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Abstract

This paper provides new evidence on progress in transition and the ‘readiness’ of enterprises for
accession to the EU using a detailed survey administered to approximately 200 manufacturing firms in
each of Poland, Romania and Spain. A major innovation is the use of a market economy and member
country of the EU — Spain — as a benchmark against which to measure progress in transition. The paper
finds that new private firms (firms established as private ab initio) in both Poland and Romania are
growing the fastest, but on measures of integration and investment, it is Polish ab initio private firms and
privatised firms that look most similar to the Spanish. Polish state-owned firms, and Romanian state-
owned, privatised and (to a lesser extent) ab initio private firms, more often lag behind. With respect to
compliance with EU directives, Poland tends to lag behind Spain but lie significantly ahead of Romania.
Levels of awareness of and compliance with directives did not vary with ownership type amongst the east
European firms. Progress in transition at the country level seems to be consistent with improvements in
compliance with the major components of the acquis.
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INTRODUCTION

This paper provides new evidence on the ‘readiness of enterprises from two contrasting pre-
accession countries for accesson to the EU. A detailed survey was administered to approximeately
200 firms in the manufacturing sector in each of Poland and Romania in the summer of 1998. In
order to provide a benchmark from a large EU member country with a relaively low per capita
GDP, 200 firms in Spain were dso surveyed. The requirements for accession are the following: (i)
the existence of a market economy, (ii) the capacity to take over and implement the acquis and (jii)
the capacity to withstand competitive pressures. An enterprise-level survey can provide information
on some aspects of these accession requirements. The objective of the survey was to answer three
questions:

0] How far have both privatised and state-owned firms moved in the direction of the generd
characterigtics of firms in a market economy? How closdly do new private firms — those
established &b initio — resemble those in a market economy?

(i) How well do enterprises currently meet a set of key adminigtrative requirements for
accession (aspects of the acquis)? We sought to discover the extent of existing compliance,
the estimated codts associated with attaining current compliance levels and plans for
improving compliance.

(i) How do the performance and characteristics of enterprises compare with those of firmsin an
EU member state? There is no direct measure of the ‘ability of enterprises to withstand
competitive pressures . But we can look at the reationship between performance and the
obsarvable characterigtics of corporate governance and competitive environment in the
accesson countries and compare them with the benchmark country.

At the outset of trangtion, the east European countries were characterised by: a pattern of trade
dominated by sales within the former-CMEA areg; the dominance of state ownership and absence of
both private and foreign ownership; the absence of product market competition as a determinant of
resource dlocation, x-efficiency and enterprise survivd; and the virtud absence of amdl and
medium-szed firms. The enterprisesin the region produced products of poor qudity using equipment
that was frequently technologicaly obsolete and that did not meet modern environmenta standards.
Overmanning was aso rife. Mgor changes dong dl these dimensions toward convergence with the
characteristics of market economies have been recorded over the course of trandtion. Many
enterprise-level surveys have been conducted over the past seven or eight years with the objective of
describing the pattern of change and identifying the proximate causes of changes in performance. A
problem with these surveys has been the absence of a direct benchmark by which convergence
towards a market economy can be assessed. Therefore we have included an EU comparator
country in this sudy both as a contribution to the transtion debate and to provide new information
for the accession debate.

The trangtion literature suggests that market-oriented adjustment was characteristic of firms of al
ownership types in the first phase of ‘reactive’ or ‘cost-oriented’ restructuring in the presence of the
opening of competition in product markets and the withdrawa of ex post financia support to loss-
making firms. Theoretical condderations suggested that ‘degp’ or ‘Srategic’ restructuring would



require profit-orientation most likely delivered by private ownership with effective corporate
governance. Some empirical evidence has emerged to support this contention.*

The rapidity with which firms in eastern Europe reoriented their sdes from former CMEA to
European Union markets has been one of the most remarkable features of the trangtion. One
indicator of how well integrated east European firms are in the European market is the degree of
amilarity between the exporting activity of east European firms and their EU counterparts. Are they
amilarly export-oriented, do they perceive smilar levels of import competition, is the qudity profile
of export as compared with domestic sdes smilar to that of EU firms? This entails a comparison
between Spanish firms and those in Poland and Romania. To the extent that differences persg, it is
interesting to know whether they are related to standard trangtion indicators. The trangtion literature
suggests that &b initio firms will perform much like firms in market economies, while state-owned
enterprises will continue to perform poorly across a wide range of indicators. An important indicator
of progressin trangtion is the extent to which former state-owned firms, now privatised, also display
the characterigtics of market economy private firms.

It is dso possble that country differences will overwhelm such effects. Poland entered the trangtion
a a higher leve of deveopment than did Romania, had a pre-existing &b initio private sector in
manufacturing, began the trangtion earlier, emerged from the ‘trangtion-recesson’ &fter the eapse of
fewer trangtion years and has experienced many more years of growth than has been the case for
Romania. Such country differences would be expected to be reflected in performance and
integration.

A magor objective of the European Single Market programme (‘1992 Programme’) was to create a
borderless market within the EU in the sense that the conditions of ‘export’ sades from an EU
member to another would be indistinguishable from sales within the home country. By including Spain
in the survey, it is possible to establish an EU-benchmark for the ‘gap’ between firms exporting to
the EU and those confined to the home market. Are Spanish firms that only sdll in the domestic
market very different from those that export to the EU? As the single market becomes a redity, one
would expect such differences to diminish. Given that the Polish and Romanian firms do not belong
to this ‘sngle market’, we could form the hypothess that there will be more substantia differences
between those firms oriented to sdling into the EU market and those selling a home within each of
the east European countries. The conditions of competition, for example, might well be different. If it
were the case that the characteristics of firmsin the trangtion economies that were salling successfully
in the EU market were indigtinguishable from those of firms sdling only a home, one would be less
concerned about the capability of the latter to survive under Sngle market conditions.

Readiness for accession includes compliance with specific EU directives and regulations. The survey
ingrument was designed to uncover the extent of compliance of firms in Poland and Romania— and
adso in Spain. The directives addressed were those reating to working time, equa pay, safety and
hedth a work, emissons monitoring and product certification. We were interested in uncovering
whether compliance levels in these different spheres in the east European countries were a legacy
from the communist period or were related to trandtion indicators such as privetisation and
integration with the EU through exporting or foreign ownership. An effort was made to ascertain the
cost of adjustment — if any — that had been needed to achieve compliance, the kinds of costs

' Seg, eg., EBRD, Transition Report 1997, for an extended survey and discussion.



incurred (eg. fixed investment, training) and the extent to which assistance had been provided by
government or foreign partnersin attaining compliance.

In the firgt section of the paper, a brief summary of the survey design and sample sdlection criteriais
provided. Section 2 turns to the results of the survey and in particular to the question of the structura
and performance characteristics of enterprises in the three countries. The objectives of this section
are to find out the extent to which there are differences between the enterprises in the trangtion
countries and Spain, between the two trangtion countries, and what those differences are. For
example, do Polish and Romanian firms look more like each other or more like Spanish ones in
terms of their output and employment growth, or in terms of their ownership structure — state-owned,
privatised, or &b initio private? Are firms in the trangtion economies rather smilar in terms of their
exporting activities or are there country or ownership differences? We organise the analyss of
gmilarities and differences by looking in turn at performance, internationa integration, governance
structure and competitive environment. Section 3 addresses the compliance issues. It begins by
describing the levels of compliance achieved in each of the three countries, explores the possibility
that there might be directives for which compliance is ‘legacy-based’ rather than ‘trangtion-based
and invedtigates the link between the different trangtion indicators and compliance. In Section 4,
attention is focused on what can be learned from this survey about the determinants of ‘readiness for
accesson and the perceptions of firms about how accesson might affect them. We present a
comparison between the benefits and costs expected by the firms in pre-accession countries from
membership of the EU with the retrospective evauation of benefits and costs by the Spanish firms.
Section 5 concludes with a summary of the mgor findings from the survey highlighting both expected
and puzzling results.



1. SURVEY DESIGN

The survey covered 645 manufacturing firms in total: 215 from Spain, 223 from Poland and 207
from Romania. Firmsin each country were selected randomly? but within certain restrictions:

Manufacturing firms were selected from the following sectors only: mechanicd engineering and
transport, wood products and furniture, food processing, clothing and footwear, chemicas
products, and dectrica machinery. Furthermore, firms from the following sectors were explicitly
excluded: building and condruction materias, manufecture of basc metds, shipbuilding;
newspapers and other printing. There were no sectord quotas; firms were selected randomly
from the pool of alowable manufacturing sectors.

Firms were sdected from two locations in each country: Madrid and Barcdona in Spain,
Warsaw and Katowice in Poland, Bucharest and Brasov in Romania

In each country, the Sze didribution of firms was to be divided into three comparably-sized
groups smdl firms employing 50-150 people, medium-sized firms, employing 150 to 500
people; and large firms, employing 500 to 5,000 people. Firms employing fewer than 50 persons
or more than 5,000 were excluded from the survey.

In Poland and Romania only, the ownership digtribution of the firms included in the survey wasto
be divided into three groups. mgority or 100 per cent state-owned firms; privatised (previoudy
gate-owned) firms; and ab initio private firms. The smdl firm category in each of these countries
was to be divided between ab initio firms (gpproximately 50 per cent) and privatised or state-
owned firms (gpproximately 50 per cent). The medium-szed firm category was to be divided as
with smdl firms. The large firm category was to be divided roughly equaly between privatised
firms and state-owned firms.

This lagt feeture of the sampling Strategy was motivated in large part by the limited numbers of firms
to be surveyed in each country. To take two examples, without such dratification the Polish “smdl
firm” group would have been likdy to be composed mostly of ab initio private firms, reflecting the
grong growth of this sector in Poland in the trangtion period; and the “large firm” group in Romania
would have been likely to be composed mostly of state-owned firms, reflecting the dow pace of
privatisation there. Ab initio firms were excluded a priori from the “large’ category because of the
small numbers of such firms in both the Polish and Romanian economies. We note here that export
activity was not a criteria for sdection, and hence the observed didtribution of export activity is
driven by the characteristics of the population of firms and not by the sampling procedure.

The survey was conducted by the company MEMRB in June-September 1998. The main survey
was preceded by a pilot survey of 20-odd firms in each country in March-April, after which
revisons to the survey questionnaire were made in light of the pilot results. Information was collected
by interview, typicaly with one or more members of the top management of the firm.

Table Al in the Annex presents the basic descriptive data for the firms surveyed. The table aso
presents average and median employment by ownership category — State, privatised, &b initio — for
each country. As one would expect, both a priori and from the sampling design, there is a clear
correation between ownership and sze state-owned firms tend to be the largest, followed by

 From the databases maintained by the Satigtica offices in the cases of Poland and Romania, and
from alarge commercid database in the case of Spain.



privetised firms, with new private firms the smallest. For this reason, when we test Satisticaly the
observed differences across ownership categories, we attempt to control for size (see the Annex for
further detalls). Thisisto try to avoid, for example, confusing the characteristics of ab initio firms that
are the result of their smaler Sze with those that are genuinely related to their ownership satus.



