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Abstract: Foreign direct investment plays an important role in most economies. Business conditions and sustainable
entrepreneurship is being directly affected by country’s ability to attract inflows of foreign capital. Hence, a question how to draw
them in is one of the most important aims and goals of foreign policy. Some countries are successful in attracting foreign investment,
others stay on the sidelines. The inflow of foreign direct investment depends on various factors. This article aims to answer the
question which foreign direct investment factors have a positive effect on the flow of these investments into chosen countries in
Central and East European countries. The data retrieved and used for consideration embraces period from 2003 to 2013.
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1. Introduction

Considering the issue of global economy recovery, especially in regard to the stability of European Unions
economy, a lot of attention is given to the international cooperation, free movement of capital, goods and
services, integration of societies, encouragement of technological innovations and increasing
competitiveness between countries. In other terms, issues of sustainable development (Tvaronaviciené 2014;
Korsakiené and Tvaronaviciené 2014; Simelyté and Antanaviciené 2013; Tvaronaviéiené and Lankauskiené
2011; Dudzevicitté 2013; Vasilinaité 2014; Antanavi¢iené 2014; Maciulis and Tvaronavic¢iené 2013;
Tvaronavic¢iené et al. 2013) and sustainable entrepreneurship (Korsakiené 2013; Korsakiené and
Baranauskiené 2011; Wahl and Prause 2013; Lauzikas and Mokseckiené 2013; Balkiené 2013) are being
raised. Foreign direct investment (FDI) is almost unanimously seen as precondition of sustainable
development and sustainable entrepreneurship. Scientific research and discussions about positive and
negative effect of investment, factors determining the attraction of investment and appealing investment
environment, are topical not only in other countries, but also in Lithuania.
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The effect of foreign direct investment on the economic growth, export, magnitude of production,
employment, scientific research and technological development, survival of businesses etc. (Unit and
Mustafa 2007; Faras and Ghali 2009; Weng et al. 2010 and others.). However theoretical analysis of
scientific literature shows that relocation of foreign capital from one country to the other can have
controversial effect on the receiving country’s economy (Davulis 2009: 343; Zilinské 2010). This type of
investment can be affected by country’s uneven economical development, profit export, the lack of
reinvestment and predominance in strategic branches of economy. However, the majority of researchers
imply that foreign direct investment has more positive effect on the economic growth than negative; they
underline that the bigger effect of such investments on country’s economy depends on the receiving
country’s level of development. In other words, general technological level, work force qualification,
institutional factors, etc. as well as the investors’ aims and nature and potential of their activity. Positive
attitude towards these types of investments results in a certain type of foreign capital politics: countries try to
look attractive for the foreign investors, specific strategies and programs designed to draw in investment are
created. Foreign investment is riskier than domestic one, therefore factors, which encourage foreign direct
investment, are widely discussed in scientific literature. However it should be noted that the opinion on this
issue is not unanimous.

The aim of this article is to determine and evaluate the main factors which influence decisions to invest in the
Central and Eastern European countries by the amount of investment they attract. Applied methods of
research: analysis, synthesis and summary of scientific works and normative documents; comparative and
logical analysis of statistical data; horizontal and vertical analysis; graphical demonstration of data; analysis
by correlation; Method of Stiuden criterion. The article is structured as follows: first we present an overview
of different theoretical approaches to the mains factors which encourage foreign direct investment into the
country, overview of scientific literature is presented. Second we investigate foreign direct investment into
Central and Eastern European (CEE) countries. The position of Lithuania in CEE context is established, and
countries for the further investigation are chosen. In order to check the strength of connection between the
main driving factors and FDI, correlative analysis was applied, and the decision about the significance of
correlative coefficient size is made using statistics t (Student criterion method).

2. FDI driving factors

Factors encouraging foreign direct investment (FDI) are widely analyzed by many scientists, therefore there
is no consensus about the motivation for these investments. Of course, while penetrating markets of the
foreign countries investors have many motives and aims and, first and foremost, try to evaluate the image
and economic environment of the country (Kahai 2011). Why businesses decide to invest into foreign
markets is discussed by few widely spread theories. The most famous one is Dunning (1981) theory of
expansion also called OLI theory of conditions. This theory answers the question why it is better to invest
abroad and not to increase production in one’s own country and to sell it abroad or to sell the license of
production for the foreign business.

Other theories such as production cycle theory, monopolist superiority theory, internationality theory,
according to Navickas (2008: 150), are mainly oriented only to a certain aspect of foreign investment, certain
group of main factors. Meanwhile, the decision to invest abroad is usually affected by the group of factors,
which is based on many theories. The pursuit of bigger effectiveness with the help of FDI helps distribute
resources more rational, and monitoring of the market — investing in a way that would bring the biggest
profit from geographically spread activity. Accroding to Tvaronaviciené et al. (2008) the expansion of the
investing country’s market can be secured in two cases. First case is when country receiving investments is
geographically big and has a big population, second case is when the country is small, but show stabile
growth of economy, which promises additional market capabilities for the investors. Rajan (2004) claims
that foreign country as a suitable location for investment is usually has two stages of evaluation. In the first
stage they evaluate countries by the crucial factors. Later only those countries are analyzed, which match that
criteria, such as tax level, subsidies provided by the country and other incentives. Both theoretical arguments
and empirical research conclusions form an attitude that various foreign direct investment incentives at the
moment are important factors, affecting the choice of location for these investments. Easson and Zolt (2002)
admit the growing importance of country’s incentive system for the investors especially, when choosing
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between the countries in the same region. Almost every government, in spite of their political affiliation,
actively carries out politics towards international business (Ginevi¢ius, Simelyteé 2011). According to
Ginevicius et al. (2005: 175) in order to attract solid foreign direct investment it is not enough to regulate the
processes, but it is also important for the state to stimulate them by economical means.

In the recent decade institutions are increasingly more often named as one of the most important factors in
attracting FDI. Institutions are becoming one of the main advantages of the country receiving investments,
because the effectiveness of the market strongly depends on the institutions regulating it, as they define “the
rules of the game”, which determine the amount of expenses and availability of the information, which
accordingly defines how successful the business is (Rupliené et al. 2008). If the institutions are effective,
they can attract additional FDI, meanwhile if they are not; it can accumulate additional foreign investment
expenses. It is especially connected with corruption. In addition, FDI is especially sensitive towards any kind
of institutional instability, political changes, diminishing of ownership rights protection, and it can even
result in withdrawal of investment.

Caetano and Galego (2009) define connection between FDI and institutions. Firstly, qualified country’s
institutions decrease the expenses for investment agreements, therefore profitability increases. Secondly,
because of undergone irreversible big expenses (especially in the case of Greenfield investment) FDI is
sensitive towards the stability of the country and its changes in security, which depend on the effectiveness
of the legal system and protection of the ownership rights. Hyun (2006), who as well studied the effect of
quality of institutional activities on attraction of foreign direct investment, also claims that the quality of
institutions is one of the most important factors attracting foreign investment. This author also underlines
that the growth of institutional quality has effect on the economic growth only in the long-term. Dumludag
(2009) confirms that institutions can affect decisions related to FDI and their amount in the separate
economies. According to Rupliené (2009), authors evaluating the influence of institutional factors on the
FDI, among which tax system is believed to be the most important one, often support their ideas by the main
factors theory — Dunning OLI paradigm. Taxes can affect all three conditions mentioned in this theory. For
example, if tax concessions are applied for foreign investors, they gain an advantage in comparison with
local businesses. Taxes can also be a factor resulting in making a certain place more attractive for the
investment.

However, the flow of FDI is affected not only by the policy of the state and the quality of institutions, but

also is important and geographical location (Ginevicius et al. 2005: 161), various infrastructures and their

institutionalization, which also change in time and space (Held et al 2002: 216). However, according to

Margalioth (2003) because of globalization the influence of main country’s factors towards investment

decisions has decreased hugely. Progress and development in many areas enables international companies to

move their manufacturing process into other countries. Kostiunina and Livencov (2001: 70) underlines the
importance of the growing importance of these factors:

— The openness of national economy. Open economy attracts more investments. According to Rupliené et
al. (2008), this coefficient shows how effectively the country participates in the world’s trade and is
linked with smaller limitations of the foreign trade, and it affects bigger migration level of the capital.

— The level of infrastructural development. The quality of infrastructure is important for the development
of world’s production and trade; therefore it is necessary to improve the system of transportation,
logistics and telecommunications.

Gholami et al. (2006) also distinguishes the most commonly analyzed factors in the scientific literature -
natural resources, the size of the market, political stability, the conditions for business activity, small wages,
favorable currency rate, trade barriers, orientation towards export, the openness of the developing country,
democratization, etc. and these factors are indicated as traditional factors affecting foreign direct investment.
However, as the authors underlined these factors due to changes in global economy are not as important.
According Gholami et al. (2006); Soper et al. (2012) in the future informational technologies and
telecommunication will be one of the main factors attracting foreign direct investments. Informational
technologies and telecommunication constructs more favorable conditions for the development of activity in
the international markets, installing new models of business, provides a possibility translate data about
goods, orders and cargos in an actual time.
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Bevan and Estrin (2000) analyze the flow of FDI form eighteen market economies to eleven future European
Union countries in the period from 1994 to 1998. After the research was carried out, it was find out that FDI
into these markets has been increasing during the analyzed period, and they are affected by cheap labor, big
market and geographical closeness. The authors come to conclusion that joining unions is also a valid factor
affecting FDI, because it is related with the decrease economical indeterminability and the increase of the
country’s reliability. Nonnemberg and Mendonca (2004) analyze factors influencing FDI in 38 developing
countries in the period from 1975 to 2000. Authors determined the factors affecting FDI inflows: the level of
education, economic openness, inflation, economic risks and tempo of economic development. Benassy-
Quere et al. (2007) defines the importance of institutions and its impact on FDI, emphasizing the
bureaucracy and corruption. Rupliené et al. (2008) evaluated Lithuanian annual FDI dependence on three
macroeconomic indicators — average salary, average income per capita and economical openness. Authors
have found out that economic openness compare with other two factors have the greater impact on flow of
FDI. Cevis and Camurdan (2009) explored which of factors: salary, inflation, interest rate or the growth of
gross domestic product have the greatest impact on the flow of FDI in 17 countries. Cevis and Camurdan
(2009) found out that the flow of FDI is directly affected by the changes of interest rates and the growth of
GDP, and the greatest impact has the income of the previous FDI period. Nur Ozkan-Gunay (2011) defined
different motives for investing into new and old EU members in the period from 1998 to 2008. While
attracting FDI into old EU members, such factors as price of energy resources, technologies saving
resources, innovations and investment into human resources are important. Macroeconomic stability is not a
valid factor for attracting FDI into old EU countries. FDI into the new EU countries is encouraged by
economic stability, the size of domestic market, tax factors and small price of work force. Dumludag (2009)
showed that political stability, superiority of the law, corruption, democracy, bureaucracy and the protection
of the ownership rights have a major effect on direct foreign investment.

Domestic market of country and region

Stability and transparency

Labor cost

Infrastructure of transportation and logistics

Work force skills

Growth of productivity

Stability of social climate

Corporate incom tax

Flexibility of work relation regulations R

Infrastructure of telecomunications
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%

Fig. 1. Factors, which influence investors’ priorities in choosing the direction of investment

Source: Feasibility study for... 2012

As one can see scientists tend to choose various factors for empirical researches, they use different statistical
data, periods of time, methods of research, carry out their researches in different countries and regions,
therefore they get different results. In 2011 during the survey, carried out by “Ernst & Young”, about the
attractiveness of Europe for investment, investors named the quality of communication and infrastructure of
telecommunication as the main factor affecting the choice of direction, region and country of investment.
The data from 2012 questioners show that the priorities of the investors change: they named the
attractiveness of the market of the country or region and the stability and transparency of political, legal and
regulative environment as the most important ones. The expenditure for the workforce, infrastructure, and
the amplification of the productivity still remain to be important factors, however, investors are looking for
the regions, which have bigger consumer market and the trust of consumers regaining after economic
recession. The change in economic conditions also has a major impact on the investors’ goal to decrease the
risks of business — invest in the regions, which have stabile legal and regulative environment (Feasibility
study for ... 2012). The Figure 1 demonstrates the most important factors, which impact investors’ decisions
in choosing a region or a country of investment, named in the “Ernst & Young” European attractiveness
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guestionnaire of 2012 (840 respondents). Named investors’ priorities for choosing direction of investment
helps to explain why certain countries attract more attention from investors than others.

3. Foreign direct investment in CEE countries

In spite of euro zone crisis and instability of continental economy investors value Europe is an attractive
location for the investment. In 2011 according to the data of “Ernst & Young” survey West Europe was able
to keep stabile position among the most attractive regions for investments: 33 percent of questionnaire
respondents, when making a decision about the development of their managed organization, would choose
West Europe, 21 percent would invest in Central and Eastern Europe (CEE) (Feasibility study for... 2012).
Central and Easter European countries before the collapse of Soviet Union were practically closed for
foreign investment. However, during the last two decades this region changed dramatically. Soviet type
central plan economy was changed by free market model. Just a few years ago CEE was considered a region
of small expenditures, which caters for citizens from West Europe with big consumerist needs. However,
economic disturbances in The West had a negative effect on CEE. Bad loans, dependence on export to the
West, weak bank system also had a negative effect the attractiveness of CEE. In addition to these reasons,
investors have noticed that work force expenses in CEE has grown as well, therefore production in the region
does not seem to be as attractive. Due to growing attractiveness of quickly growing BRIC countries and
other developing markets of investment, region is facing strong competition (Feasibility study for... 2012). In
order to distinguish countries, which are the first and the last by their ability to attract FDI and to evaluate the
position of Lithuania in CEE context thereinafter comparison of direct investment per capita in CEE
countries is carried out. As countries differ in their size and level of development, in order to compare them
most adequate is foreign direct investment per capita. Figure 2 shows average (arithmetical average) FDI per
capita in 2003-2012 and the change (the speed of growth) in 2012 in comparison with 2003 in CEE
countries.

FDI change in CEE countries in 2003-2012
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Fig. 2. Av. FDI per capita in 2003-2012 and the change in 2012 in comparison with 2003 in CEE countries

Source: Compiled by the authors. Based on data from UNCTAD

As one can see from the Figure 2, average FDI revenue per capita is the biggest in Estonia —
10 666,87 dollars. The Czech Republic and Hungary on average attracted 11,65 and 24,05 percent less FDI
then in Estonia. Meanwhile, these investments are 67,83 and 77,28 percent smaller in Lithuania and
Romania, in comparison with Estonia. However, FDI has increased in Romania since 2012, in comparison
with 2003 — 523 percent. Statistical data show that foreign capital flow into Lithuania is significantly smaller
than to other CEE countries. We will try to learn about the advantages that Estonia and the Czech Republic
have in comparison with Lithuania and Romania during further investigation.

4. Significance of main FDI driving factors
After the analysis of scientific works, the main factors encouraging and limiting FDI attraction to the country

were discovered. This part evaluates how much FDI influx into the Czech Republic, Estonia, Lithuania and
Romania is affected by such main quantitavely evaluative factors as the Corruption Perceptions Index, the

234



Index of Economic Freedom, the Size of the Market, Average Monthly Wage, the Tax Burden, Expenses for
the Research and Development and the Level of Economic Openness. In order to check the strength of
connection between the before mentioned factors and FDI correlative analysis was used, and the decision
about the significance of correlative coefficient size is made using statistics t
(Student criterion method).

Lithuania and other three CEE countries (Estonia, the Czech Republic and Romania) as an object of research
provides the opportunity to evaluate the significance of the main FDI factors for these investments into the
first and the last countries by their FDI attraction. An assumption that such directly evaluable quantitative
factors as the Corruption Perceptions Index, the Index of Economic Freedom, the Size of the Market,
Average Monthly Wage, the Tax Burden, Expenses for the Research and Development and the Level of
Economic Openness impact the flow of investment into the country.

After the research of foreign direct investment main factors, while using correlation analysis (Table 1), in the
discussed period the strongest connection was established between FDI and GDP and between FDI and
expenses for Research and Development in all countries.

Table 1. FDI subordination to the index of the main factors

Czech Republic Estonia Lithuania Romania i
Factors terit.
R T R t r t r t

Corruption Perceptions Index 0,6306 | 2,2982 | 0,7194 | 2,9298 | 0,6356 | 2,3288 | 0,9188 | 6,5839

Index of Economic Freedom 0,7870 | 3,6077 | -0,5631 | 1,9273 0,1366 | 0,3901 | 0,9889 | 18,8124

Market Size 0,9359 | 7,5144 | -0,9818 | 14,6123 | -0,9319 | 7,2666 | -0,9466 | 8,3018

GDP 0,9638 | 10,2253 | 0,9437 | 8,0705 0,9461 | 8,2658 | 0,9638 | 10,2298

Av. Montly Wage 0,9738 | 12,1050 | 0,9550 | 9,1119 0,9054 | 6,0329 | 0,9853 | 16,3137

Tax Burden -0,6734 | 2,5762 0,5999 | 2,1208 -0,1433 | 0,4096 | 0,1115 | 0,3173

R&D expenses 0,9502 | 12,0436 | 0,8923 | 5,5898 | 0,9543 | 9,0363 | 0,8659 | 4,8964

The Level of Economic Openness | 0,3644 | 1,1069 | 0,4823 | 1,5571 | 0,7806 | 3,5320 | -0,2100 | 0,6076 §
ol

Source: compiled by the authors

The importance of other factors differs from country to country. The Corruption Perceptions Index is
significant to FDI in Estonia, Lithuania and Romania, the Index of Economic Freedom — The Czech Republic
and Romania, Market Size and Tax Burden — The Czech Republic, the Level of Economic Openness —
Lithuania. In conclusion, one can claim that in the analyzed period some correlations based on scientific
works and established in other countries, were not confirmed or only partly confirmed in the analyzed
countries.

After analysis was carried out, it was noticed that The Czech Republic and Estonia, where in the analyzed
period the biggest Average Monthly Wage and Tax Burden and in Estonia even the smallest market in the
sense of population were established, are the leading countries in CEE by FDI attraction. Lithuania and
Romania, on the other hand, in spite of more favorable indexes in these areas are behind. Therefore, the
increase of taxes and wages may not have a noticeable negative effect on FDI attraction. As work force
expenses are growing, work force skills and the increase of productivity are becoming more important
factors, while tax size is not so important when tax concessions are offered. Meanwhile, in the leading
countries by the FDI attraction other factors — the Corruption Perceptions Index and the Index of Economic
Freedom (which define the quality of institutions), GDP (which defines the growth of economy and
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purchasing power), expenses for Research and Development, the Level of Economic Openness — significance
is the biggest, and in those behind — smaller. Consequently, Lithuania and Romania in order to increase the
flow of FDI should improve the quality of institutional environment, because due to corruption, political
instability or excessive amount of regulations foreign investors avoid these countries. More active
participation of the countries in world trade would result in bigger foreign capital inflow to the countries.
However, because of determined strong connection between FDI and expenses for Research and
Development, the biggest amount of attention should be designated for this area. Also it should be kept in
mind that analyzed factors only form a small part of factors, which can affect the amount of FDI in the
country. Other factors which are not analyzed in this article can also have effect on FDI. Moreover, it is
important to mention that it is most common that business decision to invest abroad is a result not just of one
factor, but of their complex. It is also difficult to forecast which factors can influence the dynamics of FDI
and direction in modern global economy. Because of the global changes traditional factors are becoming less
important. Also the factors which impact the flow of FDI into the developing or transitive economies are not
valid factors in advanced countries.

Conclusions

The review of scientific literature reveals that various researchers define different factors, which determine
investment decisions, and they do not interpret in a same manner their importance in FDI attraction.
According to various authors the flow of FDI can be influenced by: stabile political and economic situation,
strong national currency, the openness of national economy, the balance of price and quality of work force,
the size of tax and concessions, appropriate infrastructure and communication accessibility, favorable
maintenance of legal and institutional environment, the possibility to access resources, the size of the market
and the possibility for its growth, etc. Scientists obtained different results, they choose different factors for
their empirical researches, use different statistical data, periods of time, methods of research, carry out their
researches in different countries and regions.

Different CEE countries attracted different amount of foreign capital in period from 2003 to 2012. Estonia,
the Czech Republic, Hungary are successful in attracting foreign capital. However Lithuania and Romania
stay aloof. After the chosen FDI factors’ research was carried out — the Corruption Perceptions Index, the
Index of Economic Freedom, the Size of the Market, Average Monthly Wage, the Tax Burden, Expenses for
the Research and Development and the Level of Economic Openness — in Estonia, the Czech Republic,
Lithuania, Romania, in the analyzed period (2003-2012), the strongest connection was established between
FDI and GDP and between FDI and Expenses for Research and Development in all countries. The
significance of different factors varies depending on the country and in the analyzed countries they were not
confirmed or confirmed only partly. Therefore, it means that reliable conclusions can not be made, in other
words, other FDI factors, not analyzed in this article exist.
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