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Abstract. In the paper, we point out the role of FDI in the Slovak economy, analyze their status in the period from 2010 to 2015, suggest
their regional and branch aspect. FDI is an effective form of international business that complements lack of internal resources and
contributes to economic growth. As competition of FDI is very strong, it is important to create appropriate economic, political and
legislative conditions that the economy is capable of creating for foreign investors. The state of FDI in the Slovak economy has been
gradually increasing since 2010, but its large sectoral and regional imbalances appear to be unfavorable. The impact of FDI on GDP
development indicates that each FDI unit contributes to economic growth, respectively GDP growth; it affects employment and contributes
to the solution of unemployment. The problems of FDI in the Slovak economy are one-sided positioning in the automotive industry and at
the same time their location in the developed regions, i.e. in the area of Western Slovakia.
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1. Introduction

Foreign direct investment (FDI) is generally regarded as an effective form of international economic relations and
international business and can directly contribute to a significant increase in investment resources in each
economy. The problem of individual economies is the lack of internal resources and therefore FDI is an
indispensable complement to them, which increases economic growth, affects employment, improves
technological management know-how and positively affects other areas of the economy. It is evident that in FDI
companies, for example, higher labor productivity per worker, FDI bring more effective operation of companies
and regions, and also indirectly in the form of spill-owers effects, i.e., in the form of positive externalities. The
competition for FDI is very strong and limited, so it is important to create appropriate economic, political and
legislative conditions to attract foreign investors and increase their inflow. Even Slovakia is a country that needs
external resources and therefore needs to improve its investment attractiveness.

Many authors deal with this issue from different perspectives, pointing out the role of FDI in the economy as well
as the form of realization. The major subjects through which FDI enter the economy include multinational
corporations, their activities and their impact on the economy are both positive and negative as reported by the
authors, e.g. R.E. Caves (2007), J.H. Dunning (2012) and S. Ferenéikova (2013), M. Tvaronaviciené et al. 2018,
Z. Zeibote et al. 2019. FDI is significant in terms of overwhelmingly positive consequences. The role of vertical
and horizontal foreign investment on the example of several economies and the intensification of entrepreneurial
activities emphasize, for example, J. Hardy, M. Pollakova Fifekova and M. Sass (2011). From Slovak authors
who are investigating FDI in terms of their impact on economic growth, unemployment, other macroeconomic
indicators, resp. their influence on the safety of the population or economy are T. Dudas (2010), M. Fabus (2014,
2015), M. Fabus, M. Csabay (2018), L. Shuyan, M. Fabus 2019; M. Kova¢ (2016) and L. Kabat, S. Filip and L. Filipova
(2016).

Another possible approach to investigating FDI is the decision of foreign investors to locate them in a particular
economy or region. In this context, it is necessary to examine the investment attractiveness of the economy, the
quality of the business environment, and to observe the individual determinants affecting the decisions of foreign
investors M. Fabus (2017), M. Lincényi and M. Fabus$ (2017). The entry of foreign investments also affect socio-
economic relations in economies, for example by influencing the labor market, employment, and often lead to the
growth of migratory movements, especially in economies that imply economically more favorable conditions.
These facts are reflected, for example in I. Dudova and S. Polonyova (2017), further article of I. Dudova and V.
Stanek (2016).

In emphasizing the role of FDI in the economy, it is necessary to see their impact on regional development and
the reduction of regional disparities. It can be said that the entry of a major investor increases regional GDP,
increases employment and improves the overall conditions of business entities in terms of improving managerial
skills, organizational structure, qualification and education of labor forces, and so on. K. Stachova and Z. Stacho
(2016, 2017), but also V. Gozora and M. Hudakova (2014).

The study of the FDI impact on the economy in Slovakia's conditions was based on publications that examine the
theoretical approaches to FDI, their practical implementation from a regional and sectoral point of view and their
impact on selected macroeconomic indicators J. Tanco$ova and A. Slany (2004), J. Tanco$ova and S. Svecova
(2012) and J. Tancosova (2012).
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Our intention is to find the answer to the research questions: What is the impact of FDI entry on the economy of
Slovakia in the period and do they contribute to economic growth and reduce unemployment? Is it possible to
achieve better regional and sectoral directions for the FDI to Slovakia, which are the main causes of this situation
in the period under review?

2. Development of FDI inflow into Slovakia and economic growth

When we come out from the FDI status to the Slovak economy, we see (Table 1) that there is a slight fluctuation
in the development, which means the alternation of the periods with a higher but also lower inflow of FDI.
Significantly, the FDI inflow was marked by the time of the last global recession, which affected the behavior of
foreign investors whose behavior became more cautious. This period is already over and from 2010 until now
there is a gradual increase in the volume of FDI and an overall revival of the movement of long-term capital.

Table 1. Status of FDI to the Slovak economy in 2010 — 2015 (mil. Eur)

Years | Equity participation and reinvested capital | Other capital In sum
2010 31,793 5,871 37,665
2011 34,021 6,151 40,173
2012 34,131 7,648 41,779
2013 35,249 6,822 42,071
2014 34,039 6,938 40,969
2015 35,917 6,347 42,265

Source: Based on https://www.nbs.sk/en/statistics/balance-of-payments-statistics/foreign-direct-investment

FDI we mention in the structure the equity participation and the reinvested capital, the other capital and the
overall state. Equity participation means monetary and non-monetary investor deposits that are invested in basic
capital and include equity-shares. Reinvested earnings are the proportion of direct investors in proportion to the
equity participation and other capital includes corporate credit operations.

Economic growth is generally defined as the increase in basic macroeconomic variables over time, and is most
often expressed by the increase in Gross Domestic Product (GDP). GDP development is affected by the ability of
the economy to make full use of capital and human resources, especially internal. In the absence of internal
resources, they are most often supplemented by external, mainly foreign direct investment. In the previous
section, we have listed the FDI status in the Slovak Republic since 2010 and we are now showing the
development of GDP in the same time period. GDP developments were also influenced by the global economic
and financial recession, which was fully reflected in Slovakia in 2009, which led to a lower inflow of FDI and a
drop in GDP. In 2008, the level of GDP was 68,322.5 million. EUR and in 2009 it amounted to EUR 63,818.5
million, only 93.4% (compared to the previous year). From 2010, the recovery and gradual growth of GDP in
Slovakia took place. The evolution of selected macroeconomic indicators is shown in Table 2.

Table 2. Development of GDP, GDP/per capita, unemployment in Slovak republic in 2010 — 2015

Years GDP in current Change to the previous year GDP per capita Unemployement
pricesin mil. Eur - index in Eur in %

2010 67577,3 105,6 12 450 14,4

2011 70327,2 104,5 13 080 13,5

2012 72703,2 102,9 13450 14,0

2013 74169,9 102,0 13700 14,2

2014 76 087,8 102,6 14 010 13,2

2015 78 896,4 103,7 14 510 115

Source: Statistical office of SR www.statistics.sk
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From the point of view of the reached indicators, it can be said that economic growth started to recover in 2010,
which was reflected in GDP growth, although in 2011-2012 it was very mild and more or less stagnant. The more
favorable development is only happening from 2014, which is maintained until today. This was also reflected in
an increase in GDP per capita as well as the gradual decline in the unemployment rate, which fell below 10% in
2016 (9.6%) and is still decreasing.

Comparing GDP and FDI developments in the Slovak economy, there is a certain correlation between these
indicators. We can say that any increase in FDI also results in an increase in GDP (not directly in proportion) and
consequently also in the fall in unemployment. Of course, we have to realize that other effects and factors in the
economy also have a multiplier and acceleration principle, and their manifestations in the economy show a certain
lag rather than directly proportional. From the point of view of conclusions, we can state (in connection with the
first research question) that without FDI, the economic growth in Slovakia in individual years could not be
achieved, although with some additional effect. This means that each FDI unit has some effects in economic
growth, but it will also be reflected in a reduction of unemployment.

3. Territorial, sectoral and regional aspect of FDI development in Slovakia

Let us look further at the territorial aspect of FDI development, comparing the baseline for 2010 to 2015, which is
the last year with the final data published by the National Bank of Slovakia (hereinafter NBS). We can state that
the largest investors were the Netherlands, Austria and Germany. Of the total FDI in 2010 of 37.7 million euro
participated in percentage terms respectively: 25.5%, Austria 16.7%, Germany 12.2%, and Italy 8.4%, Czech
Republic 5.8%, France 5.03%, Hungary 5.2% and South Korea 4.2%. From the total FDI in 2010 (€ 37.7 million),
up to 83% comes from these seven countries. As shown in the figure below, we see FDI in millions EUR and the
percentage of largest investors in Slovakia. The graphical representation of the data is shown in Figure 1.
30

25,5
25
20 16,7 16,7
15 12,2
10 23 8.4
6,3 4,6 2 5.8 52 4.2 5,03
5 I ’ 2,2 1,9 1,6 1,5 I
0 I [ | | | [} -
a3 o A A A <] @ .
& & & <& &R & &7 <& R
& & & & ¥ < &
& v (c3d < S )
< © o <
) e
0‘\.
W 2010 FDI in mil. Eur 2010in % terms of total FDI in SR

Fig.1. FDI by country of origin in 2010
FDI inward positions in SR/2010/countries

Source: Statistics of the Balance of Payments - www.nbs.sk

In 2015 from the total FDI 42.3 mil. euros were the largest foreign investors in percentage terms in the
following countries: the Netherlands 19.6%, Austria 19.1%, Czech Republic 9.9%, Luxembourg 8.5%,
Germany 6.6%, Italy 7.3%, South Korea 7.1% and Hungary 5.6%. Compared to 2010, Luxembourg was
among the most significant investors, and the share of traditional countries France and Germany fell. Its
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position has been strengthened by the Czech Republic and South Korea. Of the total FDI in 2015, about
84% comes from these eight countries. The graphical representation of the data is shown in Figure 2.
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Fig.2. FDI by the country of origin in 2015
FDI inward positions in SR/2015/countries

Source: Statistics of the Balance of Payments - www.nbs.sk

The FDI sectoral trend in 2010 is even more unevenly distributed, and in general, the overall FDI is placed in a
relatively small number of industries where industry, financial and insurance, and electricity, gas and service
supply have the largest share of the overall FDI they are wholesale and retail. The overview of the sectors with the
largest proportion of FDI is shown in Table 3.

Table 3. Status of FDI in SR by economic sectors in 2010 and 2015
FDI inward positions in SR/Economic activity in 2010 and 2015

Economical sectors FDI in mil. Eur. % proportion on FDI in mil. Eur. % proportion on
2010 whole FDI in 2010 2015 whole FDI in 2015

Industrial production 12,9 34,2 14,1 33,3
Electricity and gas supply 5,7 15,1 18 4,2
Wholesale and retail 3,7 9,8 3,8 9,0
Financial and insurance activities 8,1 21,9 10,3 24,3
Real estate activities 2,1 5,6 3,0 7,1
Information and communication 1,6 4,2 2,2 5,2
Expert, scientific and technical activities 1,4 3,7 15 3,5

Source: Statistics of Balance of Payments - www.nbs.sk

If we compare the baseline for 2010 to 2015, we can say that FDI flows to approximately the same number of
sectors and the rest remain less represented by foreign investors. These are traditional foreign investors and
countries of origin of FDI, which place their investments in traditional industries. These do not change
significantly, and investors do not even change their behavior and go where they have the same background and
fulfilled the economic and other conditions.

Large disproportions are also in the regional FDI deployment, essentially since the creation of the independent SR
in 1993. If we come out from the available information (according to the NBS) we can state that the localization
of FDI according to individual regions of Slovakia is markedly unilateral and unevenly distributed. In the
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analyzed period 2010-2015, the western Slovakia regions obtained most of the FDI and, for example, in 2014 it
was up to 83.2% of all FDI in the SR. The highest share was recorded in the Bratislava region by 69.2%, followed
by the Trnava region with a share of 4.4%, the Tren¢iansky region with 5.6% and the Nitra region by 4.0%. We
can say that Bratislavsky kraj strongly dominates throughout the period under review. In comparison to the other
regions, it is caused by the best economic conditions, the relatively best-developed infrastructure, the availability
of a workforce with a relatively high level of education and a suitable structure, such as, for example, the
proximity of the Vienna Airport and many others.

Other regions have a much lower inflow of FDI and, for example, Central Slovakia gained only 8.4%, of which
Zilina region 6.6% and Banska Bystrica region 1.8%. Even smaller inflows were registered by the regions of
eastern Slovakia, to which only 8.2% of all FDI was in total. According to individual regions, in Kosice region it
was 6.6% and in the Presov region only 1.6%. The causes are clear and the regions in Central and Eastern
Slovakia belong to the least developed regions over the long-term and are significantly lagging behind the regions
in the west of Slovakia. It is a state that does not significantly change.

On the basis of the previous investigation, we found (the second research question) that the entry of foreign
investors can be influenced by the constant improvement of economic, legislative and other conditions. Also, the
better the starting conditions in the region, the more FDI there. If suitable conditions are created (e.g. in the
Bratislava region) also in terms of the structure and qualification of the workforce, it can attract foreign investors.
Just a skilled workforce is becoming a problem in several regions, especially in those where the FDI are located in
the automotive industry and related industries.

This makes it clear and the conclusion is that regions that are able to create better conditions and attract more
foreign investors are more advanced and those with worse conditions are lagging behind in all areas. As in less
developed regions, there are a number of disadvantageous long-standing factors that do not allow sufficient room
for foreign investors to develop. These include, in particular, determinants conditioning the development of the
investment environment, from macroeconomic conditions to less developed infrastructure or inappropriate
workforce structure. Subsequently, they mean lower regional GDP growth, higher unemployment and insufficient
room for foreign investors, and much more.

Conclusions

When comparing the FDI status and its role in the economy of Slovakia it can be said that obstacles have been
overcome after the last global recession and that the entry of foreign investors has risen globally but also in
Slovakia. This was also reflected in an increased inflow of FDI into the economy of Slovakia and reflected also in
GDP growth and the reduction of unemployment. Negative seems to be its insufficient total volume to the total
needs of the Slovak economy and especially the uneven entry into individual branches, but also in the regional
location within Slovakia. Although it is welcome to enter industrial production, its unilateralism (especially in the
automotive industry) is becoming a risk especially in situations such as economic and financial recessions. The
largest investors are traditionally the Netherlands, Austria and Germany, which also included other countries in
the analyzed period, South Korea, the Czech Republic and Luxembourg. The distribution of FDI from the
regional point of view points to the tendency to enter the most developed regions in the west of Slovakia
(especially in the Bratislava region) with built infrastructure and more favorable overall conditions compared to
the regions in Central and Eastern Slovakia.

In conclusion, it is important to note that for the Slovak economy, an increase in the total FDI volume and its

better sectoral and regional localization is important, with the aim of directing them to regions with high levels of
unemployment, low industrialization and regions where unused production capacities are.
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