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Table B. 
Real per capita FDI of Developing Countries in Eastern Europe and Non Eastern 
E (11990dll )* urope rea oars per person 

1988 1989 1990 1991 1992 

Non Eastern Europe 8.553 9.884 10.066 12.148 12.692 

Eastern Europe 0.325 4.827 8.157 9.942 16.508 

*The countries used to compute these values are those used in the sample regressions later on. 

It is clear from Table A that the number of foreign investment registrations 

in Eastern Europe has accelerated from nearly zero to significantly large amounts. Table 

B confirms that the overall size of the FDI flows to Eastern Europe has also increased 

considerably. In fact, Table B shows that FDI flows to Eastern Europe were initially 

lower than comparable levels in other developing regions but increased at a faster rate to 

reach levels greater than the rest of the developing world. 

ITI. Benefits of Forei~n Direct Investment to Host Countries 

Developing Countries are now well aware of the many advantages and 

benefits of FDI. 8 As a form of import substitution,9 FDI enhances export earnings, 

relieves foreign exchange shortageslO and improves future tax receiptsll - which, over the 

long run, improve the host country's balance of trade and balance of payments accounts.12 

Foreign investors are more able to export than indigenous enterprises because of their 

international connections.13 In fact, several surveys indicate a positive correlation between 

FDI inflows and the export performance of host countries.14 

In many respects the efficiency improvements brought by FDI are more 

important than the actual increase in capital stock.15 In addition to new capital, foreign 

investors bring the managerial expertise and technological modernization necessary to 

surviving a competitive global market. 16 FDI can increase competition in the host country 

as well as the country's competitiveness in the global market, in part, because it supplies 

8Argawal, Gubitz & Nunnenkamp, 1991:126. 
9Dobosiewicz, 1992:32; Michalak, 1992:1573; UNIDO, 1990:viii. 
lOpry, 1994. 
11 Welfens , 1994b:164. 
12Ibid,50. 
13Dobosiewicz, 1992:32; Michalak, 1992: 1587. 
14Inotao, 1991:99; Welfens, 1994a:141. 
15Steinherr, 1993:216. 
16Cebula & Schultz, 1993; Darnrau, 1992:36; Hamilton & Adjubei, 1991:75; Hunya, 1992:501; Levcik, 
1991:15; Lizondo, 1991:76; Michalak, 1992:1582; Sader, 1995:13; Sarcinelli, 1992:17; Schire, 1990; 
UNIDO, 1990:viii,ix; Welfens, 1994b:146. 

4 



higher quality products. 17 The technology transfer brought by foreign investors reduces 

the entrepreneurial gap between nations, encourages product innovation 1 8 and even 

reduces environmental pollution19 which, overall, stimulates increased productivity.20 

FDI also has a direct linkage effect on domestic investment by firms of the 

host country.21 For example, the establishment of an automobile plant by a foreign 

investor might induce investment in the domestic tire and petrochemical industries.22 The 

increase in output or expenditure sparked by FDI could produce an accelerator effect on 

domestic investment as well as employment.23 In tum, FDI stimulates economic growth 

and development24 as it did for OEeD countries in the 1980s.25 Some researchers have 

even approximated that a percentage point increase in FDIIGDP would increase economic 

growth by more than one percentage point.26 Others, however, have argued that there is 

no historical evidence of sustained growth predominantly financed by foreign capital 

anywhere.27 

FDI can become important not only for production, exports and 

employment, but also as a catalyst for political change - both in the host and parent 

countries.28 It is commonly believed that FDI and expected future protectionism are 

linked; that one country investing in another avoids trade friction and, thus, diffuses 

protectionist sentiment because exports are replaced by local production.293o 

The past three decades have provided an enormous set of empirical 

research that attempts to explain why some developing countries attract more FDI than 

others.31 The recent increase of FDI flows has not been sufficient enough to overcome the 

drastic decline of other types of private capital transfers, particularly bank loans to 

developing countries.32 In the prevailing environment of reduced official aid flows and 

17Dobosiewicz, 1992:33,36; Hamilton & Adjubei, 1991:75. 
18Welfens, 1994a:129,133. 
19Hamilton & Adjubei, 1991:75. 
2~aldwin & Venables, 1994:298; Dobosiewicz, 1992:36; Hamilton & Adjubei, 1991:74. 
21Saltz, 1992. 
22Wai & Wong, 1982:21. 
23Welfens, 1994b:48; UNIDO, 1990:vii. 
24Wai & Wong, 1982:20. 
25Welfens, 1994b:49. 
26Ibid, 139. 
27Steinherr, 1993:205. 
28Michalak, 1992:1573; Welfens, 1994b:50. 
29Rivera-Batiz and Rivera-Batiz, 1994. 
30Dobosiewicz (1992:25) believes that foreign investment provides political security, because "having a 
foreigner with his [or her] factory in the host country is like having a division of troops." While this is a 
melodramatic way of stating his point, the point is well taken. 
31Podkakminer, 1996. 
320ECD, 1989:2243. 
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