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One purpose was to create a model of country adgaestfor
automotive supplier companies when relocating #iurth
production to CEE in order to obtain cost efficignd his
dissertation was written in cooperation with theellaborg
Group. Furthermore, the second purpose was to mrake
most favourable country for future relocation obguction by
means of the created model.

The factors in the analytical model were selectadugh the
use of theory. After interviews with the Swedislade Council
and Fordonskomponentgruppen, the modified analytrezdel
was created which included the most important factm
consider when relocating further production to AQkBrder to
obtain cost efficiency. Collected primary and setaoy data
were put in the modified analytical model which wsed when
analysing the country advantages of each countrg.analysed
countries might not be the most attractive onesayptut since
this dissertation is focusing in a future perspegtifuture
developments of the factors had to be considere@&nwh
analysing.

The Theoretical Framework gives a brief presentatif
globalisation and FDI and continues with a more pdee
explanation of John H. Dunning’s OLI advantages Boder’s
competitive advantages.

Interviews were conducted with Swedish automotiuppéier
companies, Fordonskomponentgruppen and the Swédate
Council in the selected countries, to answer theearch
guestions.
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Conclusions:

The conclusions of the dissertation were that lalmmst was
the most important factor to consider when relogati
production to CEE in order to obtain cost efficignc
Additionally, infrastructure and the extent of auttive cluster
in the country were important factors. Further,itpal and
macroeconomic factors affect these three factonstwim turn
affect the country advantages. Finally, the mostodaable
countries for further relocation of production @12 in order to
obtain cost efficiency were Romania, Slovakia ankéy.
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1 Introduction

The first chapter starts by presenting the backgband the problem discussion of the
dissertation. Further, purpose, research questicasgd definitions are defined. It ends by
presenting the outline of the dissertation.

1.1 Background

At the first meeting with the representatives dof ffrelleborg Group a number of potential
research topics were presented. We thought theecubf relocating production in Central
and Eastern Europe (CEE) was very interesting badkinds of questions that arose when
discussing the subject were: What will the futwekl like? Which country will be the most
favourable for relocation of production in to ordeduce costs in the future? Will the most
favourable countries for relocation of producticyday be able to keep their power of

attraction in the future?

Due to the globalisation and the European Union)(Edreign Direct Investment (FDI) has
become much more frequent in the world. Earlier fgauies have been eliminated and
companies meet more challenges (Landmann, WolBss)hart & Karsten, 2001). At the
first meeting with the Trelleborg Group the facatttmany Swedish companies are moving
their production to low-cost countries or emergimgrkets to gain cost advantages was
discussed; the cost advantage is primary due ttotihdéabour and material costs, but it may
also be a way to move closer to the customers apglisrs. However, many countries are
developing in a rapid pace, like Poland and thec@ZRepublic, and maybe soon they will
reach the same level of production costs as théeweEuropean countries. Perhaps countries
like Romania, Bulgaria and Turkey, that are notrpembers of the European Union, will be
the most favourable markets in a few years; or t@swhich are not even on the list of

becoming members.

The automotive industry is a global industry witgthcompetition. The past years have been
characterised by many changes. The trend has la@ga humbers of acquisitions and a
decreasing number of suppliers. Customer behavitaohnology and especially price

pressure play a crucial role in shaping the autormosupplier industry. By shifting

Hanna Bornmark & Asa Géransson, Lund University 7
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production to low-cost countries, considerable sgsimay be achieved. Another aspect is the
high growth rate in Eastern Europe; while Westetroge is characterised by increased
competition, high local costs and market saturati&astern Europe promise high future

growth potential for the automotive industry. Feample, Europe achieved an annual growth
rate of less than one percent between 1998 and, 2003in Eastern Europe it is expected to
grow at 7.9 percent the coming years (Landmetrad., 2001).

1.2 Problem Discussion

International business has today become a regalaiopthe economic landscape in the CEE
region. This has happened in a rapid pace since sditihhe countries did not have any FDI at
the turn of the century. The problem now, for comgsa which have relocated production, is
that some countries such as Poland, Hungary ancCteeh Republic are developing in a
rapid pace and may soon reach the level of theene&uropean production costs (Landmann
et al, 2001). Many sources, for example Eckert and Resss| (2005), are arguing that there
will be an economic equalisation on the Europeamketa What concerns companies that
have relocated production to CEE are for how ldmg tost advantage will continue and
which countries that will be most attractive foto@tion of production in the future in order
to achieve cost advantages. Moreover, one prolle@twe have seen by reading literature in
the subject is that there are few theories illdstgathe Multi National Company (MNC)
perspective in relocation of business in regard$atdors that create country advantages.
Many of the theories describe the advantages mwisfior industries in a country and how they
could help the country to be competitive in itsustty compared to other countries. Further,
theories are also describing the MNC perspectiva wider viewpoint in that way that they
also take the companies’ competitive advantageomsideration and where it may be best
internalised. Most of the companies that have egkxt production and intend to relocate even
more, already know that they may benefit from ratog production. Therefore, the focus in
this dissertation is only on country advantages;other words only on country level.
Furthermore, no theories have been found descriituge country advantages to companies
relocating production out of cost efficiency (eifiocy market seeking) as the main reason as

is done in this dissertation.
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1.3 Purpose

The purpose was to create and evaluate a modelunitry advantages; considering Swedish
automotive suppliers relocating further productioom Sweden to CEE in order to obtain
cost efficiency. Further, the intention was to préasthe country with the most favourable
location in regards to further relocation of protie in the future by means of the created

model.

1.4 Research Questions

» Swedish automotive supplier companies want to &urtblocate production to CEE in
order to obtain cost efficiency. What are the fextthat create an advantage for
countries to consider?

* Which factors are the most important?

* Which country will have the most favourable locatio regards to further relocation

of production for Swedish automotive supplier compain 2011?

1.5 Definitions

Central and Eastern Europe (CEHEstonia, Latvia, Lithuania, Russia, Belarus, Moidav
Ukraine, Poland, Czech Republic, Slovakia, Hung&gmania, Slovenia, Croatia, Bosnia
and Herzegovina, Serbia and Montenegro, Former 3lagdrepublic of Macedonia, Albania,

Bulgaria, Turkey.

Cluster: When related and supporting industries and comggarsuch as suppliers and

customers, are gathered in the same region.

Hanna Bornmark & Asa Géransson, Lund University 9
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1.6 Outline

Chapter 2: Data Collection, Selection of Theory, Creating the Analytical

Model, Reliability and Validity

Chapter 3: Theories are presented: Globalisation in the automotive industry,
FDI, theories by John H. Dunning and Michael Porter

Chapter 4: Analytical Model

Chapter 5: The studied countries (Hungary,
Poland, Romania, Slovakia, The Czech
Republic, Turkey and Ukraine) and the
answers from the interviews with the
Swedish Trade Councils in these countries
are presented l

Chapter 6: The studied companies
(Autoliv, Haldex, Nolato, SSAB
Tunnplat and The Trelleborg Group)
and the answers from the interviews
with the companies are presented

}

Chapter 7: Modified Analytical
Model and Analysis of the Countries

Chapter 8: Answering the Research Questions, Criticism to
the Research, Research Contribution and Further Research

Figure 1.1 Outline of the Dissertation

Hanna Bornmark & Asa Géransson, Lund University
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2 Method

This chapter describes the research approach. tiusles data collection, selection of
interviewees as well as selection of the investidatountries and theory. Moreover, the
creation of the research model is evaluated. Finakliability and validity are discussed.

2.1 Research Approach

As mentioned above, at the first meeting with tyeresentatives of the Trelleborg Group, the
research topic was decided. After the meeting \aetext reading theories to increase our
knowledge of the subject. In discussion with Stéghde Tavernier, Business Development,
the present purpose was decided; to present thé fansurable country in the future in

regards to further relocation of production in arte achieve cost advantages. To make the
study more academic and to be able to generalse dther automotive supplier companies
the purpose of developing a model of country achged was added. The model of country
advantages was aimed to Swedish automotive suppietocating further production from

Sweden to CEE in order to obtain cost efficiency.

After reading theories the first analytical modedsadesigned. It was based on theory and
influenced by the opinions of the representativiadb® Trelleborg Group. To evaluate and test
the analytical model as well as answer the resegueltions a decision to conduct interviews
with other automotive supplier companies as welwdth Fordonskomponentgruppen (an
industry organisation for suppliers in the autometindustry in Sweden) and the Swedish
Trade Council was made. This would make the artalytnodel more reliable since we got
the opinions from experts in the area, companiethis specific situation as well as from

theory.

At the second meeting with the representativesi®fTrelleborg Group we had the possibility
of asking the representatives the questions wevadstded to ask the other companies in the
research. In that way it could be concluded if qnestions were relevant to the purpose and
understandable to the counterpart; and by thisvitieity was increased. When being sure
that the questions were suitable, date and timénterviews with the representatives of the

other companies were scheduled. The companies avéirst contacted by telephone to find

Hanna Bornmark & Asa Géransson, Lund University 11
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the most suitable persons for the interviews. Imynzases, we talked to three or four persons
before finding anyone adequate. When the rightqmersvere found, e-mails were sent which
included an introduction letter trying to createiaterest in participating and explaining the
purpose of the research. The e-mails also incluithed interview questions so that the

respondents could be prepared and give well theoghanswers when interviewing them.

The interview questions were based on the reseaqoestions. The questions were also
matched to the factors in the analytical model #red respondents were free to add other
important factors that they thought were importantuntry advantages when relocating
production in order to receive cost efficiency.dddition, the respondents were free to add
other countries in CEE that they thought wouldrderesting to study; therefore the questions

were open.

Interviews were conducted since the response matéigh, compared to for example
guestionnaires, and managers are rather interviévagdanswering questionnaires. Preferable
would have been to conduct personal interviewsesindhat way it is easier to create a good
relation and establish trust with the interviewieigewise, the interviewee is more willing to
engage when meeting him or her in person (Saunteveis & Thornhill, 2003). However,
since all of the respondents were located in naontlssveden and some of them even abroad,
it would have been very costly and time-consumagarry out personal interviews; therefore

telephone interview was the most convenient method.

The interviews were semi-structured interviews sime wanted to be able ask follow up
guestions when we thought it was needed. The quesstould also be asked in a varied
sequence depending on the respondent; this chasastsemi-structured interviews (Bryman
& Bell, 2003). The reason for not conducting staddad interviews was that we wanted to
be able to ask the respondents to further expouteteisting viewpoints; ask follow up
guestions like “what?”, “why?” and “how?”, to getlaeper understanding of the answers and
thereby increase the reliability (Saundetsal, 2003). The follow up questions also prevent
misunderstandings since the respondent gets aeharxplain his or her answers. To easier
interpret and analyse the answers a speakerphaneased; in that way, both of us could hear
the respondent and make notes. However, only ons asked the questions so it would not

be confusing to the interviewee. After the intewsethe answers were summarised at once so
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nothing should be forgotten. The process of sendirgthe interview questions in advance,
performing the interviews and then summarisingahswers, is encouraged by Bryman and
Bell (2003) since it reduces the specific issuesaafess and time limit when interviewing

managers and other senior persons.

Further, after conducting the interviews, primaatadwas compared to secondary data and
theory. At this stage we decided to modify thetfiamalytical model since it had been

discovered that three factors were more promirfeant the others.

When the modified analytical model was createdfitiseé and second research questions were
answered. Further, to also answer the third rebeguestion we applied the analytical model
of country advantages to the countries. To apptyrtiodel on the countries and answer the
guestion of the future, we analysed previous rebeas well as data from our interviews.
When applying the model on the countries, threentes were selected. These three
countries were further analysed and compared. &bearch strategy of this dissertation was
gualitative although some elements of quantitatileea were included. Accordingly we
emphasised words rather than quantification inctiieection and analysis of data and theory
(Bryman & Bell, 2003).

The research strategy in this dissertation mayatlecca minor survey or an interview study.
Sometimes it may be hard to discern what is a sagly/ and not. However, it cannot be said
that this research strategy is a multiple caseyssutte a case study should be more specific
investigated and many sources from the same comgloyld be considered (Bryman &
Bell, 2003). We have only conducted interviews vatle representative from each company.
On the other hand, we do not think that this rede# in need of a deeper study of each
company since the purpose was to find country adgas and finding the most favourable
country regarding relocation of production in aufat perspective, as well as trying to
generalise it to all automotive supplier comparnieS$weden which want to relocate further
production in order to obtain cost efficiency. Alteenative would have been to carry out a
survey of many automotive suppliers in Sweden Ings®y them standardised questionnaires
to estimate their visions concerning the future tmaisractive country for relocation of
production; this means excluding the interviewshwiiie experts. However, the purpose was

to create a model of country advantages and ahslinfy the most attractive country in five
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years. In doing that we thought it was relevanalsm consider the opinions of the experts of
the different countries. Furthermore, in sending @uestionnaires the response rate would
have been much lower (Bryman & Bell, 2003). Likesyig is also probable that the kind of

guestions we wanted to ask in the questionnairédcbe considered as sensitive; many

companies would probably not reveal their investinpdems.

2.1.1 Data Collection

Qualitative data is primary used in the dissertatand it was found in published and
electronic sources as well as through the conductedviews. This has helped us to learn
about the automotive industry and the CEE counsi@sve have been able to answer the
research questions. Quantitative data is not nfajothis study, but some important figures

are presented in the table of land indicators peapix 2.

Secondary data has been collected through previougstigations made by the Swedish
Trade Council, United Nations Conference on Traawl ®evelopment (UNCTAD),
Skandinaviska Enskilda Banken (SEB), The World Bathle Federation of International
Trade Association, (FITA) etc. Primary data hasnbealected through the interviews and e-
mails from the representatives of the companiestlam@xperts.

2.1.2 Selection of Theory

A selection of the most suitable theories for theppse of the research was made. The main
selected theories were Michael Porter’'s diamondJaeh H. Dunning’s eclectic theory. Parts
of these two models form the base of the analytiwadlel where the purpose was to define
factors creating country advantages and by thatufuee power of attraction in the countries
on the CEE market. For further discussion concegrréhoice of theory included in the

analytical model, see chapter 3 and 4.

2.1.3 Selection of Interviewees and Countries

Except for the Trelleborg Group, a selection of &t Haldex, SKF and SSAB was made;
this because these companies are Sweden'’s largestative suppliers (Fordons Komponent
Gruppen, 14-04-06). Unfortunately SKF did not wamttake part since they thought that
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participation meant revealing their secret stratdtherefore, we replaced SKF with Nolato.
Nolato was chosen since it has relocated produtd&@EE and we found a suitable person, at
Nolato Industrial Central Europe, who was willing &answer the questions. Further, we
wanted to have a wider investigation to increase ghneralisability and not only finding
country advantages for companies in one specifgmeat, for example polymer-based
components. That is why a selection of companias dieliver different components to the

automotive industry was made.

Interviews were also conducted with Fordonskomptgreppen and the Swedish Trade
Council. At first, the intention was to only intéew a representative of the Swedish Trade
Council in Poland since they are able to answestiugs about the other CEE markets as
well (The Swedish Trade Council, 29-04-06). Howewee wanted more neutral opinions
about the advantages and disadvantages of theetiffeountries and not only from the
perspective of the Swedish Trade Council in Polafiderefore, we also e-mailed the
interview questions to the Swedish Trade Coundice$ in the other countries that were
included in the study (Hungary, Romania, Slovakise Czech Republic, Turkey and
Ukraine). The questions were easy formulated sedasgondents would find it uncomplicated
and not time-consuming to finish the survey. Aftenducting the interviews and evaluating
the answers of the questions sent by e-mail, wéseehthat we needed more specific
information about the different countries. Therefoa decision to also conduct interviews
with one representative from the Swedish Trade Cibun each country was made. The
interviews were semi-structured telephone intergieamd complementing questions were

asked.

The focus of the research was the countries, in,Q#lere Trelleborg Automotive is active;
Poland, the Czech Republic, Slovakia, Turkey anth&woa. Hungary and Ukraine were also
included in the research because the represerdaifibe Trelleborg Group considered them
as interesting; Ukraine since it has very low laboost and Hungary because it has a well
developed automotive industry. However, duringrisearch interviews with the companies
we were open for suggestions of other interestiogntries; but no further countries in

regards to future attraction when relocating proidncwere pointed out by the respondents.
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2.1.4 Creating the Analytical Model

The decision to create an analytical model was nradeder to simplify the problem. Models

may be seen as instruments to handle problems. d8ygla model, the factors creating
advantages to countries could more easily be disdenn addition, the model could be used
to facilitate when analysing the different courdrighe intention of the analytical model was
to predict the future country advantages of thecet countries regarding relocation of
production in order to obtain cost efficiency adlvas explain which factors that are creating

country advantages (Hagg & Wiedersheim-Paul, 1994).

There are no special rules for creating a modethmre are different kinds of mode&ymbol
modelsare most common in business literature and thextels are formulated by symbols.
The symbols could constitute of words, lettersgrhans, boxes, arrows, mathematical and
logical signs as well as numbers etc. Symbol modely be divided intoverbal models
schematic modeland mathematical modelsThe analytical model in this dissertation is a
schematic model. Schematic models symbolise stuldietdrs in form of different figures.
Arrows and lines between boxes and circles symboékations of different kind. Further, the
model is qualitative even if some factors in thedelomay be compared in a quantitative

manner (Hagg & Wiedersheim-Paul, 1994).

A starting point to building models is the framereference of the model creators. The model
is characterised by the frame of reference of tteators as well as of the ones using the
model. The frame of reference comprises concepeality, apprehension of science, values,
perspective within business and theories (Hagg &d&isheim-Paul, 1994). Since we are
business students at the end of our education we k@owledge in the field and we have
studied literature in the subject to intensify dumowledge. Moreover, we have conducted
interviews to further extend our knowledge. The mlathnnot be seen as static though we
believe that the selection of country when relowaproduction to a high extent depends on

the situation.

2.1.4.1The analytical model in relation to theory and empiicism

The analytical model was created through the ustheadry. Dunning’s location advantages

(country specific advantages) were used as a fdiomdaf the model. Further, factors from
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theories that create country advantages in thisiipsituation were added to the model. The
situation was: automotive supplier companies reinggroduction to CEE in order to obtain
cost efficiency (efficiency market seeking). To raagke model even more relevant for this
specific situation and thus facilitate the analysiee model was modified. The modified
analytical model only contained the most import@ators from theory that create country
advantages. The most important factors were detettteough the interviews with the

automotive supplier companies. In the analysis hedf different countries the modified

analytical model was used. Primary data from the edsh Trade Council,

Fordonskomponentgruppen and the companies as weke@ndary data from the different
reports were put in the model. To be able to aeallge future, the future conditions of each

factor in the model were considered.

2.2 Reliability and Validity

The difference between reliability and validitytieat reliability concerns the degree to which
different researchers in different occasions wdirld the same results while validity is the

degree to which the findings really are what thppear to be about. In other words, there
should be correspondence of what was aimed to tiga¢s and what actually was

investigated (Saundees al., 2003; Patel & Davidsson, 1994).

When conducting interviews one has to be awardaif there is a possibility of influencing
the answers of the interviewee and consequentlyedse the reliability (Christensen,
Andersson, Carlsson & Haglund, 2000) Especiallyhsigmi-structured interviews where the
guestions may be asked in different order and Vollgpp questions may be added. We have
tried not to influence the respondents but it ipassible to say that we have not. Since we did
not record the interviews, interpretation mistakes/ have been done. In order to prevent this
we used a speakerphone so that both of us cou&hlsnd make notes. In addition we
summarised the answers at once after the interwiéevalso made sure that we could return
to the respondents for further questions or expians to their answers to prevent

misinterpretations.

As mentioned above, by testing the interview qoestion the representatives of the

Trelleborg Group we could see if the questions warigable for the purpose and thereby
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increase the reliability and validity. To furthencrease the reliability concerning the
information of the countries we decided to intevwiene representative of the Swedish Trade

Council in each of the countries and not just fi@atand.

Another threat to both reliability and validity tise fact that the interviewed companies may
have withheld information. Some questions wereematensitive if the companies have a
secret investment strategy. For example, SKF didvamt to participate at all in the research

out of these reasons.

The analytical model may be used by automotive l&mppompanies that want to relocate
production to CEE in order to obtain cost efficign@he intention was to create a general
model and we think that we have succeeded in Tied. modified analytical model may not
be as general as the original model since we haleimvestigated the most important factors
of five automotive companies. However, we beliceg these companies may represent other
automotive supplier companies in Sweden and evaifestern Europe pretty well and thus

the generalisability of the model is rather high.
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3 Theoretical Framework

The theoretical framework is presented and the psepwas to investigate what other
researchers have written in the subject. Theoriesincluded in this dissertation are
globalisation in the automotive industry, foreigimedt investment, as well as theories by

John H. Dunning and Michael Porter.

To answer the research questions and thus findicifs that create country advantages, the
most relevant theories have been studied. The rnfeories are Porter's diamond and
Dunning’s eclectic model (OLI). The most importatdments in these theories, that match
the research purpose, have been selected andrfurtlestigated. Finally, a combination of
the two theories has been used as a foundatidredrtalytical model.

3.1 Previous Research

When studying previous research we have found slooa&tion theories. These are for
example the traditional location theory which iscdsed on supply oriented variables,
especially those related to comparative advantajeisnmobile assets of a country; for
example labour, land and infrastructure (Dunnir@)@®. Further, there are theories related to
special locations of transaction costs. For exangaett (1996) has written about this and
declares that given production and transportatmsts; location related transaction costs are
supposed to lead to a clustering of related am#iin order to reduce over all costs and
maximise benefits of interrelated innovation adt®d. Porter (1990) has also written about
supply related clusters and this will be presetfitether in this chapter. Loree and Guisinger
have written about location theories which disdirsesimpact of the government on location
advantage; for example tax advantages in one goontregion (Dunning, 2000). There are
also exchange rate theories which describe hovexbbange rates affect location advantage
(Rangan, 1998). Porter and Dunning have among otlgtten about knowledge enhancing
theories of location. This theory is directed aplaming location strategy in terms of
sustaining and promoting location specific advaesagn a world of uncertainty and
continuous innovation. The need to exploit knowkedenhancing advantage is especially

large in high-tech sectors (Dunning, 2000).
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3.2 Globalisation in the Automotive Industry

It is possible to identify an industry accordingth@ extent and mode of internationalisation.
Internationalisation arises through direct investtaeor international trade. Grant (2005)
groups industries in four partSheltered IndustriesTrading Industries Multi Domestic
Industriesand Global Industries In global industries both trade and direct inwestt are
important. Most large scale manufacture industaes global; in the automotive industry

trade and direct investments are high which mdaausittis a global industry.

E’ International Industries|| Global Industries
© = Agrospace = Automotive
= = Agriculture = Semiconductors
-
=
2
E
z Sheltered Industries Multidomestic Industries
= = Railroads =  Hotels
= Hairdressing = Consulting
=z
(=]
-
Low High

Foreign Direct Investiment

Figure 3.1 Patterns of Industry Internationalisation
Source: Grant, 2005, p.413

As a result of the globalisation, investments withhe automotive industry have lately
become very successful in the post-communistic wmsnin Europe. While Volkswagen is a
main exporter in the Czech Republic, Slovakia anthgéry, Fiat and Daewoo are more
concentrated in the Polish manufacturing industaykat. A result of these investments is that

companies can decrease their costs (The Econ&a).

3.3 Foreign Direct Investment

FDI is “equity funds invested in other natidfRugman & Hodgetts, 2000, p. 9). FDI usually
involves the ownership, whole or partial, of a camp in a foreign country. FDI may take
variety of forms, from the purchase of an estaklisfirm to setting up a new operation as a
joint venture or a totally owned company (RugmarH&dgetts, 2000). FDI grew, between

1985 and 1990, globally at an average rate of 30epé a year. This is three times the trade
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growth and four times the world output growth (®1p2001). In 2001 a downturn of the
world FDI began. However, in 2004 the trend chargedl the world FDI was growing again;
this, due to raising FDI flows to CEE and develgpoountries. Developing countries are
today accounted for an estimated 42 percent oivthvéd FDI inflows compared to 27 percent
in 2002-2003 (UNCTAD.ORG, 22-05-06).

3.3.1 Typology of FDI

Which country a MNC decides to invest in dependsvbich type of FDI they are aiming to
engage in. Dunning has divided FIM efficiency seeking FDI, resource seeking FDI,

strategic asset seeking FBhdmarket seeking FDJEckert & Rossmeissl, 2005).

Efficiency seeking FDInvolves the relocation of certain value chainiditeés to receive
lower input costs to be able to maintain or creat®mpetitive market position. This is often
done by MNCs moving their production of some ofiithheost price-sensitive products to low-
cost countries or regions. Most of the goods areiin exported back to the western market.
However, this efficiency seeking activity will onlgontinue as long as the inputs maintain
their cost competitiveness. An example is the duation of minimum salaries in Hungary
2002. Even though such event may increase the atitivof the workers it is also a threat to
the survival of foreign operations in form of effincy-enhancing local inputs. As a
consequence of the present European integrati@auption costs are expected to rise and
therefore efficiency seeking activities may be mgviurther east, also known as the “flying

geese effect” (Eckert & Rossmeissl, 2005).

Resource seekingDl is done in order to secure or improve the compaagtess to certain
resources acquired abroad. Moreover, it is doneetluce the uncertainty caused by the

geographical spread of the value chain (Eckert &Rmissl, 2005).

Another type of FDI isstrategic asset seeking FDIt is done to acquire strategic assets
abroad in order to protect, sustain or improvedhpetitive position (Eckert & Rossmeissl,
2005).
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Finally, market seeking FDIs done to achieve foreign market proximity. Inder to
understand how market proximity is affected by FDdlifference between FDI seeking to
attain physical market proximity and FDI seeking@duce psychic market distance may be
done. Due to the globalisation, EU preferences artlres in Europe have become more
homogenous. This may lead to a rapid increaseyohps market proximity. A consequence
of this development may be that FDI for physic neargroximity is no longer necessary.
Therefore, a decrease in market seeking FDI maywroac CEE where the culture

convergence is high (Eckert & Rossmeissl, 2005).

A review of recent research reveals that marketisgd=DI is the most common form of FDI

in the Central and Eastern European transformatimonomies. In a study conducted by
Manea and Pearce (2001) the highest motivatiorEdrin CEE in the motor vehicle industry
was market seeking FDI followed by efficiency seekiFDI (Eckert & Rossmeissl, 2005).
This may be because the companies in the investigatere not only European companies.
The focus of this research is efficiency seeking; ElDtomotive supplier companies that want
to further relocate production in order to achieest advantages and perhaps market seeking

FDI as a secondary reason.

3.4 OLI advantages

For more than two decades the eclectic paradig®@ldrparadigm has been the dominant
analytical framework for analysing the determisant FDI and the foreign activities of
MNCs (Dunning, 2000). Dunning’s eclectic theoryaisesult of the economic success from
the action of the MNCs and its nature; it preselny WINCs are emerging. He states that three
factors give the MNCs significant advantages owvanestic firms:Ownership, Locatiorand
Internalisation (OLI). These three factors are necessary to censichen realising FDI
(Gilpin, 2001).

The ownershigO) advantagesre also known as firm specific advantages angisbof the

competitive advantage of firms seeking to engagébh. The O advantages could be for
example a product or a production process thatr dilmes cannot compete with. They may
also be a brand or other goodwill that is assodiatéh quality etc. These resources are

mainly based on knowledge which may be found inetimployees’ competence, in patent or
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other technical knowledge within the firm. The Ovantages are presumed to be unique to
firms of a particular nationality of ownership (Dung, 1992; 2000). O advantages assert that
the greater competitive advantage the firm has,pewed to other firms (especially those
domiciled in the country they are intending to makesstments in) the more they are likely

to engage in or increase their foreign product@uanning, 2000).

The location(L) advantagesmay also be called country specific advantageadtantages
consist of the attraction of alternative countries undertaking the value adding FDI
(Dunning, 2000). According to Dunning (1993), Lvadtages contain intangible assets such
as technology, information, marketing, entreprei@uskills, management as well as
organisational systems in the country. They alstdain tangible assets like natural resources,
work power and capital. Eckert and Rossmeiss| (R@dte some examples of L advantages
such as lower transportation and production castse favourable governmental regulation
as well as better social and natural general cimmdit Location specific assets are specific to
a particular location in their origin and use theyt are available to all firms (Dunning, 1992).
L advantages declare that the more the immobilarstdges favour a presence in the foreign
country the more firms will choose to expand orleigheir O advantages by engaging in
FDI. The firms must use their O advantages in cowimn with the L advantages which may
be natural resources or recourses created in thgrgo(Dunning, 2000).

Internalisation (I) advantagesoffer a framework for alternative ways in whichngoanies
may use and create their competitive advantagesd{@ntages), given that they have found
an attractive country. | advantages may occur fppavious market failure and by exploiting
it in order to protect the firm and prevent futumarket failure (Dunning, 2000). Examples of
market failure include: high search and negotiatiosts, broken contracts, buyer uncertainty,
negative government intervention etc. (Dunning,3)99 advantages answer the question of
how to enter the foreign market; if the companyuti@ontinue to own its O advantages or if

indigenous companies will buy the advantage oritite to its use etc (Dunning, 2000).

When finding the right location of production, acfis in L advantages is primary. Because
this is where the company may ask “where be lo@4tecid through studying the factors,
characters of an attractive market will be distisgad. This is one reason why this research

is only focusing on L advantages.
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3.5 Competitive advantages

As mentioned above, experts have clamed that amattompetitive advantage is determined
by factors such as labour costs, interest rateshagge rates and economies of scale.
According to Porter, if one only thinks like thaheo fails to reveal the true sources of
international competitiveness of nations. The begay for a firm to create competitive
advantage is with continuous innovation. Therefor@rder for a country to be competitive it
must have firms that innovate (Rugman & Hodget@)®. According to Porter (1990), the
answer to why some firms can innovate consisteanty others cannot rests in four attributes.
Porter conducted a study of ten countries to shdzvatweads to competitive advantage. The
four attributes ardractor Conditions, Demand Conditions, Related and@rted Industries,
andFirm Strategy, Structure and Rivalryhis model describes the conditions in the cguntr
which make its firms competitive in the internatdrmarket but it may also be used to

describe a nation’s advantages for investments;twisithe purpose of this dissertation.

Finn Stratecy,
Str_L!lcture and Rivalry

Factor Conditions  pe— - o —l Demand Condtions

Human Resd N

Phiysical Resourd E -
- knowledge R i
- Ca?ria? I%;ﬂff;'-lsrce Felsted _and
- nfrastructure Supparting

Industries

- Cluster Phenamenai ...

Figure 3.2 Porter's Diamond
Source: Porter 1990, p. 127
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Factor conditions:These conditions are inputs used as factors afystomn such as labour,
land, natural resources, capital and infrastructureis may sound similar to basic
international trade theory but Porter states thatrhost important factor conditions are not
inherited but created within the country. He methi&d the specialisation of certain factors
and how efficiently and effectively they are usedams more than the amount of factors for
creating competitive advantage. Sometimes lack agtof conditions in a country may
actually enhance innovation in that country andat@ecompetitive advantage; sometimes
abundance generates waste and lack generatesamatine mindset. One example is Japan
which has a high price on land and therefore lichfeectory space. This has led to just-in-time

inventory techniques (Porter, 1990).

Porter groups the factors into four categories. fliisé one isHuman Resourceshich is the
guantity, skills and cost of workforce and managetmé&his also includes standard working
hours and work ethics. The second onBhgsical Resourceshich encompass the country’s
quality, accessibility and cost of land, water, enals, timber deposits etc. A country’s size,
geographical location or climate may also be reg@duaks physical resources. The third one is
the Knowledge Resourceshich is the country’s stock of scientific, tectai and market
knowledge of goods and servic€apital Resources the fourth category and consists of the
amount of cost of capital available to finance stdyi such as unsecured debt, secured debt,
bonds, equity and venture capital. However, thdaieation of capital markets and the large
capital flow between countries are making capitatkats more similar in the countries but
significant differences still remain. The last @iy is Infrastructure which includes the
type, quality and user cost of infrastructure. dsfructure includes transportation system,
communication systems, mail system and health et@relt also includes factors that affect
the quality of life which increases the attractiess of living and working in the country. The
mix of factors differs much between countries amdlustries. A country may have
competitive advantages because it possesses ldvorcasiquely high quality factors. Many
industrialised countries have comparable factorégenms of infrastructure and education.
Another note is that today factors are more mabiden before and can move among countries
(Porter, 1990).

Furthermore, Porter also establishes a hierarchgngnthe factors included in factor

conditions. The first is betweehasic and advancedfactors Basic factors are natural
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resources, climate, geographical location, unskilédour and debt capital. Advanced factors
are modern digital data communications infrastmgthighly educated people and university
research institutes. The other distinction betwé&tors is their specificityGeneralised
factors contain motorway systems, a supply of debt capitah pool of well educated and
motivated employees, whilespecialised factorscontain narrowly skilled employed,
infrastructure with specific properties, knowledggese in special fields. The most sustainable
competitive advantage for a country occurs whdra# both specialised and advanced factors
(Porter, 1990).

Demand conditionsPorter claims that a sophisticated domestic maikesan important
element to produce competitiveness. Firms that facophisticated domestic market are
likely to sell superior products because the marttemands high quality and a close
proximity to such consumers enables the firm téebeinderstand the needs and desires of the
customers (Porter, 1990). This factor is not casr&id in our research since it is from the
perspective of how firms in a specific country mlagy competitive in the world market
depending on their domestic market. This researes to find country advantages for MNCs

to invest in one country.

Related and supporting industrieBorter also argues that a set of supporting arateckl
industries is important to the competitiveness aoantry. TheCluster includes suppliers,
subcontractors and other related firms. The phenome@f competitors and complementary
firms locating in the same area is known as cluggerThis may have both positive and
negative impacts. Clustering is common in locahay@ne example is Silicon Valley in the
USA and the Italian shoe leather industry is anotihbkrough the presence of internationally
competitive supplier industries, advantages maycteated downstream in industries in
several ways; for example by effective and faseasdo the most cost effective inputs. The
linkage between the value chains of the firms &edsuppliers in the cluster is very important
and may be a great advantage. The most importargfibef a cluster is the process of
innovation and upgrading. Suppliers help firms wit#veloping new methods of technology
and ideas as well as innovations. Through thisgeet¢he phase of innovation increases and
this is very important for competitive advantagertér calls the cluster of suppliers “home

base”. The presence of international competitord @amplementing companies may also
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increase the information flow and technical intemofpe which creates advantages (Porter,
1990).

Firm strategy, structure and rivalryThese are the conditions in the nation concerhimg
companies are created, organised and managed. @msompetitive advantage if the goals
of the owners, managers and employees enhance tmmmiiand continuous investment.
The factor also covers the domestic competitiore [EBnger competition in the home country
the more successful the firms become internatigr(&orter, 1990). This factor is not useful
in the research of this dissertation since it comc¢he firms within a nation; how they may
be competitive compared to firms in other natioAs. mentioned, the viewpoint in this

dissertation is studying countries’ advantages faanMNC perspective.

Nations are more likely to succeed in industrieemhthe diamond is most favourable. The
determinants in the diamond are dependent of etiwr and give force to each other. They
may be seen as a dynamic evolving system. Theteffeone determinant also affects the
others. Advantages in one determinant may enhath@ntages in another one. An advantage
in every determinant is not a requirement for cotitige advantage but the relationship

between the determinants with high advantage @esmistainable competitive advantage

which is very hard for foreign competitors to ingPorter, 1990).

Two more variables are important to discuss in detiqg the diamond model. These are
Chance and Governmentand both of them influence the national systemarChk is
unpredictable changes in the environment such disalainventions, breakthroughs in basic
technologies, wars, external political developnaamd major shifts in foreign market demand.
These changes may affect the industry in a natwimaake the competitive advantage shift to
another nation. The government of a country mag Iigh extent both increase and decrease
the competitive advantage of a nation. For exanguiéitrust policy affects domestic rivalry
and if a country invests more in the educationeysfor the people it may affect factor
conditions. Further, the government purchases ntiayukate the related and supporting
industries. Porter also states that nations’ ecgnoomtains a clustesf industries which are
interrelated horizontally and vertically. A natidones not succeed in one isolated industry but

in the industry cluster.
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Criticism to Porter’'s model is that the model tetmlapply only to countries with a developed
economy. His study was conducted containing coemtsuch as United Kingdom, Sweden,
Germany and the USA. Further, the model does rkat the perspective of the MNCs and
does not say so much about that FDI in a country beafavourable for the country. It is
mostly concentrated on outward FDI and how to ntakefirms in the nation competitive in
the world market. However, in this study we may teediamond even though we apply it on
developing countries since we do not use the campi®del, only parts of it and we modify

it to match the purpose.

Grant (2005) has also written about how comparhesild decide where to locate production.
According to him, determinants of geographical taaof production areNational resource
availability, Firm-specific competitive advantagad Tradability. National resourcedicate
that companies should manufacture in countries &vhesource supplies are favourable. This
may include moving production in the automotive usly where labour costs are low.

Natural Resource availability may be likened withrter’s factor conditions.

Firm-specific competitive advantagexplains that the location should be where the
competitive advantage and capabilities (internabueces) of the firm best can be deployed.
This may be likened with Dunning’s O andTlradability is transportability of the product.

Production within the local market is favourableemnhransporting costs are high and many

barriers to trade exist (Grant, 2005).

3.6 Summary of Theory

An industry may be characterised by the extent DA nd international trade. The
automotive industry has a high level of FDI as wadl a high level of international trade;
consequently it is a global industry. Much FDI irfjormed by automotive companies and
which country a firm decides to invest in dependswinat kind of FDI the firm strivers to
engage in. Dunning has divided FDI in efficiencyeldag FDI, resource seeking FDI,
strategic asset seeking FDI and market seeking FDis research is mainly based on
efficiency seeking FDI but market seeking FDI mayabsecondary reason because it may be

wrong to say that FDI is realised out of just oneppse. Efficiency seeking FDI involves
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relocation of certain value chain activities toa®e lower input costs while market seeking

FDI is done to achieve foreign market proximity.

In order to decide to which country relocation odguction should be done, theories of Porter
and Dunning may be utilised. Dunning’s OLI advaetgre from a MNC perspective and
state that a firm must consider three factors wimawing abroad; O, L and | advantages.
However, in this research the focus is on L adwgegawhich also may be called country
specific advantages; this because the aim is to audpcountry advantages to automotive
supplier companies that wish to relocate furthendpction to CEE. Therefore, the O
advantages (firm specific advantages) should ajréadknown to the companies; they know
that they will benefit from relocating productionhe | advantages are the last step when a
company has decided where to locate and it is aosidered in this research either. This,
because the | advantages are special to each cgrapdrthis research tries to find a general
model for country advantages which may be usedibgnaotive supplier companies.

According to Dunning, L specific advantages involagangible assets such as technology,
information, entrepreneurial skills, managementwasd as organisational systems in the
country. Furthermore, they comprise tangible asseth as natural resources, work power
and capital. More specific location advantages mbaylow production costs and low

transportation costs.

On the other hand, Porter's diamond is from a aguperspective and explains how the
companies in the country may be competitive conptmecompanies in other countries. The
determinants in Porter's diamond are factor coodgj demand conditions, related and
supporting industries as well as firm strategyudtire and rivalry. This research only
includes factor conditions as well as related amgpsrting industries since these are the only
factors that may be seen from a MNC perspectivéhénanalytical model we have included
these two factors in location advantages. Factoditions are factors of production such as
labour, land and natural resources. This may sasindlar to the traditional theory of
comparative advantages but Porter means that thst mmportant is not which factors a
country posits, it is the specialisation of thetéas and how efficiently and effectively they

are used. Related and supporting industries incthéeindustry cluster which comprises
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suppliers, subcontractors and other related firffise cluster may enhance technical

interchange between the companies.

To sum up the use of theory, Dunning’s L advantdiese been used as a foundation and
factors from Porter’s diamond have been includethénlocation advantages to make it match

the perspective of the research.
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4 Analytical Model

This chapter explains how the theory is used inahalytical model. Further, the different

factors in the analytical model are described.

When investigating countries and studying the athgas and disadvantages between the
countries, many factors have to be considered. Dgimlocation advantages have been used
as a foundation in the middle of the model whiletpaf Porter's diamond are used to

describe the location advantages; this in ordena&e the study more detailed and match the

perspective of the dissertation.

Factor Conditions

|

Location
Advantages

7 .

Related and Supporting Political and
Industries Macroeconomic
Factors

Figure 4.1 Analytical Model

As may be seen in the analytical model, dnbgation Advantagebave been included from
Dunning’s eclectic model, whilé-actor Conditionsas well asRelated and Supporting
Industriesfrom Porter’s diamond. This since we believe thase factors bring out the most
essential elements that we need to investigate w@hewering the research questions. As a
complement for the unpredictable macroeconomic renwment, the research model also

includesPolitical and Macroeconomic Factars
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O and | advantages have been eliminated becausegbarch was about country advantages
for further relocation of production from SwedenQ&E; consequently the companies were
expected to know their competitive advantages amwd they should be used as well a how to
enter the market. In other words the research ligs @m country level and therefore, the focus
is only on L advantaged.ocation advantagesepresent the advantages for a specific host
country. In the analytical model location advantagemprise factor conditions as well as
related and supporting industries. Unpredictableentess as well aspolitical and
macroeconomidactors may also affect the country advantagestharefore they are also
included. The unpredictable events and politicalisiens are taken from Porter's diamond.
The macroeconomic factors, for example exchange eae included since researchers have

claimed that they may affect the country advantage.

Factor conditionsare included in the analytical model since theplax how the nations
exploit their human resources, physical resourkeswledge resources, capital resources and
infrastructure. In our research, this is showneagll of education, average wages, knowledge
about the industry, language knowledge, as welthasinfrastructure of the country. By
infrastructure we mean quality of roads, railwagd airway connections as well as quality of
the communication systems such as Internet anghefgy. A comparison of these factors

may be made between the nations; how efficienttlyeffectively they are used.

Related and supporting industri@sclude automotive clusters in the countries. Thester
comprises suppliers, subcontractors and relateasfsuch as workshops. Moreover, where
there is an automotive cluster there is great kadge of the industry that the firms may

benefit from. It is also easier to find competemd apecified labour.

The factor offirm strategy, structure and rivalrig not useful in the analytical model since it
concerns the firms within the nation; how they rbaycompetitive compared to firms in other
nations. Thedemand conditiongactor also focuses on the competitiveness ofnidi#on’s

firms in that way that a demanding home market rmdke firms from this specific country
successful in an international environment. Thevpignt of the analytical model is studying

countries’ specific advantages from a MNC perspecti
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5 Central and Eastern Europe

In this chapter, a review of the Central and East&uropean region is presented. It is
concluded by data from the interviews with the Sstedrade Councils in the studied

countries; Hungary, Poland, Romania, Slovakia, @@ch Republic, Turkey and Ukraine.

5.1 Introduction

The production costs in Western Europe are heaggiuse of the high costs of capital, wages
as well as the high corporate tax rates. The catms in the west benefit from relocating
production to low-cost countries in CEE. The lovwst@ountries may for example offer
employees that are highly qualified and motivatea éower cost (Landmanet al, 2001).
The German car making industry is a good examptaisf According to Wolters and Enders
(2001), 23 percent of the total car manufacturizgderman companies in the 1980s was
produced in a foreign country, while it in 1998ea@dy reached the level of 37 percent.

Many of the political changes that have createdil#ta in the CEE are a result of the
increasing memberships of the EU. According to MeshfStamer, a Country Risk Analyst for
Euler Hermes ACI in Germany, the advantage of thierumembership is mainly political.
He also stated that the goal is to create polistalbility which leads to economic advantage
(Diana, 2005). As may be seen in the table belberet are now 25 members of the EU and

five more countries are on the list of becoming roers.

ELl Member States: (vear of entrence) Candidate Countries: (exp ected)
*Austria o9 * Latvia (-04) * Bulgaria -07)

* Belgium -51) * Lithuania 04 * Croatia

*Cyprusi-04 * Luxemboarg (-51) * Former Yugoslay Repuhblic of
*zzech Republic -04 * hlalta ~04) Mace_dunia

* Denmark {-73) * The Metherlands (513 Romania (-07)

* Egtonia {-04) *Paland 04 * Turkey

* Finland{-95) * Portugal -86)

*France-a1 * Slovakia 04

* Germany (-51) * Slovenia -04)

* Greece (-81) * Bpain (-86)

*Hungary {-04) * Sweden {-99)

*lreland 73 * United Kingdarm -73)

*ltaly -51)

Table 5.1 EU Member States
Source: EUROPA- The EU at a glance- The HistorthefEuropean Union, 04-13-06
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Several of the CEE countries will also soon joi@ Buropean Monetary Union (EMU).

£ Member States: Candidate Countries: (expectad)
*g:;a;r&?ﬂ * Denmark {outside ©

* Finland * United Kingdom {outside €)
*France *Poland (no target date)

* Germarny * Bweden {no target date)
:ﬁé‘f;rf de * Ectonia (-07)

* Italy * Lithuania -07)

* Luxembaurg * Slavenia 07

*The Metherlands * Cyprus (05

*F'urt_ugal * Latvia {-08)

el * Malta -08)

* Slovakia 09
*Hungary 100
* CZech Republic -10)

Table 5.2 Euro Member States
Source: EUROPEAN UNION MEMBER STATE OFFICES IN THENITED STATES- EUROPEAN UNION

MEMBER, 04-13-06

Two objectives with the European Union are the cammmarket as well as the common
currency, which in turn will benefit the common ikeir To gather the countries in the
European Union with a common currency will ben#fie macro economic stability and the
common market. The goal is to create a genuine @havkere goods, services, capital and
labour will flow free between borders within theiam (Gustavsson, Oxelheim & Wahl,

2006).

The countries in CEE which have the largest pradocof vehicles are Poland, Hungary,
Slovenia and Slovakia (Fordons Komponent Gruppér)4t06). Much of this success may
be a result of the geographical position of the ntoes. Henry Mellgren, at

Fordonskomponentgruppen, believed that the labost s the most important factor to
consider when relocating production to CEE sineeahitomotive industry is labour intensive.
However, if the companies have a more automatedugtmn this factor may not be so

important. He also stated that in some cases tmpanies are moving to be closer the market
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and sometimes they are moving because of the tileoide company is relocating production,

everyone wants to relocate.

The labour costs in CEE vary much, but still, icieaper than in Western Europe. As may be

seen in the table Hungary has the highest labostr mer hour in CEE, whereas Ukraine has

the lowest.

Country Hourly labour costs, $ (2003) | *For production workers. Includes pay for
time worked, other direct pay (e.g. holiday

Sweden 24.89* pay, employer expenditures on legally
requires insurance programs and other

Hungary 3.80 labour taxes.

The Czech Republic  3.39

Poland 3.14

Slovakia 2.15

Turkey 1.81

Romania 0.80

Ukraine 0.66

Table 5.3 Hourly Labour Costs
Sourcehttp://www.economist.com

Not only the low labour costs but also the corpotaikes in the countries may be important
when deciding where to locate production. The fast years the countries in CEE have
pushed down their company taxes far below the Sshetb attract companies to relocate
production in their countries. The three counttiest have reduced their company tax the
most since 1999 are Slovakia, Poland and Hungary2005 Slovakia and Poland had a
company tax of 19 percent whereas Hungary had id&pe(Fordons Komponent Gruppen,
14-04-2006).
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Country Corporate tax (2005)
Turkey 30%

Sweden 28%

The Czech Republic 26%

Poland 19%
Slovakia 19% (flat tax)
Hungary 16%
Romania 16% (flat tax)
Ukraine 13%

Table 5.4 Corporate Tax
Sourcewww.fita.org

According to Mellgren at Fordonskomponentgruppehas been shown that some companies
did not really have to relocate their productiongdo all transaction costs and problems in
moving it would have been more profitable to remarSweden. Further, he claimed that
some companies have moved out because they waygdisted of the politicians in Sweden
and as a consequence the decisions were not thdyahgught out. Further, Mellgren had no
straight answer to which country that will be thestattractive for relocation of production
in five years. He could not see a trend for anythe countries in the future. He also
mentioned that there will be an equalisation of ldi®our costs in Europe in the future. In
spite of this he believed that there will not bg drastically changes in nearest future, at least
not for vehicle producers since they are more itmeast intensive. Thus, he did not believe
that vehicle producers will move further east. Hegre concerning component producers, he
believed that there might be changes in five yeagarding the most attractive country

relocating production to.

The countries that were selected together withTtledleborg Group were Hungary, Poland,
Romania, Slovakia, the Czech Republic, Turkey akchide. Business climate studies by the
Swedish Trade Council, made in 2005, form a basth@fcountry reviews. These studies
describe the business climate in each one of tbataes. The companies in the investigation

were Swedish related, with business within tradeyises and manufacturing
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5.2 Hungary

The Hungarian economy is in good shape. The GDRtbravas higher than expected; 4.1
percent in 2005. The inflation fell to historicaw 2.5 percent in January 2006 and is
expected to be 1.7 percent in 2007 (Eastern Europ2atlook 2006, 24-03-06). The
population is now more than 10 million people (SisedTrade Council, 29-04-06). The
profitability in Hungary is good and the future gith within the country is bright. The
Hungarian legislation is beneficial for the foreigmvestments. The internal as well as
international transactions are working well, althbuone cannot always trust the Hungarians
when it comes to paying the bills. The inflation tire nation has affected some foreign

companies negatively (Business Climate Studie€)4206).

The Swedish related companies in Hungary are vetytreated and it is not hard to set up a
business in the country. It is easy to buy andedasd, plants, storage and offices in
Hungary. Further, infrastructure, such as aviati@lways, mail, Internet and telephony
(including mobile), is working well. Concerning threads in the country there are split
visions (Business Climate Studies, 29-04-06). Hawewaccording to Stefan Vincze at the
Swedish Trade Council in Budapest the motorwaysre@ and in good condition. The
problem is the roads in Budapest which are planieede improved but it takes time.
Probably, they will be in better conditions witHine years but there are no expressed visions
from the government. However, there are visionsceaomng when certain motorway

expansions will be finished and they will be contgdein two to ten years time.

The declaring process in the customs is not comlgletatisfying, but there has been an
improvement since the EU membership. The produtification process is still as bad is it
was before the EU membership and many foreign campaare not satisfied with that. The
corruption in the country affects almost all thems and the country is bureaucratic,
consequently it is hard to get information from thehorities. The limited knowledge in the
English language may also be negative for investsnerHungary (Business Climate Studies,
29-04-06). There are possibilities to receive itvesnt subsidy from EU but there are almost
no money left. It depends on what kind of investtaghe company is aiming to perform; in
some cases it still may be possible applying fdrsglies (Stefan Vincze, Swedish Trade

Council Budapest).
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The supply of qualified labour and the geographiocghtion are the two most important
factors for the companies when relocating businesklungary. Moreover, the economic
growth and the labour cost play a major part whelocating production to Hungary
(Business Climate Studies, 29-04-06). Further, Hmngs one of the most developed
countries in CEE due to the maturity of its indygfiana, 2005). The largest industry in the
country is IT and telecom. This is mainly thankghe establishment of Nokia and Ericsson
with large research centres in the country. Eved thditional industries such as
manufacturing and engineering industry are largetliey have started to decrease due to the
fact that companies move further east (Stefan \é@n&avedish Trade Council Budapest).

In the area around Gyodr, close to the Austrian @grthere is an automotive industry cluster
(see appendix 1). Audi among others has its plarthe cluster; it is here the TT-model is
manufactured. Other automotive companies situatetHungary are for example Suzuki,
Hyundai, Opel, Ford and Daewoo. The suppliers ohelcompanies such as Haldex, Autoliv,

Valeo, Delphi and Semcon (Stefan Vincze, Swedistdd@Council Budapest).

5.3 Poland

Poland has a population of more than 38 milliongbe¢2005) (Swedish Trade Council, 29-
04-06). According to the European outlook 2006 maylSEB, the political risk in Poland is
reduced in the short run but the problem with akaazalition government remains. Poland is
a member of NATO, OECD and EU which makes it sé&eforeign companies investing in
the country. There is also a possibility of subsfdym the EU and there are 17 special

economic zones with tax relieve (Swedish Trade Cibu29-04-06).

Large market potential, low wages, good economasvgn, qualified labour and favourable
location are arguments for relocation of productionPoland but the establishing process
results in some difficulties (Business Climate $#8d29-04-06). Diana (2005) states that the
favourable economic position in Poland is thankshi educational system in the country,
which leads to that the country is producing adbtengineering and technically oriented
graduates so probably there will be more compé#datur in the future.
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Poland’s favourable location is primarily due tattithe automotive industry has a centre in
southern of Poland (see appendix 1). Many origagaiipment manufacturers (OEMSs) such as
Fiat, GM Opel, Daewoo, Toyota, Peugeot, and thekS&@agen Group are situated in the
country; Volvo and Scania also have productiorhsd¢ountry. Some suppliers in the country
are: Faurecia Investments, Valeo, Ispol-IMG Holdig}V, Delphi, Autoliv and Trelleborg
Automotive. More than 100 large companies are wtlan the area and almost nothing that is
produced in Poland stays in the country. It isaagit country. Also in Slovakia and the north
of the Czech Republic automotive clusters are &xtand from Poland it is close to these
clusters. Further, Poland is also situated neard8weavhich is an advantage if the products
are going back to Sweden (Daniel Larsson, Swediadel Council Warsaw). Larsson stated
that the automotive cluster in Poland will keeppitsver of attraction during the next couple
of years. He said that it is not realistic that thester should move further east since it is very
costly to move. On the other hand, since 2002 theher of automotive enterprises operating
in Poland has diminished by nine percent. The &iraaf the Polish automotive industry has
also changed; the production of vehicles has deeteahile the production of components,
spare parts and accessories has increased (Pa#&-imv Poland, 22-04-06). Furthermore,
according to Larsson the labour costs in Poland pvibbably not reach the level of the
Western European countries in the next five yelin®agh they are increasing. As mentioned
above, the automotive industry in Poland is largeib general Poland’s largest industry is
manufacturing of machinery but also the food precegindustry is large (Daniel Larsson,

Swedish Trade Council Warsaw).

Swedish businessmen are received very positiveRoland. Further, it is relatively easy to
rent offices, industry domains, plants and warebsubut purchase of ditto may be
problematic in some cases. The mail, telephondu@iimtg mobile) and Internet systems in
Poland are pleasing. The infrastructure concertrangsportation is satisfactory except for the
road net (Business Climate Studies, 29-04-06). Afing to Larsson, much is done to

improve the roads and the most important issue expand the modest motorway net. The
responsible authority of building roads in Polasd@ddkia and one important part in the
development of infrastructure is how it makes usie aid from EU. The reason why it takes
a long time to realise, for example motorways esitams, is among other things political

oppositions; despite this, the politicians are argufor a quick development of the

infrastructure. However, the most important issimeBoland concerning development of the
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road infrastructure are at first the security om tbads, second expansion of motorways, third
constructing main arterial roads and fourth toduihg roads around the largest cities (Daniel
Larsson, Swedish Trade Council Warsaw). Motorway$e¢ completed in 2003-2013 are
from Warsaw to Brest, from Krakow to Ukraine, frarddz to Torun and from Czestochowa
to the Czech Republic. Permits granted or projeatecamong others from Berlin to Warsaw,
from Wroclaw to Krakow. En total 1178 kilometres lwfjhways will be completed before
2013 (Paiz-invest in Poland, 22-05-06).

It is easy to find competent personnel within saé@bninistration and manufacturing but it is
challenging within management (Business Climataligg) 29-04-06). Larsson also claimed
that it may be hard to find competent labour in e@reas. Another hard thing to complete in
Poland is to receive information from other comparand it is even harder from authorities.
The declaring process in the customs has improwadiderably since the entrance in the EU
and works relatively well today (Business Climatadtes, 29-04-06).

Concerning legislation, agreements are kept quété Whe legislation is relatively favourable
for foreign investors and their business and fratjlegislation changes seldom cause
problems. Further, the profit tax is consideredotaable in Poland and internal and
international transactions work well (Business GlienStudies, 29-04-06).

Poland had a high unemployment rate in January 2084 percent. The interest rates in
Poland are very low and the inflation has remaiiogd the annual inflation rate was only 0.9
percent in January 2006. Poland is the only couotrthe new EU members that has not
decided a date for transition to Euro; transitienexpected in 2012 (Eastern European
Outlook 2006, 24-03-06).

5.4 Romania

Romania with its 23 million inhabitants is one bétlargest markets in CEE. The latest years
have shown positive growth with approximately Sceet a year. Thanks to economic and
political stabilisation in the country, the trademate has improved in resent years but it is

still hard to establish business in the countrye Tiniform rate of income tax and company
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tax introduced in 2005 is expected to stimulateagng investments in the future (Swedish
Trade Council, 29-04-06).

Romania offers good profitability and very fine gitb opportunities. Romanians have a
positive attitude towards Swedish employers. Thetesy of establishing companies is
considered “normal” and the tax system is favowablcompanies. The Romanian road net
as well as the postal system is not very good teifflight traffic, Internet, mobile and fixed

phone is working very well. Further, the declarimgpcess in customs is complicated and
unsatisfying. It is easy to find qualified labouwtthard to find people within management
(Business Climate Studies, 29-04-06). Concernirg ribads in Romania, Bogdan Dacau
consultant at the Swedish Trade Council in Buchastated that the government wants to
make many improvements; two motorway projects saiidrt this year (2006). There will be

noticeable improvements within five years and in years the improvements will be large.
Further, there are also projects of improving tievays. According to Dacau, advantages of
investing in Romania include the low labour coswadl as the qualified labour. There are

also many subcontractors to the automotive industBomania and the tax is favourable.

The legislation in Romania does not offer any dpe@dvantages to foreign investors.
Constant changes in the legislation are causinglg@mes for the majority of the Swedish
companies in Romania. The ability of payment of Raran firms is not satisfying and the
interest rates are not attractive. Further, thiatioih has a negative impact on the business. It
is hard to get information about other companies thie authorities are not very willing to
give information (Business Climate Studies, 29-84-Macau added further disadvantages
such as the high level of bureaucracy as well ascthrruption, although it is declining.
However, the agreements are kept relatively well #re profit tax is favourable (Business
Climate Studies, 29-04-06). Additionally, in sonegions in Romania it is possible to receive
many investment advantages from the governmerd;ialestment subsidy from EU may be

given (Bogdan Dacau, Swedish Trade Council Buclares

The automotive industry is Romania’s largest indusAn automotive cluster is starting to
grow in Transylvania, mostly around Pitesti (sepeaqulix 1). Lisa Draxlmaier, Continental,
Motupet, Ina Schéffler, Pirelli, Autoliv, Valeo Treborg and Delphi are some automotive

companies in Romania. The most important developnmenthe Romanian automotive
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industry was the sale of the Romanian carmakeratciRenault in 1999 (Bogdan Dacau,
Swedish Trade Council Bucharest).

5.5 Slovakia

Slovakia is one of the fastest growing economieSentral Europe; the GDP growth rose to
7.6 percent at the end of 2005 (Eastern Europeaiod@w2006, 24-03-06). Slovakia is one of
Europe’s smallest countries; the population in 26@5 5.4 million (Swedish Trade Council,
29-04-06). One advantage with Slovakia is the sfromlustrial base in the country. The
automotive industry together with the pulp indusdrg the largest industries in the country.
The new car plants PSA Peugeot Citroén and KIA kotbave been established and
Volkswagen has upgraded its production. Other aatwe companies established in
Slovakia are Scania, SKF, Volvo, Valeo and Del@avakia is on its way to become one of
the largest car producers per capita in the wanldl lzas a large automotive industry cluster
(Eastern European Outlook Mars, 24-03-06). Accaydim Emilia Bjerlestam, consultant at
the Swedish Trade Council in Bratislava, Slovakiayrbe the world’s largest car producer
per capita already in year 2008. Much of this tlsatik Slovakia’s favourable geographical
location; only 100 kilometres to Vienna, close tadtie and Budapest (see appendix 1). She
also stated that the establishment of automotivepamies in Slovakia will continue for at
least another five years.

After some political arguments the political pastibas agreed on an earlier parliament
election in June 2006. A more populistic governmeraxpected to take over but the existing
framework supporting the EU and EMU will remain gk&an European Outlook Mars, 24-03-

06).

The establishing process for companies in Sloviskeasy and Swedish employers think that
they are received positively. Positive factors o¥esting in Slovakia include that it is
uncomplicated to establish business in the couleasing and purchasing property are easy.
Moreover, infrastructures regarding flight commuaions, fixed and mobile telephone,
postal system, Internet, roads and railways agood conditions and they are even working
with improvements of the infrastructure in the ctwynin addition, the supply of competent

labour concerning product development, adminisiratiand manufacturing is good.
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Furthermore, the process of declaring in customsoiking satisfactorily and has improved
since the EU- expansion and the product certifbcaprocess is working well but there is a

lack of experience (Business Climate Studies, 208y

Strong arguments for relocation of production tov@kia are: the wage level, tax system,
supply of qualified labour, the economic growth d@hd geographical location. This is also
confirmed by Bjerlestam. Further, it is easy talfreliable business partners in Slovakia but
the information from the authorities is insufficietCorruption is no large problem for the
business but the grey sector of the economy affietsprofitability negatively. All of the
companies in the investigation consider Slovakiaagsrofitable market and estimate the
future growth opportunities as very good. Concegriggislation, the majority believes that
reached agreements are kept. Slovakia is considerdthve a favourable legislation for
foreign investments; only one fifth thinks thatduent changes in the legislation have caused
problems. It is hard to get information from otlsempanies and it is hard to get information
from the authorities (Business Climate Studies,0296). Bjerlestam also claimed that
negative sides of investments in Slovakia are #fei@nt knowledge in English as well as the
long time it takes to force through a decision.haligh corruption exists it is no longer a

major problem.

Regarding economy and financing the payment ahdit§lovakian firms is satisfying. The
function of the bank system is also satisfying. &toer, the profits tax is very advantageous

and the inflation/deflation does not affect theibass (Business Climate Studies, 29-04-06).

5.6 The Czech Republic

The Czech Republic has a population of 10.2 mil({@@05) and is located with good access
to established western and emerging eastern mafketdlagazine 07-05-06). The country
has a strong industrial base and has received mDthespecially in the automotive industry
(Eastern European Outlook 2006, 24-03-06). Theitpiofity is overall good in the Czech
Republic and the market seems to have good passiiin the future. The country has a
favourable legislation for foreign investors ane thbility for the Czech companies to pay
their bills is good. The Czech Republic has favbleganterest rates and the transactions, both

internally and internationally, are working well{&ness Climate Studies, 29-04-06).
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The nation has a positive attitude towards Swedisimpanies and the infrastructure is
satisfying but the railroads are not so pleasirtge otorway network is the largest in CEE
and is planned to double in size by 2007 and skvaitanodernisations are in progress (fDi
Magazine 07-05-06). Mail, aviation, Internet antepdony (including mobile) is working
excellent. It is easy to buy and lease working spatdhe Czech Republic and it is rather easy
to find competent labour (Business Climate Studi28,04-06). Jonas Granath, Trade
Commissioner at the Swedish Trade Council in Pragreed with the result of the business
climate study and stated that the Czech Repubkcahgood infrastructure and favourable
geographical location in the centre of Europe. B¥satages of investing in the nation may be

that the market is relatively small compared toéoample Poland.

The market potential, geographical location, wageel and economic growth are major
factors favouring the relocation of production tee tCzech Republic (Business Climate
Studies, 29-04-06). In addition, investors in thee€h Republic may benefit from a skilled
productive workforce; a large number of studentdgate in scientific and technical fields.
Many MNCs such as Mercedes-Benz run R&D in the tgquiCompanies established in the
Czech Republic benefit from a range of incentiviéered by the government (fDi Magazine
07-05-06). Further, the country has minimal conamtwhich is an advantage compared to
the other nations in the region (Business Climateligs, 29-04-06). According to Granath an
advantage for the Czech Republic is high qualitg tluits strong industrialisation. Further,
the level of costs is low and there is a large amad highly educated people. Many of the
engineers have good knowledge in English and Gerihanalso possible to get investment
incentives in some regions in terms of tax religeb, creation grants as well as training and
re-training grants (Czechlnvest-Manufacturing, 2208). However, according to the
business climate study made by the Swedish Tradecpthe people in the Czech Republic
has limited language skills which may cause proBlevhen doing business, and it is rather

difficult to get information from the Czech Repubéiuthorities

The automotive industry is one of the largest imdes in the country. The automotive
clusters in the Czech Republic are situated inraeBohemia (Mlada, Boleslav and Kolin)
and in North Moravia (Ostrava) (see appendix 1l)tofMotive companies in the country
include, Volkswagen, Peugeot, Ford, Renault, Hyyn@ael, Toyota, SKODA Auto AB,
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Karosa AB, Daewoo Avia AB, Tatra AB and TPCA. Theeflish automotive companies are
for example Scania CV AB, Volvo Car Corporation VO®Ivo Global Trucks AB (Gabriela

Krejci, Swedish Trade Council Prague)

Poland and the Czech Republic are ranked numbegsriep investment hot spot the next
two years (2007 and 2008) in CEE. Russia and Rarsirare number three. This is based on
a joint survey by UNCTAD in which 87 experts whasked.

5.7 Turkey

Turkey has a population of 70.7 million people 2P@nd has a special location at the
crossroads between east and west, spanning botipgand Asia. The closeness to emerging
markets in the Middle East and Central Asia createisjue business opportunities (fDi
Magazine 07-05-06). The profitability in Turkeyredatively good compared to other markets
and there are great possibilities for growth in¢bantry. The legislation is advantageous for
foreign companies, but the interest rate is comsdleas high. While the internal and the
international transactions are working well, thekish companies’ ability to pay the bills is
low and the inflation may have a negative effecttloa business (Business Climate Studies,
29-04-06).

It is relatively uncomplicated to establish bussés Turkey and the Swedish firms are
welcomed to do business in the country. It is alssy to buy and lease workplaces. However,
the declaring process in the customs as well apribduct certification process still needs to
be improved. Moreover, the roads, railways andoibstal system are in bad condition but the
air, sea transport and the telephony (including ifepkas well as Internet are in good
condition (Business Climate Studies, 29-04-06). gkding to Pinar Narter at the Swedish
Trade Council in Turkey the country is adapting EbJ regulations and there will be

improvements every year in the infrastructure.

Arguments for relocating business to Turkey anest fof all, market potential, labour cost,
access to qualified labour, economic growth anddgéeegraphical location. The supply of
competent personnel is high and the language skidlsgood. Negative sides of investing in
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Turkey may be the difficulties in contact with aotiies and the high level of corruption
which in turn may influence the business (Busir@amate Studies, 29-04-06).

The automotive cluster in Turkey is located in western part of the country (see appendix
1). It includes companies such as Ford, Honda, HauynMercedes Benz Truck, Toyota,
Autoliv, Scania, SKF, Valeo, Volvo and Trellebo@3D, 22-05-06).

5.8 Ukraine

Ukraine has Europe’s largest surface area (exaepRfissia) and had a population of more
than 47 million people in 2005. (Swedish Trade Qilun29-04-06). The country is
recovering slowly after the reversals in 2005. GrgaMconsumption and more investments
will be the key driving forces. The inflation howeswemains high (Eastern European Outlook
2006, 24-03-06). The profitability in Ukraine is ggb and a majority of the Swedish
companies established in Ukraine believe that thasiness will grow in the future. The
labour cost is an argument of why relocating préidacto Ukraine but it is hard to find
competent management labour. Other arguments lfwrattng production to Ukraine are the
economic growth, access to competent labour andrgpbical location; close to the Russian
market. However, the most important factor is tharkat potential. Even if the majority
thinks that the law in the country is not favougalibr foreign investors, some firms do
believe that the legislation is favourable for thactivity (Business Climate Studies, 29-04-
06).

The ability to pay debts in Ukraine is relativelpogl and the internal transactions are
satisfying, but the international transactions acé working well. Most of the Swedish
companies are not affected by the inflation, bunemf the firms are affected negatively.
Additionally, the interest rates are consideretbas, and the declaring process in customs as
well as product certification process are difficaihd create problem (Business Climate
Studies, 29-04-06).

Even if the establishing process is almost non Iprohtic and it is relatively easy to lease
properties, is it difficult to buy properties. Alsbis hard to find reliable business partners and

the language skills are not pleasing. Internet, iladblephone, flight and railroad transports
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are working satisfactorily while roads are pretadbAlso, the mail and fixed telephone have
to be improved (Business Climate Studies, 29-04-8@&rording to Tatiana Byrka at the
Swedish Trade Council in Kiev, the telephony is king very well in the cities and there are
large plans to build new roads because of the asong FDI in the country. So far, the plans
are only at negotiation level and as a consequémee will take more than five years to
complete. Since Ukraine is a bureaucratic courtmnay be hard to find information about
other companies and from authorities. Also theugaron has a bad influence on the foreign

investments (Business Climate Studies, 29-04-06).

The automotive industry is growing primary in thestern Ukraine (see appendix 1). There
are also many metal working companies in this megikutomotive companies in the country

include Daewoo, Mercedes, Audi, Volkswagen, Volwa &KF etc (Tatiana Byrka, Swedish

Trade Council Kiev).

5.9 Summary of the CEE countries

Hungary
+ * Corporate tax is 16 percent (2005)
* Infrastructures such as aviation, railways, pbsystem, Internet as well as fixed
and mobile telephone are working well
* The motorway system is new and of very good iguand further motorway
improvements are planned in the country
* |t is easy to buy and lease properties; eagstablish business in the country
* Access to qualified labour
* The declaring process in customs has been inggraue to the EU membership,
but completely satisfying
* There is a large automotive cluster in Gyor ¢eldo the Austrian border)
* Large production of vehicles

- * The hourly labour cost is US$ 3.80 (2003)
* The roads are not completely satisfactory
* Corruption and bureaucracy exist
* Traditional industries are decreasigfurther east

Poland

+ * The corporate tax is 19 percent (2005)
* Favourable location and close to Sweden
* The mail, telephone, Internet and transportatiare working well
* Several road improvements are in progress arad
* The declaring process in the customs has bepnowed since the entrance in EU
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* |t is easy to rent properties
* Large automotive cluster
* Large production of vehicles

* The hourly labour cost is US$ 3.14 (2003)

* The roads are not in the best condition

* Problematic to purchase properties

* [t may be hard to find employees within managetne

* The number of automotive companies have dimeussince 2002

Romania

+

* The hourly labour cost is US$ 0.80 (2003)

* Corporate tax is 16 percent (2005)

* Flat tax

* Aviation, Internet, mobile are working well

* The government wants to make many improvemehtiseoroads and railways

* Relatively easy to rent properties

* Many subcontractors in the automotive industrg astablished in Romania and
the automotive cluster in Transylvania is growing

* The road net and the railways need to be impiove
* High level of bureaucracy and corruption
* Problematic declaring process in the customs

Slovakia

+

* Hourly labour cost is US$ 2.15 (2003)

* The corporate tax is 19 percent

* Flat tax

* Strong industrial base

* The automotive industry is one of the largesthie country
* All kind of infrastructures are considered togsgisfactory
* Future improvements of the infrastructures demped

* |t is easy to rent and buy property

* There is a large automotive cluster in north8lovakia

* Large production of vehicles

* Corruption exists

The Czech Republic

+

* Mail, Internet and telephony working well ancetmotorway network is one of the
largest in CEE

* The road net is planned to double in size begfy@7

* Railway improvements are planned

* Very easy to rent and purchase land and progeerti

* There are automotive clusters in the countrylacated in central Bohemia as well
as in North Moravia
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Turkey

Ukraine

* Skilled production work force

* The hourly labour cost is US$ 3.39 (2003)
* Railways are not satisfying

* The hourly labour cost is US$ 1.81 (2003)

* Air, sea transport, fixed and mobile telephosenell as Internet are working well
* In general, there will be improvements of thdrastructures since Turkey is
adapting to the standard regulations in the EU

* |t is easy to rent and purchase properties

* Automotive cluster in the northwest

* The corporate tax is 30 percent (2005)

* The roads, railways and postal systems are attdfging
* The declaring process in customs is problematic

* High level of corruption

* Hourly labour cost is US$ 0.66 (2003)

* The corporate tax is 13 percent (2005)

* Aviation, railways, Internet and mobile phonenwaatisfactorily and according to
the Swedish Trade Council in Ukraine the fixed phanthe cities is working very
well

* |t is easy to rent properties and land

* Even if it is still at negotiation level, therare big plans to build new roads,
because of the increasing FDI

* The investments in the automotive industry am@agng in western Ukraine

* The road net is bad and postal service as vediixed phone need to be improved
* |t is hard to buy properties and land

* The declaring process in customs causes problems

* Hugh level of corruption and bureaucracy

For additional land indicators see appendix.
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6 Automotive Industry

In this chapter, the companies as well as the arswfkthe interviews with the companies are
presented. The studied companies in the dissentatilude: Autoliv, Haldex, Nolato, SSAB
Tunnplat and The Trelleborg Group.

6.1 Introduction

The automotive suppler industry is one of the largedustries in Sweden. There are about
1200 individual companies. About 50 percent of toeepanies are small business with a
turnover of less than 2.1 million Euro. Autoliv, Idto, Haldex, Trelleborg and SSAB are

some of the largest and all of them have their geaders in Sweden (Fordons Komponent
Gruppen, 14-04-06).

The choice of moving to another country dependsatiyreon what kind of supplier the
company is. For example, systems suppliers thatedetomplete modules will enter foreign
markets before component suppliers that may facager local competition and have fewer
opportunities to differentiate themselves (Landmanal,2001). Suppliers in the automotive
industry are interesting to investigate since m@search has been concentrated at the
producers. Further, many Swedish companies mayobedf among automotive suppliers.
Several Tier 2 suppliers have changed from beingplsers directly to the producers, to
deliver to system suppliers. The model below isinapkfication; in the reality the same

company may for example be both Tier 1 and 2. @taith & Sanell, 2004)
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Figure 6.1 Automotive Suppliers
Source: Fahlstrom & Sanell, 2004, p. 9, modified

Autoliv, Haldex, Nolato, SSAB (SSAB Tunnplat) anket Trelleborg Group (Trelleborg
Automotive) are five of Sweden’s largest automotreenpanies and these are the companies

that were selected for the interviews.

6.2 Autoliv

Autoliv Inc was founded in 1997 as a merger of Auté\B of Sweden and Morton ASP
(Automotive Safety Products). Already in 1947 AutoAB pioneered seatbelt technique
while Morton ASP had been a leader in airbag degreknt for a long time and 1980
launched the first airbag system (Autoliv, 03-05-0%utoliv is the world’s largest automotive
safety supplier with sales to all the leading canaofactures in the world (Autoliv Annual
Report, 2005). Autoliv is a Tier 1 supplier (Ma#ti&tenberg, Autoliv) and develops, markets
and manufactures airbags, seatbelts, safety ehécticsteering wheels, anti-whiplash systems
seat components and child seats as well as nighdnvsystems and other safety systems
(Autoliv Annual Report, 2005).
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Autoliv’s manufacturing is highly automatic whiclkedds to that it may have low-cost
production in high-wage countries where the largestomers are located. In spite of this,
Autoliv has during resent years moved and allocateduction to low-wage countries due to
its cost contamination programme. Autoliv’'s strgtegntains having production units where
the major vehicle manufacturers have or are likelyset up production facilities. As a
consequence, Autoliv has around 80 productionifeslin 30 vehicle producing countries
(Autoliv, 03-05-06). In Eastern Europe it has prectilen units in Poland, Hungary, Romania,

Estonia (for the Russian market) and Turkey. Ib &las sales office in the Czech Republic.

6.2.1 Answers from Autoliv

The main reason for relocating production to CEBidecrease costs. Autoliv also wants to
be a global company and be located near the customéhen relocating production to CEE,

90 percent of the establishments are green field.

The most important factors for Autoliv to consiadénen relocating production are the labour
costs in the country as well as that the custoraerdocated in the country. Infrastructure is
also important. Finding competent labour is notr@bfem for Autoliv in CEE since it does
not need so specific knowledge in the productioocess. Most people in CEE have upper
secondary school education and more is not neexdddd production. Therefore, the level of
education in the country is not of crucial impodan Suppliers are not as important as
customers when selecting country. Suppliers comeuasber two in the decision process;
before moving production it is not common to haupgiers. Autoliv tries to find suppliers
before moving but most suppliers are found whenctirapany already is established in the
country (Mattias Stenberg, Autoliv).

Autoliv will probably relocate even more productitm CEE since it has a cost efficiency
program. Mattias Stenberg, Corporate Communicatiiovesstor Relations at Autoliv, could
not tell us where Autoliv will relocate productiamthe future but at the moment it is moving

production from Sweden and France to Romania alsasdéiom England to Poland.
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Concerning the different countries, Stenberg staieat in Poland Autoliv has 2000
employees and it is close to Germany (which issésond largest market) and the rest of
Europe where the customers are located. The tramasipo costs in Poland are low due to the
proximity but labour costs are rising. Autoliv has market in Poland; it is mostly exporting
to other countries. Romania has lower labour ctists Poland but on the other hand the
transportation costs are higher since it is a ladggance from the customers, also it is more
political instable. Hungary also becomes more egpenbut Autoliv has customers located in
Hungary. Turkey is growing fast and Autoliv hasaage market in the country which is an
advantage. Turkey is also striving to join the Ehdat has a high level of education.
However, it is far from the main market and thereftvansportation costs are higher. Turkey
is also becoming more like Europe and thereforectists are also rising. Ukraine may be an
alternative since the costs are lower than in teeroCEE countries but it is much more
complicated to establish business in Ukraine. Nieedgss, to Autoliv it is not so urgent since
they serve the Russian market through Estonia {d#aBtenberg, Autoliv).

Stenberg thought that the countries which are t@théurther east with the lowest costs are
the countries that will be most attractive in fiyears. Rumania and Turkey are two hot
candidates where costs still are low. Poland aedXtrech Republic will probably soon reach
the production costs in Western Europe and it vdake more time for Ukraine to get
attractive. Moving from CEE further east will alsake longer time; the priority in the

following years is to move from Western Europe ©EC

6.3 Haldex

Haldex was established in 1985 by a consolidatibnthoee Swedish suppliers in the
automotive industry: Garphyttan, Haldex and Hessael Haldex is a Tier 1 and 2 supplier
(Jan-Erik Dantoft, Haldex) and the company’s cousibess today is the brake operations
(Haldex Annual Report, 2005Haldex is focusing on proprietary systems and carepts

for on-road and off-road vehicles, aiming to impeogafety, environment and driving
characteristics (vehicle dynami¢g)Haldex, 03-05-06). For example, it is deliveribgeak
systems to lorries and trailers, four-wheel drigecérs as well as hydraulics aggregates in
general to the automotive industry (Jan-Erik Dantdaldex). The Group is organised in four
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divisions: Commercial Vehicle System, Hydraulic ®yss, Garphyttan Wire and Traction
Systems (Haldex Annual Report, 2005).

At the moment, the Group has 21 production unitsSweden, Germany, Great Britain,
Hungary, USA; Mexico, Brazil, India and China. Opart of its strategy is to improve the
cost structure by increase production in low castntries such as Hungary. Also lower the

purchase costs by increase purchases from lowcoastries (Haldex Annual Report, 2005).

Haldex has relocated production to CEE due tortheeasing cost pressure in the automotive
industry. Its major work is assembly, so it mayrdase labour costs by relocating production
to low-cost countries. Haldex has its own plantHangary and “preferred suppliers” in

Slovenia and Poland. The production in Sloveniassig of an old relation so it was not a

strategic decision to establish in Slovenia (Jak-Bantoft, Haldex).

6.3.1 Answers from Haldex

When relocating production, Haldex is first of sflarching for low labour costs; as number
two, infrastructure such as roads and railways @umality of labour as number three. The
contact person at Haldex, Jan-Erik Dantoft, SeMme President Operations, stated that
when relocating production to CEE, the locationco$tomers do not play a big part in the
decision process. He also said that where theetlisstthere is also competent labour which
has knowledge in the English language as well aherautomotive industry. He mentioned
that even if its plant is in Hungary, it is as @ds the customers as if it would have remained
in Sweden. The customers are not in Eastern Eutbpg, are in the rest of Europe. This
means that even if the transportation time is thmes it is more profitable to relocate

production to Hungary.

After several years of experience of productiotdimgary, Haldex has not experienced any
political problem. Further, Dantoft claimed thatilghit is still cheap to have production in

Hungary and Poland, the labour costs are risinglavenia; because it boarders on Austria.
So far, the increasing labour costs in Hungary heoteaffected Haldex’s calculation, but the
more the Hungarian employees have worked in thesimg and the better they know English,
the more the labour costs will increase. The comgpetis hard and foreign companies are
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entering the country and take all competent anéghabour. Dantoft said that international
companies are pushing up the wage levels in Hundangher, he added that white collar is

relatively expensive in these countries.

Haldex has no plans of further relocation of prddurc to new destinations. It is more
possible that it will expand the existing busin@ssPoland, Hungary and Slovenia. As
attractive markets in the future, Dantoft mentiorfRgoland and Hungary. These countries
already have established industries, which is aam@tdge. Although, there is a risk that these
countries will develop in a rapid pace and the labmsts will end up at the same level as in
Western Europe. Dantoft said that he has no spepiaion about the Czech Republic and
Slovakia, but he assumed that they are like Podrt Hungary ten years ago. The Czech
Republic and Slovakia have developed industriesamtoft thought that these countries will
grow stronger in the future. As the most attractieantries, he mentioned Romania, Ukraine
and Turkey since they are located further away ftloenWestern Europe and the labour costs
will be even lower. According to Dantoft, Ukraing $seen as the “new country” and it is
possible that it will be a major target in five ygaUkraine has a large market and several
companies have already started moving to the cpuRtither, it is close to Russia which has
a large market.

6.4 Nolato
Nolato was founded in 1938 when Nordiska Latexikar in Torekov in Sweden was

started. In 1982 the group changed its name totbdloka shortening of the pervious name
(Nolato, 09-05-06). The group has four businessisar®lolato Telecom, Nolato Industrial
Sweden, Nolato Industrial Central Europe and NoM#gxical. The automotive business is
included in Nolato Industrial Sweden and Centratdpe. “Nolato is a high-tech developer

and manufacturer of polymer components and prodystem for leading customers in
telecommunications, automotive products, white gpaahedical technology and other
selected industrial segmentg¢Nolato, 09-05-06). Nolato is a Tier 2 suppliedgoroduces

mostly engine details and interior details to théomotive industry (Gert Larsson, Nolato).
The customers of Nolato Industrial Sweden and Moladustrial Central Europe include

companies such as Haldex, Saab Automobile, Tl Aaotowa, Volvo Car, Volvo Truck and
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Solectron. The automotive part of Nolato has flexitesources of producing where it is best
for the customers and it has customer-tailoredegtdgams (Nolato, 09-05-06).

In CEE, Nolato has production in western Hungarglatb bought the plant in Hungary in
2000 and has taken over the orders from the puedhasmpany. By then the plant was
directed at home electronics but Nolato has totatignged the strategy and the plant is now

focusing the production on industry; mainly autoiv@tind medical (Gert Larsson, Nolato).

6.4.1 Answers from Nolato

Gert Larsson, Director of Sales and Projects aatdoCentral Europe, claimed that having
production in Hungary is working well and he hadg eaperienced any corruption. The

automotive industry in Hungary is growing and hdawaurable location since Nolato has its
plant in the western part of the country; clos&gmany and Austria as well as the cluster in
Slovakia/the Czech Republic. To be located in easktungary is not very advantageous
since it is far from the customers. According tadsan, the problem of having production in

Hungary is that the resources of specialisatiortemtmnology competence are limited. The

consequence of that is that it may be hard to recru

According to Larsson, important factors when relimgaproduction are the labour costs and
the costs in general. Being close to the custonseatso important for Nolato. Additionally,

cluster is an important factor when dealing witkalified labour. The competition is hard and
people are moving between the industries. Howelemg close to suppliers is not so
important since they are global and have distrdsutcentres in different locations in the

region.

Larsson said that there are discussions withincttrapany of where it is most optional to
serve the customers; the customers are in majatiqpo$o decide were to locate. Further on,
he added that Nolato will not relocate any furtpeoduction, only expand the activity in
Hungary. If the customers would demand that Nolss to move closer to them, it will
follow their directions. Larsson explained that &tol will always have some production in
Sweden but it could relocate production of partthefunits to the customers.
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Concerning advantages and disadvantages of reigcatoduction to the different countries
Larsson expressed that Poland, the Czech Reputdi¢iangary are developed countries and
far ahead. These countries were interesting camtior investments already in the late
80s/early 90s. The level of education and the actegngineers are high but these countries
also have higher costs and labour costs and thenech many new investors in the countries.
He stated that today's “winners” are Slovakia andm@nia; more incentives from the
government like investment subsidies and tax rebehave been implemented in these
countries. Larsson clarified that it is possiblgét up to 50 percent subsidy to building plants
and the company tax is low. They have flat tax Wwhigthe same no matter what is earned.
Larsson had no opinion about Turkey, but he saat tbkraine is very far behind and
insecure. Some companies have relocated businetfg ioountry but it is still risky and
unstable. However, he stated that the level ofdalgosts in the countryside in Ukraine is the
same as in China. Larsson believed that Romaniabithe first country in the region that
will grow to the same level as Poland and CzechuBlp but some production in the
automotive industry will remain in these countriEsause of the logistics. He explained that
it is not easy to relocate something you have lpltLarsson also believed that Ukraine will
be an attractive country for relocating productiorthe future, but that it will take more than

five years.

Larsson also presented Nolato’s viewpoint concertie Czech Republic, Slovakia, Poland
and Hungary. Of those who are 25 to 64 years olthave at least studied upper secondary
school, the Czech Republic is in top. 88 percenthefCzech population, 86 percent of the
Slovakian and 72 percent of the Hungarian have mugpeondary school education; to
compare with, only 83 percent in Germany and 64qydrin France. The development of the
wages in the countries between 1996 and 2005 shairttie wages in the Czech Republic
and Hungary have increased much more than the othertries. The Czech Republic has
gone from the second lowest wages to the highedanB has the third highest wages and
Slovakia the lowest. Poland also has the highest lef corruption and Hungary the lowest.
Since 2002 the level of corruption has decreasedllithe countries, but in Poland it has
increased. The standard of living is the highegha Czech Republic followed by Hungary
and Slovakia. Poland has the lowest standard ioigiv
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6.5 SSAB Tunnplat

SSAB Tunnplat was founded in 1978 by a consoligdatibDomnarvets Jarnverk in Borlange,
Oxeldsunds Jarnverk and Norrbottens Jarnverk ied (6SAB Annual Report, 2005). SSAB
Tunnplat is a raw material supplier of sheet steelugh subcontractors (Torsten Wangmar,
SSAB Tunnplat). SSAB Tunnplat is a subsidiary & 88AB Group which is the largest steel
sheet manufacturer in Scandinavia as well as oneuobpe’s leaders in development and
manufacturing of high-strength steel grades. Higfength steels are used by leading
automotive manufactures such as Volvo, Saab, Foad, Jaguar and the Volkswagen Group.
Production takes place in Sweden; in Luled and@ge. It also has sales offices in Poland
and the Czech Republic which also include Slovakistria and Hungary (SSAB Annual
Report, 2005).

6.5.1 Answers from SSAB Tunnplat

The company’'s representative, Torsten Wangmar, @ebical Sales Manager- Heavy
Transport, said that the company has not relogateduction to CEE because huge amount
of capital that is needed in order to move its patitn facilities; instead it is delivering to its
subcontractors in Europe, wherever they are locaisdmentioned above, SSAB Tunnplat
has sales offices in Poland and the Czech Repybffice for Slovakia, Austria and
Hungary). According to Wangmar, the business iskimgr very well in these countries; the
people are skilled. SSAB Tunnplat has no existilem® of relocating its production to CEE
and Wangmar said that they leave the productigdh@ccustomers and they are the ones that

are moving eastwards

When moving business to CEE, the most importartbfao consider is the closeness to the
customers. Wangmar said that SSAB Tunnplat is fiollg the customers because of the
market. He continued saying that there are no tang&s in those countries where SSAB
Tunnplat is located; it is more risky further eaB6AB Tunnplat decided to move to these
countries since this is where its customers aratéocand it shall be practical to relocate the
business. Wangmar stated that the company is liked‘animals”; if a new market pops up,
the company moves there. Important criteria incltiagg there must be an existing market in

the country.
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When Wangmar discussed the advantages and disadeanof the countries, he mentioned
that the Czech Republic and Poland have advantsiges they are close to the market.
However, every country has its own disadvantagesesithe culture is different in the

countries. He has not experienced any corruptiod, e said that it was more obvious ten
years ago. He added that corruption is affectimgdisstomers more. Further, Wangmar said
that he does not see any problems in having busimethese countries and sometimes the
media is responsible for the negative biases &felweuntries. He said that the people in CEE
have a more positive approach towards working; @reywell educated and have a straight

approach.

Wangmar thought it was hard to predict the mosaeiitve country regarding relocation of

production in five years but he thought that the&@zRepublic, Slovakia and Hungary are
possible frontrunners. There is also an increasitegest in Romania, Turkey and Russia. He
thought that Romania is getting stronger as amcite market while Turkey is interesting

due to its high active economy and that many nawido investors are entering the market.
There is great competitiveness between the cosntfim example between the Czech
Republic and Slovakia which share a big automatluster (eastern Czech Republic/western
Slovakia). However, Wangmar continued arguing tlae has to be aware of the

infrastructure and the favourable tax system batvtke countries.

6.6 Trelleborg Automotive

Trelleborg was founded in 1905 and is now a glahalistrial group. Trelleborg Automotive
is the largest of five business areas of the Twellg Group. Trelleborg Automotive is a
world leader in the development and manufacturpadymer-based components and systems
used for noise and vibrations damping for passemngey light and heavy truck, rail, marine

and industrial applications’(The Trelleborg Group Annual report 2005, p. 14).

Trelleborg automotive is divided in two segmentsitidibration Systems and Fluid and
Acoustic Solutions. Key customers are DaimlerCleysFord, General Motors, Renault,
Nissan, the Volkswagen Group and also Tier 1 manufas such as GKN. Among its
strategic priorities lies a global cost-managenm@ongram and continued efforts to increase

presence in emerging markets. Production unitskfe @re located in the Czech Republic,
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Poland, Slovakia and Turkey. In 2005 a decision masle to also establish production in
Romania with production scheduled to start at tieb@ 2006 (The Trelleborg Group Annual
Report, 2005).

6.6.1 Answers from the Trelleborg Group

The primary reason for relocating production to G&Eo decrease the costs. There is also an
interest to be close to the customers, which in teads to lower costs. Dan Eisengarten,
Business Development, said that the interest ingoelose to the customers might decrease
since the EU becomes a more homogenous marketeqoastly, the customers care less of
where the product is produced and more of the cbs&ddition, to have a good cooperation
with the customers it is not necessary to movepitmeluction to where the customers are
located. Technical centres may be used for thisoreade Tavernier and Eisengarten stated
that even if a company moves to a country whededs not have customers, new customers
may be found. Although, it is advantageous to matere the customers are located since
then the company already has a network for furthesiness. The Trelleborg Group has
technical centres in France and Germany whereop@ates with the customers. Eisengarten
and Stéphane de Tavernier, Business Developmemnilaiegd that when relocating
production, important factors to consider are #i®Ur costs, infrastructure (roads, railroads,

customs etc) and level of education as well asifigthpeople in the country.

Trelleborg Automotive has mostly built its own pien(green field), but in Slovakia it
purchased a plant it already was joint owner irell€borg Automotive purchases metal
components from different suppliers as well as r@twbber and synthetic rubber, which is
transported to its plants. Concerning advantages cisadvantages of the countries, they
claimed that an advantage of Romania is the vewylddour cost. The disadvantages are that
the process of starting up business in the couakss a long time and it may be hard to make
it all work; the structure in the country is notryeorganised. Another problem in moving
production to Romania may be the corruption ang #ad that they have also experienced
cartels. Regarding Poland they stated, that isahlaigh level of education and is a large and
developed country, but there are some underdewelogextors in the country. One
disadvantage of investing in Poland is that latkeé/exchange rate in the nation has increased
which has lead to higher expenses. Advantagesovbgia are that the wages are low and that
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the country has flat tax. Further, it is easy tadfiambitious people, but the structure in
Slovakia is undeveloped. They said that the CzegbuBlic is something in between Poland
and Slovakia. Turkey has an automotive clustehewestern part of the country and in this
part, it is possible to find many business relai@s well as good competence. However,
Turkey has a disadvantageous geographic locatamaday from the European market.
Furthermore, some parts of Turkey are underdevdlope

Eisengarten and de Tavernier believed that at@ctiountries for future relocation of
production are Poland and the Czech Republic, w8ievakia is a “wild card”. Other
interesting nations are Romania and Ukraine. Fuyrttieey said that Turkey is a strong
country since it has a large automotive cluster dad a background of industry and
production as well as the NATO membership and #oe that it is striving to become an EU
member. They believed that Poland and Turkey wellthe most attractive nations in five
years concerning relocation of production. Thisause Poland has a good structure and is
more westernised than the other countries in th®meas well as it could be a “bridge” to the

market in Belarus and that Turkey has a good ecgnom

6.7 Summary of the Interviews

6.7.1 Most important factors

The most important factor to consider in regard$utther relocation of production to CEE
was labour cost for all of the interviewed comparg&cept for SSAB Tunnplat. This may be
because SSAB has not relocated any production . @Enly has offices in CEE to serve
the customers. Therefore, the most important faforSSAB is where the customers are
located. Infrastructure was also important to alinpanies. With high quality infrastructure,
costs may be saved since time is money. The cludteelated and supporting industries
including customers and suppliers was also impottamll of the companies. If the country
has a well developed automotive cluster it is aasy to find competent labour which is
important to the majority of the companies. Nevelghs, it is not so important to Autoliv

since it is not a problem in CEE to find competabbur according to the interviewee.
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6.7.2 Opinions about the countries

Hungary

+

Poland
+

* Business is working well

* Automotive is a major industry and it is growing

* Western Hungary has a favourable geographiaation

* Corruption is not affecting

* Developed country and were an attractive investiitountry already in late 80’s

* High level of education

* No political risks

* Still cheap to produce in the country and so fag increasing wages have not
affected calculations

* The costs are increasing

* [t may be hard to recruit due to the lack ofteical knowledge
* Not many new investors

* Competition is hard regarding competent labour

* Developed country and were an attractive investiitountry already in late 80’s
* High level of education

* Favourable geographical location which in tuetcase the transportation costs
* |t is still cheap to produce in Poland

* No political risks

* Higher costs
* Wages are rising
* Not many new investors

Romania

+

* A very cheap country to produce in
* Low labour costs

* Cheap land

* Changed procedures in customs

* Industrial tradition

* Tax relieves

* Investment subsidy

* Politically instable
* Lack of structure in the country
* Procedure of starting a business takes long time

Slovakia

+

* Tax relieves
* Investment subsidy
* Low labour cost
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* Ambitious people
* High competition between Slovakia and the Czeepublic
* Strong automotive cluster in western Slovakia

- * “Wild card” in the future

The Czech Republic
+ * Developed country and were an attractive investiitountry already in late 80’s
* High level of education
* High competition between the Czech Republic Sialakia
* Favourable location
* Large automotive cluster
* Traditional industry

- * Higher costs
* Not many new investors

Turkey
+ * Has a market and a growing cluster in the west
* High level of education
* Good competence and business relations in ttenaative cluster
- * Costs are rising
* Higher transportation costs because of its ladygtance to Western Europe
Ukraine
+ * Very low labour cost

- * Very risky country
* Hard to establish business in Ukraine

Company | Most attractive country in five years

Autoliv Romania and Turkey. Ukraine, but in a mdrstant future
Haldex Romania, Turkey, Ukraine

Nolato Romania. Ukraine, but in a more distantifeitu

SSAB Czech Republic, Slovakia , Hungary, Romaniakéy

Trelleborg | Poland and Turkey

Table 6.1 Most attractive country in five years
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7 Analysis

The analysis starts with describing the modifiedalgtical model;, how and why it was
created. The model was used when analysing ther seuentries represented in the study.
Finally, the most attractive countries for furtheelocation of production in 2011 are

presented.

7.1 Modified Analytical Model

Factor Conditions

|

Location
Advantages

7 AN

Related and Supporting Political and
Industries Macroeconomic
Factors

Figure 7.1 Analytical Model

After reading the literature, talking to expertstta@ Swedish Trade Council in the different
countries and Fordonskomponentgruppen as well pesentatives from the automotive
companies we could conclude that the factors irattaytical model were relevant. However,
we could discern some factors of more importancecdmpanies in regards to further
relocation of production to CEE in order to obtawst efficiency. These were labour costs,
infrastructure and the extent of automotive clugtethe country. Labour costs and costs in
general were the most important factors to all canmgs except for SSAB. All companies

stated that it is important to consider the infnasure in the country before moving.
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Concerning automotive cluster, all companies statedt it is important; if there is an

automotive cluster there is greater knowledge efitidustry and competent labour as well as
many important related and supporting firms araldisthed. To some of the companies the
customers were very important when deciding whertt¢ate while to others the suppliers
were more important. We have decided to includéh bmistomers and suppliers in the
automotive cluster factor since they are relatetheocompany. In that way, the companies
which are using our model may concentrate on thstnmoportant element (included in the

automotive cluster factor) to them; for exampleéhé customers are very important to them
when relocating production they should focus on pivagp out the automotive cluster in each

country concentrating on where the customers dablkeshed.

Since the three factors (labour costs, infrastmectind automotive cluster) were prominent, a
decision to modify the first analytical model waade. Out of factor conditions, labour costs
and infrastructure were selected and the factoretdted and supporting industries was
renamed to automotive cluster and included custeragiwell. Political and macroeconomic
factors are also included in the model since thégctathe three factors. For example, tax
affects the labour costs and decisions by the gowent of building roads affect the
infrastructure. Further, location advantages wemamed to country advantages since the
advantages in the different countries and not §ipdocations were analysed. As illustrated
in the first analytical model there are more fasttihan these three that affect country
advantages but these are the most important. Tdrereh the further analysis we will look at
these three factors at first and then also theigaliand macroeconomic factors. It should
also be mentioned that Dunning’'s location advargage just a base of our definition of
country advantages. We have included the most irapbirfactors that constitute country
advantages in this specific situation which ardrola cost, infrastructure and automotive

cluster.

To be able to use the model in a future perspectinefuture conditions of the three factors
have to be considered. This means that when anglybie different countries, the future
development of infrastructure and labour cost wamsitered. Likewise, the future
development of the automotive cluster in each agumtas taken in consideration; for
example if it would remain attractive, if there wasgrend towards firms leaving the cluster or

if more investors were expected.
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/ Labour Cost
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Advantages “— Infrastructure _' Macroeconomic

Factors

Country

Automotive Cluster

Figure 7.2 Modified Analytical Model

Labour Costconsists of the average hourly labour cost foheaintry which may be found
in the table in chapter 5. Since the labour coshésmost important factor according to the
companies, this factor is a bit larger than theeoiin the model. This leads to that when

analysing the countries, there will be more focaghe labour cost.

Labour cost in 2011To be able to estimate the labour costs in 20&lhave compared the
opinions of the experts and the companies as wgeltaan secondary data of the countries.
Factors that have played a crucial part in our gudgnt are EU membership and the level of

development of the country.

Infrastructurecontains everything from roads, railways and fisgto access to Internet, fixed

telephone, mobile phone and postal service. Intiagifactors such as geographical location
and declaring process in customs are included.tifhe it takes to realise business is also
included in infrastructure. It may be affected bylifical factors such as bureaucracy and
corruption. If the country has high bureaucracy amdore complicated system it takes longer

time to start up and run the business.
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Infrastructure in 2011:In evaluating the infrastructure in 2011 we havdlected facts
concerning infrastructure improvements and to whaént they will be fulfilled within five
years. We have concentrated on the parts of infretsire that are not satisfying in the

country today and if improvements will be shownhwitfive years.

The Automotive Clusteincludes the related and supporting industriesvals as suppliers,

subcontractors and customers; this is the netwbrthe company which forms the cluster.
However, not all the related and supporting indestm each country are considered in the
research because of the time limit. A large autoreotluster also indicates that there are
many qualified people in the area that know therass, this is why level of education is

included in the cluster factor in the model.

Automotive Cluster in 201TTo be able to estimate the automotive cluster@0hl in the
countries we have looked at if there are tenderafiéise automotive cluster to grow stronger

in the next five years or if there are tendenciesompanies leaving the cluster.

7.2 Analysis of the Countries

To compare the advantages and disadvantages abthrgries in the research, the modified
analytical model has been used. The model has dhapé in structuring the analysis of

country advantages.

Hungary
e Labour Cost: US$ 3.80 (the highest of all the countries in theearch)
Labour Cost in 2011: The labour cost in Hungary is already high and wmitirease
even more in 2011. Many international companiespaighing up the wage levels in
the country. It is one of the first countries in EEat will reach the labour costs of

Western Europe.

* Infrastructure: All factors included in infrastructure are satisfy] except for the
road net and the declaring process in customs.dEgtaring process in customs is

improving, but it is still not pleasing. Bureaucyds affecting many companies in the
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country according to the survey made by the Swedlisde Council. However, none
of the interviewed companies have mentioned thegducracy is a problem.
Infrastructure in 2011: Improvements are planned concerning the roadsvamy of
them within five years. The declaring process istams will probably also improve

as the country adapt to the EU membership.

» Automotive Cluster: There is a large cluster in western Hungary. lone of the
countries which have the largest production of eelsiin CEE and it has a mature
industry. Further, it has a high level of tertiaglucation according to the table in
appendix. However, it may be hard to find labouthwiechnology competence due to
the fact that it is hard competition between theeifgn companies established in
Hungary.

Automotive cluster in 2011:There is a tendency towards traditional industsigsh
as automotive industry moving further east and hi@l elecom have become larger

industries in the country.

There is a large automotive cluster in Hungarydsitnentioned above, traditional industries
are moving further east and are in turn replacedigi tech industries and telecom. This
might be because of the high labour cost compardhe rest of the region. We see this as a
disadvantage for future investments in the autoreatidustry since one of the factors in the
analytical model is the automotive cluster; if anoreasing number automotive companies are
leaving the country, the cluster will decrease. high labour cost is also a disadvantage.
Autoliv and Haldex emphasised the raising labowst ¢o Hungary, but so far it have not
affected Haldex’s calculation, nevertheless it i so in the future.

Because of the high labour cost and decreasingreniitee cluster, we do not believe that
Hungary will be one of the most attractive courstrie CEE regarding future investments in
the automotive industry. The labour costs in Hupgaitl probably increase even more and
since one have to look more than five years ahdashvinvesting, we believe that there are
other countries in the region that will be moreeaattive. Therefore, we have not chosen

Hungary to be included in the further analysis.
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Poland

Labour Cost: US$ 3.14

Labour cost in 2011: The labour cost in Poland is already high compaoethany
other countries in CEE and will increase even mtires. one of the first countries in
CEE that will reach the labour costs of Westernogar

Infrastructure: Close to the Western European market. All kind rdfastructure
except for the road net is satisfying. The dectaprocess in customs works relatively
well. According to the survey made by the Swedisdd€ Council the corruption may
affect the business and according to Gert Larsgmngcorruption has increased since
year 2002.

Infrastructure in 2011: Many improvements concerning motorways will be made
before 2013. The corruption will probably decreasethe country becomes more

westernised.

Automotive Cluster: There is a large automotive cluster in southerfrar®b with
many automotive companies. Therefore, much labotlr knowledge in the industry
may be found. The level of education is high acewydo the table in appendix;
Poland has the highest percentage of secondarlydadethe next highest percentage
of tertiary level.

Automotive Cluster in 2011: The number of automotive companies operating in the
country has diminished by nine percent since 200 indicates that the cluster will
not increase. Because of the high level of educdtiere will be even more competent

labour within five years.

Poland has one of the largest automotive clusterCEE but we might see a future

equalisation in labour costs between Poland andékfe&urope. This is a disadvantage since

one purpose of this research was to answer theigaes which country that would be most

attractive in five years time. One has to consither investment in a long-term perspective

and not just five years. Experts disagree on wines @équalisation will occur, but they all

agree that Poland is one of the first countrie€HE to reach the same level of labour cost as

in Western Europe. Since 2002, the number of autiesmcompanies has decreased by nine
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percent in the country, but at the same time, conegathat are established in the country
have plans of further large investments in Polaksl.mentioned above, the country will
probably keep its power of attraction in five yearsl it will take more than five years before
the labour cost are equal to the Western Europen Hvthe labour costs are rising in the
country, the transportation costs are relatively ince Poland has a favourable geographical
location; close to the market in Western Europe 8mekden. All kind of infrastructure is
satisfying except for the road net. Many improvetaesf the motorways are planned and
1178 kilometres of motorways will be completed befa013. However, improving the roads

is a slow process due to the political oppositiorthe country.

Poland’s economical development is moving in rggade and the infrastructure is improving
and in comparison with Hungary, we believe thaaRdlwill be more attractive thanks to its
lower labour costs and larger cluster as well asgggphical location. In spite of this, we
believe that Poland might become too expensivéufiore investments. This because one has
to look more than five years ahead for an investnagrd we believe that there are other

countries in the region that will be more attraetin terms of cost saving in 2011.

Romania

e Labour Cost: US$ 0.80 (second lowest labour cost in the regiod ia differs as
much as a dollar to the third lowest; Turkey)
Labour Cost in 2011: Due to the fact that Romania will enter the EU B02 the
labour cost will probably rise a bit but it willistboe low compared to other countries
in CEE.

* Infrastructure: The roads, railways and postal system need to e developed and
improvements are under progress. Declaring processstoms is causing problems.
The bureaucracy is high and the corruption is deii.

Infrastructure in 2011: Many projects of improving the motorways are pkfintwo

of them will start this year. There will be notibéa improvements within five years
and in ten years the improvements will be largeeréhare also projects of improving
the railways. The declaring process in customs withbably improve when the

country joins the EU; likewise the level of cornapt
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» Automotive Cluster: There is an automotive cluster in Transylvania Wwhgnot the
best location when serving the European market. yManbcontractors to the
automotive industry are located in Romania. Acaggdio the table in appendix, the
level of education is rather low compared to tret of the investigated countries.
Automotive cluster in 2011: There is a trend of automotive companies enteitieg

Romanian market so the cluster will increase ie frears.

Romania has the lowest labour cost per hour (USP)Oexcept for Ukraine, but the
transportation costs may be higher because ofotigel distance to the market. Romania has
a high level of bureaucracy as well as corruptiorthie country; although, the corruption is
declining. Trelleborg Automotive has even experezhsome cartels in the country. This
might be due to the fact that Romania is not annfi#inber. Romania will become a member
in 2007 and this might result in that the natiors ha improve infrastructure and related
factors to keep up with the EU standardisation. iMiagking to the Swedish Trade Council in
the countries that joined the EU in 2004, theyestdhat many improvements in bureaucracy,
corruption as well as declaring process in theausthave been made. We believe that this
will happen to Romania as well since the Romaniaight feel pressured by the union to
make improvements. According to a survey by UNCTRIOmania is ranked number three in
the table of top investment hot spots the nextyears (2007 and 2008) in CEE. This survey
was not done specifically for the automotive indpsind not only for efficiency seeking FDI.
However, it is a good sign for Romania since itasked high although it is not just out of
efficiency seeking FDI. The roads are the onlyasfructure that really needs improvement,
but as mentioned above, there are governmentakgisojto improve the roads and the
railways in the country, some of them are alreadypriogress. Improvements may be seen

within five years, but even more improvements Wwélseen within ten years.

Romania is getting stronger as an attractive maaket it is one of the countries that the
interviewed companies believed would be the madsaatve nation in five years. We also

believe that Romania has potential to become aactite market in the nearest future, and
even if it might not look like one today it has teeength and wish to become the new hot
spot for investors; just as the UNCTAD survey dexgaThe labour cost is the most important
factor in the modified research model and since &uenhas such low labour costs we have
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chosen to further analyse this country. However,anee aware of that the labour cost may

increase when joining the EU, but since it is sacimlower than the other countries in the

research we do not believe that Romania’s labouwst auwill increase that much and

consequently the country will still be an attraetimarket compared to the other countries.

Slovakia

Labour Cost: US$ 2.15

Labour cost in 2011:Like in all the other countries, the labour castSlovakia will
increase in five years. Due to that it is closeth® Western Europe than for example
Romania and Ukraine the labour cost will probaldgah the western level before

these countries.

Infrastructure: All infrastructure is pleasing and there are furtimprovements in
progress. The geographical location is favouraipleesit is close to the major clusters
in the Czech Republic and Poland. Additionallyisitlose to the market in southern
Germany and Austria. The corruption is low but &yttake long time to force through
decisions.

Infrastructure in 2011: All infrastructure is pleasing and there are farth

improvements in progress.

Automotive Cluster: There is a large automotive cluster in northerrv&@a. The
level of education is rather low compared to thet o the region when looking at the
table in appendix.

Automotive Cluster in 2011: In 2008, Slovakia will be the world’'s largest car
producer per capita. This indicates that the ctusti remain and even expand in five
years. Many automotive companies are establishingygtion units in the country

and Bjerlestam stated that this development wilticme for five years.

Slovakia’s labour cost per hour is US$ 2.15, whitdty be seen as an advantage compared to

those countries that have the same quality of stfuature and cluster as Slovakia. The

corruption is not a large problem for making busma the country, but the grey sector may

cause problems. Slovakia has one of the regiongestagrowing economies and the
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automotive industry is developed; the nation iseet@d to be the world’s largest car producer
in per capita in 2008. This may be seen as a hdgangage since Slovakia will have even
more experience of the automotive industry at #reestime as the cluster may grow. Many
automotive companies have relocated their prodactm the country and according to

Bjerlestam this development will continue for aideanother five years.

We believe that Slovakia has a great opportunitystcome an attractive market in the nearest
future. The labour cost is lower than in HungarglaRd and Czech Republic. It already has
an automotive cluster and it may be the largespoaducer in the world within a few years.
Also, Slovakia has a favourable geographical leratind the infrastructure in good. Out of

these reasons we chose Slovakia to be a part ddittner analysis.

The Czech Republic

e Labour Cost: US$ 3.39 (the next highest of the countries inrdsearch)
Labour Cost in 2011: The labour costs will probably increase even mare the
Czech Republic is one of the countries that wilfibs to reach the Western European

level of labour costs.

* Infrastructure: The Czech Republic is a more developed country thany other
nations in CEE. Infrastructure is excellent but thdroads need improvements. The
motorway network is the largest in CEE. The couhtag a favourable location in the
centre of Europe. Moreover, the country has minicaatuption.

Infrastructure in 2011: The motorway network is the largest in CEE andlamped
to double in size in 2007 and several rail modeatioss are in progress.

» Automotive Cluster: There is a large amount of educated people in dtatcy and
there are many students that have graduated imtgiceand technical fields.
According to the table in appendix, the educateel is rather high but not as high as
in Poland and Hungary. The country has a strong dewtloped industry and the
automotive industry is the largest industry in ttwaintry. Clusters may be found in

central Bohemia and North Moravia.

Hanna Bornmark & Asa Géransson, Lund University 73



Central and Eastern Europe’s Future Power of Attraction for Further Relocation of Production
-a Study of the Automotive Industry

Automotive Cluster in 2011: We have not seen any indications of that the Czech

automotive cluster will increase or decrease ir frears.

The Czech Republic has one of the highest labostsan the region, but like Poland, the
Czech Republic has a large automotive cluster analdétion in the industry. Also, the Czech
Republic has one of the largest motorway netwarkSEE and it is planned to double in size
before 2007. The railway system is not satisfyibgt the government has plans for
improvements. Its geographical location is a hudsaatage to reach customers in Germany
and in the rest of Western Europe and it is togethi Poland ranked as number one as top
investment hot spot (not only automotive industng &fficiency seeking FDI) the next two
years (2007 and 2008) in the CEE.

The reason for not choosing the Czech Republiberfurther analysis is the high labour cost,
even if the infrastructure is very good and thesduis large as well as well developed. Since
it is a well developed country compared to the ottwuntries in CEE we believe it will be
one of the first countries in CEE to reach the pobidn costs of Western Europe. In five
years it will probably still be attractive but tlygiestion is for how long; additionally we

believe that other countries will be more attraeiiv five years.

Turkey
e Labour Cost: US$ 1.81
Labour Cost in 2011: The labour costs will increase due to that the camgpis
becoming more like Western Europe and if it joihe EEU the labour cost will

probably increase even more.

* Infrastructure: Turkey has a good geographical location spannirtj Boirope and
Asia, but not so favourable location to serve tleogean market. The infrastructure
is in good condition, but the roads and the posyatem have to be improved. The
declaring process in customs also needs to be imagdroThere is a high level of
corruption in the country and it may be hard toig&irmation from the authorities.
Infrastructure in 2011: Since the country wants to become a member ofEttie

there will be improvements every year in the infmasture.
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* Automotive Cluster: Turkey has its own market in the automotive induaind there
is a cluster in the western part of the countryniylioreign companies are entering the
market and the nation has a good background ofsingd@and production. However,
there is a low level of education which may be sieetine table in appendix. On the
other hand, companies that have production in diatcy emphasise the good English
knowledge and the industry tradition in the country
Automotive Cluster in 2011: Since most of the companies in our research thought
that Turkey will be attractive for relocation ofggluction in five years we believe that

more automotive companies will establish in thentpuand make the cluster grow.

Turkey has a large automotive market in the cour@y the other hand, the transportation
costs may be higher to the customers in Westerogeurbut Turkey may serve the Middle
East and Central Asia instead. Since Turkey hasldwur costs, a strong industrial history
and people have good knowledge of the businesselisas/ good language knowledge we
believe that Turkey may be one of the most attvaatbuntries for relocation of production in
five years. Further, Turkey is striving to becommamber of the EU and due to that it will
probably improve the investment climate in the aounn addition, Turkey was considered
to be one of the most favourable countries foraation of production in five years. This is
why we have chosen Turkey for further analysis.

Ukraine
* Labour Cost: US$0.66 (lowest of the countries in the research)
Labour Costs in 2011:The labour cost will rise but we do not believewitl be a

major rising since the country is developing mdosve/ than the rest of the countries.

* Infrastructure: Internet, mobile telephone, aviation and railway® avorking
satisfying while roads are pretty bad. Mail andcetixelephone have to improve, but
Tatiana Byrka at the Swedish Trade Council in Keeaimed that the fixed telephone
in the cities is working very well. The declaringopess in customs is creating

problems. Ukraine has a favourable geographicaitioc to serve the Russian market,
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but not to serve the European market. Ukraine hagyla level of corruption and

bureaucracy and it is insecure to invest in thentrgu

Infrastructure in 2011: There are big plans of improving the infrastruetubecause

of the increasing FDI in the country; but the plans only at negotiation level and it is
supposed to take more than five years before angrnmaprovements will be shown.

We could not find any sign of decreasing corrupaod bureaucracy in five years.

» Automotive Cluster: The automotive industry is growing in the westelrdine. The
level of education is high in Ukraine according tte table in appendix but the
language skills are not pleasing.

Automotive Cluster in five years: There has been an increasing number of FDI in
Ukraine in the automotive industry and the clustdt probably increase to some

extent in five years.

Ukraine has the lowest hourly labour cost of adl tiations in the research. According to Gert
Larsson at Nolato, the labour cost in the Ukrairgaantryside is the same as in China, which
is a great advantage since according to our stadgur cost is the most important factor
when relocating production. Moreover, Ukraine hasgh level of education. A majority of
the interviewed companies believe that the autoraandustry in Ukraine will grow in the
future, but that it may take more than five yea®le it becomes really attractive. So far, it is
still very insecure to invest in Ukraine; it sidl a very bureaucratic and corrupt country and it
is hard to receive information from the authoritiddditionally, the infrastructure needs to be
improved. We believe that Ukraine has difficulties reach the same level of quality of
infrastructure and business climate within five rgeas the other investigated countries.
Ukraine has too many drawbacks when studying threaugcracy, infrastructure and social
development as well as that it is not even onigi¢éd become an EU member. Therefore, we
do not believe that Ukraine will be one of the mastractive countries in five years.
However, since there are automotive companies imgeén the country today, we believe

that it has potential to become very attractivehm future but not in five years.
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Motivation of selection of Slovakia, Romania and Ttkey

Countries Most Attractive in 2011

Hungary, Poland, The Czech Republic

Too expensive

Romania, Slovakia, Turkey Romania, Slovakia, Turkey

Too risky

Ukraine

Figure 7.3 Motivation of selection of Romania, Slaakia and Turkey

The reason for choosing Romania, Slovakia and Huiséhat we believe that these countries
will be the most attractive in 2011. In Hungary)dahal and the Czech Republic we see a trend
towards high labour costs. The countries have beamnch more developed and at the same
time the costs are rising. These are also the ttoastries that experts think will be the first
in CEE to reach the production costs in Westerropeir Therefore, we think that when a
company will relocate production in 2011, it wik bbetter to go for a country which does not
have such high labour costs. However, these ttoaetdes will still have lower labour costs
than Sweden in five years but we believe that tla@eeother countries in CEE that will be
more attractive in 2011. Ukraine has very low laboasts but on the other hand we consider
it to be too risky in five years. In ten or fiftegaars it will certainly be more attractive but not

in 2011. Consequently, three countries remain maoalysis; Romania, Slovakia and Turkey.

To further analyse the advantages and disadvant#dgiee selected countries, political and
macroeconomic factors will be included. This imgpliat economic growth, corporate tax

rate and inflation also will be considered. Als@ tholitical and commercial country risk,
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which may be found in the appendix, will be inclddas well as the membership in the EU
that may strengthen the countries’ advantages.

According to the table in the appendix, Romania &ntkey have almost the same level of
education; Romania has a slightly higher level sitice tertiary education percentage is
higher. However, when talking to companies conecgyniurkey, they stated that language
skills as well as special knowledge in the industrg fine. Further, they have stated that it is
easier to start up a business in Turkey. On therdtand, Romania will join the EU in less
than a year (2007) which will certainly lead to myements on investment conditions. Even
though Turkey has not set a date for future EU nesibp, it has higher labour costs than
Romania and if it joins the EU the labour cost vatbbably raise even more. Moreover,
Romania has a flat tax of 16 percent whereas Tuhlesya corporate tax rate of 30 percent
(not flat). Romania is also expected to have adn@gDP growth than Turkey in 2006 (6.2 %
compared to 5.5 %) and has a lower political coqunsk than Turkey. The advantages of
Slovakia are excellent infrastructure, good geolgiag location, large cluster of automotive
companies as well as the labour costs are low codpto other countries with large
automotive clusters. Moreover, the country is an BE&mber. It has the same estimated
growth rate as Turkey in 2006, but the inflatioters much lower (2.7 %) compared to both
Romania and Turkey (6.9 and 6.9 %). Like Romaniay&kia has flat tax, but it is higher in
Slovakia; 19 percent. Concerning the country risis much safer to invest in Slovakia than

in the other two countries.

When analysing Romania, Turkey and Slovakia, we ecdam the conclusion that it is
impossible to select one country as the most atteaén 2011. Slovakia is a more safe
country to invest in and has the best infrastricag well as automotive cluster. On the other
hand, Romania and Turkey are cheaper. Romaniaeishbapest and will enter the EU in
2007 but Turkey has a more favourable cluster anddage skills. Consequently, we believe
that all three countries will be attractive in 20¥Zhen comparing our result to the opinions
of the companies we could see that the comparsesbalieved that Romania and Turkey will
be the most attractive in 2011. However, only SS%®Beved that Slovakia would be the most

attractive country in five years.
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8 Conclusions

The conclusions are presented. First the reseatgtstijons are answered, then criticism to
the research and the research contribution are @nésd. Finally, suggestions for further

research are made.

8.1 Answering the Research Questions

The first research questiorGwedish automotive supplier companies want to éantélocate

production to CEE in order to obtain cost efficign&Vhat are the factors that create an
advantage for the countries to considen®as answered after reading the theory and
discussing with the representatives of the Trellgb@roup. These factors include factor

conditions, related and supporting industries a$ asepolitical and macroeconomic factors.

The second research question,Hidh factors are the most importait®as answered in the
modified analytical model, which was created after interviews with the companies. The
most important factor was first of all labour camtd then infrastructure as well as the extent
of automotive cluster in the country. These theetdrs are in turn influenced by political and

macroeconomic factors.

The third research questioniVhich country will have the most favourable locatio regards

to further relocation of production for Swedish auiotive supplier companies in 2011fas

answered in the analysis. Since it was impossiblednclude one country as the most
attractive in 2011 we came to the conclusion th@anhBnia, Slovakia and Turkey will have the
most favourable positions in 2011. The companiss aklieved that Romania and Turkey
would be the most attractive countries in 2011 dnly one company believed that Slovakia
would be one of the most attractive countries. Garapany even thought that Ukraine would
be one of the most attractive countries in 2011colild be that the companies were just
speculating and when it comes to a decision reggrtie own company they would be more

careful.
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An interesting finding to highlight is the differen aspects we got from
Fordonskomponentgruppen and the automotive suppbenpanies. According to Henry
Mellgren at Fordonskomponentgruppen, many compah&shave relocated production to
CEE have not truly thought through the decision asda consequence they are having
problems in the new country; it is not as favouea#sé expected. However, the interviewed
companies did not mention that they had experiermegdlarger problems when relocating
production to CEE. We find it hard to believe thalbcation of production does not create
any problems. Perhaps the companies did not waotedimit the problems or it is just as
simple as the companies in our research have amesidhe decisions of relocation carefully
and therefore they have calculated that problemsaouneur. The latter is most probable since
the companies are large and already are locat&ER We believe that before moving, the
company needs to have a clear strategy of how ter eghe market and how to run the
business in the new country. However, this researa$ only on country level therefore it

was only focusing on factors that create countmaathges.

8.2 Criticism to the Research

The largest criticism to this study is that it &atively cursory. Due to the fact that many
countries have been investigated and also many aoiep we have not been able to analyse
the factors in the modified analytical model asadetl as would have been preferable.

By means of the modified analytical model the fatwonditions concerning labour costs,
infrastructure and automotive cluster have beefysed for each country. It is always hard to
analyse the future since unexpected events mayehapfherefore, we want to make a
reservation against such events. Additionally, atyrbe hard to analyse country advantages in
a general point of view as have been done in tlseareh; we have analysed the most
attractive country for further relocation of protioa in five years for Swedish suppliers in
the automotive industry. For example, the advarstagay be different concerning what kind
of supplier the company is as well as what kingdahponents it is delivering. Also, internal
conditions within the company may be decisive ifedg country such as contacts and

other resources that may be used more favouralgleriain countries.
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Further criticism is that the same information nmay have been found from all countries. It
was much easier to get hold of information from sauuntries. However, even if more time
was given it is not sure that more information vabhlave been found since for example
countries like Ukraine does not have such spedifiormation of the automotive industry.

This may be the case since it does not have suelkteanded automotive industry.

The data of the labour costs we used in the arsadysi from 2003; a year earlier than many of
the countries entered the EU. This may be congidasea week source because the labour
costs may have increased since then. The reastravorg the data from 2003 is that we have
not been able to find more resent data from Tuikay Ukraine. However, when looking at
the labour costs from 2005 we could see that Hyngad the Czech Republic still were the
countries with the highest labour costs, followgdRwmland and Slovakia. Romania still had
the lowest labour cost of the countries in our aese and it was far behind Slovakia which
had the second lowest labour cost (Eurostat, 208)5-

Criticism concerning the selection of companiesb# interviewed is that SSAB has not
relocated production to CEE and this may affecaiiswers. However, SSAB is one of the
largest automotive supplier companies in Swedenhawe sales offices in CEE, therefore we
thought it was relevant to also include it.

8.3 Research Contribution

The analytical model we have created focus onieffay seeking FDI and may be used by
automotive supplier companies. It is more speatimpared to Dunning’s OLI advantages
since it is only focusing on country advantages amlly on efficiency seeking FDI.

Moreover, it describes country advantages fromcbmpany perspective and not from the
country perspective as in Porter's diamond. Howetleg most important discovery is that
labour cost, infrastructure and the extent of awtiive cluster matter most when relocating
production in order to obtain cost efficiency. Qfese factors, labour cost is the most
important since companies may relocate productimnloiv-cost countries even if the

infrastructure is not completely satisfactory ane automotive cluster is relatively small; it is
a balance between how underdeveloped the other$acan be and how high the labour cost

can be. Further, it should also be mentioned thiathodel may be used for analysing the
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future country advantages of a country as have Hegea in this dissertation. Then, the future
conditions of labour costs, infrastructure as wasllthe automotive cluster need to be taken in

consideration.

To sum up we have created a model of country adgastthat may be used for analysing the
future. It is specific to automotive supplier com@s engaging in efficiency seeking FDI in

terms of relocation of production to CEE.

8.4 Further Research

Suggestions for further research may be to anamggeone or two countries by means of the
modified analytical model. In that way it is podsilto make a deeper analysis of each factor
and not just scratching at the surface. A suggestiould be to make a deeper analysis of

Romania, Slovakia and Turkey from the perspectiverelleborg Automotive.
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Appendix 1, Map of Automotive Cluster
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Appendix 2, Land Indicators

Sweden Hungary Poland
GDP USS$ billion (2006, estimated) 352.733 115.846 302.916
GDP/capita, $ (2005) 29600 15900 12700
GDPgrowth, % (2006, estimated) 3.2 4.0 4.2
Inflation rate, % (2006, forecast) 1.8 3.6 2.5
FDI inflow, US$ million (2004), (world rank of tota | 197
countries) -371 (194) 4167 (31) 6159 (20)
FDI inflow, US$ million (2002), (world rank of tota | 196
countries) 3296 (27) 2470 (35) 4225 (24)
Corporate tax (2005) 28 16 19
Employment, thousands (2004) 4213 3900.4 13795
Unemployment, % (2005) 6 7.1 18.3
Hourly labour costs, US$ (2003) 24.89* 3.80 3.14
Hourly labour costs, US$ (2000) 20.18* 1.91 2.42
*For production workers. Includes pay for time worked,
other direct pay (e.g. holiday pay), employer expenditures
on legally required insurance programmes and other labour taxes.
School enrolment, secondary (% gross) 2003 137.03 103.41 104.51
School enrolment, tertiary (% gross) 2003 81.78 51.89 59.47

Gross enrolment ratio is the ratio of total enrolment,

regardless of age, to the population of the age group that officially corresponds to the

level of education shown. Secondary education completes the provision of basic

education that began at the primary level, and aims at laying the foundations

for lifelong learning and human development, by offering more subject- or skill-oriented
instruction using more specialized teachers.

Political country risk, (export transaction) 1=low, 7=high 1 1 1
Commercial country risk, (export transaction) A=low, C=high A B B
Ducroire | Delcredere SA.NV insures the short-term political and the commercial risks
(not exceeding 2 years’ overall risk period) within the framework of a policy issued
to either an exporter or an importer. This cover can be provided on open account terms,
i.e. without a bank guarantee being required, and without any further particular conditions.
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Romania Slovakia The Czech Republic Turkey Ukraine
89.657 50.064 126.872 372.719 102.051 www.fita.org
8300 15700 18100 7900 6800 www.swedishtrade.com
6.2 5.5 5.0 5.5 5.5
6.9 2.7 25 6.9 12.1 www.fita.org
5174 (22) 1122 (55) 4463 (28) 733 (35) 1715 (44)
1566 (44) 571 (70) 2583 (32) 575 (69) 1424 (48)
16 19
(flat tax) (flat tax) 26 30 13 www.worldwide-tax.org
21449
9157.6 2170.4 4707 21791 (2003) http://laborsta.ilo.org
6.5 115 9.1 10 3.8 officially www.economist.com
0.80 2.15 3.39 1.81 0.66
0.56 141 1.99 1.55 0.32
85.29 91.73 96.89 85.30 92.88 (2004) http://devdata.worldbank.org
36.29 33.99 36.88 28.01 65.51 (2004)
2 1 1 3 3 www.fita.org
C A B C C
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Appendix 3, Interview Questions to the Companies (E  nglish
version)

1.

2.

What kind of products are you in major supplyindhe automotive industry?

What are the most important factors to considernmetocating production? Below
you may find alternatives of relevant factors. Disx these and feel free to add your
own suggestions of important factors.

Labour cost

Competent labour, e.g. level of education
Infrastructure, e.g. roads, rail ways, logistics
The customers are located here

The suppliers are located here

Political safe, EU member

Already established in the country
Automotive cluster

3. Why have you relocated production to Central anstéta Europe?

4. What mode of entry did you use when relocating potidn to Central and Eastern
Europe? (E.g. green field, joint venture, acquosis) Why?

5. In what country/countries in Central and Eastermofe do you have production
today? How does it work? Have you experienced ar@xpected problems? What are
the major risks to have production in the countyfdries that you have mentioned?

6. Do you plan any further relocating of production @entral and Eastern Europe?
Where in the region?

7. Discuss advantages and disadvantages, with eachtrgoftom your company’s
perspective when relocating production. Pleasefadder country/countries that you
have special knowledge about. Think in a futurespective!

Hungary

Poland

Romania

Slovakia

The Czech Republic

Turkey

Ukraine

9. Which country/countries in Central and EastBurope do you think is the most

attractive as regard to relocation of productionthe automotive industry in five
years? Think in a future perspective. Why thisdfzn
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Appendix 4, Interview Questions to the Companies
(Swedish version)

1. Vad levererar ni framst for produkter till fordondustrin? Vilka leverantdrer ar ni till
fordonsindustrin?

2. Vilka faktorer ar viktigast att ta hansyn till vidflyttning av produktion? Nedan foljer
alternativ pa relevanta faktorer. Resonera krirggdech lagg garna till egna.

Lonekostnader

Kvalité pa arbetskraft ex. uthildningsniva i landet
Infrastruktur s& som vagar, jarnvagar logistik
Vara kunder finns har

Vara leverantorer finns har

Politisk stabilitet, medlemskap i EU

Redan etablerade i landet
Fordonsindustrikluster

3. Varfor har ni flyttat ut produktion till Central-ch Osteuropa?

4. Vilken form av féretagsetablering har ni framst antvvid utflyttning av produktion
till Central- och Osteuropa? (Ex. uppkop, greeldfipint venture) Varfor?

5. Vilka lander i Central- och Osteuropa har ni praihrki fér narvarande? Fungerar det
bra? Har ni st6tt pa nagra ovantade problem? \dlkee storsta riskerna med att ha
produktion i de l&ander ni har namnt?

6. Planerar ni att flytta ytterligare produktion tiCentral- och Osteuropa? Vart i
regionen?

7. Namn for och nackdelar med respektive land fotitfing av produktion utifran ert
foretags perspektiv. Lagg garna till ndgot land soimhar kunskap om. Ha &aven
framtiden i atanke!

Polen
Rumaénien
Slovakien
Tjeckien
Turkiet
Ukraina
Ungern

8. Vilket land/lander tror ni &r mest attraktivt vidtflyttning av produktion i ett
framtidsperspektiv om fem ar? Varfor?
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Appendix 5, Interview Questions to the Experts (Eng  lish
version)

1.

Why are Swedish automotive supplier companies atilog production to Central and
Eastern Europe?

2. What countries, in Central and Eastern Eurbpege the largest production of vehicles
today as well as automotive related and suppomidgstries (automotive cluster)? Do
you believe that these countries will keep its powfeattraction in the future (in five
years) or will it change?

3. Discuss advantages and disadvantages, concerrdogptien of production, in the
country where you are situated. If you may, pleasl, further information about the
other countries that are mentioned below. Thin& fature perspective!

Hungary

Poland

Romania

Slovakia

The Czech Republic

Turkey

Ukraine

4. Which country/countries in Central and Eastern pardo you believe is the most
attractive as regard to relocation of productiohi@ automotive industry? Think in a
future perspective of five years. Why this trend?

5. Do you believe it will be an equalisation of labaasts in CEE, in comparison with
Western Europe, in five years? What will happem®he

6. In some countries it is possible to apply for EMastment subsidies. Is it possible in
the country where you are situated?

7. Is there an automotive cluster in the country whga are situated? Where in the
country?

8. Do you have any statistics of FDI inflows in thetomotive industry in the country
where you are situated?

8. What is the largest industry in the country wheve gre situated?

9. Has the government expressed any visions of impgothe how infrastructure,

expansions etc?
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Appendix 6, Interview Questions to the Experts (Swe  dish
version)

1. Vilka ar orsakerna till att svenska underleveragrtanom fordonsindustrin flyttar sin
produktion till Ost och Central Europa?

2. Vilka lander, i Ost och Central Europa, har i dagsmproduktion av fordon,
fordonsrelaterade verksamheter och komplementverikseer
("fordonsindustrikluster”)? Tror Ni att dessa land&kommer att behalla sin
attraktionskraft i framtiden (om ca fem ar) ellenkmer det att &ndras?

3. Namn fordelar och nackdelar, med héansyn till utifiiytg av produktion, i det land dar
Ni &ar stationerad. Lagg garna till ndgot om de &nsom namns nedan. Ha aven
framtiden i atanke!

Polen
Rumanien
Slovakien
Tjeckien
Turkiet
Ukraina
Ungern

4. Vilket land/lander i Ost och Central Europa trorddimest attraktivt vid utflyttning av
produktion i fordonsindustrin? Tank i ett framtiésgpektiv om fem ar. Varfor denna
trend?

5. Tror Ni att det kommer att ske en utjamning av pikdobnskostnader i l&nder som
Polen, i jamforelse med Vast Europa, inom fem da@ Wander da?

6. | vissa lander finns det mdjlighet till investerssgod fran EU- de har vissa regioner
med skattelattnader etc. Finns det nagot liknamti land Ni ar stationerad?

7. Kan man séga att det finns ett fordonsindustritkiuslet land Ni ar stationerad? Vart?
Vilka stora fordonsindustriféretag finns etablerade landet? Vilka svenska
fordonsindustriféretag finns etablerade i landeEKDoch leverantdrer)? Tror du att
det kommer komma fler inom en snar framtid?

8. Har Ni nagon statistik pa FDI inflows i fordonsirdtin i det land Ni &r stationerad?

9. Vilken &ar den storsta industri i det land Ni artistaerad?

10.Finns det nagon uttalad vision om att forbattraastrukturen i det land dar Ni ar
stationerat i? Kommer det att ske inom 5 ar i sadali’?
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