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Thelmpact of Austrian FDI in Central and Eastern Europe on Domestic Exportsand
Employment

Wilfried Altzinger, University of Economics and Busness Adminigration, Vienna

Abstract
Since the opening of Eastern European Economies in 1989 Audtria has invested quite heavily in those
countries. This has lead to renewed interest within Audtria in the impact of these investments on
domestic exports and employment. This paper reports findings from a comprehensive data set as
well as from a questionnaire. In contrast to most of other studies this paper analysed the relaionship
of foreign sdes and domestic exports by sectors and for different periods. Results show that the
relationship at an aggregate level is clearly postive. However, there are several manufacturing sectors

which show strong and growing substitutive relaionships.

JEL classfication: F15, F21, F23
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1. Introduction

The discusson on the relaionship of outward foreign direct investment (FDI) and domestic exports
is a long lagting issue. In Audria this topic has received consderable new attention due to the
opening of Central and Eastern European Countries (CEECs) and their envisaged integration into the
European Union. Since the opening of CEECs in 1989 Audtria s trade and investment relaions have
intengfied quite rgpidly. Economic co-operation has multiplied in paticular with Audrids
neighbouring countries Hungary, the Czech Republic, Sovenia and Sovakia Audria has not only
achieved a high surplus in its balance of trade with these countries throughout the period 1990-97
Error! Bookmark not defined., but has aso improved its overdl employment through this surplus
by a 9gnificant number Error! Bookmark not defined.. At the same time Austria has carried out
considerable FDI activities in CEECs. The FDI stock has increased from nearly zero in 1989 to 40
bn ATS in 1996 (or 28.9% of total FDI). In accordance with FDI even employment of Audtrias
enterprises show a rather steep increase of their foreign employment in CEECs. Between 1991 and
1996 their employment in CEECs expanded from 25,000 to more than 85,000. However, the share
of foreign employment to total employment remained relaively stable throughout this period!

Hence, a the aggregate leve it seems to be the case that trade, FDI and employment between
Audria and its CEE neighbours show a rather smultaneous development. However, there is
preliminary evidence that these relaions are rather different by region, time and sectors Error!
Bookmark not defined.. One study even shows a significant negative impact of outward FDI on
exports for the period 1990-1995 while the impact on red wages and employment is positive,
dthough only sgnificant for the laiter Error! Bookmark not defined..

This paper tries to andyse the relationship between FDI and exports only for one region which has
influenced the internationdisation of Austria's companies during the last decade most heavily, namely

the CEECs. For that purpose we have conducted a questionnaire in summer 1997 which alows an



investigation of the relaionship between FDI and exports smultaneoudy for a particular sample of
companies. The paper is organised as follows In section 2 we provide a brief survey of the
theoretica as well as empirica literature. Section 3 presents the genera structure of Audtrias FDI
and its employment in CEECs. The andlysis of the relationship between FDI and exportsis provided
in section 4. A summay and some policy implications of the increasing association between

internationa trade and production for Augtria are outlined in the concluding section 5.

2. Trade and Investment - Complementsor Substitutes?

The empirical and theoretical literature discusses a broad range of explanations concerning the
relationship between FDI and exports. Cantwell (1994) and Graham (1996) provide comprehensive
surveys of this topic. Cantwell addresses severa issues which are of importance. Firdt, he
distinguishes between three different types of international production: resource-based, loca-market-
oriented and internationaly integrated production. All three types influence trade in different ways.
Since a a world level there has been a historical evolution from resource-based, to local-market
oriented, to internationdly integrated production, it is possible to depict the structure of the linkage
between internationd trade and production as gradudly shifting over time. Second, internationa
production may be trade-replacing or trade-creating depending on the context. Hence it is mainly an
empirica issue to estimate the net result. Third and linked to the first issue, the relaionship between
trade and production varies with the degree of maturity and strategies of the firms, and with the stage
of development of the countries. In particular this point is further developed by Lankes and Venables
(1996) for CEECs. They conclude that the type of investment depends very much on the stage of
trangtion of the host countries. While in Russa a dominance of resource-based projects can be
observed, in the more advanced trangtion countries like Hungary and the Czech Republic export

upply projects are gaining momentum.



In another recent article Blomstrom, et. d. (1997) anadyse the relationship between FDI and
domestic employment. They conclude that this rlaionship depends quite strongly on the specific
type of invesment. U.S. multinationa enterprises display a stronger subgtitution effect on domestic
employment while Swedish MNEs display a complementary development between foreign and
domestic employment. This can be explained by the different network connections within these
enterprises. Since Swedish afiliates produce mainly for loca markets with postive effects on
domegtic employment, U.S. MNEs have dlocated some of their more labour intensive operations
abroad, reducing the labour intengty in their home production.

Agarwd (1996) provides one further important theoretica piece of evidence. He explains the
impects of different motives of investment on trade. For that purpose he digtinguishes three different
types of impact: the subgtitution of former exports through FDI, growing reimports of goods and
services produced abroad by foreign affiliates of domestic firms and FDI associated exports of
goods and services. The overdl impact of FDI on trade is the sum of negative (export substitution,
reimports) and positive effects (associated exports). It is assumed that FDI in 'market based' sectors
as wel as services show a complementary relationship and therefore have a podtive impact on
domestic exports. In contrast, efficiency oriented FDI of industries and services and exports may
have a subgtitutable relationship. Hence negative impacts on the home economy are conceivable.
Mog of the previous empirica studies suggest that the relationship between FDI and exports is
complementary Error! Bookmark not defined.. Some of these dudies found even a
complementary relationship between FDI and imports Error! Bookmark not defined. dthough the
complementary effect between FDI and exports is generally much stronger than between FDI and
imports. However, during recent years several studies have been published which cast some doubt
on thisgenerd finding Error! Bookmark not defined..

Even empiricd dudies for Austria found mostly a complementary relaionship between FDI and



exports Error! Bookmark not defined.. However, as mentioned above, one study suggests a
subgtitutive relationship of outward FDI and exports for the period 1990-1995 Error! Bookmark

not defined.. All of these studies have been performed only for the manufacturing sector. However,

the manufacturing sector shows only one part of the puzzle. Due to the fact that Audtrias FDI in

CEEC:s has been carried out mainly in the non-manufacturing sector we will aso include this sector

into our andysis. Further we will concentrate our analysis on Austrias FDI in CEEC only. Dueto the

large differences in factor prices this region is of particular interest for such an andysis. Indeed there
is strong public concern that such investments substitute exports and increase (re-) imports.

For our andysis we have chosen the following gpproach: Firdly, we investigate the sectord pattern
of Audria's FDI. Such an analyss provides a first understanding of the different kinds of Audria's
FDI. Furthermore, we can see which sectors expose subgtantia shares of overadl FDI. Hence we
will focus the subsequent andysis of the relationship between FDI and exports on these sectors.

Secondly, we andlyse the regiond structure of parent and affiliate sdes. Following the consderations

above we would expect that internationaly integrated FDI show low and decreasing exports by
parent firms and high exports to the European Union (EU) by ther afiliates. In contrast, we would

assume that market-oriented affiliates simulate exports by the parent firms and expose high loca

market shares by the affiliates. Thirdly, we will investigate the development of foreign sdes and

domestic exports smultaneoudy by corrdation andyss.

To andyse the hypotheses explained above we make use of two different sets of data: One has been
provided by the divison of ‘Internationa Baance of Payments at the Audrian Nationa Bank. This

data present the results of a survey that is conducted annualy (see section 3). A second set of data
presents results of a particular questionnaire that was conducted in summer 1997. Among others this

data set includes sdes, export and employment data for 1989, 1995 and expected figures for 1998.

Hence this data provides a unique opportunity to analyse the relationship between domestic exports



and foreign saes by different sectors and for different periods (see section 4).

3. Structure of Austrian FDI in CEECs

Table 1 presents the development of Austrian MNEs for 1991-96." During the 1990s Austrian
outward FDI has improved from 184.8 bn ATS in 1991 to 284.0 bn ATS in 1996. This period of
'globalisation’ was characterised by two new and substantia economic developments. the pre-EU-
accession period? and the opening of Eastern European economies. Both of them have enforced
Austrian internationa economic activities considerably. However, in 1996 the Austrian outward FDI
stock, measured as a percentage of gross domestic product, was only 5.8% and thus far below the
EU average of 16.8% Error! Bookmark not defined.. One of the main reasons for this low degree
of internationdisation is the Audrian indudry structure, especidly the prevdence of smdl and
medium enterprises (SVIES). Mot of this specific Austrian economic feature can be explained only

higoricaly Error! Bookmark not defined..

Austrian outward FDI to the CEECs started from a ATS 1.4 billion low (4.4% of total FDI) in 1989
and increased to a ATS 39.5 hillion high in 1996 (28.9% of totd FDI). Although Ausdtrian financid
capabilities are not very large by international standards her FDI has reached considerable market
shares in CEECs (23.6% in Slovenia, 21.4% in Sovakia and 19.6% in Hungary). Measured by this
share Audriaisranked first in Sovenia and Sovakia and only second (behind Germany) in Hungary.
The regiond dructure of Audrian FDI is strongly influenced by geographica as wdl as higtoricd
proximity. Close to 90% of Audrian totd FDI in Eastern Europe is located in the four adjacent

countries Hungary, Sovakia, Soveniaand the Czech Republic.

Furthermore, we can see that parent employment of Austrian MNES doubled as wdl as dffiliate



employment. Hence a the aggregete the relation between affiliate and total employment (foreign and
domestic employment) remained roughly stable at 26%. However, there are some digtinctive
differences between Austrian outward FDI in CEECs and the 'Rest of the World' (RowW).* Whilein
CEEC:s the share of dffiliate employment to tota employment has risen from 35% (1991) to 38%
(1995) this share declined from 22% to 18% in the RoW. The main explanation for these contrasting
developments is the very different capital/labour ratios of FDI between these two regions. Whilst on
average this ratio was 1 mn ATS per foreign employee in 1996 the production in CEECs was four
times more labour-intensve (0.46 mn ATS per employee) than in the RoW (1.94 mn ATS per
employee). This huge difference of capita-labour ratios explains the different employment patterns of
these two regions to a very large extent. The contragting affiliate/tota employment retios are mainly a
result of uneven productivity levels between affiliate and parent companies.

Table 1: Parent and Affiliate Employment of Austrian MNE, 1991-96

1991 1992 1993 1994 1995 1996

Totd capitd of effiliastes (on ATS) 11288 17989 26273 32521 33723 39478

CEEC Affiliste Employment 24681 33452 50329 65085 78035 85425
Parent Employment 46193 57125 107532 115320 127155 140786
Affiliateltotal employment 35% 37% 32% 36% 38% 38%

Capitd/labour ratio (in 1000ATS) 457 538 522 500 432 462

Totd capitd of effiliastes (on ATS) 53167 59924 72195 70458 84325 96899

RowW Affiliste Employment 38401 39352 40552 40978 46983 50005
Parent Employment 137602 194025 248163 232670 220068 143194*
Affiliateltotal employment 22% 17% 14% 15% 18% 26%

Capital/labour ratio (in 1000 ATS) 1385 1523 1780 1719 1795 1938

Totd capitd of effiliastes (on ATS) 64455 77913 98468 102979 118048 136377

Total Affiliste Employment 63083 72805 90881 106063 125019 135430
Parent Employment 183796 251150 355695 347990 347222 283980*
Affiliateltotal employment 26% 22% 20% 23% 26% 32%

Capital/labour ratio (in 1000 ATS) 1022 1070 1083 971 944 1007

Source: Austrian Nationa Bank, author's own caculations
* see endnote 1)



Generdly we can obsarve tha the development of affiliate employment is approximately in
accordance with the development of parent employment. It is not only that affiliate employment has
increased by nearly 100% between 1991 and 1995 but parent employment did as well. Hence this
data emphasises that during the early 1990s the internationdisation of Audtrids economy has
involved many new companies. As demondrated esewhere this process has been profoundly

conducted by Austrian SMEs Error! Bookmark not defined..

Table 2 shows the structure of Austrian FDI in the CEECs by sectors for 1996, registered by
sectors of host countries. We can mainly see Sx sectors in which Audrian FDI is concentrated:
finance and insurance (20.5%), wholesdle and retail trade (18.1%), non-metallic products (8.6%),
chemicals and petroleum (7.7%), food and beverages (6.6%) and construction (6.0%). Additionaly,
we have aggregated an 'engineering sector' which conssts of metal products, mechanica products,
electric and dectronic equipment, motor vehicles and other manufacturing products. This sector
accounts for 10.7% of total FDI. Together these seven sub-sectors account for 78.3% of Audtrian

FDI in the CEECs.

Table 2: Ausdtrian Total Capitd in CEECs by
Foreign Economic Sectors, at End-1996

Mining and quarrying 1.4%
Food, beverages, tobacco 6.6%
Textiles, clothing, leather 0.7%
Wood processing 1.2%
Peaper, printing and publishing 3.8%
Chemica products and refined petroleum 7.7%
Non-metallic products 8.6%
Meta products 2.6%
Mechanical products 1.3%
Electric and eectronic equipment 5.6%
Motor vehicles 0.4%
Other manufacturing 0.7%

Engineering sectorl) 10.7%



Manufacturing 39.2%

Congtruction 6.0%
Wholesdle and retail trade 18.1%
Tourism 5.0%
Trangport and communication 0.8%
Finance & Insurance 20.5%
Red edtate (incl. Holdings) 7.9%
Miscdlaneous 1.2%
Non-manufacturing 59.5%
Totd ATS million 39.478

1) metd products, mechanica products, eectric and

€lectronic equipment, motor vehicles, other manufacturing

Source: OeNB
On average nearly 60% of Audtrian FDI in CEECs is located in the service sector while the share of
manufacturing is only dose to 40%.* The dominance of service-rdated FDI is a specific Austrian
feature. Within the service sector the trading sector is of extraordinary sgnificance. Audtrian activities
in trade are mainly a result of acquiring merchandise trading chains and, in addition, building up its
own saes units. This pattern is smilar for the financia and insurance sector. Investments within these
sarvice sectors are mainly determined to teke advantage of the emerging markets. Even the
condruction sector is of importance. These activities are mainly a result of the strong demands
caused by the development in the infrastructure in the transformation countries. Most of this demand
could not be satisfied by their domestic construction indudtries.
FDI within the manufacturing sector is dso strongly concentrated. The huge invesment activities of
the petroleum sector isatypical resource-based FDI which was brought about through joint ventures
between refineries of Audria, Sovenia, Sovakia and partidly Hungary. Further investments have
been carried out in food and beverages as well as non-metdlic products. One sector, which is of

paticular intered,, is the ‘engineering sector'. FDI within this sector is very often assumed as mainly
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taking advantage of chegp labour. In 1996 this sector comprised 10.7% of Audrian totd FDI in
CEECs.

Far the largest share of Audtrian FDI in the CEECs has been invested in Hungary. In 1996 four
countries adjacent to Audtria (Hungary, Czech Republic, Slovenia and Slovakia) accounted for 90%
of Audrian overdl FDI in the CEECs This regiond pattern emphasises the importance of
geographica proximity.

This brief outline of sectord and regiona patterns of Austrian FDI in the CEECs brings to the fore
two important issues. Firdt, the importance of geographica proximity and second, the significance of
investments in the non-manufacturing sector. Consequently, the subsequent andysis on production
and trade will focus on those saven sectors which account for the bulk (78.3%) of Austrian FDI in
CEECs finance and insurance, wholesale and retail trade, non-metalic products, chemicas and

petroleum, food and beverages, congtruction and engineering.

4. Sales and Exports Patter ns of the Sample

The empirica evidence presented in this section is the result of a survey which was conducted in
summer 1997. The questionnaires were sent by mail to atota of 1,843 Audtrian firms. A tota of 295
firms (16.0%) responded to the survey of which 283 firms (15.4%) returned completed
questionnaires. Out of these 283 firms a total of 150 firms have invested in CEECs.” The following
andyss covers these firms only! Since each firm did not reply to dl the questions the number of

respondents in the following tables is dways below the totd of 150.

Table 3 presents the regiona sales structure of the parent firms. As can be seen only 56.3% of total
output has been sold at domestic markets. The remaining 43.7% were sold at foreign markets.

Thereof far the largest share (24.5%) was shipped to the EU and another 12.6% to CEECs. A

11



breakdown by sectors reveds that it is the engineering sector which shows by far the largest degree
of internaiondisation. Within this sector only 31.1% were sold & domestic markets and the
remaning 68.9% have been exported. Within the manufacturing sector even petroleum and
chemicals indicate a high degree of internationaisation. The other manufacturing sectors rely to a

large extent on local markets.

Table 3: Regiond Sales Structure of Parent Firms, 1995 (in %)?

EU
Sectors Audria | (except | CEEC | Others
Audria)

Food & mean 83.6 4.6 7.6 41
Beverages N 8 8 8 8
Petroleum, mean 46.3 29.5 10.2 14.0
Chemicds N 8 8 8 8

Non-metdlic mean 80.3 11.6 3.9 41

products N 8 8 8 8

Enginesring mean 311 53.0 8.8 71
N 28 28 28 28

Other mean 57.3 34.3 21 6.3
manufacturing N 15 15 15 15
Congtruction mean 88.5 25 6.5 25
N 8 8 8 8

Trade mean 58.8 13.9 20.4 6.9

N 27 27 27 27

Other mean 58.9 6.4 29.5 5.2
non-manufecturing N 14 14 14 14
Totdl mean 56.3 24.5 12.6 6.5

N 116 116 116 116

a. Finance and I nsurance excluded

Within the non-manufacturing sector it is in particular the trading sector which shows large export
shares (41.2%). Most of these exports were sold at CEE markets. Additiondly, the remaining non-

manufacturing sectors® show a large reliance on these markets.

Furthermore we will analyse the sales dtructure of the affiliates. For that purpose we digtinguish

between two different types of FDI: ‘ supply-based driven’” and ‘ market-driven’” FDI. Presumably the
12



first one would indicate that the dominant factor of investment is to get access to a cheagp indudtrid
workforce. As long as the national purchasing power of the host country remains low - which isa
necessary requirement of this gpproach - a large part of the production will be exported to
developed countries with strong demand. Such a scenario would presumably substitute exports from
the home country and encourage reimports to the home country. Hence such investments should
display high export sharesto EU markets. Such patterns are usually associated with ‘relocation’.

In contrast to this type is 'market-driven’ investment. Such FDI requires quick emerging markets.
This would be accompanied by a consderable expanson of customer demand. Therefore the

production of the affiliates should be sold to alarge extent on loca markets.

Table 4: Regiond Sdes Structure of Affilates, 1995 (in %)?

EU (ind. _
Sectors r:grf o Austria), meﬁ; C?Etgeés Others
1995

Food & mean 83.0 8.6 41 8.3 A
Beverages N 9 9 9 9 9
Petroleum, mean 81.6 17.2 17.2 1.2 .0
Chemicds N 5 5 5 5 5
Non-metdlic mean 78.7 9.1 6.3 6.1 6.1
products N 9 9 9 9 9
Enginesing mean 395 51.3 17.4 6.1 31
N 23 23 23 23 23

Other mean 55.2 384 225 45 2.0
manufecturing N 13 13 13 13 13
Congtruction mean 89.2 5.3 5.3 5.4 0
N 9 9 9 9 9

Trade mean 75.1 13.0 6.7 7.0 438
N 31 31 31 31 31

Other mean 58.2 19.6 6.4 21.2 1.1
non-manufacturing N 19 19 19 19 19
Totsd mean 65.5 23.3 10.6 85 2.7

N 118 118 118 118 118

a. Finance and Insurance excluded

Table 4 shows the regiond sdles dtructure of the affiliates for 1995. On average the locad markets

account for 65.5% of tota saes. Hence the predominance of loca markets is obvious. However,
13



even 23.3% were shipped to EU markets, thereof 10.6% to Audtria. Another 8.5% were sold at
other CEE markets and only 2.7% were destined for other markets (Asia, America). Table 4 shows
further some important differences by sectors. Interestingly, al sectors which have invested strongly
in CEECs show high locd market shares.” Construction shows a local market share of 89.2%,
followed by food and beverages (83.0%), petroleum and chemicals (81.6%), non-metallic products
(78.7%) and trade (75.1%). Among al sectors included in Table 4 there is only one which yields
important export shares to the EU, the engineering sector. This sector sells 51.3% at EU markets.
The share of loca markets is 39.5% only. The sdes pattern of the remaining manufacturing sectors
(‘other manufacturing)® is similar to the engineering sector. Even these sectors have high exports to
the EU and reatively low locd market shares. This contragting petter of affiliate sdes dtructure is
essentid. It indicates that within these manufacturing sectors some specidised divison of labour has
dready taken place. And it is not only Austria where these products are shipped to. Even other EU
countries are involved into this European divison of labour. This specific festure strengthens a
presumption which aready has been postulated by several scholars: Intra-industry trade between the
EU and CEECsis developing rather quickly and thiskind of integration is not based on inter-sectora

soecidisation any longer.?

Furthermore it is of particular interest to look at the sdes Structure of the miscellaneous service
sectors. Fird, they do have rather small loca market shares. Second, and more interestingly, thisis
the only sector where exports to other CEECs are significant (21.29). Most of these firms are

trangport and business service companies.

Summarising the results of Table 3 and Table 4 we can podtulate thet it is mainly the engineering and

the 'other’ manufacturing sector which exhibits patterns of efficiency-oriented FDI. In particular the

14



high export shares of the affiliates to EU markets indicate such kind of investment. However, dl other
sectors rely to a very large extent on locd markets. Therefore these investments show typical

characteristics of market-oriented FDI.

Finaly we want to look at the dynamic pattern of these developments. Table 5 shows the strong
growth of employment and sales in and exports to the CEECs dike. The share of employment in
CEECs by total (parent and affiliate) employment increased from 5.3% in 1989 to 35.1% in 1998.1°
In accordance with employment sdes dso incressed from nearly zero to 24.4% in 1998
Interestingly, even the share of exports by tota domestic sales doubled during this period. This share
increased from 7.0% (1989) to 14.4% (1998). Hence the CEEC-export share of the sample is far
above the Ausdtrian average Error! Bookmark not defined.. Data of Table 5 seem to indicate that
the internationdisation of these firms occurred by expanding foreign sdes and parent exports
smultaneoudy. However, this is only the overdl result. The particular patterns by sectors might be

rather different. Thiswe will analyse in the subsequent section.
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Table 5: Employment, Sales and Export Patterns of the Sample (in %)

© a o o) Q
3181318 13(3(8138
Sectors HH ||| W | m
OI OI UI OI OI O| O| o|
W | w|w|o|lo| 3|38
Food & mean | 1.9 [338(431(179(21.7| 39 | 76 | 64
Beverages N 9 9 9 6 6 8 8 8
Petroleumn, mean| .1 |104 (194136182 | 52 |10.2| 13.8
Chemicds N 7 9 9 4 6 5 8 8
Non-metdlic mean | 9.7 426 (4462231299 | 1.1 | 39 | 4.7
products N 9 9 9 7 6 8 8 8
L mean| .7 |149(242(126|183| 52 | 88 | 9.0
Enginering
N 23 | 29 | 27 18 | 20 | 26 | 28 28
Other mean | 21 |375(434(185(249| 11 | 21 | 44
manufacturing N |14 |16 |17 | 9 | 10 | 14 | 15 | 16
Construction mean | 5.2 [329(36.9(222(282| 29 | 65 | 113
N 9 9 9 7 7 8 8 8
Trade mean | 11.1 |27.6 | 329(184 (241|152 | 204 | 21.9
N 34 | 36 | 33 16 | 14 | 25 | 27 27
Finance & mean | 1.3 [19.8 | 29.0
Insurance N 6 8 7
Other mean | 54 [43.3]46.8(295|386|11.1|295]| 32.7
non-menufecturing N [ 13 | 20 [ 20 | 9 | 8 | 11 | 14 | 14
Totd mean | 5.3 |285(351(188(244| 7.0 | 12.8| 144
N 124 | 145 | 140 | 76 77 | 105 | 116 | 117

a. E CEEC....employment in CEE &ffiliates by totd (parent and affiliate)
employment

b. S CEEC.....sdesin CEE dfiliates by totd (parent and affiliate) sdes
C. Ex_CEEC.....parent exports to CEECs by total parent saes

We want to prove the correlation between domestic exports to CEECs by the parent companies and
foreign sdes in CEECs by the affiliates. If there were a complementary relation between these two
we would expect a positive correation. In contrast, a subgtitutable relationship would be indicated
by a negative correlation between domestic exports to CEEC and foreign sdes in CEECs. Such a
pattern might indicate some kind of relocation and a subgtitution of domestic exports by foreign

production.

16



To diginguish between different stages of the internationdisation process we will andyse this
relaionship for two different sub-periods. According to Lankes and Venables (1996) it might be the
case that in the initid stage of investment the vertical integration aspect may dominate and therefore
investment will boost exports. In later tages horizonta investment may be more important, leeding to
a subdtitutive rdationship in subsequent periods. Hence we will diginguish the period of initid
investment (1989-95) from the succeeding period (1995-98). Hence we would expect a
complementary relationship between foreign sdes and domestic exports to CEECs during the first
period and adiminishing (or even areverse) relationship during the second period.

Table 6: Correlation between foreign sales and domestic exports, 1995

Totd
Pearson'sR 0.55**
Sgnificance 0.00
Number 75
Manufacturing Food & Petroleum &  Non-metdlic  Enginesring Other
Beverages Chemicds Products Manufacturing
-0.17 041 -0.41 -0.07 -0.31 0.35
0.26 0.42 0.59 0.88 0.21 0.35
44 6 4 7 18 9
Non- Construction Trade Other non-
Manufacturing Manufacturing
0.76** 0.84* 0.81** 0.84**
0.00 0.02 0.00 0.01
31 7 16 8

** Sgnificant a 1% leve.
* Sgnificant & 5% leve.

Table 6 presents the results of the corrdation between domestic exports and foreign sales for
1995." The results are rather interesting. As can be seen, there is a significant positive correlation

(0.55) between the share of domestic exports and foreign sdes at the aggregate level. Hence this
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seems to indicate that the penetration of new markets in CEEC by Austrian companies proceeded
by some kind of double-gtrategy, namely exports and increasing loca sdles. However, this aggregate
result comprises some cavests. First, the pogdtive corrdation holds only at the aggregate leve.
Second, this smple correation presents the static point of view only. Hence nothing can be sad

about the dynamic development of this relationship.

A breakdown by sectors revedls arather diverse pattern of this correlation. In particular it isthe non-
manufacturing sector which is respongble for the sgnificant positive relationship (0.76). This is not
the case for manufacturing! Within the manufacturing sector we can observe a negative (but
inggnificant) corrdation (-0.17). Among the eight sub-sectors there are only three with significant
positive relationships (construction, trade and other non-manufacturing). Although three sub-sectors
of the manufacturing sector show a negdtive rdationship (petroleum and chemicds, non-metalic

products, engineering) none of these are sgnificant.

Moreover, it is of particular interest to look at changes between the two periods. Consderations
explained above suggest that the stage of trangition of the host countries as well as the stage of the
FDI determine the reationship between exports and investment to a large extent. The better-
advanced trandtion countries are the more efficiency-based FDI projects gan momentums. Loca
suppliers (and therefore loca value added) become more competitive and increase market shares.
Hence we would expect that in particular within the manufacturing sector the subgtitutive relation

between FDI and exports should increase.

Table 7: Correlation between foreign sales and domestic exports, 1998

Tota
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Pearson'sR 0.46**
Sgnificance 0.00
Number 76
Manufacturing Food & Petroleum &  Non-metdlic  Enginesring Other
Beverages Chemicds Products Manufacturing
-0.25 0.26 -0.37 -0.21 -0.47* 0.48
0.09 0.62 0.47 0.70 0.04 0.16
48 6 6 6 20 10
Non- Construction Trade Other non-
Manufacturing Manufacturing
0.71** 0.73 0.81** 0.69
0.00 0.06 0.00 0.09
28 7 14 7

** Sgnificant a 1% leve.

* Sgnificant & 5% leve.

Table 7 shows the correlation between foreign sales and domestic exports for 1998. We can see
that at the aggregate leve the relationship between exports and foreign saes is ill postive (0.46)
and sgnificant. However, the results differ very much by sectors. The negative correlation for the
manufacturing sector became significant at the 10%-leve (-0.25). Moreover, the data emphasise that
within the engineering sector the negative correlation increased and became strongly significant (-
0.47). Hence these results suggest that within the engineering sector the subditutive relaionship
between foreign production and domestic exports increased sgnificant in the post-investment period
1995-1998. However, the corrdation for the non-manufacturing sector is positive and significant

even for this period (0.71).

5. Conclusion
A breakdown of Audtria's FDI stock in CEECs by sector reveds that the non-manufacturing sector
(trade, finance and insurance, condruction) has invested mogt strongly. Within the manufacturing

sector four sectors comprise the bulk of FDI: chemicals and petroleum, food and beverages, non-
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metallic products and the 'engineering sector’ which comprises metal products, mechanical products,
electrical and eectronic equipment and motor vehicles. Together these seven sectors account for

78.3% of totd investment in CEECs.

Invesments were primarily accompanied by increesng exports from the parent firm. This
complementary relaionship of investment and domestic exports holds for the initid sage of
investment (1989-95) as well as for the proceeding period (1995-98). Hence the internationaisation
of these firms took place smultaneoudy. The corrdaion anadyss shows quite clearly the postive
relaionship between domestic exports and foreign sdes at the aggregate level. However, seperated
by sectors, this corrdation is rather diverse. In particular it is the non-manufacturing sector which
shows a sgnificant postive corrdation. Within the manufacturing sector even the reverse relationship
can be observed. In particular this is the case for the engineering sector. Interestingly, this negetive
corrdation increased and became significant during the post-investment period 1995-1998. Hence
this observation is in strong accordance with the postulated suggestion of Lankes and Venables
(1996, 346) 'that progress in trangtion will make more economies hogt to vertica FDI' which is used
as a synonym for efficiency-oriented FDI. Although this observation is an important issue which
makes some further research a the firm level indispensable we have to kegp in mind that this kind of
FDI accounts for 10.7% of tota FDI only. During the 1990s it was in particular the non-
manufacturing sector (trade, congruction, finance and insurance) which has gained from Audtrids

new internationdisation further Eadt.

Given the empirica evidence 0 far we are tempted to conclude that Audtrials FDI in CEECs
presents a consderable push of Audtrias internationdisation which wasin particular accompanied by

a large improvement of Audrias trade baance with CEECs. Geographica proximity and close
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higoricd and culturd ties between Audria and her adjacent countries mainly explains this

encouraging economic development.
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