Maria VAG

x/‘

Departmsm of Economics
“hnical University of Bde[\\L
1521 Budapest, Hungar

en East and West have determined the chosen mml\u entry
s and investors entered markets of Central and :
i sition toward market sconomy sta Both partles,
ers and host country governments had their various motivations w hcn
ment and other et eniry forms have taken place. The paper discusses the
differences. motivations and ex pgmauon\ that have inf

o] eters and investors iIn CEC as well as the question
been fulfilled. It emphasizes the impacts of foreign investment
- with a speciel atiention to investment frem EU - on the development of marketing
environment and the marketing capabilities of firms. especially in Hungary.
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Almost a whole decade has passed from the beginning of radical political. so-
cial and economic changes in Eastern and Cemral FLIIOP“ (ECE. A decade
is a period long enough for lovking back and 1o evaluate changes and -
pacts of different factors that participﬂed in producind changes. For us, an
important question of changes is the progress in transition toward market
economy. This paper discusses the motivations. entry strategies chosen by
foreign investors and development in marketing environment and marketing
capabilities of companies, thanks to their presence in the ECE ceographic
area. especially in Hungary. This latter question is an imporiant one since
some of the countries from this are candidates for becoming menibers of the
European Union.
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1. Cultural Differences and Gaps
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As a general rule, for international marketers the country’s or region’s at-
tractiveness can be defined by two important factors: the industrial struc-
ture and the income distribution in the different couniries or regions. The
industrial structure determines what products and services are needed and
produced. The income distribution is related to employment level and de-
termines demand and consumption.

Western firms which intended to invest in ECE countries have found
a marketing situation very different from that of the developed market
economies. Differences have manifested in many fields. such as in mar-
A(unq technology, capital. management, motivation and others All of
these elements can be considered as 1 1ose of culture, thus the main cultural
differences have been identified by the following gaps:
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other hand, ECE countries have expected, without exemption, obtaining in-
dustrial and managerial know-how in order to upgrade their manufacturing
facilities and infrastructure. Hungarian economists have anticipated capi-
tal import to cover shortage in capital and to promote economic growth.
technology transfer as well as transfer of management skills. and the contri-
bution of foreign capital to the improvement of export capabilities [7]. One
may assert that also these expectations have reinforced opportunities and
encouraged Western firms to profit here from the opportune moment.
Marketing opportunities in the ex-socialist countries have been marked
by along list of industrial products needed for developing economies: such as
computers and telecommunications, machine tools, electronic process con-
trol, packaging and processing equipment. environmenti pollution controi
equipment. The list can be continued by other product categories, such
as chemicals, pharmaceuticals, medical equipment. agricultural machinery,
construction equipment. project management assistance. and so on. Signifi-
cant opportunities have been open for the service industries such as financial
service. auditing, tourism, hotels, and so on [} Th? demand of ﬁnancial
services has leeﬁ important due to the need t Wes
and investors, as well as 1o wor k Looethe: with g
privatization of state
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$ mer ')roduc** are concerned, they have required mini
mal acaﬁ tion for sales in Eastern Europe. A great majority of customers
have been am;har ".'\'ith Western brand
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produpu as well as for luxury goods and services.

found in the countri
shown in the Table 1.

arket eniry strategies have included three basic elements that are related
to three questions: What form of market entrv has been chosen? What was
the timing strate gy? What form of participation has been preferred? The
main entry forms included exporting, licensing contracts, joint ventures and

subsidiaries.
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Table 1. Motivations of foreign investors in Hungary

Motivations/{ntensity of | some few | medium | important | decisive |

|
motivations I 1
1
|
|
i

i - Entry to the Hungarian market | X

- Eniry to the Fastern Furopean ’ : X

market ! : !

- Closeness of the Western | X \

ropean market \I l

- Cheap labour force f | X
i - Developed ir ructure Pox | ; ;
i - Labor force of qua
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| - Cheap rav
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Source: ARVA.

Ezxporting included various indusirial products and services as well as
consumer products that are mentioned akove, among marketing opportuni-
ties. The wezkness in hard currency in the target countries has constituted
the principal obstacle to exporting. On the other hand. some restrictions on
advanced technology exports from West to 2 1 st re mained from the so called
COCOM list whose origin goes back to the Cold War epoch. Due to the
hard currency problem some companies have chosen countertrade and have
imported goods against exported goods. A kind of countertrade has been
used by other companies, too, who exiracted and repatriated profit in the
form of goods that were produced in these countries. Anvway, the availabil-
ity of local produc’“ has limited the countertrade and export opportunity,
too. A third opportunity is to invest export revenues in local businesses.

A considerable number of technology licensing have been contracted
with ECE countries. Franchising can be cited as one of the preferred forms
of licensing contracts especially in the service industries like fast food sec-
tor among others. Joint ventures have been particularly popular in these
markets as for foreign investors, as for local organizations or governments.
The latter prefers the entry form of joint venture because it involves the
transfer of managerial and technical know-how as well as sharing of risks.
Improvement of productivity and product quality will enable ECE countries
both to satisfy domestic demand and to increase export. As far as foreign




10Ul CO

experiences




¢, the scope an

secior reform and in the creaiion
i i sector activity. Indicators
ced progressj. Risk factors

!
s, progress in financia

5
=z
B
= 5
>
o

and




Ty
()

represent assessment by respondent of a survey where 1 refers to a relatively
low risk while 4 refers to an unacceptably high level of risk. As risk factors.
regulatory and legal risk. transfer risk. risk of macroeconomic instability.
expropriation n:}\ and labor force unrest had been rated. A close negative
correlation has been found between progress in transition and perceived
country risk. Three main motives had driven foreign investors: being close
to customers, low cost manufacturing, and access to the local markets.

Evaluations of the impacts of FDI'in Hungary usually represent more
disappointment from a macroeconomic point of view than from that of in-
dividual companies. Disappointment is mainly related o expectations. Ac-
cording 10 Arva (1997). companies that were fully or partially owned by
forelgners in 1995 produced 57 per cent of the manufaciurer sector sales.
Thus these companies were dominant in the Hungarian economy.

Table 5. Tinpact of different foreign investment types on the host country’s economy

Type of Domestic Effect on Transier of

investment supplier the balance developed
relations of trade

1. Colonial tvpe none negaiive

Investiment
2. Export

prometion or strong pm\od of time

investment strongly

S Import

substitution rornedium

investent

positive 1 a

longer period

of time
Source: Arva, L. (1997 pp. 1007-1018
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However. these companies became more and mo.e responsible for the
trade balance deficit. Their responsibility is related to their investment
motivations. They have preferred market penetration to other motivations

and prefer foreign suppliers to Hungarian ones. They find “hat Hungarian
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suppliers are not flexible enough. usually do not respect delivery conditions
and the quality of their products is objectionable. That is why they often
replace Hungarian su 11>pher\ by foreign ones. The Table 3 shows impacts of
the differem t‘\'p es of investment.

Other research and evaluations suggest that activity of foreign mar-
keters and im‘esto has brought about important changes in company ca-
Ddbll;ueé and policies specially in the field of marketing ori-

' i} on the impacts of foreign i
npany capabilities is more related to pro-
Buz in the ﬁeid of functional achievements,
arch. relation with suppliers
to foreign invest-

thanks

5t forei gn capndl :\((ozd
is i;'measmgl; important.

1 - £3
investment, e.g. to profit from ad\'antages related to domexnr ] hor force.
ign i ha a stimulating influence on marketing ac-
tivity at Hungarian companies [13]. E\p(flgll" marketing know-how plays
an increasing role. Increase d marketing activity is ex pr@s&d in an impor-
tant growth of advertising expenditure “from the be ginning of the nineties.
However, this expenduura stabilized and did not nc rease by the second
half of the decade. Research finding shows that both external and internal
marketing environment have been stabilized that may allow the assnmption
that a general stabilization has occurred and the period of transition might
be over. Companies have escaped from their earlier constraints and their
development does not depend more on these constraints. Companies are
able to find their own strategies based on models such as Porter’s model of
competitive advantage.

The influence of Western business culture on CEC economies has re-
sulted in a very specific management consequence al companies remaining
properties of local investors. HovANYL [16] reports that a great number
of Hungarian companies had to introduce a series of measures in order to
achieve a ‘shimming cure’ thanks to the increased competition with Western
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