of cxpert ise and
infrastructure necessary to undertake  environmental audits  and  other

o Sce World Bank News, Vol. XI, o, 20, 21 May 19497,
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Crwith e view te et providing potentiag investors with

the repnested cnvirenmontal intermation and b)Y o dtteerively nogotiating

concesnions snchoas prive tedoctions . indomnitications or roeimbursoment s,

T semeral . iU appears that o most CEE countries  coxpectations
concerning the prospocts tor tature FRDointlows are of ton unrealistical by
high  vnothe one hod s while the goneral upward trends s expressed in recent
FPT tivures e pervasive and attoet basically Gl countrics roviewed in this
report . thore are sieniticant ditferenees in the portormince of the individual

countries.  The northorn sroup ot countrivs comprising Poland. the OSFR and
particalarlyc Hungary has thken the Toad inattracting toreign investment over
the =outhorn svoup comprising Bulgaria and Romsnia.  Within the OIS, the

Fur—cpoan part 1 much more snccesstul fn attracting torcipn jovestors than the
contral Asian republics. on the other hand. the prospects for the macro-
coonemic o situation and ihe turther development of  the transition process
ftsclt e quite dittoront tor cach ot the CEE countrics.  While there is
lTitt!le disapreoment abont the siyniticant contribution FDI can gand will make
to the industrial restrocturing of CEE commtries in the Tony, run, in the short
to medie torm the duration and success of the retorm programmes are ditticult

to prodict o althenph some countrics such s Hungary o CSFR Gand Poland have
made yood progress. btois basically this olomes predictability which
tor some time to come can be oxpocted to shape cne pion’s perception of

foreiyn investors,

A tingl issue to be bricflv addressed from g more global perspective
are trogquentiv uttored toars of miny developing countries that increasing FbI
inflows to the CFF Grea would necessarily ocenr at their expense. While &
thorouyh analvsis of this question is bovond the scope of the present report,
there secems to be Tittle evidence so far of a diversion of FDI flows from
developing to CEE countrics. First of all. FDU flows to the CEE countrvies,
despite theiv recoent upsurpe . have romained insignificant vhen compared to the
roecord of the main FDD recipionts in the developing world: In 1991, the ftormer
attracted close to US $y billion of FDE which is roughlv equal to the amount
of  FDT Gabsovbed by Indonesia alone . Morvover. as shown above, the main
investors in CEE coimtrics ¢ome from Western Europe and becanse of historical,
Finguistic and goopraphic tics, particularly from Germany aid Austria. Neither
of these two commtries are substantial investors in developing countrics.
Yhilv there has boeen g decline in Germanv's share of total FDI flows to
devie loping countrics from OECD countrics, this decline bogan in the 1970k,
iv. hofore the new political and ceoonomic aevelopments in the CEE countries.
Thus, it would be misleading to avgue that anv decline in FDI to developing
countrics trom Cormany has boeon caused by inereased activity in the CEE area.
Morcover, Japan and the United States, ranking fivst and sccond as investors
in daveloping countrics, have not  as vet figured prominentlv in tie
catablishment of  joint ventures in CEE countrics.

Sceondlv, the avaitable cvidinee on the major investment motives does
not support the hvpothesis of Zinvestment diversion’ awav from the developing
cotntrics. So far, CEE conntrics are not significantly used as cheap locations
for veport manufacturing.  The apparentlv prevailing motive for jnvesting in
these countrices has boen to penctrate the growing domestic markets. 1t is not
a question, thordfore, of FDI shifting from "South to East”™. Rather,
investment deeisions are determined by the locational conditions and business
prospects in cach single country.  Investors  scize  the ddentificd new

opportunitics, in othor words: worldwide flows of FDI are not a Zero-sum game .
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However, two more specific potentially negative repercussions on
developing countries mav emerge. Firstlyv, once serving the EC market from CEE
countries will be facilitated through association agreements, foreign
investors may well consider to use CEE locations at the expense of developing
countries, e.g. in North Africa. which have been benefitting from the same
association links. Secondly, increasing FDI flows to the CFE countries may
have an impact on developing countries in a non-FDI context: For instance, it
was reported that US authorities are at present considering to channel U5 $1.2
billion now earmarked for general foreign aid into funds to guarantee ventures
of US firms in the CIS.™

1 See The New York Times, 4 May 1992.
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VI. UNIDO’S ROLE

The challenge of overall economic transformation and of industrial
restructuring in the CEE countries is & complex one. To be carried through
successfullv, it requires far-reaching changes in traditional attitudes and
modes of behaviour. a completelv new legal framework. drastic policy reforas,
sub-sector restructuring programmes. comprehensive privatization efforts. the
rehabilitation and modernization of companies. technologv and skill upgrading
as well as retraining in various categories of technical. managerial and
administrative staff. Whereas the choice of speed and sequence required of
fundamental policv reforms has been the subject of consideruble debate. there
can be little disagreement about the need to support the restructuring process
with specific measures and assistance linked in a consistent way. Indeed.
there is little automaticitv in this first, -omplex stage of transformation
towards competitive structures of production. So far, market forces alone
seem not to be developing as required nor can thev be expected to bring about
automaticallv entrepreneurship and modernization in industry in the near
future.

Efforts undertaken so far show that in most industrial companies,
productivity levels are generallv low. So i. product quality and there is a
general lack of market orientation, marketing capabilities. after-sales
services and other companv services required for an industry to survive in a
modern competitive environment. Overall, the countries’ industry sector is
largelv dualistic and disintegrated - with large industrial complexes
dominating the economic structure. In other words: the critical need is to
build up an efficient industrial svstem based on specialization and economic
in-erlinkages between enterprises of various sizes. Both the theory and
practice of industrial organization have convincingly demonstrated that
c¢fticiency is derived from a svstem’'s svnergv. and not from the strength of
lirge companies alone. A kev issue in all CEE countries for attaining
international competitiveness of their industries thus is the fostering of and
support to building up effective, integrated production structures.

Evidently., FDI can act as a catalvst in bringing about many of the
required changes and innovations. Not only does it mobilize additional
financial resources but, even more important, it infuses new process and
product technologies, innovative management stvles and company organization,
marketing expertise, etc. However, as stressed above, this can only be brought
to bear on the host economies if FDI promotion - rather than being seen as a
panacca - is accompanied bv and linked to domestic entreprencurship
devel opment .

The analysis presented above of major obstacles and difficulties as
encountered or expected by (potential) foreign investors at this stage suggest
the following critical areas for particular attention in FDI-related co-
operation programmes:

- Collection and analysis of detailed statistical data and other
information normally required bv any potential foreign investor
before deciding on an activity;

- investment code formulation or asserssment ; formulation and design
of supplementary support measures; reforms of decision-making
procedures, ete
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issessment ! the relative atiractiveness of  the  investment

(%3
incentive packages versus competing investmont Tocations: and

- credtion of an ofticient approval  svstem and ol "one-stop”
service units tor joint ventures., oto.

International organizations. be thev development findnce institutions
or specialized technical agencies. arc substantially involved now inassisting
the authoritics in remedving manv of the investment obstacles and creating &
better environment for private commercial activities. UNIDO sces it as its
main task to act as a bridge. as a neutral broker. between the industrial
development potential offered in the countries concerned snd the technical,
managerial and financial resources represented by international Pasiness.

Investment  promotion is one kev arcva wnere UNIDO has accumulatod g
wealth of expertise and know-how over time which it is increasingly making
available to CEE countries on request:

- In particular, UNIDO prepares and organizes investment torums in
which potential foreign investors are invited to review
investment projects and negotiate dircetlv with the local
partners. Such investment torums were (or are planned to be, held
in Poland (October 1987, Mav 1990, October 1992). Yugoslavia
(October 1990). and CSFR (November 1991)0 requests wer received
from Bulgaria. Hungarv and Romania to hold similar forums.
Mostly in conjunction with these events. UNIDO assistance is
usually provided for the publication of "Investors’ Guides™ for
the individual countries. the latest ones being on Czechoslovakia
and Hungarv.

- For supporting analvitical work and as & contact point in *he
field of investnr 1t and related activities., UNIDO is cperating
an Investment Promotion Service office in Warsaw, and has been
requested to set up another one in Bucharest. Be ing, incorporated
into the already existing worldwide network of UNIDO's Investment
Promotion Service offices in several western European countrices
as well as in Japan, the USA, and the Republic of Korea, the CEE
countriecs thus can increasingly participate in the internat ional
exchange of investment-related information and also benefit from
the manifold business contacts which have been svstematically
established over time.

- The UNIDO Centre for International Co-operation in Hoscow -
opened in ecarly 1990 - is ideniifving and promot ing projects for
investment and  other co-operation, for instance in the
telecommmications and agro-industrial scctors, and s also
promoting Soviet technoingy abroad.

These UNIDO investment promotion activitics are supplemented by various
other investment -oriented programmes implemented by UNIDO - for specific
industrial sub-scctors. Assistance in legal, institutional and information
aspects of investment arc also provided. As a general information base and
specific guidance to foreign business partners and investors, UNIDO prepares
special Industrial Development Revicews which contain up-to-date cconomi-
informat ion on the industrial scctor, relevant policics and institutions cte
in the particular country. An Industrial Development Review on Poland has been
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Issued:” rovicws on Hungary and CSFR are under preparation.

The preparation ard evaluation of teasibility studies s vot another
critical arca which needs to be cubanced in CEE countries so as to facilitate
local and forcign lnvestment. UNIDO has. for several vears. been involved in
assisting in the preparation of feasibility studies and - above all - in
providing trailning to professionals in the lndustry. government and banking
sectors. IMeanwhile, UNIDO’s methodology and in particular the Computer Model
for Feasibility Analvsis and Reporting (COMFAR) is being applicd in most CEE
countricvs.

Apart from technical assistance divectlyv related to the promotion of
FDI. UNIDO is actively co-operating with the CEE countries in a wide range of
ficlds trom policv advisorv services to companv-level assistance:

- In manv countrics, attempts are being made to analvse the
structural weaknesses of the cconomv and to concelive appropriate
policy measures and support p ogrammes. UNIDO is assisting some
countries in these  endeavors by cexamining prospects  and
constraints in  kev industrial  sub-sectors and  in the
manufacturing sector as a whole and advising on approaches and
policies for restructuring. The issue here is to build up the
information basc and develop a "vision” of . on the one hand,
likelyv investment reguirements for modernication and associated
infrastructure and., on the other hand. the anticipated
dissolution of non-competitive preduction  capacities and
redeplovment of manpower. Onlv on this analytical basis can
appropriate structural adjustment measures be formulated.

- Similarly, at the level of individual companies, there 1is a
increasing need for diagnoses of rehabilitation prospects and for
valuation of asscts in the context of privatization programmcs.

UNIDO - parallel with other entitics - is providing assistance
in these ficelds., including training in relevant valuation
me t hods . Such companyv  level  diagnoses and  prospective

asscssments arc carried out ., inteyx alia. in cases where critical
markets have been lost duc to the termination of former CHMEA
trade agrecments, where environmental damages force current
production to be discontinued, where high encrgy costs induce the
company to carrv out major cnergy saving programmes or where in
gencral the company is no more able to operate under the new
conditions of markct compitition. & special casc of company
diagnosis concerrs the conversion of militarv industrics to
civilian production. The issuc here is to examine the possible
utilization of the - mostly technologically sophisticated -
installed capacitics for other product lines for which market
niches could be captured.

- In response to requests from CEE countrics, UNIDO is providing
assistance in the transfor and epplication of new technologics.
Specifically, this involves arcas such as industrial applications

' UNIDO, Poland: Managing the Transition to a Market Economy,
[ndustrial Development Review Scervics, Vienna 11991
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of laser technologv. informatics, biotechnologv. new materials,
the use of CAD/CAM aund the introduction of modern numerical
methods based on the finite element method (FEM) in various
metallurgical and engineering industriecs and the upgrading of
measurement and control instrumentation. Programmes of Total
Quility Management and upgrading of technological capabilities
in a large steel work are further illustrative examples.

- In practically all countriecs cof the region. urgent measares are
called for to avoid further pollution and to utilize the
technological upgrading and renewal in industrv for applving
environmental protection devices. UNIDO is verv active in these
fields. The programme contains both regional projects - covering
several of the CEE countries - and country projects. It covers
assistance in rehabilitation of existing production facilitices
by application of low waste technnlogiecs and introduction of
environmentally clean equipment and related measures. Improved
process control, monitoring c¢i emissions. and environmental
impact assessment are further examples in which UNIDO provides
technical services at the company level. Advisory and training
activities are also provided to conce.ned entitics in the field
of safety management. It is primarily the metallurgical sub-
sector which is being currently assisted but overall information
and control systems at the country level are also subject to
UNIDO’s co-operation. Undoubtedly, UNIDO can plav an important
role as a necutral, nen-commercial, technical bodv to scrcen
projects, specific technologies and entire operating plants for
environmental safety.

- Given the magnitude and complexity of the cconomic transformation
process in CEE countries, there may be a tendencvy by central
policy-makers and international assistance to neglect the nced
for decentralized regional development and the promotion of local
initiatives as source for entreprencurial development. UNIDO
suggests that more attention be given - in policy reforms,
institutional changes and international co-operation - to
industrial regional development as a key clement in  the
regeneration of  economic growth. Promotional institutions,
including decentralized financial agencics, also .or FDI
promotion, would neced to be built up to strengthen local
entrepreneurship and generate new structures "from below”. In
some cases, it may be neccessary to launch such regional
development approaches on the basis of diagrostic surveys of
existing industry and available and potential resources for
development in individual regions with a view to identifying
investment opportunities and the need for special measures in
support of private investment, skill development, R&D, financing
ete. UNIDO is involved in such activities and is envisaging the
launching of various support programmes for regional development
in some of the CEE countries. It may also be possible to utilize
Western European countries’ experience and the petentials for
direct region-to-region co-operation to initiate regional growth
dynamics.

UNIDO's activities in CEE countrices are only to a very small proportion
financed by the Organization’s regular budget. UNIDO is increasingly relying
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on special financing arrangement s and exccution of projects for individual or
groups of UNIDO member countries. The bulk of UNIDO's operational projects is
currentlv ind will in the vears head be tinanced through trust  fund
agreement s, The special nature of the assistance that UNIDO can give and the
professional contdcts it has estiablished over the vears in the region have,
for instance. been recognized by the British, French and Japanese Governments
who have set up funds with UNIDO for management upgrading and modernizing
industrv in these countrics. Hungarvy and Poland alone have benefitted from the
1.9 million that the UK has provided to UNIDO under its know-how fund for
revitalizing these countries’ industries (Hungarvy £0.5 million., Poland f1
million). Both countries benetfitted also from the Japanese Government trust
fund in the amount of $1 million (Hungarv $0.5 million and Poland $0.5
million): France contributed $0.5 million for a regional project in which
Hungarv, Poland, CSFR and Romania are beneficliaries.

It is believed that also other countries as well as the European Bank
for Reconstruction and Development and similar institutions could generally
benefit from utilizing UNIDO’s professional competence, its information base
and its analvtical services for work on industries in the CEE countries. Close
co-ordination between the international and national agencies in conceiving
and carrving out co-operation programmes will generally be a key concern in
the vears to come. Proper mechanisms and exchange of information in this
regard will be essential for attaining the desired impact of co-operation and
ensuring the linkage between the various activities for the overall benefit
of the recipient countries.
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Annex Table 1. Operational foreign investment projects in the CSFR,
1983-March 1991

. Statutorv capital

Total Foreign
(mn CSK) (mn CSK) (mn USD) Number
1983 65.0 32.5 5.2 1
1984 0.0 0.0 0.0 0
1485 112.0 56 .0 8.2 1
1986 0.0 0.0 0.0 0
1987/ 264 .8 69 .4 12.7 2
1988 644 1 313.9 58.8 12
1989 614.8 279.1 18.5 27
1990 1.068 .6 511.7 27.4 135
1991 (1)) 2.7 19.4 u.7 50
Total 2,794.9 1,282.0 131.4 228

Note: On /25 March 1991, Figures may not add to totals because of
rounding .

Source: ECE database on joint ventures.
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Annex Table 2. Operational foreign investment projects in the CSFR,
by origin of foreign partner

Statutory capital

Total Foreign

Countrv/Region (mn HUF) (mn HUF) (mnx USD) Numbe v
Western Europe 1,611.3 117.7 n.s 195
EEC 1,217.4 945.5 53.2 90
Belgium 4.1 2.1 u.1 2
Denmark 135.3 663 12.3 !
France 186.5 88.8 13.0 7
Germany 436.8 227.4 12.7 26
[talv 9.9 3.4 0.3 9
Netherlands 321.5 52.9 3.3 7
Spain 0.1 0.1 0.0 1
United Kingdom 123.1 102.6 6.6 /

EFTA 391.9 231.1 18.6 102
Austria 2321 115.9 11.9 30
Finland 1.2 0.7 0.0 2
Sweden 10.6 5.3 0.3 4
Switzerland 148.1 109.3 6.3 16
Other Europe 2.0 1.1 0.0 3
Yugoslavia 2.0 1.1 0.0 3
United States 1.5 0.8 0.0 4
Japan 0.0 0.0 0.0 0
Developing countries 5.1 3.1 0.2 2
Brazil 5.0 3.0 0.2 1
Syrian Arab Republic 0.1 0.1 0.0 1
Economies in Transition 252.5 125.9 17.0 12
Bulgaria 10.0 5.0 0.3 1
Hungarv 68.2 36.0 5.3 3
Poland 0.1 0.1 0.0 I
USSR 174.2 86.9 I1.3 7
Non-European Planned Economies 54.8 27.4 5.0 1
China 54.8 21.4 5.0 1
Multi-Party 868.8 346.0 37.4 13
Unknown 1.0 1.0 0.0 ]
TOTAL 2,794.9 1,282.0 131.4 228

a/ Foreign investment projects with foreign partners from two or more countries.
Note: On 25 March 1991. Figures may not add to totals because of rounding.

Source: ECE database on joint ventures.
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Annex Table 3. Manutacturing foreign investment projects in the CSFR, by branch

Statnutorvy capital

ISIC Total Foreign
rev.}

. Code INDUSTRY {mn CSK) (mn CSK) (mn USD) Number
1> Foed 112.8 43,9 3.7 6
- 17 Textiles 9.1 4.3 0.3 2
20 Wood and wood products J6.> 141 I.9 b}
21 Paper and paper products 0.0 0.0 0.0 0
22 Publishing and printing 7.1 1.6 .2 p)
26 Chemicals Jul. 134.5 6.4 2
’3 Rubber and plastics 1401 687 2.4 b
26 Non-metallic products 3.3 1.6 u.2 3
28 Metal products 26.5 3.4 v.3 J
249 Machinerv & equipment N.E_ (.. of which 513.8 23>.8 37.7 21
a9l cenerval purpose machinervy 32.4 16.1 1 6
REN Special purpose machinerv RAV I 105.4 1.8 13
Other? 278.8 134.3 3.6 )
30 Oftfice equipment and computers 234 .4 led.o a7 3
31 Electrical equipment I3.1 8.7 .4 p)
1) Cemmunication equipment 2138 44 .0 7.8 4
33 Precision instruments R 1.1 u.l 3

M Motor vehicles 4.2 23 0.1
35 Other transport equipment 0.0 0.0 0.0 0
36 Furniture and manufacturing N.E.C. 0.6 6.7 0.5 4
Othert 5.6 > 7 0.2 p
Total 1,750.6 832.6 84.8 13

a/ Including activities not classitied in specific manufacturing ISIC group.
b/ Including activities not classitied among manufacruring.

Note: oOn 2y March 1991, Figures mav not add to totals because of rounding.

Source: ECE database on joint ventures.
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Annex Table 4 OQperational foreign investment projects in Hungary,
19/4-January 1991

Statutoryv capital

Total Foreign

(mn HUF) (mn HUF) (mn USD) Number
1974 or earlier 992.3 407.9 36.6 6
1975 26 .0 12.7 .o 1
1976 0.0 0.0 0.0 0
19717 0.0 0.0 0.9 0
1978 0.0 0.0 0.0 U
1979 1.067.3 1044 19.8 1
1980 2.857.4 636.2 201 2
1981 3283 230.5 6.7 2
1482 701.4 4069 11.1 6
1983 635.7 269/ 6.3 8
1984 3,332.4 1.605.1 33.4 6
1985 2.504.2 1.292.5 5.8 19
1986 1.598.3 1.110.6 242 14
1987 5.809.6 2.760.5 >8.38 42
1988 15.965.7 8.338.6 165.4 103
1989 36,286.6 17.056.8 288.8 452
1990 18.962.6 9.420.1 1491 340
1991 (January) 29.6 L4.5 0.2 4
Total 91,097.4 44,284 .9 847.8 1,006

Note: January 199]. Figures may not add to totals because of

rounding.

Source: ECE database on joint ventures.




3/

Annex Table >, Uperational foreign investment projects in Hungary, by origin of
toreign partner

Statutory capital

Total Foreign
Countrv. Reglon (mn HUF) (mn HUF) {(mn USD) Number
* Western Europe 58,084 .9 28,398 2 530.9 1917
EEC 26,658.0 12,918.2 257.1 412
Belgium 84,9 34.Q 1.2 7
° Denmark 335.6 2941 6.2 8
Greece 245 .6 31.6 1.9 3
Frauce §71.0 327.4 8.8 9
Cermanv 9.28>.2 3.848.7 78.6 232
Ireland 1.0 0.5 0.0 1
[celand 1.6 0.6 0.0 1
Italv 5.646 .6 20377 42 .9 46
Luxembourg, 3.435.3 273601 54.5 5
Netherlands 1.614.0 880.7 17.2 24
Portugal 1364 41.0 0.8 1
Spain 2200 41.6 0.7 7
United Kingdom 4.8/5.9 2.334.2 445 48
EFTA 30,829 .5 15,292.2 269.8 374
Austria 22.62) 11,7347 200.9 2357
Finland 1.223.6 4653 9.5 9
LLiechtenstein 2,212.6 783.9 4.7 21
Norwav 26.0 12.4 0.2 2
Sweden 1.490.1 7663 14.3 20
Switrmerland 3.251.5 1.59.6 30.2 61
Other Europe 597.4 187.8 3.7 11
Cvprus 5900 184.3 3.6 6
Turkev }.4 1.5 0.0 2
Yugoslavia 4.0 2.0 0.0 3
United States 10,255.8 5,127.2 91.6 65
Canada 186.8 85.3 1.5 17
Japan 190.4 52.9 1.0 2
Developing countries 6,861.4 3,405.0 58.0 15
Korea, Republic of 6.517.0 3,.258.5 35.2 2
Economies in Transition 1,086.3 541.3 11.1 16
Bulgaria o0 14.7 0.2 1
Poland 12.0 6.0 0.1 !
USSR 1.040 .3 220.6 1o, 7 14
Other 68.3 35.4 0.6 4
Australia 16,0 8.0 0.1 1
Israel 14.8 4.7 0.1 ]
- New Zealand 3.0 22.7 0.4 ?
Multi-Party ¢ 14,307.17 6,611.0 153.0 14
Unknown 3.9 8.6 0.5 16
TOTAL 91,09/.4 44,284.9 847.8 1,006

a/ Foreign investment projects with foreign partners from two or more countries.
Note:  January 1991, Figures mav not add to totals because of rounding.

Source: ECE database on joint ventures,
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Annex Table 6. Operational foreign investment projects in Hungaryv, by industry

Statutory capi.al

ISIC Total Foreign
rev.3
Code INDUSTRY (mn HUF) (mn HUF) (mn USD) Number
A Agricnulture, hunting and forestry 187.90 86.4 1.6 /
B Fishing 52.2 20.2 0.3 2
D Manufacturing 55,195.6  26.,350.5 498.0 399
41 Purification of water 1.0 0.7 0.0 1
F Construction 4.084.2 2.332.6 40.0 61
G Wholesale and retail trade 5.816.5 2.742.5 59.7 226
H Hotels and restaurants 1,137.5 755.2 14 .4 10
I Transport, storage & communication 1.864.3 580.2 11.0 55
J Financial intermediation 15.717.7 8,056.8 156.3 13
70 Real estate 293.5 146.9 2.5 14
71 Renting of machinery & equipment 52.3 22.8 0.4 7
72 Computer and related activities 400.9 179.6 3.2 32
73 Research and development 114.3 53.3 0.9 6
74 Other business activities 4,472 .4 2,302.3 46.0 138
M Education 144.5 7.7 0.1 6
N Health and social work 1,046.2 405.0 8.0 4
90 Sewage and refuse disposal 56.0 37.4 0.6 2
92 Cultural and sporting activities 447 ] 198.4 4.6 19
93 Other services 1.0 0.5 0.0 1
Other® 12.6 5.8 0.1
Total 91,097.4 44,284.9 847.8 1,006

a/ Including activities not classified among industries.
Note: January 1991. Figures may not add to totals because of rounding.

Source: ECE database on joint ventures.




Amnex Table 7. Manufacturing toreign investment projects in Hungary, by branch

Statutorv capital

ISIC Total Foreign
rev.3

Code INDUSTRY (mn HUF) (mn HUF) (mn USD) Number
15 Food 2.710.8 1,181.3 43.2 29
16 Tobacco 4,.713.7 2,1:9.0 37.3 18
17 Textiles 1.263.7 534.3 10.2 23
19 Leather 110.3 47.3 0.8 5
20 Wood ind wood products 845.7 531.5 11.0 16
21 Paper and paper products 5.339.7 2.171.0 34.8 7
22 Publishing and printing 973.3 377.4 6.5 33
24 Chemicals, of which: 4.417.0 2,063.9 37.6 37
24} Basic chemicals 2.956.4 1.434.9 25.6 7
242 Other chemicals, of which: 1.412.5 600.9 11.6 27
2423 Pharmaceuticals 239.2 106.1 2.3 10
2424 Cosmetics 411.3 206.2 3.8 6
Other? 481 28.0 0.5 3
25 Rubber and plastics 967.7 454 .9 7.7 15
26 Non-metallic products 10,488.5 6.120.5 113.5 16
27 Basic metals 546 .8 169.8 2.9 7
28 Metal products 878.4 401.5 7.3 28
26 Machinerv & equipment N.E.C., of which 2.675.9 1,353.8 25.0 56
291 General purpose machinery 1.029.5 539.7 8.9 17
292 Special purpose machinerv. of which: 1.355.7 598.7 10.9 27
2921 Agriculture & forestrv machinery 116.5 68.0 1.2 3
2922 Machine tools 816.0 343 .0 6.0 /
2925 Food processing machines 74.0 6.9 0.5 5
Other™ 290.8 215.4 5.2 12
30 Office equipment and computers 1.604.7 509.4 10.0 6
31 tlectrical equipment 7.705.4 4,0%9.1 68.5 20
32 Communication equipment, of which: 2.471.7 935.0 18.1 17
321 Electronic components 981.5 402.8 1.7 4
322 TV, radio transmitters 4.7 33.1 0.5 6
323 TV, radio receivers 1.322.5 466 .1 9.2 3
Other? 93 .0 33.1 0.6 h
33 Precision instruments 7164 .5 369.1 7.3 19
34 Motor vehicles 2,987.5 1.,561.8 1.7 12
35 Other transport equipment 86).4 #39.8 7.7 ?
36 Furniture and manufacturing N.E.C. 991 .1 531.7 9.6 17
37 Recvcling 381.6 177.1 3.4 5
Other? 1.493.4 230.5 3.9 11
Total 59,195.6 26,350.5 498.0 399

a/ Including activities not classified in specific manutacturing ISIC group.
b/ Including activities not classified among manufacturing.

Note: January 1991, Figures may not add to totals because of rounding.

Source: ECE database on joint ventures.
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Annex Table 8. Foareign investment projects in Poland, by origin of foreign partner

Statutorv capital

Total Foreign

Countrv/Region (mn PLZ) (mn PLZ) (mn USD) Number
Western Europe 4,235,898.3 2,859,519.0 iol1.0 2,296
EEC 2,793,552.3 1,914,501.8 201.5 1,661
Belgium 107.394 .6 75.819.5 8.0 60
Denmark 101.228.3 77.741 .4 8.2 74
Greece 8.870.1 6,608 .2 0.7 11
France 222.442 .6 135.970.7 14.3 130
Germany 1.559.715.0 1,036,440 .2 1o9.1 981
Italyv ‘0.818.8 184,116.7 19.4 131
Luxembourg 3.499.0 2.785.4 0.3 5
Netherlands 316.365.5 253.044.9 26.6 108
Portugal 1.100.0 350.0 0.1 ?
Spain 12,550.2 9.374.6 1.0 14
United Kingdom 199,568 .4 131,650.1 13.9 145
EFTA 1,406,789.4 918,288.1 96 .17 613
Austria 320.467.1 208.555.4 22.0 200
Finland 17,119.9 13.788.3 1.5 20
Iceland 475.0 475.0 0.1 ]
Liechtenstein 167.489.0 62.955.6 6.6 24
Norway 218.,059.1 187,730.5 19.8 22
Sweden 386,291.8 307.785.8 32.4 256
Switzerland 296.887.6 137,397.6 14.5 9()
Other Europe 35,556.7 26,729.2 2.8 22
Cyprus 1,904.3 975.7 0.1 2
Gibraltar 15,932.1 10.549.8 1.1 7
Monoco 1.474.6 1.014.6 0.1 2
Turkey 10,188.6 9,444 .9 1.0 11
Yugoslavia 6.057.2 4,744 .3 0.5 5
United States 381,748.5 279,206.0 29.4 214
Canada 48,824 .2 36,743.2 3.9 48
Japan 10,529.7 9,672.0 1.0 b]
Developing countries 79,733.6 52,794 .4 5.6 47
Lebanon 8.973.7 8,971.8 (.9 5
Singapore 23,6948 8§.532.9 0.9 )
Syrian Arab Republic 16.601.5 15,295.0 1.6 3
Economies in Transition 56,773.1 35,938.5 3.8 54
Bulgaria 1.924.7 1.098.2 0.1 ?
CSFR 593.8 475.0 0.1 1
Hungary 1,952.0 1.6436.4 0.7 3
USSR 52.307.6 32.928.9 3.5 "8
Other 90,095.6 83,4452 8.8 39
Australia 19,9932 16,879.6 1.8 19
Israel 70,102 .4 66.565.6 /.0 20
Multi-Party % 265,351.9 193,361.0 20.4 101
TOTAL 5,168,954.6  3,550,929.0 3/3.8 2,799

a/ Joint-ventures with foreign partners {from two or more countries.
Note: On 1 January 1991. Figures may not add to totals because of rounding.

Source: ECE database on joint ventures,
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Annex Table Y. Foreign investment projects in the USSR, by month of registration

Statutorv capital

Total Foreign

Month (mn SUR) (mn SUR) (nn USD) Jumber
May-87 0.8 0.4 0.6 1
. Jun-87 5.4 2.9 3.9 4
Jul -87 57.1 19.5 30.5 2
Aug-87 0.0 0.0 0.0 0
- Sep-87 2.0 0.3 1.3 1
Oct-87 37.3 il1.6 18.4 3
Nov-87 11.4 5.6 9.2 3
Dec-87 45 .4 15.1 25.5 9
Total 1987 159.3 56.5 89.3 23
Jan-88 40.0 14.9 25.1 6
Feb-88 0.0 0.0 0.0 0
Mar-88 28.0 10.4 17.5 7
Apr-88 13.2 6.2 1.4 5
May-88 58.0 23.0 38.7 10
Jun-88 54 .1 18.3 30.4 12
Jul -88 741 30.9 49 .8 9
Aug-88 33.2 14.3 22.8 16
Sep-88 hG .6 16.2 25.8 17
Oct-88 13.7 5.7 9.1 8
Nov-88 183.9 71.8 118.9 30
Dec-88 109.6 41.0 68.2 48
Total 1988 652.3 252.17 416.6 168
Jan-89 140 .2 55.7 90.7 41
Feb-89Y 99 .7 33.3 53.9 46
Mar-89 143 .7 69.0 111.2 87
Apr-89 125.3 57.7 92.1 53
May-89 260.8 120.1 188 .4 101
Jun-89 4297 202.8 311.7 160
Jul -89 113.9 31.0 48 .8 66
Aug -89 219.9 96 .4 151 .4 128
Sep-89 113.5 46 .8 72.4 63
Oct -89 232.9 114.8 182.4 107
Nosv -89 168.5 84.6 134.7 90
Dec -89 494 . ) 156.4 250 4 128
Total 1989 2.,542.2 1,068.8 1,692.2 1,070
Jan-90 136.9 54,3 89.6 41
Feb-90 11955,/ 42 .1 70.2 46
Mar-90 62.1 26.17 43.9 87
Apr-90 83.6 32.0 52.6 53
. Mayv-90 166, 63.1 105.2 101
Jun-90 141.0 .7 69 .4 160
Jul -90 h6 .6 20.9 315.5 66
. Aug,- 90 1/71.3 63.4 109.2 128
Sep-90 RS 135.9 72384 63
Oct -90 93 .0 39.9 1.4 10+/
Nov-90 215.0 103.9 62.9 9()
Dec-90 19.9 8.8 5.3 128
Total 1990 1,995.0 632./7 953.6 /89
TOTAL 4,908 .8 2,00na ) 315107 2,050

Note: On | Januwary 1991, Figures may not add to totals

because of rounding,.
source: ECE database on joint ventures,




Annex Table 10.Foreign investment projects in the USSR, by origin ot

6

torvign partner

Statutory capital

Total Foreign

Countryv/Region (mn SUR) (mn SUR) (mn USD) Lamber
Western Europe 3,037.0 1,168 .4 1,870.9 1,228
EEC 1,741.3 682.5 1,074 .4 700
Beigium 94 .6 37.2 421 22
Denmark 6.7 2.0 3.2 8
Greece 2781 113.4 181.2 70
France 564 .1 218.6 346 .1 281
Germany 8.8 4.3 6.9 10
Ireland 19.4 9.0 13.8 6
Italy 477.6 178.4 289.8 130
Luriembourg 2.3 0.9 1.4 7
Netherlands 57.0 21.9 34 4 24
Portugal 0.3 0.1 0.2 1
Spain 60.2 248 39.7 29
United Kingdom 172 .4 71.9 115.4 112

EFTA 1,063.0 418.0 685 .4 468
Austria 244 8 89.3 143.0 115
Finland 509 .3 214 .4 356.9 183
Norway 9.5 2.5 4.2 8
Sweden 184 .2 59 .4 95 .7 66
Switzerland 96 .8 43 .4 71.1 73
Liechtenstein 18.4 9.0 14.6 18
Other furope 232.6 67.9 111.1 60
Cyprus 21.0 7.2 11.6 21
Malta 2.0 0.9 1.4 2
Turkey 12.8 b2 7.1 5
Yugoslavia 196.8 55.7 91.0 32
Canada 125.6 53.3 86.7 53
Japan 69.5 28.7 46 .4 33
United States 526.8 251 .4 360.2 2417
Developing countries 235.9 104.0 148.9 130
Brazil 11.8 2.6 4.3 4
Hong Kong 39.4 26.6 21.1 12
India 37.3 4.3 23.1 30
Lebanon 4.8 2.1 2.9 6
Panama 5.3 2.1 o 8
Economies in Transition 431.3 173.8 2713.4 154
Bulgaria 203 .1 92.2 191.3 45
CSFR 16.5 /.9 /.8 /
Hungary 105.6 31.3 48.9 21
Poland 106.2 4?2 .4 65.73 75
Non-European Planned Economies 80.3 37.0 8.6 46
China 37.6 16.5 26 .4 25
Korea, Democratic P. Rep. of 39.4 17.4 2705 17
Viet Nam 7.2 3.1 5.1 9
Other countries 956.4 27.6 43.3 35
Australia h8."% 23.1 315.9 30)
Israe’ 6.6 3.9 6.9 3

New Zealand 1.5 0.6 0.9 y
Multi-Party " 385.2 165.1 262.9 121
Unknown 0.9 0.3 0.6 3
TOTAL 4,948.9 2,009 3,151.6 2,050

a/ Foreign investment projects with foreign partners from two or more countrics.

Note:
Source:

On | January 1991,

ECE database on joint

Figures may not add to totals becanse of rounding.
ventures.,
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Annex Table 11, Foreign investment projects in the USSR, by industry

Statutoryv capital

. Is1C Total Foreign
rev. 3
Code INDUSTRY (mn SUR) (mn SUR) (mn USD) Number
\ Agriculture. hunting dand torestry 543 246 41 .4 26
b Fishing 52.8 24 .4 39.6 10
¢ Mining and gquarrving 17.4 8.5 15.1 7
D Manufacturing 3.249.1 1.215.9 1.930.6 1.029
41 Puritication of water 7.6 3.8 6.0 3
3 Construction 166.0 80.0 110.2 94
¢ “holesale and vetail trade 202 .4 107.8 164 .4 68
H Hotels and restaurants 266.7 152.6 244 .8 138
I Transport. storage & communication 8>.8 39.2 4o0.9 o4
g Financial intermediation 129.7 74.6 117.7 5
70 Real estate 17.4 8.7 8.26 6
/1 Renting of machinerv & e¢quipment 19.7 9.5 15.1 25
/2 Computer and related activities 103.3 48.3 70.2 117
/3 Research and development 35.4 8.7 14.2 11
74 Other business activities 164.8 73.0 116.1 268
1 Education 12.0 5.4 8. 22
N Health and social work 116.1 491 719.4 46
90 Sewage and retuse disposal 13.5 7.7 12.4 11
42 Cultural and sporting activitics 88.7 40,7 64.4 85
973 Other services 2.2 1.0 1.7 5
Other™ 421 26.4 42 .6 10
Total 4,948 .9 2,009.7 3,151.6 2,050
a/ Including activities not classified among [ iustrics.
Note: On 1 Januarv 1921, Figures may not add to totals because of rounding.

Source : ECE database on joint ventures.
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Annex Table 12. Manufacturing foreign investment projects in the USSR, by braunch

Statutoryv capital

ISIC Total Foreign
rev.3

Code INDUSTRY (mn SUR) (mn SUR) (mu USD) Number
15 Food 255.5 78.5 123.6 78
16 Tobacco 0.0 0.0 0.0 0
17 Textiles 34.8 14.5 23.6 19
18 Wearing apparel 82.0 35.9 34.6 74
19 Leather 166.2 33.6 4.4 26
20 Wood and wood products 137.6 58.5 93.5 60
21 Paper and paper products 52.5 242 38.6 10
22 Publishing and printing 69.2 26.17 42.9 31
23 Coke, refined petroleum, nuclear fuel 76.17 30.2 33.5 4
24 Chemicals, of which: 3649 159.0 253.6 65
241 Basic chemicals 178.3 74 .2 i19.8 19
242 Other chemicals, of which: 176 .0 80.7 127.2 35
2423 Pharmaceuticals 30.0 15.0 23.7 9
2424 Cosmetics 106.6 48.2 76.3 12
Other?’ 10.6 3.9 6.7 I1
25 Rubber and plastics 149.0 64.7 104.0 29
26 Non-metallic products 149 .6 60.6 97.9 56
27 Basic metals 464 17.5 28.17 5
28 Metal products 167.3 41.3 66.1 23
29 Machinery & equipment N.E.C., of which 230.4 111.9 178 .4 111
291 General purpose machinery 101.2 27.6 45.8 26
292 Special purpose machinery, of which: 191.7 69.5 108.9 64
2921 Agriculture & forestry machinery 13.9 2.6 4.3 b
2922 Machine tools 87.0 341 55.1 21
2925 Food processing machines 19.2 7.1 11.4 5
2926 Textile machinery 241 6.5 0.7 4
Other®’ 37.5 14.7 23.6 21
30 Office equipment and computers 191.2 83.72 133.7 110
31 Electrical equipment 328.3 127.7 220.4 21
32 Communication equipment, of which: 155.6 63.7 90.7 51
3210 Electronic components 3.5 1.5 2.3 5
3220 TV, radio transmitters b2l 30,1 34,5 8
3230 TV, radio receivers 2.6 0.8 1.2 /
Other?’ 8/7.1 3.4 52.1 31
33 Precision instruments 140 .1 61.4 976 /1
34 Motnr vehicles Ny, 2 12,2 19.1 17
315 Other transport ecquipment 1.5 4.1 6.1 12
36 Furniture and manufacturing N.E.C. Vit 4 564 91.1 /2
37 Recycling 271 9.0 14,7 14
Other? 88.4 411 63.8 50
Total 3,249.1 1,215.9  1,930.6 1,029

a/ Including activities not classified in specific manufacturing ISIC group.
b/ Including activities not classified among manufacturing.

Note: On 1 January 1991, Figures may not add to totals becausc of rounding.

Source: KECE database on joint ventures.
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Annex Table 13. Foreign investment projects in the USSR, by location

Statutory capital

Total Foreign

Region (mn SUR) (mn SUR) (mn USD) Number
Armenia 63.0 21.1 34.3 14
Azerbauan 32.1 14.6 24.3 12
Byelaurus 96.3 36.2 57.2 43
Estonia 96.7 39.5 63.2 105
Georgia 132.4 51.1 81.7 61
Kazakhstan 19.6 7.1 11.5 14
Kyrghyzstan 0.6 0.3 0.5 1
Latvia 51.7 18.5 29.8 46
Lithuania 50.2 24.3 39.0 18
Moldova 65.2 21.7 35.3 21
Russian SFSR, of which: 3,826.0 1.588.9 2.,485.5 1,535

Moscow 1,926.0 891.1 1,410.1 982

Moscow region 125.6 57.9 72.3 48

St. Petersbourg 347 .4 136.1 199.0 178

St. Petersbourg region 31.2 12.4 19.6 16

Other Russian SFSR 1,395.8 491 .4 784 .6 311
Tajikistan 2.1 1.0 1.6 3
Turkmenistan 4.0 1.3 2.0 1
Ukraine 330.5 133.3 206.5 148
Uzbekistan 87.1 39.7 61.2 24
Unknown 21.2 11.2 18.1 4

Total 4,948.9 2,009.7 3,151.6 2,050

Note: On | January 1991. Figures may not add to totals because of rounding.

Source: ECE database on joint ventures.
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