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Abstract

Countries of Southeast Europe are at different levels of economic
growth and accession to the European Union. Bulgaria, Romania and Croatia
are already valid members of the EU. While Albania, Macedonia,
Montenegro and Serbia have the status of the candidates for membership,
Bosnia and Herzegovina still waits for the status of candidate for the
accession to the EU. The common thing for all the referred countries is that
they are far away from other members of the EU regarding their economic
development. Therefore, foreign direct investments appear to be an
important factor of speeding up the economic growth of these countries.
Linear correlation between the foreign direct investments and the indicators
of economic growth in the countries of the Southeast Europe is analyzed in
the paper. The period before the economic crises and the period after the
beginning of the economic crisis are analyzed separately, in order to observe
the linear correlation between FDI and economic growth. The following
variables are taken as indicators of the economic growth: GDP per capita,
export, import and rate of unemployment. The results of the research speak
in favor of the existence of a statistically significant correlation between FDI
and other macroeconomic indicators in the period before the economic crisis
in the majority of the analyzed countries. After the beginning of the
economic crisis, the linear correlation has been extremely weak. Effects of
the crisis very strongly influenced the economies of the observed countries.
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Introduction

Foreign capital has the key role in the economic development of
every country. Regarding the exporting countries, the export of capital
provides increased utilization of capacities, market expansion, new
technological development, increase of profit, especially within the middle
and long-term periods. Regarding the importing countries, the import of
capital provides additional accumulation, transfer of new technology and
knowledge without buying licenses, increased export, possibility of financing
new investments that influences the increase of employment, income,
productivity, increase of budgetary revenue, etc. (Kragulj, 2014). The
criterion for the volume and the direction of capital flow in contemporary
conditions is not just the difference in the profit amount. The importance of
other factors also rises. The role of uncertainty and risk criterion originating
mostly from economic and political reasons has been increased significantly.
Economic and political instability may not only slow down, but also
sometimes stop the capital flow. Certain economic and political
circumstances are the key determinants that establish the inflow of foreign
direct investments (FDI) into a host country (Kragulj, 2003). The countries
of the southeast Europe (SEE) are characterized by the lack of capital. They
have met the process of transition through their economic development, and
also with the global economic crises in the recent period. The result of all
that was that all these countries must significantly speed up their economic
development in order to come up with other European countries. Unlike
additional borrowing, foreign direct investments are imposed as the most
suitable way for attracting foreign capital. Economic crisis that overflowed
also to the countries of the SEE significantly slowed down the economic
growth of these countries. FDI carry both positive and negative effects,
differentiating from one country to another. Therefore, the accent in this
paper is in the investigation of the correlation between FDI and economic
growth, represented through GDP per capita, export and import
performances and unemployment. The goal is to recognize the correlation
between FDI and economic growth in the period before the economic crisis
and the effects of FDI after the beginning of the economic crisis.

Previous researches

There are different researches on positive effects (Borensztein et al.,
1998; Campos and Kinoshita, 2002; Giroud et al., 2012) and negative effects
(Stanisic, 2008; Doytch and Uctum, 2011) of FDI on economic growth and
other economic variables. Certain studies show a significant influence of the
FDI to export performances of the SEE countries, providing entrance to
global markets for these countries (Castellani and Pieri, 2013; Kornecki and
Rhoades, 2006). Researches show that inflow of the FDI depends on the
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level of accession to the EU. The difference was made between the group of
countries that were candidates for the membership in the EU before 2004 and
other countries that were predicted for the accession to the EU later. The first
group of countries received almost 60% of the total inflow of FDI in the
region. The various studies pointed out that the countries of so-called
Western Balkan (Croatia, Bosnia and Herzegovina, Serbia and Montenegro,
Macedonia and Albania) were not able to attract FDI due to slowdown of
economic reforms and political instability (Acaravci and Ozturk, 2012; Joze,
Kostevc and Rojec, 2013).

Lyroudi, Papanastasiou and Vamuakidis (2004) were researching the
connection of FDI inflow with economic growth. The research included 17
countries in transition during the period 1996-1998. Results of the research
showed that there was no statistically significant correlation between the FDI
inflow and the economic growth in the transitional countries. The
observations that FDI go mostly to developed countries (Kragulj, 2014) also
speak in favor of this study. Namely, multinational investment corporations
choose high-productive, quickly growing and profitable economies (Rodrik,
1999). Campos and Kinoshita (2002) in their study included 25 countries
from Central and East Europe during the period 1990-1998. The study
showed a significant positive effect of FDI to technological advance of the
countries that were the subject of the research. Certain studies put in the
foreground the process of privatization of companies. Advantages of the
external model of privatization in attracting FDI concerning other models of
privatization were pointed out (Merlevede and Schoors, 2009).

Linear regressive dependence of import and export of goods and
services and growth of BDP per capita from FDI inflow in the countries of
SEE during the period 1995-2011 was tested by the study from 2013. The
most important conclusions of the study were that a high level of correlation
between FDI inflow and other variables was present in Albania, while this
correlation was very low in Bosnia and Herzegovina. In addition, the
influence of FDI inflow to economic growth was the lowest in Macedonia
(Jacimovic, Bjelic and Markovic, 2013). Insufficient influence of FDI to
economic growth should be looked for in the structural reforms in these
countries, as well as in the inefficiency of local companies (Stanisic, 2008).

Methodology and data

Subject of analysis in this paper is the correlation between the FDI
and economic growth in the countries of SEE-8 (Albania, Bosnia and
Herzegovina, Bulgaria, Croatia, Macedonia, Montenegro, Romania and
Serbia). For the calculation of the simple linear correlation, we use Pearson’s
coefficient given by the expression:
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where the Foreign direct investment, net inflows (BoP, current US$)
is the variable x, while the variables y are:
. GDP per capita (current US$)
Unemployment, total (% of total labor force) (modeled ILO estimate)
Export of goods and services (current US$)
Import of goods and services (current US$)
All the data required for the research were collected from statistical
bases of the World Bank (World Bank, 2015). Coefficient of determination
(R?) is used in the analysis that represents the squared value of Pearson’s
coefficient and measures which part of variance of the two variables is
mutual.

Results and discussion

Chosen period of the analysis is 2000-2013. The last year for which
data exist in the World Bank bases — the year 2014 is excluded from the
analysis due to incomplete data for certain macroeconomic indicators. In
order to observe the influence of the world economic crisis, the period was
divided into two sub-periods: the period before the economic crisis 2000-
2007 and the period after the beginning of the economic crisis 2008-2013. 6

FDI and economic growth (2000-2013)

On basis of the obtained results for the observed period 2000-2013
(Table 1), we may conclude that only in case of Bosnia and Herzegovina
there is no statistically significant correlation between FDI and other
macroeconomic indicators. The examples of Bulgaria and Romania show
that there is statistically significant negative correlation between FDI and
rate of unemployment. The correlation is more expressed in Bulgaria
(R?=0.520), while it is for Romania R?=0.306. Such the results may be
ascribed to the influence of FDI to establishing new working positions. There
is a statistically significant negative correlation between the FDI and the rate
of unemployment (R?*=0.529) also in Croatia. Besides, Croatia is
characterized also by the statistically significant correlation between the FDI
and the import of goods and services (R?=0.355), which speaks in favor of
the fact that Croatia is dependent on import of raw materials and
semifinished products.
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Table 1: Correlations between FDI net inflow and GDP per capita, Exports, Imports and
Unemployment rate (2000-2013

Country Correlations SElL28 SS|ES|EZE
FDI ~ net Pearson 1 019™ |.932" |.923™ |-.064
Albani inflows Correlation
ania Sig. (2-tailed) 000 |.000 |.000 |.829
N 14 |14 |14 14 14
_ FDI ~ net Pearson 1 301 |272 |.433 |.470
Bosnia and | inflows  Correlation
Herzegovina Sig. (2-tailed) 297 |.348 122 .090
N 14 |14 |14 14 14
FDI ~net Pearson 1 299 | 213 |.437 |-7217
Bulgari inflows Correlation
ulgaria Sig. (2-tailed) 299 |.465 |.118 |.004
N 14 |14 |14 14 14
POl net - Pearson. 1 |42 |402 |596° |-727"
c ) inflows Correlation
roatia Sig. (2-tailed) 114|155 |.024 |.003
N 14 |14 |14 14 14
FDI ~ net Pearson 1 500 |.586° |.565° |-.127
Macedoni inflows Correlation
acedoma Sig. (2-tailed) 068 |.028 |.035 |.665
N 14 |14 |14 14 14
FDI - net  Pearson 1, | 545 |_ 761" |.147 |-502
M inflows Correlation
ontenegro Sig. (2-tailed) 603 |.047 |.753 |.251
N 7 7 7 7 7
FDI ~ net Pearson 1 458 |.287 |.497 |-553"
R ) inflows Correlation
omania Sig. (2-tailed) 100 |.320 |[.071 |.040
N 14 |14 |14 14 14
FDI net Pearson 1 |576" |.500 |.608" |.428
Serbi inflows Correlation
erbia Sig. (2-tailed) 031 |.068 [.021 |.127
N 14 |14 |14 14 14

*, Correlation is significant at the 0.05 level (2-tailed).

**_Correlation is significant at the 0.01 level (2-tailed).

The most expressed degree of correlation between FDI and other
macroeconomic indicators is present in Albania. Strong correlation is present
between FDI and GDP per capita (R?=0.845), FDI and export (R*=0.869),
FDI and import (R®=0.852). Moreover, a strong negative correlation is also
present between FDI and rate of unemployment, but due to the absence of
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Pearson’s coefficient, it is not statistically significant and we cannot make
dependable conclusions.

Montenegro is characterized by significant negative correlation
between FDI and export of goods and services (R?=0.579), which indicates
that FDI were not export oriented.

Correlations between FDI and export and between FDI and import
are present in Macedonia, which illustrates that FDI had modest level of
congruence only with Macedonian trading flows. Serbia is characterized by
significant correlation between FDI and GDP per capita and between FDI
and import of goods and services.

FDI and economic growth (2000-2007)

Completely different results regarding the correlation between FDI
and economic growth are obtained for the observed period 2000-2007 (Table
2). Statistically significant correlation between FDI on one hand and GDP
per capita, export and import on the other hand is present in all of the
observed countries, with the exception of Macedonia. At that, the coefficient
of determination is everywhere higher than 0.60 (R®>>0.6) for all of the
observed correlations. Statistically significant correlation between FDI and
export of goods and services is present in Macedonia (R*= 0.539). It varies
regarding to the whole observed period 2000-2013, where the correlation
between FDI and import existed apart from this correlation.

Montenegro is excepted from this analysis since it exists as a

sovereign country from 2006 and the data are available from 2007.
Table 2: Correlations between FDI net inflow and GDP per capita, Exports, Imports and
Unemployment rate (2000-2007)

o £
g2l 8s| €| £ | 28
Country Correlations = % o S §_ é E_*E
w=|(p@° | = 3
>
B GGG
Albania Sig. (2-tailed) 006 | .001 | .003 | .760
N 8 8 8 8 8
Herzegovina Sig. (2-tailed) .000 | .020 | .018 .059
N 8 8 8 8 8
) li:nl?llor\)\?; Cgfrirlztzirz)n 1 950 | 9767 | 977" | -8417
Bulgaria Sig. (2-tailed) 000 | .000 | 000 | .009
N 8 8 8 8 8
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FDI Pearson * * *
net Correlation 1 814 803 808 ~661
Croatia | Inflows i (2.tailed) 014 | 016 | 015 | .074
N 8 8 8 8 8
FDI net Pearson *
doni inflows Correlation 1 628 | 734 | 701 | -054
Macedonia Sig. (2-tailed) 095 | 038 | .053 | .900
N 8 8 8 8 8
FDI net Pearson - - -
) inflows Correlation 1 9161 .946 | .932 -399
Romania Sig. (2-tailed) 001 | 000 | 001 | 327
N 8 8 8 8 8
FDI net Pearson * - * *
5 inflows Correlation 1 829 881 823 769
Serbia . .
' Sig. (2-tailed) 011 | 004 | 012 | 026
N 8 8 8 8 8

*, Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

The differences between the countries of the SEE are illustrated by
the level of correlation between FDI and rate of unemployment. Statistically
significant correlation exists only in the cases of Bulgaria and Serbia. This
correlation in Bulgaria is negative (R*= 0.707), while in Serbia the
correlation between FDI and rate of unemployment has a positive preceding
(R?= 0.591). The positive correlation in Serbia, illustrating that there is a
decrease in working positions with increase of FDI, might be explained by
process of privatization that was very intensive in this period. Companies
were rationalized by privatization and number of employees was reduced in
order to increase labor productivity (Stosic, Redzepagic and Brnjas, 2012).

On basis of the above, we may conclude that the effects of FDI to
economic growth before the economic crisis were much more significant
than within the whole period.

FDI and economic growth (2008-2013)

After the beginning of the economic crisis, the correlation between
FDI and economic growth became even weaker (Table 3). There is no
statistically significant correlation between FDI and macroeconomic
indicators in Albania and Macedonia.

Statistically significant correlation between FDI and import exists in
Bosnia and Herzegovina (R?*= 0.743), while there is a negative correlation
between FDI and export in Montenegro (R*= 0.576).
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Romania and Bulgaria are characterized by high level of negative correlation
between FDI and rate of unemployment, while a positive correlation between
FDI and GDP per capita exists in Serbia. Surely that the global economic
crisis affected the economy of Serbia and made the already bad economic

situation even worse (Parezanin, Jednak and Kragulj, 2014).
Table 3: Correlations between FDI net inflow and GDP per capita, Exports, Imports and

Unemployment rate (2008-2013)

=
= = %) [%) E
Country Correlations 2| atc <1 a 5
CE| 88| & E £
O - @
[
)
FDI net Pearson 1 | -035 | -379 | .49 | .152
. inflows Correlation
Albania Sig. (2-tailed) 048 | 459 | 779 | 774
N 6 6 6 6 6
, FDI net Pearson 1 | e65 | 001 | 862" | -327
Bosnia and inflows Correlation
Herzegovina Sig. (2-tailed) .149 .864 .027 527
N 6 6 6 6 6
FDI net Pearson 1 | -104 | -352 | 373 | -814"
loari inflows Correlation
Bulgaria Sig. (2-tailed) 844 | 494 | 466 | .049
N 6 6 6 6 6
FDI net Pearsqn 1 856" 215 840" - 816"
. inflows Correlation
Croatia Sig. (2-tailed) 029 | 413 | 036 | .047
N 6 6 6 6 6
FDI net Pearson 1 | 55 | 635 | 800 | .322
doni inflows Correlation
Macedonia Sig. (2-tailed) 253 | 175 | 056 | 534
N 6 6 6 6 6
FDI net Pearson .
inflows Correlation 1 -.228 | -.759 134 -495
Montenegro ) )
Sig. (2-tailed) 664 | .080 | .800 318
N 6 6 6 6 6
FDI net Pearson 1 | es8 | -206 | 472 | -978”
. inflows Correlation
Romania Sig. (2-tailed) 156 | 666 | 344 | .001
N 6 6 6 6 6
FDI net Pearson 1 | 015 | 150 | 681 | -454
bi inflows Correlation
Serbia Sig. (2-tailed) o011 | 777 | 136 | 366
N 6 6 6 6 6

*. Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).
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An exception is Croatia, where a strong correlation exists between
FDI and all macroeconomic indicators, except for export. Effects of the
economic crisis to economies of the SEE countries are clearly visible from
the referred. Apart from the decrease of FDI in absolute amounts, their
effects to macroeconomic indicators are almost negligible.

Conclusion

The last empiric studies confirm the positive effect of foreign direct
investments to economic growth of developing countries. FDI are recognized
as the important channel of international transfer of technology. However,
studies in European economies in transition do not show such a consistent
result. The cause may be found in the process of transition itself, but also in
the effects of economic crisis. Due to structural reforms in the countries of
SEE, there is a decrease of production and employment because of
inefficiency of local companies. This may neutralize or even excel the
positive effect of FDI to economic growth.

While reliable conclusions regarding the linear correlation of FDI and
other macroeconomic indicators cannot be made for the whole observed
period 2000-2013, the periods before and after the beginning of economic
crisis give us a clearer acknowledgement about the correlation between FDI
and economic growth. The period before the economic crisis is characterized
with a strong correlation between FDI on one side and GDP per capita,
import and export on the other side in almost all the countries of the SEE.
The difference between the countries is in the influence of FDI to the rate of
unemployment. While in Bulgaria new working positions have been created,
unemployment as the result of privatization process has been increased with
increase of FDI in Serbia. Adverseness is that there is a positive correlation
between FDI and import with the majority of analyzed countries, which
might be the result of import of semifinished products necessary for the
process or insufficient import substitution from foreign companies dealing in
the analyzed countries.

The period after the beginning of the economic crisis is characterized
by the absence of linear correlation between FDI and economic growth in all
analyzed countries except for Croatia. A significant positive effect of FDI
has been accomplished only in Romania and Bulgaria regarding the
reduction of unemployment, while positive effects have been sublimated in
the growth of GDP per capita in Croatia and Serbia. Influences of economic
crisis significantly disturbed the flows of capital in the analyzed countries
and reduced their influence to economic growth.

229



References:

Acaravci, Ali, and Ilhan Ozturk. Foreign direct investment, export and
economic growth: empirical evidence from new EU countries. Romanian
Journal of Economic Forecasting 15(2), 52-67, 2012.

Borensztein, Eduardo, Jose De Gregorio, and Jong-Wha Lee. How does
foreign direct investment affect economic growth?. Journal of international
Economics, 45 (1), 115-135, 1998.

Campos, Nauro F., and Yuko Kinoshita. Foreign direct investment as
technology transferred: Some panel evidence from the transition economies.
The Manchester School 70 (3) 398-419, 2002.

Castellani, Davide, and Fabio Pieri. R&D offshoring and the productivity
growth of European regions. Research Policy 42(9), 1581-1594, 2013.
Damjan, Joze, Crt Kostevc, and Matija Rojec. FDI, structural change and
productivity growth: global supply chains at work in Central and Eastern
European countries. IRMO Occasional Papers 2013(1), 2-29, 2013.

Doytch, Nadia, and Merih Uctum. Does the worldwide shift of FDI from
manufacturing to services accelerate economic growth? A GMM estimation
study. Journal of International Money and Finance, 30 (3), 410-427, 2011.
Giroud, Axele, Bjorn Jindra, and Philipp Marek. Heterogeneous FDI in
transition economies—A novel approach to assess the developmental impact
of backward linkages. World Development, 40 (11), 2206-2220, 2012.
Jacimovic, Danijela, Predrag Bjelic, and Ivan Markovic. Uticaj svetske
ekonomske krize na medunarodne investicione i trgovinske tokove u regionu
Zapadnog balkana. Economic Themes 51 (1), 2013.

Kornecki, Lucyna, and Dawna Rhoades. "How FDI facilitates the
globalization process and stimulates economic growth in CEE." Journal of
International Business Research 6 (1), 113-126, 2007.

Kragulj, Dragana. Ekonomija - Osnovi mikroekonomske i makroekonomske
analize. Belgrade, 2014.

Kragulj, Dragana. Ekonomska kretanja i strane direktne investicije u
zemljama u tranziciji. Management 32, 19-27, 2003.

Lyroudi, Katerina, John Papanastasiou, and Athanasios Vamvakidis. Foreign
direct investment and economic growth in transition economies. South-
Eastern Europe Journal of Economics 2 (1), 97-110, 2004.

Merlevede, Bruno, and Koen Schoors. Privatisation and foreign direct
investment in 10 transition countries. Post-Communist Economies 21(2),
143-156, 2009.

Parezanin, Milos, Sandra Jednak and Dragana Kragulj. Foreign direct
investments and economic growth: The case of Serbia. XIV International
Symposium SymOrg 2014 ,New Business Models and Sustainable
Competitiveness®, Symposium proceedings. Belgrade: Faculty of
Organizational Sciences, University of Belgrade, 1029-1035, 2014.

230



Rodrik, Dani. The new global economy and developing countries: making
openness work. Vol. 24. Washington, DC: Overseas Development Council,
1999.

Stanisic, Nenad. Do Foreign Direct Investments Increase the Economic
Growth of Southeastern European Transition Economies?. No. 8875.
University Library of Munich, Germany, 2008.

Stosic, Ivan, Srdjan Redzepagic, and Zvonko Brnjas. Privatization,
restructuring and unemployment: The case of Serbia. New Challenges in
Changing Labour Markets, 355-372, 2012.

World Bank. World Bank Indicators. Retrieved July 23, 2015 from
http://data.worldbank.org/, 2015.

231


http://data.worldbank.org/

