Anna Zorska

Globalization and the ‘New Economy’: Exogenous Conditions for Economic Link
between the Countries of Central and Eastern Europe

At the present stage of globalisation, certain changes amgtakace in this process
which have been formed to a large extent under the influence of tHepleeat of the “new
economy”. The intensive creation and application of the new gesresaif information and
telecommunications technology (ITT) and the related development tig¢hheeconomy” are
influencing the course of globalisation (its factors, mecharaach entities) as well as the
conditions for international economic activities and also for its ewolut the individual
countries. The changes in this area will play a significam iroldetermining the rate and
characteristics of the integration of the countries of Ceatrd|Eastern Europe (CEE) within

the framework of the global economy that is forming.

The economic ties between the CEE countries in the day of traratfon and
globalisation have been subject to significant changes both under the influents dleand
internal conditions. More importantly, the need to develop new technslagi the “new
economy” is emerging in their adjustment and interactions. Tlaes idethis lecture will aim

towards defining the significance and nature of these interactions.

1. The modern “wave” of globalisation

Among the many definitions of the process of globalisation in tha af economics at
present, the most common appears to be the group exhibiting the ampefiof the
strengthening of economic flows and ties, the integration of aewin an international scale
and the creation of dependencies in the world ecorfonfihe author’s definition of the

process being described, which is the starting point for further thoughtntallhis wave.

! This type of approach to the globalisation prodessresented in the definitions of many reseasshehich
include P.Dicken, D.Levy, J.H.Dunning, K.Ohmae, aadently J. E. Stiglitz, as well as S.Storm, D.&alA.
Prakash, J.A. Hart. In Polish literature, suchapproach is followed by G.W. Kotodko, B. Libersk#, Aniot
and A. Zorska

The ‘New Economy’ and Old Problems. Prospects fastFsrowth in Transition Economies, March 14 — 2802
Warsaw www.tiger.edu.pl



Globalisation is based on the long term integration of activitiesat the level of
economies, industries / sectors and companies beyond therders of countries, as a
result of expansion, deepening and intensification of various tgs of ties (commercial,
investment, subcontracting or information), which leads to thecreation of a mutually
dependent economic system on a world-wide scale, i.e. the glbbconomy[Zorska, 1998,
2002a, pg. 20]. The description of globalisation should be emphasised t@mhg terim
process of internationalisation of economic activities at thregrelated levels, the evolving
forms of commitment of enterprises and the ties of economits ather countries the
integrating actions of these ties, the growing interdependématecktend beyond national

borders and their systemic and all-round nature.

The analysis of the changes in the international ties and flowseatime of modern
globalisation extends beyond the framework of this lecture, but theriemdal trends can be
indicated on the basis of the publications of various author, such astpi. [@D01, pgs. 5
and later], D. Baker, G. Epstein, R. Pollin [1998, pages 5 onwards], S. StalG. W. M.
Naasteppad [2001, pg. 2 onwards], B. Liberska ed. [2002, various chapters]thErpoint
of view of further consideration, it is necessary to define theviatly trends which have
continued since the middle of the 1980s: the faster rate of growettpofts and foreign direct
investment (FDI) flows the world GDP, the faster growth in FDWs than the export of
goods, the increasing value of product sales by international braradsafhich is 2.5 times
greater than the value of global exports, the significantliefagrowth in FDI, the overall
gross investments in fixed assets and the recent rapid growgmpioyment in foreign
branches. The current data on this subject is presented in talfferthermore, the trend in
world trade is continuing with a relatively high rate of growth xgats of high technology
products, as well as a concentration of these exports in highly opedeland newly
industrialised nations. The benefits of international trade anedygrimarily by the highly

developed nations, triads and their companies — mainly transnational corporati@)s (TN

From the point of view of countries participating in the global ecooantivities, its
characteristics are of an external (international) natureraewhal (domestic or local) nature.

2 The growth indices of GDP, foreign trade, invesiteeand other flows in the world declined signifitg in
2001, and the reasons for this are considered thdwieakening of the state of the climate and ritgcather
than permanent changes in the fundamental trends.
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Their significance, relationships and interactions may be sulbpeathange (under the
influence of various factors or activities of entities), but tbay also differ in the individual
countries or groups of countries. Of increasing significance grttum external factors are

those related to the factors, mechanism and entities of globalisation.

In the long term, the followingactors have a fundamental influence on the progress of
globalisation:

» Scientific and technical progress,

* International competition,

* The economic policy of the state.

Currently, the effect of technical prograssthe area of the so-called new technologies

that applies to products, production processes and the infrastructiirkeelg importance. In
recent years, the greatest progress was made not so much rieatloé production, but rather
in infrastructure, in particular telecommunications. Incredginmore modern and
differentiated information and telecommunications technologies (fi&V® become the most
important innovations at the threshold of thé' Zlentury. The technical progress on their
basis features extraordinary acceleration in the developmemnatementation of solutions,
their major significance to competitiveness and effectivenesstefprises, the capability of
generating new needs of purchasers and the benefits to Walherf, 2001, pgs. 13 - 14]. In
the wider context, ITT also represent the base for the effegiatbering, processing,
transmission and commercialisation of information, i.e. for the developmof the “new

economy” (this will be discussed later).

Changes are also emerging_in international competitimter the influence of the new

technologies — as well as other factorsvhich are based on its intensification, its all-round
nature, innovativeness and specialisation. The opportunities to competbhearebulting
benefits for the most competitive companies on the global markeinareasing under
conditions of progressing international liberalisation of economiwites. International
competition has become all-encompassing (this is happening on donmesiitternational

markets), increasingly fierce (requires many, increagingffonger and more refined

® The most important include the emerging changedeimand of an economic nature (e.g. income and its
distribution, as well as the evolution of needs)weell as sociological nature (models of life amthgumption,
differences in generations, education and sockdf@mment) and cultural nature (tradition, religietc.).
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strengths) and damaging (eliminates the weakest rivalsy aAesult, this leads to a
domination of the strongest rivals, which are usually TNCs, trergance of oligopolies on
the sales market and monoposonies in procurement (e.g. of semi-fiprsidedts) with their
participation, the concentration on production and sales in the highly develoet

countries.

The achievement of success in international competition necessitaihpanies to have
the ability to innovate, based on unique competence, abilities and mesqparticularly
intangible resources) in connection with the ability to use theramd resources of the
economies and opportunities on the global market [Fahy, 2002, pg. 74ultéBieously,
concentration on the application of the unique abilities of companiestte#us expansion of
their specialisations in operating on a large scale. Interrstcompetition is evolving from
offering products (finished goods and semi-processed products) eangffspecialised
capabilities in value added tasks (functions), which are provided effestively’, based on
key competence, i.e. unique knowledge [Reich, 1996, pg. 112 onwards]. This proajde
opportunities to small, but really innovative companies in the “nicbés#tie global market.
Generally speaking, the advanced and specialised knowledge i®ithdrecoming a key

strength of companies and economies in global competition.

The centre of gravity in the policy of the nati@® moving from activities aimed at

liberalising international economic activities towards developnagro- and microeconomic
competitiveness. Nations are forced to create increadmaglgr economic conditions and to
support the international competitiveness of companies and under canditilbberalisation;

this refers to domestic and foreign enterprises. The rivélilyeoeconomies to attract FDI is
becoming increasingly fierce; the requirements of foreignsitore regarding infrastructure,
guality and the prices of resources, investment incentives, tax isesédbility of legislation

etc. are increasing. The improvement of the international campagss of economies
requires both investment and new institutional solutions with a higreelef commitment

from the state. One of the institutional solutions that must tdjlpstathe economies and
companies to participate actively and beneficially in the prookegtobalisation has become

the political integration of regional groups.

* This can be described as a move from horizontakdical specialisation to functional specialieatiwhich is
related to the increasing separation of chainsdreste added value, relocation of specialisedtfoms (tasks),
as well as their externalisation and integratiagrdination etc.
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The mechanism of integration which is essentially based on the geographical
combination (merging) of distributed activities that createieals of major significance in
the course of the globalisation process. They can be combined in waagssand hence
spontaneous (market), corporate (within TNC) and institutional (withtegrating groups)
integration has been distinguished. The types of integration mentoaredbe partially
overlapping and supportive and furthermore, institutional integrationrespond as a

stimulant to other types of integration.

The mechanism of integration is becoming intense, as its tfipes are strengthened.
Privatisation, deregulation and the opening up of the economies makesutket function
more efficiently, which strengthens the spontaneous integration ofandept companies.
The activity of integrating groups (e.g. their expansion, extermnuhthe creation of new
areas of integration) is becoming more pronounced, while institlitioi@gration is
progressing, and not only in Europe. However, the significancerpbrate integration has
been increasing most rapidly in recent years [Rdf98, pg. 249]. This is related to the
progressing internationalisation (globalisation) of the creationldéd value by TNCs, which
is leading to growth in intra-firm trade, which is an incredginmportant component of
general international trade [Prakash, Hart, 2002, pg. 264].

In the process of globalisation of the activities of TRIGalded value is created in a
geographically distributed (in many countries on various continents§@aalalised manner,
but which is functionally integrated and coordinated beyond national bdrdamsly within
the framework of global and transnational strategies). TNC imezgs (their FDI) are
related to this having the purpose of locating (“implanting”) corpobadé&ches and joint
ventures in advantageous conditions abroad. Integration (and coordination)acfivitees
of these units implies flows of goods and factors of production, ak aseinformation
between them (and the host countries). Intra-firm trade is lyssibported by external
corporate ties of the TNC entities with independent subcontractdrsalan customers in

other countries.

® The transnationalisation index of the activiti€INC (of the 100 most internationalised corponasip
increased on average in the years 1999 — 20005&8% to 55.7% [WIR, 2002, pg. 89, tab. IV. 2].
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Entities committed to international economic activities play an importalg in the
process of globalisation. These include: states (national), tteorsalecorporations (TNC),
international organisations and non-government organisations. The developmigre of
global market, the strengthening of the economic power of TNCsotred factors have
resulted in the relative weakening of the position and effectsgeatthe national economic
policy as well as reducing its competence and sovereignty,aagehin the social and
economic functions fulfilled, as well as an evolution in the method#taihing the national

interest.

Importantly, statesare moving away from operational functions (interference or direct
participation in economic activities) towards the system functidnch under the present
conditions encompasses the achievement of more long term, globatiyedrand strategic
economic and social tasks. Apart from the traditional activ{iegislative, stabilisation,
etc.), the state is also committing to the implementation o$tiia¢egy or programmes aimed
at increasing the level of competitiveness of the national ecgneasyng the progress and
costs of adapting to global competitiveness, introducing new institutisoktions,

promoting the development of the “new economy” and the information society.

TNCshave a very strong position in the current system of entitiesrfgrthe process of
globalisation, while their interests and activities that extengrxe borders represent the
driving force behind the process in question [Dicken, 1992, pg. 7]. Approxyn&id)00
TNCs are currently operating worldwide, as well as approxim&®0,000 of their foreign
branches, and these are jointly responsible for approximately 25%e aforld’s GDP, as
well as approximately 80% of international trade, FDI flows authiiology transfer. TNCs
have a significant influence on the functioning and the development eidtieé economy.
This is taking place through the transfer of resources and prodwzpabilities (within the
framework of FDI transfers), the stimulation of economic growth and effigjehe influence
on the restructuring of sectors and companies, the intensificatimomopetition and the
motivation of entrepreneurship, the diffusion of improved management methods, the
strengthening of economic ties etc. [Zorska, 2003a, pgs. 34 - 35].e laad important
transformations are currently taking place in corporations undeintlience of the “new
economy” and the recession, which are aiming towards the modemisatil reorganisation
of their activities, while simultaneously increasing compadiiess and profitability. The use

of ITT is taking on increasing significance by influencing methods of activity of TNCs on

The ‘New Economy’ and Old Problems. Prospects fastFGrowth in Transition Economies, March 14 — 2602 @
Warsaw www.tiger.edu.pl



the global market, which, in consequence, exerts a certain inflaenttee current course of

globalisation.

2. The influence of the “new economy” on globalisation

Before defining the main directions of influence of the use of ITT and théogewvent of
the “new economy” on the process of globalisation, attention should b& doas certain

sequence and interactive nature of the reactions of both professes.

At the beginning of the 1990s, the creation and application of ITT ifieshgradually
under such influences as the progressing process of glolmadisatiich established the need
for new technologies that were to be used to increase the competitivenesspoisesten the
global market. This need referred to information on changes in gtobgbetition, but also —
and perhaps primarily — this referred to knowledge to a greatenteand the specific,
intangible resource, which could become the basis for the permameptttive advantage
of companies [Kéminski, 2002, pgs. 155 onwards]. The knowledge-based economy
developed as a result of the growing commitment of companies itotiest based on
knowledge — as well as the development of the area of R&D and edubgtthe State. It is
becoming increasingly significant to the general economic develdpfmecro and macro),
as well as global competitiveness. It is an important aspebeafhanges taking place at the

present time.

In the second half of the 1990s, the development of ITT became monsiveteand
significant, while the activities based on it — which graduallyatee the “new economy” —
became an important thrust in the processes of growth and gldabalisbeconomic activity,
increasingly strongly influencing its general progress. deveral years, it has been possible
to confirm the “feedback” reaction of the “new econoroy’globalisation. Together with the

continuing “need” for information, knowledge and ITT by its participaittis not difficult to
notice that the relationships of the two processes exist notrotthgir sequential nature, but

in their interactivity.

® The development of the “new economy” is essentiallprocess of change (stimulated by ITT), which ar
taking place at the micro, mezzo and macroecondenigl, in various areas of economic activity (sextoas
well as at different scales (mainly global). A maletailed description of the formation of the “nesonomy”
and the implications of this process was the stiljécesearch, many presentations and publicatidrearlier
conferences of the Centrum “TIGER”, and hence lseen left aside in this lecture.
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In the economic area, it is possible to define the complex influehcéne “new

economy”on the process of globalisation. Taking account of the significantETo this
influence can have the nature of being:

. Direct, related to the functioning of the information sector and thiveyne
developed companies that globally commercialise information;

. Indirect, relating to the influence of the use of ITT on actisitrethe so-called
“traditional” industries and services by the existing enterprises.

Although in practice it is difficult to define (e.g. statsily) the relationships between
the two types of influence, the dominant opinion is that currently the economiccsiguéi of
the indirect influence related to the use of ITT in “traditior@inpanies and industries or
services is greater [Porter, 2001, pg. 64]. In *“traditional’ a@wmjitthere are major
opportunities to use information and ITT to modernise products, production @eeggsthe
infrastructure of companies and to optimise their value chains, émationalise business
ties, reduce transaction costs, improve efficiency’ etFhis increases the multi-faceted
productivity and rate of growth of the economy in the aggregated fortmeofvarious
increasing effects in companies, both as a result of the infiomsgctor and in “traditional”

branches using ITT.

The development of the “new economy” and the related increase riatéhef growth of

productivity and economic growth takes place in a geographically, aehpand sectorally

differentiated mannerwhich exerts an indirect influence on the course of the process of

globalisation. The following phenomena are primarily of significance:

» The appearance of technological and economic variances betweEmatheountries
due to the differences in the intensity of the ITT trends and ¢heldrof the “new economy”
in the countries of North America and the European Union [McGuckm Ark, 2001, pg.
12];

* The enlargement of the “digital abyss” between the courdfidse North and South —
not having the resources and capabilities of applying ITT — whwdh increase the

technological and economic divide between the above countries [Hammond, 2001, pg. 97];
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* The consolidation of the disproportion in the level of use of ITT in thet@l and
Eastern Europe candidate states for the European Union and sdmeestdtes of this group
that are rapidly developing the “new economy”, such as. Ireland, SveedkFinland [Bucar,
2001, pgs. 12-14];

* The increase in the division in the “traditional” sectors of thmnemy into activities
using ITT and those without these technologies (“doubly traditionals?)yedl as similarly

those companies that follow progress and this that are “left behind”;

» The creation and increase in the division in the geographical strudtcoentries into
regions that are equipped — or not equipped — with a modern infrastrantileiman capital,

which are as a result capable of attracting commercial activitieg LisT;

» The growing dualisation of economic activities — in the form of moderodernised)
and other - at the level of the entity (institutions, companiesf),stdctor, region and

competitive capacity, as well as in international commitment;

* The strengthening of the so-called “convergence clubs” in thedwordinly within
the framework of the Triad), i.e. the groups of highly developed cosr{g@mnomically and
informationally) with strong links, which leads to the integratiori‘adib” economies and
consistency in their economic development in comparison with odlertrees [Zorska, 2002,
pg. 125].

The fundamental directions of the long term reaction to the diffudimgapplications

and the development of the “new economy”_on international trade anentesnpasses the

whole of the complex of gradual changes in the rate, structurecaditions of international
trade. Attention should be drawn primarily to the activation of intemmal trade by
development of ITT hardware and information service sales, theleesteen and
simplification of the process of making business contacts and conclirdimgactions with
foreign partners, the reduction of costs and the risk of internatexgansion, the use of

cheaper sources of supply and improved sales opportunities (reaevngegments of the

"It is emphasised that ITT creates new areas arttaute of managing business, as well as improvirgy th
efficiency and effectiveness, but it does not aestw economic principles [Waller, 2001, pg. 112].
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market) abroad ett.Even so, the development of new competitive advantages and beneficial
export specialisations (including of a functional nature) is ingmbrin connection with the
major opportunities of various ITT applications (which, importantly, esetinuing to
develop!). The increasing significance of the free flow &t fand cheap information in
communications between entities (companies, institutions or privditeduals) is important

in these transformations in the creation of ties that extenoinldelyorders. The significance

of business networks integrating specialist activities and thtéies achieving them
(subsidiaries and independent companies) is increasing in the iitleahdtow of goods
more within the framework of specialist and partnership relationsthps ordinary

subcontractors.

Global capital flows are taking place even more intensively tha exchange of goods,
for reasons that include the introduction of new financial instruméaised on the use of
ITT). In particular, the strong growth in FDI flows should be emspdeal, which are
stimulated through trans-national mergers and acquisitions (underinthence of
competition, simplification of communications and the management & langgnisations,
transparency of the control market, pressure for financial sewitt.). The modern
telecommunications infrastructure and human resource capital ymathl IT qualifications)

as a_high quality of attributes of the locatiohthe economies and regions (countries) and

their attractiveness for making direct investments by TN@ssmaller companies gained a
clear growth in importance in connection with the acceleration mtatdlows (particularly
FDI). Foreign investors are becoming increasingly interestdthwng very modern and

highly effective production capacities (factories), which inghleconcentration of Fin the

acquisition of local companies of such a nature and the estabtishohenew, large,
technologically advances and globally oriented buildings (for adastn on large investment
outlays). This increases the importance of the quality of thibwads of the location of
economies that can host large investors, as well as the behafitsah be obtained from the
host countries.

The further directions of reaction of ITT and the “new economy” ongthbalisation
process can be determined by analysing its influence on the fantmisanism and entities of
this process.

8 In 2000, the value of world trade increased véwgrply, by as much as 12%, but declined in 200dn(fits
unusually high level) by 1.5%. It is believed thiare were three reasons for this decline: themgislump, the
burst of the “internet bubble” and the effectshuf terrorist attack Measuring”, 2003, pg. 63].
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Within the range ofactors forming the globalisation and the participation of countries in
this process, an additional very important role to be played is¢héam and use of ITT, and
also other new technologies (ITT usually are of major sigmifie to their creation and use).
The influence of ITT is currently becoming even more importanthe development of
competitive products, the implementation of all activities thaaterg@alue, reaching markets
and communicating with purchasers, with the possibilities of rapidiplementing
increasingly refined and effective strategies, coordination divites, cooperating,
arbitrating etc. In the globalising sectors, competition basedwrnaohnologies is playing a
key role in increasing sales and its concentration by the padimpanies. This does not
need to mean the elimination of suppliers on “niche” markets, but gites them little
opportunity to develop (the less ITT, the less opportunity). It appgkatdarge domestic
companies directly threatened by the “head-on” clash with thesT&M€in the most difficult
positions, while the smaller companies are able to better adagintpetition from the

“global players” (e.g. by infiltrating their systems of creatiadue as subcontractors).

A further sharpening of international competition takes placerasudt of having faster,
better and cheaper information, greater transparency of the tsjaskeengthening of the
bargaining power of purchasers, acceleration of the responséotisignals from the market
(including imitations), making trans-national coordination and changesnifiguration more
effective, improving management methods, etc. [Porter, 2001, pgs. 66-68]nolt difficult
to agree with the opinion that currently in the global competitioa,companies with the
greatest chances of success are those that make all-round Sk arid other advanced
abilities and resources, which skilfully combine the proven and inivevaistruments of
strategy. This not only is about sales opportunities, but also more agans (e.g. cheaper)

supplies to production.

Additionally, decidedly better and longer term signals appeargtonal economies that
are well equipped with advanced factors of production (technologegjaalifications), a
modern infrastructure, high technological capacities of domestarprises, to increase their
global competitiveness. The globalisation factors, thereforeg éloetadvantage of countries
increasing their technological capabilities and qualificatiossyell as those that are inviting
to multiple batch, international production of foreign companies, inclu@iNgs. Other

countries are “avoided” by foreign companies and their “investmehkigas” (although they
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can be markets for the sale of corporate products), while domesticreset®igannot stand the

competition on the domestic and international market.

Under the present conditions of technological and economic changeathentities of
globalisation - TNCs are subject to the greatest degree of adappahile simultaneously
jointly creating the global trends). It is they that noticed antraditional” companies used
ITT increasingly better (making large outlays on the impleatant of IT), achieving huge
benefits from this. This, however, does not mean that every case of implementing Ithénto

activities of TNCs brings about a huge success.

The changes in the functioning of TNCs under the influence of thebadiegies are
expressed by complex transformations of their value creation chaiganisations and
strategies. The reconstruction of the functions creating valtiBl@s is evolutionary and is
implemented in conjunction with the changes that make the managefé&e organisation
and its relationships with other entities more effective and aptfim real time). The effect
of the reconstruction of the value chains is the expansion or substitoft traditional
(physical) functions/activities through IT implementation actgt(those that use ITT and
generating information) [Czerniawska, Potter, 1998, pg. 68]. €hsslto a “dualisation” (a
combination of traditional functions and those based on ITT) or to thenKsiye” of
company value chains. These trends are expressed in the foime tfamsfer of some
activities (e.g. procurement and/or sales) outside and the rapetbgment of the so-called
“digital markets” known also as B2B, B2C, C2C, E2E and other platfoi@Giebal networks
of “specialists” with unique skills develop through them (or without them) for tedsnef the
TNCs, rather than networks of traditional subcontractors. Networknisegeons develop,

which will presumably evolve in the direction of virtual business networks.

It is possible to notice an improvement in efficiency and affecess rather than radical
innovative changes in the changes taking place to date in themegition of TNC
strategies with the participation of ITT. In the competitive strageghe extensive use of ITT
allows for the strengthening of cost leadership, as well @theugh this requires greater
effort - quality leadership, as well as a frequent comlnatf the two in an integrated

° These benefits have so far primarily been basedast savings (e.g. for procurement, external sesyi
salaries, interest on loans etc.). In 2001, the savings made by General Electric through theofi$€T were
approximately USD 1.6 bn, whereas they should amxdo USD 10 bn per annum by 2006.
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strategy. It is significant that in all types of compeétistrategy, it is possible to take
advantage of non-traditional sources (information and knowledge,antdeacceleration of
activities, global configuration and coordination), that increase andotidate competitive
advantage. In expansion strategies, the influence of ITT has ealjesemplifying and
stimulating nature. The skilful use of ITT can accelerate samport global expansion of
enterprises - particularly in its early phase - as atre$sgreater ease, speed and effectiveness
of penetrating foreign markets. In order to take full advantagéhefpotential sales
opportunities, it is, however, necessary to move to direct commitarahtfrequently to
concentrate on the best markets. In the case of the trans-natiatagies, they can be
improved through ITT (e.g. by changing the configuration) or by motara higher level of

integration and/or better adaptation (e.g. mass individualisation of products sold).

The changes in the functioning and operations of TNCs that ensuetbhedefluence of
ITT make them more entities that are efficient and effectivaheir operations, while
simultaneously increasingly better places in the “new economy” giothalisation.
Simultaneously, the increasing pressure of global competitionetred of outlay, risk of
activities and recently the declining profitability creaé@eye threats to TNCs. The changes
in the corporations that have been presented are also of signiftoamamy other companies
(which are their partners, subcontractors or competitors) and fdrateeconomies (their
foreign investments, branches and joint ventures). The influence ohdmges presented in
TNCs on other entities (companies, institutions, economies) wilhbeeasing, while the
implications can be beneficial primarily to those entities, twheanage to adjust to the
evolution of the TNCs and their needs, and more widely speaking - tevieébopment of ITT
and the “new economy”, under conditions of intensive competition and coopeoat@n

global nature.

Due to the attributes of ITT and the “new economy”rtiechanismof global integration
may act increasingly intensively and selectively, maininsolidating the activities that
satisfy the requirements of the so-called technological pdréyed on ITT. Since these are
technologies of a network nature, it is primarily the participahts given business network
that are integrated. This means that in the market (spontanetegation and corporate
integration, it is the entities that use the global informatiowort (ITT) and other advanced
technologies for implementing the tasks for other network particighatshave the greatest

opportunities.
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Institutional integration has best proved itself so far and is Imgngreater results in
developed countries (EU, NAFTA, partly ASEAN), and its functionatlgamding nature has
been defined as the new regionalisation. Changes of this typsigarécantly oriented
towards cooperation in adapting to global competition, including techealogpmpetition.
In response to the successes and benefits of the USA based, ar@&w area of integrative
policy has arisen in the countries of the EU to promote the develomhéht, the “new
economy” and the information society (the so-called Lisbon stragegyrope programmes

etc.), which has recently been encompassing the EU candidate countries.

In summary, the influence of the development of ITT and the “newassy’ on the
course of the process of globalisation is presumably leadings tacceleration, stronger
foundations based on the development of information and knowledge, geograpitical a
sectoral concentration, as well as concentration of entities, growth irgthcsince of TNCs
as entities of global economic activities, to increasing tlymifstance of the widely
understood concept of integration (and simultaneously the threat of giiatita). In
general, this is leading to the gradual, but all-round changdemal conditions of the active
participation of countries in the process under discussion.

3. Economic ties between the countries of Central and Eastern Europe:

assessment, evolution, conditions

The assessment of the external economic ties between theiepwiftCentral and
Eastern Europe (CEE) under conditions of globalisation refer to ge laktent to the
participation itself and the position of these countries in the praceggestion. International
rankings of the shares of countries in globalisation are basedrimus/gets of indicators,
including foreign trade, capital and technology flows, as well asistauland travel,
communication, the use of the Internet, political commitment of Hiessetc. Depending on
the set of indicators used by the institutions, the country most dtedno the process of
globalisation is Hungary or the Czech Republic. According to dkestl conclusions by
A.T.Kearney and the magazinEdreign Policy, of the 62 countries included in the research,
individual CEE countries took the following positions: Czech Republic 1200 - 21),
Croatia 22, Hungary 23 (previously 17), Slovenia 25, Slovakia 27, Poland 32 (preddys|
Romania 40, Ukraine 42, Russia 48/gasuring ..”, 2003, pg. 65]. It is worth adding that
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ahead of the Czech Republic come the following countries, startnggosition 1: Ireland,
Switzerland, Sweden, Singapore, Netherlands, Denmark, Canada, Ausad&, EBzitain,
Finland, United States, France, Norway and Portugal (previousla@ing was at the top of
the list).

The specific indicators show that at the end of 2001, with the eanegft Slovenia and
Romania, all the other CEE countries included in the ranking took positiortbe
classification of using the Internet which were lower thangéeeral positions (presented
above)'® The surveys of the institutions mentioned allowed for the conclusitwe drawn
that one of the factors slowing down the globalisation processisdtgital abyss” in the
world. It exists not only between the North and the South, but alse&etiive North and the
“emerging markets” (mainly the CEE countriesMgasuring Globalizatiohy 2001, pg. 60].
It appears that this “abyss” has not been reduced dramatigaltg, i 2001 only 9.1% of
people in the world had access to the Internet. China and theiegnergrket have made

significant progress in the diffusion of the Intern@§asuring..”, 2003, pg. 64].

Changes in the process of integrating the CEE countries witffidbal economy that is
forming and its strategic “core” of the Triad can be presehbtednalysing the changes in

foreign trade and FDI flowsf the countries in question in the 1990s. The major evolution in

the forms of economic ties of the CEE with the external environstemild be emphasised,
as this is based on strong growth in significance of FDI inioel&b foreign trade. The value
of the stream of FDI flows increased by a factor of 43 inydas 1991 - 2000, while imports
increased approximately 4 times (to USD 186 bn in 2000). The relagoothkie value of
the stream of FD inflow to the stream of imports of goods ineck&®m below 1% to 15%.
The CEE markets are being supplied by rapidly increasinghatienal production from TNC
branches “implanted” in the CEE at the cost of the rate of thra# imports of goods.
Another change is the relatively lower significance of value @ddading (contractual
cooperation between companies) relative to inter-firm tradee@pas TNC investments).
Simultaneously, major changes took place in the direction of extesalftthe CEE towards
the EU (at the expense of other regions), and smaller changles industrial structure of
exports (mainly of the CEE countries).

1% The higher result of the individual CEE countrieghe ranking in question was influenced by thiatreely
better position in the classification of trade, FDtavelling and tourism, participation in interivatal
organisations and peace missions and others.

The ‘New Economy’ and Old Problems. Prospects fastFGrowth in Transition Economies, March 14 — 2802 15
Warsaw www.tiger.edu.pl



In the first half of this period, the economic crisis, difficidtith transformation and
stabilisation of the economies and the breakdown of earlier conainées made it difficult
to activate and restructure exports. However, the second halfeo1390s featured an

increased rate of growth in exports and acceleration in the ch@ardhe structure In the

years 1996 - 2000 the share of CEE counitriesworld trade increased by approximately ¥4

of a percentage point, reaching respectively 2.25% and 3.05% in expattsmports

[* Economic Survey”, 2002, pg. 138]. Importantly, an even greater improvement took place
in trade with the EU. The share of countries in imports to thér&m outside this grouping
increased to 9.95% (growth of 1 percentage point), and in EU exportsolutside this
grouping to 13.3% (growth of 2 points) in 2000. To the CEE countries, the significance of the
EU as a trading partner is much greater and increasing. TledhBbre of exports to the
countries in question reached approximately 67%, while the shargofts reached 59% in
2000 (for some countries these indices are even higher).

The clear growth in the share of CEE countries in world trade ibeneficial

phenomenon, however, its “dark side” remains_the low share in expdmighotechnology

goods In 2000, the CEE countries had just 1.3% of the value of world exports of
technologically advanced products (high-tech manufactures). Thimast half their share
of total exports. However, the share of CEE in exports of ratemal goods was 5.2%, and
raw materials 3.6% [WIR, 2002, pg. 148, tab. VI.1]. It is worth addingiththe case of
Hungary, the share of high-tech manufactures increased rapiddgentryears and reached
more than 25% of the total value of exports in 2000, and the main groups oftpradeic
combustion engines and data processing devices, as well asaimgiorents gp. cit, pg.
169]. Hungary was the only CEE country to find itself (in the pexstition) among the 17
main exporters of information and telecommunications hardware (IT goaclsieving in
1999 a value of exports of USD 7 bn (the lowest in the whole group) atd afrgrowth of
59.3% (the highest in the group) in the years 1996 - Bgyjtal Economy..”, 2002, pg. 56,
tab. 6.4].

The ensuing changes in foreign trade, competitive advantage aoihlispgon are

important to define the direction and nature of the evolution of the carrahtes of CEE.

1 The surveys of the European Economic Commissicorapassed 15 countries of CEE.
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More detailed information is presented in table 2. The datargessprove that intermediate
(industrial) goods are the main product group exported for all theraistrveyed — from
45.3% to 59.5% - on average 52% of total trade with the world and 55% inntithdine EU
[*Economic Survey”, 2002, pg. 142]. Although growth in the significance of exports of
investment goods is progressing, mainly at the expense of consumey tp@odsven so, the
export of the latter is of greater significance and formsrglgs in the balance of trade of the
CEE countries. The growth in exports of industrial goods is assdaidth strongly growing
imports of intermediate goods (industrial goods, mainly for the neefsedfin branches), as

well as investment goods.

Although for the four countries — Czech Republic, Hungary, Slovakia arehthgc
Estonia — a comparative advantage is appearing in the export &l cggmds, this region of

CEE as a whole has a negative advantage in investment. gépdst from the Baltic States

and Romania, automotive exports have a positive influence on the bglafciotal trade
with the Central European countries, but it does not create a cdivpadvantage for them
[op. cit, pgs. 143-5]. The growth and the high level of inter-sector tradedsbheuhoted in
the trading between CEE and the EU, which amounts to approxinb&telg5%, mainly as a
result of automotive trade. An analysis of the factors stinmgldtie presented changes in the
structure of CEE trade indicate that they are mainlyedl&d the inflow of FDI to our region,

as well as with the activities of TNCs.

The system transformation and association with the EU incitiedga inflow of FDI

streams to the CEE countrjeggowth in the resources of these investments and their growing

significance on a world scale. More detailed information ésgmted in table 3. The strong
decline in the FDI streams in 2001 bypassed the CEE countries) islpositive evidence of

the investment climate in this region. The majority of FDloueses were concentrated
around four countries — Poland, Czech Republic, Slovakia and Hungary — which are
responsible for 62% of these resources in the region. More than 708 wélue of FDI
investments comes from the EU countries, even though investmentsttie USA are of
major significance, e.g. in Poland. In the structure of sectdi®bfesources, services have
been dominant in recent years, and the share of manufacturing ixiamiety 30%, of
which the automotive industry is most frequently 10 - 14%. With ticeion of Hungary,

the inflow of FDI to high technology industries is very minimal, althougrecent years this

type of investment is increasing, e.g. in Poland, Czech Republic and Estonia.
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If international production in a given sector, which is increasiragignted towards
foreign markets, is financed by FDI and produced by foreign brantiessthe share of this
sector / branch in exports of a given country increases (ifateeof growth of exports by
domestic companies is not increasing). This process of the mygostiare of corporate
branches and joint ventures has taken place in the CEE countries hakiasulted in a high

share of the branches in exponmrticularly of Hungary, Estonia, Poland, and the Czech

Republic. This share is unique in comparison with the conditions in aihaetries, which is

proven by the data in table 4.

To a large extent, TNCs have facilitated the activation, ne@tien (geographical),
restructuring (sectoral) of the exports of the CEE counttizsnever, this has not resulted in
a greater technological advance in production and exports in the csuntgeestion, with
the exception of Hungary. TNCs were not the only reason thal ga@ectations have not
been met in the CEE countries that after the change in thegloéind economic regime the

modernness and affluence will change.

In assessing the evolution and the present state of external ecdresmof the CEE

countries, it should be concluded that in general these ties arerghaoegording to world

trends which is proven by the growing share of the countries in questiololalgrade and
the inflow of FDI, the strengthening of ties with the EU (onehef pillars of the Triad), the
inclusion of the economies and companies in the CEE into the transalatietworks of
production and sales ties with the participation of TNCs. Accoriige accepted criteria, a
large proportion of the CEE countries holds a relatively benefitratdle position” in the

rankings of participants in the globalisation process.

However, the in-depth analysis of various aspects of exterrsml(¢c@mmercial and

investment) of the CEE indicates that serious shortcomanggemerging simultaneously: a

very weak position in world exports of technologically advanced prodilnes low share in
the exports of the individual countries (with the exception of Hw)gahe lack of
specialisation in the export of goods other than intermediate goods; fowntribution” of
domestic supply to growing exports of goods (particularly investnahicansumer goods)
than potential capabilities and the very large share of corpomatehas in the total exports

of goods from the CEE countries.
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There are reasons to claim that the activities of TNC hasdteel to a large extent in the
changes mentioned above in the external economic relations of thec@tries in the
1990s (as well as domestic economic transformafipnsiowever, in reality, the influence of

the activities of TNCs was based on the use of existing commaradvantage®f the

opening up CEE economies, and not on the creation of new, technologicallycedva
advantages and export specialisations. For this reason, thefacis @ major qualitative
changes in external economic ties (particularly in expoftshe CEE countries. It is worth
noting that the FDI host countries use advanced resources and ti@gafatiributes of the
location) than they create théinand the outlay on these must be incurred mainly by the

national economies and societies.

This leads to the conclusion that to a large extent, the interclahdlogical, economic

and social conditions in the individual countries deterntime external ties of the CEE

economies. One of the important internal conditions of in the CHte isetatively low level
of development of the national technological capabilities, whichdakeloped all round
through R&D work, education, the infrastructure, the manufacturieg,libe structure of the
sectors etc. On the one hand, this is the “inheritance” of theattgmtianned economy, and
on the other — a consequence of the weakness of the mechanismsitanmmnsssupporting
the national technological capabilities in the period of transfeomaif the CEE economies
in the 1990s. The discussion of the reasons, state and effects aldétresental phenomena

exceeds the framework of this lecture.

The situation is becoming increasingly difficult for the CEE coest since an
acceleration and other important changes are taking place iradtersf mechanism and
entities shaping the progress of the globalisation process undemfthence of the
development of ITT and the “new economy”, which simultaneously daterthie external
conditions for change and development of the CEE economies an@&tbeomic ties with

the global environment.

2 These issues were researched on the example ahdRol It can be stated that TNCs helped in the
transformation of the Polish economy, although ttegk a strong position on an emerging market [Kars
2003b, pgs. 63 onwards]

13 As a consequence of the activities of the TNCtigaarly in the less developed host nations, bseaf FDI,
there is usually an increase in the quality of veses and manufacturing capabilities. Howevergrider to
attract FDI and to commit TNC to technologicallyvadced sectors, there must be favourable economic
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Currently, the ensuing changes in the process of globalisation amedothe external
conditions for development and the internationalisation of the economiestries, which
potentially can be supportive and advantageous or not. Large opportandiéenefits are
arising for those economies and companies that want to and art® aolgist to the current
economic trends, primarily technological trends. However, thoddising “left behind” and

of marginalisation are arising for those who do not achieve this.

There is a great deal of evidence that the “strategic aufréfiose conditions that are

related to the globalisation process to a large extent encoesptss use of ITT and the

development of the “new econoiny Efforts and changes in countries — including CEE

must be made to increase the participation and benefits obitaitieel globalisation process,

and because of this, for the economies to advance and improve the affluence of tles societi

A modification of the world-wide institutional conditions for the pexyg of globalisation
is necessary in order to increase the chances of countrieg Isaxin aims and determination
to achieve this. However, even more necessary are their owntjveffetforts to improve
their affluence through institutional reforms, investments and madion and development
of the economies [Stiglitz, 2002, pg. 251]. The commencement of the devalopne
modernisation processes — in the direction of the “new economy” —esnidi@ current and
future external advantages related to the globalisation procbedaken advantage of, i.e. its
factors, mechanism and activities of the entities, in partichldC. It appears that

presumably for some CEE countries it is still not too late.

conditions for this in the form of the infrastruay staff qualifications, national R&D base, invesnt
incentives etc.
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Table 1.
Selected indicators of FDI flows and international production compared with &fes worldwide, in the years 1986 - 2000.

ltem Value in current prices (USD bn) Annual rate of growth (in %)

1990 2001 1986-1990 1991-1995 1996-2000
FDI inflow 203 735 23.6 20.0 40.1
FDI outflow 233 621 24.3 15.8 36.7
FDI inflow resources 1874 6846 15.6 9.1 17.9
FDI outflow resources 1721 6528 19.8 10.4 17.8
Transnational mergers/acquisitiong 151 601 26.4 23.3 49.8
Sales by foreign branches 5479 18517 16.9 10.5 14.5
Gross prod. by foreign branches |1423 3495 18.8 6.7 12.9
Exports by foreign branches 1169 2600 14.9 7.4 9.7
Employment by for. branches (‘000)23858 53581 6.8 51 11.7
Memorandum
World GDP (n current prices) 21672 31900 115 6.7 1.2
Gross investment in fixed assets | 4841 6680 13.9 5.0 1.3
Export of goods and services 4375 7430 15.8 8.7 4.2
(without rewarding the factors)

Source: World Investment Report 2002. Transnational Corporations and Export Compestydd-UNCTAD, New York — Geneva,
2002,
pg. 4, tab. I.1.

Table 2.
Structure of exports of the Central and Eastern European countries by degreessipgoand nature of the goods, 1996 - 2000

(share in %, changes in structure in percentage points)
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Group of countries Czech RepEstonia  |Hungary Latvia Lithuania |Poland Romania | Slovakia |Slovenia

WORLD

Structure in 2000

Raw materials 3.7 11.3 3.7 13.1 7.9 6.0 6.3 3.3 1.7

Semi-finished 59.5 45.3 51.4 57.0 55.2 49.3 46.5 55.3 51.5

Investment goods [21.9 24.0 25.2 54 9.0 15.9 8.0 23.8 19.6
Including:  moto|(8.5 1.8 5.2 0.1 2.7 4.6 0.4 13.9 8.6

vehicles

Consumer goods 14.9 19.4 19.8 24.4 28.0 28.8 39.2 17.6 27.2

Changes in the yesg

1996 - 2000

Raw materials -2.3 1.1 -4.3 5.3 0.3 -3.0 0.3 -0.2 0.1

Semi-finished 0.7 -4.9 3.2 8.5 2.5 5.1 -3.3 -7.3 3.5

Investment goods |54 15.3 171 -4.0 -1.3 1.8 1.1 9.2 0.1
Including: moto|4.2 -1.1 4.7 -0.1 -2.0 1.4 -0.3 10.2 -0.9

vehicles

Consumer goods -3.7 -11.5 -16.1 -9.9 -1.5 -4.0 1.9 -1.7 -3.7

EUROPEAN

UNION

Structure in 2000

Raw materials 3.3 10.6 2.9 18.1 9.2 6.0 4.5 2.5 1.6

Semi-finished 61.2 41.1 54.0 55.4 46.5 50.7 32.4 47.9 54.4

Investment goods [22.1 29.7 24.7 2.7 6.6 15.2 8.2 321 225
Including:  moto|9.5 0.6 6.4 - 0.7 5.8 - 21.3 11.7

vehicles

Consumer goods 134 18.6 18.4 23.8 37.7 28.1 54.9 17.4 21.4

Changes in the yesg

1996- 200(

Raw materials -3.4 -3.5 -54 4.4 -1.3 -2.7 2.2 -0.7 0.1

Semi-finished -0.9 -8.5 4.3 - -7.1 5.8 -3.5 -13.4 7.7

Investment goods |7.2 23.7 17.6 -1.3 2.7 1.2 3.2 15.3 -1.9
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Including:  moto
vehicle:
Consumer goods
CEFTA-7
Structure in 2000
Raw materials
Semi-finished
products
Investment goods
Including: moto
vehicles
Consumer goods
Changes inthe year

1996- 200(
Raw materials

Semi-finished

product:

Investment goods
Including: moto

vehicle:

Consumer goods

5.0

6.8
60.7

14.3
5.6

18.2

-1.5
15

-0.4
1.8

0.4

-1.0

-11.6

5.2
55.7

22.0
0.1

17.1

11
-12.6

19.5

-7.9

6.4

-16.5

8.5
56.8

8.3
0.7

26.3

-1.3
4.8

1.3
0.3

-4.8

6.1
17.2

6.7
0.1

10.0

-0.5

11.7

-6.8

0.6

5.7

16.8
68.4

4.9
0.2

10.0

-5.6
4.4

0.6
-0.2

0.5

0.9

8.1
54.1

10.1
5.0

27.7

-11.5
1.4

2.4
4.7

7.6

-1.9

8.4
70.7

4.7
1.5

16.1

-8.7
12.3

-9.5
-5.5

5.9

14.5

-1.1

4.5
70.2

7.3
0.8

18.0

0.4
2.6

-2.3
0.6

-5.9

0.4
49.0

13.2
7.9

37.4

-0.4
0.2

5.9
7.9

-5.7

Source: Economic Survey for EuroheECE, Geneva, 2002, no. 1, pg. 143, tab. 3.5.6.
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Table 3.
Inflow resources of foreign direct investments (FDI) total
In the countries of Central and Eastern Europe (CEE) in the y&®0 — 2001 (USD

million).

1990 1995 2000 2001
Albania 211 578 759
Belarus 50 1243 1,412
Bosnia and Herzegovina . 21 355 519
Bulgaria 108 445 3,162 3,850
Croatia . 473 5,155 6,597
Czech Republic 1,363 7,350 21,644 26,764
Estonia . 674 2 645 3,155
Hungary 569 11,919 19,804 23,562
Latvia 615 2,081 2,216
Lithuania 352 2,334 2,665
Moldova . 93 459 609
Poland 109 7,843 33,603 42,433
Romania 766 1,150 6,517 7,636
Russia . 5,465 19,255 21,795
Slovakia 81 810 4,634 6,109
Slovenia 665 1,763 2,809 3,250
Macedonia 33 389 919
Ukraine 910 3,843 4,615
Yugoslavia . 329 1,319 1,484
TOTAL CEE 3,661 40,508 131,829 160,352
Share of the world’s inflow resourcg®20 1.39 2.11 2.34
(%)

Source: as in table 1, pgs. 310 and 313, tab. B.3. and own calculations.

The ‘New Economy’ and Old Problems. Prospects faspigrowth in Transition Economies, March 14 — 2602

Warsaw

www.tiger.edu.pl




Table 4.
Share of foreign branches in exports (E of selected FDI host countries),
in the years mentioned (% %).

COUNTRIES Year| Total |Industrial | COUNTRIES| Years| Total |Industrial
exports| E year |exports|E
Central and Portugal 1996 |23 21
Eastern Europe 1999 |17 21
Czech Republic 1993 ... 15 Sweden 1990 |21 21
1998 | ... 47 1999 |39 36
Estonia 1995 ... 26 USA 1985 |19 6
2000 |60 35 1999 (15 14
Hungary 1995 |58 52 Brazil 1995 |18
1998 |80 86 2000 |21
Poland 1998 |48 35 Chile 1995 |16
2000 |56 52 2000 |28
Romania 2000 (21 China 1991 |17 16
Slovenia 1994 | ... 21 2001 |50 44
1999 | 26 33 Malaysia 1985 |26 18
Other countries 1995 |45 49
Austria 1993 |23 14 Mexico 1995 |15
1999 | 26 15 2000 |31
Finland 19958 10 Peru 1995 | 25
1999 | 26 31 2000 |24
France 1996 |22 27 South Korea {1999 | ... 15
1998 |21 26 Singapore {1994 | ... 35
Ireland 1991 ... 74 1999 | ... 38
1999 ... 90 Taiwan 1985 |17 18
Holland 1996 |44 22 1994 |16 17

Source: as in table 1, pg. 154, tab. IV. 3.
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