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1 Introduction

The aim of this contribution is to investigate the key macroeconomic factors
that may affect inward FDI in rather small European economies, such as Romania,
Slovakia and Greece, which are all at a different level in their process of European
integration. Romania and Slovakia are both economies in transition. Romania is a
member of the EU but still not a member of the EMU while Slovakia and Greece are
both members of the EU and the EMU.

The main macroeconomic factors evaluated are inward FDI, GDP growth, real
unit labor costs (ULC), trade balance, exchange rate, sectoral distribution of exports,
and economic complexity.

2 Theoretical Frameword

FDI can contribute to an economy’s growth through being a source of capital
formation and through technology transfer, “externalities” or “spillover effects”
(Fan and Dickie 2000, p. 314) and GDP growth deriving from the improvement of
the host country’s trade balance. This contribution focuses on the latter.
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2.1 Main FDI Categories

The following FDI categories can be distinguished according to their effect on the
host country’s trade balance.
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1. FDI for producing goods for the domestic market that could operate either as a
substitute for investors’ exports or equivalently for the host country’s imports
(“market-seeking” FDI) (Iammarino and Pitelis 1999, pp. 4–5; Lim 2001,
pp. 11–12).

This FDI category includes “market-oriented theories for FDI” (Busch 1992,
pp. 201–208). It is argued that market-seeking FDI could replace the imports of
products of the host country (Iammarino and Pitelis 1999, p. 4; Busch 1992,
p. 204; Lim 2001, p. 11) and therefore, ceteris paribus, an improvement of its
trade balance is expected. The main incentives of this FDI category are related to
the reduction of costs necessary for supplying the domestic market (and thus to
increased capital profitability); these costs come from the imposition of duties on
the imported goods (Lim 2001, p. 11), national currency devaluation (Busch
1992, pp. 204–205), or from transport costs (Busch 1992, p. 202; Lim 2001,
p. 11). Economic growth, as it is expressed by GDP growth, is an indicator
of an augmenting domestic market and may explain the increase of market-
seeking FDI.

2. FDI for producing goods for the global market (Giannitsis 1983, pp. 300–355;
Milios and Ioakeimoglou 1990, pp. 158–159; Iammarino and Pitelis 1999,
pp. 4–5; Lim 2001, pp. 11–12; Economakis et al. 2005).

This FDI category includes the “cost-oriented theories for FDI” or the “theo-
ries of mobility/allocation of production for cost reasons” (Busch 1992,
pp. 201–208). FDI is connected to the “decentralization of stages of production”
(Iammarino and Pitelis 1999, p. 4) and the “relocation of the chain in a low-cost
location” (Lim 2001, p. 11). The main incentives of this FDI category are related
to the reduction of production costs for supplying the global market, such as the
reduction of labor costs and the costs of raw materials as well as the opportunity
to access to certain “externalities” (e.g. “cluster of FDI in one location”, which is
referred as “agglomeration”) (Lim 2001, p. 11). The transport costs and the
proximity of the markets to which the investor’s products are exported should
be taken under consideration (Economakis et al. 2005) while the market size of
the host country does not seem to play a key role (Lim 2001, pp. 11–12). This FDI
category is, ceteris paribus, positively related to the improvement of the host
country’s trade balance since FDI tends to increase the host country exports.

It must be noted that FDI of the first category could be interconnected with the
FDI of the second category as inputs that reinforce the export-oriented FDI.

However, the increasing FDI of both categories may cause an increase of
imports due to the export orientation of foreign industries in the supply of
intermediate inputs, especially if the sectors in which foreign investment activity
is concentrated are weakly interconnected with other sectors of the host economy
(Giannitsis 1983, p. 353).
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3. FDI that facilitates the foreign investor’s imports (Iammarino and Pitelis 1999,
pp. 4–5; Lankes and Venables 1996), which is negatively related to the host
country’s trade balance, or FDI for establishing commercial distribution networks
through which domestic products are exported to global markets, which could
improve the host country’s trade balance.

4. FDI for domestic production in non-tradable goods and services sectors1 that are
directed to the host country’s domestic market (such as the first FDI category).
This FDI category does not replace the investor country’s exports and it is not
directly related to the host country’s trade balance.

5. FDI directed to financial intermediation which is not connected directly to the
production or to the commercial sphere (Tsantilas 2009, p. 19) but aims to exploit
investment opportunities within the host country and has an ambiguous impact on
the host country’s trade balance.

The following analysis is restricted to the investigation of FDI of the first and
second categories.

2.2 FDI and Economic Complexity

Economic complexity, which depicts the level of economic development, may
influence inward FDI. Economic complexity is “a measure of the knowledge in a
society as expressed in the products it makes and is calculated based on the diversity
of a country’s goods exports and their ubiquity, or the number of the countries able
to produce them” and it is measured by the Economic Complexity Index (ECI)
(Atlas of Economic Complexity)”. “Complex economies are those that can weave
vast quantities of relevant knowledge together, across large networks of people, to
generate a diverse mix of knowledge-intensive products. Simpler economies, in
contrast, have a narrow base of productive knowledge and produce fewer and
simpler products which require smaller webs of interaction” (Hausmann et al.
2011). Since “webs of interaction” is another name for “externalities”, “complex
economies” are, ceteris paribus, attractive destinations for FDI, especially those
directed to high-tech sectors.

3 FDI in the Context of European Integration

The incentives of the first two FDI categories will be assessed considering their
possible positive effect on the host country’s trade balance. The imposition of duties,
the devaluation of national currency, the geographic position of the country, and

1Electricity, construction, transportation and storage services, telecommunication services, whole-
sale and retail trade, and other services (Gibson 2010, p. 340).



GDP growth will be evaluated according to their effect on FDI of the first category.
Moreover, the ULC and the proximity of markets will be evaluated according to their
effect on FDI of the second category.
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3.1 The Case of Romania

3.1.1 Market-Seeking FDI: Tariffs, GDP, and National Currency

As it can be seen from Fig. 1 Romania’s FDI stock as a percentage of the world
total (FDI-w.t.percentage) had an upward trend until 2008. In 2008, 1 year after
Romania’s accession to the EU, the country attracted a record amount of FDI.
Between the years 2000 and 2008, large multinational companies invested in the
country, while between 2003 and 2005, Romania received the highest rates of FDI
inflows in Eastern Europe (Andrei 2014). However, after 2008, the relative position
of the country as a receiver of FDI deteriorated significantly, since FDI stock in
Romania diminished from 0.42% of the world total in 2008 to 0.27% in 2016
(UNCTAD).

Romania embarked on its journey towards EU membership in 1993 with the
signing of the Europe Agreement, whose purpose was to prepare the country for
accession to the EU (1995–2005). The Agreement was asymmetric in nature, with
the EU willing to eliminate its trade barriers for Romanian exports over the first half
of the period and Romania doing the same for EU exports over the second half. This
concession given by the EU together with the preferential fiscal regime for Roma-
nian exporters brought results in terms of a solid increase in Romanian exports

Fig. 1 FDI stock of Romania (% of total world), 1991–2016. Source: UNCTAD & IMF



(Marinescu and Szeles 2010). After 1995 the phasing out of tariffs began, a course
necessary before the country’s accession to the EU. Taking into account the high
dependence on Romania’s FDI coming from the EU members (NBR), a negative
effect on attracting FDI of the first category would be expected. However, FDI was
not affected negatively by the tariffs phasing out, which continued to increase during
the same period. The same does not apply after the country accession to the EU
in 2007.
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Another incentive for attracting market-seeking FDI is the country’s national
currency exchange rate. Between the years 1995 and 2008, FDI in Romania had an
upward trend and the currency showed a trend of devaluation in real terms (IMF).
Part of the increase of FDI could be explained by the devaluation of the Romanian
national currency, i.e. FDI in order to circumvent the exchange rate protection.
Therefore, although the incentive to circumvent tariff protectionism for attracting
FDI has faded out, the incentive to circumvent the exchange rate protection remains
for foreign firms.

A rising GDP could be another possible incentive for attracting FDI. Romania’s
FDI-w.t.percentage and GDP increased almost simultaneously between the years
1994 and 2008, decreased between 2008 and 2009, and after 2009 they disconnected
(AMECO). The two variables have a weak positive relationship (ρ = 0.44) between
the years 1994 and 2016. Romania’s FDI and GDP common rising trend until 2008
probably indicates that the market size is related to the increased FDI. However, after
2009, FDI and GDP disconnect, indicating that market size changes don’t affect
market-seeking FDI.

The geographical distance between the investor’s country and the host country
and the transportation costs don’t seem to play a significant role in attracting market-
seeking FDI since Romania’s main investors (NBR) and trade partners are nearby
countries of the EU (UNCTAD).

3.1.2 Export-Oriented FDI: Wage-Productivity Relationship
and Geographic Proximity

Romania’s ULC constantly decreased between the years 1990 and 2016 (AMECO).
This downward trend could explain, to some extent, the increase of FDI inflows over
the same period. However, the same factor does not seem to be strong enough to
reverse the decline of FDI in the Romanian economy after 2008. The strong negative
correlation of FDI-w.t.percentage and ULC between the years 1990 and 2016
(ρ = –0.76) means that the level of ULC may influence the level of export-oriented
FDI attracted by Romania.

The geographic proximity of Romania with the other EU counties, which are its
main investors, could also be an incentive for export-oriented FDI.
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3.1.3 FDI and Trade Balance of Romania

Figure 2 depicts Romania’s FDI-w.t.percentage as well as the rate of coverage of
imports (M) by exports (X) of goods (exports/imports).

Between the years 1994 and 2008, Romanian FDI constantly increased while the
trade balance deteriorated. On the contrary, after 2009, the Romanian trade balance
improved despite the downturn of FDI, which indicates that FDI is strongly nega-
tively related to external trade. FDI-w.t.percentage and X/M have a strong negative
relationship between the years 1994 and 2016 (ρ = –0.96), indicating a disconnec-
tion between FDI and external trade.

In an attempt for further analysis, exports and FDI-w.t.percentage have a strong
positive correlation (ρ = 0.77) between the years 1994 and 2016, which could
indicate the presence of export-oriented FDI. Imports and FDI-w.t.percentage have
a strong positive correlation (ρ= 0.87) for the same period. Romanian FDI inflows
don’t seem to have significantly replaced imports. Nevertheless, the increase of
imports could be partly explained as a result of FDI inflows in Romania since
FDI can create import-demands necessary for the production process. The trade
balance improved after 2009, which could be related to the current account crisis
of the Romanian economy and the implementation of restrictive policy measures
that led to an import decrease and an improved trade balance (Economakis
et al. 2016).

Fig. 2 FDI stock (% total world) and exports/imports of goods of Romania (1994–2016). Source:
UNCTAD & AMECO
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Summarizing, the received FDI of the first and second category were not strong
enough to significantly affect the trade balance, throughout the period examined,
despite the presence of FDI of the second category. FDI in Romania is mostly
attracted by non-tradable sectors or sectors that are not connected to external trade.
In 2004 the service sector was absorbing 46% and the industry sector 54% of the
total FDI received by Romania while in 2016 the service sector absorbed 55% and
the industry sector 45% (NBR, Annual reports 2004–2016). This confirms that an
important part of FDI is attracted by non-tradable sectors (trade, telecommunica-
tions) or sectors with an unclear impact on trade balance (financial intermediation,
real estate). In 2007 financial intermediation absorbed 23% and trade 14% of the
total FDI received by the country (NBR, Annual reports 2004–2016).

3.1.4 Romania’s FDI Positions by Industry & Exports and Imports
Structure

Figure 3 depicts the distribution of Romanian FDI by industry between 2004 and
2016 (NBR, Annual reports 2004–2016). By comparing the distribution of Roma-
nian FDI by industry with the distribution of the country’s imports and exports some
conclusions can be derived about the FDI category received. The composition of
Romanian exports has changed over time. Textiles and clothing represented the
major export products (about one-fourth of all exports) but they lost their top spot
after 2003. More specifically, the exports of the industry decreased from 27% of

Fig. 3 FDI distribution by industry (2004–2016), (% of total FDI positions of Romania).
Source: NBR



the total Romanian exports in 2007 to 7% in 2016, while the industry’s imports
decreased to 7% of the total imports in 2016 from 19% in 1997 (UNCTAD). The
textile industry has also experienced a decline in FDI, which suggests that the
industry is generally unattractive; it also indicates disinvestment. Since there is a
major decline in the exports, imports, and FDI of textile products, there is evidence
that the FDI attracted could be of the second category.
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There is also a significant increase in the Romanian export of vehicles and
transport equipment, which seems to be directly related to the FDI attracted in this
sector, especially after Renault acquired the Romanian automaker Dacia in 1999 and
Ford Motor Co. made major investments in Romania in 2008 (Marinescu and Szeles
2010). Moreover, the industry’s export increased from 5% of the total exports in
1999 to 17% in 2016 (UNCTAD). FDI also increased, reaching 6.7% of the total FDI
in 2016 (NBR, Annual reports 2004–2016), indicating that the FDI attracted is
mainly of the second category.

There is also a major development of exports of mechanical products, mainly
triggered by automotive parts and components. Romania’s strong presence in the
automotive industry is illustrated by the fact that “there is virtually no car producer in
Europe that does not use spare parts produced in Romania, in other words, the
assembly lines in Europe are supported by exports of Romania” (Dobreanu 2014).
The exports of mechanical products increased from 9% of the total exports in 1995
to 29% in 2016, while the imports of the industry also increased from 21% in 1991
to 27% in 2016 (UNCTAD). Thus, there is evidence that the increasing exports
came with an increasing import-demand, such as inputs for the production process.
Therefore, the FDI attracted by Romania in the sector could be possibly export-
driven (second category).

In the case of the food industry, FDI dropped, exports increased, and imports
stayed relatively stable throughout the period examined, indicating that the declining
FDI was probably of the first category.

Other sectors in which the FDI in the Romanian economy seem to be of the first
category are the fuel industry and the cement-ceramics industry. In both cases, FDI
increased while exports and imports decreased.

In the metal products industry, FDI and exports decreased but imports slightly
increased. More specifically, the exports of metal products decreased from 15% of
total Romanian exports in 1995 to 6% in 2016 while the imports of these products
increased from 5% in 1995 to 7% in 2016 of the total imports (UNCTAD). This
could mean that these products were export-oriented and the FDI attracted
was of the second category. Therefore, a downtrend in FDI led to a decrease of
exports. Additionally, metal products could be significant inflows for other indus-
tries, such as mechanical products and vehicles, whose exports increased, and
some of the FDI could be an intermediate category of FDI between the first and the
second.

Therefore, Romanian FDI in the manufacturing industry between the years
2004 and 2016 is both market-seeking (first category) and export-oriented (second
category).
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3.2 The Case of Slovakia

3.2.1 Market-Seeking FDI: Tariffs, GDP, And National Currency

As it can be seen from Fig. 4, Slovakia’s FDI-w.t.percentage had an upward trend
until 2008. After Slovakia’s accession to the EU in 2004 and until 2008, FDI stock
increased but at a decreasing pace. After 2008, 1 year before the country’s accession
to the EMU, Slovakia’s FDI stock started to decrease. The relative position of the
country as a receiver of FDI deteriorated since FDI stock in Slovakia diminished
from 0.33% of the world total in 2008 to 0.16% in 2016 (UNCTAD).

In 1994, the application of high tariffs on imports (WTO 1995) was an incentive
for attracting FDI of the first category in order to overcome the costs that resulted
from the imposition of duties on the imported goods. The country started to phase
out tariffs in 1995, a course necessary before the country’s accession to the EU
(Slovak Republic.org n.d.). This process was carried out by a number of agreements
(EEFTA, EFTA, EEA). In 2004 Slovakia continued its course to a free market
economy by accessing the EU, which did not negatively affect FDI attraction.
Taking into account the high dependence on Slovakia’s FDI coming from the EU
members (OECD), a negative effect on attracting FDI of the first category would be
expected. However, this fact did not influence the FDI attracted, which continued to
increase.

Between 1993 and 2009, Slovakia’s national currency depreciated in real terms
(IMF), which was an incentive for attracting FDI of the first category in order to
bypass exchange rate barriers and may explain, to some extent, the increased FDI.

Fig. 4 FDI stock of Slovakia (% of total world), 1993–2016. Source: UNCTAD & IMF



Therefore, although the incentive to circumvent tariff protectionism for attracting
FDI had faded, the incentive to circumvent the exchange rate protection remained for
foreign firms until 2009. After 2009, Slovakia accessed the EMU and there is no
national currency under which FDI inflows can be explained, while FDI decreased
considerably.
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The geographical distance between the investor’s country and the host country, as
well as the transportation costs, don’t seem to benefit the FDI of the first category
since Slovakia’s main investors (OECD) and trade partners (UNCTAD) are nearby
countries of the EU.

Moreover, both GDP and FDI-w.t.percentage increased between the years 1994
and 2008 (AMECO). The two variables have a strong positive relationship
(ρ= 0.82) between 1994 and 2016, which indicates that the growth of the Slovakian
economy is positively related to market-seeking FDI. However, this is confirmed
until 2009 since after that year the two variables seemed to disconnect.

3.2.2 Export-Oriented FDI: Wage-Productivity Relationship
and Geographic Proximity

There was a decrease in Slovakia’s ULC between the years 1997 and 2008
(AMECO), which could theoretically explain, to some extent, the increase of FDI.
However, between the years 2008 and 2016, ULC increased. The weak negative
correlation (ρ = –0.52) between FDI-w.t.percentage and the ULC for the period
1995–2016 means that the cost competitiveness of Slovakia’s economy has a weak
relationship with the attraction of FDI.

An advantage of Slovakia, as a host country of FDI of the second category, is its
geographical location. According to the three major car industries invested in the
country, Slovakia was selected mostly because of its geographical location, great
infrastructure, proximity to EU member states and growing economy in comparison
with another member of V4 (Bratscht 2012, pp. 10–16).

3.2.3 FDI and Trade Balance of Slovakia

As can be seen from Fig. 5, Slovakian trade balance improves with some fluctuations
after 1998. Slovakia’s FDI-w.t.percentage has an upward trend until 2008 and the
country’s trade balance improves simultaneously. After 2008, Slovakia’s trade
balance continuous to improve while FDI-w.t.percentage starts to decrease. In
particular, Slovakia has a trade surplus after 2009, while FDI falls significantly.
FDI-w.t.percentage and X/M have a weak positive relationship (ρ = 0.56) between
the years 1994 and 2016, which means that FDI is connected only to some extent to
the external trade.

Moreover, Slovakia’s trade balance continuous to improve after the country’s
accession to both the EU and the EMU. Nevertheless, after the country’s accession to
the EMU, X/M and FDI follow opposite directions.
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Fig. 5 FDI stock (% total world) and exports/imports of goods of Slovakia (1994–2016). Source:
UNCTAD & AMECO

The relationship between exports and FDI-w.t.percentage has a positive correla-
tion (ρ = 0.64) between 1994–2016, indicating the probable presence of FDI of the
second category. Τhe relationship between imports and FDI-w.t.percentage was
strong and positive (ρ = 0.70) between the years 1994 and 2016. As in the case of
Romania, the increase of Slovakian imports could be partly explained as a result
of import-demands necessary for the production process created by increased FDI.
In any case, Slovakia’s FDI (like Romania’s) doesn’t seem to have significantly
substituted imports.

Given the above, the trade surplus after 2009 cannot be attributed to the rising
FDI of the first or second category, despite the evidence about the presence of FDI of
the second category for the whole period examined. Between the years 1998 and
2003, FDI attracted by the service sector is higher than FDI attracted by the industrial
sector absorbing about 55% and 36% of FDI, respectively. After 2004 and until
2007, FDI in the industrial sector accounted for almost 50% of the Slovakian FDI,
more than the service sector, while during the same period Slovakia’s trade balance
was improving (OECD). The high increase of FDI-w.t.percentage between 2002
and 2004 is related with the establishment of the two car industries, Peugeot and
KIA (Bratscht 2012, pp. 10–16). However, after 2009, FDI inflows in Slovakia are
again mostly attracted by service sector, which absorbed approximately the 50% of
Slovakia’s FDI and in particular by non-tradable sectors or sectors that are not
directly connected to external trade and have unknown impact to the trade balance.
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Thus, to the extent of any influence of FDI on trade balance, the improved trade
balance, despite the decline of FDI after 2008, could only be due to the positive
effect of earlier FDI, especially the one of the second category.

3.2.4 Slovakia’s FDI Positions by Industry & Exports and Imports
Structure

As it can be seen from Fig. 6, the automotive industry is a leading sector of FDI
attracted by Slovakia. In particular, three major car industries invested in the
country: Volkswagen Slovakia, KIA Motors and PSA Peugeot Citroen (Bratscht
2012, pp. 10–16). Volkswagen Slovakia was founded in 1991, while the other two
companies invested in Slovakia shortly before its accession to the EU. It should be
noted that these two investments had a determining role in the rapid rise of the FDI of
this sector, while FDI significantly increased from almost 0% in 2002 to 9% in 2006
and finally reached approximately 6% in 2016. There is a major increase in exports
of vehicles and transport equipment accounting 29% of the Slovakian exports in
2016 (UNCTAD) which were related to FDI that has taken place. It can be con-
cluded that FDI attracted is mainly directed to the world market (second category).

In the food products sector there is a decrease in FDI from 8.8% in 1998 to 2% in
2016, while exports and imports remained relatively stable, constituting approxi-
mately 5% of the Slovakian imports and exports respectively (UNCTAD). This
could mean that FDI of this sector has an unclear orientation (first or second
category).

Fig. 6 FDI distribution by industry (1998–2011), (% of total FDI positions of Slovakia).
Source: OECD
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In mechanical products industry there was a major increase in both exports and
imports for the whole period (UNCTAD) occupying almost the 33% of Slovakian
exports and imports respectively in 2016, while FDI remained stable at about 3%
of the total Slovakian FDI. This probably means that FDI attracted is directed to
both domestic and world market (first and second category). Moreover, a part of
this sector may constitute inflows for other industries, such as Vehicles and Trans-
port Equipment, whose exports also increase (first category).

Another major sector is the one of metal products. FDI had an upward trend until
2000 but diminished from 17.8% in 2000 to 5.8% in 2016 of the total FDI received,
while exports and imports remained stable constituting approximately 10% of the
Slovakian imports and exports respectively (UNCTAD). This could mean that part
of this FDI is export-oriented (second category). Moreover, FDI of the sector of
metal products could be significant inflows for other industries, such as mechanical
products and vehicles, whose exports also increase (first category).

Slovakia’s FDI, between the years 1998 and 2011, is mainly export-oriented
(second category) while market-seeking FDI, apart from covering domestic needs,
also consists important inflows for production for other industries.

3.3 The Case of Greece

3.3.1 Market-Seeking FDI: Tariffs, GDP and National Currency

As it can be seen from Fig. 7 Greece’s FDI-w.t.percentage has an overall downfall
trend while some fluctuations over some sub-periods can be noted. The FDI’s
downfall starts after 1984, i.e. 3 years after the country’s accession to the European
Economic Community (EEC). During the 1990’s FDI continues to decline. The
relative position of the country as a receiver of FDI deteriorated since FDI-w.t.
percentage diminished from 0.84% of the world total in 1984 to 0.31% in 1995,
2 years after Greek accession to the Single Market and even more to 0.18% in 2000,
finally reaching 0.10% of the world total in 2016 (UNCTAD). Therefore, it seems
that the accession to the EU and the EMU has negatively affected FDI inflows.
Moreover, FDI’s course confirms the view that Greece is not an attractive country for
FDI in the global economic environment.

After 1981, Greece had to accept the abolition of tariffs and capital control up to
1985, while the whole process was completed in 1993. Since Greece’s main trading
partners are EU countries (UNCTAD), the incentive of bypassing trade barriers for
attracting market-seeking FDI does not seem to apply.

Moreover, the drachma’s general appreciation in real terms during the 1990s
(AMECO) (“pre-euro” era) could, to some extent, explain the non-attracting FDI.
After 2001, the year that Greece accessed to the EMU, FDI stock remains on a low
level and since Greece’s main investors are EU countries FDI for exchange rate
protection could not exist.
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Fig. 7 FDI stock of Greece (% of total world), 1980–2016. Source: UNCTAD & IMF

Greece’s geographical position like Romania’s and Slovakia’s, is not an incentive
for attracting market-seeking FDI, taking into account that Greece’s main investors
(OECD) and trade partners are nearby countries of the EU (UNCTAD).

Greece’s GDP and FDI-w.t.percentage have different directions until 2007
(AMECO). The correlation of the two variables is ρ = 0.12 between the years
1994 and 2016, indicating that GDP changes are not an incentive for attracting
market-seeking FDI. It must be noted that the continuous decline of GDP after 2008
is related to the global economic crisis and the austerity measures undertaken by the
Greek government (Economakis et al. 2016).

3.3.2 Export-Oriented FDI: Wage-Productivity Relationship
and Geographic Proximity

There is a sharp decrease in the Greece’s ULC during the period 1983–1996 and for
the years to follow, despite some fluctuations, it remains on low level. The correla-
tion between FDI-w.t.percentage and ULC for the period 1981–2016 is strong and
positive (ρ = 0.70), indicating that the improving cost competitiveness does not
influence the level of FDI attracted by Greece.

Like Romania and Slovakia, the geographic proximity of Greece with the other
EU countries, which are its main countries investors, could be an incentive for



= –

export-oriented FDI. However, this incentive is not activated in the case of Greece
given the collapse of FDI.
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3.3.3 FDI and Trade Balance of Greece

As it can be seen from Fig. 8, Greece’s trade balance deteriorates, especially between
the years 2002 and 2003, after the country’s accession to the EMU. Greece’s FDI-w.
t.percentage had a downfall trend after 1984 with the only exception between the
years 2002 and 2007 that had a small upward trend, which coincides for the years
2003–2005 with the trade balance amelioration. FDI-w.t.percentage and X/M have a
strong negative relationship (ρ = –0.74), for the period 1994–2016 which means
that FDI is not connected to the external trade. After 2008, Greece’s trade balance
improves as a result of the economic crisis and the restrictive measures which led
to decreasing imports (Economakis et al. 2016) and FDI and trade balance are
completely disconnected.

The FDI-w.t.percentage and exports have a strong negative correlation
(ρ = –0.74) between the years 1994 and 1016 indicating that FDI does not connect
with exports. The relationship between imports and FDI-w.t.percentage is insignif-
icant (ρ 0.08) between the years 1994 and 1016.

FDI in Greece is mostly attracted by non-tradable sectors or sectors that are not
connected to the external trade. It is worth mentioning that in 2001 the service sector
was absorbing the 60% and the industry sector the 35% of the total FDI received by

Fig. 8 FDI stock (% total world) and exports/imports of goods of Greece (1994–2016). Source:
UNCTAD & AMECO



Greece and in 2011 these percentages were almost the same (OECD), a fact that
explains the trade balance deficit.
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3.3.4 Greece’s FDI Positions by Industry & Exports and Imports
Structure

As it can be seen from Fig. 9 FDI attracted by the Greece’s manufacturing sector is
lower than 40% of the total FDI received between the years 2001 and 2011 (OECD).

FDI attracted by the food products sector has a decrease from 19% in 2005 to
13.7% in 2016 (OECD). Moreover, the exports of the sector diminished from 30% in
1995 to 17.4% in 2014, and finally reached 22.7% in 2016, while imports seem to
have remained relatively stable constituting 13% of the Greek imports during the
years examined (UNCTAD). Therefore, FDI in this sector has an unclear orientation
(first or/and second category).

As far as the pharmaceutical products are concerned, FDI also has an unclear
orientation.

FDI of the fuel industry had fluctuations, absorbing 10.7% in 2005 and 6.3% in
2016 of the total FDI attracted (UNCTAD). Moreover, fuel imports could, by their
nature, consist of inputs for other industries. Greece’s fuel imports and exports also
increased by approximately 30% between the years 1995 and 2013, which means
that this industry’s products are both export-oriented and for domestic use as well.

Given the above, FDI in Greece’s manufacturing sector remained low during the
period 2001–2011.

Fig. 9 FDI distribution by industry (2001–2011), (% of total FDI positions of Greece).
Source: OECD
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4 Complexity

Figure 10 presents the ECI of the three countries examined and also ECI of Germany
as a benchmark, since “Germany is the second-most complex economy in the world
after Japan and it is the second most diversified country after Italy” (Felipe and
Kumar 2011, p. 10).

For Slovakia, ECI remains high throughout the period examined compared to the
other two countries. Romania’s ECI presents a clear upward trend during the recent
years. Greece has a lower ECI compared to both Slovakia and Romania, and after
2010, i.e. during the ongoing Greek economic crisis, ECI turned negative.

From the definition of “economic complexity”, Slovakia’s export product mix is
expected to be dominated by more “complex products”, i.e. products of a higher
technological level, while Greece’s negative index indicates exports of low-tech
products (OECD; Di Mauro et al. 2010).

Although primary and low technology products are Romania’s main export
products (UNCTAD), the downturn of exports of low technology products and the
significant increase of exports of medium technology products since the mid-1990s
(UNCTAD) can explain the upward trend of ECI during the recent years. Romania’s
FDI has followed the same trend. In particular, vehicles and transport equipment,
which is a leading sector attracting Romanian FDI in recent years, is classified as
sector of medium-high technological level, which indicates that ECI could be
related, to some extent, to Romanian FDI.

Medium-tech products have dominated Slovakian exports since the mid-1990s
while primary and low-tech export products have declined (UNCTAD), which

Fig. 10 Economic Complexity Intex (ECI) of Germany, Greece, Romania, Slovakia (1964–2016).
Source: Atlas of Economic Complexity



explains Slovakia’s higher ECI. Given that the technological level of exports is
positively related to the income elasticity of demand for exports and the latter is
positively related to the amelioration of the trade of balance (Thirlwall 1991),
Slovakian trade balance amelioration since 1998 is connected to the improving
technological level of its exports. Moreover, there has been a significant increase
of FDI in the sector of vehicles and transport equipment (medium-high technology
level) but a decrease in the sectors of food products and metal products (low
technology and low-medium technology, respectively). Consequently, Slovakia’s
relatively high economic complexity attracts specific FDI categories, especially the
ones with a relatively higher level of economic complexity.

150 K. Kasapi et al.

Finally, in the case of Greece, after the mid-1990s, the overwhelming dominance
of primary product exports (UNCTAD) is linked to the low ECI of the country. The
dominance of FDI in low-tech food products indicates that the country is classified as
a simpler economy and therefore the economic complexity is not an incentive for
attracting FDI.

5 Conclusions

Summarizing, the process of European integration does not seem to have had the
same effect on the FDI attracted by Romania, Slovakia and Greece; however, it
seems to be connected with a general downgrading of all countries as receivers of
FDI. In the case of Romania and Greece, this deterioration is connected to the
accession of the countries to the EU while in the case of Slovakia to the accession
of the country to the EMU.

The effect of FDI on the trade balance for all countries examined in the context of
European integration is rather vague. Throughout the period examined, FDI is either
weakly connected (Slovakia) or disconnected (Romania and Greece) to the external
trade. This indicates the limited impact of FDI of the first and second category on the
total FDI in these countries despite the evidence of presence of FDI of the second
category for Romania and Slovakia. It is worth noting that for Romania and
Slovakia, FDI and trade balance followed opposite directions after the accession to
the EU and the EMU, respectively. Greece’s trade balance deteriorated or amelio-
rated independently of FDI after the country’s accession to the EEC/EU.

For both Romania and Slovakia, although the incentive to circumvent tariff
protectionism for attracting FDI has faded, the incentive to circumvent the exchange
rate protection remains for foreign firms. In the case of Greece, the phasing out of
tariffs and the exchange rate have had an effect on FDI attractiveness.

The size of the market has a positive relationship with FDI in the case of Romania
and Slovakia but has no relationship with FDI in the case of Greece. Moreover, the
low ULC seemed to attract FDI in the case of Romania and Slovakia but played no
role in the case of Greece.

Greece’s, Romania’s, and Slovakia’s geographical positions is not an incentive
for attracting market-seeking FDI, taking into account that their main investors and



trade partners are nearby countries of the EU. However, the geographic proximity of
the three countries could be an incentive for export-oriented FDI.
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Finally, economic complexity seems to explain, to some extent, the relative
attractiveness of FDI of the three countries examined, and especially of FDI directed
to more advanced technological sectors.
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