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Abstract: The aim of this work was to present the similasitietween the compo-
nents of competitiveness and investment attracs®as two complementary cat-
egories, and to show the role of new locationaleadages in determining the level
of investment attractiveness of a country. Anottigective of this paper was to
provide a comparative analysis of Central and EastBuropean countries in

terms of their investment attractiveness. Thusphjger was organized as follows:
the first part of the paper focused on a countigéenpetitiveness, and the tradi-
tional and new location advantages that determtaanvestment attractiveness in
view of direct investment inflows in the light of Rbrter's model of a diamond, an
eclectic paradigm of J. H. Dunning and new growtledries. The second part
presented the results of investment attractiveaasdysis including selected coun-
tries of CEE in the years 1995-2013. Comparing itheestment attractiveness of
Central and Eastern European countries shows thaather narrow group of

countries attracts a greater amount of FDI, and mamore countries have experi-
enced a decline in FDI. Therefore, the researctultesallow for the conclusion

that Central and Eastern Europe reduced its investhattractiveness over the
past years. This means that the majority of Cerdrad Eastern European coun-
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tries are becoming less successful in attractind,Idd therefore in shaping the
environment in which foreign companies wish to cmtdheir business.

Introduction

The aim of this work is to present the similarittetween the components
of competitiveness and investment attractivenesswvascomplementary
categories, and to show the role of new locati@aziantages in determin-
ing the level of investment attractiveness of antigu As it will be stressed
during our consideration, competitiveness is frediyeassociated with
productivity, where inputs are transformed into d®and services. There-
fore, it can be stated that the larger and fadtebtaining opportunities for
productivity growth in a particular country or aogp of countries, under-
stood in this paper as the location of economidviagt the greater the
competitiveness of the area in attracting varigyees of investments. In
the process of upgrading a country’s competitivenaad consequently its
investment attractiveness, an increasing roletitbated to new locational
advantages compared to the traditional determinainfisreign investment
inflow, the assets of which constitute intellectoapital.

Another objective of this paper is to providecanparative analysis of
Central and Eastern European countries in ternisedf investment attrac-
tiveness. Thus, this paper is organized as folldesfirst part of the paper
focuses on a country competitiveness and the imadit and new location
advantages that determine its investment attraws® in view of direct
investment inflows in the light of M. Porter's mada# a diamond, an ec-
lectic paradigm of J. H. Dunning and new growtloties. The second part
presents the results of investment attractivenealysis, including selected
countries of Central and Eastern Europe (CEE)erydars 1995-2013. The
source materials for analysis of investment attraness of CEE countries
were data and indicators published by the Unitetloda Conference on
Trade and Development (UNCTAD).

Competitiveness as a Global Category

Competitiveness is a complex and multidimensiooakept that is applied
widely to various social and economic circumstan€@msequently, there
are many definitions of competitiveness used bfedéht authors in vari-
ous contexts and for varied research purposescadeept of competitive-
ness, particularly in terms of its defining factersd measures, is not un-
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ambiguous There is no doubt, however, that this categorpéstricably
connected with performance of particular compani¥ken related to the
enterprise, competitiveness means the capacityomapete in the global
market. In this sense, it is frequently understasdsynonymous with the
market share and gains of companies with signifisaares in the product
markets. Such a static approach to competitivecassn no way be adopt-
ed as a yardstick for any analysis. A large maskete is rather a result of
a high competitive position of a company.

In relation to the entire economy, however, contpetess can be de-
fined as the capacity to produce and sell competiproducts on the do-
mestic and foreign markets, with the real inconajng (Sachwald, 1994,
p. 32). This condition is very important in the dymnic approach to compet-
itiveness, because the economy must retain thecitapa grow and create
possibilities for raising the society’s standardiahg. So, the productivity
of employed resources, i.e. labor and capital, gsenimportant both from
the point of view of the companies and the econasiguch. Productivity
is the value of an output produced by a unit obfabr capital. Its level
depends on the product quality and its characiesiss well as on the effi-
ciency of production (see: Jantdbrozdowska, 1998, pp. 231-232).

The World Economic Forum (WEF) defines competiteesnas a set of
institutions, policies and factors that determihe tevel of a country’s
productivity. The level of productivity, in turnets the level of prosperity
that can be reached by an economy (WEF, 2013, g.h4) WEF measures
competitiveness using a global competitivenessxrateording to which
a weighted average is composed of many differemipoments that are
grouped into 12 pillars of competitiveness: instans, infrastructure, mac-
roeconomic environment, health and primary edunatiogher education
and training, goods market efficiency, labor markéftciency, financial
market development, technological readiness, maiket business sophis-
tication, innovation (WEF, 2013, pp. 4-9).

Competitiveness is treated as a global categotyitbwarious types or
levels should be distinguished. Authors dealinghwtiitis problem suggest
different approaches (see: Porter, 1990, JabDtwzdowska, 1998, Nezeys,
1993). For the purpose of this study it seemsfjabte to point out to three
types of competitiveness, which allow combining aimalysis in the micro-
economic (company) and macroeconomic (economygstaky are:

— cost-price competitiveness,
- technological competitiveness, prerequisite fofedéntiation,

! Different explanations for competitiveness haverbeeported by M. Porter (1990, pp.
3-6).
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— structural competitiveness.

Gaining the competitive advantage in at least dnthe three above-
mentioned areas, and assuming a good positioreiottier two, constitutes
a condition for a success in the global market.

An organization operating in a competitive envir@mincan gain ad-
vantage if its production costs are lower than ¢hafsits direct competitors.
It means that it is able to use the productive el#siin the most efficient
way. The relative lowering of production costs afoan enterprise to:

— increase its sales and market share,

— generate more cash flow than its competitors do,

— survive recession in the economy or sector.

Companies that want to gain a competitive advanitagests and prices
can do that in a number of ways, which may linkitlte effect of experi-
ence (Porter, 1980, pp. 11-13; Ja@nRrozdowska, 1998, pp. 232-235).
This category consists, first of all, of:

— economies of scale, which are related not onljh¢oviolume of produc-
tion in the plant or company, but also to othercfional areas in the or-
ganization. Their realization optimizes all elensenf the value chain.
Economies of scale are essential to the competittifferentiation, not
only at one time, but also over the time: the vahleeessary to gain
competitive advantage changes with the expansitimeofarket,

— permanent learning and job training of staff anchaggement, which
determines an increase in productivity and imprameinof the system
and operating concepts. Frequently, competitorateable to lower
the costs to the level of those of the leader bgpmaeof a simple in-
crease in the productive capacity — this advantagelated to the time
that they need to increase their professional kadgé,

— innovation, which is an essential element of thpeeence effect and
the basis for differentiation. Innovation is usyalhderstood as an im-
provement in technology and better methods of dtimggs. Innovation
results in product and process changes, new agpsao marketing
and new forms of distribution.

The cost of production and prices also dependsherenhvironment in
which an enterprise operates. It determines th@f&nfluencing the total
unit cost which consists of labor cost, capitaltctex charges and cost
connected with the system of distribution. Moregwke costs and product
prices are affected by the foreign rate, the exgbaate policy and increas-
ing risk.

Porter argues that technological competitivenessa afompany and
a country is determined by investment and innowatfd the end of ration-
al investment outlays companies create modern ddeat facilities,
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equipped with the most resent technology, bringiegnomies of scale.
Acquiring technology through licenses and joint tuees is an investment
that also enables gaining a competitive advantdgeestment ventures
carried out by companies and governments resuproved productive

elements and changed structures, strategies angletition (Porter, 1990,
p. 549). Consequently the domestic demand, whittheinces the sales of
produced goods, increases. The role of the staséimulating investment
should be underlined. Government’s interventionsclanneling capital

towards particular industries may play an importasie, promoting risk

taking, providing temporary protection to encour#ige entry of domestic
rivals and the construction of efficient scale lities, stimulating and in-

fluencing acquisition of foreign technology and em@ging exports (Por-
ter, 1990, p. 551).

Investment is inextricably connected with innovatievhich at the com-
pany level is essential for technology and proddifferentiation, and
which in turn enables gaining segments of the dlotzaket under existing
competitive conditions.

Next, at the industry level, the factors deterniptihe innovative activi-
ty are stimulated by the changes in demand anegrnd the industry-
specific technology. The latter is determined by plhessure of internation-
al competition and the rate of technological deprlent. Technological
advancement of suppliers and buyers is also ofaalee.

At the country level, the determinants of innovatactivity can be pre-
sented in M. Porter's model of a diamond (Port&9Ql, p. 533; Janie
Drozdowska, 2009, pp. 68-71), which covers four gonents: factor con-
ditions, demand conditions, related and supporinystries, and finally
firm strategy, structure and rivalry. Porter stesstghat a firm, an industry
or a country which wishes to be competitive shdagdable to create spe-
cialized factors. The more sophisticated the comsutamand is because of
rising personal incomes, the higher level of edocaincreasing the desire
for convenience, while the more invigorating rofedomestic rivalry, the
more it stimulates innovative activity.

Finally, structural competitiveness is most oft&saibed as an indica-
tor of general performance, which summarizes theos@aon-price deter-
minants of competitiveness. In the notion of sutat competitiveness the
sources of competitive advantage are especiallyhasiped. It is not just
a composition of trade which brings the competitagvantage, but the
structure of the economy. In this approach, cortipetiess is the result of
multiple interactions within national economiesdas systemic in nature.
Some nations are more competitive because of ahigfficiency of their
entire production and distribution systems andrthapacity to innovate.
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This approach again introduces firms as cruciabractOne of the main
components of structural competitiveness is thefetlationships between
firms and their national environments.

The interactions between firms’ and nations’ coritigeness has two
aspects. On the one hand, firms that operate iecanomy determine its
competitiveness, and on the other hand, firms angely dependent upon
their environment for their development. At thismipwe return again to
the set of four factors (diamond) of M. Porterwihich numerous interac-
tions between firms’ and nations’ competitivenassanalyzed.

Traditional and New Locational Advantages
Determining Investment Attractiveness for FDI

Nowadays, with increasing global competition, coiast have become
influential in international business operationgfddences in national val-
ues, culture, economic structures, institutions aigtiories contribute to
competitive success. The national environment émfes national com-
petitiveness through the development of particalaaracteristics of re-
sources and capabilities and through its impadhenconditions for inno-
vation. The impact of country competitiveness onl BBd TNC can be
characterized by four points — they also decidéhercountry attractiveness
(see: Shenkar & Lou, 2004, pp. 127-128):

— country competitiveness affects an TNC’s selectibits global opera-
tions location (by e.g. cheap labor, abundant rsdserlarge market
demand);

— country competitiveness affects an TNC’s indusalgstion. For diver-
sified corporations, it is important to choose eefgn industry which
will fit with its global product portfolio and befiefrom industry struc-
ture differences between home and host countrieuitry’s competi-
tiveness is industry-specific, that means that aontry can maintain
high competitiveness in every industry. Thus, aerioiportant question
to solve by firms is which industry in the targ@uatry is superior in
terms of environment and competitiveness;

— country competitiveness affects an corporationisoiation and capa-
bility building. Trade and FDI pattern often reflébe sectors favored
by a country’s organizing and technological strareyd these patterns
promote further expansion and investment in thepalgilities. The var-
iations of country competitiveness relate to défeses in organizational
and institutional capabilities. So, investing angkmting in a country
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with superior organizing and technological stresgttompanies can

learn more from local partners and host countryrass;

— country competitiveness affects an TNC’s globaldtsgy. As it was said
above, a country’s competitiveness is reflectedifferent elements, in-
cluding among others rich resources, strong andhistgated market
demand, efficient government administration andesiop infrastructure
for innovation. This diversity enables companieglabally differenti-
ate their internationally split up functions andsingesses so as to lever-
age the advantage of various countries’ competiggs.

Country competitiveness should be then analyzedonlyt by interna-
tional institutions and countries, but also by sretional corporations to
make a good decision where — in the sense of goamd industry — to
invest. This also explains why investment attragiess is considered in the
relevant literature either as a component of cquotmpetitiveness or as
a result of competitiveness development by differestitutions estab-
lished for this purpose.

A country’s competitiveness is often viewed as ciminig the competi-
tive advantage of firms and the comparative adwntd a territory. These
two collectively contribute to the increase in sbdncome. Therefore,
a country’s competitiveness can be studied at taHirm and the region-
al, levels, in the latter case covering also inwestt attractiveness analysis.
This is related to the fact that bodies of reseamthegional competitive-
ness frequently refer to M. Porter's model of antbad as well. A good
example is the definition of the European Commissfor which regional
competitiveness means the ability to produce gaus services which
meet the test of international markets, whilsthet $ame time maintaining
high and sustainable levels of income, or more giye the ability of
(regions) to generate, while being exposed to eraterompetition, relative-
ly high income and employment levels. In other veoribr a region to be
competitive it is important to ensure both qualdgd quantity of jobs
(Budd & Hirmis, 2004, pp. 1015-1028; Dimian & DancP011, pp. 67-78;
the European Commission, 1999, pp. 71-146).

Countries, as locations of economic activity, cotapwith each other
for investment through the ability to attract diffat types of international
capital flows which requires knowledge and innowati The transfer of
innovations by international capital flows like FBAn stimulate the emer-
gence of new knowledge generation and spilloveecesf of knowledge
dissemination to other firms in the recipient ar@athis situation FDI as
a channel of knowledge spillovers and a factor @tiing local firms to
learn in order to cope with the pressure of intéonal competition can
support the modernization and growth of technolalggrogress in the re-
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cipient country. FDI can also help improve produittiby transferring soft
technology to host country operations. Therefocepeding the specialists
working for the UNCTAD, mobilizing investment andsuring that it con-
tributes to sustainable development is a prionity dll countries (Budd &
Hirmis, 2004, pp.1015-1028; Kitsast al, 2004, pp. 991-999; Majewska-
Bator & Jantd-Drozdowska, 2007, pp. 115-127; UNCTAD, 2008, pp-14
168; Ushakov, 2011, pp. 159-169; UNCTAD, 2012,%¢160).

In the literature of the subject, investment ativ@ness is usually de-
fined as a set of advantages and shortcomings afivestment location.
Therefore, investment attractiveness can be setheasimulative outcome
of a number of factors which create an environmntbat influences the
business activities of all enterprises located ghén assessment of in-
vestment attractiveness is the basis for seleétipgrticular location where
foreign investments will be carried out. Foreigivastors, choosing the
future location of capital investment, first assmsattractiveness and risks
associated with a given region, and then the ditteatess of a local mar-
ket. The second component of the eclectic parad@i) is the locational
attractions (L) of alternative areas, for undertgkihe value adding activi-
ties of MNEs. The locational advantages of coustitethe eclectic para-
digm are a key determinant of the foreign producttd MNEs. According
to Dunning, the more the immobile, natural and te@@&ndowments which
firms need to use jointly with their own competitiadvantages favor
a presence in a foreign, rather than domestictitwgathe more firms will
choose to augment or exploit their ownership (Q3cHr advantages by
engaging in FDI. J. H. Dunning argues that explaryavariables of in-
vestment attractiveness differ according to theivastfor FDI, its sectoral
composition, the home and host countries of thegstimg firms, and a vari-
ety of firm specific considerations. The dependeosehe adopted busi-
ness internalization strategy is also attributeditferent meanings of indi-
vidual factors that determine investment attractess (Dunning, 1998, pp.
pp. 45-66; Dunning, 2002, pp. 83-99; Janlirozdowska & Majewska,
2002, pp. 231-251; Majewska, 2005, pp. 79-110; Inmr& Lundan,
2008, pp. 93-115; Pigsionek, 2011, pp. 115-119; Hildebraradtal, 2013,
pp. 5-6).

Investment attractiveness can be measured by naatyr$ that are very
often called, following the eclectic paradigm ofHl. Dunning, locational
attractions or specific advantages of differentt lnmsintries. These factors
create jointly an optimum portfolio of locationatheantages of a given
recipient territory. There are mainly economic,iaband political features
of the country in which firms are seeking to inve3tnning, like other
authors, emphasizes the emergence of new locataniables as a result



Investment Attractiveness of Central and Eastemopean... 105

of the knowledge based economy’s development amrdgtiowing im-
portance of various types of network relations imitivhich a business can
be more easily and effectively run on domestic fordign markets. As
Dunning described, this is connected with systerrgttiuctural changes in
the global economy — notably, the maturation of km®wledge-based
economy and the emergence of the Internet as thndat technological
force, as well as an increase in intellectual ehpihd other kinds of intan-
gible assets. Dunning argues that these systeictaicges and their geo-
graphical significance have fundamentally altetesl parameters affecting
the locational preferences of firm and the actiwhg&h have to be taken by
national and sub-national governments. Thereforgnnihg stresses that
governments need to give more attention to ideintiffand providing the
locational bound resources and capabilities solghtoreign investors:
asset of unique (and non-imitable) competitive athges.

The increasing importance of the new type of lacat determinants
has caused that in shaping a favorable environfoeriDI should start to
focus more on government policies, aiming to dgvedadogenous com-
parative advantages in terms of a new growth theécgording to new
growth theories, the structural changes in a cguspieed up owing to the
creation and implementation of innovations and ®ating infrastructure
allowing to facilitate the emergence of knowledgdiavers and their ex-
ternal effects. In this context, Dunning emphasihesrole of private and
public created location bound assets like for eXxarmppportive education-
al and technological infrastructure, and the rdlgasernments in encour-
aging entrepreneurship and the innovatory coniohatof small and medi-
um-sized enterprises. In other words, governmemsild provide the ap-
propriate economic and social infrastructure thaates an environment
useful for the development of distinctive and hardopy locational bound
created assets.

It should be noted here that not all enterprisdk lve seeking a new
type of assets in foreign markets because the FRivas continue to be
the more traditional locational advantages of lwasintries, such as varia-
bles of labor, materials and transports costshersize and prosperity of
the local market. In this context, scholars hawniiied four main types of
foreign-based MNE activity: market seeking or dechamniented FDI, re-
sources seeking (e.g. minerals, unskilled laborsupply oriented FDI,
rationalized or efficiency seeking FDI, and strateggsets seeking FDI.

A good example of foreign investors who soughtitiadal locational
advantages was FDI in the period of political andn®mic transformation
in Central and Eastern Europe countries. Then niegration with the
global economy led to inflows of foreign investnemainly looking for
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markets and resources. Underfinanced, and inftatetrdelayed Central
and Eastern Europe during the transition period pemseived as an attrac-
tive market for investment to many Western compgngeimary in labor-
and resources-intensive industries. Firms investdadis area through dif-
ferent types of economic links with local comparlike joint ventures and
other strategic alliances. It was preceded by aatyais of investment risk
and locational advantages of CEE countries depgndm the strategic
objectives of foreign investors (Porter, 1994, 31-39; Dunning, 1995, pp.

461-491; Dunning, 1998, pp. 45-66; Dunning, 20Q2, 229, 83-93, 121-

134; Jantd-Drozdowska & Majewska, 2002, pp. 231-251; Dunnifag

Lundan, 2008, pp. 63-78, 116-144, 383-399; Majevkeor, 2010, pp.

48-63; Dimian & Danciu, 2011, pp. 67-78).

For example, according to the endogenous growtbryhehe key de-
terminants of a country’s competitiveness in teahmvestment attractive-
ness are the following factors associated withtetiia assets seeking FDI
(Dunning, 2002, pp. 95-97, 121-128, 185-186; MajesBator, 2010, pp.
141-203; Dimian & Danciu, 2011, pp. 67-78; Hildelaet al, 2013, pp.
15-40):

— quality of national and local infrastructure andtitutional competence
in the area of accumulation of knowledge, exchafgaformation, and
improving learning experiences.

- different kinds of expenditures on information armanmunication tech-
nology (ICT).

— different kinds of expenditures on research anceldbgment and other
instruments of economic policy conducive to themsification of busi-
ness R&D activities and knowledge accumulation,clwhis connected
with spatially related innovations and local firesific knowledge-
intensive assets useful in the wealth-creatinggssc

— investment in human capital, especially in the dlhowf technical
knowledge resources, quality of state educatioystesns and education
level of human capital, the effects of which arghle in the availability
and price of skilled and professional labor.

— activities that foster entrepreneurship and cdileckearning connected
with the availability of local partners to jointpromote knowledge.

- effective dissemination of knowledge and supportithis process
through the creation of information and social @odirative networks.

— specialized areas like various type clusters aolnt-parks and their
spillover and synergies effects.
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The traditional locational advantages, on the oktiad, include, among

others, such factors as:

the presence and cost of traditional factors endemtsp e.g. availabil-
ity, quality and price of natural resources andotakexchange rate,
transportation costs, comparative advantages obinimassets like la-
bor, land, and artificial barriers to trade.

demand levels and patterns associated with theruand future capac-
ity of sales markets and the level of economic tigraent.

external economies of scale and scope, e.g. urddgmnzeconomies as
the availability of transport and communicationsilfaies and municipal
services, the availability of a specialized bussngsrvice not specific to
a particular activity, a pool of qualified laboupply related clusters and
the availability and quality of adjacent marketsd @ahe degree to which
firms can exploit them in a given location.

availability of financing, fiscal incentives, qugliof administrative and
legislative framework, opening and functioning adnkets, legal regula-
tions concerning operation of foreign businesstiestand special privi-
leges for foreign investors.

various types of hard and soft infrastructure ttke physical facilities as
transportation, electricity and telecommunicationfsastructures, insti-
tutions and organizational structures and socidlastructure (e.g.
health or labor market infrastructure).

distance related transaction costs as inter-counufyral differences,
e.g. the need for marketing research and negatiatiets.
macroeconomic circumstances for maintaining suskdéndevelopment,
such as political risk and rapid changes in exchaages, the levels of
inflation, interest rates, unemployment indicat@fP and other varia-
bles influencing economic growth and developmenin(iing, 1995, pp.
461-491; Dunning, 2002, pp. 95-96; Janrozdowskaet al, 2002,
pp. 231-251; JanteDrozdowska & Majewska, 2002, pp. 231-251;
Budd & Hirmis, 2004, pp.1015-1028; UNCTAD, 2014, 4p6-114).

Method of the Research

Due to the availability of data in a comparativelgsis of investment at-
tractiveness of Central and Eastern European desritrhave decided to
include the following 17 economies: Albania, Belgr8osnia and Herze-
govina, Bulgaria, Croatia, the Czech Republic, BistoHungary, Latvia,
Lithuania, Moldova, Poland, Romania, Russian Fdderathe Slovak
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Republic, Slovenia, Ukraine. Remaining the resegretiod is the years
1995-2013 and surveyed materials cover the datiN&¥TAD.

Firstly, the inward FDI attraction indexes of CE&uatries have been
calculated by the authors based on the methodalegg by UNCTAD for
the period 1995-2013. It was decided to own caliara, as UNCTAD
published only these indicators for the years 2@0@4. The inward FDI
attraction indexes proposed by UNCTAD’s expertskraauntries by the
FDI they receive in absolute terms and relativéhtr economic size. It is
the average of a country’s rankings in FDI infloarsd in FDI inflows as
a share of GDP. This index, according to the spstiavorking for
UNCTAD, is more relevant because FDI flows can tihate significantly
year on year, and direct investment decisions pan snore than one year
and imply long-term commitments (UNCTAD, 2012, 0).3

Secondly, it was assumed that a progress in thela@went of new lo-
cational determinants of FDI inflow by CEE coungriean be observed in
the changes of character of their comparative gdgas for example
thanks to the proxy of merchandise trade spectaizandex calculated by
the UNCTAD secretariat. As it was described, nevatmnal advantages
are connected with acquiring knowledge and innowatictivity and thus
a segmentation criterion of trade structure wasehdhe degree of techno-
logical sophistication. Using the UNCTAD data iretetudy taken into
account the following groups of products:

1. Primary commodities, precious stones and non-mongtad (PC).
2. Manufactured goods by degree of manufacturing:

— Labor-intensive and resource-intensive manufact{uie).

— Low-skill and technology-intensive manufactures \)S

— Medium-skill and technology-intensive manufactudsM).

— High-skill and technology-intensive manufactureSi.

Values of merchandise trade specialization indeSIYTare used to
measure the degree of specialization in the pramh/consumption of
goods through trade. It compares the net flow afdgo(exports minus im-
ports) to the total flow of goods (exports plus ortg). This is also known
as normalized trade balance by product. The formotilthis index is as
follows: TS| = X; - M; / X + Mij, wherei is product or product groups,
economy, X economy’sj exports of goods, M; economy’sj imports of
goodsi.

The range of values is between -1 and 1, the pesitlue indicates that
an economy has net exports (hence it specializéiseimproduction of that
specific product) and negative values means thacanomy imports more
than it exports (net consumption). This index reesliias of high exports
values due to significant re-exports activitiegjstht is more suitable to
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identify real producers than traders (UNCTADstdtp lWunctadstat.unctad.
org/TableViewer/summary.aspx, 10.12.2014).

The values of merchandise trade specializationxesleof CEE coun-
tries are presented together with the volumes whid FDI stocks and
inflows expressed in USD at current prices andenrexchange rates per
capita in 1995-2013. A comparison of variationgha volumes of FDI
stocks and inflows per capita shows again, likéhim case of inward FDI
attraction indexes, the changes in investmentdittemess of CEE coun-
tries. In measuring success in attracting FDI byntoes using stocks
shows long-term commitments of foreign investors] # policy initiatives
to improve FDI attraction have an effect.

Then, it was decided to perform the linear corfefamethod to verify
which export groups in terms of technological sepbation probably
stimulated the most FDI inflows to the observedntoas of CEE in three
periods 19952013, 19952004 and 20052013. As it was stressed above,
this kind of export structure according to the lesfetechnological sophis-
tication reflects comparative advantages of coestand can stimulate FDI
inflows of a specific profile, e.g. strategic asss¢eking FDI or resource-
seeking FDI. The observed variables, i.e. the tiarian the size of exports
groups and FDI inflows, were expressed in USD ateru prices and cur-
rent exchange rates. All included in correlatioralgsis variables were
transformed into natural logarithms. The Pearsoafselation analysis also
was accounted for the time delays in which the pedelent variable being
a given export group in yedy, is the cause of the emergence of the phe-
nomenon being explained, i.e. it refers to a chafgbe size of inflow of
FDI in yeart.;.

Research Results of Central and Eastern
European Countries Investment Attractiveness

In Table 1 the positions of researched countriegpaesented, according to
calculated inward FDI attraction indexes obtaingsdt fin a group of 17
CEE economies and second in a ranking of 195 desnimcluded in the
study. The changes in ranks of surveyed countdedof the whole ana-
lyzed period were also calculated.

In 2013 the first four places in the ranking of CE®tintries according
to the values of inward FDI attraction indexes weceupied by the Rus-
sian Federation, the Czech Republic, Albania anidrBe. The last posi-
tions were taken Poland, Slovenia, Slovakia ankuahia. In 1995 the first
four positions were taken by Hungary, Slovakia, @eech Republic and
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Poland, and the last four by Bosnia and HerzegoBedarus, Croatia and
Bulgaria. Therefore, in the years 1995-2013 Belaegsrded the highest

rise in the ranking by 12 positions, while Polamdl &lovakia, the biggest
drop of 13 places.

Table 1. The ranking of CEE countries according to inward BBraction index,
19952013

Position of country’ A change
Country of position
1995 2000 2005 2010 2013 1995-2013
a. b. a. b. a. b. a. b. a. b. a. b.

Albania 79 9 90 12 104 15 61 5 57 2 22 7
Belarus 146 16 127 16 129 17 94 9 78 4 68 12
Bosnia and

Herzegovina 179 17 105 15 99 14 112 14 129 12 51 5
Bulgaria 105 14 41 4 30 4 81 7 90 9 15 5
Croatia 112 15 57 6 69 10 135 16 135 13 -23 2
Czech Re-

public 32 3 29 2 24 1 66 6 72 3 -40 0
Estonia 53 5 57 7 28 2 56 3 86 7 -33 -2
Hungary 13 1 43 5 35 5 99 11 80 5 -67 -4
Latvia 61 6 64 8 77 11 128 15 102 10 -41 -4
Lithuania 99 13 82 11 77 12 108 12 135 14 -36 -1
Moldova 76 7 64 9 84 13 109 13 113 11 -37 -4
Poland 42 4 39 3 59 8 60 4 194 17 -152 -13
Romania 77 8 74 10 39 6 91 8 86 8 -9 0
Russian

Federation 81 10 93 13 68 9 55 2 40 1 41 9
Slovakia 15 2 26 1 45 7 97 10 140 15 -125 -13
Slovenia 93 11 130 17 111 16 141 17 191 16 -98 -5
Ukraine 98 12 94 14 28 3 51 1 82 6 16 6

" where:

a. Position of country in the group of 195 econamie
b. Position of country in the group of 17 CEE ecoies

Source: own calculations, based on: http://unctadstctad.org/ReportFolders/report Fold-
ers.aspx. (10.12.2014).

In the years 1995-2013, the largest increasesimathks of CEE coun-
tries according to the inward FDI attraction indesenong of all 195 econ-
omies experienced Belarus, Bosnia and Herzegosiméthe Russian Fed-
eration. In the whole analyzed period the grealestine was recorded by
Poland, Slovakia and Slovenia. In the first 10 gezfrthe research period,
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that is 1995-2004, Bosnia and Herzegovina (up a0Kg), Bulgaria (up 83
ranks) and Romania (up 51 ranks) stimulated thet FiDsinflows relative
to their economic size. In 1995-2004, the drop M mflows occurred
only in the case of Hungary (down 39 ranks), thedbzZRepublic (down 17
ranks), Slovakia (down 14 ranks), Moldova (downraBks) and Latvia
(down 11 ranks). In the next 9 years, which me&@t52013, only three
countries improved their positions in this resp&miarus (up 51 ranks),
Albania (up 47 ranks) and the Russian FederatiBmdBks). In turn, in this
period the greatest decreases of investment agaess characterized
Poland (down 135 ranks), Slovakia (down 95 ran&yvenia (down 80
ranks) and Croatia (down 66 ranks). Moreover, anthegl4 CEE coun-
tries that have worsened their ranks in the volofrfeDI inflows relative to
their economic size, the smallest decline in tlategory has reached Lat-
via, and it was up to 20 places.

Table 2 presents the sizes of inward FDI stocksiafiows per capita
and the values of merchandise trade specializatiex for CEE countries
in 1995-2013. The biggest success in attractingdtlal longer time frame
in absolute terms gained Estonia, the Czech RepuHlingary and Slo-
vakia — all these countries obtained FDI stocksgagita which were high-
er than 10000 USD in 2013. The smallest long-teomroitments of for-
eign investors occurred in the case of Moldova difle, Belarus and Alba-
nia — all these countries obtained FDI stocks @ita lower than 2000
USD in 2013. The largest increases of FDI stocksppita in the absolute
terms in the researched period were recorded dmaiBstonia (16 493
USD), the Czech Republic (12 374 USD), Slovakia§I0) and Hungary
(10 614 USD), and the lowest increases Moldova §10&D), Ukraine
(1686 USD), Belarus (1785 USD) and Albania (189®US

Table 2. Inward FDI stock and flows in USD at current pricesd current ex-
change rates per capita and merchandise tradeaBpation indexes for CEE
countries, 1995-2013

Year FDIpe PP LRM LSM MSM  HSM
stock inflow
Albania
1995 63 21 -0.705 0519 -0.603 -0938 -0.881
2000 75 24 -0.763 20263 0530 -0.896 -0.912
2005 319 83  -0.646 20255 -0.646 -0.881 -0.916
2010 1033 334 -0.457 20.181 -0.460 -0.837 -0.876
2012 1462 271 -0.357 0.113 -0.383 -0.828 _ -0.869

2013 1923 386
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Table 2 continued

FDI pc

Year - PP LRM LSM MSM HSM
stock inflow
Belarus
1995 5 1 -0.051 0.156 -0.308  -0.234 0.055
2000 131 12 -0.288 0.282 -0.142 0.154 -0.085
2005 247 32 -0.035 0.268 -0.137 0.061 -0.035
2010 1044 147 -0.205 0.054 -0.265 -0.109 -0.089
2012 1551 156 -0.040 0.074 -0.273  -0.026 0.188
2013 1788 239 - - - - -
Bosnia and Herzegovina
1995 0 0 -0.766 -0.626  -0.667 -0.736  -0.910
2000 282 38 -0.257 -0.356  -0.570 -0.792  -0.798
2005 593 91 -0.372 -0.398 -0.380 -0.587 -0.837
2010 1729 106 -0.283 -0.106  -0.165 -0.376  -0.709
2012 1929 96 -0.369 -0.063  -0.067 -0.336  -0.669
2013 2107 87 - - - - -
Bulgaria
1995 53 11 -0.157 0.110 0.419 -0.136 0.079
2000 338 127 -0.163 0.063 0.155 -0.463  -0.301
2005 1803 510 0.142 0.051 -0.078 -0.516  -0.436
2010 6392 206 -0.038 0.058 -0.174  -0.175 -0.306
2012 6766 189 -0.037 0.092 -0.192  -0.137 -0.337
2013 7285 201 - - - - -
Croatia
1995 106 22 -0.264 0.101 -0.156  -0.525 -0.214
2000 625 235 -0.268 -0.047 0.021 -0.585  -0.408
2005 3315 416 -0.290 -0.172  -0.264 -0.529  -0.463
2010 8083 113 -0.270 -0.161  -0.014 -0.320 -0.406
2012 7372 315 -0.268 -0.132  -0.150 -0.248  -0.387
2013 7572 135 - - - - -
Czech Republic
1995 711 248 -0.185 0.174 0.181 -0.114  -0.304
2000 2111 486 -0.284 0.123 0.081 0.089 -0.310
2005 5929 1139 -0.221 0.079 0.059 0.173 -0.116
2010 12176 582 -0.202 0.030 0.009 0.217 -0.087
2012 12799 749 -0.203 0.047 0.050 0.234 -0.032
2013 12705 466 - - - - -
Estonia
1995 470 141 -0.032 0.020 -0.264  -0.389  -0.306
2000 1936 286 -0.044 0.093 -0.480 -0.492  -0.033
2005 8511 2165 -0.068 0.100 -0.294 -0.316 -0.122
2010 12858 1231 -0.007 0.121 -0.092 -0.014 -0.082
2012 14992 1175 -0.131 0.106 -0.229  -0.117  -0.065

2013 16664 738 - - - - -
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Table 2 continued
Year FDIpc PP LRM LSM MSM  HSM
stock inflow
Hungary
1995 1092 493 -0.010 -0.065 -0.174 -0.068 -0.257
2000 2237 270 -0.039 -0.036 -0.237 -0.061 -0.019
2005 6053 764 -0.206 -0.053 -0.190 -0.007 0.097
2010 9064 220 -0.159 0.044 -0.110 0.145 0.118
2012 10373 1402 -0.109 0.086 -0.103 0.194  0.083
2013 11152 311 - - - - -
Latvia
1995 247 72 -0.088 0.115 -0.073 -0.420 -0.496
2000 879 174 -0.049 0.060 -0.224 -0.712 -0.611
2005 2213 317 -0.097 0.038 -0.162 -0.568 -0.517
2010 5143 182 -0.035 0.083 0.001 -0.200 -0.271
2012 6589 538 -0.062 0.085 0.024 -0.288 -0.204
2013 7635 394 - - - - -
Lithuania
1995 97 20 -0.126 0.126 -0.299 -0.389 -0.142
2000 667 108 -0.138 0.157 -0.351 -0.436 -0.259
2005 2498 313 -0.033 0.117 -0.256 -0.328 -0.237
2010 4325 261 -0.094 0.192 -0.076 -0.064 -0.091
2012 5295 231 -0.081 0.229 -0.137 -0.033 -0.046
2013 5651 176 - - - - -
Moldova
1995 22 15 0.050 -0.161 -0.252  -0.307 -0.307
2000 109 31 -0.138 -0.077 -0.139 -0.178 -0.145
2005 271 51 0.278 0.375 0.053 -0.408 -0.349
2010 830 58 -0.338 -0,446 -0.739 -0.656 -0.519
2012 981 50 -0.608 -0.781 -0.855 -0.809 -0.766
2013 1052 66 - - - - -
Poland
1995 204 95 -0.054 0.148 0.264 -0.331 -0.479
2000 892 246 -0.264 0.093 0.035 -0.212 -0.545
2005 2379 269 -0.123 0.174 0.001 0.039  -0.380
2010 5645 363 -0.114 0.139 -0.055 0.081 -0.205
2012 6153 159 -0.108 0.184 0.003 0.106 -0.189
2013 6595 -158 - - - - -
Romania
1995 36 18 -0.371 0.240 0.399 -0.394 -0.337
2000 311 47 -0.150 0.140 0.154 -0.366 -0.426
2005 1167 293 -0.262 0.105 0.035 -0.295 -0.520
2010 3214 134 -0.168 0.043 -0.054 -0.016 -0.325
2012 3586 126 -0.196 0.073 -0.059 0.025 -0.351
2013 3899 167 - - - - -
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Table 2 continued

Year FDipc PP LRM LSM MSM  HSM
stock inflow
Russian Federation
1995 38 14 0.485 -0.475 0.338 -0.461 -0.728
2000 219 18 0.629 -0.518 0.454 -0.426 -0.884
2005 1252 108 0.746 -0.644 0.305 -0.661  -0.911
2010 3416 301 0.739 -0.758 0.052 -0.791  -0.867
2012 3467 353 0.763 -0.716 0.022 -0.816 -0.805
2013 4030 555 - - - - -
Slovakia
1995 242 482 -0.253 0.379 0.434 -0.092 -0.176
2000 1294 505 -0.321 0.185 0.267 0.054 -0.236
2005 5489 577 -0.268 0.119 0.166 0.043 -0.191
2010 9263 326 -0.286 0.064 0.132 0.122 -0.039
2012 10249 519 -0.207 0.043 0.103 0.168 -0.053
2013 10794 108 - - - - -
Slovenia
1995 908 77 -0.443 0.315 -0.031 -0.021 -0.186
2000 1454 67 -0.469 0.190 -0.082 0.045 -0.196
2005 3617 294 -0.436 0.128 -0.058 0.113 -0.118
2010 7106 175 -0.380 0.040 -0.018 0.152 -0.040
2012 7481 -29 -0.358 0.063 0.031 0.171 0.012
2013 7353 -328 - - - - -
Ukraine

1995 18 5 -0.388 -0.163 0.720 -0.212 0.084
2000 79 12 -0.276 -0.012 0.809 -0.163  -0.050
2005 365 166 -0.184 -0.224 0.720 -0.439  -0.273
2010 1259 141 -0.212 -0.322 0.654 -0.288 -0.436
2012 1617 172 -0.146 -0.331 0.535 -0.416 -0.368
2013 1696 83 - - - - -

Source: http://unctadstat.unctad.org/ReportFoldepsttFolders.aspx. (10.12.2014).

In the researched period, the average FDI inflawthé observed CEE
countries were the largest sizes in 28808 — precisely in 2005 446 USD,
in 2006 518 USD, in 2007 713 USD, in 2008 652 U8D2013 the aver-
age FDI inflow per capita to the observed seventéEi countries was
only 213 USD. In 2013 Estonia, the Russian Fedsrathe Czech Repub-
lic, Latvia and Albania belonged to the top 5 CEfurdries in the size of
FDI inflow per capita, and among the five countésssified at the lowest
positions there were Slovenia, Poland, Moldova,die¢ and Bosnia and
Herzegovina. Moreover, in the case of SloveniaRwoldnd the FDI inflows
per capita attained a minus value. In the last fivasidered years 2009-
2013, the largest average FDI inflows per capiteuoed in Estonia (964
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USD), Hungary (552 USD), the Czech Republic (45DY3S atvia (373
USD) and the Russian Federation (369 USD), andrhedlest in Slovenia
(-4 USD), Moldova (63 USD), Bosnia and Herzego\i®a USD), Ukraine
132 USD) and Romania (153 USD). Thus. these sizesvarage FDI in-
flows can indicate which countries’ policy initie¢is had lately the biggest
effect on attracting inward FDI.

Among the observed CEE countries, in the case bawih, Bosnia and
Herzegovina, Croatia and Moldova there are no pesitalues of mer-
chandise trade specialization indexes for all atereid groups of products.
In the case of Hungary, the comparative advantagegust beginning to
emerge. Only the Russian Federation among the \aas€EEE countries
specializes in primary commodities, precious stoagd non-monetary
gold. For this country, the positive value of T®#aoccurs for low-skill
and technology-intensive manufactures. Ukraine iapees only in low-
skill and technology-intensive manufactures. BedarBulgaria, Estonia,
Latvia, Lithuania and Romania actually have themparative advantages
only in labor-intensive and resource-intensive nfaciures. Among all
researched CCE countries, the highest degree aiadigation in labor-
intensive and resource-intensive manufactures edautithuania. Moreo-
ver, only in the case of Lithuania and Poland a marative advantage in
labor-intensive goods has deepened in recent years.

The Czech Republic and Slovakia have their comparadvantages in
three product groups, with the highest speciatiratn medium-skill and
technology-intensive manufactures, and are sigmitly improving the
situation in high-skill and technology-intensive maéactures. Poland has
also a comparative advantage in three product grdoyt the highest de-
gree of specialization occurs in labor-intensivad aesource-intensive
manufactures. Slovenia explicitly loses its advgete labor-intensive and
resource-intensive manufactures, and strengthenspécialization in me-
dium-skill and technology-intensive manufacturedditionally, in the case
of Slovenia are starting to emerge the comparatdtwantages in low-skill
and high skill manufactures.

As to Poland, it should be noted that in 2013, cara@ to previous
years, there was a large decrease in FDI inflowsomea the inward FDI
attraction index, because in 2012 Poland occup&td, &nd in 2011 54th
place in this category, among 195 economies intmquredHowever, it does
not change the fact that there is currently a detgron of perceived Po-
land’s investment attractiveness. Unfortunatelg, ititerest in investing in
Poland as a TNCs' top prospective host economyackst by the respond-
ents participating in the research conducted by DAR in the group of
164 companies, is not yet reflected in the volunie F®! inflows
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(UNCTAD, 2014, p. 28). It can be connected with tiegative values of
Poland’'s trade specialization indexes for hightskihd technology-
intensive manufactures (see Table 2). At the same the highest degree
of specialization remains in labor-intensive angorgce-intensive manu-
factures. However, this situation does not imphttin comparison to other
economies with more resources of cheap labor essldeveloped, Poland
is still competitive in this regard. Therefore, UNED experts emphasize
that Poland adopted the “Program to support investsn of high im-
portance to the Polish economy for 2011-2020", whthaim of increasing
innovation and the competitiveness of the economyriomoting FDI in
high-tech sectors. In other words, Poland needauest in the develop-
ment of new locational advantages to increasertfiew of FDI (OECD,
2014, pp. 55-64; UNCTAD, 2014, p. 113).

Table 3 presents the results of the research @atdiom estimating
Pearson’s linear correlation between consideredhis analysis export
groups in terms of technological sophistication &l inflows to the ob-
served seventeen CEE countries in the years 19393-20| correlation
coefficients are positive and statistically sigrdgint at the level 0.05. The
scale of FDI inflows is the strongest positivelyretated with an increase
in labor-intensive and resource-intensive expartshe whole researched
period and in the years 1995-2004. In the peridit2R014 the correlation
relationship was weaker, and the highest valueoofetation coefficient
occurred for low-skill and technology-intensive ragactures exports. The
values of correlation coefficients also indicatatthe relationship between
FDI inflows andmedium-skill and high skills technology-intensivegerts
has become weaker over timehis may be due to the fact that foreign in-
vestors are rather looking for strategic assetstliwer areas of the world,
and the advantage in the labor-intensive industaies currently not as
competitive, as compared to the rest of the waosldich was described
above on the example of Poland.

Research results indicate, therefore, that thesinvent attractiveness of
CEE countries was higher and more stable in thieghdi995-2004 than in
the years 2005-2013, when an explicit decreasetamast of investors in
this region of the world took place. Analysis ofaclges in the nature of
comparative advantages of the concerned CEE ceanstiows that the
reason may be that these countries either do na hacomparative ad-
vantage, or lose their comparative advantagess® technologically ad-
vanced product groups, not attaining a sufficiegrde of specialization in
more technologically advanced goods.
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Table 3.Correlation coefficients for relationship betweengign direct investment
inflows (FDI) and export groups of CEE countriesW$D and current prices,
19952013

1995-2013 EXPPy EXPLRM  EXPLSM, EXPMSM, EXPHSM
FDlpo(n=314) 0.797* 0.792* 0.816* 0.747* 0.752*
FDlyc+1(n=298) 0.795*  0.787* 0.811* 0.741* 0.751*
1995-2004 EXPPy EXPLRM , EXPLSM, EXPMSM, EXPHSM
FDlp o (n=167) 0.725*  0.806* 0.775* 0.761* 0.747*
FDlp 1+1(n=168) 0.747*  0.819* 0.791* 0.772* 0.770*
2005-2013 EXPPyw EXPLRM , EXPLSM, EXPMSM, EXPHSM 4
FDlp o (n=147) 0.791*  0.697* 0.806* 0.640* 0.687*
FDlp+1(n=130) 0.778*  0.666* 0.776* 0.610* 0.657*

Note:n — number of observations, *statistically sigrafit coefficient on the level 0.05.

Source: own calculations, based on: http://unctadstctad.org/ReportFolders/report Fold-
ers.aspx. (10.12.2014).

Conclusions

Comparing the investment attractiveness of Cemtndl Eastern European
countries shows that rather a narrow group of c@siattract a greater
amount of FDI and many more countries have expee@ra decline in

FDI. Therefore, the research results allow for ¢baclusion that Central
and Eastern Europe reduced its investment atteawiss over the past
years, measured both by the inward FDI attractiaexes and the FDI
inflows per capita. This means that the majorityGentral and Eastern
European countries are becoming less successfattiacting FDI, and

therefore in shaping the environment in which fgnecompanies wish to
conduct their business.

The reasons can be numerous and varied dependiribeonountry.
Firstly, the strengthening of competition for FDbirin Asian countries,
especially the Asian Tigers, as the internatiomatistics show. Secondly,
the loss by a large part of Central and Easterofaan countries of their
relative cost advantages towards the rest of thédyweithout, for example,
offering locational attractions in exchange, arepkasized in this work.
These, so called new locational advantages, attgaahainly foreign in-
vestment seeking strategic assets that allow adgiehigher added value
of business activities not only by foreign firmsh€ébe new locational ad-
vantages also provide a country an opportunitynofeasing productivity
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based on different forms of knowledge developmedtsharing, as a result
of creating infrastructure to facilitate the emercge of knowledge spillo-
vers and their external effects.
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