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Abstract. This part is dealing with the problem of foreign direct investments (FDI) from the theoretical point of view as well as
from the point of view of their influence on economic development of Slovakia We are characterizing the FDI and pointing at
the eclectic theory as one of the most general theories of FDI, which is based on the so called OLI Paradigm. We are analysing
the phases of access of FDI in the Slovak economy in connection with the GDP growth, with the speed of economic growth
and the development of unemployment. We are comparing the inflow of FDI with the development of basic macroeconomic
indicators in economy as well as in individual regions of Slovakia arriving at the conclusion that the FDI belong to effective fac-
tors of economic growth, they reduce unemployment and influence regional disparities.
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lOpita TaHuowoBa

Ph.D. (ekoH.), AoLeHT Kadeapn eKOHOMIKM i (hiHaHCIB, NPOPEKTop, Bulya LWKona eKOHOMIKU Ta MEHeAXKMEHTY

B ny6niyHoMy aamiHicTpysaHHi y bparucnasi, Cnosaubka Pecrybnika

NPAMI IHO3EMHI IHBECTUUII TA IX BNJIUB HA EKOHOMIYHMM PO3BUTOK CJIOBAY4YUHA

AHoTauif. Y cTaTTi 3 TeOpeTUYHOI TOYKM 30py PO3rNALAAETLCA NUTaHHA NPO NPAMI iHo3eMHi iHBecTuuii (MIl) Ta ix BnAnB Ha
€KOHOMIYHUI PO3BUTOK CrnoBavymHU. Mun BU3HAYaEMO EKNEKTUYHY TEOPIO AK OAHY i3 HanbinbLw nowmpeHux Teopin Mil, wo
BUNNMBae i3 Tak 3BaHoi OL/ Paradigm. Mu aHanisyemo etanu BxogakeHHs MIl B ekoHomiky CnoBayudmHu, 6epy4mn 3a OCHOBY
Taki NoOKasHWKK, AK 3pocTaHHA BBI1, Temnn ekoHoMiYHOro pocTy i 6€3po6iTTA. My nopisHioeMo npunnme Ml B po3BuToK 6a-
30BUX MaKPOEKOHOMIYHMX iHAMKATOPIB Ta OKpeMi perioHn CrnoBayynHn. Y pesynbTati AOCNIAXKEHHA MU AOXOAMMO BUCHOBKY,
wo Ml € etpeKTUBHUM YNHHUKOM EKOHOMIYHOrO POCTY, CKOPOYEeHHA 6e3pobiTTA i perioHanLHOro AMcnapuTeTy.

Knio4oBi cnoBa: npAmi iHO3eMHi iHBeCTUUIi, eKNeKTuYHa Teopid, BanoBUA BHYTPILUHIA NpoaykT, 6e3pobiTTA, perioHanbHa
HEpIBHICTb.

I0OauTa TaHUowoBa

Ph.D. (3KOH.), AoueHT kadheapbl 3KOHOMUKU U hMHAHCOB, MPOPEKTOp, Bbiclwan LWKona 3KOHOMUKN U MEHE>XXMEHTa

B Ny6n14HOM aaMuHUCTpupoBaHuy B BpaTucnaee, Cnosaukana Pecny6nvka

NMPAMbIE MHOCTPAHHBIE UHBECTULIMX N UX BOSOENCTBUE HA SKOHOMUWYECKOE PA3SBUTUE CJIIOBAKUN
AHHOTauuA. B cTaTtbe C TEOPETUYECKON TOUKM 3pEHVA paccMaTpyBaeTCA BOMPOC O MPAMbIX MHOCTPAHHbIX MHBECTULMAX
(MAW) n nx BAnAHUN Ha SKOHOMUYECKOe pasBuTue Cnosakun. Mbl onpegenAemM 3KIEKTUYECKYO TEOPUIO KaK OOHY M3 Hau-
6onee pacnpocTpaHeHHbIx Teopun MNMNW, KoTopaa BblTekaeT u3d Tak HasbiBaemon OL/ Paradigm. Mbl aHanm3umpyem aTtanbl
BxoxaeHuA MU B akoHommKy CnoBakun, 6epA 3a OCHOBY Takue nokasartenu, kak pocT BBI, TeMnbl 3KOHOMM4eCcKoro poc-
Ta n 6e3paboTuubl. Mbl cpaBHuBaem nputok MU B pa3srtue 6a30BbiX MAKPOIKOHOMUYECKNX UHANKATOPOB U B OTAENbHbIE
pervoHbl CnoBakmu. B pesynbtaTe nccnenoBaHna Mbl NpMxoaum K BbiBogy, 4To MU asnatoTca adhdheKTMBHbIM (hakTopoM
3KOHOMMYECKOr0O pocTa, CoKpalleHnA 6e3paboTuLibl U permoHanbHoro avcnapureTa.

KnioueBble cnosa: NpAMbIE MHOCTPaHHbIE MHBECTULIMW, SKNEKTUYECKan Teopusa, BaloBON BHYTPEHHUIA NPOoAyKT, 6e3pabo-
TMLA, PerMoHanbHoe HepaBeHCTBO.

Introduction. In theoretical approaches as well as with
practical solutions there prevails an opinion that foreign direct
investments (hereinafter FDI) have positive influence on eco-
nomic development of Slovakia and at the same time they
positively influence the regions which managed to attract fo-
reign investors. The economies with insufficient internal
resources are seeking external resources which mostly
include FDI. FDI are a factor which positively influences
labour productivity, increases economic growth, GDP and
reduces unemployment. It is generally accepted that enter-
prises with foreign capital reach better economic results in all
aspects. Realization of FDI in economy means e.g. use of bet-
ter technological and managerial know-how, which enable
enterprises, regions and economy as a whole to function more
effectively. The influence of FDI need not always be direct,
positive effect may appear also indirectly, in the form of
spillover effects, i.e. in chaining of positive externalities. The
enterprises with FDI further influence small and middle-sized
enterprises which produce final products or services and then
there are deliveries of suppliers and subcontractors. A typical
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example in Slovakia is automobile industry which is further fol-
lowed by investments in all regions.

FDI contribute to development of knowledge economy, as
the capital strong enterprises create preconditions of coopera-
tion in the sphere of innovations, research and development. As
far as the domestic subjects are concerned, contact with foreign
investors means the possibility of joining the global production
chains, possibility of access to orders and better establishment
in the foreign market. From the macroeconomic point of view,
with regard to export orientation, they contribute to improving
the balance of payments, thus increasing the speed of eco-
nomic growth. From the microeconomic point of view, through
the foreign trade enterprises, they create the possibility of solv-
ing the regional problems.

Brief literature review. The problem of FDI is dealt with in
many publications by the Slovak as well as foreign authors.
From theoretical point of view we must mention J. H. Dunning
[1; 2; 3] whole eclectic theory may be used in research of moti-
vation and practical realization of FDI and it points at the main
reasons of foreign investors. Then there are Slovak economists
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S. Ferencikovg M. Fifekovg T. Dudas, A Hoskova [4; 7; 8], who
analyse the influence of inflow of FDI on economic development
and show the possibilities of rise of spillover effects and effec-
tiveness of FDI. In her study M. Sestakova deals with the com-
petition of states in gaining and maintaining foreign investors,
the forms and instruments of state policy in supporting DFI,
their effectiveness as well as the risks. Then there are expertise
studies of the Economic Institute of the Slovak Academy of
Sciences by the authors M. Kucerg B. Hossof, V. Hvozdikova
K. Jassovg T Kadlica who analysed the instruments of the state
in supporting FDI, the effectiveness of investment stimuli and
are searching their influence on macroeconomics. Of great
interest is also the publication by R. Outrata and collective of
authors [11] on DFI as an important factor which directly con-
tributes to globalization. The growing globalization which is
directly contributed by foreign capital movement and creates the
conditions for cooperation in the sphere of innovations, research
and development was explained by M. Sikula [12].

Purpose. The aim of the article is to theoretically charac-
terize FDI and show their practical importance mainly in influ-
encing economic growth, growth of GDP, reducing unemploy-
ment as well as the possibilities of influencing the regional
disparities in individual regions of Slovakia.

Results. The research of FDI has been made in several
studies abroad as well as in Slovakia and the theories, which
deal with them, are more or less classed and relatively well
elaborated. In Slovakia, at the beginning, the scientists paid
attention to more spheres of influence of FDI, some of them
being specific with regard to the conditions of transformation.

One of the main characterizations of FDI is the definition of
the IMF, according to which they are the investments which
reflect a permanent interest of the resident subject of one coun-
try (direct investor) in the resident subject of other country (the
enterprise with FDI), include all transactions made between the
direct investor and the enterprise with foreign direct invest-
ments. They cover the initial transactions as well as all other
ones [5, p. 3].

Another definition emphasizes the participation in manage-
ment and characterizes FDI as an investment which the
‘investor locates abroad with the aim to gain control over the
enterprise he is investing in, whilst the investor shares not only
the profit, but also the ownership to such an extent he can gov-
ern, control or manage it. Under the conditions of the Slovak
Republic (hereinafter SR), as far as FDI are concerned, the
Foreign Currency Law No. 202/1995 Coll., section k, §2 as
amended was passed in the Parliament with the following word-
ing «spending financial means or other property values valued
in money terms or other property rights, the aim of which is the
foundation, gaining or expanding the permanent economic rela-
tions in doing business abroad or at home...». These definitions
result in the common conclusions, which make the core of the
definition of FDI as follows: it concerns the investment realized
out of the mother country of investor; investor has a long-term
interest in foreign investment; investor must have the possibili-
ty of an effective control over an investment.

In professional literature the FDI theories are divided into
four basic groups. The first group of theories searches FDI as
capital flows, then there are development theories analysing the
influence of FDI on economic development of states, then the
theories searching FDI at the level of firms, and the motivations
of investors. A separate group is an eclectic theory of J. H. Dun-
ning [1] which uses the aspects of more theories drawn from
the first three groups. It is a systematic theory on multi-nation-
alization, which in a certain sense is a synthesis of the previous
theories. Then, according to the eclectic paradigm, the main
purposes of the foreign capital transfer are the following: gain-
ing new markets; gaining new resources of production factors;
higher performance effectiveness.

Dunning summarized the factors, which lead to multi-natio-
nalization and the theory based on the so called eclectic OL/
paradigm [3] was formed. According to this theory the driving
power of FDI is the existence of three groups of advantages:
«O» (owner specific advantage) is the advantages resulting
from the owning rights, patents, trade rights and marks, know-
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how, results of research and development. «L» (location speci-
fic advantage) is the location advantages, which represent spe-
cific advantages of locality, which make it attractive for location
of FDI. «/» (information specific advantage) represents a speci-
fic in-firm competitive advantage based on the information and
human resources capable of creating such new information,
which make it possible to rationalize the mutual activity of the
parent company and its subsidiaries and create a synergic
effect.

Eclectic paradigm is regularly amended and updated and
with regard to the new determinants in economies it is necessa-
ry for the theories to be regularly included. The theoretical char-
acterization of FDI and analysis of individual theories is a pre-
condition for more complex understanding of the given problem.

The access of FDI in the Slovak economy can be divided
into four phases. The first phase (1990-1992) was the begin-
ning of transformation of economy to the market one as early
as in the federative state. The inflow of FDI was very low and
the behaviour of investors was cautious. The second phase
(1993-1998) was marked by splitting of the federation and rise
of independent SR. The most prosperous enterprises were
sold to the domestic subjects, but there were some mistakes,
which were reflected in frequent «tunnelling» of firms and often
resulted in their liquidation. The third phase (1999-2008) was
characterized by a great change and growing but cyclic inflow
of FDI, which was a result of changes on the political scene
and passing the Government programme supporting invest-
ments. The fourth phase (since 2009 up to now) has been influ-
enced by the global financial and economic crisis, when the
need of FDI in economies is growing, but the behaviour of for-
eign investors is more cautious. This phase is also character-
ized by a cyclic character with great reduction of access of FDI
in the year 2009. In the years 2010 and 2011 there was a gra-
dual reviving of investment activities worldwide as well as in
the Slovak Republic, but regarding the recession it is difficult to
foresee the future development.

In the SR the positive trend in the sphere of FDI inflow was
more vivid as late as since the year 2004 due to the access of
big multinational companies by means of «greenfield» invest-
ments and construction of new production factories, which influ-
enced the development of economy of the Slovakia. One of the
biggest investors and enterprises was Volkswagen Slovakia,
which in the year 2004, had a 14% share in the total export of
the SR. In that year the car making company KIA Motors, which
belonged to the most dynamic car producers, was established
and the size of that investment was comparable with the firm
PSA Peugeot Citroen Slovakia in the year 2003. Further there
was the Korean electro-technical company Samsung. Besides
those big companies there were many smaller firms which
greatly contributed to the inflow of FDI.

The main factor of important access of big firms and
«greenfield» investments were the reforms realized by the
Government, e.g. tax reform and reduction of the company
income tax. With regard to the strong competition between the
economies it was only a temporary advantage being followed by
further economies which introduced the income tax reduction to
19% (Poland, the Czech Republic and Hungary). Another
advantage was abolition of tax on dividends, which was impor-
tant for payment and repatriating profits on doing business in
the SR. These measures made the SR more visible and more
attractive for foreign investors. One of the factors, which made
our position better, is a relatively low price of labour in compar-
ison with the countries of V4. According to the Eurostat the
gross wages in industry and services in the year 2004 were the
lowest in the SR and reached monthly 475 EUR (in Poland 519
EUR, in the Czech Republic 547 EUR, in Hungary as much as
597 EUR). It was important mainly in industrial branches which
demand the less qualified labour. The SR kept this price
«advantage» in further years and e.g. in the year 2010 it
reached the level of 777 EUR and in the year 2011 it was 786
EUR [14]. Not only the labour force price but also the access
ability of the working force related to the unemployment is
important for foreign investors. The unemployment in the SR
belongs to the highest ones within the whole EU. This high level
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meant that foreign investors did not have any problems with the
access ability of vacant working force and only small pressure
on the growth of wages was threatening.

In that period the attitude of the Government of the SR also
changed and it supported the FDI inflow to great extent. The
investment stimuli as well as the advantageous tax policy, at
comparable other conditions in the countries of V4, managed to
influence the localization of investments and attract FDI. It was
also due to the acceptance of relatively generous policy of
investment stimuli (2004-2006). In the years 2002-2010 the
investment incentives for 1101 projects at total value of 1 099,99
mil. EUR [5; 16] were granted. On the basis of these factors the
Slovak Republic became an interesting country for localization
of FDI, mainly in the production of automobiles, LCD displays,
DVD players and other electronic products. Those facts caused
the acceleration of economic growth which reached the peak in
the year 2007 and reached the level of 10,4%. The favourable
development in the world economy enabled a relatively easy
realization of the produced output, the majority of which was
aimed to be exported, which improved the balance of payments
of the SR. The FDI inflow in the years 2000-2011 (Table 1) was
of a cyclic character, which influenced the GDP development,
the speed of economic growth and the development of unemp-
loyment.
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folio in the second pillar and the like and the quality of business
environment got worse as well. At the same time the countries
of central and Eastern Europe improved their investment attrac-
tiveness, which relatively worsened the competitiveness of the
SR.

In the following part we will focus on the development of the
most important macroeconomic indicators of the SR (GDP, the
speed of economic growth and unemployment) and subse-
quently we will compare them with the access of FDI. The
analysis of the basic indicators of real economy in the SR in
2006-2012 is in Table 2. They are the GDP development, year-
to-year change of GDP, inflation and unemployment. The data
are taken from the database of the Statistical Office of the SR.

The years 2006-2008 were favourable for the economic
development of Slovakia and GDP was gradually growing. The
speed of economic growth was related to that and the yearly
change of GDP reached the highest level in the year 2007 at the
level of 10.4%. The change started as late as in the year 2008
and the speed of GDP growth was gradually falling as far as the
level — 4.8%. The consequence of recession appeared in the
year 2009, which was also reflected in the real economy. There
was a relatively quick partial revival and growth of GDP and as
early as in the year 2010 the speed of GDP growth reached the
level of 2.3%. But in the year 2012 the level preceding the crisis

was overcome and the speed of growth

reached the level of 5.5%. The data of the

Table 1 -

Inflow of foreign direct investments to the SR (in mil. EUR) %22:] 2"? 1sog;tﬁj&%a:tég?‘;;hfoﬁcﬁgg:g xﬁﬁ
Property Reinvested P:Pl?er:\! Other Total the related speed of growth at the level of
Year | participation profit an"::e'icl:s_ap'l‘_’:ﬁt capital o8 4%. The prognoses of further development
3000 5338 - 5338 549 5089 are not very positive, the speed of G_DP
growth is falling again and the economists

2001 1419 - 1419 350 1768 are expecting another recession.
2002 4347 - 4347 50 4387 GDP development has a direct impact
2003 937 1339 2276 362 1914 on unemployment rate, which according to
003 5 555 e T S the Okun Law means that every fall of GDP
is transferred to and reflected in the unem-
2005 575 702 1277 675 1952 ployment growth. Since the rise of the SR,
2006 1726 883 2609 1132 3741 development of unemployment belonged to
2007 1052 610 1662 956 2618 the relatively worst indicators within the
whole EU. Development of unemployment
2008 1269 195 1a64 1736 3200 has always had a typical cyclic character
2009 1456 52 1507 -1512 -4 and has been regionally extremely non-
2010 232 1186 1419 -82 1336 symmetric. Since the year 1993 the unem-
2011 846 787 1633 91 1542 ployment rate moved in the span 10% to

Source: [15] Note: for 2012 the data are not definite

The development of economy of Slovakia was positive with
a growing trend as long as the year 2008. After that year the first
symptoms of recession started to appear and the problems of
international financial markets resulted in the global financial
and economic crisis, the consequences of which were in the
year 2009 transferred to the real economy of the SR. Foreign
investors began to behave more cautiously, the level of global
DFI flows in the world decreased being of the strongest intensi-
ty in the year 2009 (by 37% to the level of 1 114 bin USD) [18].
In the SR there was a reduced DFI inflow mainly in the years
2009 and 2010 [15]. But the reduction was relatively lower in
comparison with the countries V4 being caused by the charac-
ter of investments, which were realized mainly as «greenfield»
investments. In spite of existing recession the transfer of produ-
ction capacities to the more advantageous localities from the
point of view of costs, to which the SR

20%. High regional unemployment has
belonged to everlasting problems, which is
very demanding for the public finance and
does not allow economy to be developed at the wished speed.
In the years 2000-2004 the unemployment rate was at a rela-
tively high level, more than 18%, since the year 2005 it had a
falling trend and the lowest level was reached in the year 2008
— 9.6%. After the year 2008 the unemployment started to grow,
at present it reaches more than 24% and the development of
economy indicates that it will be increasing.

(n the basis of comparison of the reached GDP level and
access of FDI we can say that every FDI unit coming to the
economy is of great influence on the economic growth. Similarly
in the future, the economies which can gain FDI on a long-term
basis and create suitable conditions for their inflow will be eco-
nomically more successful, because only by means of foreign
investments (with the lack of internal resources) it is possible to
increase economic growth and decrease unemployment. On the

still belongs, continued. Mother reason

of the total decrease of FDI inflow to the - . Table 2
SR, besides recession, was also worse- Development of indicators of real economy of the SR in 2006-2012

ning of the investment attractiveness Indicators Units 2006 2007 2008 2009 | 2010 | 2011 | 2012
and competitiveness of economy. It was GDP B Ear 423 475 5.4 281 292 519 539
also caused by the Government mea- .

sures, which could make foreign inves- Iﬁ:;;g vear o %o 8,3 10,4 6,4 - 4.8 2,3 5,5 4
tors more cautious, e.g. limitation of pro- Ijnempioyment % 133 | 15,0 | 96 121 | 145 | 135 | 140

fits of health insurance companies,
lowering the fees for managing the port-
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Source: Our own elaboration according to [14; 19]
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basis of that (Table 3) it is possible to say that e.g. in the year
2006, the FDI inflow was 3,741 mil. EUR, which in the SR
caused a yearly shift in the GDP growth and in the year 2007 it
reached the level of 10.4%. Axd on the contrary, the GDP growth
in the year 2007 at the level of 10.4% evoked an interest of for-
eign investors, increased the DFI inflow in the economy and in
the year 2008 it reached the level of 3,200 mil. EUR. Similarly,
we can point at the changes in the development of unemploy-
ment rate which is directly connected with the size of GDP,
respectively with the speed of GDP growth. It means that in the
year 2007, when the speed of GDP growth was the highest —
10.4%, it influenced unemployment, which marked decrease in
the following year to the level of 9.6%.

economies. 4. In the SR, it was as late as in the year 2004 that
there was a positive trend in the sphere of FDI caused by the
access of big multinational companies in the form of «green-
field» investments and construction of new production plants,
which influenced the development of the economy of the SR,
conditioned the growth of GDP and reduced unemployment. 5.
The results of the global recession in the SR were evident no
sooner than in the year 2009, when there was a decline of DFI
inflow, lower speed of GDP growth and increased unemploy-
ment. A relative advantage of Slovakia is that she belongs to
more advantageous localities as far as the costs are concerned
and therefore in spite of the recession the transfer of production
capacities from abroad continued. 6. On the basis of comparison

of the reached GDP level and the access of

Table 3 FDI we can claim that every unit of FDI com-

Comparison of FDI, GDP growth and unemployment in the SR ing to the economy is of a great influence on

Indicators 2006 2007 2008 2009 2010 2011 2012 the economic growth. 7. It has been proved
Inflow of FDI 3741 2618 3200 a4 1336 1542 * that the changes in the development of
(mil. EUR) unemployment are directly connected with
GDP growth (%) 8,3 10,4 6,4 -4,8 2,3 5,5 4 the size of GDP, or the speed of GDP
Unemployment (%) 13,3 11,0 9,6 12,1 14,5 13,5 14,0 growth. It means that the existence of the

Source: [15] Note: there are no definite data at the disposal

From the point of view of regional access of FDI there are
great irregularities. In the whole period monitored, majority of
foreign investments was localized in the most developed
regions (prevailing in the Bratislava region) in the southeast of
Slovakia, which has a relatively well built infrastructure, sufficient
labour force and other comparative advantages (Table 4).

(On the basis of the above data it is possible to say that the
highest GDP was reached in the Bratislava Region, where there
was the highest inflow of FDI and in the years 2000-2009 its
share in the total GDP of the Slovak Republic was about 26%.
The lowest GDP was reached in the Presov and Banska Byst-
rica Regions, where the inflow of FDI was also the lowest. GDP
fluctuated (in the same period) in average 8-9% as a share in
the total GDP of the Slovak Republic [20]. The development of
unemployment was similar and the worst results in the period
monitored were in the least developed Presov Region (in the
range of 23-16%) and in the Banska Bystrica Region (26-18%).

Conclusions. In the part describing the theoretical aspect
and practical realization of FDI we have arrived at the following
conclusions. 1. The common feature of more definitions is the
fact that FDI is an investment realized out of the mother coun-
try of an investor, there is a long-term interest of investor in the
foreign trade investment and the fact that he/she must have an
opportunity of an effective control over the investment. 2. Out of
numerous theories of FDI, the eclectic theory of J. H. Dunning
seems to be the most general one, it is based on the so called
OLI Paradigm, in which the main motives of investors are gain-
ing new markets, getting new resources of production factors
and reaching a higher operational effectiveness 3. Access of FDI
in the Slovak economy can be divided in to four phases, in
which the cyclic development of access conditioned by political
and economic factors can be seen. It is evident, that the impor-
tant access of a foreign investor was related to the Government
programme aimed at support of FDI, i.e. creating better eco-
nomic conditions in comparison with the surrounding

highest speed of GDP growth (2007 -
10.4%) caused the decline in unemploy-
ment in the following year to the level of 9.6%, being the histor-
ically lowest level by that time. 8. The influence of FDI is more
evident in individual regions of the Slovak Republic. Those
regions, which were able to attract FDI, increased their eco-
nomic activity, the GDP was increased and the unemployment
was decreased. The best economic results were reached by the
Bratislava, Trnava and Zilina Regions and it happened in the
years when the more important investors were established. 9.
DFI belongs to effective factors of economic growth in each
economy including Slovakia. The economy, which will create
suitable conditions forces of FDI, will be more successful, but
only in the case of their effective use. Localization of FDI in the
region shaving worse conditions can reduce regional disparity.
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