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of Washington from 1949 to 1993. During that time, he wrote seven
books, one of which — Twentieth Century Russia — went into eight
editions. He was twice editor of Slavic Review, the organ of the
American Association for the Advancement of Slavic Studies, and
received the AA ASS Award for Distinguished Contributions to Slavic
Studies, as well as the AAASS Award for Distinguished Service.
Professor Treadgold molded several generations of Russian histori-
ans and contributed enormously to the field of Russian history. He
was, in other ways as well, an inspiration to all who knew him.

The Treadgold Papers series was created in 1993 on the occa-
sion of Professor Treadgold'’s retirement, on the initiative of Profes-
sor Daniel Waugh. Professor Treadgold passed away in December
1994. The series is dedicated to the memory of a great man, pub-
lishing papers in those areas which were close to his heart.

Sabrina P. Ramet
Editor



About the author of this issue

Erica Agiewich received a BA in Development Studies from UC
Berkeley in 1992, and graduated from the University of Washing-
ton with an MA in International Studies in 1994. She received a
Fulbright Research scholarship to Romania in 1996, and spent seven
months as a visiting researcher and guest lecturer at the Faculty of
European Studies at Babeg-Bolyai University in Cluj, Romania. She
remained in Romania on a Fascell Fellowship at the US Embassy in
Bucharest until November 1997.



Acknowledgments

I'would like to thank all the interviewees throughout Romania
who gave their time and candor to my project. I also would like to
thank Professors Waugh, Felak and Augerot for supporting me in
my academic endeavors and Fulbright research project. I dedicate
the article to my father.

Erica Agiewich



As the institutional pillars of the Communist bloc collapsed

one after another in the late 1980s and early 1990s, the governing
economic regime, the Council for Mutual Economic Assistance
(CMEA), was among them. The CMEA, which had controlled in-
ter-bloc trade for decades, decreed itself out of existence on 1 Janu-
ary 1991. Since then, bilateral trade among countries in the region
has remained a fraction of what it had been in the CMEA years.

Why does inter-regional trade remain so low, especially between
the Central European and Balkan countries? First, since 1991, trade
has been conducted in hard currency rather than transferable rubles
and the whole region faces hard currency shortages. Second, the
countries desperately desire to reorient their trade to the wealthier
west, with its large consumer and industrial markets. Third, it's a
question of comparative advantage; many of the former Commu-
nist countries built identical economies based on heavy industry
and agriculture. Now, few of the countries have attained the ca-
pacity to manufacture consumer goods to satisfy domestic demand,
forcing them to run trade deficits with non-bloc countries. Finally,
the political value of disassociating themselves and their countries
from their Communist past puts pressure on politicians to focus
their energy on building political and economic relations with non-
bloc countries.

Despite these constraints, there are some unacknowledged ben-
efits to inter-regional trade which are easily overlooked in the rush to put
the Communisteraand all its institutional trappings in the past. Due to the
complicated history of Transylvania, Romanian-Hungarian bilateral trade
and Hungarian investment in Romania are examples of how inter-regional
trade and economic cooperation may be important not only in economic
terms, but also may play a potentially positive and negative role in post-
Communist social and political development. From the sixteenth century
on, Transylvania was a province of the Habsburg empire in which the
Hungarian minority was the landed upper class and the Romanian majority
their peasants. The Treaty of Trianon at the end of World War I awarded
Transylvania to Romania. A leveling process then began in which the
Hungarian aristocracy lost much of its economic and political power. The
Communist regime intensified the Hungarian disenfranchisement process;
by the end of the Communist period, everyone in Romania was “equally
poor”

Presently Hungary is the most politically stable and economically well-
off of Romania’s neighbors and could provide Romania, and especially7



Romania’s ethnic Hungarians, with an opportunity to diversify its trading
partners and increase its economic activities. Besides the financial ben-
efits, cross-border cooperation could help to soothe tense ethnic and dip-
lomatic relations between Hungarians and Romanians. If one assumes
that many social ills are born out of economic problems and can be solved
—atleast in part— by economic growth, increased economic coopera-
tion may assist rapprochement between traditional ethnic enemies and
heighten regional political stability.

Without a doubt, the conditions for discrimination exist in Romania.
Ceausescu’s nationalistcommunist regime blatantly discriminated against
Hungarians. Attheend of the 1980s, ethnic Romanians dominated the
country’s political and economic apparatuses. After the revolution in De-
cember 1989, managers of the state companies successfully retained their
Positions of power as heads of the newly autonomous state companies
and continue to maintain “connections” throughout the economy: If these
individuals were inclined to discriminate against ethnic Hungarians or for-
eign investors of any nationality, including those from Hungary, they now
would be in a position to do so. There is also a potential for backlash
against ethnic Hungarians if they are perceived to be prospering in the
midst of Romania’s economic crisis. The question is, however, whether
the traditional ethnic tension between ethnic Romanians and Hungarians
has translated itself into systematic institutional discrimination and reluc-
tance to cooperate together in the business world. Or, can the two com-
munities overlook their traditional problems and do business together fairly?

Animportant consideration is that Romania, like its neighbors, does
nothave a “perfect market.” In 1990, Romania had the most centralized
economy in Europe and the second most impoverished population after
Albania. It will take decades for a market economy to function properly.
In the meanwhile, most Romanian citizens will suffer in the transition pe-
riod and from the inherent inequities and fluctuations of a market economy
whileasmall group will prosper. Throughout the former Communistbloc,
various communities have been blaming their collective troubles on an-
other group, be it the perceived “oppressor” or a “troublesome minority.”
Forasociety unaccustomed to a market economy, those suffering may
wrongly put the blame on the so-perceived “oppressors” or achieve some
sort of personal, social and/ or political gain achieved by ascribing eco-
nomic hardship to the majority. Conversely, a minority group sometimes
becomes more assertive and “troublesome” as it advances economically.
For example, it is sometimes, albeit simplistically, argued that Slovenia,
the wealthiest republic in the former Yugoslavia, seceded in part for eco-
nomic reasons. Moreover, inany situation in which there are majority and
minority ethnic communities ina country, there will be a degree of tension
8



and isolated or even numerous cases of discrimination.

After conducting interviews in three cities in three counties in Roma-
nia, each with various proportions of Hungarian residents, economicstruc-
tures and geopolitical conditions, Ihave concluded that systematic institu-
tional discrimination against Romania’s Hungarian minority and foreign
investors from Hungary does not appear to be a widespread problemsig-
nificantly affecting the Hungarians’ ability to participate in the Romanian
economy. Two well-known maxims essentially explain the low level of
ethnically-directed economic discrimination in a post-Communist world
rifewith ethnic problems: “money talks” and “don’t mix politics with busi-
ness.” The majority of people are struggling financially in post-Commu-
nist Eastern Europe and, put simply, most members of the business com-
munity in Romania recognize it is not profitable to discriminate in busi-
ness.

In fact, the Hungarian minority’s familial and collegial relations in Hun-
gary, the common language, and the promise of Romania’s 22 million strong
market for the relatively more advanced Hungarian economy have facili-
tated steadily growing trade flows between the two countries. This in-
dludes the establishment of nearly 2,000 companies in Romania using Hun-
garian capital investment. While the majority of Romanian citizens in-
volved in these joint ventures naturally are of Hungarian ethnicity, some
firms have ethnic Romanian partners and staff. In any case, businessmen
from both ethnic groups claim that there are no “hard feelings” against
Hungarian entrepreneurs and economic cooperation with Hungaryiscon-
sidered to be a way to get ahead and to learn from the experience of
Hungary, which has had a head start in its economic transition to a
market economy. Common opinion among both Romanians and
Hungarians in the Romanian business community is that further
economic cooperation can potentially contribute to the stabilization
of economic and political relations between the two countries. In
turn, this should help strengthen relations between the ethnic com-
munities within Romania, thus benefiting all countries and com-
munities involved.

Methodology

The material for this research project was collected over a 10
month period, from October 1995 to July 1996. Information came
primarily, but not exclusively, from the following sources:

— Semi-formal interviews with indigenous Hungarian entrepreneurs and

investors from Hungary in the Transylvanian cities of: Cluj, in ClujCounty;

SamMam,mSatuMaxeCom\ty;and,Miercuma-Ciuc,inHarghitaCom\ty;
9



— Statistical data from and interviews with representatives of the Roma-
nian National Trade Office (NTO) in Bucharest and county level Cham-
bers of Commerce, Industry and Agriculture in Cluj, Satu Mare and

— Statistical data from and interviews with representatives of the Roma-
nian Development Agency;
— Regional newspapers and economic publications.

Using lists of joint ventures and foreign firms provided by the
NTO and various Chambers of Commerce, I interviewed business
owners and representatives in Cluj, Satu Mare and Miercurea-Ciuc.
The study focuses on small and medium-sized enterprises where
the majority of indigenous ethnic Hungarian entrepreneurs and in-
vestors from Hungary in Romania are concentrated. The semi-for-
mal interviews were conducted using a standardized questionnaire.
The names of the interviewees and the companies they represent
are confidential and will not be disclosed in this report.

Following the completion of this study, Romanian national elec-
tions in November 1996 brought Emil Constantinescu and a reform
government to power. The new government has already initiated a
number of new laws that should further liberalize the Romanian
economy and may attract higher levels of foreign direct investment
in the country. In February 1997, Constantinescu’s government pro-
posed legalizing ownership of natural resources, including land,
by foreigners in Romania.

These recent changes, however, are not addressed in this study
and do not negate any of the conclusions drawn on the period in
question, that is, the seven year reign of the immediate post-Ceaugescu
government of Ion Hliescu.

The Legislative Environment for Foreign Investment in Romania

After the revolution of 1989, Romania began a long and painful
transition from a centrally planned economy (the most centralized
in Europe) to a market-type economy. Providing a new legislative
framework for a private sector in the economy was a necessary first
step for the Romanian economic transition. One of the most impor-
tant factors in the economic reform process is the attempt to liberal-
ize foreign trade. Whereas under the Communist regime imports
and exports were strictly regulated by the central government, com-
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merce is now almost completely liberalized. Firms no longer need
import and export licenses for most commodities, and in a dramatic
reversal from the 1980s, imports now exceed exports. A new im-
port customs tariff schedule has been in effect since January 1992
(though on 1 July 1995, in a move to protect domestic producers,
the government significantly increased tariffs for certain agricul-
tural goods).!

Another crucial aspect of Romania’s new economy is the guar-
antee of private property and property rights. With respect to for-
eigners, the new Romanian Constitution of 1991 and the Land Law,
also passed in 1991, stipulate that an individual who does not have
Romanian citizenship cannot acquire land in any form. The 1991
Foreign Investment Law does permit land ownership by Romanians
involved in joint ventures with foreigners. In these situations, the
Romanian partner may contribute land as his share of the initial
capital investment. The law permits foreign investors in Romania
to purchase commercial or industrial buildings, but not the land
beneath the building.2

Since private companies were disallowed prior to 1989, a new
Company Law promulgated in early 1990 that regulates the estab-
lishment and operation of companies. The five types of companies
include:?

— General partnerships (societate in nume colectiv) concluded between
two or more people in which the partners are jointly liable for all debts.
The capital needed to register can be in cash or in-kind contributions.
— Limited partnerships (societate in comandita simpla)in which the lim-
ited partners contribute the registered capital, and general partners provide
theadministration and management of the partnership. Limited partners
are only liable up to theamount they contributed, while general partners
are liable for all debts.
— Limited liability companies (societatequ raspundere limitata) are pri-
vately held companies in which the minimum number of shareholders is
one, and the maximum is 50. Contributors are only liable up to the amount
they contribute and, the minimum initial capital investment for the domes-
tic partner is 100,000 lei (approximately $30 as of July 1996). The mini-
mum initial capital investment for a foreign investor currently is $10,000.
Aforeign investor may be the sole partner of a limited liability company,
but only in one company. Capital can be in cash or in-kind, but foreign
contributions in-kind may not exceed 60per cent of total foreign invest-
ment. The majority of corporations created in Romania since 1990 have
been of this type.
— Joint stock companies (societate pe actiuni) require at least five share-
11



holders, and may be comprised of any combination of Romanian or for-
eignshareholders. Initial capital investment s 1 million lei (approximately
$350 as of July 1996). The minimum contribution by a foreign investor is
$10,000.

— Limited joint stock companies (societate in comandita pe actiuni) con-
sist of two types of shareholders, general partners and limited partners.
General partners have unlimited liability while limited partners are only
liable in proportion to what they contribute.

Under the Company Law, “joint ventures” are not unique enti-
ties. “Joint venture” refers to a company that has both domestic
and foreign investors and, usually, both domestic and foreign capi-
tal. Typically joint ventures are joint stock or limited liability com-
panies with shares held by both Romanian and foreign investors,
or a contract for production using imports with some type of pro-
duction sharing (also known as a cooperation agreement).* In ad-
dition to joint ventures, foreign investment is permitted in many
different forms in Romania:

— Investinginanalready existing company and / oracquiring shares, bonds
or other securities of such a company;

— Acquisition of concessions, leases or agreements to manage economic
activities, public services or production units belonging to larger compa-
nies;

— Acquisition of ownership rights over movable and immovable prop-
erty barring land ownership; the acquisition of industrial and intellectual
property rights;

= Acquisition of claim rights or other rights referring to carrying out
economic activities associated with investment;

— Acquisition and construction of production facilities or other build-
ings, except residential ones, other than tiiose related to the investment;
—  Contracting outactivities involved in exploration, exploitation, and dis-
tribution of production in the field of natural resources.5

The contribution of the foreign investor can be in the following
forms: capital in foreign currency; equipment, means of transport,
subcomponents, spare parts and other goods; industrial and intel-
lectual property rights, patents, licenses, “know-how,” company and
trade marks; and proceeds and profits from business activities car-
ried out in Romania, as well as goods and assets acquired after pay-
ing the taxes and fees required by Romanian law.

Taxes and other duties on foreign investments are regulated by a se-
ries of Romanian laws passed since 1990. There is a 40 per cent income
tax on annual profits for both domestic and foreign firms, which is rather
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steep, especially for small companies. Income tax on foreign dividendsin
Romania is 20 per cent. The law does provide for 50 per cent exemptions
for reinvested profits and 25 per cent exemptions for large volumes of
exportsand imports, research and development activities, and companies
that have created 50 or more jobs.”

Asa counterbalance to relatively high taxes, Romania offered profit
tax incentives to companies with any foreign investment that registered
before 1 January 1995. New manufacturing, agricultural and construc-
tion companies received a five year profit tax holiday. Natural resources,
communications and transportation companies received a three year tax
break Companies in the service, trade and banking sector received a two-
year break. The exemptions went gointoeffect when the company started
its activities as opposed to the date the company registered. This encour-
aged many joint ventures to registereven if they were not yet ready tostart
operating.8 Inaddition to tax incentives, machines, equipment, installa-
tions, means of transport and any other imported goods necessary to an
investment, and considered contributions in kind or boughtby a foreign
investor, are exempt from customs duties and the Value Added Tax (VAT).
Raw materials, consumable goods, spare parts and major subcomponents
used in production also are exempt from customs duties for a two-year
period?

In post-Communist Eastern Europe, joint ventures can be con-
sidered a reflection of the openness and attractiveness of a country’s
foreign investment laws. As outlined in the model posed by Celia Drazek
and Wiadyslaw Jermakéwicz (1993), a country in transition typically lib-
eralizes its foreign investment laws in phases. In the most conservative
environment, a government only grants limited autonomy tojoint ven-
tures. Characteristics of such an environment include: limitations on the
nationality of thejoint venture’s chairman, meaning nationality is limited to
that of the host country; limitations on repatriation of profits; and no guar-
antees against nationalization. In thesecond phase of liberalization, acountry
may increase the proportion of foreign ownership that a company is al-
lowed, permit investments outside the manufacturing sector, simplify the
commercial registration process, and provide limited guarantees against
expropriation. In the third phase, liberalization of legislation allows for 50-
100 per cent ownership by foreign investors, increased repatriation of
profits, and domesticlaws to guarantee against nationalization. Finally, in
the most liberalized environment, 100 per cent foreign ownership is al-
lowed (thus a company can be a subsidiary rather than ajoint venture),
joint ventures have the same rights as domestic firms, joint ventures can
operate in almost all spheres of the economy, export and import licenses
arenot required, and international laws guarantee protection against ex-
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propriation.10

According to this model, Romania’s laws “on paper” covering for-
eign investmentjoint ventures put it in the third phase. The more liberal
aspects of foreign investment in Romania include the freedom of “eco-
nomic choice.” As of 1990, foreigners could invest in almost any sector
of the economy, barring “sensitive” sectors such as defense. Second,
there is no limit on the nationality of the head of the company. This has
been found to be an important factor in determining whether a joint ven-
ture is successful, since a limited choicemay prevent the best person from
taking charge and may be astumbling block to effective cooperation. Also,
aforeign partner may participate fully in the management and administra-
tion of the investment as stipulated by the company’s memorandum of
association.! Finally, alaw passed in 1990 protects foreign investments
from being nationalized, expropriated or requisitioned by thesstate.

Romania has passed the basic laws necessary to providea legislative
framework for foreign investment, but ithas not yet arrived at the most
liberal phase. Negative attributes of Romania’s foreign investment envi-
ronmentare contributing to less than optimal levels of foreign direct in-
vestment. One of the largest stumbling blocks to foreign investment in
Romania is the bureaucratic delay involved in registeringanew company
and changing a company’s structure or activities.12 Typically, it takes
between one and two months for a domestic company to register and
between two and three months for ajoint venture or foreign firm to regis-
terin Romania. Itisa complex process which often requires the approval
of amultitude of governmental bodies, such as the local Chamber of Com-
merce, the mayor’s office, the court and, sometimes, the Romanian De-
velopmentAgency. Aforeign enterprise which plans to contribute partof
its capital in-kind, a piece of equipment for example, is required to procure
a license from the appropriate government agency in Bucharest, which
must be done in person and takes upwards of one month. A business
consultant in Satu Mare who runs a company which will register firms
claimed that many foreign investors were not willing to sacrifice their time
and effort to the Romanian bureaucracy and would pull out of their invest-
menteffort when they realized the depth of the bureaucratic process.

Two other drawbacks have hindered foreign investment. According
to Romania’s foreign exchange regulations, foreign investors may transfer
abroad annual profits and the proceeds from the sales of shares, bonds or
other securities, including those resulting from the sale of the investment.
Foreign investors may also transfer their contractual obligations and rights
to other Romanian or foreign investors.!3 A 1990 law, however, putan8
to 15 per cent ceiling on the repatriation of domestic profits by foreign
investors (though all export profits could be repatriated). That ceiling has
14



since been lifted, but it discouraged potential investors and left the busi-
ness community under the impression that the government did not ap-
prove of the repatriation of profits.14 All domestic profits can be ex-
changed into foreign currency, and this is an important factor for potential
investors. Second, whilejoint ventures can be 100 per cent foreign owned
(thus really a foreign firm rather than a “joint venture”), foreigners are
barred from owning land, subsoil resources, forests or water sources.
This discourages foreign investors because it contributes to a sense of
instability in an already unstable investment environment.15

Itisnotsimply the legislation that creates a positive or negative invest-
mentenvironment. Inflation, financial stability, and the creation of a com-
prehensive commercial legislative framework also affect foreign invest-
ment. Other factors include the level of marketization and the “business
culture” in the country. Romania did not undertake “shock therapy” eco-
nomic reforms as Poland did, but its economic system has been trans-
formed drastically considering the country’s starting point, that s, a popu-
lation with neglible if none free market experience.

Comparatively, the country is doing fairly well in terms of per capita
joint ventures. The decline in numbers of new small and medium inves-
tors in 1994 and 1995 reflects the earlier success of the tax incentives
offered by the original foreign investment law to those foreign investors
registered before the end of 1994. In an attempt to attract larger foreign
investments, Romania has now revised its foreign investment laws so that
major tax incentives are offered to foreigners investing $50 millian or more.16
The only company to have invested so much to date is the South Korean
automobile company Daewoo, which plans to manufacture automobiles in
Romania. It made a $50 million investment in 1995 and another $50 mil-
lion investmentin 1996.

In terms of overall foreign direct investment (FDI), however,
Romania ranks rather low compared to its Central European neigh-
bors. The relative success of some countries ability to attract FDI is
due to a host of reasons such as Hungary’s earlier economic liberal-
ization, Poland’s successful shock therapy of 1991-1992, the Czech
Republic’s and Slovenia’s geographical advantage. On the other
hand, Romania is doing better than some of its eastern or southern
neighbors which are having greater trouble with political instabil-
ity or that are more isolated geographically (or both, as in Bulgaria).

15



Table 1:
Foreign Direct Investment in Selected East European Countriesl?

Country Pop GDP 19396 FDI 1995 FDI
1996 (mil) (% real growth) ($bn)
($ bn)

Bulgaria 8.4 24 3 5
Croatia 4.8 -1.5 1 1.1

Czech Rep. 10.3 4.3 5.8 6.2
Estonia 1.5 29 V4 8
Hungary 10.3 1.5 10.7 13.1

Latvia 2.6 -1.6 3 4
Lithuania 3.7 2.0 3 4
Poland 38.5 7.0 6.8 10.2
Romania 227 6.9 1.6 17
Russia 148.3 -4.0 5.5 5.9
Slovakia 5.3 7.3 7 7
Slovenia 2.0 3.5 .6 6

Romanian-Hungarian Bilateral Trade Relations

Following the official demise of the Council for Mutual Economic
Assistance (CMEA) on 1 January 1991, Romanian-Hungarian economic
relations have been conducted within the framework of a series of bilateral
trade agreements. The firstagreement, promulgated on 23January, 1991,
putRomania on the path to the free market by requiring all foreign trade to
be conducted in hard currency. The second bilateral convention, signed
on 16 September, 1993, purported to assist joint ventures and the flow of
capital.!8

After dropping dramatically in 1990, trade between the two
countries increased annually, and trade in 1995 approximately
matched 1989 levels. Trade in 1989, however, consisted wholly of
government contracts between large state firms. In contrast, cur-
rent trade is based on a higher volume of lower value exchanges
involving small companies, primarily in the retail trade sector.’® In
1995, for example, 3,318 Hungarian firms exported products to Ro-
mania. Four hundred seventy of these firms exported over $100,000
worth of goods, yet these exports represent 88.5 per cent of the year’s
total value of Hungarian exports to Romania. Meanwhile, 1,534
Hungarian firms imported Romanian goods, but only 198 firms pur-
chased over $100,000 worth of goods.20
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Table 2:
Romanian-Hungarian Trade, 1988-1990
(in millions of transferable rubles)

1988 1989 1990
Exports: Romania to Hungary 314 283 155
Imports: Romania from Hungary 307 320 159
TOTAL 621 603* 314
*603 million transferable rubles calculated in 1990 is equivalent to $435
USD million in 1996.

Table 3:
Romanian-Hungarian Trade, 1991-1995 (in millions of $US)

1991 1992 1993 1994 1995

Exports:

Romania to Hungary 89 81 117 161 161
Imports:

Romania fromHungary 122 178 168 167 274
TOTAL 211 259 285 329 435

As this data suggests, Romanian-Hungarian trade is character-
ized by a significant and growing trade surplus. According to the
Hungarian Embassy in Bucharest, in 1995, Hungarian exports to Romania
were 170 per cent higher than Romanian exports to Hungary. From 1994
t0 1995, Hungarian exports to Romaniarose 81 per cent while Romanian
exports to Hungary in the same period rose only 8 per cent. The trade
surplus is compounded by the fact that approximately 25 per cent of Ro-
manian goods bound for Hungary are re-exports from third countries.
This phenomencon is due to uncertain transport conditions in Romania and
difficulties in enforcing commercial contracts.2!

Inthespring of 1996, Romanian and Hungarian representatives began
negotiations on abilateral Free Trade Agreement (FTA) to go into effect in
1997. The FTA under negotiation is almost identical to the accord signed
by the Visegrad countries, which form the Central European Free Trade
Area (CEFTA): Hungary, Slovakia, the Czech Republicand Poland. Roma-
nia aspires tojoin CEFTA and hopes that membership can be accelerated if
Romania has already adopted and practices CEFTA's trade policies. Atthe
least, Romania’s trade with Hungary is equivalent to that of its trade with
Poland, the Czech Republic and Slovakia combined, and an FTA should
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further facilitate good trade relations with Hungary.2

Romania’s position towards the FTA reflects the fact that, in general,
the Romanian govemnment is pursuing closer economic cooperation with
Hungary more aggressively than vice versa. Thisis due mainly to Romania’s
desire tojoin CEFTA and further integrate its economy westward, not
only with Hungary but also Western Europe. To do this, Romania must
work harder to achieve the economic status vis-a-vis the west that Hun-
gary already has achieved. However, both countries are associate mem-
bers of the European Union (EU). As associate members, Romania and
Hungary are theoretically harmonizing their laws, including those regard-
ing customs and commercial taxation, with those of the EU. This implies
anatural convergence of Romanian and Hungarian laws which, ideally,
should foster and facilitate further economic cooperation and trade. 2

Both Romanian and Hungarian governments claim they want to help
and support bilateral economicrelations. In addition tonegotiations on the
FTA, the Romanian Ministry of Commerce announced that Romania and
Hungary would establish a joint committee for economic collaboration.
This committee’s goals include combating the shortage of investment capital
in Eastern Europe and improving the flow of technology. There will be
subcommittees for each major economic field that will explore possible
opportunities for collaboration. The different fields include tourism, trans-
port, industry and agriculture.%

Hungarian Foreign Investment in Romania

Trade carried out by foreign owned firms and joint ventures
operating in the respective countries is an important aspect of over-
all foreign trade, and a constructive building block in Eastern
Europe’s efforts to establish functioning market economies. Hav-
ing such concrete ties in two different countries promotes the de-
velopment of trade flows between the two countries.

Foreign investment in Romania is monitored through the Na-
tional Trade Office (NTO) and a network of 41 Chambers of Com-
merce, Industry and Agriculture (one for each county and one for
the municipality of Bucharest). Established in 1990, the NTO is re-
sponsible for tracking the activities of all domestic and foreign firms.
In Romania, foreign investors can either invest in a pre-existing firm
or collaborate with a Romanian partner, creating what is commonly
known as a “joint venture.” Alternately, a foreign investor can cre-
ate a new firm without a Romanian investor. This is a legal Roma-
nian entity but, confusingly, is also referred to by Romanian litera-
tureas ajoint venture or “foreign firm.” '
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In theory, the Romanian Law on Enterprises requires that every com-
pany register with its local Chamber of Commerce at inception, to apprise
the Chamber of modifications in the company’s structure or activities, and
to notify the Chamber if it ceases to function. The Chamber then passes
on the information to the NTO, which maintains a national database on all
the companies in the country. In reality, however, after the initial registra-
tion, many companies fail to notify their respective Chambers of Com-
merce of changes in their activities, especially when they goout of busi-
ness.2

The law regarding the NTO's function was implemented in De-
cember of 1990, and the NTO's statistical record begins in 1991. NTO
statistics reflect a record number of registrations in 1992 when ac-
tual enforcement of the 1990 law went into effect, forcing many al-
ready functioning companies to register after the fact. A second
peak occurred in 1994 when thousands of firms nationwide regis-
tered as joint ventures to take advantage of the tax breaks offered to
firms that have foreign investment. These incentives were included
in the original legislation on foreign investment and were available
only to firms registered before the end of 1994.7

At the end of 1995, there were 495,104 registered companies in
the country. Of these companies, 43,199 (8.75 per cent) included foreign
capital in one form oranother. The majority of these companies are in
Bucharest. There are 117,509 registered companies in Bucharest, of which
24,033 (20.5 per cent) are joint ventures and foreign firms. These firms
constitute 44.6 per cent of total foreign investment in Romania. Other
urban areas with significant foreign investment include Timis county, and
the cities of Constanta and Cluj.28

Tradeand mutual investmentamong the former members of the CMEA,
especially in Eastern Europe and the Balkans, when compared to the newly
independent republics of the former Soviet Union, is very low. This is
largely attributable to capital shortages, a widespread desire for most of
the countries to reorient their economies towards the relatively more wealthy
west, problems enforcing contracts, poor transportation links, and politi-
cal complications stemming from irredentism, war and lack of shared lan-
guages and cultures. At the end of 1995, East European investors ac-
counted for $39,058,710 (or 3 per cent) of foreign investment in Roma-
nia. There are 3,296 foreign investors (7 per cent) of East European origin
inRomania.®

Despite its low net value, Hungarian foreign direct investment (FDI) is
asmall but important and dynamic aspect of foreign investment in Roma-
nia. Hungarian FDI accounts for half of all former communist bloc in-
vestment in Romania. Between December 1990 and November 1995,
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Hungary was the I9th largest foreign investor in Romania with a total in-
vestment of $17,363,900 and 1813 firms.® As of April 1996, net Hungar-
ian foreign investment rose to $20,817,900 (1.4 per cent of all foreign
investment in Romania). At the same time, there were 1,889 firms with
Hungarian hard currency investments, accounting for 4.2 per cent of joint
ventures and foreign firms in Romania 3!

Hungarian investment s typically characterized by a small initial in-
vestment and small-sized companies. Fewer than 50 of Romanian-Hun-
garianjoint ventures in Romania have a capital worth of $50,000 or higher.
Thelargest Romanian-Hungarianjoint venture (including wholly Hungar-
ian firms) in the country is the newly opened “Banca de Credit Pater,”
based in Bucharest with a branch in Tirgu-Mures. The bank’s initial hard
currency capital investment was $4,455,990. The next two largestjoint
ventures include a domestic trading firm in Arad and a meat processing
factory in Harghita, worth $1,880,000 and $947,980 respectively.32

Table 4:
Romanian-Hungarian Joint Ventures in Selected Romanian
Counties

County Total # of % Hungarian -
Joint Ventures Romanian

Bistrita-Nasaud 176 14
Brasov 1,069 4
Cluj-Napoca 1,980 16
Covasna 191 57
Harghita 542 61
Mures 715 31
Salaj 107 21
Satu Mare 350 30
Sibiu 801 0.02

The majority of Romanian-Hungarian joint ventures are located
in Transylvania and other counties where there are significant eth-
nic Hungarian populations, particularly Harghita and Covasna, the
two counties in Romania where the ethnic majority is Hungarian.
There are over 6,000 joint ventures in Transylvania and western Ro-
mania.
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Table 5:
Romanian-Hungarian Joint Ventures by Sector

Base Sector Total # Base Sector Total #
of Firms of Firms
Agriculture 4 Foreign trade 5
Banking services 1 Infrastructure 1
Chem/Petrochemisty 2 Insurance services 0
Civil construction 3 Light industry 5
Domestic trade 17 Machine building 2
Electronics 3 Telecommunications 0
Electro-technics 2 Tourism 6
Extracting industry 0 Transportation service 6
Food industry 9 Wood processing 2

The Romanian Development Agency (RDA) registers all joint
ventures and foreign firms. Upon registration, it asks them to list
their “primary activity.” Firms additionally may list up to five dif-
ferent “base” economicactivities. Firms are not legally bound to operate
in their “primary activity” or even secondary activities, but theoretically
companies are tonotify the RDA when they change their type of activities.
The Romanian Ministry of Commerce estimates that 50 per cent of Roma-
nian-Hungarian joint ventures are involved in commerce. Otherjoint ven-
tures may be small factories involved in areas such as textiles, milk, shoes,
and small-scale chemicals manufacturing,

Cluj

As Romania embarked on its transition to a market economy,
the city of Cluj was well situated to become one of the leading eco-
nomic centers of the country. The historical capital of Transylvania,
Cluj is well known as a cosmopolitan, ethnically mixed university
town. With its highly educated work force and diversified indus-
trial base traditionally Cluj was a commercial center in the Habsburg era
and thecity continued to be economically important during the Commu-
nist period. Since 1990, Cluj has exploited its comparative advantage to
become one of Romania’s economic successes.

One of the city’s strengths is that its economy has always been
one of the most diversified in the country, helping it to weather the
post-Communist economic crisis that has hit Romania. The unem-
ployment rate in Cluj is consistently 2 per cent lower than that of
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the rest of the country. For example in June 1996, Cluj’s unemployment
rate was approximately per cent compared to 9.5 per cent nationwide.3
The main industries in thecity are non-metal minerals; metallurgy; food
processing; chemical and fiber processing; cellulose, paper and pulp; equip-
mentand machinery; shoes and leather; and furniture and wood prod-
ucts.?

In 1990, there were 260 companies in the city, all of them state-
owned. By the beginning of 1996, there were almost 23,000 registered
companies in Cluj, more than any county in Romania, other than the mu-
nicipality of Bucharest. Of these 23,000 companies, only 46 have partial
state capital while another 2,000 arejoint ventures and foreign firms. Most
of the companies are small and medium-sized companies focused on retail
trade. Recently, some of the more profitable private companies have ac-
cumulated enough capital to reinvest their profits in industry and manufac-
turing 3

Since the decentralization of Romania’s banking system, finance
and banking has played a major role in the city’s private sector de-
velopment. Two of Romania’s most important new private banks
are headquartered in Cluj: Transilvania Banca and Dacia Felix Bank. Es-
tablished in 1990, Dacia Felix grew so rapidly that by 1991 it was the
country’s largest bank. Clujhas also been home to the expanding mutual
fund and insurance markets. The banks and mutual funds have contrib-
uted significantly to Cluj's development, providing cash for new enter-
prises, capital and physical investments, and heightening the business cul-
ture of the city® Caritas, an astonishingly successful pyramid scheme
based in Cluj that started in 1992 is also responsible for a portion of the
private business development in the city. In its first year of operation,
Caritas was limited to Clujcitizens only, and they reaped the benefits of its
800 per cent return over three months. Many Romanians invested this
money in new businesses, renovation of buildings and consumer goods.
When Caritas collapsed dramatically in the fall of 1993, the city suffered a
short recession. In comparison, itis yet to be seen what impact the finan-
cial crises of 1996 and 1997 will have on Cluj, including the bankruptcy of
Dacia Felix Bank and devaluation of the leu.

Cluj has been one of the country’s beacons for attracting foreign in-
vestment. Germanshave been the largest investors in Cluj, due partially to
the fact that Germany is one of Romania’s traditional economic partners
and that many Romanian émigrés have settled in Germany. Statistically
Luxembourg appears to be a large investor, but this is a reflection on
Luxembourg’s status as a banking and tax haven and is allegedly being
used by certain Romanian businessmen to channel their investments into
Romania and particularly Cluj. All together, Germans and other investors,
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primarily from Italy, France, Hungary and Austria, have invested over $70
million in approximately 2,000 companies. To date, this investment has
been centered in retail trade, the food industry, textiles and clothing, and
tourism.

Approximately 20 per cent of the city’s population is ethnic Hungar-
ian, and like Satu Mare and Harghita, Cluj’'s Hungarians are well positioned
toformjoint ventures with Hungarian investors. Many Clj residents have
relatives who emigrated to Hungary, Germany or other countries before
and since therevolution. Asauniversity town, Clujhasa highly educated
and skilled work force that is relatively better connected internationally
than many other Romanian towns. Students, especially since 1990, have
had opportunities tostudy abroad, particularly in Hungary, and more for-
eigners have come to Cluj to study and teach. These academic connec-
tions have benefited the town economically since investors feel more com-
fortable investing in a city with which they are familiar and in which they
canidentify potential partners.

Table 6:
Foreign Investors in Cluj County (as of July 1995)

Country OriginA Original Capital Total# Avg.Investment

of Investor Investment ($US)of Firms per Firm
Austria $598, 423 102 $5,867
France $1,210,161 61 $19,839
Germany $14,639,569 280 $52,284
Hungary $1,069,479 298 $3,589
ltaly $12,973,500 250 $51,894
Luxembourg $36,656,100 14 $2,618,293
USA $589,978 69 $8,550
Others $2,752,855 868 $3,171
Total: $70,490,065 1,942 $36,298
Table 7:

Romanian-Hungarian Joint Ventures in Cluj (by Sector)

Sector Firms % of total firms
Commerce 158 54

Construction 12 4

Production 67 23

Service 57 19



As aresult, at the beginning of 1996, there were almost 300 Roma-
nian-Hungarianjoint ventures or Hungarian firms registered in Cluj, sec-
ond only to Harghita County in terms of number of firms with Hungarian
investment.42 Though there are many firms, as the data reflects, most
Romanian-Hungarian joint ventures are small, with an average value of
approximately $3,500, compared to the average of $50,000 for German
and Italian firms. Half of these firms are involved primarily in trade, while
another quarter are operating in the industrial sector, and the remaining in
miscellaneous services and construction.

Although Cluj is generally one of the best known and well respected
towns in the country, it has gained a degree of international notoriety due
toits anti-Hungarian mayor, Gheorge Funar. Elected in 1992 and re-elected
toanother four year term in June 1996, Funar is the leader of the national-
ist Party of Romanian National Unity whose stated goal is to make “Roma-
nians the master in their own house.”#3 After four years in office, Funar
hashad time to staff the city’s administrative bodies with his party mem-
bers and supporters. This potentially opens the door to discrimination by
municipal employees against business owners attempting to register their
firms or perform other bureaucratic tasks. However, only one interviewee
in Cluj—an Austrian-owned firm run by anethnic Hungarian from Roma-
nia and there are no Romanian citizens as partners — believed that his
company experienced problems registering because it was a foreign firm.
For the most part, Hungarian business owners in Clujacknowledged the
problemsbetween the Romanian and Hungarian communities and Funar’s
open hostility toethnic Hungarians, but they did not believe that their busi-
nesses suffered financially due to their ethnicity. In fact, one of Funar’s
most noticeable accomplishments as mayor is a downtown “renovation”
program in which thecity has encouraged renovation and painting of many
buildings in Cluj’s picturesque downtown as part of an effort to attract
foreign tourists and investors.

Satu Mare

Satu Mare is the capital city of Satu Mare county, which is lo-
cated in the northwest corner of Romania, bordering Hungary and
Ukraine. Its economy is based primarily on light manufacturing,
such as wood processing, furniture manufacturing and clothing.
While the rest of the Romanian economy essentially is centralized
around Bucharest, the great distance from Satu Mare to Bucharest
makes foreign trade and foreign direct investment (FDI) a key part
of the local economy. As the data reflects, Germany is the single
largest investor in Satu Mare. Italy, Hungary, Austria and Spain are
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also important foreign investors.

Although Satu Mare neighbors Ukraine, bilateral trade isnegligible for
nhumerous reasons: border difficulties; Ukraine’s weak economy; convert-
ibility issues; the lack of trade agreements between the two countries; lack
of contract enforcement in Ukraine; and lack of acommon language. The
combination of these barriers has precluded serious economic cooperation
since the demise of the CMEA in 1991.

Table 8:
Foreign Investors in Satu Mare (as of December 1995)

Country Origin Original Capital Total # Avg. Investment
of Investors Investment ($US) of Firms per Firm

Austria $222,737 23 $13,921
Germany $5,624,223 104 $54,079
Hungary $641,658 103 $7,682
Italy $791,284 36 $21,980
Spain $266,327 n/a n/a
Others n/a 84 n/a
Total: n/a 350 n/a

In contrast to the poor economic relations with Ukraine, Roma-
nian-Hungarian bilateral trade and Hungarian investment in Satu
Mare (both city and county) has been an integral part of Satu Mare’s
economic development since 1990. Hungary is the third largest net
foreign investor in the county, and there are approximately the same
number of Romanian-Hungarian firms as there are Romanian-Ger-
man firms. Over half of these firms engage in commerce and im-
port-export of retail goods and foodstuffs. Investments in produc-
tion and manufacturing are concentrated primarily in light manu-
facturing of wood products, furniture, textiles and clothing.

Table 9:

Romanian-Hungarian Joint Ventures in Satu Mare (by Sector)
Sector Firms % of total firms
Commerce 57 55

Import-Export 15 14

Production 17 16

Service 15 14



As of April 1996, there were 104 Romanian-Hungarian joint ventures
in the county of Satu Mare. Examples of investments include:#5
— Unio Taurus SRL, established in 1994, works with rubber and tire
production. It is ajoint venture between the Romanian company Unioand
the Hungarian tire company Tauras. The initial capital investment in 1994
was over 147 million lei, of which Tauras contributed $67,000.
—  Bere Kanisza SRL,abeer importing firm with a Romanian-wide distri-
bution network. In the late winter of 1996, the firm became embroiled in
ascandal for not reporting its profits.
— Egly Romania SA, established in 1994, is a commercial trade and
retail firm. $10,000 of the original capital investment came from the
Hungarian investor.

Many factors have contributed to a positive foreign investment
environment for Hungarian investors in Satu Mare and the indig-
enous Hungarians of the region. First of all, the Hungarian com-
munity of Satu Mare has extensive familial and collegial relations
with émigrés who left for Hungary (and Germany) before 1989.
Emigrés comprise a major portion of foreign investors who have
invested in Romania since 1990. Second, the majority of Hungar-
ians in Satu Mare worked in the industrial and manufacturing sec-
tor before the revolution and have experience in all fields related to
running a small factory. Another factor is that many small but es-
tablished Hungarian companies have been interested in expanding
east into the infrastructure building sector.

Miercurea-Ciuc

Miercurea-Ciuc is the county seat of Harghita, one of the two
counties in Romania with a majority of Hungarian citizens. Out of
a total county population of 363,000, approximately 85 per cent are
ethnic Hungarian while 15 per cent are ethnic Romanian. At the
end of 1995, 7,500 companies were registered in Harghita county, of
which 542 were joint ventures and foreign owned firms.? Of these
enterprises, 336 are Romanian-Hungarian joint ventures or Hun-
garian owned firms, more than any other county in the country.48
By spring of 1996, the total number of joint ventures rose to 576
with Hungarian foreign investment accounting for 76 per cent all
of foreign investment in Harghita.4?

Like other Romanian cities with large Hungarian populations
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most, though not all, joint ventures and Hungarian owned firms estab-
lished in Miercurea-Ciuc and Harghita county are the result of family con-
nections. Itis estimated that two thirds of the population of Miercurea-
Ciuc have relatives in Hungary. Other contributing factors to support the
joint ventures include shared language, and access to information about
Romania’sbusiness climate and laws. -

Table 10:
Foreign Investors in Harghita (as of May 31, 1996)

Country Origin  Foreign Cap.  Total No. Avg. Investment

of Investor Investment($) of Firms per Firm
Hungary $4,188,987 336 $12,467
Germany $1,814,233 60 $30,237
ltaly $330,127 14 $23,581
Canada $2,479,718 12 $206,643
Austria $424,004 42 $10,095
USA $1,426,144 20 $71,307
Others $7,499,114 92 $81,512
Total: $18,162,327 576 $31,532

One example of how access to information and facilitation of a
shared language can benefit foreign investment is a joint venture in
Miercurea-Ciuc involved in performing surveys of agricultural land.
The Hungarian partner owns a similar company in Hungary which has
been profitable due to the high demand for such surveys during the agri-
cultural decollectivization process in Hungary. The owner knew that the
decollectivization and agricultural privatization process was not yet com-
plete in Romania. He advertised in a Romanian newspaper for a partner
with theappropriate technical knowledge to form ajoint venturesimilar to
his company in Hungary. A firm in Miercurea-Ciuc was already perform-
ingsuchaserviceand was about to take a bank loan to purchase modem
equipment. Rather than take the loan, the company formed ajoint venture
with the Hungarian investor. This benefited the Romanian partners (all
ethnic Hungarians) because they avoided the high interest rate loan (ap-
proximately 55 per cent) and gained access to the knowledge and experi-
ence of the Hungarian partner.

In contrast to other cities and counties where foreign invest-
ment is focused in the commerce and consumer goods retail sector,
over half the FDI in Harghita is concentrated in production. Wood
production and wood furniture for export is an important aspect of
thelocal economy and a profitable industry for foreign investment. The
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third largest Romanian-Hungarian joint venture in the country is located in
Harghita. Itis a prepared meat factory that was established by a Hungar-
ian who emigrated to Denmark over fifteen years ago and has since built
an international food and meat processing business. The initial capital
investment in the factory was nearly $1,000,000 and it employs almost
1001ocal residents and additional half dozen seasonal laborers from Hun-

gary.

Table 11:

Joint Ventures in Harghita by Sector (as of May 1996)
Sector Firms % of total firms
Commerce 136 24
Construction 8 0.01
Import/Export 27 0.05
Production 330 57
Services 75 0.05

The Viability of Romanian-Hungarian Joint Ventures in Romania

Notsurprisingly, Hungarian investment in Romania boomed in the first
few years after the revolution and then tapered off in 1995. In 1995 total
foreign investment and Hungarian investment in particular dropped pre-
cipitously. For example, in Satu Mare a total of 150 new joint ventures (29
of which were Romanian-Hungarian joint ventures) registered in 1994 in
comparison to 25 new companies which registered in 1995 (including
three Romanian-Hungarian firms).

This drop can be explained by two changes in Romania’s Foreign
Investment Law. First, as of 1 January 1995, the investment floor for
foreigners rose from $100 to $10,000. When the minimum capital invest-
ment inajoint venture by a foreigner was $100, it did not pose a challenge
topotential small investors from less affluent countries such as Hungary.
As the data reflects, Hungarian investment soared after the revolution and
continued to rise steadily through 1994. In the final two weeks of Decem-
ber 1994, prospective entrepreneurs of all ethnic groups and nationalities
flooded Chamber of Commerce offices and municipal courts throughout
the country to register new joint ventures.

Second, as the capital investment floor rose, most incentives and
tax breaks offered to foreign investors and domestic businessmen
were simultaneously discontinued at the beginning of 1995. Prior to 1995,
domestic firms received a corporate (profit) tax holiday starting immedi-
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ately upon registering the company and according to the following sched-
ule: commerce, half a year; services, one year;and production, five years.
In contrast, foreign firms and joint ventures received corporate (profit)
taxholidays starting from the first registered activity — which could months
or years after the date of registration— and according toa more generous
schedule: commerce, two years; services, three years; and production,
five years. With such incentives, many firms registered far in advance of
theanticipated start of activity. Some registered simply to have the option
tostarta firm at an undetermined date and exploit the tax holiday. Itis
estimated that 10-20 per cent of the companies registered before 1995 in
Satu Mare never began functioning. In fact, it is possible to buy astill
non-functioning registered joint venture through advertisements in the news-
paperand beeligible to benefit from the tax holiday2 Now, however, only
foreign investors investing $50 million or more and which adhere to local
content rules and other restrictions, continue to receive financial incen-
tives in the form of tax breaks and investment by small to medium foreign
investors is down compared to the 1990-1994 period.=

Although there are no substantiating statistics, one could speculate
thatit was perhaps easier for Romanian-Hungarian joint ventures to take
advantage of the opportunity to register anon-functioning firm than it was
for investors from other countries. Many Romanian-Hungarian “busi-
ness” relationships stem from family or collegial relationships, such as
between two work or university colleagues, one of whom had left Roma-
nia before 1989. The relatively informal nature of such a relationship
would make it easier for a firm to register without serious intent to do
businessin the immediate future. In contrast, a business relationship with
an individual or firm from another country such as France would be a
traditional “standard” business relationship based upon a concrete busi-
ness plan and business contract. For this reason, Romanian-Hungarian
firms would have participated toa greaterextent in the “rush” toregister in
December 1994 compared tojoint ventures from other countries and this
would partially account for the large drop off in Romanian-Hungarianjoint
ventures following 1994.

For example, one ethnic Hungarian businessman in Cluj owns
two firms that perform exactly the same tasks. The original com-
pany was established in 1993 and it proved to be profitable. The
second one was established in December 1994 solely to take advan-
tage of the tax break offered to joint ventures. The Hungarian in-
vestor immigrated to Hungary from Romania in 1988 and is a friend
of the Romanian partner from their university days. The Hungar-
ian partner isa partner in name only: he has contributed no capital or effort
toeither business. Essentially the Hungarian was approached by his col-
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league in Romania to be a “silent partner” so that the company could re-
ceive the profit tax break offered tojoint ventures, notjust once, but twice.

While Hungarian investors may benefit from informal ties with Roma-
nians, they also face particular challenges that do not affect other foreign
investors. Many obstacles exist that have hindered even more vibrant
Romanian-Hungarian economic cooperation. Some of these obstacles stem
from the nature of economics in the region, others are the result of spe-
cific legislation, and yet others are the result of social forces in Romania.

First of all, like Romania Hungary is undergoing an economic trans-
formation. Althoughithasatwenty year “head start” over Romania in the
transition from a socialist economy to a market type economy, its economy
nonetheless experienced a severe recession in the early 1990s and contin-
ues tosuffer from major structural and financial problems. Entrepreneurs
in the growing private sector and potential foreign investors were, and to
some extent, continue to be constrained by a shortage of capital, limited
access to credit, and a relative lack of free market experience.

However, while Hungary’s economy appears to be on the road to re-
covery, Romania’s revised foreign investment laws could be considered
anobstacle to continued Hungarian investment. Despite the relative strength
of the Hungarian economy, the majority of Hungarian investors in Roma-
nia aresmall firms involved in commerce and retail, a sector that tradition-
ally does not require large initial capital investments. Taking intoaccount
the devaluation of the leu, 70 per cent of the joint ventures in Satu Mare
between 1991 and the end of 1994 had an initial capital investment of less
than $10,000. While nearly two thirds of the investments in 1994 were
over $10,000, the $10,000 minimum investment is a still significant barrier
to many potential Hungarian investors.

Table 12:
Initial Hungarian Investment per Firm in Satu Mare,
in Foreign Currency by Year (1991-1995)

Year <$1,000 $1,000- $10,000- Over Total
$10,000 $20,000 $20,000 Firms

1991 5 8 2 2 17
1992 19 0 0 0 30
1993 17 0 0 0 25
1994 0 0 16 0 29
1995 0 0 2 1 3

Second, some Hungarian companies are not interested in being the
final beneficiary of Romanian products nor paying market prices for Ro-
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manian goods. Instead, they actas the middleman and re-export Roma-
nian products to other European countries. For example, the Hungarian
consumer market can notafford Romanian wood furniture, but Hungarian
firms are eager to export it to Western Europe whereit is a popular com-
modity. Since the Hungarian middleman is ina position of relative strength
compared to the Romanian manufacturer, the Romanian does not receive
the best possible price and may try to export the good directly or export
through another country that could give him a better price.

Another obstruction to trade is that the Romanian government
in August 1995 to protect the Romanian domestic market imposed
anew customs schedule on foodstuffs. Tariffs on Hungarian wheat
rose 138 per cent and Hungarian beer by 248 per cent, effectively
shutting off Romanian imports of many Hungarian products.5s
Overall, there is a considerable Romanian-Hungarian trade deficit,
which puts the Romanian economy in a disadvantaged position
vis-a-vis the Hungarian economy.

Despite the common ethnicity, language and socialist experi-
ence, there is a cultural and economic gulf between the Hungarians
of Hungary and those of Romania. These problems extend to the
ethnic Romanian business community. Although Hungary was a
member of the CMEA and officially a socialist country until 1990, it
embarked on economic liberalization and market reforms in 1968.
As a result, Hungary’s business community is better established
and more experienced than its counterpart in Romania. Both ethnic
Hungarians and Romanians in Romania are conscious of this divi-
sion between the two countries and perceive the Hungarians to have
more business savvy and be more aggressive in the market place.
The ethnic Hungarian business community in Romania is aware
that its brethren in Hungary are not trading with it as an act of “good-
will,” but are in pursuit of profit.

In fact, some Hungarians in Romania are wary of engaging in
business with Hungarian firms. It is generally known in Romania
that Romanian companies and business skills are not well respected
in Hungary or other countries in Europe (especially Germany), and
they are easy victims for economic abuse. For example, Hungarian
firms occasionally do not respect their contracts with Romanian
firms and do not pay what is owed. Although this practice is illegal
and contrary to good business ethics, Romanian firms rarely can
afford to take up the matter ina Hungarian court. They are required to hire
aHungarian lawyer, and itis generally not worthwhile financially to pursue
their case.% Additionally, many Romanian firms, especially inindustry
and energy, are in arrears and have failed to pay foreign suppliers.¥” For
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this reason, Hungarian firms may require Romanian firms to pay for deliv-
ery up front out of fear that the Romanians will not make good on their
contracts. Romanian firms perceive this as a sign of distrust. It is diffi-
cult to gauge how widespread these practices are, how many companies
they have affected to date, and to what degree mutual suspicion is justi-
fied. Most interviewees in this project referred to this mutual distrust yet
did notseem deterred by the harsh business practices of the Hungarians.

For the ethnic Hungarian community in Romania, and in particular
Satu Mare since it is near the border, Hungarian foreign investment posed
agood economic opportunity, but overall has not played a very important
role in the post-Communisteconomiclife of Hungarians in Romania. Many
indigenous Hungarians have simply focused their efforts on developments
within the community and on making their own personal situations better.
The Satu Mare Chamber of Commerce has engaged in cultivating trade
relations with counties in Hungary, focussing its efforts on the neighbor-
ingcounty of Nyiregyhaza. Binational activities include trade symposiums
and trade missions. In general, however, the Chamber of Commerce is
moreinvolved inworking with institutions and courting Hungarian foreign
investors than insupporting individual firms or supporting indigenous Hun-
garian entrepreneurship.®

Despite the opportunities available in the liberalized economic
climate since 1989, and particularly through foreign investment, the
Hungarian business community in Romania has faced problems
domestically, which have affected its economic success, especially
in the first few years after the revolution. In 1992, a prominent eth-
nic Hungarian businessman and member of the Satu Mare City
Council compiled statistics on Hungarians in the private sector in
Satu Mare. The results showed that while Hungarians comprised
40 per cent of the population in the city of Satu Mare and 37 per
cent of the population of the county, they comprised only 30 per
cent of the owners of private firms and contributed only 20 per cent
of the social capital in the private sector. Thus, their representation
in the private sector did not match their representation in the popu-
lation.>?

One of the primary problems for Hungarian entrepreneurs, in-
digenous Hungarians or investors from Hungary, is that going into
the post-revolutionary era they lacked good connections to the centralized
state institutions that controlled (and, in some sectors, still control) distri-
bution and transportation of goods. In Satu Mare, approximately 90 per
cent of former major factory managers were ethnic Romanians and 10 per
cent were Hungarians. Most managers retained their jobs after the revolu-
tion and are now in positions of power in the economy. Hungarians are
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notproportionally represented in Satu Mare and this affects their ability to
“compete” in the imperfect market endemic to economies in transition,
This situation essentially creates “glass walls” for companies competing
for work in sectors in which state firms or former state firms are impor-
tant players. Some Hungarians claim that the recently privatized state
companies and remainingstate firms actively engagein preferential trading
practices with ethnic Romanian firms, forcing Hungarian companies to
employ an ethnic Romanian to “network” and land contracts.

Forexample, one Hungarian sanitation and gascompany in Satu Mare
consists of two companies, one company is staffed wholly by ethnic Hun-
garians and the other has a staff that is half ethnic Hungarian, half ethnic
Romanian. The owner insists that to work in the gas sector, a company
needs agreements and contracts with the centralized gasinstitutions that
canbe obtained only with the “right connections,” that isethnic Romanian
connections. While arguably this might not be a manifestation of current
discrimination, it is a legacy of the discrimination practiced by the central-
ized Communist government. Thus, the Hungarians who were discrimi-
nated against in the past now lack the necessary connections they need to
compete “equally” in the post-Communist economy.

The fact that Hungarians are now being elected to the demo-
- cratically elected bodies in areas with larger Hungarian populations,
the city councils of Satu Mare and Miercurea-Ciuc, for example,
has not significantly affected the situation of Hungarian entrepre-
neurs. Even if an elected body is controlled by Hungarians, the
majority of the administrative staff of the governmental organs in-
volved in commercial activities, such as the Chamber of Commerce,
remains predominantly ethnic Romanian. Some Hungarians argue
that it is more difficult for young Hungarians to get jobs in these
institutions and allege that Hungarians were fired before their eth-
nic Romanian colleagues in the layoffs that followed the start of
Romania’s market reforms in 1990. Also, it is still rare for ethnic
Hungarians to receive high profile political appointments. There is
not a single ethnic Hungarian director of a Chamber of Commerce
or acounty prefect in the country, even in the counties of Harghita and
Covasna, where Hungarians are the majority.

It is unknown, however, how much the political and adminis-
trative systems have affected or could affect Hungarian businesses
or potential foreign investors. The laws for registration are time
consuming but clear, and it does not appear that the process of registering
abusiness lends itself to obstructionism on the basis of ethnic discrimina..
tion or xenophobia. Since almost all firms hire lawyers to register the
firms at the local city hall, the opportunity for interface between “the sys-
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tem” and the individual entrepreneur is minimized and may help reduce
discrimination. Nevertheless, there have been isolated cases of discrimi-
nation against ethnic Hungarian businessmen, particularly in Cluj, where
the fervently nationalist mayor has been in power since 1992 and ethnic
tensions are heightened.

Finally, political thetoric surrounding Romania’s Privatization Law
adversely affected Hungarian entrepreneurs. Some nationalist politicians
scared peopleaway from investing in Hungarian companies or companies
in predominantly Hungarian areas of the country. For example, at one
Satu Mare firm with a large number of ethnic Hungarian workers, the
workers planned to bid on the 40 per cent shares available through the
“managed employee buy-out” process (MEBO), one of Romania’s meth-
ods for privatizing state-owned companies. A local Romanian nationalist
politician tumed the company’s privatization into a political issue by ac-
cusing the buyers of being representatives of the country’s Hungarian eth-
nically based political party, the Hungarian Democratic Federation of Ro-
mania. He successfully urged local ethnic Romanians to outbid the em-
ployees. Other nationalist politicians assert that Hungary is trying to “buy
back” Transylvania and that the nation must be “on guard” against the
Hungarians’ tactics. An article in the daily newspaper Mesagerul
Transilvania, for example, chronicles alleged hardships the travesties of
ethnic Romanians living in the predominantly Hungarian counties of Harghita
and Covasna, and states that “...the process of magyarization...overalong
time...brought true ethnic and cultural genocide of the Romanians.... from
innocent mixed marriages to constriction of the economic order, politics
and even physically.”€0

Conclusion

Considering the complex factors affecting Romanian-Hungar-
ian relations, increased economic cooperation can possibly help relations
between the two ethnic communities, within Romania and between the
two countries. But at least under the Iliescu government, growing eco-
nomic cooperation did not have a major impact on social and political
relations. There is some degree of economic discrimination against Hun-
garian entrepreneurs, both indigenous ethnic Hungarians from Romania
and foreign investors from neighboring Hungary. For the most part, dis-
crimination against Hungarians manifests itself at the individual and collec-
tive level rather than at the company level. That is, individuals face subtle
discrimination for being Hungarian in the large mixed firms and state com-
panies, creating the glass walls and ceilings phenomena. At the political
level, Hungarian entrepreneursand investors are used as campaign fodder
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— sometimes successfully, sometimes not — for Romanian nationalists
playing on Hungary’s irredentist ties to Transylvania. Meanwhile, at the
inter-firm level (trade between companies), discrimination is less of an
issue; money talks and political differences only contribute to economic
loss for both sides. Few entrepreneurs can afford to discriminate in the
post-revolution economy.

In conclusion, it does not appear that institutionalized ethnic discrimi-
nation has been a constraining factor in Hungarian investment in Romania,
or has significantly stifled the development of the ethnic Hungarian entre-
preneurial community in Romania. In fact, Hungarians in Romania and
ethnic Romanians can benefit a great deal from the relative wealth, finan-
cially and in terms of experience that Hungarian investors can offer Through
the shared language, family and friends, Hungarians in Romania have a
unique opportunity tosecure investment capital and support from a related
community outside the country. However, from 1990 through 1996, the
Romanian government was indifferent to the potential force of Hungarian
foreign investment. This indifference, and isolated cases of discrimination
against Hungarian businesses and businessmen, either from Hungary or of
Romanian citizenship, was a small but recognized constraint to the dy-
namicand growing Romanian-Hungarian economic cooperation in the half
dozen years following the Romanian revolution.
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