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Aims of the session
This course provides Vice Presidents, Directors and Sr. Managers with the necessary facts and figures to understand the challenges and opportunities of manufacturing and offering logistics services in Eastern and Central Europe. 

This course may interest them, as Central and Eastern European countries offer excellent opportunities for American companies.
Biographical sketch of the instructor

David CHELLY is the founder of Centreurope.org, a French consultancy firm and website (http://www.centreurope.org) specialized in business with Central & Eastern Europe.

French citizen, he spent one academic year in 1998-1999 as a Lecturer in Economics and Finance for the Civic Education Project at the Sofia University (Bulgaria) and two years in Prague from 1993 to 1995, while he was doing his Civil service as an employee in Human Resource Management and Management Cost Control with a Czech-French joint venture.

Holder of a Ph.D in Management Sciences, a post-graduate diploma in Finance as well as degrees in Banking, Law, Accounting and Sociology, he teaches Eastern European Markets in various business and engineering schools. He has been head of the research department of the Paris Graduate School of Management between 2000 and 2004. He has written two books and several professional reports dealing with Central and Eastern European business. 

Bibliography

R. Martin, Transforming Management in Central and Eastern Europe, Paperback - 1999.

W.H. Sears, A. Tamulionyte-Lentz, Succeeding in Business in Central and Eastern Europe, A Guide to Cultures, Markets, and Practices, Hardcover, 2001

Transport Intelligence Ltd, Central & Eastern European Logistics Report 2004
Note: this bibliography is only indicative. Browsing the given websites will prove more useful.

Methodology
- The participants will receive a 20-page document with the necessary facts and figures to understand the challenges and opportunities of manufacturing and offering logistics services in Eastern and Central Europe. 
Pre-reading documents
Géo-economic data for Central and Eastern Europe 

	Country
	Population (millions)
	Area (km²)
	population density (inh../km²)
	Urbanization rate  (%)

	Estonia
	1,5
	45 000
	33
	73

	Latvia
	2,5
	63 000
	40
	74,3

	Lithuania
	3,7
	65 000
	57
	69

	Poland
	38,9
	312 000
	116
	61,2

	Czech Republic 
	10,4
	78 000
	130
	73,2

	Slovakia
	5,4
	49 035
	107
	69,2

	Hungary
	10,3
	93 030
	109
	63,2

	Romania
	22,7
	237 500
	96
	54,4

	Slovenia
	1,99
	20 256
	98,4
	53

	Croatia
	4,5
	56 500
	80
	50,8

	Yugoslavia
	10,84
	102 100
	106
	46,8

	Bulgaria
	8,5
	110 900
	77
	66,7

	Macedonia
	2,1
	25 700
	82
	59,9

	Bosnia-Herz.
	3,5
	51 200
	68
	34,2

	Albania
	3,5
	28 700
	122
	35,7


Sources : last census and States assessments

Demographic indicators for Central and Eastern Europe

	Country or entity
	Population
mid- 2003
( millions)
	Birth rate
for 1000
inhabitants
	Death rate
for 1000
inh.
	Population projection for 2025
(millions)
	Infant mortality rate
for 1000 births
	Total fertility rate
for 1000 births 
	< 15 years
in % 
	> 64 years
in % 
	Life
expectancy
at birth
in years
M          F 

	World
	6 314
	22
	9
	7907
	55
	2,8
	30
	7
	65
	69

	Europe
	727
	10
	12
	722
	8
	1,4
	17
	15
	70
	78

	Eastern Europe
	301
	9
	14
	285
	13 
	1,2 
	18 
	13 
	63 
	74 

	 Belarus
	9,9
	9
	14
	9,4 
	9 
	1,3 
	18 
	14 
	63 
	75 

	 Bulgaria
	7,5
	8
	14
	6,0 
	14 
	1,2 
	15 
	17 
	69 
	75 

	 Hungary
	10,1
	10
	13
	8,9 
	7 
	1,3 
	16 
	15 
	68 
	76 

	 Moldova
	4,3
	9
	9
	4,6 
	16 
	1,3 
	22 
	10 
	65 
	72 

	 Poland
	38,6
	10
	9
	38,6 
	8 
	1,3 
	18 
	13 
	70 
	78 

	Romania
	21,6
	10
	12
	20,6 
	18 
	1,2 
	18 
	14 
	67 
	74 

	 Russia
	145,5
	10
	16
	136,9 
	15 
	1,3 
	18 
	13 
	59 
	72 

	 Slovakia
	5,4
	10
	10
	5,2 
	6 
	1,2 
	19 
	11 
	70 
	78 

	 Czech Rep.
	10,2
	9
	11
	10,1 
	4 
	1,2 
	16 
	14 
	72 
	78 

	 Ukraine
	47,8
	8
	15
	45,1 
	11 
	1,1 
	17 
	14 
	62 
	74 


Source: Ined, 2003
GDP per head (purchasing power parity, 2003
	Rank/231
	Country
	USD/capita

	127
	Albania
	  4,500 

	139
	Armenia
	  3,800 

	143
	Azerbaijan
	  3,500 

	89
	Belarus
	  8,200 

	174
	Bosnia and Herzegovina
	  1,900 

	101
	Bulgaria
	  6,600 

	82
	Croatia
	  8,800 

	53
	Czech Republic
	  15,300 

	67
	Estonia
	  10,900 

	148
	Georgia
	  3,100 

	59
	Hungary
	  13,300 

	87
	Latvia
	  8,300 

	86
	Lithuania
	  8,400 

	121
	Macedonia, The Former Yugoslav Republic of
	  5,000 

	161
	Moldova
	  2,500 

	76
	Poland
	  9,500 

	96
	Romania
	  7,400 

	78
	Russia
	  9,300 

	164
	Serbia and Montenegro
	  2,370 

	61
	Slovakia
	  12,200 

	47
	Slovenia
	  18,000 

	128
	Ukraine
	  4,500 

	91
	World
	  7,900 


Source: CIA World Factbook, 2004

Corruption index 2003

	Rang
	Pays
	Score
	Rang
	Pays
	Score

	1
	Finland
	9,7
	59
	Slovakia
	3,7

	2
	Iceland
	9,6
	64
	Poland
	3,6

	3
	Denmark
	9,5
	66
	China
	3,4

	16
	Germany
	7,7
	70
	Bosnia and Herzegovina
	3,3

	17
	Belgium
	7,6
	78
	Armenia
	3,0

	18
	USA
	7,5
	83
	Romania
	2,8

	23
	France
	6,9
	86
	Russia
	2,7

	29
	Slovenia
	5,9
	92
	Albania
	2,5

	33
	Estonia
	5,5
	100
	Moldova
	2,4

	40
	Hungary
	4,8
	106
	Macedonia
	2,3

	41
	Lithuania
	4,7
	106
	Serbia and Montenegro
	2,3

	53
	Belarus
	4,2
	106
	Ukraine
	2,3

	54
	Bulgaria
	3,9
	124
	Azerbaijan
	1,8

	54
	Czech Republic
	3,9
	124
	Georgia
	1,8

	57
	Latvia
	3,8
	132
	Nigeria
	1,4

	59
	Croatia
	3,7
	133
	Bangladesh
	1,3


Source: Transparency International

FREEDOM IN THE WORLD 2004 / Comparative Measures of Freedom 

	Country 
	PR
	CL
	Freedom Rating 

	Albania 
	3
	3
	Partly Free 

	Armenia 
	4
	4
	Partly Free 

	Azerbaijan 
	6
	5
	Not Free 

	Belarus 
	6
	6
	Not Free 

	Bosnia-Herzegovina 
	4
	4
	Partly Free 

	Bulgaria 
	1
	2
	Free 

	Croatia 
	2
	2
	Free 

	Czech Republic 
	1
	2
	Free 

	Estonia 
	1
	2
	Free 

	Georgia 
	4
	4
	Partly Free 

	Hungary 
	1
	2
	Free 

	Latvia 
	1
	2
	Free 

	Lithuania 
	1
	2
	Free 

	Macedonia 
	3
	3
	Partly Free 

	Moldova 
	3
	4
	Partly Free 

	Poland 
	1
	2
	Free 

	Romania 
	2
	2
	Free 

	Russia 
	5
	5
	Partly Free 

	Serbia and Montenegro
	3
	2
	Free

	Slovakia 
	1
	2
	Free 

	Slovenia 
	1
	1
	Free 

	Ukraine 
	4
	4
	Partly Free 


PR and CL stand for Political Rights and Civil Liberties, respectively; 1 represents the most free and 7 the least free rating.  The freedom ratings reflect an overall judgment based on survey results. .

FedEE (Federation of European Employers) review of minimum wage rates

	Country
	In local currency
	In euros (updated 19.07.2004)

	Bulgaria
	120 leva
	61

	Czech Republic
	6,700 koruna
	211

	Estonia
	2,480 kroons
	159

	Hungary
	53,000 forints
	212

	Latvia
	80 lats
	121

	Lithuania
	450 lita
	130

	Malta
	230.23 lira
	536

	Poland
	824 zloty
	183

	Romania
	2,800,000 leu
	68

	Russian Federation
	600 rubles
	17

	Serbia
	5,395 new dinars
	73

	Slovakia
	6500 koruna
	163

	Slovenia
	117,500 tolars
	484

	Turkey
	444,150,000 lira
	250

	Ukraine
	205 hryvnia
	31

	United Kingdom
	780 pounds sterling
	1,160


 Index of Economic Freedom 2004

[image: image1.png]



Blue : Free

Green : Mostly Free

Yellow : Mostly unfree
Red : Repressed
White : Not ranked
Tax Misery Index (Source : Forbes.com)
	 
	TOTAL SCORE

	 
	2000
	2002
	2003

	

	France 
	193.1
	181.2
	179.4

	Belgium 
	171.1
	164.2
	153.1

	Sweden
	150.5
	149.3
	149.8

	Italy
	153.9
	147.5
	145.0

	China
	 
	154.5
	145.0

	Austria
	146.6
	144.0
	144.0

	Norway
	 
	139.7

	Greece
	146.2
	136.9
	136.9

	Slovak Republic
	 
	136.8

	Finland
	137.5
	133.5
	135.5

	Spain
	138.7
	138.5
	135.5

	Czech Republic
	 
	132.5

	Slovenia
	 
	132.2

	Netherlands
	142.8
	130.8
	129.9

	Hungary
	 
	129.0

	Portugal
	125.8
	124.8
	126.8

	Brazil
	 
	126.3

	Poland
	 
	125.1

	Japan
	123.6
	117.3
	124.9

	Turkey
	 
	124.5

	Denmark
	125.0
	123.0
	123.0

	Mexico
	 
	120.2

	Israel
	 
	119.6

	Argentina
	 
	118.0

	USA + New York
	119.2
	118.0
	117.6

	Germany
	143.0
	115.1
	116.6

	Estonia
	 
	112.0

	Luxembourg
	126.2
	111.5
	111.4

	United Kingdom
	109.7
	109.3
	111.3

	Switzerland (Zurich)
	 
	108.7

	Malta
	 
	105.0

	Latvia
	 
	103.1

	USA + Illinois
	 
	102.7
	102.7

	South Korea
	 
	102.5
	99.9

	Canada (Ontario)
	 
	99.8
	99.8

	USA + Texas
	 
	99.7
	99.7

	Lithuania
	 
	 
	97.0

	Russia
	124.5
	92.6
	92.6

	Ireland
	109.5
	93.0
	90.3

	Australia
	 
	88.5
	90.0

	Malaysia
	 
	 
	89.0

	USA 
	90.0
	88.9
	88.9

	Singapore
	 
	93.5
	87.0

	USA 2006
	 
	85.3

	South Africa
	 
	85.0

	Thailand
	 
	 
	83.0

	Taiwan
	 
	 
	81.7

	Indonesia
	 
	80.7
	80.7

	India
	 
	79.3
	79.3

	Cyprus
	 
	74.3

	Hong Kong
	 
	41.0
	43.0


World Competitiveness Index 2004 (IMD)
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Source : Ernst & Young European Investment Monitor

2003 FDI in Central and Eastern Europe 

The Central and Eastern European region is particularly optimistic regarding prospects for 2004-2005, but considerably less so for the medium term (2006-2007). This might stem from expectations that the accession of several CEE countries to the European Union will trigger an instant wave of FDI inflows into those countries that will later abate somewhat. Several manufacturing industries (electrical and electronic equipment, other manufacturing, metals and mineral products, motor vehicles, machinery and equipment) stand out, with significantly improved prospects in the short term. As in other regions, service industries score higher than manufacturing, especially business services, computer/ICT, education and health, construction and transport. Following earlier trends, Germany and the United States are most often mentioned as the largest investors in the region in the short term. Similar to the findings of the first IPA survey in 2003, greenfield investment is indicated as the dominant form of entry (figure 8). Liberalization and greater targeting were the principal instruments used in 2003 to attract FDI, and, while that trend is expected to continue in 2004 and 2005, greater use of incentives is also anticipated.
Central and Eastern Europe: FDI is expected to increase in all services industries
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Source: UNCTAD-DITE, Global Investments Prospects Assessment (GIPA) 2004

Logistics in Central and Eastern Europe: a region of dynamic growth

Central and Eastern Europe has become a key region for multinational manufacturers in which to establish production sites. Equally, international retailers have targeted increasingly affluent consumers in these markets. The imminent accession of many of these countries to the EU has served to reinforce these trends.

The migration of manufacturers and retailers eastwards has already had a profound affect on the logistics industry. It has resulted in high levels of investment by logistics companies and their associated suppliers as they have:

• Opened or expanded offices and operations in the region

• Acquired or partnered with local players

• Developed warehousing and other facilities

Source: Central & Eastern European Logistics Report 2004
Central and Eastern Europe / Plant Sites and Parks

Written By Ann Moline 

With several Central and Eastern European nations boasting positions in Top Ten destination lists for global foreign direct investment in 2002, the region remains, once again, among the few bright spots in an otherwise lackluster year. Of particular note, Russia is moving from “nation to watch” status to legitimate contender as a location of choice. One such list, Ernst & Young’s annual European Investment Monitor location survey, ranks localities based on the number of new foreign projects received. The recently completed survey of 2002 investments reveals that Moscow ranks number five, with 36 new projects. Other top location choices include Budapest, Hungary, at number nine and Severeoceska, a region in northwest Czech Republic, at number ten. 
AT Kearney’s FDI Confidence Index 2003, another survey that measures a region’s potential based on confidence ratings given by corporate executives involved in location decisions, revealed a markedly improved outlook for Russia. The country moved from 17th place to eighth most attractive investment destination worldwide. The AT Kearney Index also showed that location decision-makers were looking positively at Poland, which topped the list of most interesting European locations. Also noted in the index: Estonia, Latvia, Lithuania, Slovenia, Romania, Croatia and Serbia.
Total international investment into Central and Eastern Europe increased by 15 percent in 2002, totaling $29 billion—a remarkable figure given continued declines in overall worldwide investment. And, according to the United Nations Conference on Trade and Development (UNCTAD), the region is on track to exceed this figure in 2003. 
Indeed, companies considering a European location should look seriously at a number of countries in the region for the benefits of low cost, good skills and good geographic location. In addition to Poland, other EU accession nations that have received high marks include Czech Republic and Hungary, as well as Slovenia, the Slovak Republic, and the Baltic nations of Estonia, Latvia and Lithuania. Another nation waiting in the wings for admission into the European Union is Turkey, which is emerging as a potential winner in the FDI sweepstakes, piquing the interest of companies in a number of industry sectors. For a company involved in a site search, what’s the bottom line beneath all the statistics? According to Barry Bright, co-author of the E&Y report: “The real message from these figures is that overall economic factors are more important in attracting investment than membership or non membership [in the EU]. Having a stable economy with low costs and flexible working practices is the reason so much investment over the last few years has moved to destinations like the Czech Republic and is picking up in Russia and Turkey.” 

The Big Three—Czech Republic, Hungary and Poland

Long the focus of companies seeking a lower cost foothold in Europe, these three nations are arguably the furthest along in economic development in the post-communist world. However, the westernization of these nations may come at a price—they are no longer considered the bargain basement employment centers of the region. In fact, Business Week magazine reports that labor costs in Hungary have increased 20 percent over the past two years, while in the Czech Republic they rose more than 11 percent. Although companies looking for manufacturing sites are still considering these nations, many firms are leaning toward locations in China for low-skilled labor because the wage gap continues to grow—an estimated $98/month average in China compared to $554/month in the Czech Republic, $487/month in Poland and $424/month in Hungary.

Increasingly, these nations are positioning themselves for higher value added jobs, such as back office and call center. “In the three capital cities—Budapest, Prague and Warsaw—we are seeing an increase in call center activity, as English has become the dominant business language and companies are even more aware of the highly educated workforces,” says John Verpeleti, DTZ’s managing director for Central and Eastern Europe. He adds that companies setting up manufacturing facilities here are doing so to serve a European customer base, rather than for export to other regions. “They do remain lower cost in comparison to Western Europe,” he says.

Poland’s high unemployment rate (estimated at nearly 20 percent), coupled with the size of its domestic market (at 40 million the largest to join the EU in 2004), poses intriguing location possibilities. Toyota recently finished construction of a diesel engine plant near the city of Wroclaw. And the country’s geographic proximity to the shipping corridors of the Baltic Sea and its borders with Western Europe seem to make it ideally suited for distribution and logistics activities. In fact, Warsaw saw 12 new logistics-related projects in the first half of 2002 alone. Among the blue chip companies with existing or planned distribution centers in Poland: Johnson & Johnson, Bayer, Kodak, Novartis, Phillip Morris, Whirlpool and Unilever. 

This activity continues despite ongoing problems with insufficient transportation infrastructure. Poland’s mere 245 miles of highway have been poorly maintained, creating dangerous road conditions, particularly in the winter. Plus, with no interconnecting road framework for different parts of the country, transporting goods from one place to the other remains a challenge. Rail connections, too, are in need of upgrading. 

Hungary is showing strength as a destination of choice both for regional headquarters operations and for distribution/logistics centers. According to E&Y’s Bright, “Hungary is a good deal now. It has an educated workforce and good transportation infrastructure. Plus, it has what other nations do not—a capital city with a population of two million—this is a strong absorber of investment capacity.”

Despite the attractiveness of these three countries, experts suggest that EU accession might reduce their advantages. “There is the risk that these countries will lose their luster a bit,” Verpeleti says. But Bright says the May 2004 accession date will not trigger a sudden loss of incentives. “We might see a trend in increased investment just before accession, but there will be no automatic consequence such as increased costs,” he says. If anything, the changes will be more related to demand. 
	Total international investment into Central and Eastern Europe increased by 15 percent in 2002, 
totaling $29 billion.


“For example, Prague is becoming overheated, and labor is not cheap, so, like in Western Europe or the U.S., we are seeing activity migrate elsewhere,” Bright adds. In this case, the hot region is Severeoceska, in the northwest, where Toyota is building a plant as a joint venture with PSA/Citroen and where other automotive components manufacturers have moved. 

One company that wanted to get in before the accession was complete is diversified industrial manufacturer Eaton Corp. The company recently inked a deal to build a manufacturing facility in Chomutov, about 200 miles northwest of Prague. 

“We felt that after EU accession the incentives would disappear, so now was the time to do it,” says Eaton’s vice president for Europe, Jean-Pierre Lacombe. The company compared the advantages of the Czech Republic with four other countries—Poland, Slovak Republic, Hungary and Romania—before deciding on the site. Lacombe, who managed the site selection process for the company, says several key criteria factored in during the evaluation process, including overall costs, labor skills, development of the country and labor union activity. The company also weighed various incentives packages. “Like in the west, the criteria varied from region to region within countries. Labor costs in Prague are very high, for example, but in Bohemia, where unemployment is around 20 percent, it is less.” Ultimately Czech Republic won out because of its combination of strong labor force, lower overall costs, good incentives, as well as the willingness of the Czech authorities to work with the company. 

Slovak Republic

Among the big-time companies that have discovered the benefits of a presence in this centrally positioned nation: US Steel, Volkswagen, IBM, Johnson Controls, Fujitsu, Samsung, Coca-Cola, Whirlpool Siemens, Matsushita and Heineken. With labor costs averaging 50 percent lower than Czech Republic, as well as lower utility costs, the country could be an interesting location choice, particularly for the chemical, pharmaceutical or engineering sectors. However, the country has a ways to go in terms of creating a business-friendly environment, according to Lacombe. 
Eaton seriously considered a Slovak site for its manufacturing campus before finalizing negotiations in the Czech Republic. Lacombe confirmed the labor cost differential, noting that his calculations determined that a Czech machine operator earns 12,000 krona/month, compared to a Slovak machine operator, who earns 8,000 krona/month. “But it’s not just about the labor costs,” he says. “You have to consider total costs, as well as the general business environment.” Lacombe notes that the facility will serve the company’s German customer base, and logistics costs factored into the decision. “We would spend $800,000 more a year in logistics costs if we had gone to Slovakia, so the logistics costs outweighed the labor savings.” In addition, he says the company found it difficult to get a straight answer on incentives. “We got very fuzzy answers to questions on incentives in Slovakia.” However, he acknowledges the country is working toward improving communications.

Slovenia 

Slovenia is among the most western of the Central and Eastern European nations, and offers low cost advantages, a 25 percent corporate tax rate as well as an educated workforce. Its disadvantage, according to site selection consultants, is its size. “This is one of the smallest countries and so it is not as interesting as some of the others,” says Verpeleti. However, AT Kearney reports that European companies are looking with interest at Slovenia, as a lower cost center for export into EU markets.

Turkey

Turkey is eager to join the EU, and is working to make the changes necessary for this to happen. “EU accession would metamorph Turkey more than any other country,” says Bright. With the drive toward accession, some of the key issues that might give pause now—human rights abuses, lagging transportation and telecom infrastructure, incomplete regulatory structure—would go away. The country recently adopted legislation permitting full foreign ownership of companies. In addition, Turkey’s customs treaty with the EU means that goods manufactured in Turkey can be exported into the EU without an import duty. 

The Baltics—Estonia, Latvia, Lithuania

Interest in these nations has picked up as well. Northern European and German companies are gaining footholds, primarily through mergers and acquisitions. For example, the Dutch company Polimoon recently purchased an injection moulding operation in Estonia. Located on the natural shipping routes of the Baltic Sea, and boasting heavily forested areas ideal for wood, pulp and paper industries, the three Baltic countries have emerged as strong entry points to Europe and Scandinavia. 
 “The Baltics are a very positive story,” notes David Bridgman, of the World Bank’s Multilateral Investment Guarantee Agency (MIGA). “Estonia, Latvia and Lithuania are coming along very nicely behind Poland, Hungary and the Czech Republic.”
Lithuania is the largest of the three nations, and is working to build a computer software sector, as well as maritime transportation and environmental services industries. Latvia has recently passed sweeping copyright, patent and trademark laws, and the government has focused on establishing a business friendly environment for foreign companies. Estonia, too, has established a positive investment climate for foreign companies, offering a good trading environment, including duty-free entry for all non-agricultural imports.

Russia

Russia’s prime advantages center on the size of its domestic market—clustered in the densely populated urban centers of Moscow and St. Petersburg—and the value of its natural resources—with 5 percent of the world’s oil reserves buried in the eastern regions. Illinois-based Tenneco Automotive recently announced a decision to open a plant in Togliatti to supply the Russian Chevrolet plant. And Pilkington, a UK glass manufacturer, is building a new plant near Moscow.
Despite the buzz, and statistical rankings aside, companies should proceed with caution. “President Putin has made great gains with reforms compared to 10 years ago, when it was virtually impossible to do business there,” Bright says, adding, “but they have a ways to go.”
The arrest last fall of oil tycoon Mikhail Khodorkovsky and the subsequent market swings that caused a temporary halt to trading on the Russian stock market highlight the underlying volatility of the Russian economic landscape. Russian business leaders have expressed concern that this event, coupled with the arrests of Khodorkovsky’s partners, could signal an end to the country’s newly pro-business environment. “Khodorkovsky’s arrest has become a sign, a watershed which may have a serious impact on the business climate in Russia,” Yevgeny Yasin, head of the Higher School of Economics in Moscow, told the Washington Post. Some analysts suggest a political motive behind the arrests, which come on the heels of an announced partnership between Khodorkovsky’s powerful company and ExxonMobil. 
In addition to political volatility, a lack of uniformity in the tax codes means that companies are vulnerable to the whims of local tax authorities, who may favor domestic firms. Ongoing political problems, including the Kaliningrad dispute and the activity of Chechen rebels, are of concern as well. 

In addition, according to Verpeleti, permitting processes can take an exceedingly long time, regional planning departments are highly regulated, and the regional business systems are not uniform. Plus, corruption is a fact of life. “If your site is zoned residential and you want to build a commercial facility you have to swing enough money around so that they will allow you to build,” he says. In fact, international watchdog group Transparency International estimates that businesses operating in Russia lost a whopping $30 billion paid out in bribes during the last year.
Eastern European Logistics: Opportunities for Logistics Providers

from Paul Chapman - Analytiqa
by Paul Chapman

Enlargement is one of the most important opportunities for the European Union at the beginning of the 21st century. Ten countries are on track to become new members; the Czech Republic, Estonia, Hungary, Lithuania, Poland, Slovak Republic, Slovenia, Malta, Cyprus and Latvia. The objective is that the first group of new members should join the EU in time for the elections to the European Parliament scheduled for June 2004. In terms of logistics practices, Central and Eastern Europe will benefit from the presence of large Western European and US logistics providers. Their experience will enable the local logistics industry to leapfrog years of development, through modern distribution practices supported by leading IT systems. 

In terms of sector opportunities, the automotive sector is at the forefront of investment in the region (accounting for a significant proportion of foreign direct investment). The growth in the sector is attracting suppliers and related companies and therefore represents an attractive opportunity for logistics companies specialising in this sector. Logistics acquisitions are increasing in the region, whether as outright purchase or through network companies being brought into full ownership. Consolidation in the region is also likely to feature. One example of this is Hungarian Volan Tefu’s majority share acquisition in Hungarocamion, a leading Hungarian logistics company. 

Countries with the greatest potential for logistics providers are Poland, the Czech Republic and Hungary. The increasing amount of investment on the part of US and Western multinationals in the region, migrating from more costly production locations to Eastern Europe, provides proof of the potential for providing logistics services in the region. Of a total of nearly US$100.0 billion of foreign direct investment stock in the region, Poland accounts for 40.0%, the Czech Republic 27.0% and Hungary 24.0%. However, in 2002, foreign direct investment in the Czech Republic grew strongly, while Hungary and Poland reported declines. 

Since the beginning of the 1990s more than 60 automotive companies have invested a cumulative total of US$5.4 billion in Poland. Of the 155 companies in the automotive industry in Poland, one-third are owned by foreign investors. Food manufacturing accounts for 21.0% of Poland’s GIP (gross industrial product). More than 498 foreign-owned food companies operate in Poland, with the production of food, beverages and tobacco ranking second in the largest investment outlays in the manufacturing sector. The electronics sector in Poland was valued at US$2.7 billion in 2001, with growth over the year at 11.6%. Total foreign investment in the electronics sector in Poland (excluding telecommunications) stood at US$840.0 million by the end of 2001. 

The automotive sector in the Czech Republic is valued at US$6.0 billion. There are 280 automotive manufacturing companies in the country, of which 55.0% are foreign-owned. The plastics sector in the Czech Republic was valued at US$1.9 billion in 2001, with around 400 injection-moulding companies operating in the country. The consumption of plastics is expected to grow by 20.0% per annum over the next ten years, mainly driven by the automotive sector, but also by the growing electronics sector. The electronics sector in the Czech Republic was valued at US$5.0 billion in 2001. The sector employs nearly 200,000 people and accounts for 8.0% of Czech manufacturing output. There are around 400 electronics manufacturing companies in the country, of which 60.0% are foreign-owned. 
Roads in Poland are only superficially EU compliant 

The road network in Poland is poor but constantly expanding and currently comprises 250,000 kilometres of hard surface roads. Some 80.0% of freight is transported via road in Poland. There are approximately 260 kilometres of motorway in Poland. At the beginning of 2000, 170 kilometres of motorway were under construction. Plans have been approved for the extension of further highway networks totalling 2,425 kilometres. In spite of the approval plans, the speed of development of national motorways is slow in Poland. According to the Polish International Freight Forwarders Association, roads in Poland are only superficially EU compliant. Poland has few roads capable of withstanding a mass of 11.5 tonnes per axle and eight tonnes is virtually the standard. 

The total modern warehouse stock in the Warsaw region is approximately 570,000m2. In other parts of Poland, there is 22,000m2 of warehouse stock located in Poznan and Lodz. It is estimated that by 2006, approximately 1.0 million m2 of warehousing space could be built, of which four developments are expected to account for 800,000m2: Europa Park, Alliance Logistics Centre, Millenium Logistics Centre and Nadarzyn Business Park. 

Of the 55,000 kilometres of roads in the Czech Republic, more than 500 kilometres are motorways and over 6,000 kilometres are primary roads. Projects have been initiated to improve the quality of roads at border crossings. Major transit routes are also being improved, with projects to construct bypasses in Prague, Brno, Plzen and Ostrava. The Czech government plans to double the length of the motorway network to 1,021 kilometres by 2010, beginning with the construction of the D-47 motorway link from Olomouc to Ostrava. 

Modern warehouse space in the region around Prague totals approximately 526,000m2. The stock of modern industrial warehousing in the Czech Republic has been growing significantly since 1999, as existing distribution companies upgrade their facilities. New logistics providers entering the market are also boosting the quality of infrastructure. Over the last five years more than 600,000m2 of additional warehousing space has been built, which is intended for industrial and warehouse use. Additionally, the development of business and logistics parks along motorway routes continues. 

In Budapest, there is approximately 450,000m2 of older warehousing space that previously belonged to state-owned organisations. These properties are not suitable for modern distribution purposes. There is demand for approximately 350,000m2 of modern warehousing and the construction of four major projects is underway with a capacity of 290,000m2. The most attractive location for warehouse locations is to the southwest of Budapest where three motorways intersect (M1, M7 and M0). 

Leading logistics providers 

Leading logistics providers in Poland are Raben, Spedpol, FM Logistics and Delta Trans. Other logistics providers in Poland include DFDS Transport, Euro Logistica, Frans Maas Polska, Fresh Logistics, Hellmann Moritz International Forwarders, PKP Cargo, Ponetex Logistics, Rat Pol, Spedimex, Szybka Paczka and TNT Automotive Logistics Poland. 

Leading logistics providers in other regions are Volan Tefu, in Hungary, which acquired a majority stake in Hungarocamion in December 2002, Intereuropa in Slovenia, Smarten in Estonia and MG Logistics in Lithuania. Major US and Western European forwarders are also present in the region. 

Local logistics market expected to welcome new entrants

by András Metzinger, Budapest Business Journal - 6th Sep 2004

Outsourcing deals from consumer goods companies will boost the business of logistics service providers, industry executives and experts said last week. As a result, they said, foreign logistics firms are eyeing local providers with acquisitions in mind.
“New assignments from FMCG [fast-moving consumer goods] firms will attract new logistics firms to Hungary this year,” said Tamás Beck, a consultant responsible for industrial properties at Colliers International Kft. 
“Hungary’s logistics market has been maturing, and several new service providers are expected to enter the market this year by acquiring local companies,” said Ward Stocker, associate partner in the Budapest office of international property consulting firm Cushman & Wakefield Healey & Baker. 
József Tóth, business development director of Rewico Logistics Kft, said that competition has become harder in domestic transportation, since foreign firms can appear easily on the Hungarian market. Rewico expects big names to appear, he said. 
EU accession can make Hungary into a strong regional logistics center, Tóth also predicted. He said many multinational firms have requested regional logistical solutions from his company. 
Budapest has an advantageous situation because of its geographical position and general infrastructure, Tóth observed. He added that some multinational logistics firms that currently have regional centers in Slovakia are planning to move them to Hungary, while outsourcing is also popular. Citing confidentiality, he declined to name those centers. 
Rewico recently built a 10,000 square-meter warehouse and hired 20 fresh employees to meet the requirements of its biggest client, Korean electronics manufacturer LG. Rewico is also planning to expand its activities toward Ukraine and Romania. 
However, Hödlmayr Hungária Logistics Kft, which deals only with the logistics of personal cars, does not expect other independent car logistics companies to appear on the Hungarian market. Sales representative Péter Tóth said that some logistics companies that exclusively serve certain carmakers are due to appear. For example, the French Gefco, which deals with the logistics of Peugeot-Citroën, is set to open an office in Budapest, he said. 
EU accession made administrative things easier, but the competition became harder among road transporters, said Tóth. Budapest could be a regional center, but if other companies join the EU and their infrastructure becomes more developed, the market may realign, and Romania or even Serbia could be the new centers. 
A position paper issued by the American Chamber of Commerce in Hungary also highlighted Hungary’s potential to become a regional logistics hub. 
According to the paper, the country should make use of the fact that it became the EU’s frontier to Southeast Europe. Another advantage highlighted by the report was that several international transport corridors cross Hungary. At the same time, the report urged the development of basic transport infrastructure.
“Committed implementation of highway network development is vital for the economic development of Hungary,” said the report. “The primary role, at least in the short term, will be played by road transportation.”
Tamás Józsa, CEO of Wincanton Trans European Kft, said that competition in international transportation has increased since Hungary’s EU accession, which made it easier for service providers to get an operational license. 
“Outsourcing and cross-docking are getting stronger. But Hungary needs to develop transport infrastructure – primarily its motorway and railroad network – to operate as a regional logistics center,” Józsa said. 
Cross-docking means to take a finished good from the manufacturing plant and deliver it directly to the customer, with little or no handling in between.
However, Józsa does not expect any new players in the logistics service market, since almost all firms are represented directly or indirectly. 
“The most important question is what companies currently operating less actively are willing to do,” he said. 
Wincanton claims that things may change in the field of international transportation after the next EU enlargement, but does not expect overall changes. 
DHL Hungary Kft CEO László Dejczô said that all logistics firms suffered some losses by the abolition of custom administration. Dejczô also agreed that the development of transport infrastructure is crucial for Budapest to make it as a regional logistics service center.
“We invested in brains, not more warehouse capacity, and I don’t expect more big names, as almost all of them are already here,” he added.
In some cases, the local industry has also been affected by acquisitions happening outside Hungary. Such a case is the merger of Tibbett & Britten Hungária Kft and Exel Logistics Kft a few weeks ago, which came after British parent Exel Logistics Plc took over Tibbett & Britten Group Plc at the beginning of August 2004. 
According to information from the official website of Exel, it offered L6.68 in cash for each T&B share, valuing the entire ordinary share capital of T&B, issued and to be issued, at approximately L328 million. Exel started the integration of T&B immediately, and is looking to complete most of that process by Dec. 31, 2004, according to the site. The majority of T&B’s business will be amalgamated within the global Exel brand. 
“The takeover of Tibbett & Britten was part of our expansion strategy in Eastern Europe, South America and the U.K.,” said Tibor Födelmesi, CEO of Exel Logistics. “Tibbett & Britten has been very strong on the local FMCG market, which will give us a firm position in this sector.” 
The integration of the two Hungarian operations is expected to be completed by the end of this year, according to Födelmesi.
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