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ABSTRACT
This paper presents a case study on entrepreneurship with elements of strategic decision making, business ethics and cross-cultural issues. The case study company – Ladywear SA – is a manufacturer of clothes located in Greece that has relocated all production to nearby Albania. At the same time its Greek owner had availed himself of the business opportunities that have emerged in Albania with the opening of the Albanian borders to the outside world.  He established a general trade company that soon became the local leader in general trade for the regional market. After the first five years of operation, problems began to appear that eventually led to a hostile corporate takeover and the collapse of the established business.
OPENING VIGNETTE

	Maria:
	We’ve just got through hell with the Albania venture and you want us to risk again?

	Kyriakos:
	That venture didn’t fall because we didn’t know the clothing business. We were betrayed by our own people.

	Maria:
	Still it was a disaster.

	Kyriakos:
	We’ve learned a lot through that experience and we can make it work this time. I can’t just sit around and drag it off when we know the business and we can make it grow. We’ve got to try something better.

	Maria:
	We have the local market.

	Kyriakos:
	With the labor cost in Greece we will never accomplish anything significant. I’ve visited the regional countries and we can find great manufacturing opportunities over there. We’ll keep a closer look at our people and maintain full control this time

	Maria:
	These are all speculations. I don’t want to put our family through another tragedy like that one. Loosing our home in the classiest area of Athens and living on rent it’s not a shock our family could go through again.

	Kyriakos:
	I know I can pull this together.


THE EARLY YEARS

Kyriakos Grigoriou was born in Athens in 1951. His family was an agricultural family with a low educational level. Small textile industries began to emerge at that time and that was the inspiration for Kyriakos’s studies. After graduating from high school and completed his military service (1976), he went to England and completed an undergraduate degree in textile technology. At the same time, he was occasionally attending undergraduate evening classes in business administration. 


Upon his return from England, Kyriakos began his career as a production manager for the largest textile manufacturer in Athens (1979). Because of his competency and expertise he soon advanced to another textile company as a purchasing manager and finally ended up as a marketing manager for the largest clothing company in Greece (1980). Within this short period of time Kyriakos became one of the highest paid employees in the Greek clothing industry.  

The development of Greek businesses at the time fueled by visionary individuals who primarily did business within their own networks of families, friends and acquaintances, forming the initial managing and coordinating nucleus of a business. This model was observed in all the areas of business from raw material industries to shipping, agricultural and retail. The textile industry was no exception in that model. 


Successful businesses would form when experienced people would branch off on their own and with the knowledge and understanding of the inside trade secrets of that particular industry sector.  With this knowledge they would develop their own startups. Although many of these startups would have an explosive initial growth, the newly established dynamics that demanded different levels of leadership and management skills in order to have the business mature, establish itself and sustain competition were lacking in these individual small business owners. The successful ingredients of a startup such as enthusiasm and understanding of the present market realities were unbeknownst to the new owners and it was difficult for them to function successfully on their own and away from their support networks.  The growth and success they experience at the start of their small business venture could not be maintained in the long run. Sustaining enthusiasm can be very exhausting for an individual in solely control of a business, while continuous understanding of present realities demands frequent monitoring of an evolving market and continuous education and training on the part if the small business owner. What would somebody observe in these small business startups would be a rapid growth initially followed by slow shrinking and eventual failure. 
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With a thorough understanding for the market, Kyriakos and a friend he made in one the companies where he was employed, decided to start their own venture. They formed Ladywear S.A. in 1981. His partner took over the production process and Kyriakos took over the rest of the operations that included administration, financing, customers and marketing. Supported by favorable government regulations that guaranteed the protection of small businesses, the company focused on exports. Initially exports went to Germany, Sweden England and France. The company deigned and produced clothes in great numbers under the customers’ label. Based on the order they received, the company would get bank financing. Upon delivery of the products they would payoff their loans and finance their next orders. 

Business skyrocketed the first three years. The greatest boost came when during their second year of operation they started cooperating with the former Soviet Union. With orders of up to 1.5 million dollars the company established itself as one of the leading exporters of clothing in Greece. At that stage the only domestic sales were based on leftovers from exports. That included defected products that were not shipped to foreign customers and remainders from overproduction. In this type of businesses production is always targeting something like 2% higher than expected sales to cover up of deficient products. Most of that percentage was directed to the Greek market that slowly began to grow. Eventually by 1985 they managed to establish themselves as one of the leaders in the domestic market.

Finally, the company broke its operations in three divisions. One division was dedicated to the foreign market and became Ladywear Export SA, another division was dedicated to the local market and became Ladyweare Domestic S.A. and a third division took over the foreign and local jeans market and became Ladywear Jeans S.A. At the time (1988) the total number of employees in all three divisions was 200 employees.

With the upcoming of the socialist government in power all the bonuses and premiums that benefited export businesses were cut off. In addition the government forced a doubling of the employee salaries. Soon the company began to face steep competition from foreign competitors and began loosing their competitive edge. In order to maintain the rabid growth Ladywear experienced during the first years of operation Kyriakos’s started looking at alternative production sites where labor costs wouldn’t be so high. Through his business travels abroad he got to know most of the regional markets. 
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During the first years Ladywear would get raw material (fabric) from the internal market in Greece and from countries like Italy and China. He conducted a research of the regional Balkan countries and China for possible ventures. They had developed good relationships with the Chinese that were using as suppliers of raw material. He negotiated with China, Albania and Bulgaria. As to this day he considers the exclusion of the Chinese as the biggest mistake of his business career. Bulgaria was excluded due to the great influence and control that the Bulgarian mafia had on businesses. He finally decided to go with Albania primarily due to its proximity with his Athens headquarters (just 5 hours by car).


Although there was much resistance from his partner Kyriakos finally convinced the company to outsource some production to Albania. After their initial contact with the Albanian embassy in Athens they went to Albania in search of potential partnerships. At that time (1990) Albania was the poorest country in Europe far behind any other European country. The isolationistic communist regime that was keeping the country in isolation in the past, ended with the death of the last communist leader of the country and there was a slow process to opening up the country to the external world. 

In Albania they located a public clothing factory that was primarily producing clothes for the Albanian state. They stroke an agreement with the Albanian government and started a joint venture under the name Greek Albanian Textile (GAT) where Ladywear had 80% of the business and the Albanian government had the remaining 20%. Most of the production (90%) was taking place in Albania while design, quality control, packaging and distribution were taking place in Greece. 


The fast pace of growth that the company was experiencing and the venture away from Greece was something that was not embraced with enthusiasm by Kyriakos’s partner. In 1990 after almost a decade of business partnership the two partners decided to part and they split the company divisions. Kyriakos took Ladywear Export S.A. with all of the Albanian business; his partner took Ladywear Jeans S.A. and they liquidated Ladywear Domestic. S.A.
THE ALBANIA VENTURE

Free to pursue his dream for continued expansion Kyriakos invested heavily in upgrading the Albanian factory with new machinery and streamlining production processes. Eventually the factory was operating with a workforce of 1200 employees. At the same time he realized that with the opening of the Albanian borders a lot of other trading opportunities began to emerge.  Confident from the success of Ladywear Export S.A. and wanting to take advantage of the emerging opportunities for general trade in Albania, Kyriakos decided to venture into the general trade business and created AGT S.A. (Albania General Trade S.A.). The company dealt with importing a variety of goods to Albania. Using as his base Greece he would bring to Albania, Amita juices, Balandines whisky, Italian tiles and he even became the FIAT representative in Albania. AGT build a huge distribution network that covered all major cities in Albania.

The Albanian trade that period was unknown to the rest of the world and there was no credibility associated with Albanian businesses at the time. The fact also that the legal system was primitive with complete absence of trade laws posed extreme difficulties for AGT in doing business with the rest of the world. To circumvent the problem Kyriakos established in Greece a general trade company – Greek General Trade S.A. that acted as a proxy for AGT. This way GGT was taking care off all negotiations and business deals with the Greek and European suppliers and would forward everything to AGT in Albania.

Organizationally in the Albanian side of operations, GAT had the initial Albanian lady manager that was managing the business when it was under Albanian control; AGT was managed by George Karagiannis the husband of that lady who was a mathematician of the Greek minority in Albania. Kyriakos saw in Karagiannis a trustworthy person and later on he gave him a 20% share of the business and was considering him a personal friend. As sales for Ladywear were increasing they needed to expand production in GAT. Under Karagiannis’s consultation Kyriakos moved most of the production in a new facility that acted as an extension of GAT. In the Greek side of operations Kyriakos hired Petro Papadopoulos - a young and promising manager in GGT and John Anagnostou a very experienced director of sales in Ladywear. 
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Growth was sustained in both business lines (clothing and general trade) until 1995 when problematic symptoms began to appear with AGT. While sales were increasing continually the company seemed to be experiencing cash deficits. Also a lot of the shipments to Albania were stolen on their way from the Greek border to AGT’s headquarters. To alleviate the problem until he could get a better grip of the situation Kyriakos decided at the beginning of 1996 to seek other sources of money. In Albania there was no stock market were he could trade shares so Karagiannis (the manager of AGT) suggested Fave SA a local Albanian business as their potential partner.  Fave was a fast upcoming business with interests primarily in the financial sector. The deal was struck and AGT sold 40% of its [image: image9.png]


shares to Fave SA. 

The deal as Kyriakos soon found out was a set up for taking over his business. Karagiannis and Fave joint forces and with their combined 60% of AGT took control of the general trade company. At the same time Papadopoulos left GGT and started collaborating with AGT replacing all the activities of GGT with a newly formed company of his own.  Loosing AGT so unexpectedly was not the only bad news that Kyriakos had to face. Anagnostou, his right hand director in Ladywear left the company and with the cooperation of the Albanian manager of GAT started pushing for Kyriako to drop out from Ladywear and let them control operations. With a six million dollars loss from the collapse of the trading section of his business and the rebelling of his own people in Ladywear and GAT Kyriakos found himself in the most difficult situation in his carrier. Thinks got even worse with the inability of the Albanian legal system to intervene and enforce compensations from the illegal takeover of GAT. 


After the failure of the Albanian venture Ladywear switched back to the fashion business model with all operations in Greece where production costs were high and the profit minimum. Ladyware would do the design, the initial cutting of the fabric and the final packaging while outsourcing all intermediate steps. The total loss brought Kyriakos and his business to its knees and it was a tremendous hit for his carrier and his family.
CLOSSING VIGNETE


Kyriakos was starring out the window of his office thinking while visions of the past were blending with dreams about the future. Strangely enough he was feeling a sense of power when planning his future. The fear of been inactive could drag him in a paralysis he could never afford. If he would settle down not it would be like he lost the game. He would never accept that. He could even sense that somewhere out there in the Greek boarders there was a place where he could build his business again. 
APPENDIX A: THE PRODUCTION PROCESS
Production in apparel business starts with the design and build of a collection of clothes (in essence workable prototypes) in a studio that later on is moved into a full scale production at a factory. The studio is the place where all the creative and design parts takes place while in the factory we have the manufacturing, assembly and packaging of the various pieces.
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Designing a set of clothes starts by surveying the market trends of the current or recent fashion shows. There are a number of publications that come out every year with the latest fashion trends that guide designers into the direction fashion is taking. By browsing the print publications the designers get ideas about the style, colors and fabric that will prevail in the upcoming season. By contacting the fabric suppliers the designer gets a collection of the available fabric in the colors that interest him. Having a collection of fabric samples the designer starts imagining the appearance and look of the various design concepts and eventually turns them into drawings with an assigned piece of fabric for every part of the cloths (Figure 3). Alternatively, studios buy existing clothes from high fashion stores that are redesigned to create modifications that suit the designer’s vision of the upcoming trends. 
By using the appropriate software the initial design is inputted in digital form in a computer. The existing present day software of this category has a variety of standard base designs that pretty much cover all variations that might be encountered. Designers can also save into the existing base designs their own base designs that by experience they know are appropriate for each case. If an existing piece of clothing is used as a model the outline of the cloths are scanned with a digitizer and entered in the computer using the same software.
In the computer each piece of clothing in its digital form is broken down in individual pieces (sleeves, neck, pants, pockets, etc) that when assembled (sawing) produce the complete piece of clothing. The software has the capability to smoothly modify the shape of each piece is order to fulfill the intended design (Figure 4). While the initial shaping is done in a standard 38 size of clothing the software has the ability to automatically produce designs for different sizes. 
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After the design of the different pieces is finalized in the computer (Figure 4) the designs are printed in real sizes on long piece of paper (patron).  The produced patrons are used as guides for the cutting of the different fabrics in the appropriate cloth pieces.  In the next phase the pieces as sawn together into the final cloth. The last phase is ironing and packaging that at this stage is represented by actually hanging the cloth in a hanger and taking a closer look at its esthetic appearance and overall fit. If misfits are observed corrective measures are taken be repeating stages of the design phase (Figure 5).
When the designer is satisfied with the final product the patrons are printed in their final shapes in all available sizes. The process is repeated until a full collection is build. The complete collection is displayed to the customers that place their orders. The final patrons of all the pieces in a collection are shipped to the production facilities where the full scale production takes place based on customer demand. In the fashion industry there are two main design cycles that correspond to the summer and winter season that have constant climatologically [image: image10.png]


conditions. These two main cycles are further subdivided in to three sub seasons (Figure 6) of one and a half months in duration approximately. The first sub season is actually longer and in addition to developing clothes for the upcoming season it’s also used to produce some clothes for the previous season (flashes) that might be needed to cover the market needs for the transition between the two main seasons. 
As shown in Figure 6 the first summer season for the designer starts at the beginning of October and as soon as that finishes the production phase starts. When the production phase ends at the end of January the clothes are shipped into their destinations. While in the first design phase some flashes are designed and produced in limited amounts to handle market leftover demands for the previous cycle. For example during the first summer season some clothes (flashes) are produced for the just ended winter season. 
 While the first summer clothes are in production the designer works for the main summer season (second summer season). When that collection is completed it moves into production and the designer starts the third and final summer sub seasons. The process of design and production is repeated for every sub season and season as shown in Figure 6.
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APPENDIX B: THE REGIONAL COUNTRIES
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_______________________________________ALBANIA - 1990
Population: 

3,273,131
Ethnic divisions: 
Albanian 90%, Greeks 8%, other 2% (Vlachs, Gypsies, Serbs, and 



Bulgarians) 
International disputes: 




Kosovo question with Yugoslavia; Northern Epirus question




with Greece
Natural resources: 
Petroleum, natural gas, coal, chromium, copper, timber, nickel 
Legal system: 

Has judicial review of legislative acts only in the Presidium




of the People's Assembly, which is not a true court; has not accepted 



compulsory ICJ jurisdiction.
Economic overview:
As the poorest country in Europe, Albania's development lags behind 



even the least favored areas of the Yugoslav economy. The Stalinist-type 


economy operates on the principles of central planning and state 




ownership of the means of production. In recent years Albania has 



implemented limited economic reforms to stimulate its lagging economy, 


although they do not go nearly so far as current reforms in the USSR and 


Eastern Europe. Attempts at self-reliance and a policy of not borrowing 



from international lenders--sometimes overlooked in recent years--have 



greatly hindered the development of a broad economic infrastructure. 



Albania, however, possesses considerable mineral resources and is 



largely self-sufficient in food. Numerical estimates of Albanian 




economic activity are subject to an especially wide margin of error 



because the government is isolated and closemouthed. 
Exports: 

$378 million (f.o.b., 1987 est.); Asphalt, bitumen, petroleum products, 



metals and metallic ores, electricity, oil, vegetables, fruits, tobacco;

Imports: 

$255 million (f.o.b., 1987 est.); Machinery, machine tools, 



iron and steel products, textiles, chemicals, pharmaceuticals
External debt: 

$NA 

_______________________________________GREECE - 1996
Population: 

10,538,594 (July 1996 est.) 
Ethnic divisions: 
Greek 98%, other 2% 
International disputes: 




Complex maritime, air, and territorial disputes with Turkey in Aegean 



Sea; Cyprus question; dispute with The Former Yugoslav Republic of 



Macedonia over name; border demarcation with 
Albania, the treatment 



of Albania's ethnic Greek minority, and migrant Albanian workers in 



Greece remain unresolved issues 
Natural resources: 
Bauxite, lignite, magnesite, petroleum, marble 
Legal system: 

Based on codified Roman law; judiciary divided into civil, criminal, and 



administrative courts 

Economic Overview: 
Greece has a mixed capitalist economy. The basic entrepreneurial system 


underwent extensive socialist change in 1981-89, which enlarged the 



public sector from 55% of GDP in 1981 to about 70% in 1989. Tourism 



is a major source of foreign exchange, and agriculture is self-sufficient, 



except for meat, dairy products, and animal feedstuffs. Despite a 




moderate recovery in industrial output over the last year, the Greek 



economy remains weak, with real GDP growth of 1.7%; the country's 



huge public sector and burgeoning budget deficit are contributing to a 



public debt of 120% of GDP. The government's hard drachma policy and 


public sector wage restraint are largely responsible for the downward 



trend in inflation, which is at the lowest level in 20 years. Investment is 



likely to be the primary engine for economic growth in 1996. Athens 



continues to rely heavily on EU aid, which currently amounts to about 



4% of GDP. New Prime Minister Simiti's reputation as the architect of 



Athens' mid-1980s austerity program suggests that he will pursue 



prudent economic policies that will bring Greece closer to meeting the 



EU criteria for participating in economic and monetary union. SIMITIS 



faces strong opposition to further privatization and further austerity. 
Exports: 

$8.8 billion (f.o.b., 1994) Manufactured goods 53%, foodstuffs 34%, 



fuels 5% 
Imports: 

$21.9 billion (f.o.b., 1994) Manufactured goods 72%, foodstuffs 15%, 



fuels 10% 
External debt: 

$31.2 billion (1995 est.) 


_______________________________________ALBANIA - 1996
Population: 

3,249,136
Ethnic divisions: 
Albanian 95%, Greeks 3%, other 2% (Vlachs, Gypsies, Serbs, and 



Bulgarians) (1989 est.) 
International disputes: 




The Albanian Government supports protection of the rights of ethnic 



Albanians outside of its borders; Albanian majority in Kosovo seeks 



independence from Serbian Republic; Albanians in Macedonia claim 



discrimination in education, access to public-sector jobs and 




representation in government; Albania is involved in negotiations with 



Greece over border demarcation, the treatment of Albania's ethnic Greek 



minority, and migrant Albanian workers in Greece 
Natural resources: 
Petroleum, natural gas, coal, chromium, copper, timber, nickel 
Legal system: 

Has not accepted compulsory ICJ jurisdiction 
Economic overview:
An extremely poor country by European standards, Albania is making 



the difficult transition to a more open-market economy. The economy 



rebounded in 1993-95 after a severe depression accompanying the 



collapse of the previous centrally planned system in 1990 and 1991. 



Stabilization policies - including a strict monetary policy, public sector 



layoffs, and reduced social services - have improved the government's 



fiscal situation and reduced inflation. The recovery has been spurred by 



the remittances of some 20% of the labor force which works abroad, 



mostly in Greece and Italy. These remittances supplement GDP and help 



offset the large foreign trade deficit. Foreign assistance and humanitarian 


aid also supported the recovery. Most agricultural land was privatized in 



1992, substantially improving peasant incomes. Albania's industrial 



sector ended its five-year, 78% decline in 1995, recording roughly 6% 



growth. A sharp fall in chromium prices has reduced hard currency 



receipts from the mining sector. Large segments of the population, 



especially those living in urban areas, continue to depend on 




humanitarian aid to meet basic food requirements. Unemployment 



remains a severe problem accounting for approximately one-fifth of the 



work force. Now that sanctions on Serbia have been suspended, the 



falloff in hard currency earnings from smuggling will aggravate 




unemployment problems. Growth is expected to continue in 1996, but 



could falter if workers' remittances from Greece are reduced or foreign 



assistance declines. 
Exports: 

$141 million (f.o.b., 1994 est.) Asphalt, metals and metallic ores, 



electricity, crude oil, vegetables, fruits, tobacco 
Imports: 

$601 million (f.o.b., 1993 est.) Machinery, consumer goods, grains 
External debt: 

$977 million (1994 est.) 

_____________________________________BULGARIA - 1996
Population: 

8,612,757
Ethnic divisions: 
Bulgarian 85.3%, Turk 8.5%, Gypsy 2.6%, Macedonian 2.5%, Armenian 


0.3%, Russian 0.2%, other 0.6% 
International disputes: 




none 
Natural resources: 
Bauxite, copper, lead, zinc, coal, timber, arable land 

Legal system: 

Based on civil law system with Soviet law influence; accepts compulsory 


ICJ jurisdiction 

Economic overview: 
One of the poorest countries of central Europe, Bulgaria has continued 



the difficult process of moving from its old command economy to a 



modern, market-oriented economy. GDP rose a moderate 2.4% in 1995; 



inflation was down sharply; and unemployment fell from an estimated 



16% to 12%. Despite this progress, structural reforms necessary to 



underpin macroeconomic stabilization were not pursued vigorously. 



Mass privatization of state-owned industry continued to move slowly, 



although privatization of small-scale industry, particularly in the retail 



and service sectors, accelerated. The Bulgarian economy will continue to 


grow in 1996, but economic reforms will remain politically difficult as 



the population has become weary of the process. 
Exports:

$4.2 billion (f.o.b., 1994) Machinery and equipment 12.8%; agriculture 



and food 21.9%; textiles and apparel 14%; metals and ores 19.7%; 



chemicals 16.9%; minerals and fuels 9.3% 
Imports: 

$4 billion (c.i.f., 1994) Fuels, minerals, and raw materials 30.1%; 



machinery and equipment 23.6%; textiles and apparel 11.6%; 




agricultural products 10.8%; metals and ores 6.8%; chemicals 12.3%; 



other 4.8% 
External debt: 

$10.4 billion (1995) 


________________________________________FYROM - 1996

Population: 

2,104,035 (July 1996 est.) 
Ethnic divisions: 
Macedonian 65%, Albanian 22%, Turkish 4%, Serb 2%, Gypsies 3%, 



other 4% 
International disputes: 




Dispute with Greece over name; in September 1995, Skopje and Athens 



signed an interim accord resolving their dispute over symbols and certain 


constitutional provisions; Athens also lifted its economic embargo on the 


Former Yugoslav Republic of Macedonia 
Natural resources: 
Chromium, lead, zinc, manganese, tungsten, nickel, low-grade iron ore, 



asbestos, sulfur, timber  

Legal system: 

based on civil law system; judicial review of legislative acts 


Economic overview:
The Former Yugoslav Republic of Macedonia, although the poorest 



republic in the former Yugoslav federation, can meet basic food and 



energy needs through its own agricultural and coal resources. Its 




economic decline will continue unless ties are reforged or enlarged with 



its neighbors Serbia and Montenegro, Albania, Greece, and Bulgaria. 



The economy depends on outside sources for all of its oil and gas and 



most of its modern machinery and parts. An important supplement of 



GDP is the remittances from thousands of Macedonians working in 



Germany and other West European nations. The end of sanctions on 



Serbia and the lifting of the Greek embargo on Macedonia have reopened 


its natural trade corridors, but the country has been slow to capitalize on 



these opportunities. Moreover, the Former Yugoslav Republic of 



Macedonia's geographical isolation, technological underdevelopment, 



and potential political instability place it far down the list of countries of 



interest to Western investors. An internal commitment to economic 



reform would encourage foreign investment over the long run. 
Exports: 

$916.2 million (1995) Manufactured goods 40%, machinery and 




transport equipment 14%, miscellaneous manufactured articles 23%, raw 


materials 7.6%, food (rice) and live animals 5.7%, beverages and tobacco 


4.5%, chemicals 4.7% (1990) 
Imports: 

$199 million (1995) Fuels and lubricants 19%, manufactured goods 18%, 


machinery and transport equipment 15%, food and live animals 14%, 



chemicals 11.4%, raw materials 10%, miscellaneous manufactured 



articles 8.0%, beverages and tobacco 3.5% (1990) 
External debt: 

$737.1 million (1994) 


________________________________________SERBIA - 1996
Population: 

10,614,558

Ethnic divisions: 
Serbs 69%, Albanians 14%, Hungarians 4%, other 
13% 

International disputes: 




Disputes with Bosnia and Herzegovina and Croatia over 




Serbian populated areas; Albanian majority in Kosovo seeks 



independence 
from Serbian republic 
Natural resources: 
Oil, gas, coal, antimony, copper, lead, zinc, nickel, gold, 
pyrite, 



chrome 
Legal system: 

Based on civil law system 

Economic Overview: 
The swift collapse of the Yugoslav federation in 1991 has been followed 



by highly destructive warfare, the destabilization of republic boundaries, 



and the 
breakup of important interrepublic trade flows. Serbia and 



Montenegro faces major economic problems; output has dropped 



sharply, particularly in 1993. Like the other former Yugoslav republics, 



it depended on its sister republics for large amounts of energy supplies 



and manufactures. Wide differences in climate, mineral resources, and 



levels of technology among the republics accentuated this 




interdependence, as did the communist practice of concentrating much 



industrial output in a small number of giant plants. The breakup of many 



of the trade links, the sharp drop in output as industrial plants lost 



suppliers and markets, and the destruction of physical assets in the 



fighting all have contributed to the economic difficulties of the republics. 


One singular factor in the economic situation of Serbia and Montenegro 



is the continuation in office of a communist government that is primarily 



interested in political and military mastery, not economic reform. 



Hyperinflation ended with the establishment of a new currency unit in 



June 1993; prices were relatively stable in 1994. Reliable statistics are 



hard to come by; the GDP estimate of $2,000 per capita is extremely 



rough. The economy is recovering extremely slowly following the 



suspension of UN sanctions in December 1995.

Exports: 

Prior to the breakup of the federation, Yugoslavia exported 




machinery and transport equipment, manufactured goods, 




chemicals, food and live animals, raw materials 
Imports: 

Prior to the breakup of the federation, Yugoslavia imported 



machinery and transport equipment, fuels and lubricants, 




manufactured 
goods, 
chemicals, food and live animals, raw 



materials including coking coal for the steel industry.
External debt: 
$4.2 billion (1993 est.) 

______________________________________ROMANIA - 1996
Population: 

21,657,162

Ethnic divisions: 
Romanian 89.1%, Hungarian 8.9%, German 0.4%, Ukrainian, 
Serb, 



Croat, Russian, Turk, and Gypsy 1.6% 

International disputes: 




Certain territory of Moldova and Ukraine - including Bessarabia and 



Northern Bukovina - are considered by Bucharest as historically a part of 


Romania; this territory was incorporated into the former Soviet Union 



following the Molotov-Ribbentrop Pact in 1940 
Natural resources:
Petroleum (reserves declining), timber, natural gas, coal, iron 
ore, salt Legal system: 

Former mixture of civil law system and communist legal theory; is now 



based on the Constitution of France's Fifth Republic 
Economic Overview: 
Romania, one of the poorer East European countries moving away from 



the command economy, posted its third straight year of growth in 1995. 



Bucharest also was successful in reducing its inflation rate to 25% - less 



than half the 1994 rate - because of tight monetary and fiscal policies, 



while unemployment fell to 9% as the private sector hired more workers. 


Despite these successes on the economic front, Romania has lagged 



much of Central and Eastern Europe in the restructuring process. The 



private sector accounted for only 40% of GDP in 1995 with over 90% of 



industry remaining in state hands. Privatization is slated to pick up in 



1996, but Bucharest faces other economic problems that could stall 



recovery, including a growing budget deficit, limited reform of the 



agricultural and energy sectors, and accumulated decay of the 




infrastructure. 
Exports: 

$6.2 billion (f.o.b., 1994) Textiles and footwear 23.8%, metals and metal 



products 17.3%, fuels and mineral products 11.6%, machinery and 



transport equipment 14.8%, chemicals 7.9%, food and agricultural goods 


6.5%, other 18.1% (1994)  
Imports: 

$7.1 billion (c.i.f., 1994) Fuels and minerals 26.8%, machinery and 



transport equipment 25.1%, textiles and footwear 12.3%, food and 



agricultural goods 9.3%, chemicals 7.9%, other 18.6% (1994) 

External debt: 

$4.7 billion (1995) 

_________________________________________CHINA - 1996
International disputes:
Boundary with India in dispute; disputed sections of the 




boundary with Russia remain to be settled; boundary with 




Tajikistan in dispute; short section of the boundary with 




North Korea is indefinite; involved in a complex dispute 




over the Spratly Islands with Malaysia, Philippines, 





Taiwan, Vietnam, and possibly Brunei; maritime boundary 




dispute with Vietnam in the Gulf of Tonkin; Paracel Islands 



occupied by China, but claimed by Vietnam and Taiwan; 




claims Japanese-administered Senkaku-shoto (Senkaku 




Islands/Diaoyu Tai), as does Taiwan 
Natural resources:

Coal, iron ore, petroleum, mercury, tin, tungsten, antimony, 



manganese, molybdenum, vanadium, magnetite, aluminum, 



lead, zinc, uranium, hydropower potential (world's largest)  
Population: 


1,210,004,956 (July 1996 est.) 

Ethnic divisions: 

Han Chinese 91.9%, Zhuang, Uygur, Hui, Yi, Tibetan, 




Miao, Manchu, Mongol, Buyi, Korean, and other 





nationalities 8.1% 
Legal system:


A complex amalgam of custom and statute, largely criminal 



law; rudimentary civil code in effect since 1 January 1987; 




new legal codes in effect since 1 January 1980; continuing 




efforts are being made to improve civil, administrative, 




criminal, and commercial law 
Economic overview: 

Beginning in late 1978 the Chinese leadership has been 




trying to move the economy from a sluggish Soviet-style 




centrally planned economy to one that is more market-




oriented, but still within a rigid political framework of 




Communist Party control. To this end the authorities 




switched to a system of household responsibility in 





agriculture in place of the old collectivization, increased the 



authority of local officials and plant managers in industry, 




permitted a wide variety of small-scale enterprise in 




services and light manufacturing, and opened the economy 




to increased foreign trade and investment. The result has 




been a strong surge in production. Agricultural output 




doubled in the 1980s, and industry also posted major gains, 




especially in coastal areas near Hong Kong and opposite 




Taiwan, where foreign investment and modern production 




methods helped spur output of both domestic and export 




goods. GDP has more than tripled since 1978. On the 




darker side, the leadership has often experienced in its 




hybrid system the worst results of socialism (bureaucracy, 




lassitude, corruption) and of capitalism (windfall gains and 




stepped-up inflation). Beijing thus has periodically 





backtracked, retightening central controls at intervals. In 




1992-95 annual growth of GDP accelerated, particularly in 




the coastal areas - averaging more than 10% annually 




according to official figures. In late 1993 China's leadership 



approved additional long-term reforms aimed at giving still 




more play to market-oriented institutions and at 





strengthening the center's control over the financial system; 



state enterprises would continue to dominate many key 




industries in what was now termed "a socialist market 




economy." In 1995 inflation dropped sharply, reflecting 




tighter monetary policies and stronger measures to control 




food prices. At the same time, the government struggled to 




(a) collect revenues due from provinces, businesses, and 




individuals; (b) reduce extortion and other economic 




crimes; and (c) keep afloat the large state-owned 





enterprises, most of which had not participated in the 




vigorous expansion of the economy. From 60 to 100 




million surplus rural workers are adrift between the villages 



and the cities, many subsisting through part-time low-pay 




jobs. Popular resistance, changes in central policy and loss




of authority by rural cadres have weakened China's 





population control program, which is essential to the 




nation's long-term economic viability. One of the most 




dangerous long-term threats to continued rapid economic 




growth is the deterioration in the environment, notably air 




pollution, soil erosion, and the steady fall of the water table 



especially in the north. The amount of arable land continues 



to decline because of erosion and economic development, 




the cumulative loss since the Communist takeover in 1949 




being more than 15%. The next few years will witness 




increasing tensions between a highly centralized political 




system and an increasingly decentralized economic system. 
Exports: 


$148.8 billion (f.o.b., 1995) Garments, textiles, footwear, 




toys, machinery and equipment (1994) 
Imports: 


$132.1 billion (c.i.f., 1995) Industrial machinery, textiles, 




plastics, telecommunications equipment, steel bars, aircraft 




(1994) 
External debt: 

$92 billion (1994 est.) 


Figure 2. Loss of control points








Figure 1. Businesses and flow of materials








Figure 5. Developing a Prototype
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