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Abstract

The foreign direct investment (FDI) is a form ofktleapital flow having several century
traditions. In the privatization as well as modeation of economies following the economic
and political transition of the countries in then@al and Eastern Europe at the 1990s the role
of the foreign direct investment was significantccarding to the research, besides to the
general positive effects of the FDI (productiontard, market demand orientated product and
technology innovation, supplier nets of SMEs, difd know-how, quality demands, etc.)
also led to economic dependency as well as matkettsre deformations (see oil industry,
sugar industry, retail chains). The point of viefvsectors the foreign direct investment has
flowed insignificantly into the agriculture (raw teaal production), while it has been
significant into the food industry. The paper dsses the relations as well as causes of them.

Introduction

Foreign direct investment (FDI) is a form of capftaw having long traditions, which began
a new as well as more important role in the devalem of the world economy from the
second half of the #dcentury. (Figure 1, Table 1) For earlier decadaarized investment
flow, in which source as well as receiving courdriegas a moderate variability, grows
significantly during the two decades before thelenitium. (Figure 2) The generators of the
growth were the globalization of the world economimg social and economic transition of the
countries of the former soviet block during the @89%nd the accelerated economic growth of
the South-Asian countries at the millennium, tocccérding to regional aspect these
processes moderately affected to the targets ofotleggn direct investments. (Figure 3, 4, 5
and 6) At the end of the 1990s and the beginninth@f2000s the share of post-communist
countries as well as the South-Asian countriesemeed. On the basis of the inward FDI flow
per capita the rank of these countries positiomedntinto the first fifth of the all countries.
(Table 2).

Evaluation of foreign direct investment is subjetseveral debates and polarizes researchers
concerning with the issue. According to one oftie typical theoretical schools the FDI is
“good”, as well as according to other one it isdhaemphasizes its potential unfavorable
effects. The modernization theory considers theeifpr direct investment as the ideal
mechanism of the allocation of the capital, theketr as well as the knowledge, which leads
development of the countries becoming newly inddpah At the same time according to the
theory of the Dependency and World System the dorélirect investment is developed tool
of formation a neocolonialist economic system, \whiesults poverty for the south countries
and richness of the north ones. At the same tireeffects are more complex, the positive
and negative factors affect simultaneously, anti@final evaluation of them those balance is
determinant. [King, Varadi 2002], [Basu, Guaridi@07]

According to concordant opinion of the expertsssiue as well as the economists, based on
the experiences got in several countries of the @ifon, after the collapse of the Central
and Eastern European communist regimes the fordigect investment had role in the
transition from socialism to market economy, opée tloor to join up as well as the
integration to European Union, and acceleratedirdngsition. [Bager, Kovacs 2004] Beside
the positive opinions appeared opinions, too, wheehluated negative the foreign direct
investment, and according to them it manifests aqueror behavior from the rich
multinational corporations against to more povexgt-communist economies. [Bevan, Estrin
2004], [Demekas et al. 2007], [King, Varadi 20q®Y,eresa 2005], [Vu, Noy 2009]

The foreign direct investment flow in the world was well as is not balanced creating
specific pattern. [Chakrabarti 2003], [Honglin ZgaR005] Asymmetries could be able to
observe, which could be attributed to several cau@ee [Noorbakhsh et al. 2001],



[Globerman, Shapiro 2002], [Alfaro et al. 2010]]JdBigen et al. 2007], [Cassidy, Andreosso-
O’Callaghan 2006]) from which are the most importare following: preparedness for the
reception to investments by the recipient countrisacting ability for investment; potential

receiving ability for investment determined by thamwell as the factors originated from the
specialties of the recipient countries (i.e. ethra@tations, linguistic-historical connections)

[Honglin Zhang 2005], [Galan, Gonzalez-Benito 2006]

The research focuses the shares of the differatbrsefrom the foreign direct investment
especially the agriculture and the food industry.

Material and methods

Take into consideration of these factors the papeties the process of the privatization and
the modernization of the economy, and the rolehef foreign direct investment in them
following the transition in the Central and East&mropean countries, during the 1990s.
Primary, based on data of Eurostat, UNCTAD, nalisteatistics and experiences of experts,
the foreign direct investment flows as well as kteere analyzed for the period 1990-2010 in
the countries of CEE region by longitudinal anasysesthod.

Results

In the Central and Eastern European countriesaiteegh direct investment has important role
in the privatization. [Bager, Kovacs 2004]

The results of our research have also confirmetltiieforeign direct investment was very
important during the transition to the market eaagoin the post-communist countries,
especially in acceleration of it. (Table 3)

From the most important effects of the foreignedir investment, because of the
capitalization of the insufficient capital suppliyeconomies, the invested amounts as well as
an effect of it the possibility the new connectidaaghe export markets could be emphasized.
Important experiences that further positive effectsild be mentioned, e.g. developed
production culture; product and technological insian motivated by consumers and market
demands; supplier networks formed by small and umedinterprises, know-how transmitted
to SMEs, and the quality orientation, too, improviled competitiveness of the enterprises as
well as the national economies. These experienaest mith the results of researches of
Barrios et al. [2005], Mattoo et al. [2004] and §Bstetter 2006].

At the same time it is experienced that the foralgect investment has sometimes resulted
the economic dependency of the receiver countsesal as the deformation of the market
structure becoming foreign investors to monopolyotigopoly. As a sample could be
mentioned that the wasting of the Hungarian vedetalb and the sugar industries depended
on the market decisions of the foreign investors @e stop of domestic production opened
the obtained Hungarian market for the goods prodibgeother EU member countries.

Similar sample could be from the point of view loé food commerce the market share of the
foreign investors owned hypermarket and supermarkains became significant (Table 4),
and how is the business policy of these chains theerdomestic suppliers like. The first target
countries of the retail chains were Czech Republimgary and Poland during the first half
of the 1990s. Some of these chains have high ran#tee domestic economies as well as in
the European ones according to economic performamd@mportance indicators. (Table 5)

At least three stages of investment wave coulddbatified during the last two decades. The
pioneer FDI investors entered into the marketshefttansition countries at the beginning of
the 1990s. Analyzing the food retail sector it cbbe found that Julius Meinl, Plus, Profi,
Spar, Tesco could be mentioned as pioneer invessmethe mentioned three CEE countries.
During the 1990s, in connection to the privatizatilots of foreign direct investments were so
called brownish field investment in the CEE cowdrimainly in the food processing sectors.



But the whole trade and retail sectors the greeld investments with entering new market
participants were more characteristic, becausheotondition of the domestic retail chains. It
was the dominant factor spreading of hypermarketSEE countries which is significantly
higher as the Western part of Europe.

The second stage was the end of 1990s and thenegjiof the 2000s, which is characterized
by new target countries as well as new investorsirg this period some pioneer investors
sold their interests to new foreign, or strengtlderdmmestic investors, sometimes the
government has appeared as buyer. For examplduthes Meinl, who privatized the state
owned food retail chain “Csemege”, sold its intetesthe Louis Delhaize Group in 1999 in
Hungary, or in several CEE countries operated Blysrmarket chain was sold to different
retailer groups (e.g. Jerébnimo Martins, Lidl, Re@eoup, Spar) by the Plus Warenhandels
GmbH. The third generation investments appearetheaimiddle of the first decade of the
2000s. These experiences meet Stauder’'s [2010digeSumilar processes could be observed
at the other sectors of the supply chains in thenection with the food production. For
example the Danone Group, which has investmentseireral CEE countries, sold his
interests in biscuits, snacks and cornflakes plantise Kraft Foods in 2007.

Analyzing the extended supply chains (includingpigps of farms), characteristically those
have two bottlenecks (see Vorley [2003]) which deieed the allocation of benefits among
the participants along the supply chain. Suppl@rdarms with seeds, breeding animals,
chemicals, equipment and different services forigoploly market, due to the privatization as
well as the new foreign investments, are multimatlacompanies. The situation is similar in
the food industry as well as the whole trade atailrehains. It causes that the significant part
of gains of products allocated at the retail congm@and the farm suppliers. The Hungarian
experiences confirm Vorley's [2003] results: ab#0t45% of product retail price allocated at
the retail phases.

The attracting ability for investment depends om délvailable natural and human resources in
the receiver country as well as the size of thallotarket, distances of the potential markets,
which are limiting factors of the investment abgimnp ability.

Tempos of the transition in the Central and EaskEmopean countries were different which
determined the observable differences in the tinohthe foreign direct investment in these
countries. (According to the Figure 7, 8, 9 andiflbpuld be observed that e.g. the FDI flows
to Slovakia increased significantly only after fieemation the market economy in the late
1990s) It explains, that, according to estimatiba ocesearch, in 2003 the potential attracting
ability for investment of the CEE countries theirasted (non-privatization) free capacity of
the foreign direct investment (the difference betwehe potential and the realized direct
foreign investment stock) 9% were in Hungary, 22&envn Slovakia, 25% were in Poland,
32% were in Czech Republic and from 65 to 85% vietthe huge part of the Balkan states.
[Demekas et al. 2007] As a result of it the lacktlué knowledge of these connections the
governors of economic policies got several objedtjof the earlier eminent role of a country
discontinued. At the same time it is clear thatgheernments have important role forming as
well as increasing this potential. [Dupasquier, Kkdga2006], [Katz, Owen 2006]

Conclusions
The main conclusions of the research are following:
» The foreign direct investments had important ral¢hie economic restructure and the
economic and the market modernization of the CHIhtes;
* Timing of the investment flow depends on the pdditienvironment as well as the
progress of the transition in the countries;
* Similarly to the general trends the share of admce from the foreign direct
investment flow into the CEE countries is insigraint, one cause of which is,



although the farmers from the EU-15 countries apgkahow have started farming
buying lands, but in the most of the new membemtaes of the EU were legal

barriers against the land ownership by foreignexamfpare with Takécs-Gyorgy,

Sadowski [2005] and Takacs-Gyorgy et al. [2008])e Tmportance of these barriers
is shown the tendencies which could be observéldeipoor Southern, mainly African

countries, where several million hectares for prantenergy crops are owned by
foreign owners. In these countries the people Usaak poor as well as underfed and
the food prices increased because of decreasinglysapd increasing demand of
foods.

* Investment flows into food industry were signifitlignhigher as into the agriculture
(Table 6 and 7), which connected to the privatoratt first and later, by green-field
investments, increased capacities supplying groworgestic demands.

» Beside the positive effects of the foreign diraotestment its negative effects also
appeared which resulted market structure deformatioy reduction the activities;
supplied the domestic market instead of domestidywts by goods from abroad, as
well as tightened the competition by investors Ineiog monopolies or oligopolies.
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Figure 1. Changes of inward and outward
FDI flows in the world economy (1980-
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Figure 3. Regional changes of foreign
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Figure 2. Changes in inward FDI flows in
the world economy (1970-2009)
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Figure 4. Regional changes of inward
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flows per capita in the European developed
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Figure 9. Changes inward foreign direct
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Table 1. Share of sectors from inward foreign diiegestment flows in the world (1987-
2006)

Foreign direct Agriculture and

. : - Industry Services
investment in mining
economy from this: from this: from this:
Years (inward) Agri- Transport
Total g Total Food Total Trade, port.
Flow Stock c_ultl_Jre, products repair telepor_nmu- Finance
fishing nication
- (Billion USD) % % % % % % % %

1970 13.3 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1980 541 700.3 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1987-1990 176.4 1698.4 12.0 0.6 51.9 8.1 36.1 6.0 3.6 11.8
1990 207.7 2081.8 6.6 0.1 46.9 8.4 46.4 5.1 9.6 14.4
1991-1995 228.4 2726.8 6.6 0.6 47.4 9.6 46.0 7.0 6.3 14.7
1995 3425 3381.3 7.0 0.5 42.7 9.7 50.3 3.8 4.4 16.6
1996-2000 814.3 5614.8 6.1 0.5 33.8 4.3 60.1 6.4 155 16.2
2000 14015 74425 1.7 0.1 245 4.4 73.8 2.4 32.0 16.1
2001-2005 747.5 9388.3 9.7 0.3 31.2 7.4 59.0 4.8 12.8 17.0
2005 985.8 11 524.9 16.1 0.3 284 6.3 554 4.1 13.6 13.1
2006 1459.114 275.7 9.8 0.2 31.2 2.8 59.1 2.6 16.0 14.9
2007 2100.017990.1 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
2008 1770.915491.2 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
2009 1114217 743.4 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Source: own construction on the basis of UNCTADadat



Table 2. Ranks of countries on the basis of inviareign direct investment per capita (1990-
2009)

Rank in inward FDI flow Rank in outward FDI flow Balance of inward and outward

Countries FDI flow per capita (USD)
Rank Average Highest Lowest Rank Average Highest IsbweAverage Min Max
United States 1 15 1 5 1 1.7 1 15 -3504 -241765 189124
France 2 5.0 2 9 4 4.6 2 8 -17892 -130902 59628
Belgium 3 6.0 2 12 26 25.6 5 154 6659 -47019 125020
United Kingdom 4 6.6 1 151 2 2.7 1 14  -13992 -162217 89735
Spain 5 9.3 4 20 13 12.5 3 20 -4453  -106249 56959
Germany 6 10.2 2 22 3 3.9 3 6 -3326 -13931 6928
Mexico 7 11.7 4 25 40 42.8 21 137 7093 178 28883
Brazil 8 12.7 4 30 30 33.3 12 153 7392 -13136 55142
China 9 12.7 1 125 18 20.9 6 33 25531 0 95000
Canada 10 12.9 1 201 8 7.9 3 13 -1113 -35865 30766
Netherlands 11 14.3 4 204 7 6.2 1 21 -6559  -127216 95303
Singapore 12 14.8 6 30 25 24.6 11 155 3496 -3480 44255
Australia 13 15.8 3 205 17 20.1 8 155 3886 -49642 73595
Luxembourg 14 16.9 2 205 14 17.7 2 152 -1243 -99614 78962
Hong Kong 15 17.5 4 153 12 12.2 4 29 -1343 -34796 50593
Italy 16 18.0 6 156 10 10.6 6 17 -3859 -51539 30538
Malaysia 17 24.5 8 77 27 27.0 13 40 867 -6450 5460
Russia 18 24.6 5 47 21 22.1 7 41 1843 -16214 38722
Sweden 19 27.7 4 180 11 10.8 6 27 -2020 -16143 19996
Germany 20 29.3 2 202 6 5.4 2 18 -22013 -106866 158593
Austria 21 30.4 18 83 19 21.3 14 34 -690 -31091 7507
Portugal 25 34.8 15 62 32 36.3 15 149 345 -6975 6380
Switzerland 26 35.0 11 203 9 9.9 5 19 -11631  -76775 9695
Hungary 27 35.8 8 205 50 52.2 9 152 2621 -46985 68880
Czech Republic 28 35.9 18 58 57 56.1 38 146 3820 -90 10185
South Korea 34 40.5 9 95 22 23.1 15 34 -544 -16315 6583
Denmark 35 40.6 11 203 20 21.8 10 155 -780 -26634 20463
Taiwan 36 40.7 20 92 24 24.1 9 39 -1494 -6692 2803
Greece 37 42.0 14 140 66 61.5 30 145 463 -3422 3355
Ireland 45 47.2 6 206 31 35.9 12 148 -323 -47013 24971
Japan 47 48.4 15 207 5 5.3 1 13  -20552 -105469 11939
Poland 48 494 15 104 47 50.9 25 147 3497 -12 20640
Finland 49 51.6 14 203 28 31.3 12 156 -934 -19420 10325
Ukraine 52 54.9 28 71 121 92.0 57 150 2521 149 10751
Romania 53 55.9 22 157 124 93.1 44 148 3058 -18 13690
Cyprus 54 59.1 41 88 59 56.5 31 83 239 -1667 5797
Croatia 59 62.2 44 118 63 59.7 37 90 1356 -8 4873
Slovakia 60 62.3 24 201 86 75.5 46 147 1638 -50 4093
Bulgaria 68 65.6 31 136 133 96.6 51 150 1989 -15 11682
Slovenia 94 89.9 41 202 81 73.6 47 136 117 -1154 1184

Source: Based on database of UNCTAD, own constnoicti
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Table 3 FDI changes flowing into the Central-Eastéuropean region and EU15 countries
(1990-2009)

Years

A B C D E F
CES5 EU15 CE5 EU15 CE5 EUl15 CE5 EU15 CE5 EUl15 CE5 EU15
1991-1995 1.08 6.67 0.73 29.85 212 37.67 049 3398 252 105 0.62 114
1996-2000 1.12 6.30 1.02 27.82 1.95 36.64 1.08 28.41 454 3.85 106 1.02
2001-2005 1.04 6.03 1.23 2794 2.88 40.09 186 36.70 461 292 151 131
2005-2009 0.98 585 156 27.83 3.62 3140 3.23 3773 738 332 206 1.36

Source: own construction on the basis of UNCTADaHase

Remarks: CE5: Czech Republic, Poland, Hungary, &loRepublic, Slovenia; EU15:

member countries of the European Union before ti@rgement in May 1, 2004; A) Share of
population from the population of the world (%); Bhare of GDP from the world total (%);
C) FDI Flow (inward) from world total (%); D) FDIt8ck from world total (%); E) Quotient

of FDI Flow%/GDP%; F) Quotient of FDI Stock%/GDP%

Table 5. Ranks of countries on the basis of inWareign direct investment per capita (1990-
2009)

Europe 50 Hungary
G Revenue Equity Employees Revenue
roup = 2 ——
Rank Billion Rank Billion Rank Capita Rank Billion
UsD HUF HUF
Auchan 20 5213 29 227.4
Carrefour 13 120.3
Lidl 44 3007
Metro Cash and Carry/ Makro 26 89.0 24 143.8 38 180.2
Penny Market 5(Q 131.8
Spar (retailer) 6| 13861 1y 336(8
Tesco 24 94.2 12 267.5 4 21477 11 583.0

Source: Based on Muck, 2011, own construction

Table 6 Share of FDI flowing into the sectors withigribusiness supply chain from total FDI
flowing in the country groups (1998-2009)
Agriculture Food Wholesale Retalil
Years and fishing products trade trade

C5 EU15 C5 EU15 C5 EU15 C5 EU15
1998-2000 0.19 n.a. 3.75 n.a. n.a. n.a. n.a. n.a.

2001-2005 0.57 -0.13 1.75 0.79 4.20 1.43 1.70 1.02
2006-2009 0.37 -0.08 4.91 3.01 3.43 2.47 1.99 1.59

Source: own construction on the basis of EUROSTAfRloase
Remarks: CE5: Czech Republic, Poland, Hungary, &loRepublic, Slovenia; EU15:
member countries of the European Union before tf@rgement in May 1, 2004.
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Table 7. Share of sectors from inward foreign diiegestment flows in the world (1987-
2006)

[a) g © 3 @ 8
5 N © O = = o - =
25 z s 5 B 2 S, g Zg
= 5 o O © = C T 0.9
Year =& L g g 2 %) g2 % =
= © P o .. 0 L. LB ) =
2F - 232 8§ 2582325 5 2€3 o 52 & ¢ ES
oS 5§ TS5 5 £85888% ¢ E8B3 E SE g g EP
s 2 E SPF ¢ 58865 wW8 5 swa -~ r~3 & @ S8

L = o LL N LL )] LL
- (Million USD) % % % % % % % % % % % % %
1987 74508,519,3 0,5 52,1 51 22,6 9,6 28,6 0156 04 99 84 04
1988 115623,216,2 1,6 49,8 125 43 6,1 33,9 0,1 86 19 125 26 0,9
1989 140388,5 6,0 0,2 58,7 6,2 13,1 9,1 35,3 0,7 46 26 104 3,7 5,2
1990 150576,1 6,6 0,1 46,9 84 8,2 4,1 46,4 04 51 96 144 79 26
1991 80713,1 7,4 0,7 38,8 6,4 7,2 10,4 53,7 1,3 9,7 4,7 176 6,3 11,8
1992 79280,3 5,8 0,4 52,7 119 70 7,8 415 23 70 3,8 166 48 3,1
1993 83064,3 5,8 0,5 51,1 9,3 13,7 4,7 43,1 2183 79 146 44 1,7
1994 127109,9 6,8 0,7 51,8 10,6 15,8 2,7 41,4 20 6,4 10,7 83 6,6 1,8
1995 186592,9 7,0 0,5 42,7 9,7 145 3,0 50,3 6,6 38 44 166 52 65
1996 227022,7 8,2 0,2 33,3 29 6,8 3,3584 94118 7,7 16,2 58 29
1997 304847,6 5,7 0,7 36,6 72 116 2,6 57,7 97 65 58 16,7 8,7 6,4
1998 531648,413,0 1,3 38,0 3,2 6,0 6,7 49,0 6,1 50 10,0 15,7 8,0 15
1999 766044,0 2,1 0,1 36,5 3,7 11,3 6,8 61,4 53 6,4 219 165 6,9 1,8
2000 1143816,0 1,7 0,1 24,5 44 2,7 4,7 73,8 41 2,4 32,0 16,1 12,0 5,7
2001 593960,0 9,6 0,1 28,0 58 45 43624 35 39 20,6 205 9,1 1,8
2002 369788,6 8,3 0,1 32,2 87 55 23595 16,7 45 8,3 11,3 12,8 4,1
2003 296987,6 9,5 0,5 35,9 1000 7,7 1,8 54,5 54 44 118 184 7,9 3,7
2004 380598,3 5,1 0,3 31,7 6,3 11,0 3,4 63,2 6,5 6,9 96 21,5 145 0,9
2005 716301,716,1 0,3 28,4 6,3 76 21554 53 4,1 13,6 13,1 13,0 3,3
2006 880456,7 9,8 0,2 31,2 28 6,7 45 59,1 26 26 16,0 149 124 34

Source: Based on database of UNCTAD, own constnoicti
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