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ARTICLES 

E A S T - W E S T  T R A D E  

Motor Vehicles for Eastern Europe 
by Dr Bertold Ries, Frankfurt/M. 

For 11/2 years press items about the Italian and French automotive industries' success 
in Eastern Europe are multiplying. German producers hitherto did not succeed in really 
gaining a tooting in these markets. The problems as expressed in these events are to 
be worked out in three steps. To begin with it is necessa~ to obtain a general survey 
of the market, for only then the obviously keen competition in this field will become 
understandable. Furthermore the individual business transactions with East European 
countries are of importance, and finally the obstacles to be met by the German automo- 
tive industry have to be pointed out. 

T he East  European  countr ies '  popu la t ion  (excluding 
.Jugoslavia, which will  no t  be  refer red  to in this  

context)  wi th  314 mil l ion c i t izens  is a lmost  as big as 
tha t  in W e s t e r n  Europe. As  regards  motorca rs  they  
be long  to the  less d e v e l o p e d  areas.  Thus in 1965 in 
the  Federa l  Republic  of G e r m a n y  one out  of six per-  
sons owned  a car  as compared  wi th  one among 52 
pe r sons  in the  East  European  states.  And,  in addit ion,  
most  of the  motor  veh ic les  a r e  trud~s. However ,  now 
the  acce le ra ted  indus t r ia l  expans ion  has  reached a 
s tage  where  necessa r i ly  a h igher  l iv ing  s t anda rd  is 
demanded ,  wha t  las t  bu t  no t  leas t  is expressed  b y  
the  wish  for a motorcar .  It is a we l l -known  fact  tha t  
numerous  po ten t i a l  b u y e r s  in the  East-bloc s ta tes  are  
no t  d i scouraged  e v e n  b y  h igh  ini t ial  down-paymen t s  
and  cons iderab le  wai t ing  periods.  

Development of Motor Vehicle Imports 

The t e n d e n c y  towards  motor i sa t ion  is ev i den t  in a n y  
case, and  at  p re sen t  the  d e m a n d  as regards  quan t i t y  
and  qua l i ty  canno t  be  sat isf ied b y  the  East -bloc 's  
own product ion.  Thus a m a r k e t  is opened  up to 
W e s t e r n  motor  veh ic le  producers ,  that ,  a l though  it is 
en ta i l ing  ce r ta in  risks, is offering f avourab le  pros-  
pects.  Inc reas ing  motor  veh ic le  impor ts  f rom the  Wes t  
a re  a l r eady  ind ica t ing  this  deve l opm en t :  

[ ]  The East  European  countr ies '  to ta l  motor  veh ic le  
imports from the  Wes t  rose from abou t  6,000 motor  
veh ic les  in 1963 to 'approx. 20,000 in 1966. Tha t  y e a r  
mos t  motor  veh ic les  were  impor ted  b y  Rumania  
(about  7,700) and  Czechos lovakia  (6,000). Legging far 
beh ind  are  H u n g a r y  (2,000), Poland  (1,700), Bulgar ia  
(1,200), f inal ly  the  Soviet  Union  (300) and  A l ban i a  
(30). S imul taneous ly  Rumania  reg i s te red  the  h ighes t  
g rowth  ra te  s ince  1903. 

A b o v e  all the  Federa l  Republic,  France,  Br i ta in  and  
I ta ly  are  expor t ing  veh ic les  to East  European  coun- 
tries. Wi th  regard  to these  four countr ies '  expor ts  of 

new motor  veh ic les  I ta ly ' s  share  was 51 per  cen t  in  
1966, F rance  reached 31 pe r  cent,  W e s t e r n  G e r m a n y  
10 pe r  cent  and  Bri ta in  8 pe r  cent.  1 A l though  W e s t e r n  
G e r m a n y  is the  b igges t  moto r  veh ic le  p roduce r  among  
these  four count r ies  and,  moreover ,  is the  wor ld ' s  
ma jo r  expor te r  of motor  vehic les ,  in the  East  European  
m a r k e t  for new  veh ic le s  i t  has  a mode ra t e  s h a r e  
only. 

As indica ted  by  recen t  d e v e l o p m e n t s  the  pos i t ion  of 
F rance  and  I ta ly  should  still  improve  even.  I ta l ian  
and  French p roducer s  s ta r ted  a l a rge-sca le  e x p o r t  
dr ive  in Eas te rn  Europe and  a l r eady  conc luded  a 
n u m b e r  of agreements .  Not  on ly  the  n u m b e r  of con-  
t rac ts  and  the  bus iness  vo lume  are  i m p o r t a n t  for this  
ana lys i s  bu t  also and  a b o v e  .all the  t e rms  of de l ive ry  
and  payment .  It is e a sy  to u n d e r s t a n d  t ha t  informa-  
t ions  on  this  sub jec t  are---if a t  a l l - - o n l y  incomple t e ly  
ava i l ab le  to the  public.  However ,  t he  ava i l ab le  da ta  
suffice to gain  some in te res t ing  glimpses.  In de ta i l  t he  
fol lowing ag reemen t s  h a v e  been  conc luded:  

[ ]  In Oct. /Nov.,  1966, the  French R~gie Renau l t  s igned  
a con t rac t  for the  d e l i v e r y  of 10,000 motorca r s  to  
H u n g a r y  up to 1970. The  bus iness  in  ques t ion  com- 
b ines  credi t  opera t ions  and  t r an sac t i ons  in goods. 
The credi t  was  g ran ted  at  an  in te res t  r a t e  of 5.75 pe r  
cent  and  it  will  be  comple te ly  repa id  in goods. In 
connec t ion  wi th  each order  and  de l i ve ry  5 pe r  
cen t  of the  credi t  will  be  repaid,  the  res t  w i th in  f ive 
years .  Expend i tu re  for p r o v i d i n g  secu r i t y  for t he  
credi t  mus t  not  b e  charged to the  purchaser .  

[ ]  A t  the  end  of 1966 a con t r ac t  was  s igned  wi th  
Rumania  ,according to which Renau l t  wil l  supp ly  a 
to ta l  of 8,000 motor  veh ic le s  in  the  yea r s  1966/67. At  
the  beg inn ing  of 1967 a f ive -yea r  con t r ac t  has  
been  conc luded  b e t w e e n  Renau l t  a n d  Poland.  This  
coun t ry  commit ted  itself  to purchas ing  motor  veh ic le s  
for $ 10 mil l ion annual ly .  Here,  too, the  purchase  

1) The French base figure (5,186 vehicles) comprises used vehicles. 
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money will be offset 100 per cent by goods. At the 
end of Oct., 1966, the Italian Fiat concern was given 
the assurance by Hungary that this country would 
buy 10,000 motorcars tilI 1970. The conditions are 
similar to those of the contract between Renault and 
Hungary. 

However, the export of motor vehicles as agreed on 
in these contracts is only one of the automotive 
industry's possibilities of becoming active in the East 
European markets. The deliveries of productive 
equipment and the supply of knowhowin automotive 
construction are of considerably greater importance--- 
not only as regards their volume. 

Establishment of Motor Vehicle Factories 

Already in May, 1966, Fiat succeeded in concluding 
a mammoth-agreement for the building of a motor 
vehicle factory that is to produce 600,000 motorcars 
annually. The value of this project amounts to between 
Lit 500 and 600 billion. The following has become 
known about the credit terms: 5.6 per cent interest 
rate; running period of the credit approx. 81/~ years 
after the factory has become operative or--what  is 
just the same--ten years after the conclusion of the 
agreement; down-payment 10 per cent; semi-annual 
instalments; export credit insurance costs about 
1 per cent. 

In February, 1966, a contract w~s negotiated between 
Fiat and Poland dealing with the assembling and later 
the annual production of 35,000 motorcars to begin 
with. After 1970 this production is to be increased 
to 70,000 cars annually. The value of this project 
figures at $ 40 million. The period of the credit 
granted is eight years after the putting into operation 
of the manufacturing establishment. 

In March, 1967, Fiat made a contract with Bulgaria, 
according to which to begin with 3,000, later 10,000 
motorcars are to be produced annually in this country. 
The payment will be made 100 per cent in goods. In 
Rumania Fiat has already a foothold in the production 
of cross-country and other specialised vehicles. 
Between Fiat and Alfa-Romeo, on the one hand, and 
Skoda and Czechoslovakia, on the other, agreements 
were made for a closer cooperation. 

The Jugoslavian Fiat-licencee Crvena Zastave could 
make a cooperation agreement with Poland for the 
period up to I975, whose extension is being planned. 
The production of two middle-cl'ass cars in the 
vicinity of Warsaw was planned on the basis of a 
Fiat-licence. The value of the project amounts to 
DM 128 million. Payment will be made 10O per cent 
ill goods. 

In Sept., 1966, Renault and Peugeot were entrusted by 
the Soviet Union with the rationalisation of some 
Russian motorcar factories. Among other things it is 
provided for to increase the production of a certain 
factory from approx. 80,000 cars annually to between 
300,000 and 350,000 vehicles. Value of the project: 
firs 400 to 500 million. A favourable rate of interest is 
supposed to have been granted for this credit, which 

will run for 81/~ years after the factory has started to 
operate. Ten per cent of the value of the project has 
to be paid as a first instalment. 

With Bulgaria Renault agreed in Sept., 1966, on the 
construction of an assembling shop. To begin with an 
annual 10,000 motorcars are to be produced, after 
1970 this figure is to increase to between 50,000 and 
100,000 cars. The value of the project amounting to 
DM 160 million will be paid 100 per cent in goods, in 
every instance within two months. 

Also in Sept., 1966, Renault initialled a contract with 
Rumania for the erection of a motor vehicle factory, 
whose annual production is to reach 40,000 cars and 
10,000 light delivery vans. The French contribution to 
the building of a factory, amounting to firs 300 mil- 
lion, will be made on a credit base with a period of 
8 years. 

German Firms Missing 

In contrast with Italy and France the German auto- 
motive industry hitherto succeeded in obtaining 
major delivery chances for the Bast European market 
in only one case. In June, 1967, Hungary committed 
itself to buying Volkswagen to the value of DM 40 
million. The deliveries will be affected within five 
years, payment will be made in goods. As regards 
projects for a cooperation aiming at the establish- 
ment of 'assembling shops, the rationalisation or 
erection of automotive factories, the names of German 
producers are entirely missing. 

tt should be quite evident by now that the Italian 
and the French automotive industries are coming more 
and more to the fore and did not only secure, but 
also expand the i r~a t  any rate already favourable--  
market position. Vice versa, according to experiences 
made it will be difficult for German producers of 
motor vehicles to carry their point. 

In this connection a structural or long-term aspect 
is to be pointed out. A major part of orders from the 
Eastern countries is aiming "at the establishment or 
the expansion of their own automotive industries. 
The reasons for this endeavour may be found in the 
fear of permanent foreign exdaange troubles or, in 
general, in the well-known aspiration for autarchy of 
countries with state monopoly trading. Therefore 
regarding motor vehicle exports a sudden turn 
might occur already in the forseeable future, although 
at present this is not yet a burning question. Just the 
same the foreign parent firms' deliveries of parts and 
accessories to the East European assembling shops 
will ia the l~ng run not remain unchanged regarding 
their volume, as the share of ancillary supplies pro- 
vialed by national production will rise. But even more 
is involved in this cor~text. The presence .for instance 
of a German make of motorcar does not only mean 
permanent goodwill for the parent company and the 
entire automotive industry, but also publicity for 
German industrial manufactures as such. One is even 
justified to speak of .a political credit balance. What 
is alarming for Western Germany is therefore the 
fact that the decisive moment for the employment of 
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an effect ive  pub l ic i ty  medium migh t  be  missed,  a 
po ten t i a l  chance  might  be  lost, t ha t  economica l ly  and  
pol i t ica l ly  would  be  of ind ispu tab le  advan tage .  

The  ques t ion  ar ises  w h y  the  G e r m a n  au tomobi le  
p roducers  do no t  succeed  in ob ta in ing  dis t inct  
successes  in these  marke t s  offering a lot  of chances.  

Government Promotion 

Negot ia t ions  on pro jec t s  l ike the  e rec t ion  of an  auto- 
mo t ive  fac tory  b y  Fiat  in Russi.a are  t ak ing  years .  
However ,  the  pol i t ical  re la t ions  b e t w e e n  the  East  
European  s ta tes  and  W e s t e r n  G e r m a n y  re laxed  some- 
w h a t  but  recent ly .  A pro jec t  to the  v a l u e  of DM 
4,000 mil l ion would  h a v e  been  un imag inab le  on ly  two 
years  ago. On the  o ther  hand,  the  Eas te rn  s ta tes  
regarded  I ta ly  and  F rance  wi th  more  sympathy ,  
whi le  the  la t te r  countr ies ,  i t  is true, felt less obl iga t ion  
towards  t rad i t iona l  pol i t ical  ideas. W h e n  it comes to 
ma jo r  bus iness  projects ,  pol i t ical  re la t ions  doubt-  
less ly  p l ay  'a ma jo r  par t  some times. Cons idered  
ind iv idua l ly  it mus t  not  be  ignored  tha t  I ta l ian  and  
French minis ters ,  in  one ins t ance  e v e n  Genera l  de 
Gaul le  himself ,  suppor ted  the i r  countr ies '  au tomot ive  
indus t r ies  v igorously .  

To some ex ten t  this  pol i t ical  e n g a g e m e n t  m a y  h a v e  
been  a d i rec t  consequence  of the  less f avourab le  
bus iness  t r ends  in I ta ly  and  France  from 1963 to 1965. 
The  impress ion  at  leas t  of the  r ecen t  bus iness  re- 

cess ion  and  s t agna t ion  of growth,  respec t ive ly ,  was  
qui te  v iv id  still. In the  Federa l  Republic,  on  the  o ther  
hand,  in v i ew  of the  s t ruggle  aga ins t  impor ted  
inf la t ion las t ing  for years ,  from the  first no appreci -  
a t ion  of expor t  suppor t  could be  expec t ed  on  the  
h ighes t  g o v e r n m e n t  level .  

A n o t h e r  factor  is the  ownersh ip  re la t ions  in  the  case  
of Fiat  and Renault .  Both are s t a t e -owned  enterpr ises .  
The semi -gove rnmen ta l  Is t i tuto F inanzar io  Indus t r ia le  
owns 70 per  cent  of Fiat  and  the re fore  this  firm may  
de  facto be  cons idered  a s t a t e -owned  enterpr ise .  
S ta te -owned  firms, however ,  are  en joy ing  a p r iv i l eged  
pos i t ion  in Romanic  c o u n t r i e s - - i n  con t ras t  to the  
Federa l  Republic  be l i ev ing  in the  free m a r k e t  econ-  
omy. 

W e s t  G e r m a n  firms would not  h a v e  been  in ~ posi t ion 
to g ran t  the  above  men t ioned  ra tes  of in te res t s  in  
credi t  opera t ions .  It is obv ious ly  a quest ioB of sub- 
s idised interes ts .  On M a y  12, 1967, the  I ta l ian  Min i s t e r  
of the  Treasury ,  Mr  Colombo, admi t ted  open ly  to the  
F inance  and T rea su ry  Commiss ion  of the  Sena te  tha t  
the  Fiat-Russia p ro jec t  would  requi re  in t e res t  sub- 
s id isa t ion to the  tune  of Lit 35,000 million. The 
French s ta te -owned  en te rp r i ses  can  also ob ta in  cheap 
credi ts  from the  public  b a n k i n g  system.  There fore  the  
Renau l t - con t rac t s  will h a v e  been  p romoted  th rough  
in te res t  subsidies,  too. 

Close ly  connec ted  wi th  the  more  f avourab le  credi t  
poss ibi l i t ies  is the  a d v a n t a g e o u s  expor t  credi t  in- 
su rance  system. As  regards  the  dura t ion  of p rov id ing  
secur i ty  for a credit,  the  Federa l  Republ ic  s ince 1965, 
it is t rue,  g ran t s  r ea sonab le  t e rms  in the  case  of as- 
sembl ing  shop pro jec t s  and  r ecen t l y  also w i th  r ega rd  
to exports  of trucks. Today  the  German  sys tem as a 
whole  m a y  not  be  worse  than  the  I ta l ian a n d  French 
ones. However ,  bus iness  t r ansac t ions  invo lv ing  
na t iona l  in te res t s  and  requ i r ing  specia l  condi t ions  are  
no t  made  a l lowance  for. 

F ina l ly  cons iderab le  diff icul t ies  are  caused  by  the  
East  European  count r ies '  hab i t  of p ress ing  for compen-  
sa t ion  t ransac t ions .  From l iberal  aspects  i t  mus t  
doub t less ly  be  admi t ted  tha t  the  exchange  of one 
good for ano the r  is a throw-back  to p r imi t ive  bus iness  
prac t ices  and tha t  its ac tual  cause  is to be found in 
the  insuff ic ient  obse rva t ion  of W e s t e r n  marke t s  by  
the  s ta te  monopo ly  corporat ions .  It is also we l l -known 
tha t  on ly  a small  r ange  of goods is offered, among 
which jus t  those  goods are to be found, tha t  are 
diff icult  to sell. Neve r the l e s s  Fiat  and  Renaul t  could 
agree  to compensa t ion  t r ansac t ions  because  also he re  
the i r  g o v e r n m e n t s  mos t  p r o b a b l y  g ran ted  specia l  
condi t ions.  

Toge the r  wi th  k e e n e r  compet i t ion  the re  r ema ins  but  
one  way-out ,  i.e. to take  over  the  compet i to rs '  con- 
ditions, all the  more  s ince  .at p r e sen t  the re  are stil~ 
favourab le  marke t  chances.  However ,  for a successful  
d~but  in Eastern  Europe of G e r m a n  motor  veh ic le  
p roducers  the Federa l  G o v e r n m e n t  will h a v e  to c rea te  
a f avourab le  c l imate  on the  pol i t ica l  level  and to give 
ind iv idua l  aids in the  economic  sphere.  
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