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Abstract. Direct foreign investment, regarded as one of the factors of economic development, has always
been considered an important condition, encouraging productivity, international trade and economic
growth. Under the conditions of globalisation, direct foreign investment is becoming one of the most im-
portant factors, determining economic integration of the country in global markets. The volume of direct
foreign investment in the country reveals attractiveness of the country for international market and eco-
nomic relations with other countries that determine the volume of international trade. Direct foreign in-
vestment enables reduction of the lack of capital or other resources and provides the access to advanced
technologies, new market niches for a particular product and innovative work organization and manage-
ment methods. Despite that, scientific literature proposes different explanations of the benefits of direct
foreign investment. Possible influence and links between direct foreign investment and international trade

(export and import) is still being debated.
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1. Introduction

In 2008, Swedish National Board of Trade, ex-
plaining the links between international trade and
direct foreign investment, stated that global eco-
nomics is becoming increasingly integrated be-
cause of international trade and direct foreign in-
vestment during the recent years of globalisation
(The National Board of Trade 2008). One of the
main results of the new economic environment is
that companies now are much more flexible pro-
ducing and providing goods and services.

Problem of the research. There is a lack of the
studies to analyse how direct foreign investment
influence international trade and if the increase of
direct foreign investment determines the growth of
export and import volume.

Obiject of the research. Dependence of export
and import on direct foreign investment.

Goal of the research. To analyse the influence
of direct foreign investment on international trade.

Obijectives of the research:

— To present theoretical propositions about the
links between direct foreign investment and inter-
national trade.

— To determine the influence of direct foreign
investment on Lithuanian international trade (ex-
port and import).
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— To reveal the impact of direct foreign in-
vestment on the main economic indicators of
Lithuania.

Methodology of the research. The methodlogy
of the article includes analysis of the scientific
literature, systematic comparative analysis of the
scientific articles, correlation and regression analy-
sis of the statistical data.

2. The theories of international trade and direct
foreign investment

Scientific studies of direct foreign investment and
international trade play an important role in the
modern world of globalisation with disappearing
barriers for free movement of capital, increasing
international co-operation and more intensive in-
ternational competition. The issues of international
trade and direct foreign investment have been dis-
cussed since the 18" century, when scientists no-
ticed that international trade and direct foreign
investment influence welfare of the country. This
led to the appearance of the first theories of inter-
national trade and direct foreign investment (Ta-
ble 1).
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Table 1. Theories of international trade and direct
foreign investment

Theory Description Authors
of the theory
Theories of international trade
Classical Countries should direct | Ricardo
trade the- | theirresourcestothe | 1817;
ory production of the goods | Smith
and services for which | 1776
they have a compara-
tive advantage.
Factor pro- | A country hasacom- | Ohlin 1933
portion parative advantage in
theory production of the
goods, for which it has
comparatively abun-
dant resources.
Product life Market is saturated Vernon
cycle theory | with the products that | 1966

can be exported; the
export starts; the prod-
uct becomes competi-
tive in foreign markets;

import competition

increases.

Theories of direct foreign investment
Market Decision to investin | Hymer
imperfect- foreign countriesisa | 1970
tions theory | strategy to use particu-

lar potential of the
country without any
co-operation with
competitors in foreign
countries.
Interna- Disposition of the Dunning
tional pro- | company to make in- | 1988;
duction vestments in other Fayerwe-
theory countries depends on | ather 1982
the ability of the home
country to attract in-
vestment or on the
resources and other
advantages available in
foreign countries.
Internal- Internalization is an Buckley et
ization the- expansion of direct al. 1976;
ory operations internation- | Buckley
ally. The reason of 2002;
internalization is that | Bianchi et
the company canre- | al. 2006

duce its costs through
international opera-
tions. Companies
choose different for-
eign markets for each
activity so that they
could reduce their costs
being closer to custom-
ers.
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The link between international trade and direct
foreign investment is indisputable. The authors of
the analysed articles agree with the statement that
direct foreign investment creates a base for inter-
national trade or otherwise encourages it. After the
theoretical analysis of the influence of direct for-
eign investment on international trade, it has been
noticed that most authors (Dunning 1958; Dunning
et al. 1985; Petri 1994; Fontagné et al. 1997;
Cuadros et al. 2001; Driffield et al. 2007; Se¢kuté
et al. 2007) discover a direct positive effect of
direct foreign investment on international trade
(i.e. the increase of direct foreign investment
causes the increase of international trade, which is
usually determined by the fact that international
companies that directly invest in foreign markets
are more export-orientated).

Lithuanian investments have been analysed
from different perspectives by Snieska and Sim-
ktnaité (2009), Norvaisiené, Stankevic¢iené and
KruSinskas (2008), but the influence of direct for-
eign investment on international trade has been
analysed only by Laskiené (2010). According to
the author, direct foreign investments, depending
on their quality and other characteristics, have a
positive link with international trade. However, the
influence on direct foreign investments on the bal-
ance of international trade is not unambiguous
because direct foreign investments not only enable
export volume increase, but at the same time they
increase flows of imports into the country. Evalua-
tion of the links between international trade and
direct foreign investment has been presented in
Table 2.

In summary, it can be stated that direct for-
eign investments enable reduction of the lack of
strategic resources and capital and also provide the
fast and effective access to advanced technologies,
sophisticated projects, new niches for products and
innovative work organization and management
methods. Despite that, scientific literature pro-
poses different explanations of the benefits of di-
rect foreign investment. The analysis of the scien-
tific literature has revealed that the link between
direct foreign investment and international trade is
not unambiguous, and the issue of the influence of
direct foreign investment on international trade
still remains debatable.
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Table 2. Evaluation of the links between direct foreign investment and international trade

Title of the

Host Country:
Lithuanian Case

investment attract import, usually from
the investing country; foreign-owned
companies can start exports to other
companies located in the country of the
parental company and so increase in-
ternational trade.

No. | Author : Year Research results Link Conclusion
article
1 |Petri The regional 1994 | There is a strong correlation between Direct International
clustering of DFI and international trade; business- | positive trade is en-
foreign direct men choose DFI because due to couraged by
investment and geographical distance it is easier than direct foreign
trade in case of export. investment.
2  [Fontagné, How FDI Af- 1997 Direct foreign investments directly Direct International
Pajot fects influence international trade, but sub- | positive trade is en-
International sidiaries export less and import more couraged by
Trade and Com- than parental companies; direct foreign direct foreign
petitiveness: investments increase competition investment.
an Empirical among investors.
Assessment
3  |Kaminski |How Accession | 2001 Direct foreign investments promote Indirect | The increase
to the European increase of personnel qualification and | positive of interna-
Union Has adaptation of technologies, which leads tional trade is
Affected to the increase of international trade, encouraged
External Trade i.e. export; the increase of international by direct for-
and Foreign trade is encouraged because foreign eign invest-
Direct Invest- companies are more export-orientated ment.
ment than home companies.
in Central Euro-
pean Economies
4  |Cuadros, Opennessand | 2001 | Direct foreign investments influence Direct | Direct foreign
Orts, Growth: Re- the growth of export because most of | positive | investments
Alguacil Examining them are export-orientated; this way are orientated
Foreign Direct direct foreign investment enables more towards the
Investment, Trade efficient integration of local markets increase of
and into global economics than it could be international
Output Linkages achieved using only traditional trade trade.
in Latin America flows
5 Seckute, The Research of | 2007 All three Baltic States show very Direct The increase
Tvaronavi- | Direct Foreign strong links between direct foreign positive of interna-
Cius Investment in the investment and international trade (ex- tional trade is
Baltic States port). The assumption was confirmed encouraged
in all cases — Lithuanian, Latvian and by direct for-
Estonian, so the results of the research eign invest-
propose that direct foreign investments ment.
in the country have positive effect on
its export.
6 [Laskiené The Links be- | 2010 The link between international trade |Direct not| Direct foreign
tween Direct and foreign investment is direct; DFI always investments
Foreign Invest- can supplement trade with the services | positive | create a base
ment and Interna- that are attractive for the export from for interna-
tional Trade in the the investing country; direct foreign tional trade.
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3. The influence of direct foreign investments
on Lithuanian economic indicators

In order to establish what influence direct foreign
investments have on other economic indicators,
the methods of statistical, correlation, Student’s t
analysis and special software (SPSS package) have
been used. Direct foreign investment was com-
pared with the main economic indicators: GDP,
GVA, exports and GW (Table 3).

Table 3. Correlation of Lithuanian direct foreign
investment and other economic indicators

Economic indicators

GDP | Exports GW GVA

DFI 0.853 0.838 0.858 0.854

Table 3 shows a strong positive link of DFI
with all main economic indicators, because the
correlation coefficients are very similar.

Direct foreign investment per capita was also
compared with GDP per capita (Table 4).

Table 4. Correlation of direct foreign investment and
GDP per capita

GDP per capita

DFI per capita 0.863

Data in Tables 3 and 4 shows that there exists
very strong correlation between GDP and direct
foreign investment (DFI), so it can be assumed
that direct foreign investment has influence on
GDP. Student’s t criterion has revealed that direct
foreign investment is an important factor influenc-
ing country’s economic indicators because the
level of its importance is high. This proposes that
direct foreign investment has a positive effect on
GDP both total and per capita because correlation
coefficients and Student’s t criterions are very
similar. Statistical data has also revealed that the
main Lithuanian economic indicators react to the
changes of the direct foreign investments with an
approximate time lag of 3—6 months.

Direct foreign investments contribute to the
development of global economics — they attract
foreign capital to the projects which could not be
funded from the local capital (Katsikeas et al.
1997; Dunning 1998; Ginevicius et al. 2005; Drif-
field et al. 2005; Driffield et al. 2009).

GDP is defined as market value of the goods
and services created in the country within a par-
ticular period of time, and direct foreign invest-
ment directly influence creation of goods and ser-
vices (Boddewyn 1994; Boddewyn et al. 1994;
Katsikeas et al. 1994).

GDP growth rates in Lithuania over the ana-
lysed period have revealed economic revival

(Fig 1).
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Fig.1. Dynamics of GDP and DFI

Figure 1 shows GDP growth up to the year
2008. It fell by ~17 % during the period of the
financial crisis. Since 2010, it has grown ~8.22 %
(it should be noted that during the period from
2004 to 2008, GDP growth was ~14.42 %). The
dynamics of GDP and DFI has been similar during
all the analysed period. It also speaks about a close
link between DFI and GDP.

The data of GDP and DFI per capita also
shows similar tendencies (Fig. 2).
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Fig.2. Dynamics of GDP and DFI per capita

GDP per capita reached 26180 Lt, and DFI
per capita reached 8740 Lt (on average 0.33 ct of
DFI for 1 Lt of GDP) in 2010, which also points to
economic revival in Lithuania.

On balance, the research has revealed strong
positive links of direct foreign investment with the
main economic indicators such as GDP, Exports,
GW and GVA. Tendencies of GDP and DFI dy-
namics are very similar which confirms the as-
sumption that direct foreign investment can con-
tribute to country’s economic development.

4. The influence of direct foreign investments
on Lithuanian export and import

In order to establish the impact of direct foreign
investment on Lithuanian international trade, the
methods of correlation and regression analysis
have been used. The data of the direct foreign in-
vestment, export and import volumes in Lithuania
during the period 2004-2010 was used for the re-
search. Correlation analysis was used to estimate
the strength of the link between the variables, and
regression analysis was used to estimate the causal
nature of the link. Pearson correlation coefficient
was used to estimate the strength of the link.
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Distribution of the direct foreign investment
values was analysed on the basis of linear regres-
sion which proposes that values of a dependent
variable (export and import volumes) for each
fixed value of an independent variable (direct for-
eign investment) must be distributed according to
a normal distribution. The results are presented
showing their statistical reliability. The levels of
reliability are as follows: if p>0.05 — it is statisti-
cally unreliable; if p<0.05 - it is statistically reli-
able. It has been established that the values of the
dependent variable (export and import volumes)
are distributed according to normal distribution
because normal criterion p < 0.05 (p(Sig.)=0.000).
It means that linear regression is reliable enough
for further research.

Firstly, dependence between direct foreign in-
vestment and export has been researched. The
level of importance 0=0.05. Since Pearson correla-
tion coefficient is equal to 0.935, it can be stated
that it is a strong positive correlation. The follow-
ing hypotheses have been raised:

Ho: correlation coefficient of direct foreign
investment and export is equal to 0.

H,: correlation coefficient of direct foreign
investment and export is not equal to 0.

The data of the correlation between direct for-
eign investment and export in Lithuania is pre-
sented in Table 5.

Table 5. Data of the correlation between direct foreign
investment and export

DFI Lithuanian
export
Pearson _ 1 0,035
DFI Correlation
Sig. (2-tailed) 0.000
N 10 10
Pearson
Lithuanian | Correlation 0.935 1
export Sig. (2-tailed) 0.000
N 10 10

In the analysed case, p-level=0.000 is lower
than the chosen level of importance, so Hy has
been rejected, and H; has been confirmed (H; :
correlation coefficient of direct foreign investment
and export is not equal to 0).

On balance, changes of DFI have a significant
impact on export changes.

Researching the interdependence between di-
rect foreign investment and imports, the chosen
level of importance 0=0.05. Since Pearson correla-
tion coefficient is equal to 0.904, it can be stated
that it is a strong positive correlation. Hypotheses:

Ho: correlation coefficient of direct foreign
investment and import is equal to 0.

H,: correlation coefficient of direct foreign
investment and import is not equal to 0.

The data of the correlation between direct for-
eign investment and import in Lithuania is pre-
sented in Table 6.

Table 6. Data of the correlation between direct foreign
investment and import

DEI L|_thuan|an
import
Pearsoq Cor- 1 0.904
DEI relation
Sig. (2-tailed) 0.000
N 10 10
Pearson Cor-
Lithuanian relation 0.904 1
import Sig. (2-tailed) | 0.000
N 10 10

In the analysed case, p-level=0.000 is lower
than the chosen level of importance, so Hy has
been rejected, and H; has been confirmed (H;:
correlation coefficient of direct foreign investment
and import is not equal to 0).

On balance, changes of direct foreign invest-
ment have a significant impact on import changes.

5. The results of the empirical research and
their analysis

Summarizing the results of the empirical research,
it can be stated that there is a direct link between
direct foreign investment and international trade,
i.e. the increase of direct foreign investment causes
the increase of both export and import volumes
(Table 7).

Table 7. Data of correlation and determination between
direct foreign investment, export and import

. Correlation | Determination
Indicators L .
coefficient coefficient
The influence of
DFI on export 0.935 0.874
The influence of
DFI on import 0.904 0.817

Determination coefficient shows that changes
of export volumes can be 87.4 % explained by the
changes of direct foreign investment, and only
12.6 % is the impact of other unconsidered vari-
ables. For import, changes of DFI determine the
changes of import volumes by 81.7 %. Depend-
ence between direct foreign investment and export
as well as foreign investment and import is shown
in Figures 3 and 4.
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The impact of direct foreign investment on the
host country’s international trade balance is not
unambiguous. Considering the absolute terms of
exports and imports, it can be seen that direct for-
eign investments increase the volumes of imports
more than the volumes of exports in absolute
terms. So it proposes that direct foreign invest-
ments, having a bigger impact on import, slightly
reduce the volume of Lithuanian GDP through net
exports.

6. Conclusions

The analysis of the scientific literature has re-
vealed that the increase of direct foreign invest-
ment leads to the increase of international trade.
This tendency is mostly determined by the fact
that international companies that directly invest in
foreign markets are more export-orientated. Com-
parative analysis of the scientific articles has re-
vealed that the increase or decrease of direct for-
eign investment forms the basis for the changes in
international trade.

The analysis of the direct foreign investments
in Lithuania has shown that they are constantly
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growing, considering both the flows and the cumu-
lative amounts. The biggest direct foreign invest-
ments come from the EU countries. Low diversifi-
cation makes it possible to lose big amounts of
DFI during the periods of decline in the EU. That
is why is necessary to increase the volumes of DFI
from other contingents. Considering activity
spheres, the big part of the DFI is channelled to the
manufacturing sector.

Since direct foreign investments have strong
correlation with exports and imports, it means that
the increase of DFI determines the increase of in-
ternational trade.

Correlation analysis has revealed that direct
foreign investments have strong links with the
main economic indicators of Lithuania (GDP,
GVA, Exports and GW), so the level of the influ-
ence is high. It has also been noticed that the main
economic indicators of Lithuania react to the
changes of the direct foreign investments with an
approximate time lag of 3-6 months.
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