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Abstract

This paper discusses the largest foreign acquisition in Romania (the privatisation of a steel maker) under various aspects: the specificity of the industry, the profile and the international experience of the foreign investor, the specificity of the acquired company and the stakeholders involved, the deal itself, the determinant factors that lay behind, the post-privatization analysis. The respective foreign acquisition is also considered in the context of the privatisation process in Romania. Based on empirical evidence, this paper suggests that, for a privatisation of a large loss-making company to be a success, multinationality of a foreign investor is more important than foreign ownership only. In the SIDEX case, the elements for success (although it is too early to make a full assessment) have been: a commodity-type of industry, or at least an industry with an appetite for consolidation, an existing local demand for the acquired company’s products (to play a buffer role while technological transfer makes the company’s products competitive abroad), and a global reach investor with focus on emerging markets.
1.Introduction
The privatisation of SIDEX - the largest steel maker in South Eastern Europe -  in the second half of 2001 is arguably a milestone of structural transformation in the Romanian economy. SIDEX is one of the largest Romanian enterprises; it represents the largest foreign acquisition in Romania up to date, not by the volume of investment, but by the volume of turnover and assets of the acquired company, and by the number of employees. Since the end of the communist era, SIDEX has been regarded as one of the largest “black holes” of the economy, becoming an ever growing burden for the state budget. The lack of a resolute approach on SIDEX had been thought to illustrate the insufficient advance of the reform process in Romania; social constraints, underperforming management and industry-specific problems added to the problem. The new owner of SIDEX, LNM ISPAT, a global player in the steel industry, has faced the difficult task of turning SIDEX performances around. 


The main objective of this paper is to make an assesment of the ISPAT – SIDEX privatization deal, under many aspects: the specificity of the industry, the profile of the foreign investor and its experience in restructuring similar companies in distress in other countries, the specificity of the acquired company and the stakeholders involved, the deal itself, the determinant factors that lay behind it and how they relate to theoretical predictions, the evolution of SIDEX financial indicators. In particular, this paper analyzes whether or not the fiscal incentives granted pay off, and whether or not the SIDEX example can be replicated in the case of other loss-making state owned companies. At the best of my knowledge, this is the first academic exercise trying to assess the privatization of SIDEX.

Data collection is based on secondary sources of information: SIDEX financial reports, international statistics, national foreign trade data, published interviews with representatives of the new owners, press releases and reviews, other available sources. The lack of primary data may be regarded as a limitation; yet, it would have been unlikely to collect further information directly from the source, giving the firm’s policy to impose a rather low profile in public relations. Another limit for this paper, inescapable at this stage, is that the time series are not large enough: restructuring is still undergoing at SIDEX, and all statements and arguments must be qualified, considering this limitation.
2.Conceptual framework and contextualization
2.1. Privatisation in Romania – a brief overview

In the first years of transition, privatisation was regarded in Romania as a tool for social justice: the country’s assets were given back to people. Most common methods were MEBO (between 1992 and 1994), followed by voucher-type privatisation (1995). These methods were scarce in providing financial resources for both the state budget and the privatised companies. Furthermore, MEBO can be linked to asset depletion (Mygind 1994), while the distribution of vouchers ended up with the concentration of shares in a number of five financial investment companies (SIFs
).

Macroeconomic conditions suffered serious changes in 1996, when the need for foreign private financing became prevalent, and then in 1997, when a number of subsidies were given up, fostering the restructuring of state owned enterprises. Consequently, the perspective on privatisation has changed, privatisation being regarded as a source for budgetary revenues. Meyer (2003) considers that two methods of privatization have the highest likely positive effect on government revenues: stock market flotation and direct sale. Stock market performance has nevertheless been disapointing in Romania, except for two short lived episodes in 1997 and 2002. Hence, direct sale has represented the most common method of privatisation used from 1996 onwards, accounting for about 80% of all privatisation deals (Negrescu, 2003); the large scale use of direct sales as a privatisation method coincided with a surge in FDI. The FDI stock in Romania, was below 1 bn USD by the end of 1996, but increased to 8.5 bn. USD by the end of 2002; about half of it is believed to have been accumulated from privatisation deals (Hunya 2003).
In recent years though, privatisation has also taken place under the principles of conditionality imposed in various agreements with the IMF, the World Bank and the EU. Getting rid of the large black holes of the economy has turned out to be a structural condition.

2.2. Driving factors for investing in Romania – an eclectic paradigm approach

The eclectic paradigm (Dunning, 1993) explains foreign investment decisions and host country policies towards foreign affiliate in a complex framework including firm’s ownership (of technology, trade marks, capital, etc), firm’s internalization (of production process at the global scale), and host country’s location advantages (a mix of infrastructure, resources, labour force skill and costs, large technological advantage of the foreign investor, fiscal policy, etc). All these location advantages are derived from the principles of scale and scope economies, and they represent triggers for foreign investors looking to invest in Romania. Cheap labour force has stayed as Romania’s main competitive advantage, according to the World Investment Report (UNCTAD 2002), that includes Romania among the „winners”in the trade with low capital intensive goods. In addition to cheap labor, a large domestic market (domestic consumption has been moving upward since 2001) and the perspective to join the EU (which means more institutional convergence) have attracted an increasing number of investors rellocating their activities from more advanced transition economies.
In a contribution to the eclectic paradigm, Voinea (2001) describes three types of business environment that may result following host country’s policies regarding FDI: anti-competitive, pro-competitive and hostile. When the host country grants positive discrimination (various types of market power inducements) to a FDI carrier, it creates an anti-competitive environment for other potential investors. Especially in the case of FDI attracted by privatization deals, ownership advantage may result not from innovation, but due to the market power inducements granted by the state in the process of direct sale. A subsidy lessens the net cost disadvantage of multinational production, therefore decreasing the magnitude of innovations under FDI (Glass, Saggi 2002); positive discrimination is such a subsidy. FDI carriers are less stimulated towards innovation and integration in international networks of production and distribution.

Indeed, the possibility to conclude special deals with the Government was probably a significant factor for the investment decision in a number of FDI projects. State’s eagerness to sell leads to positive discrimination (fiscal incentives and various market power inducements) in favor of the foreign buyer. Taylor (2000) identifies FDI incentives as significant determinant of international inward FDI flows. Blomstrom and Kokko (2003) observe that the views on the importance of incentives have been strengthened recently due to an increased competition among potential host states to subsidize FDI. Their argument on greenfield investments being more subsidized than foreign acquisitions is however not substantiated by data, at least as Romania is concerned.  On the other hand, one must distinguish here between acquisition and brownfield investment (Meyer, Estrin 1998); a brownfield investment starts like an acquisition, but builds further on that local acquisition. ISPAT-SIDEX can be considered such a brownfield, as the foreign owner has committed an investment package at SIDEX six times higher than the acquisition price (see next section).
Another instrumental factor in recent FDI flows to Romania is the process of international relocation, which substituted – to a large extent – the more traditional international expansion, especially in oligopoly-type of industries, has also been in recent. It is worth mentioning here that foreign investments in transition economies tend in fact to concentrate in sectors with international markets dominated by large oligopoly firms (Kogutt, 1996) such as: auto, food processing, tobacco, cement. In Romania, these industries are already dominated by foreign capital. Still, not all increasing returns sectors have standardized products (e.g., in the vehicles sector, the car’s brand would make a difference).

2.3. Productivity of foreign affiliates
Productivity of foreign affiliates is believed, in theory, to be superior to that of domestic firms, at least in countries less intensive in capital, know how and management practices. Empirical support is provided by Djankov and Murrell (2002), finding  that foreign ownership is the most efficient form of ownership; or by Holland and Pain (1998) for transition economies like Czech Republic, Hungary, Poland, Slovakia, Slovenia. The international literature on this subject is well reviewed by Lipsey (2003). As far as Romania is concerned, Damijan, Majcen, Knell, Rojec (2002) found that foreign ownership contributed to the average growth rate of firms by 1.1 percentage point – the highest level among EU candidate countries.  
Voinea (2003) finds a positive, yet not very strong, correlation between the foreign penetration in a Romanian manufacturing sector and the productivity gains in the same sector. 

Multinationality is more important than foreign ownership alone (Gorg and Strobl, 2001), especially in emerging economies. Indeed, multinational corporations, with a global reach, are more likely to possess the capital flows, the technological advance, and the management knowledge required in capital scarce, technologically laggard, and management corrupted, industries and companies.
3.The SIDEX deal 
3.1.The type of industry and the investor’s profile
Metallurgy was at the heart of earlier industrial revolutions; it is usually associated with a heavy-type of industry consisting of large production capacities, high consumption of energy, mass employment. Steel industry has traditionally been subject of various foreign trade barriers and foreign ownership limitations. However, steel products are commodities, meaning that steel products are standardized. This particularity makes the steel industry global by nature; as globalization advances in all fields, the steel industry is being forced to admit its nature. Metallurgy is a homogenous return to scale sector. Homogeneity
 is an industry characteristic that stimulates MNCs to enter new markets and helps integrating these new markets in the global networks of distribution.
Cost-effectiveness must be considered at a global scale and the industry can not escape the wave of consolidation (mergers and acquisitions) already wide-spread in global industries producing global products. Mergers in recent years include Krupp and Thyssen, British Steel and Hoogovens, Nippon Steel and Kawasaki, Usinor and Arbed, not to mention the appetite the LNM Group has proved for ailing mills worldwide; yet, the scope for further consolidation remains as the top ten steelmakers collectively produce only about 25% of the world’s crude steel production. These moves towards consolidation, and therefore an oligopoly-type of industry, bring metallurgy in line with the remark mentioned earlier that foreign investments in transition economies tend to concentrate in sectors with international markets dominated by large oligopoly firms.
The LNM Group has been buying its way to the status of global investor over the last two decades. The LNM Group comprises LNM Holdings, a family business, and Ispat International, a company listed on the New York Stock Exchange, where LNM Holdings has an 80% stake. LNM Holdings includes: Ispat Nova Hut (Czech Republic), Ispat Sidex (Romania), Iscor Limited (South Africa), Ispat Karmet (Kazachstan), Ispat Annaba (Algeria), Ispat Indo (Indonesia). Ispat International includes: Ispat Unimetal (France), Ispat Germany, Ispat Sidbec (Canada), Carribean Ispat (Trinidad Tobago), Ispat Inland (USA), Ispat Mexicana (Mexico). According to statistics from the International Iron and Steel Institute, the LNM Group was the second largest steel producing company in 2002.
The LNM Group’s philosophy is simple: buy distressed steelmakers, with a view to geographically diversify these acquisitions, and apply basic modern management principles and techniques to run them profitable. 

LNM’s acquisition practice indicates a tendency for paying low amounts for the controlling stake (seeking for market power inducements wherever possible), and committing to invest more in restructuring and technological and environmental upgrading. SIDEX case made no exception from this approach, as a result of LNM’s strong bargaining power and, correspondingly, the low bargaining power of the seller.

Table 1. Comparison between various recent acquisitions by LNM
	Company acquired
	Production capacity (million tonnes)/ no. of employees
	Price for the controlling stake,

mil. USD
	Total investment commitment,

(incl. price paid outright),

mil. USD

	Sidex
	4.5
	70
	500

	
	27000
	
	

	Nova Hut (Czech Rep.)
	2.7
	20
	905

	
	12000
	
	

	Karmet (Kazakhstan)
	6.3
	450
	800

	
	72000
	
	

	Mexicana
	4.0
	25 plus 195 in government bonds
	n.a.

	
	n.a.
	
	


Source: ispat.com, worldsteel.org, international press

As Green (2002) put it, the LNM Group has become global “… by cheaply acquiring huge money-losing state-owned mills from governments desperate to remove them from state banks”.  Governments in emerging economies want to escape social pressures and fiscal burdening; at least in the Eastern countries, some international financial institutions give a willing hand as well: EBRD granted a 100 mil.USD loan for the LNM’s investments in Sidex, and a 450 mil.USD loan for the LNM’s investments in Karmet.
As management is concerned, the LNM Group employs a core team of experts, moving them around from one location to another, to implement cost-cutting measures, marketing changes and market reorientation. Nothing very fancy, but simply effective in an industry with a long track of ill management, inefficient trade connections, and powerful unions.  Moreover, the geographical diversification and management concentration tactics allow the LNM Group to internalize production within the group, which is vital in a consolidating business.
Results were sharp in many cases. Ispat Karmet doubled production in the first five years after acquisition; Ispat Mexicana increased production and shipment seven-fold in the first seven years from acquisition; Ispat Sidbec and Ispat Inland managed to reduce the cost per ton by 42$, respectively 82$, since acquisition; Ispat’s plant in Ruhrort reduced manpower costs by 25% in the first two years following acquisition. 

These improved performances (as it is the case, as well, for SIDEX – see next section of this paper) validate the theoretical expectations that productivity of MNCs’ affiliates is superior to that of domestic firms.
3.2.Prior to privatization: stakeholders and the process of negotiation

Figure 1 serves to illustrate the magnitude of the SIDEX issue. Almost everyone is a stakeholder when SIDEX is considered. 
Figure 1 here

The international financial institutions put pressure on the Government, as the privatization of SIDEX marked high among structural benchmarks on the agenda of IMF and World Bank programs in Romania. Moreover, a scandal burst out in Britain regarding alleged political endorsement for SIDEX acquisition. The Government itself was eager to get rid of a daily loss of 1 million dollars, a sum that was the result of operating SIDEX under the state administration. Part of the SIDEX losses was due to the large number of intermediary trading companies, supported by vested interests. Galati, the town where SIDEX is located, depended on SIDEX: almost everyone in that town (with less that 300,000 inhabitants) had a family member directly or indirectly employed by SIDEX. And not only Galati, but individual and corporate taxpayers all over the country had a stake in this deal: on the one hand, they were paying to cover for SIDEX imbalances, and on the other hand, the privatization of SIDEX could have had a demonstration effect for them.
The Government launched a tender procedure, but only one interested buyer showed off: the LNM Group. Given the industry turmoil, SIDEX difficult financial position, and other competitors lack of interest for Eastern European mills, LNM was the only potential investor with a global exposure, willing to take over the operations of SIDEX. Usinor (France) also expressed its interest, but only as management was regarded; and US Steel was the only American steelmaker to make an acquisition in Eastern Europe (Slovak Republic).  Therefore, the concept of positive discrimination would not be very adequate to describe the SIDEX case, as there was no other interested investor to discriminate against. 
From the LNM Group’s point of view, fiscal facilities were only one ingredient of the investment decision. The location advantages were numerous. 
First, SIDEX was the largest steel maker in the region, in an industry where size matters, based on the principles of scale economy. 
Second, the labour costs were very low. The average monthly gross labour costs in metallurgy in Romania was 265 Euro in 2000, as compared to 549 Euro in the Czech Republic, 681 Euro in Poland and 496 Euro in the Slovak Republic. 
Third, the potential for integrating LNM operations both upstream and downstream was tremendous. Within two years from the acquisition of SIDEX, the LNM Group have acquired three other factories in the country. 
And last, but not least, Romania, being considered a developing economy, is therefore exempted from the 30% surcharge on steel imports imposed by US only a few months after the acquisition of SIDEX. The LNM Group avoids this barrier through its affiliates in Trinidad Tobago, Romania and Algeria, not to mention that it is the only global competitor to run plants in each of the three NAFTA countries.
3.3. The deal itself 
The final deal, as set out in the Emergency Ordinance 119 of September 2001 - that came to be known as the “SIDEX ordinance” -, provides LNM with a wide range of incentives and facilities, summarized below:

- a debt-equity swap, as all receivables owned by state institutions, companies and authorities over SIDEX were converted into shares, at the nominal rate of 25000 lei/share. Subsequently, these resulting shares were sold to LNM at a rate of 3300 lei/share. Existing minority shareholders at that time, two SIFs included, were not permitted to contribute to the corresponding increase in social capital.

- five years exemption of customs duties and VAT for imports of equipment, raw materials and other products related to technological and environmental upgrading.

- five years VAT exemption on domestic market acquisitions related to technological and environmental upgrading.

- three years postponement of VAT payable for all other types of transactions.
- three years postponement of social contributions.

- five years profit tax exemption.

- a series of employees’ rights are to be provided by the state in case of individual leaves.

The debt equity swap is a usual practice in the acquisition of heavily indebted companies. It erases overdue debts (at a discount premium) and it gives the buyer the opportunity to start the operations without historic debts. The LNM itself obtained a similar deal on the acquisition of Nova Hut, all debts to the state being cancelled and a large banking loan being rescheduled. However, this should not make us disregard the fact that such global hunters, LNM included, end up paying almost nothing for the assets of the companies they bought. 

SIDEX total assets mounted to over 1.1 billion USD at the time of acquisition; yet, it is unclear how much LNM actually paid for the business as such (if one leaves debts aside). One might be tempted to submit that the total sum paid by LNM for SIDEX only covers for the equity derived from the debt-equity swap, as following facts can be documented:

- LNM paid 70 million USD to the Romanian state in exchange for around 90% of SIDEX, including a 70% stake hold by APAPS and an almost 20% stake resulted from the debt-equity swap.

- SIDEX financial statements recorded, at the end of December 2001, an increase in social capital, in the form of subscribed unpaid capital, of an amount slightly above 70 mil.USD. This subscribed capital was then paid, according to SIDEX financial statements as of first semester 2002. 

- SIDEX liabilities (see figure 2) diminished by around 770 mil.USD between end of first semester and end of year 2001 (in this time interval, the “SIDEX ordinance” came into force).  If we transform this difference in liabilities, at a rate of 9 cents per dollar - as it is suggested to us by the discount rate applied in the debt-equity swap -, it results a sum exceeding 69 mil.USD. 

Another striking feature of the post-privatization episode, allegedly not comprised in the privatization deal, is that the Romanian Government, using RICOP resources as well, is supporting ISPAT SIDEX plan of job reductions (7400 employees left jobs voluntarily to take advantage of various compensatory schemes); monthly payments add to about 1,3 mil.USD and are expected to last until end of 2004.

Figure 2 here
3.4.The turn around of SIDEX performances

The new owner of SIDEX is doing well to cut costs, improve efficiency, and even increase production. The key elements of the restructuring program implemented by LNM representatives at SIDEX are:

- top local management was replaced by LNM Group senior executives;

- put an end to the barter system. The barter system used to be the main source for profit for small intermediate trading firms, at the expense of SIDEX; the mixed department for sales and acquisitions functioning with SIDEX before was closed down. The 100 mil.USD loan from EBRD helped increasing liquidity on short term.

- long term supply contracts were negotiated

- a system of authorized dealers was implemented. Only authorized dealers were allowed to distribute SIDEX products; and each authorized dealer must inform SIDEX on the final destination of each delivery.

These moves, among other restructuring efforts, led to improved financial indicators shortly after the acquisition (see figures 3 and 4). It is remarkable that the turnover increased (by around 20%) while the number of employees was cut by almost one quarter.

Figure 3 here

Figure 4 here
These results should, nevertheless, be treated with precaution, as the financial records of such a global corporation like LNM are a complex web of financial links; one should not overlook the fact that affiliate’s profitability is influenced by the thrive to achieve overall profitability and profits are sometimes recorded on purpose in those countries with a more favourable fiscal environment; in Romania, LNM benefits from numerous fiscal incentives, as described above. 
However, the incentives granted to LNM ISPAT seem to pay off in quite a short time; the gains for the state’s budget will exceed the losses from the transaction three years after the acquisition (see table 2).

Table 2. Net direct effect of the SIDEX acquisition by ISPAT on the public budget

	Gains, mil.USD
	Loses, mil. USD

	Acquisition price
	70
	Liabilities written off
	770

	losses under state ownership

yearly
	300
	Interest rate for postponed social contribution payments (3 years postponement)
	15

	aggregated in 3 years
	900
	Compensatory payments

paid by the state for layoffs (until November 2004)
	47

	Total
	970
	Total
	832

	Net effect
	Positive starting with the third year after acquisition


Note: interest rate considered at mid-2003 market average of 15%; payments were considered based on the number of jobs lost (11000) and net average wage. However, the compensatory payments are likely to be paid from the RICOP programme of the World Bank. I consider them a loss anyway because they represent an opportunity cost (other projects could have been supported instead).

Source: author’s estimations
Of course, calculations in table 2 do not account for a number of other costs and benefits. VAT and profit exemptions are not considered as losses, because SIDEX hardly paid them anyway under state ownership. More than 1000 intermediary firms with political connections disappeared: they made profits from forcing SIDEX into losses. This may look like a loss for the state budget (less revenues from profit taxes), but in fact it is a gain for overall welfare, as fair competition among dealers is now in place. An indirect cost, difficult to account for, is the fact that 11000 people are now unemployed; they still get paid until November 2004, but this creates a culture of dependency, family problems, and in the end it would make it more difficult for them to find other jobs after the end of 2004. All in one, SIDEX is one of those rare cases when the net effect of fiscal incentives seems positive.
There are not only bright things at SIDEX, though. Claims have been raised that SIDEX is selling on the domestic market at a more expensive price than it sells abroad. This is hard to prove in the absence of very specific trade data; yet, one can look into the sector’s foreign trade dynamics, considering that SIDEX is taking the lion’s share in the metallurgical production, exports and imports. Since LNM took over SIDEX, exports and imports from group 72 (NACE classification) have risen, but the ratio of exports to imports unit values has decreased (figure 5). There are two possible explanations. First, the dumping allegations against SIDEX are not fully unjustified; exports and imports values are twisted within the LNM Group, using various transfer pricing techniques. Second, as price is a proxy for quality (Caceres et all, 2002), SIDEX exports’ are increasingly less technologically advanced as compared to SIDEX imports. 
Figure 5 here

Another issue of concern could be the industrial concentration undertaken by LNM in Romania, following its initial acquisition of SIDEX. Since then, LNM has acquired three other ailing state factories: one steel mill, Siderurgica Hunedoara, and two beneficiaries of SIDEX products: Petrotub and Tepro Iasi. All these acquisitions were done under generous fiscal facilities, including debt forgiveness. For the group itself, this move is welcomed, as it helps internalizing the production costs within the group, therefore increasing the efficiency. For the economy as a whole, there is a risk of unsustainability in the event of a disinvestment. A precedent has in fact recently been set within the LNM Group regarding disinvestment
.
3.5. Is SIDEX a model to be replicated to other industries?

First thing to emphasize in the SIDEX case is the specificity of the industry. Steel is a commodity, and therefore steel products made in Romania are, at least in theory, competing with steel products elsewhere. From this perspective, the steel industry is comparable to the cement industry. Cement is one of the success stories of the privatization process in Romania; foreign capital has become predominant in this industry since 1998 (following the Lafarge-Romcim deal), and all the five major cement producers in Romania are now owned by foreign companies. Most privatization deals on this market were the result of direct sales, as it was the case for SIDEX as well. On the other hand, post-privatization competition in the cement industry proved limited, as a former oligopoly industry has been transformed into a sum of regional monopolies through the allocation of market shares between competitors (Voinea 2001). 

Another feature of SIDEX is that it already had a large domestic market. SIDEX products, despite alleged low quality, had numerous domestic buyers, given their price and accessibility. In this respect, SIDEX can be compared to the car-marker Dacia that has had a large domestic market, despite alleged low quality of cars. Although car-making is a global industry, the competing products are different in terms of quality and brand awareness; the product is not a commodity. Renault, the buyer of Dacia, announced plans for a new car produced at the Dacia plant, to be competitive on foreign markets; however, four years after privatization, Dacia focus is still on the domestic market. Better management techniques were certainly introduced by Renault; yet, the results could not have been as spectacular as in the SIDEX case. Steel does not need to be re-invented to make it profitable and competitive in world markets; cars do sometimes, and Dacia is an example. Domestic market is a buffer for Renault’s Dacia, until technological upgrading makes the car competitive abroad.

Such a buffer does not exist for other bad performing industries and firms in Romania. The truck-maker Roman, for example, does not have a sufficient domestic market. The turnover/employee ratio, as of December 2001, was around 4300 USD, as compared to SIDEX pre-restructuring turnover/employee ratio (also on December 2001), which was 28300 USD. As table 3 shows, Roman losses almost one dollar for each two dollars sold.
Table 3. Roman selected financial indicators, mil. USD

	
	31.12.1999
	30.06.2001
	31.12.2001
	30.06.2002

	Total liabilities
	132.4
	49.8
	56.3
	59.3

	Turnover
	52.3
	16.7
	37.9
	22.6

	Net result
	-21.2
	-8.5
	-17.0
	-9.9


Note: financial data converted at ROL/USD end period exchange rate (for liabilities) and period average rate (for turnover and net result)
Source: computed from www.rasd.ro

Roman has constantly lost domestic market in favour of imported trucks. ARO (car producer) and ROCAR (bus producer) have also constantly lost domestic market in favour of imported vehicles, making them unattractive for a potential buyer in quest for a competitive product. In their cases, technological upgrading is probably more expensive than the cost of greenfield investment, not to mention that, in a restructuring, sensitive job cuts need to be taken. Good examples in this regard are Landini-Laverda in the tractor-making and INA-FAG in roll-bear industry. Eventually, Landini-Laverda acquired Tractorul Brasov, the state-owned tractor-making, but plans were announced to produce spare parts only in the future. Roman was finally privatized too in late 2003, but plans were announced to transform it into an industrial park. Both cases indicate that not even foreign investors can act as saviours in such loss-making companies in the absence of a buffer domestic market for the products of the acquired firms. Not to mention that the buyer of Tractorul is a global player in its industry, and it operates in Romania in the sectors of its core competencies, while the buyer of Roman is a Malaysian company with no prior experience in this region – and, by the terms of the Roman privatization deal, Roman trucks are practically out of the market in a few years. This distinction between global and local players is very important for the success of a privatization, especially in sensitive, loss-making industries and firms.
To replicate the SIDEX story for another company, we need not only a similar commodity-type of industry and an existing market potential for company’s products, but also, and maybe foremost, another LNM-type of investor. This is to say a global player in the respective industry, aiming at creating competitive advantage over global competitors by taking over emerging markets. In Romania, LNM obtained a bunch of fiscal facilities, debt swaps at discount rates, and a global advantage by avoiding US’s surcharge on imported steel. Can another foreign investor obtain similar market power inducements? They actually did, but failed in most cases to make a more competitive product and to increase overall welfare. OTE (Greece) –Romtelecom, in telecommunications, and Noble Ventures (US) – CS Resita, in metallurgy as well, are notorious cases. Both investors obtained numerous facilities and incentives, but the final result was disappointing. CS Resita is now back under state’s administration, while OTE scored rising operational losses and was even fined by the Competition Council for monopolist behaviour. 

An explanation why these deals proved underperforming might had been the fact that these foreign investors had no global reach. They were, at the best, regional or niche players; their managerial experience in reviving distressed companies was limited, and their international network was not sufficiently expanded. Therefore, the incentives and facilities obtained in Romania offered them a local competitive advantage, but not a global competitive advantage. In turn, they exploited this advantage in a way detrimental to innovation and to consumers’ welfare.
This does not rule out the possibility that companies without a global exposure could still engage in taking over troublemaking industries or firms. Such cases are however the exception rather than the rule, and case-by-case explanations can be found. Take the local investor MYO-O, who bought Semanatoarea few years ago (after the global investor New Holland abandoned acquisition plans); MYO-O actually used to be a dealer for Semanatoarea products and their market knowledge lies probably behind their acquisitions. 

Final remarks

ISPAT-SIDEX represents the largest foreign acquisition in the Romanian economy; not by the volume of investment per se, but by the huge size of the acquired company in terms of turnover, assets, liabilities, employees and, as a corollary, given the importance of SIDEX for the state budget and for the other firms in the economy with witch it has developed backward and forward linkages.

A number of theoretical predictions can be confirmed in the case of SIDEX acquisition. FDI is attracted by sectors with increasing returns on scale, and in particular in commodity-type of products and in oligopoly-type of markets. The privatisation of SIDEX was in fact a special arrangement, with numerous FDI incentives. Calculations here indicate that in fact LNM ISPAT paid virtually nothing for the 70% of shares it initially acquired, and only paid a premium rate of 0.09USD per share after a debt-equity swap of approx. 800 mil.USD book value. The foreign ownership and the subsequent capital infusion, know how transfer and implementation of best management practice led to improved operational and financial results. However, there are counter examples, too, in metallurgy and telecommunications, which show that the type of investor is decisive. Incentives granted to a global investor are more likely to reap benefits than those granted to regional or multi-local investors, which do not posses any specific competitive advantage or knowledge. The latter ones only shop for incentives and do not contribute to improved performances
. 

The SIDEX seems like a success story economic wise, while the feared social bomb has not yet blown off. The SIDEX case should however not be regarded as a benchmark for other large loss-making companies, unless a mix of conditions is met: a commodity-type of industry, or at least an industry with an appetite for consolidation, an existing local demand for company’s products (to play a buffer role while technological transfer makes the company’s products competitive abroad), and a global reach investor with focus on emerging markets. 
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Figure 1. Stakeholders in the privatisation of SIDEX
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Figure 2. Total liabilities, SIDEX, mil.USD
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Note: financial data converted at ROL/USD end period exchange rate
Figure 3. Turnover, SIDEX, mil. USD
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Figure 4. Net results, SIDEX, mil.USD
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Source for figures 2-4: computed from www.rasd.ro
Figure 5. Romania’s foreign trade with metallurgical products
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� A SIF is a financial investment company resulted from the transformation of former Private Ownership Funds (the latter were a mechanism used in the mass privatization process). Five, region-based, SIFs are currently operating in Romania.


� Two basic categories of products exist: flat products and long products. The first category is considered of lower quality and less value added than the long products. As the global LNM strategy is regarded, its affiliates in emerging markets (Romania, Kazachstan, Mexico) focus on flat products, and its affiliates in developed economies (US, Germany, France) focus on long products.


� LNM closed its Irish mills in mid-2001, only few years after acquiring them, and few months before buying SIDEX. It is worth mentioning that, of all countries with LNM operations, Ireland was probably the one with the fastest pace of real convergence with the EU, in terms of wage differentials and environmental norms. The expected time of Romania’s admission in the EU, 2007, coincides with the moment LNM’s fiscal incentives at SIDEX come to an end.





� I suggest that this is why firm-level studies do not reveal large positive spillovers from FDI – because there is no distinction made between the type of FDI carriers, between the particularities of foreign investors themselves.
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