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Economic structures in south-eastern Europe and
Turkey: a view from the metalworking industry

Introduction

This study is an academic accompaniment to the EU project Strengthening the social
dialogue in south-eastern Europe through CSR instruments. DGB Bildungswerk, the
European Metalworkers’ Federation (EMF) and the Office of Co-operation Ruhr Uni-
versity Bochum/Industrial Metal Union (GAS) participated in this project; the latter
took over responsibility for the accompanying research effort. The project ran over
the course of one year (June 2006 — July 2007).!

The objective of the study was, on the one hand, an improvement in the informa-
tion basis with respect to economic development in the countries of south-eastern Eu-
rope: Bulgaria; Romania; Croatia; Macedonia;? and Turkey (the focus of this particu-
lar article). On the other hand, the objective was an analysis of industrial relations in
these same countries (to which a later article to be carried in the SEER will turn). Spe-
cial attention was focused on the situation and structures in the metalworking indus-
try.

In a cross-sectional analysis between the countries surveyed, however, it was nec-
essary to observe respective national framework conditions. Therefore, at the begin-
ning of the second section, the differences in size and performance of the economies
surveyed here, as well as the partly strongly varying labour-market situations, are fea-
tured which, besides the diverging cultural, social and political framework conditions,
have an influence on the different national systems of industrial relations.

Subsequently, a comparison of the economic structures of the countries surveyed
is considered in greater depth. After a short evaluation of the countries on the basis of
the development of central economic indicators compared to the EU, the economic
engagement of foreign companies based on their direct investments is examined. In-
vestment behaviour is broken down from the national economic level via manufactur-
ing industry right down to constituent metalworking industries. Finally, an evaluation
of selected locational factors concerning the metalworking industry, like the develop-
ment of employment, wages and unit labour costs, is carried out.

For this accompanying study, statistics and literature of diverse national, Euro-
pean and other international institutes and organisations were consulted (among oth-
ers, ILO, Eurofound, SEER). The data in section 2 is primarily based on an evaluation
of secondary data from EUROSTAT, UNCTAD and the Vienna Institute for Interna-

1 This study was produced with the support of the European Commission. It is reproduced
here by kind permission of the authors and the European Metalworkers™ Federation
(EMF). At http://www.emf-fem.org/projects, two more detailed analyses of the economic
structures, as well as the industrial relations in the countries surveyed with appendices,
are available as a download. In addition, all presentations of the project workshops can be
downloaded with contents and graphics.

2 For the purposes of this text, the former Yugoslav Republic of Macedonia is referred to as
Macedonia.
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tional Economic Studies (wiiw), as well as data from national statistical offices of the
countries surveyed.?

Comparison of the economic structures of the countries surveyed
Following the largest expansion of the European Union to date in 2004, the two
south-east European countries Bulgaria and Romania were also admitted to the EU on
1%t January 2007. At present, the EU consists of 27 member states. Croatia, Macedo-
nia and Turkey, meanwhile, also have the official status of admission candidates so
that the admission of these three countries to the EU is being negotiated. The diversity
of these five countries surveyed (cf. Chart 1) becomes clear below on the basis of the
selected economic and social indicators.

Figure 1 — Map of Europe highlighting the countries surveyed

O

!

Source: Own chart

Table 1 indicates that the five nation states in the south-eastern European region
are extremely different national economies, with total populations ranging between
about two million and 72 million inhabitants. Gross Domestic Product in south-east-
ern European countries, measured against GDP per capita in 2005 purchasing power

3 At this point, attention should be drawn to the gaps which appear in this study too due to
the non-uniform data situation for the countries surveyed, the partly nationally or institu-
tionally varying classifications and the problem of the comparability of the data.
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standards, was still considerably below the average for the EU 25. Thus, the prosper-
ity standard of Romania, Bulgaria and Turkey is approximately one-third of the EU
25 average;* Croatia, with approximately half the GDP per capita of the EU 25, has
the highest prosperity standard in a comparison of the countries surveyed while Mac-
edonia, with approximately one-quarter of the EU 25 average, has the lowest.

On the basis of the sectoral breakdown of GDP in 2006 in south-eastern European
countries, the countries surveyed can be characterised as ‘service economies’ in so far
as almost two-thirds of GDP is produced in the service sector. With approximately 6-
12%, the respective share of the agricultural sector is very marked in comparison with
the industry and service sectors in all the south-eastern European countries surveyed.
In particular, in this sector there is a large adjustment volume. With respect to the la-
bour market, this statement concerning the service economy can be underlined by the
share of people employed in the service sector in the countries of Bulgaria, Croatia
and Macedonia being more than one-half, whereas in Romania and Turkey, in con-
trast, around one-third of employed people are still involved in agriculture.

Table 1 — Economic power and the labour market in 2006 in the countries sur-
veyed

Bulgaria | Croatia Mace- | Romania | Turkey EU 25
donia
GDP (€ bn) 25.1 342 5.0 97.1 318.6 11435.6
(total)
Share of GDP:
Agriculture 9 6 11 8 12b
Industry 31 27 26 31 27
Services 60 67 63 61 61D
GDP per capita (€) 3300 7700 2 400 4500 4400 24 600
GDP per capita in 32.1 48.8 254 347 30.7 100
PPS (%)
Population (million) 7.72 4.44 2.04 21.61 72.52 463.52
(total)
Employed persons 3.11 1.59 0.55Y 9.29 22.35 201.56
(million) (total)
Share of employed
(%)"

4 In order to highlight the difference between the countries surveyed in terms of their previ-
ous economic development compared to the EU, the average development of the so-
called EU 25 states is quoted. Thus, in the following with respect to all figures for the EU,
the two new EU states of Romania and Bulgaria are not included in the EU average.
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Bulgaria | Croatia Mace- | Romania | Turkey EU 25
donia
Agriculture 10 16 17 32 34
Industry 33 30 33 31 23
Services 57 54 50 37 43
Employment rate 58.6 55.6 33.8D 58.8 459 64.7%
(%)
Unemployment rate 9.0 11.1 359 7.3 8.4 79
(%)
1) 2005
2) provisional value

Source: EUROSTAT; WIIW; NSI; CROSTAT; SSO; NIS; TURKSTAT; bfai;
KILM, acc. to Sengenberger, 2006; own chart

Labour market structures also show considerable differences between the coun-
tries mentioned and the EU. For example, the employment rate varied in the countries
surveyed in 2006 between 33.8% (Macedonia) and 58.8% (Romania) and was thus
considerably below the average employment rate of the EU 25 of 64.7%. The unem-
ployment rates of the countries of Bulgaria (9%), Croatia (11.1%) and Turkey (8.4%)
in 2006 were still above the average figure for the EU 25 (7.9%), although Romania’s
unemployment rate of 7.3% was clearly below that figure. Macedonia stands out in
comparison with the other four countries under comparison with a high rate of unem-
ployment of 35.9% in 2006 — around four times the EU average.

Table 1 also underlines that only a relatively small share of employed people in
south-eastern European countries and Turkey are subject to the standards and prac-
tices of industrial relations, i.e. the majority of terms and conditions of employment
are not collectively regulated. Based on the example of Turkey, these difficulties be-
come particularly clear. Of what is in any case a low number of 22m employed peo-
ple, only five million employees are in employment which is subject to social insur-
ance (22.7%), i.e. the vast majority of employment relations in Turkey
(approximately 77.3%) is to be found in the informal sector or in agriculture.

Economic indicators of the countries in comparison

Gross Domestic Product per capita

Gross Domestic Product per capita (GDP per capita) in Romania, Bulgaria and Tur-
key has almost doubled in the course of the last five years. This indicates fast eco-
nomic growth and an increased standard of prosperity in these three countries. In
comparison between the three countries, the level of prosperity in Turkey has, since
2001, always been higher than in Romania and Bulgaria. Since 2003, a steadily grow-
ing prosperity gap has been developing between Romania and Bulgaria in favour of
the former. In 2006, the level of prosperity in Turkey was considerably higher than
that in Bulgaria, whereas a reduction in the prosperity difference between Turkey and
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Romania has been registered compared with the previous four years. Macedonia has
the lowest economic development level among the five countries whereas, in compar-
ison with the other south-eastern European countries, Croatia registers the highest
level of prosperity.

Figure 2 — GDP per capita in the countries surveyed at exchange rate parities
(2001-2005)
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Source: WIIW; national statistical offices; own chart
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Figure 3 — GDP per capita in Purchasing Power Standards compared to EU 25
(2005)
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Source: EUROSTAT; own chart

Inflation rate

In general, the trend in the inflation rate in Romania, Bulgaria and Turkey has shown
a significantly declining trend since 1998, i.e. prices are developing in principle in fa-
vour of the consumer. On an overall comparison with the EU 25, however, the infla-
tion rate for 2005 in Bulgaria was still twice as high (4.4%), and in both Romania and
Turkey it was around four times higher (8.8% and 8.4%), than the EU average (2.2%).
The fulfilment of the EU convergence criteria with respect to price trends could prove
to be difficult against this background.’ For Bulgaria, however, it must be said that,
on the database for 1999 and 2003, with inflation rates of 0.7% and 2.3% respec-
tively, the country at least at times has been able to observe the criteria for price sta-
bility. In a comparison of the trends, the development of the inflation rate in Romania
has been characterised by a continuous decline from a very high level of almost 60%
as far as 8.8% in 2005, while in Bulgaria the price trend has described a more volatile
course and, as a result, no comparatively steady trend can be established. The trend in
the inflation rate in Turkey, like that in Romania, is characterised by a considerable
decline from almost 85% in 1998 to 8.4% in 2005 and, since 2004, has been below the
inflation rate of Romania.

5 At this point, it should be noted that the Maastricht convergence criteria do not represent
conditions for admission to the EU. In its Article 121, the Treaty of the foundation of the
European Union contains four convergence criteria which EU members must fulfil if they
wish to join the third stage of European Monetary Union.
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Figure 4 — Inflation rate in the countries surveyed compared to the EU 25
(1998-2005)
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Source: EUROSTAT; EBRD; Bank Austria; FIT; DeSTATIS; own chart

With respect to the fulfilment of the EU convergence criteria, the countries of
Macedonia and Croatia were able to meet the criterion on price stability. In this con-
nection, for Croatia on the database for 2004, an inflation rate was registered which
almost corresponded to the level of inflation in the EU. This approach to the inflation
rate for the EU average also applies to 2002, 2003 and 2005 as regards Macedonia
which, in 1999 (-1.1%) and 2004 (-0.4%) even registered deflation. Following an ini-
tial hyperinflation for consumer goods in 1992 and 1993, the currency has remained
stable in Macedonia, with inflation declining to below two per cent since 1997 al-
though it did increase slightly as a consequence of negative world economic develop-
ments, regional instability and the armed conflict in 2001. For the Bulgarian national
economy, it must be taken into account that the country had already experienced hy-
perinflation in the course of the financial collapse of the banking sector at the begin-
ning of 1997 but, thanks to the reform programme developed by the International
Monetary Fund and the World Bank, it was able to achieve the stabilisation of the
price level.

Unemployment rate

The trend in the rate of unemployment is declining in the two countries of Romania
and Bulgaria. In particular, Bulgaria registered a dramatic decline between 1999 and
2006, from 18.1% (2000) to 9% (2006), thereby managing to halve the rate of unem-
ployment. The rate of unemployment in Bulgaria had otherwise always been above
the corresponding long-term EU average of approximately 9% throughout the period
under review, from 1999 to 2005. The rate of unemployment in Romania is also
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showing a declining trend. After 2001, the rate of unemployment here has even been
consistently below the average of the EU. In comparison with the positive trend in the
rate of unemployment in Romania, a contrary trend is registered in Turkey. The rate
of unemployment in Turkey corresponded to the EU average of 8.4% in 2001, and
was below the EU average between 1998 and 2001, but, between 2002 and 2006, it
rose to a level above that of the EU average.® Among the five countries surveyed,
Macedonia is especially characterised by an extremely strained labour market. The
rate of unemployment in Macedonia was regularly over 30% between 1998 and 2006
and, in 2006, it reached a level of 35.9%. Thus, among the five countries surveyed,
Macedonia has the most dramatic trends in terms of unemployment. The number of
unemployed persons is probably lower, however, due to the informal economy, ac-
cording to expert estimates, producing around 40% of national economic perform-
ance.

Figure 5 — Unemployment rate in the countries surveyed compared to the EU 25
(1998-2005)
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Source: EUROSTAT; national statistics offices; own chart

Current account balance

All five countries surveyed show negative current account balances between 2002
and 2006. This negative current account balance shows that, in value terms, the coun-
tries have more imports than exports. This becomes particularly obvious in compari-
son with the positive current account balance of Germany, as a typical exporting

6 In this connection, the relatively low employment rate of 45.9% in 2003, as well as the
high share of employees in the shadow economy, should be noted.
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country. The negative trend in the current account balance of Romania and Turkey
has been accelerating since 2003, which is directly associated with increased FDI in-
flows (cf. FDI development).” This development clearly applies to Turkey and under-
lines that Turkey, in particular, is of increasing international significance for direct in-
vestment. The share of the Turkish current account balance deficit in GDP? in 2006
was 7.9% and indicates that, for Turkey in comparison with Bulgaria, whose current
account deficit in the same year reached the critical level of 16.7% of GDP, fewer dif-
ficulties must be faced in financing the deficit against the background of the high
level of the economy. The deficit in the current account balance of Croatia, at 7.6% of
GDP in 2006, is on a similar scale to that of Turkey. Macedonia had an almost stable
current account balance between 2001 and 2006, so the share of the current account
deficit in GDP is relatively marginal (0.37% in 2006). A result of the considerable
growth in imports in 2006 is that the trade deficit in Romania has expanded and is
causing a deterioration in the country’s current account balance to a critical 10.3% of
GDP. The financing of the current account deficit in Romania is, however, as in Tur-
key, safeguarded by strong FDI inflows and high transfers of money from Romanians
working abroad.

7  The current account balance contains several partial balances. A negative current account
balance means that more transactions (goods, services, incomes, transfers, etc.) are flow-
ing from foreign countries into the country. Foreign direct investment is part of the bal-
ance of income arising from employment and assets so it can be assumed that, with rela-
tively constant partial balances, they are making a contribution to the negative current
account balance.

8 cf. in the following explanations on the relationship between current account balance and
GDP, the Federal Agency for Foreign Trade (bfai).
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Figure 6 — Current account balance in the countries surveyed (2001-2006)
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Foreign direct investments (FDI) in south-eastern European countries

Comparison of the total FDI among south-eastern European countries

In a comparison of FDI between the countries surveyed during the 1996 to 2005 pe-
riod, Turkey generally records the largest FDI inflows (over € 20bn), followed by Ro-
mania (approximately € 20bn). Well behind these two countries follow Bulgaria (ap-
proximately € 11.5bn) and Croatia (€ 10.9bn) in the middle of the comparison table
while Macedonia, with approximately € 1.2bn, once again ranks far behind the two
countries in the middle.
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Figure 7 — FDI inflows (total) in the countries surveyed (1996-2005)

8000
1 I
7000 T /
T I
6000 T I’
T IR —s=—Bulgaria
x 5000 7 I - +- Romania
@ 4000 T y I’ —e- Croatia
E 1 S —x- Macedonia
3000 | .
I N —x=Turkey
2000 | \ N
T \\%/\ °
1000 | - N~
07: ul T T T \..*_-\-*-\-_‘--I—x
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
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The development of FDI inflows into the countries of Turkey and Romania is also
reflected in the respective trends in their current account balance. A significant in-
crease in FDI inflows has been registered since 2003 for these two countries; Roma-
nia, in particular, is thereby registering an over-proportionate increase. A different
picture is provided by an examination of per capita FDI inflows in 2005: taking into
account the size of population, Turkey does not take up a leading position in terms of
FDI inflow but, rather, is in second to last place ahead only of Macedonia. Looked at
from this point of view, Croatia, however, moves up into top place in this comparison.
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Figure 8 — FDI inflows per capita in the countries surveyed (2005)
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With respect to stocks of FDI, in particular, the share of the respective GDP of the
countries surveyed is of relevance. Within the context of such an examination, the dif-
ferences between the countries surveyed are less marked than when looking at abso-
lute levels of FDI stocks. Consequently, the comparatively small country of Macedo-
nia displayed in 2005 a far larger share of FDI in GDP (34.5%) than did Romania
(25.4%) which, in absolute terms, has the highest stock of FDI of the countries sur-
veyed (excluding Turkey). Up to 2005, a far larger stock of FDI has accumulated in
Croatia than in Bulgaria.
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Figure 9 — FDI stocks (total) in the countries surveyed (excluding Turkey)
(1996-2005)
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Figure 10 — Share of FDI stocks in GDP in the countries surveyed (excluding
Turkey) (2005)
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Comparison of FDI between metalworking sectors

a. FDI shares in manufacturing industry and in the metalworking industry

The share of FDI taken by manufacturing industry, as a percentage of the total stock
of FDI, amounted only to about 17% for Bulgaria in 2004. This means that FDI
flowed predominantly into the service sector (especially the banking sector, property,
tourism) as well as into the industrial areas of the energy suppliers (e.g. EVN Electric-
ity, EON, Shell, OTE Mobile, CEZ Electricity). The share of FDI taken by manufac-
turing industry in Croatia, however, accounted for approximately one-third, and in
Romania almost one-half, of total FDI inflows. In Turkey, this share amounted to
around one-quarter of total FDI inflows.

The shares of FDI taken by the metalworking industry (NACE dj - dm)® within
manufacturing in Bulgaria (11.5%) and Croatia (9.9%) are relatively small. In Mace-
donia, this share is 37.3% while in Turkey it is 31.3%. The metalworking industry in
Bulgaria and Croatia therefore hardly plays a role for foreign investors. In contrast,
the significance of the metalworking industry in Romania for foreign investors is
much greater, as more than one-half of FDI in manufacturing flows into the metal-
working industry (51.6%).

Figure 11 — Share of FDI inflows in the metalworking industries of the countries
surveyed (2004) (manufacturing industry = 100)
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9 NACE sector dj: “‘manufacture of basic metals and fabricated metal products’; dk: ‘manu-
facture of machinery and equipment n.e.c.’; dl: ‘manufacture of electrical and optical
equipment’; dm: ‘manufacture of transport equipment’.
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b. Comparison within the metalworking industry (FDI stocks)

Within the metalworking industry in 2003, the largest FDI shares in the ‘manufacture
of basic metals and fabricated metal products’ sector (NACE: dj) were in Romania
(48.5%), Bulgaria (67.1%) and, particularly, in Macedonia (94.6%). In this connec-
tion, particular mention must be made of the ‘monopoly position’ of the dj sector in
Macedonia, which has been characterised since 1997 by the takeover and post-privati-
sation of the larger metal and steel companies (e.g. Duferco/Makstil, Glencore/Feni-
mak, Balkan Steel). This also applies in a similar way to Bulgaria. Here, FDI is char-
acterised by larger companies from the field of ‘mechanical engineering’ (e.g. SKF
Bearings in Sofia, Palfinger Produktionstechnik in Tscherven Bryag). In Romania,
the ‘manufacture of transport equipment’ (dm; approximately 23%) sector is of fur-
ther great importance for foreign investors whereas in Bulgaria this applies to the
‘manufacture of electrical and optical equipment’ (dl; approx. 30%) sector, in which
foreign investors are particularly noticeable in ‘electronics and electrical engineering’
(e.g. Liebherr Hausgerite in Radinovo, Festo Production in Sofia, ABB Avangard in
Sevlievo). In Croatia, in contrast, the ‘manufacture of basic metals and fabricated
metal products’ sector plays only a subordinate role, with approximately 15%, while
the ‘manufacture of electrical and optical equipment’ sector has an essential signifi-
cance for foreign investors such that almost three-quarters of foreign direct invest-
ment within the metalworking industry flow into this sector. Unlike Bulgaria, Roma-
nia and Macedonia, no foreign direct investments were registered in 2003 in the
‘manufacture of transport equipment’ sector in Croatia. On the other hand, this sector
plays a considerable role for foreign investment behaviour in Turkey, with a high FDI
share. Within the metalworking industry in Turkey, almost three-quarters of FDI in
the same year was registered in the transport equipment sector. In particular, the auto-
mobile and automobile supply industry, which is principally concentrated in the west
of Turkey (e.g. Istanbul and Bursa), is of great importance. Investors in this sector in-
clude, among others, companies like Fiat, Renault, Toyota and Hyundai.
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Figure 12 — Share of FDI inventory in the metalworking industries in the coun-
tries surveyed (2003) (metalworking industry = 100)
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Selected location factors in the metalworking industries of the countries
surveyed

Development of employment

In Bulgaria and Macedonia, approximately one-quarter of employed people in manu-
facturing industry work in the metalworking industry; in Romania and Croatia, it is
almost one-third. The sector ‘manufacture of basic metal and fabricated metal prod-
ucts’, therefore, has most employees within the metalworking industry.
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Figure 13 — Employment structure in the countries surveyed (excluding Turkey)
(2005) (manufacturing industry = 100)
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The trend in the numbers of people employed has been declining continuously
since 1996 in Romania and Bulgaria. In this connection, the sectors with the largest
numbers of people employed (dj: ‘manufacture of basic metals and fabricated metal
products’ and dk: ‘manufacture of machinery and equipment n.e.c.’) have also re-
corded the largest falls. The ‘manufacture of machinery and equipment n.e.c.” sector
(dk) has also experienced a drastic decline of numbers employed in Romania. Here,
the number of people employed has fallen by more than one-half within the last ten
years as a result of the privatisation of government-owned companies.!©

In comparison with Romania and Bulgaria, the development of employment in
Croatia in the sectors of ‘manufacture of basic metals and fabricated metal products’
and ‘manufacture of electrical and optical equipment’ (dj and dl) is more stable. The
number of people employed in the Croatian ‘manufacture of machinery and equip-
ment n.e.c.” sector (dk) rose by approximately 2 000 to almost 22 000 between 1997
and 2005, whereas the number of employees in the ‘manufacture of transport equip-
ment’ (dm) sector fell from 15 000 to 12 000. With respect to the numbers employed
in Macedonia, the sectors of ‘manufacture of basic metals and fabricated metal prod-

10 The new EU states of Romania and Bulgaria are transformation countries which are char-
acterised by a process of structural change. Against a background of privatisation, the
question arises as to the extent to which new jobs will be created in other areas as a result
of restructuring.
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ucts’ and ‘manufacture of electrical and optical equipment’, as well as ‘manufacture
of transport equipment’, show slightly declining trends while the numbers employed
in ‘manufacture of machinery and equipment n.e.c.” remained relatively constant be-
tween 2000 and 2005.

Figure 14 — Development of the numbers employed in the metalworking indus-
tries in Bulgaria and Romania (1996-2005)
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Development of wage incomes

Compared to Bulgaria, Romania generally had higher average gross wages in the in-
dustry between 1996 and 2005, as well as minimum wages. In terms of the develop-
ment of wages in manufacturing, both countries recorded almost a doubling of wage
levels over this period, although Romania has registered a considerably greater in-
crease than Bulgaria since 2003. However, on an absolute comparison it is evident
that wages in manufacturing industry in Romania are equivalent to only 10% of the
wage levels of western EU member states. Within manufacturing, wages in the metal-
working industry have increased the most strongly and, in absolute terms, these are
higher than wage levels in manufacturing.

The wage level in Croatian manufacturing is around four times higher than the
two new EU states, while the statutory minimum wage in 2005 was around three
times higher. In Croatia, the ‘manufacture of electrical and optical equipment’ (dl)
sector recorded the highest wage levels within the metalworking industry (€ 1 056 in
2005), while the sector with the most employees (‘manufacture of basic metals and
fabricated metal products’) had the lowest wages (€ 627 in 2005).

In Macedonia, the wage level in industry varied between € 270 and € 285 in the
period from 2002 to 2005. Here, unlike all the other countries surveyed, there is no le-
gal minimum wage. In the metalworking industry between 2003 and 2005, the lowest
wage levels were to be found in the ‘manufacture of transport equipment’ sector (be-
tween € 301.70 and € 306.40). The ‘manufacture of basic metals and fabricated metal
products’ sector registered the highest average monthly gross wage in the metalwork-
ing industry in 2005, at about € 350.

The statutory gross minimum wage in Turkey has more than doubled in the last
five years (it was € 139 in 2001 and € 332 in 2006). The average gross wage in indus-
try as a whole (€ 478.3 in 2001) in Turkey was already three times the legal minimum
wage in 2001. The situation was similar for the average wage in the ‘manufacture of
machinery and equipment’ sector (€ 517), while the average gross wage in the auto-
mobile and automobile supply industry amounted to almost five times the legal mini-
mum wage.
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Figure 15 — Monthly gross average wage in manufacturing industry in the coun-
tries surveyed (2000-2005)
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Development of labour productivity and unit labour costs

Figure 16 indicates that labour productivity has increased significantly in the coun-
tries surveyed, with the exception of Turkey, across all industrial sectors within the
last few years. Concerning the areas of the metalworking industry which are of inter-
est here, the development of labour productivity in Bulgaria is marked by a steady up-
ward trend. In contrast, development in Romania in most sectors (dk, dl, dm), except
that of ‘manufacture of basic metals and fabricated metal products’ (dj), has been rel-
atively constant or, in some cases, is stagnating. In both countries, the above-average
level of labour productivity in the dj industrial sector is clear. This sector also contrib-
utes significantly to the overall increase in labour productivity within the metalwork-
ing industry in the two countries. Unlike in Romania and Bulgaria, the development
of labour productivity is more volatile in Croatia. The ‘manufacture of basic metal
production and processing’ and ‘manufacture of machinery and equipment n.e.c.” (dj
and dk) sectors show an increasing trend, while labour productivity in the ‘manufac-
ture of electrical and optical equipment’ and ‘manufacture of transport equipment’ (dl
and dm) sectors declined between 1997 and 2005. In Turkey, the automotive and au-
tomobile supply industries are becoming increasingly important with increased labour
productivity.'! In comparison with Turkey and Romania, against the background of
stagnating productivity trends and relatively high average wages, the metalworking

11 cf. also DGB Bildungswerk/IG Metall executive board/joint working group RUB/IGM
(publ.) (2005) Country profile: Turkey and the report of the Ankara Embassy on economic
development in Turkey.
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industries in Croatia and Macedonia are less attractive particularly for foreign inves-
tors.

Figure 16 — Development of labour productivity per employee in the surveyed
countries (excluding Macedonia) (EU 25 = 100)
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The trend in unit labour costs could be established only for the two EU states of
Bulgaria and Romania. The trend in unit labour costs in Bulgaria between 2001 and
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2004, and in Romania between 2000 and 2004, remained relatively constant or in-
creased only minimally. In the area of manufacturing, the figures are additionally rel-
atively low, being less than 10% of the EU average. The development level of unit la-
bour costs in the metalworking industry of both countries is, however, higher than the
average in manufacturing. Occasionally, this trend in the two EU states, in particular,
indicates that increased wages in the metalworking industry could largely be compen-
sated for by the increase in labour productivity. The relatively low labour costs in
these countries still represent a clear competitive advantage compared to those of the
EU 25.

Figure 17 — Unit labour costs in the metalworking industries of Bulgaria and
Romania
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Conclusion and outlook

In an initial conclusion, it must be said that the economic level of all the south-east
European countries surveyed is well below the EU average. Among the five surveyed
countries, Turkey has the highest investment growth and, looked at in absolute terms,
was able to book the largest inflow of foreign direct investment between 2001 and
2005 following the crisis. Based on GDP per capita, Croatia registered proportionally
the highest economic level while Macedonia has the lowest. Among all five countries,
FDI inflow comes mainly from the larger west European states. The predominant
share of FDI for Bulgaria and Croatia flows into the service sector (especially banks
and insurance companies), whereas almost half the FDI inflow in Romania is regis-
tered within manufacturing.'? For foreign investors, the metalworking industry in Ro-
mania plays a considerably more important role than in Bulgaria, Croatia, Macedonia
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and Turkey. More than half the foreign direct investment in manufacturing is re-
corded by the Romanian metalworking industry. Within metalworking, the largest
shares of FDI in Bulgaria, Romania and Macedonia flow into the ‘manufacture of ba-
sic metals and fabricated metal products’ sector, while in Croatia it is the ‘manufac-
ture of electrical and optical equipment’ sector that is dominant. Against the back-
ground of the high share of direct investment within the metalworking industry, the
‘manufacture of transport equipment’ represents an important sector in Turkey.

The important investment activities are based on location factors. In this connec-
tion, the low levels of corporate taxes and the low average wages in the metalworking
industry in Romania, as well as the reduction in corporate tax implemented in 2006 in
Turkey, are among the particular location advantages seen from the point of view of
investors. Within the context of the high inflow of FDI and the above-average labour
productivity in the metalworking industry (especially in the dj: ‘manufacture of basic
metals and fabricated metal products’ sector), Romania out of all the surveyed coun-
tries has the most competitive metalworking industry.

Thus, in conclusion, it can be stated that the metalworking industry has a special
economic role to play — already today in Romania as well as in Turkey in future. In
particular, the metalworking sectors ‘manufacture of basic metals and fabricated
metal products’ in Romania and ‘manufacture of transport equipment’ in Turkey reg-
ister the greatest increases and will become even more important in the future within
the context of the European market as regards the investment activity of multinational
companies.
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