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Abstract. The expansion of multinational corporations (MNC) and mobility of international capital play a
significant role in global market. It is believed that MNCs tend to move their activities to other countries
because of market imperfections, where the host market offers advantages over local companies. On the
other hand, the attraction of MNC:s is highly important for developing countries, as foreign companies en-
courage innovative technologies, decrease unemployment, and promote technological development. The
article explores the behaviour of multinational corporations, defines MNCs’ motives to invest in a par-
ticular region or a country, addresses to the problem of attracting targeted MNCs in a country. The re-
search is based on the international survey, methods of expert estimation, and multi-criteria decision-

making method.
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1. Introduction

The expansion and behaviour of multinational
corporations affect both home and host countries
in economical and political terms. One of MNCs’
expansion forms is foreign direct investment
(FDI), which is treated as a confirmation of the
economic integration, free-market and as a protec-
tion of local businesses against MNCs interven-
tion. While analysing the scientific literature, the
provision is found that the countries, which attract
more foreign investment, are considered to be
more competitive than others countries in the same
geographical area or at the same level of economic
development. It is obvious that both the economi-
cal development of different countries and the
behaviour of MNCs are formed differently. The
choice of the behavioural model is attributed to the
traditional international theories (Hymer 1971;
Durham 2007; Falla et al. 2009), the theory of
internationalization (Buckley, Casson 1976; Dun-
ning, Lundan 2009; Hennart 2012). Successful
MNCs activities are associated with transnational-
ization process of competitors (Kindleberger
1969), innovation-based taxonomy (Peneder
2010), “flying geese” paradigm (Akamatsu 1962;
Kojima, Ozawa 1984; Ozawa 2001) and others. It
might be assumed that FDI is influenced indirectly

180

by the countries economy as well as investment
policy.

The aim of this article is to analyse the behav-
iour of MNCs and its determinants, existing in
developed and developing economies, which de-
termine the choice of the sector for investment.
The first part of the article analyses MNCs behav-
ioural models with regard to FDI. MNCs behav-
iour analysis and research methodology are pre-
sented in the second part of the article. The most
important stages of the investigation and evalua-
tion criteria are distinguished in this part. The final
part summarizes the results of the empirical re-
search.

2. The comparative analysis of the
multinational corporations’ behavioural
patterns in relation to FDI

Since 19" century classical economical theory has
been based on international trade, internationaliza-
tion and integration. International trade is regarded
as the main driving force behind the development of
internal assets (Markusen 2013), especially when
the country pursues specialization in the areas of
economical activities, in which it has advantages.
The analysis of traditional international theories
reveals that these theories explore the movement of
capital, but do not associate it with foreign invest-
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ment (Falla et al. 2009). Early theories of MNCs
are based on the assumption that flows of foreign
capital are possible if relevant market entry barriers
exist and there is a lack of competitive market con-
ditions. At the same time MNCs and capital alloca-
tion theories attempt to analyse FDI integration
strategies in different international industries. Mi-
cro-level theories of FDI involve international
product life cycle theory (Vernon 1966), the inter-
national division of labour theory, international
arbitration and influence theories. Micro-level theo-
ries explain the determinants of FDI to the compa-
ny. Meanwhile, the Eclectic paradigm involves both
micro and macro levels of FDI goals. Macro-
economic factors of FDI are provided considering
the particular country.

According to Hymer (1971), the capital trans-
fer exists only on imperfect market conditions, as
the companies are constantly looking for market
expansion opportunities and decisions to invest
abroad. MNCs exploit the weaknesses of the
economies of emerging countries and move activi-
ties to a foreign country. It is considered that FDI
must cover both the costs of activities and the or-
ganizational costs, which arise due to language
and cultural barriers and possible discrimination
(Groose 2005). Even more, the costs of manage-
ment, marketing and business development of for-
eign subsidiaries supposed to be covered as well
(Durham 2007). However, the benefits of FDI
depend on its scale. While the movement of for-
eign capital increases, it is necessary to emphasize
the impact of FDI movement to the state and the
state impact to MNCs’ performance. In this case
the investing company must have some monopoly
advantage, which is gained using market imperfec-
tions.

Hymer (1971) identifies three main reasons
for MNCs to invest abroad: to reduce the cost of
resources of FDI manufacturing and to expand the
markets and to increase manufacturing efficiency.
Vertical FDI is attributed to the cost reduction of
the resources and the increase of production effi-
ciency of FDI. In a certain sense, FDI indicates the
weakness of MNC, also shows attempt to take
advantage of external resources, such as: new
market opportunities, natural resources, labour,
capital, technology and other strategic resources,
which are necessary for the company's long-term
activities (Buckley, Hashai 2014). In this way an
investor strengthens, retains or recovers its com-
petitiveness in the global market. Simelyté and
Antanavic¢iené (2013) question whether MNCs
tend to invest sustainable as the company’s ten-
dency to transfer production to a foreign country
depends on the comparison of the specific compet-
itive advantages, its raw materials, labour re-
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sources and other advantages in its own country
compared to the host country. However, differ-
ences in resources and company advantages are
not the most important things when choosing for-
eign investment activities. Also there are important
foreign government actions, which may signifi-
cantly affect the attractiveness of the host country,
which the production is transferred to; also it af-
fects the conditions of company’s entrance into the
market.

According to theory of internationalization
(Buckley, Casson 1976; Buckley, Hashai 2014),
MNCs choose FDI as an alternative for develop-
ment and reduction of production cost. Thus, the
company's choice of FDI is conditioned with a
purpose to reduce contract costs (licenses, privi-
leges, delivery and so on.). It is more profitable
than to manage direct its branches in foreign coun-
tries. The concept of internationalization deter-
mines the relationship between the organizational
structure of internal business hierarchy of MNCs
and FDI. However, the essence of the corporate
hierarchy is to control the flow of information.
While investing abroad, MNCs move part of their
capital and create foreign capital and labour sys-
tem, which is integrated into a global network that
means — they become international. MNCs are
expanding due to the use of competitive advantage
against competitors (Hennart 2012). Competition
determines the continuing reinvestment process of
corporations and market development as self-
representation (Hymer 1971).

Internationalisation theory distinguishes other
advantages of MNCs, such as leadership skills
(Dunning, Lundan 2009), international organiza-
tions (Moran 2005), marketing and development of
human resources as well as reliable financial man-
agement (Globerman 1984), which allows the cor-
poration to maintain its leadership position and ex-
pand its activities in other markets and business
areas (Caves 1971). It is true that the competitive
advantage of international companies is achieved
not only in the area of material investments or activ-
ities, but also because of ability to use newly ac-
quired knowledge (Peneder 2010), rather than trans-
fer them to the host companies. Internationalization
usually includes production MNCs, which have
R&D costs higher than average, also it includes
larger flows of intermediate products (e.g. chemi-
cals, automobiles), components and semi-finished
goods, even large-scale flows of intermediate prod-
ucts and semi-manufactured goods (e.g. consumer
electronics, pharmaceutical form).

While analysing the rapid growth of MNCs
and their rapid expansion of activities in the for-
eign countries, monopolistic competition and mar-
ket failures theory Hymer (1971) argues that for-
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eign investors have to exploit weaknesses in the
market, despite the fact that foreign investments
are riskier than investments in home country.
Ozawa (2001) considers MNCs as market imper-
fection forms. While Hymer (1971) emphasizes
the advantages of technology and innovation, other
authors evaluated specific strengths of the compa-
ny, such as company size, vertical integration, and
product differentiation. But the company’s size
and the competitive advantage of the internal mar-
ket reflects other advantages in comparison to lo-
cal companies, such as high technology, corporate
strategy and others. Position in the domestic mar-
ket reflects the exceptional advantages over local
firms (higher level of technology, business strate-
gy, etc.). Competitive industry, market structure
and behaviour of the market leader determine
competitors’ transnationalization process and
speed. Due to the imperfections of market there
are four main factors determining the success of
MNC:s activities (Kindleberger 1969):

1. Product caused failures: marketing tech-
niques, brand image, product differentiation;

2. Defects related to the factors of produc-
tion: exceptional production control, patented
technology, personnel skills, privileged access to
capital markets;

3. Possibility to use internal and external
economy of scale;

4. Governmental policies and control.

Though the investment policy aspects may
differ significantly from the policies applied to the
local businesses, but the aspects of monopolistic or
oligopolistic MNCs operating abroad cause the
change of policy as well as the orientation to
MNCs in the host country. Nevertheless, the spe-
cific advantages of MNCs regarding the local
companies in the market are needed (McManus
2010), but are not necessary for companies that
seek investment and production activities abroad,
because in oligopolistic industries the local market
competitors observe the market leaders, who have
set up businesses abroad, with the aim to get some
knowledge about advanced technologies (Knick-
erbocker 1973). The strategy of observing leaders
is practiced for seven years after the investment.
Therefore FDI is not always determined by the
specific cost-benefit reasons - at least not in the
early stages. These counter cost benefit reasons
help to check the main competitors both in the host
country as well as abroad. However, on the basis
of practice of pre-existing oligopolistic business
sector leaders, it should be noted that the theory
based on oligopoly behaviour does not explain the
motivation of the market leader regarding initial
investments as well as investment policy-making
(Bartels et al. 2009).
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Sector-specific databases provide information,
which is used in the policy-making process. Theo-
ry based on oligopolistic behaviour is grounded by
the studies of empirical oligopolistic structure that
ignore the medium sized MNCs in transition coun-
tries, because the average size MNCs, depending
on the country are attributable to non oligopolistic
sectors, and those that are important for economic
development (e.g. the service sector, the food in-
dustry) (Knickerbocker 1973). International prod-
uct cycle (IPC) theory (Vernon 1966) highlights
the interaction between international trade and
FDI. According to this theory, the natural product
cycle is associated with the additional time con-
sumption, as well as with three fastest business
solutions: local production, export or production
transfer. Previously discussed theories of interna-
tionalization, especially based on market imperfec-
tions, the product life cycle and oligopolistic be-
haviour-based theory can be combined into a sin-
gle theory of internationalization (Peneder 2010).
In this context, the internal organizational structure
of MNCs can be seen as creating alternative mar-
kets, such as sales among subsidiaries and MNCs,
therefore transfer costs are reduced (Bartels et al.
2009). The company may maintain the competitive
advantage gained from its domestic market during
the integration of worldwide subsidiaries into "in-
ternal" network of markets. However, the interna-
tionalization process involves a broader concept
(Porter 1990; Dunning, Lundan 2009; Rajneesh,
Dunning 2010). Internationalization includes both
investment and reinvestment. Internalization con-
cept involves FDI relationship between MNCs
internal hierarchical structure and business integra-
tion (House, Shapiro 2008). The potential of
MNCs growth arises due to their ability to inte-
grate into the market and the establishment of
competitive strategy. In addition, MNCs are able
to gain a competitive advantage from a single
source of capital; also they are able to absorb their
knowledge without passing it to other (external)
firms (Knickerborker 1973). Taxes, other barriers
of the government, also the policies that restrict
intensity of FDI may also facilitate the internation-
alization function (Moran 2005). In addition, due
to tax operating restrictions, exports may be more
profitable activity than direct investment, especial-
ly if the target market is large and strategically
important (for example, Brazil, China, India, In-
donesia). Internal reorganization of MNCs, where
transaction costs can be reduced using economies
of scale, is often considered an alternative in the
market (e.g. sales between subsidiaries and head-
quarters). The company can maintain a competi-
tive advantage gained from its domestic market,
and integrate to foreign markets with subordinate
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companies (Aggarwal, Goodell 2009; Colin, Veber
2013).

According the eclectic paradigm, Dunning
and Lundan (2009) note, that any time foreign
capital, which is controlled by MNCs, is set by
three conditional elements:

1. Company size and type of ownership and
a competitive edge of foreign investors (available
technology, flexibility of management structure,
access to credits, and so on.), especially compared
to the host companies (called O-ownership);

2. The advantages of market size and the lo-
cation (the price trends of target market, economic
and political risk, market regulation) (L -location),
which would create additional value to current
competitive advantages;

3. Benefits of company internationalization
(called I-internationalization) or control of com-
petitive advantage when the company transfers
and/or sells directly to foreign companies, for ex-
ample exporting or licensing.

Competitive advantages are provided by
ownership, location and internationalization (OLI)
include both objective and subjective factors.
These factors depend on the company’s perfor-
mance, features and the expected and actual bene-
fits of the investment that the country can offer to
foreign investors. Therefore, the tendency of cor-
porations to invest in foreign countries is closely
related to their comparative (O) advantages in
growth. These advantages are determined in the
context of the host country's competitiveness in
relation to other countries, as well as the potential
profit derived from the advantages of foreign capi-
tal location (L) and from privileges of foreign cor-
porations (L). The company, which has both - a
comparative (O) and international (I) advantages
will choose FDI even if the host country does not
provide location advantages. Therefore, one of the
FDI modelling policies is the pursuit of competi-
tive advantage in the state among other states in
the region.

Although MNCs have always been associated
with FDI, but if MNCs is identical to a local com-
pany, it will not invest, because it will be unprofit-
able to enter the local market. In this case, the
company will choose FDI instead of exports of
goods and services. Porter (1990) highlights the
competitive advantages as factors influencing in-
ternationalization. These advantages are a little
different from Dunning’s and Lundan’s (2009) O—
benefits. The aim of these benefits is to provide a
comprehensive and integrated understanding of the
theory of FDI. Therefore, while attracting foreign
capital and “know-how”, efforts are made to in-
crease systematically the competitiveness of indus-
try and employment policy, and promote FDI in
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countries of transition economies developing main
advantages of L- variables. FDI flows tend to con-
centrate on natural resources or cheap labour also
for sound economic management, reliable legal
and political systems and the promising prospects
for sustainable development in the host country.

Scandinavian researchers (Johanson, Vahlne
1977; Swedenborg 1982), in Uppsala hybrid mod-
el, note that the internationalization process is
based on the evolution and progressive accumula-
tion of foreign liabilities over time. Company
growth involves small, gradual changes that lead
to the internationalization process. Company
achieve internationalization through four stages.
According to the innovation-based taxonomy,
company reaches the fifth stage of internationali-
zation and at the same time carries out gradual
acquisition and uses knowledge acquired in for-
eign markets, which determines the success of the
internationalization process (Rajneesh, Dunning
2010; Buckley, Hashai 2014). It means the com-
pany is able to enter foreign markets before it
reaches a high level of technology management
level. A similar pattern of company evolution has
been based on the company behaviour theory (Cy-
ert, March 1963), which is confirmed by the Finn-
ish and Swedish researchers (Swedenborg 1982).
According to them, the process of company's
gradual involvement in international activities
leads to internationalization. In addition, the Brit-
ish researchers distinguish intermediate stages of
the company's international business, which lead
to the same process - internationalization.

A company is interested only in the domestic
market but not export. It looks for information and
opportunities of export business and later a com-
pany starts exporting in small quantities. Physical
and cultural distance is limited. A company sys-
tematically aims to increase it sales through ex-
ports to several countries. In this stage, a company
depends on foreign markets and signs licencing
agreements or invests directly.

Akamatsu (1962), “flying geese” or “catch-up
cycle” paradigm is based on observations of textile
industry in Japan from the end of nineteenth centu-
ry and its development over a period of 40-50
years. According to Kojima (1984), Akamatsu
»catch-up cycle” paradigm has been created in
terms of companies, which enters the market too
late. In fact, the theory materializes in developing
countries, particularly in the Asia in many sectors
of low value-added consumer goods.

A similar “flying geese” phenomenon might be
applied to Central and Eastern European countries
in transition period, especially those that are facing
the challenges of export of certain goods to other
EU countries. However, Akamatsu (1962), “flying
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geese™ paradigm does not analyse the role of gov-
ernment policies in attracting foreign investment.
Using targeted FDI, developing countries in a short
period of time extend parallel to both the consump-
tion and manufacturing industry. In this way,
MNCs reduces the period of time, which is neces-
sary to develop the market of competitive consumer
goods, based on the manufacturing or the latest
high-tech (Peng, Beamish 2014; Reilly, Scott
2014). However, MNCs (for export effect) tend to
move from investing in the country's loss-making
business sector to foreign relatively profitable sec-
tor. Meanwhile anti-trade flows are the cases where
MNCs from their home country invest in non-
profitable sectors of the host country (Markusen
2013). When a country changes policies of import,
FDI anti-trade flows are attracted, especially in the
business sectors, which are controlled and regulated
by the government. The developing countries tend
to introduce export-oriented policy. Thus, the inter-
national integration of countries in transition period
provides opportunity to catch up or surpass the
more advanced economies, because the country
which remains open to the outside world and to
FDI, retain competitiveness in the region (Kojima,
Ozawa, 1984; Ozawa 2001). Porter (1990) identi-
fies the key issues that determine the choice of FDI
countries. There are four determinants of competi-
tive advantage, which together make up “diamond”
model of competitive advantage: the company strat-
egy, structure, competition and leadership experi-
ence, business goals, new business and entrepre-
neurship, access to venture capital, etc.

The paradigm of investment development
path (IDP - investment development path) includes
both inward FDI and outward FDI directions,
where investments are directly related to host
country’s economic development and linked to the
global economic trends. IDP paradigm claims that
the country passes five stages of development,
which can be divided by the inward and outward
FDI flows. Paradigm shows the condition of for-
eign investment (NOI -net outward investment) in
the country, which is defined by the inward and
outward FDI flows. Positive NOI indicates that a
country is an external investor. When NOI has a
negative value, a country becomes FDI host coun-
try. The paradigm of IDP states that MNCs tend to
invest in foreign countries with GDP per capita
less than in their home countries (at least until the
country reaches the fifth stage). Positive flow of
inward FDI shows the possibility to move capital
to lower-income countries, where technological
advance is harmonized with the host country.
However, there is no absolute tendency to invest
only in low-income countries. GDP per capita is
not unambiguous factor in determining the direc-
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tion of the FDI in the country. Higher overall out-
ward FDI flows per capita are generally in coun-
tries, which create more intellectual capital than
countries with abundant natural resources. Gov-
ernment FDI policy also encourages or restricts
outward and inward FDI level. This policy makes
an influence to the outward FDI flows. Attracting
FDI is also determined by economic activity, par-
ticularly in the industrial growth, which is reflect-
ed in labour, capital and other resources. Countries
with natural resources, which have advantages
concerning skilled and cheap labour force, are
characterized as FDI importers; they seek to pro-
mote industrial growth. The companies of host
country are still collecting financial resources to
invest abroad.

Global openness of the host country promotes
FDI flows that affect positively the host country’s
economy. On the other hand, the relatively strict
conditions for foreign capital to come into the
country not only negatively affect the country’s
economy but also affect foreign policy in a global
society. Such behaviour discourages MNCs to
invest. From the position of the host country, for-
eign direct investment is viewed as a factor in the
successful transition to a market economy.
Coasean paradigm focuses on the inside of the
MNCs as an alternative form of the transaction. In
addition, the MNCs theory includes forms of tran-
sition foreign investment (for example, licences,
franchises, alliances, etc.) (Casson 1987; Hennart
2012). MNCs also transfer “know—how” to mar-
kets and hierarchies to two or subjects. The trans-
fer is performed by decision-making systems,
which are linked by ownership, knowledge and
resources, and enable the creation and sharing of a
common and coherent policy and strategy (Buck-
ley, Casson 1976; Hymer 1971; Dunning, Lundan
2009). Nocke and Yeaple (2008) proposed an as-
signment theory deals with the scale and structures
of FDI flows between the cross-border acquisi-
tions and “greenfield” investments. According to
attribution theory, the company consists of a het-
erogeneous and additional package of assets. In
the concentrated market companies are allowed to
trade and use their corporate assets to a greater
extent. Cross-border acquisition of the assets is
associated with the purchase of assets in foreign
companies. Foreign direct investments of the
“greenfield” consist of industrial building capacity
in a host country, with the purpose to deploy se-
curely their corporate assets abroad.

According to the MNCs behavioural models,
which are analysed in the research literature, it
might be assumed that FDI is indirectly affected
by the country's economy and the country’s in-
vestment policies and incentives. The latter in-
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cludes fiscal measures, which emphasize the im-
portance of internationalization theory (Buckley,
Casson, 1976; Buckley 2002). It also distinguishes
financial instruments (Markusen 2013). Moran
(2005), Dunning and Lundan (2009) and others
highlight the establishment of infrastructure, the
development of R&D SEZ, the ensuring of intel-
lectual property rights and the rights of investors
by non-financial measures. Much attention is paid
to the measures of investment support (Knicker-
bocker 1973; Bartels et al. 2009). The latter cre-
ates assumptions to enhance the country's attrac-
tiveness to attract FDI. Regulatory measures are
one of the incentive groups. They include bilateral
and multilateral agreements and trade-related in-
vestment measures (Moran 2005, Dunning, Lun-
dan 2009). Aspects of different investment policy
towards local companies and MNCs policy deter-
mine the expediency of regulatory measures. FDI
promotion instruments should be analysed and
assessed considering the study results of the possi-
bilities and limitations of a particular country or
region.

3. The research methodology of the behaviour
of multinational corporations in relation of FDI

The MNCs behavioural study aims to find out the
approach of scientists and IPA representatives to
the behaviour of MNCs in emerging and mature
economies, to reveal the reasons, which determine
the choice of investment in different sectors. Also
this scheme helps to reveal the most attractive in-
centives for investors, it helps to chose the most
suitable incentive groups, while attracting different
types of FDI. It also aims to find out the approach
of scientists and IPA representatives to the FDI
impact on economic development. This study and
the data analysis are carried out using the follow-
ing steps:

1. The questionnaire is made up. According
to the analysis of scientific literature in the first
paragraph of the article, two types of questions are
formulated: quantitative and qualitative. The ques-
tionnaire has been sent by e- mail.

2. Quantitative evaluation scale is chosen for
evaluation factors that correlate together. This
scale is from 1 to 10, when 1 means the absolute
influence, and 10 - almost influence on the attrac-
tion of FDI (Ginevi¢ius, Podvezko 2009).

3. The results are summed up and ranked.
The highest rank is given for the group with a min-
imum score, and the lowest is given for the group
that collected the most points.

4. The concordance rate (Formula 1) of Ken-
dall (Kendall 1970) is used to determine the com-
patibility of expert opinion. The concordance coef-
ficient W varies from 0 to 1 (0<w<1). If the con-
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cordance coefficient is equal to one, the experts
equally evaluate all of criteria, while zero means
experts do not have single opinion. It is considered
that the opinions of experts are coherent if
W =0,6-0,7 and more. If there are no coinciding
values, the coefficient of concordance is calculated
by the following formula:

W - . 123S ,
p2(m* —m)
where: m — number of indicators; p — number of
experts; W — coefficient of concordance; S — ana-

logue of the variance is calculated by the follow-
ing formulas:

Q)

2

_5) ,

m

S=Z(cj

i=1

2

p
G = Z Cy>» 3)
J=1
where: ¢; — the sum of the criteria of all ranks in
relation to all the experts; ¢ — the deviation from
the overall average; C; — index rank. Indicator of
adjusted ranks 7; is included in the formula, as the
estimation has been done not in the ranking method,
in which some of the closely liked parameters are
assigned to the equal value. The indicator of adjust-
ed ranks 7; is calculated according to the formula:

,;
1,=3(7 1), 4)
k-1
where: H;— equal ranks j — the expert number; 7} —

indicator of adjusted ranks; # — ranks linked in
levels of k& — the group number (Podvezko 2005).
Compatibility can be determined by using the Chi
criteria — 2 which applies in case of linked ranks
and is calculated by the following formula:

1 2
m(m+1)—— > T,
P ( ) m—ljzzl J
Expert opinions are regarded as compatible, if the

. (5)

calculated x> value is higher thany?2., which de-

pends on the number of degrees of freedom.
Otherwise, the opinions of experts are incoherent.
If expert opinions are incoherent, the expert re-
estimation is performed, scores are summed and
ranked, and coherence of opinions is verified.

4. Discussion of Results
4.1.Research of adopting FDI incentives

More than 200 questionnaires have been sent by
email to researchers and IDA all over the world. It
i1s noted that researchers were much more active
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than representatives of IDA. The first stage of re-
search is defining MNCs behaviour. This study
clarifies approaches of scientists and representa-

tives of the IDA to the MNCs behaviour in devel-
oping and developed countries (Table 1).

Table 1. Motives of multinational corporations for investment in various regions (source: compiled by authors)

Region Motives
Market- Resource- Efficiency- Assets-seeking | Risk diversification
seeking seeking seeking
Points | Rank | Points | Rank | Points | Rank | Points | Rank Points Rank
CRE 22 3 26 5 16 1 23 4 18 2
Russia 22 5 18 4 14 1 17 3 15 2
Asia 32 5 18 4 12 1 15 3 13 3
Africa 22 5 10 1.2 10 1.2 13 4 16 4
Middle 19 5 16 2 15 1 18 4 17 3
East

Researchers agree that the main MNC’s mo-
tive to relocate activities is efficiency seeking.
However, the ambiguities arise in the case of Afri-
ca, as the researchers highest evaluate both re-
source and efficiency seeking motives. MNCs
invest into Middle East (Saudi Arabia, Qatar,
Iran). In mentioned regions MNCs seek for effi-
ciency by using natural resources. Researchers
note that MNCs seeking for cheap resource barely
invest into Central and Eastern Europe (Poland,
Czech Republic, Slovakia, Hungary, Romania).
According to the investigation, global corporations
diversifying risk more trust Central and Eastern

Europe, Russia and Asia (China, Singapore, South
Korea) than Middle East or Africa.

Researchers and representatives of IDA maintain
that international and bilateral agreements are im-
portant in stimulating FDI (Table 2). However,
representative of UNCTAD states that only fiscal
and financial incentives forms FDI policy. Mean-
while, country’s marketing, international, bilateral
agreements are the part of FDI intensification pro-
gramme. Evaluating the coherence of expert esti-
mation Kendall’s and Chi coefficients are calcu-

lated %2 =14,2; y2,=11,07, and %> >y2, thus
experts’ opinions are coherent.

Table 2. IDAs and researchers’ evaluation on the adoption of FDI incentives in emerging and

developed countries (source: compiled by authors)

. . Developing countries Developed countries

Groups of FDI incentives Points Rank Points Rank
Fiscal 42 4 39 2
Financial 34 1 31 1
Non-financial 59 5 46 3
Country’s marketing 62 6 47 4
International agreements 35 2 54 6
Bilateral agreements 38 3 51 5

More than 17 per cent of experts identify en-
trenched bureaucracy as the main reason for reduc-
ing the FDI inflow in the country, 11 per cent of
experts consider corruption as a key obstacle that
hinders the potential investors. Polish foreign in-
vestment and information agency (PAIIZ) claims
that in some sectors number of FDI projects is
smaller due to the less skilled labour shortage.
According to SARIO, in the region the main prob-
lem is unemployment. PAIilZ recognises that Po-
land faces to infrastructure problems in the eastern
regions of the country. Contrary to what is stated
in the literature, the representatives of investment
promotion agencies indicate that inefficiency of

the legal system is the least important factor af-
fecting inward FDI.

4.2. Setting weights for incentives
in the FDI policy

FDI policy framework (Fig. 1) consists of various
promotion or support measures and international
agreements (Simelyté 2012). Therefore, the de-
tailed identification of foreign initiative of direct
investments helps to develop target FDI policy.
The weights of FDI incentives are determined by
method of expert estimation and SAW method
(Table 4). Coherence of expert estimation is pro-
vided in the table 3.
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Reduction of corporate tax

Tax holidays

Avoidance of double taxation

INCENTIVES OF FOREIGN DIRECT INVESTMENT

Fiscal incentives

Tax-free investment reserves

Other tax exemptions

Grants

Loans with government guarantee

Interest rate subsidy

Financial incentives

Preferential loans

Subsidies for job creation

Subsidies for training

Infrastructure

Development of SEZ and industrial valley

Non-financial incentives

Investor’s rights protection

Intellectual capital protection

IS

Establishment of IDA

Country’s branding

Investment promotion

Investment project management and administration

Information services

Consultations

Bilateral agreements

Multilateral agreements

Regulatory incentives

TRIMs

NN

MAIs

Fig.1. Incentives of foreign direct investment (source: compiled by authors)
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Table 3. The results of coherence of expert evaluation of foreign direct investment incentives’
components in FDI policy (source: compiled by authors)

Indicators
Groups of FDI incentives Squared CO;;:gd- y2 ) T - indicator
deviation S | ' oo ot Ker of adjusted ranks
Fiscal 290,7 0,346 13,82 | 9,49 192
Financial 4247 0,386 19,30 | 11,07 780
Non-financial 1372 0,361 10,83 | 7,82 144
Investment promotion 2633 0,289 11,57 | 9,49 108
Regulatory incentives 128.5 0,286 8,57 7,82 60
FDI policy 2497 0,284 11,35 | 9,49 144
Table 4. The weight of incentives in FDI policy (source: compiled by authors)
The weights of incentives in FDI policy
Gr.oups (?f FDI . W‘?lght of FDI incentives W?lght O.f
incentives incentives group FDI incentive
Fiscal 0,202 Reduction of corporate tax 0,208
incentives Tax holidays 0,186
Avoidance of double taxation 0,197
Tax-free investment reserves 0,203
Other tax exemptions 0,207
Total 1,0
Financial 0,243 Grants 0,179
incentives Loans with government guarantee 0,165
Interest rate subsidy 0,155
Preferential loans 0,167
Subsidies for job creation 0,176
Subsidies for training 0,158
Total 1,0
Non-financial 0,181 Infrastructure 0,293
incentives Development of SEZ and industrial valley 0,232
Investor’s rights protection 0,244
Intellectual capital protection 0,230
Total 1,0
Investment 0,208 Establishment of IDA 0,206
promotion Country’s branding 0,214
(marketing) Investment project management and administration | 0,175
Information services 0,199
Consultations 0,206
Total 1,0
Regulatory 0,166 Bilateral agreements 0,248
incentives Multilateral agreements 0,253
TRIMs 0,255
MAIs 0,244

According to Simelyt¢ and Liudvaitiené
(2012), the major factor attracting investors in the
country or region is the number of personnel in
R&D. Despite the highest labour costs in country
or region and the taxes that are described as the
negative factor attracting FDI. Personnel in R&D,
higher- educated labour force, and expenditures on
sectors in R&D are most problematic factors in the
Baltic States and Poland. These problems emerged
when the country could not develop and imple-
ment FDI policy oriented toward R&D in parallel
with the privatisation process. In conclusion, the
market size, labour force costs, and government

expenditures on R&D sector are more typical in
emerging economies or in contrives in transition.

5. Conclusions

The aspects of internationalization theory are very
important to the behaviour of multinational corpo-
rations in respect of FDI: the development of al-
ternatives, the reduction of production costs, the
control of information flow, vertical integration,
the differentiation of products, and the govern-
ment's control and policy to the host country's
openness of FDI flows, which effect the economy
in a positive way. It can be assumed that FDI is
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indirectly affected by the country’s economy and
the country's politics of investment and incentives.
In order to develop targeted FDI policy, it is nec-
essary to identify and assess the impact of fiscal,
financial, non-financial, promotion of investments
and regulatory measures.

The results of conducted MNCs behavioural
study showed that respondents and representatives
of IDA identified the pursuit of efficiency as a
main MNCs motive for relocation. Corporations
investing in the Middle East seek efficiency by
using natural resources. Corporations looking for
cheaper resources prefer the Central and Eastern
Europe, Russia and Asia better then the Middle
East or Africa.

IDA representatives named international and
bilateral agreements as the most important factors
to FDI flows. Accordingly, other respondents at-
tributed fiscal and financial forms of FDI policy to
the same group of factors. Bureaucracy, corrup-
tion, qualified labour shortage; infrastructure prob-
lems and the legal system inefficiencies are the
reasons, which reduce FDI inflows.

Fiscal, financial, non-financial, investment
promotion, measures of FDI regulation and pro-
motion, support the process of the application of
recent initiatives, the identification process of pos-
sibilities and limitations. It also helps to form the
targeted FDI policy.
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