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I. Introduction

The unprecedented fast technological development has founded the age of the world-
economical globalisation. Its essence is that worldwide economical processes gain ground. In
that, transnational corporations and the flow of fast expanding cross border elements, in
particular capital, play a key role. Transnational corporations (TNCs) and their business
politics become the principal of the international specialization. Corporations, which are
running business in many countries or even worldwide, expand though their investments the
radius of the home economies. To judge the achievement, the world-economical role of a
certain country, one needs to consider the foreign direct investments, i.e. the broadening
foreign activities of the corporations of a country.

In my research | investigated a traditional geographical matter, in particular the world-
economical role of Germany. The approach however, represents a new direction with the
focus being on the above described processes. My researches seek the answer to what the
transformation of the world economy means for the largest economy of the European Union. |
analysed the regional characteristics and the motives of the expansions of German companies.
An interesting question of the research is how these geographical (“outer space”) processes
affect the transformation of German companies: the number and functions of the subsidiaries,
the company governance, and in a wider sense the whole German management-modell (“inner
space”)

The weight of the foreign direct investment (FDI) within the foreign relationships of
Germany has undoubtedly increased since the 1980s. The ratio of FDI to the GDP did not
reach 5% in 1980, while in 2007 already exceeded 37%. In the last three decades, except for a
few years, the expansion of the FDI volume exceeded that of the exports, especially from the
second half of the 90’s. These values refer to that due to the globalisation, the export
orientation of the German companies transforms, giving an increasing importance to the new

forms and higher levels of internationalisation. At the mid-90’s, statements of company
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leaders suggest similar processes: invoking the words of Bernd Pischet, board leader of
BMW: , the time of exclusive export activities are over®”.

The research of this topic can be explained by numerous factors. The slow expansion
of the German economy as well as the high level of unemployment explains the investigation
of the corporate expansion from Germany’s perspective. As Margit Racz, the research
director of the Institute for World Economics of the Hungarian Academy of Sciences said:
“In Germany, the deficit is too high because the growth of the GDP has been for a long time
too small, and that is why the incomes from the taxes are not enough to cover the
expenditures. This is mainly in connection with the fact that Germany invests year-by-year

more money abroad than what inflows to the country.”®

From the strong reaction of the
German politics is enough just to mention the statement of Gerhard Schroder, the ex-
chancellor of Germany, who accused of being unpatriotic German companies investing
abroad. “It’s time to finish discussing about the relocation of production to foreign countries
and German companies should decide to invest in Germany.”*

In our region, just like in Hungary, where Germany is the leading foreign direct
investor, the knowledge of the geographical organisation of the companies, as well as its
transformation and in close relationship with that, the knowledge of the investment motives,

may be well determinant in keeping investments and attract further ones.

I1. Research objectives, methodology

The basis of my research were those results (primarily Henzler 1992, Hinterhuber
1993, and Nunnenkamp 1998), which suggested that compared to their U.S. competitors, the
organisation of German companies in the early 90’s was less international, mainly
concentrated only on Europe. At that time, chemical corporations played a leading role in the
internationalisation. On the contrary, especially in the automotive industry, the domestic
markets dominated, while, except for some cases, foreign premises were only part of the sales
channel.

My aim is to present the industrial and geographical consequences of the German

corporate expansion. My investigations basically cover four aspects:
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A.) How do the focus areas of the German corporate expansion change geographically
and over time?

B.) What motives stand behind the corporate expansion?

C.) Which industries lead this process?

D.) How the German corporate structure and governance is changed due to the
internalisation?

The expansion of German corporations was analyzed based on the data (FDI, sales,
number of employees and subsidiaries) from 1979 and 2007°, published by the Deutsche
Bundesbank. The statistics expound the foreign activities of the German companies in a
regional, country-wide and industry split. In the course of the analysis various statistical
methods have been used (e.g. Hoover-index, Gini-Hirschmanns concentration index, , gravity
centre analysis, etc.), while the investigation of the level of the expansion (in this case the
primary source of data were the FDI statistics published by the UNCTAD) is based on
comparison. The exploration of the factors impacting the investments were based on the
findings of the relevant literature (Dicken 2003; Dunning 2002, 2000, 1996; Jost and
Nunnenkamp 2003, 2002; Krugman 2003; Markausen and Venables 1995; Nunnenkamp
2002; Wezel 2003; Wortmann 2002) as well as —on the questionnaire survey of the German
Industry Chamber among the German companies (DIHK 2004 and 2009). These are
combined with own calculations (Pearson’s correlation), that seek a relationship between the

German capital volume and the factors impacting it.
I11. Research results
The answers to each of the questions mentioned above about the spatial organisation

of German companies can be summarized as follows:

A.) The geographical characteristics of the German corporate expansion

The statistical data shows a continuous German expansion: Worldwide, between 1979
and 2007 the number of German subsidiaries and employees grew 3 times, while their sales
grew 13 times. However, the largest growth rate is represented by the FDI outward stock
volume: during the investigated period it grew 24 times, approaching 880 billion Euros by

2007. The most dynamic increase can be seen from the second half of the 1990s.
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During this period, two factors had the most impact on the expansion of the German
corporations. On one hand the horizontal expansion and the vertical intensification of the
European integration, while on the other hand, especially from the 1990s, the economical
processes on worldwide level, i.e. the globalisation. The several periods of the German
corporate expansion can be split alongside the coactions of these two factors with different
strengths over time.

On the score of the change of the above mentioned 4 indicators, I’ve calculated a
complex index to identify the change of the importance of host countries and regions over
time. (Countries with ranking in the first quarter are Primary host countries, ranking in the

second quarter are Secondary host countries, and so on.)

1: 1980-1985: At the beginning of the capital and technology intensive phase of the world-
economy, the goal of the German companies was to secure the markets of the developed
countries. In line with that, the U.S., Japan, Australia and the European (not only those in the
Union) countries were the major focus areas.

2. In the period between 1985 and 1990 integration processes got unequivocally into the
foreground. This period was primarily dedicated to the expansion in the large European
countries (GB, France, Spain and Italy).

3.) 1990-2000 (first phase of the Eastern expansion): The decade brought a turn in the
dynamics as well as the geographical characteristics of the corporate expansion. A
conspicuous sign of this is that the earlier European orientation of the German corporate
network decreased while parallel to that, the increase of the global processes lead to a
revaluation of new areas. The fast expansion of the presence of German companies in some
ex-socialist countries is significant (mainly in the Visegrad-countries and in Russia) As a
result of all these, Germany is among the top investors in Central and Eastern Europe.

4.) 2000-2005: The first post millennium years are inevitably dominated by further Eastern
expansion (second phase of the Eastern expansion). Within Europe, Eastern European and
Baltic states become more and more important, while the same development in Asia resulted
in a fast expansion in the first and second group of the newly industrialised countries.

5.) 2005-2007: Expansion in CEE and in the “BRIC-countries”: In the last years the most
important host countries of German companies expansion are besides some Central-Eastern-
European countries such us Czech Republic (rank 1), Romania (rank 3) Hungary (rank 7),
Poland (rank 8), and the fast growing emerging markets: Brazil (rank 4!), India (rank 6),

China (rank 12) and Russia (rank 14). An interesting change of the geographical expansion is



the loss of their position as leading attractors of German companies of the former most
important host countries, USA and Japan.

All in all, the vertical intensification of the European integration had smaller impact in
the phases of the German corporate expansion. The geographical expansion of the European
Union played a more important role in the changing of the corporate networks. It is
represented initially by the growing European (EU14) dominance and later in the revaluation
of the joining and pre-joining countries in the 90’s. At the same time, global economic
processes become dominant, resulting in a dynamic expansion of German capacities on more
and more markets. The outcome of these trends is that the German corporate network
(measured by sales, number of employees or number of companies, all data on country-level)
shows a smaller concentration. On the result of the concentration- indexes (calculated with the
USA and without the USA) can be followed also the changing role of the U.S. expansion: up
to 2002 German companies expanded fast in the USA, which lead to a growth of the
concentration of the German corporate networks, mainly measured by FDI (on 2002, more
than 40% of German FDI outward stock was concentrated in the U.S. market.) In the last
years, when the expansion has different host-countries, the share of the U.S. market and
parallel to these also the concentration-indexes began to fall (on 2007, only 22% of German
FDI outward stock was concentrated in the U.S. market.) Less concentrated is the number of
the companies and employees worldwide, which could be due to the fact that on the “new
revaluated” countries the labor-force is an important investment-attracting factor. (Figure .1)

Figure 1.: The concentration of German corporate activity

(Gini-Hirschmann index)

With USA 1980 1990 1995 2000 2002 2007
FDI 28,4 30,7 29,2 39,8 40,1 29,2
Employes 30,7 28,4 25,3 24,1 23,9 22,0
Sales 33,4 31,3 30,1 30,7 35,3 26,1
Number of companies 23,3 21,3 23,4 25,6 23,3 21,9
Without USA 1980 1990 1995 2000 2002 2007
FDI 23,4 25,6 25,0 24,6 25,0 24,5
Employes 27,8 25,2 21,4 20,2 20,0 19,7
Sales 28,0 28,2 26,9 21,3 26,5 22,2
Number of companies 25,8 25,3 22,9 20,2 21,0 19,4

Source: Own calculations, based on date from Deutsche Bundesbank



The above described tendencies seems to be similar to the international characteristics
of the investments: The highest share of the direct investments is concentrated in the
developed countries, while in the developing regions the emerging markets are the most
important host countries. But the degree of these processes can be quite different. This leads
us to the question: In which countries is/was the German expansion stronger than the
expansion of other nations? It means how did change over time the relative position of

German companies? To answer this question I’ve used the following ratio:

The share of ,,a” country in the German investment / the share of ,,a” country in the

worldwide investments.

Making the calculations for 1980 and for 2007 4 groups of countries can be
composed:

1.) ,,Traditional host countries”

2.) ,,Newly revalued host countries”

3.) ,,Host countries with decreasing importance”

4.) ,,Peripheral countries”

The relative position of Germany as an investor more or less complies with the
traditional picture of the economical fields of forces: from the emerging regions, Central and
Eastern Europe unequivocally represents a revalued focus area, despite of Latin America, the
importance of which — as a region belonging to fields of the U.S. — decreases from Germany’s
perspective (see Figure 2). However, the German corporate expansion on the Asian markets

(NIC countries and China) rather represents the impact of the global processes.



Figure 2.: The change of the relative position of German investments
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B.) Key factors impacting the German investments

Investment motives change over time and vary geographically: different investment
types dominate according to the competitive advantages of the different regions, with the
importance of the different types changing over time as well. Among these factors, the market
as an investment factor has a significant importance. The characteristics of the above can be
summarised as follows.

It is not easy to find a connection between the direct investments and its determinants
on country-level-data. Among the determinants of the German FDI outward stock most of

the researchers underline the role of the market (size, perspective of the growth), of the trade



(tariffs and the bilateral trade-relations), of the low costs and of the low political and
economical risk (Buch, Kleinert and Toubal 2003, Jungennickel and Keller 2003, Wezel
2003, Jost and Nunnenkamp 2002 and 2003, DIHK 2007)

To find the determinants of German investments and its change over time and regions

I’ve used the Pearson’s correlation. Most of the indexes (in bold at the table) used in the

calculations were the components of the UNCTAD FDI Potential Index (UNCTAD 2002),

which covers economical, political and social dimensions of the investments determinants. To

measure the effect of the agglomeration and of the bilateral trade-relationship between

Germany and the foreign country, I’ve complemented these indexes with the FDI inward

stock of the country and the value of the German export. The correlation analysis was

complemented with the analysys of the FDI components (the share of the equity capital,
reinvested profit and intercompany loans in the investments) what alludes to the type of
investment. The results of the calculations (Figure 3) can be summarised in the following:

» Due to the traditional export orientation, German companies invests in countries where the
export relationship is also significant: the export of Germany as determinant stays
important in all regions.

> In line with the extensive corporate presence, the investment motives of the German
corporations are the most complex in the EU14° countries. The size of the market is still
the most decisive factor, but its ability to attract capital decreases parallel to intensification
of the integration. As a response to the emergence of competitors and of the “follower-
investments” however, the agglomeration impact is gaining more ground. In addition,
efficiency and resource seeking investment types show up, which is more and more
motivated by the need for R&D. Due to the higher degree of the integration, the role of the
population as determinants is decreasing.

> In developed countries (including the U.S.), both the correlation results and the researches
by component, underline the presence of the efficiency seeking and the strategic
investments. Among the traditional factors, market size still plays a leading role.

> In Latin-America the motivation of investments didn’t change much in the last two
decades: the market-orientation of German investments is unbroken. In the region,

nowadays as well as earlier, the horizontal investments are dominant.

® EU 15 countries without Germany



> In Asia, up to 1990, the developed and open countries (NIC I) attracted the most German
capital. With the emergence of China as host country also changed the determinants of
FDI: gaining access to the market becomes primary.

> Investment motives of German companies in Africa practically remain the same: Along
with the international capital investment tendencies (excluding the primary sector),
subsidiaries are primarily founded in the industrialised countries with a more developed
economy and infrastructure.

» Central and Eastern Europe joined the process of international capital flows after the
transition. In the first years, countries with a sound, open, relatively developed economy
and infrastructure, as well as skilled workforce were the primary goals of the investors. As
the political situation stabilized in most of the countries in the region, the economic growth
became the most important FDI-attracting factor, replacing the earlier “leading” risk factor
(in 2000). In the last years two types of investments are getting more and more important:
on the one hand, parallel to the rising investments in the bigger countries like Russia,
Ukraine and Romania, the market-orientation; on the other hand the presence of the
efficiency seeking investments.

> It can be applied to the developing countries in general, that their role in the employment is
greater than it would be resulted from other corporate indicators. The most eye-catching
samples for that are the Central and Eastern European countries and points out that the
investments primarily aim to acquire local resources, mainly the inexpensive workforce.
The gravity centre analysis brought a similar result: the Eastern expansion mostly
manifested in a west-to-east movement in the gravity centre of employment, which also
backs up the capital attractiveness of the workforce (see Figure 4). The other main factor in
our region determining the investments is still the market acquisition. Through their
investments in Central and Eastern Europe, German companies primarily acquired market,
with the single entities not only serving the host country, but an entire region (or the entire
continent) as well. Besides all, due to the EU expansion the share of investment of small
and medium enterprises (SMEs) will probably grow. These investments are mainly
motivated by cost-cuts and market orientation.

> Besides the economic stability, German investments in Hungary were driven by the ability
of skilled workforce and the opportunity of discovering new (Eastern and Southern
European) markets. Although the capital attractiveness of personal costs remains
important, it decreases gradually, and the ability of skilled workforce is gaining

importance.



Figure 3.: Determinants of German investments. Pearson correlation index.
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Figure 4.: The gravity centre of German corporate activity in Europe
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C.) Industrial characteristics of the expansion

The statistics of Deutsche Bundesbank give detailed sectorial information not only about
the investments but also about the investors, which can be useful to be able to capture the
importance of the cross-industrial investments. (For example a company from the vehicle
production invests capital in the trade or in the finances, in order to be able to increase sales.)

1980 the investors of the processing industry accounted more than 2/3 of all German
FDI outward stock. Until 1990, the traditional German industry, the chemistry, was the bigger
investor and this sector was the most internationalisated (its investment accounted ca. 20% of
German FDI outward stock). In 1990, the financial sector became the biggest investor, and is
still keeping its first position. Due to the strong expansion of the automotive companies in the
second part of the 90s, since 1998 chemistry has been losing also his leading position in the
processing industry. Another radical shift is that investments of holdings gained an increasing
share among the German investors; their investments in 2007 provided more than 48% of the
overall German FDI stock, which makes the detailed sectorial analysis of the investors
impossible.

Also, the growing share of the intra-industry investments is noticeable. (Figure 5.)
Above the line are the ,,winner sectors”, where also other sectors invest. Under the line are the
»loser sectors”, which invest apart of their own sectors too. These last are companies of the
processing industry: electronics, automotive industry, chemicals. The reason for that is, on
the one hand to be able to rise the sales (for example automotive companies invest to finances
to be able to give credits to the clients), and on the other hand the higher profitability of
finances. For that reason also companies of the production invest in the finances to be able to
pay a higher dividend. (See below)

However, the international capital-investment trend of the increasing role of service
sector, especially the financial investments (banking, insurance) is clearly provable. The
increase of such investments is expectable in our region as well. The sharp drop of
commercial investments from the midst of the 90’s denotes the changed way of German
companies expansion, which indicates the decline of the export-oriented strategy.

All in all, “traditional”” German industries are still dominant in the international
expansion. The industrial distribution of the investors and investments till the mid-90’s
represented the leading role of chemical companies in the internationalisation. This has
became questionable nowadays. After 1995, companies in the automotive industry started a
robust expansion and due to that, the extent of their international activities now exceeds that

of the chemicals in terms of multiple indicators (number of employees, volume). The
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international activities of further braches of the processing industry, agriculture and mining
are far less extensive.

The leading sector varies also geographically. In general, investments in trade are
important in all countries. In the developed countries the investments dominate the services
(For example in the USA more than 40%), while in developing countries, the labour-intensive
automotive industry. For example, the percentage of the German investments concentrated in
the automotive industry is 48% in South Africa, 32% in Mexico, 25% in Brazil, 28% in
Hungary and Slovakia and 20% in China. Investments of chemistry reach a high level in some
developed countries (like Switzerland), in NIC-countries (like South-Korea and Malaysia) and
in the big markets of Latin-America (Mexico, Argentina, Brazil).

Figure 5: The change of sectoral distribution of German FDI outward stock, worldwide,
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D.) Vertical characteristics of the corporate expansion

The most important German companies organise their activities more internationally,
with more and more companies joining the internationalisation trend. With the gradual
development of the corporate globalisation, subsidiaries perform a higher level of activity, in
addition to the production, R&D at foreign locations is gaining more and more ground lately.
In this internationalisation in a real-economic sense, chemical companies play a leading role,
followed by larger companies of other branches of the processing industry. A special attention
is to be paid to the increasing foreign expansion of the automotive industry. At the same time,
the internationalisation index of the chemical companies earlier playing a leading role has
been dropped lately. In my judgement, the explanation of this surprising trend may be that
these large corporations started their expansion some decades ago and thus, the base of their
international corporate network has been built up by the 1990s. At these companies
supposedly a more recent capital-market dimension of the internationalisation appears.

This process has an impact on the change of the German corporate governance as well.
The point of that is the interest of the shareholders and investors got the most important thing.
The main priority is to provide the highest possible dividend. This requires an increased
transparency. The share of cross-holdings drops, the role of banks decreases, companies tend
to focus on their core competencies while additional ones get downgraded gradually. All in
all, the German corporate structure that evolved more than a century ago underwent such a
deep change due to the globalisation, which national characteristics seem to fade out and

corporate management starts to favour the Anglo-Saxon model.

IV. Conclusions and further research directions
The consequences drawn from the investigations raise however further questions. To
answer these, further research is to be carried out:

1) How the financial and economical crisis has changed the strategy and, in connection with
it, the spatial organisation of German companies? Which are the “winner” strategies: the
higher degree of the internationalisation or just the opposite? Which are the “winner”
regions: the emerging BRIC countries, or the CEE-countries as in the last years?
According to the latest 2009 survey from the German Chamber of Commerce and Industry,
the German companies continue with the foreign business also during the ecomical crisis.
In the next five years most of them hope having better business results in both the BRIC
countries, the ASEAN region, the arabic countries, as well as in Mexico and in USA

(DIHK 2009). Does it mean that during the following years those regions will also attract
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the investments? What will happen with investments in the new EU-countries, where
corporate leaders are afraid of a long-term crisis?

2) Investigation of the motives of German investments backs up that the role of traditional
factors of the localisation of investments is being revalued nowadays. The complexity of
the capital attracting factors becomes determinant, two of which, namely R&D and
agglomeration becomes key. This increases the value of the local capabilities, and thus
justifies that globalisation does not mean homogenisation and local levels gain an
increasing role. Therefore, the local investment environment and capabilities in the
corporate localisation needs further research. In relation with that, the role of market as a
capital attracting factor should be revised as well. The question is how can the "market” be
interpreted in the ages of regional integrations.

3) Analysis of the German companies proved the statement of the literature, which said that
parallel to the geographic expansion, the ways and forms of internationalisation changes as
well. The role of M&A gains higher importance within expansion. Partly in relation with
that, new non-real-economical dimensions of the internationalisation get in the foreground.
To be able to measure and track these processes of the corporate internationalisation, new
methods are to be developed.

4) Linked to that, I consider the change of the German corporate governance as a key
question for the future researches. The moderated role of the cross-holdings and the banks
may be very significant in that. For these, two factors are determinant at the Japanese
“keiretsu”-s, which have a completely different corporate structure from the Anglo-Saxon
model. Globalisation requires large corporations to be present worldwide. This gives as a
results that corporations of the different economies become very likely to each-other in the
“outer space”. The question is if it will result in a similar structure in the “inner space” as
well. In other words, does globalisation necessarily mean homogenisation, the adapting of
the Anglo-Saxon model, or do national characteristics remain determinant in the
organisation of transnational corporations? Can a company set up in a “non-American”
way be successful in the age of globalisation? The answering of these questions requires
the deep investigations of the corporate structures of different economies, what triggers

further investigations.
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