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Abstract

The paper considers economic growth of five Western Balkan countries on the one
hand, and on the other the affluence of direct foreign investments as one of external
sources of growth in the period 2000-2017. The starting point was the attitude that due
to insufficient domestic savings and engagement of foreign investments, those countries
have to treat external sources of investment as a condition of permanent change of
economic growth rate to a higher level, because it is obvious that after the economic
crisis in 2009, the economic growth rates do not provide closure of developmental
gap with EU countries. Therefore, foreign direct investments are the supplement to
domestic accumulation. However, without disclaiming their benefits, it should be borne
in mind that they cannot be substitution for domestic saving.
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CTPAHE JUPEKTHE UHBECTHULIMJE KAO U3BOP
OUHAHCHUPAIBA EKOHOMCKOI PA3BOJA 3EMAJBA
SAITAZJHOTI' BAJIKAHA

AnCTpaKT

Y paoy ce cazneoasa exonomcku pacm nem semama 3anaonoe bankaua, ¢ jeowe,
U NpUIUE CMPAHUX OUPEKIMHUX UHBeCMUYUjA, KAO jedaH 00 eKCMepHUx u3eopd
npupeoHoe passoja osux 3emasd, ¢ opyee cmpane, y nepuody 2000-2017. Iouwo ce
00 cmasa no Kome, 08e 3eMsmbe Mopajy, 3002 Hedo8osbHe domahe wimeodrve, 0d Kopucme
CIMPAaHU Kanuman Kao eKCmepHu u3sop QUHAHCUPArsa paszeoja t 0d OH Npeocmasba
VCn06 mpajroe npesoherba wUxoxo8ux CMona eKOHOMCKO2 pacma Ha 8uwu Hugo. Jep,
eBUOeHMHO je 0a cmone eKOHOMCKO2 pacma 08UX 3emasnba HakoH kpuse uz 2009. 2ooune
He 0be30ehyjy 3ameaparve paseojuoe jaza 3a semmwama EY. Y mom cmucny, cmpane
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OupexkmHe uHgecmuyuje npeocmassbajy 3Hauajuy O0onyHy odomahoj axymyiayuju.
Mehymum, ne ocnopasajyhu ruxosy KopucHocm, éama umamu y 6udy 0d OHe He
Moey bumu mpajHu cyncmumym 3a Hedo80/bHy 0oMahy wmeory 3emasnba 3anaonoe
banxana.

Kwyune peuu: exonomcku pacm, @uuancuparbe pazeoja, wimeora, cmpane
Ooupexkmue uneecmuyuje, 3anaonu bankan, ekonomcka Kpusa.

Introduction

Complex issues of creation of sufficient amount of domestic savings and its efficient
allocation into the most productive activities are in the focus of financing of economic
development (Cvetanovi¢ & Mladenovi¢, 2014).

Taken as a whole, market economies managed to put both domestic and foreign
sources into operation of financing the quality economic growth in half-a-century long period
which preceded the economic crisis in 2008. The issue of foreign direct investments (FDI)
as a dominant external source of financing of development in contemporary conditions
in Western Balkan countries (Albania, Bosnia and Herzegovina, Macedonia, Serbia,
Montenegro and Croatia) is imposed per se before and after the outbreak of economic crisis
in 2008 (Cvetanovi¢ & Despotovic, 2014).

Besides theoretical review of the significance of FDI as an external source of
accumulation and indisputable precondition of permanent change of economic growth to
a higher level, the paper explicates empirical data on economic growth of Western Balkan
countries in the period 2000-2017. The starting point was the attitude that the period 2000-2008
was characterised by economic and especially pronounced financial globalisation worldwide,
the phenomena which had obvious but unequal influence on the structure of financing of
economic development in certain countries. The process of financial globalisation led to the
beginning of manifestation of financial crisis during 2008, which relatively shortly evolved
into the economic crisis of global character. Since it is sufficiently long interval, the issue
of relative evaluation of FDI as a source of financing of economic development of Western
Balkan countries seems to be very interesting.

Economic growth of Western Balkan countries
in the period 2000-2017

In the observed period, 2000-2017, the economic growth of Western Balkan countries
can be divided into two periods, the one before crisis and the one after the crisis in 2008. In
the period 2001-2008 the countries in this region had the average economic growth rate of
about 4.7%. The economic growth rate in 2009 was negative in all the observed countries
except Albania, and amounted from -6.9% in Croatia (which is not considered due to its
membership in EU in 2013) and -5.7% in Montenegro until -0.9 in Macedonia.
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1.90
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=3.0 =3.17
1 2.6 l2.78

Table 1. Annual percentage growth rate of GDP

The dynamics of growth rate for the observed countries is illustrated by the following
graph obtained by the data in Table 1.

Figure 1: Annual percentage growth rate of GDP 2000-2016
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It can be noticed that the consequences of crisis were also felt during 2010, 2011 and
2012. Despite expectations that the crisis would mainly stay away from Western Balkan
countries, since they were not much oriented towards export, the data show that they faced
the deepest economic crisis after the collapse of SFR Yugoslavia (according of the diagram,
it had the shape of double bottom crisis). A partial recovery was present in the period 2013-
2015, when the average growth rate was about 2%. In the interval 2013-2017, only Serbia had
negative growth rate of -1.83%. As an illustration, Croatia, which became the EU member in
2013 had negative economic growth rate in the whole period 2009-2014.

This time we will avoid the issue of low starting base in the calculation of chain indices
as well as the fact that none of the analysed Western Balkan countries (except Albania)
achieved the level of economic development in 1989. We want to concentrate on perception
of flows of direct foreign investments as one of external sources of economic development.

Foreign direct investments

FDI maintain the aim of foreign entrepreneurs to realise long-lasting interest which
also implies managing the property in the observed country. In general, FDI includes the
freedom of foundation of an enterprise and by a rule, national treatment on the markets of other
countries. They are pronouncedly characterised by taking risks and are often concentrated
on certain branches of goods and service production. Besides, permanent investment is
followed by technological transfer in greatest number of cases, together with the transfer of
management and sales skills (Madzar, 2016, 11). They are often decisions of transnational
corporations, hence they can be a part of strategy of investment and selection of location of
transactional enterprise.

There are a great number of motives in capital export. They are mostly interconnected,
but it is possible to list the following as the most significant:

- Higher profit or some other form of income from the invested capital;

- Cheaper labour;

- Lower cost of raw materials and energy;

- Completion of production process, by which the production becomes less

dependent from external factors;

- Opening new machinery abroad in order to expand the market for own product

sale;

- Need to increase the placement of capital goods (machines, equipment, etc.) that

leads to permission to loans for foreign buyers, which is a form of capital export
(Dunning, Lundan & Sarianna, 2008).

Although there are globally the same motives that FDI tend to fulfil it should be
mentioned that they all aspire to profit. FDI imply expansion of a pparent company on
foreign markets, with the principal motives as follows:

Motives oriented towards the offer — FDI tend to provide production resources,
most often the investments on the relation between developed countries and developing
countries in order to utilize cheap raw materials and labour.

Motives oriented towards the demand — FDI are motivated by major demand on
other markets, usually the dynamics of investments between the developed countries.
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Motives oriented towards the trade in which FDI are motivated by trade expansion.

Speaking of the property own by foreign companies, FDI bearers, the inspiring
lever implies the so-called untouchable goods that primarily include intellectual
property, consisting of technology and technological procedures, product brand as well
as management experience and professional capacity of human capital. Namely, in
changeable and unpredictable environment where companies search for the way to gain
competitive advantage, the knowledge owed by an organisation becomes one of decisive
factors in market strive for predominance, in the transition from industrial society to the
society of knowledge.

FDI of two or more companies which perform successive stages of transformation
to a new enterprise by joining technological unity of connected operations and work
processes in organisation model of vertical integration provide foreign companies
with the advantages of international specialisation and economy of scope. The most
pronounced example are oil companies whose branches send raw oil to the other branches
which process it, sending later thus refined oil to the those that sell it. Unlike the model
of vertical integration, foreign direct investments also support the model of horizontal
integration, when the similar activities are displaced in different countries.

Too strict foreign trade policy may also influence the attraction of FDI. High
customs taxes can be sufficient motive for foreign companies to invest in production
for local market, thus avoiding strict protective policy of the country (Vadlamannati &
Tamazian, 2009; Cvetanovi¢, Despotovi¢ & Mladenovi¢, 2018).

FDI may be motivated by the care of possible exhaustion of strategic sources of
supply in their own countries.

Specific FDI motives are in cheap production factors, especially when intensive
work activities are in question (e.g. low wages in textile industry).

Basic classification of FDI includes two different groups:

*  Greenfield investments and

*  Purchase of existing plants and enterprises and overtaking their control

(Cvetanovi¢ & Mladenovié, 2014)

The advantage of purchases is in gaining time and also avoidance of numerous
possible problems related to the functioning of a new enterprise. The division of foreign
direct investments that is often found in economic literature is the one speaking of
horizontal, vertical and conglomerate FDI.

Horizontal FDI take place when an enterprise dislocates production of certain
parts in foreign units. They occur by purchase of control share blocks of the enterprise
which produces the same product, which results in the right to manage the company; thus
a completely new enterprise is established by combining with a foreign company in the
same field of production.

Vertical FDI are the form of production or some other activity organised at
different locations abroad. In principle, they originate from the previously explained
manner of foundation of horizontal FDI. Positive characteristics of this form of FDI
are related to synchronization of a greater number of stages in the process of creation
of a newly created value. Thanks to the indicated synchronization it is easier in vertical
integration to solve the problems of reaction to the oscillations of offer and supply of
necessary components used in the production process. However, this type of direct
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foreign investments has certain shortcomings, mainly due to the problems that arise from
insufficiently good management coordination of activities at various stages of production
dislocated in different countries.

In real life, conglomerate type of FDI is significantly rarely found. Their basic
logic is that by diversification of production machineries in different countries, the
business risk is minimized and better possibilities for realization of desirable mass of
profit are created.

The most significant determinants of FDI are relative difference in income and
maximization of profit in a long period, the presence on the market, availability of
resources, expectations related to increase of demand and political stability (Jovanovic,
2006, 556; Minovi¢.& Eri¢ 2016).

The stimuli for locating FDI in certain geographical areas are the approach to
increasingly developed national and international markets and stable macroeconomic
environment. Stable, predictable and transparent legal situation has also an encouraging
effect on foreign direct investments. This is due to simple reason that the risks are thus
reduced while the profit increases. Namely, there are global regulations which control
the regime of world exchange within World Trade Organisation, while no such rules are
present related to FDI. The regulatory framework of FDI includes about 1600 of bilateral
agreements on investments and a certain number of regional agreements.

Key motives for foreign investment are production aimed at provision of resources,
provision of markets, increased efficiency and acquisition of strategic advantages.

Speaking of production aimed at provision of resources, the primary motive of
foreign investment is provision of resources necessary for production at lower prices in
comparison to those in the counties of parent companies that invest abroad. By following
the flow of FDI in time, it is possible to conclude that raw materials were first promoted
as resources, then natural materials and agricultural products. Low labour cost is also
a factor that can motivate companies for foreign investments in certain circumstances.
And finally, in the manufacturing conditions that are restricted by achievements of new
economy, technological and managing knowledge can be a motive for investment abroad.

Provision of market as a motive of foreign direct investments is an especially
significant moment when the export of products and services is no longer possible i.e. is
not any more economically profitable for most diverse reasons.

The motives of foreign direct investments are frequently classified as subjective,
strategic and economic.

Subjective motives of business abroad are classified into four categories:

*  The invitation from high and respectable position can be the motive for taking

business venture;

*  Foreign investment for fear of loss of market;

*  Follow-up of other companies on the areas that are attractive and interesting and

*  Pressure of competitiveness on domestic market can be a motive for

investment on the market of competition.

Strategic motives are related to:

e Provision of resources;

*  Achievement of better efficiency;

*  Gaining strategic resources;

*  Ensuring the market (Cvetanovi¢ & Mladenovi¢, 2014)
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Motive for provision of resources at lower cost in comparison to the risk of
investment in domestic country is a decisive stimulus when deciding about foreign direct
investment. In this case, by a rule, the production based on cheap input is exported into
domestic country of the investor, in order to improve competitive abilities on the markets
which it supplies. Speaking of foreign direct investments, in order to achieve higher
efficiency the motives and advantages are related to the economy of scope, diversification
of production and risk decrease (Mencinger, 2003).

The FDI motivated by maintaining of the existing markets are by a rule aimed to
the destinations where the goods were previously exported. Thus the objective of the
newly founded affiliation is the continuation of servicing the local market.

Economic motives are primarily the effects of economy of scope, marketing and
management experience, financial potential, technological advantages etc.

Two types of FDI oriented towards higher efficiency are distinguished in the
literature:

* Bidding for labour-intensive activities in insufficiently developed, and

technologically intensive in developed market economies and

*  Locating branches in the countries of approximately the same level of

development, when the basic motive of foreign investment is in the advantages
of economy of scale, diversifications of products and differences in taste
(Cvetanovi¢ & Mladenovi¢, 2014).

The significance of foreign direct investment aimed at acquisition of strategic
advantages in current conditions of economic activities is increasingly pronounced.
This is comprehensible, bearing in mind the trends in economic globalisation on the
one hand, and development of technologically and scientifically intensive domains of
manufacturing on the other (Carkovic & Levine, 2005).

The total amount of FDI Inward flows in the observed Western Balkan countries
amounted 70.75 billion dollars. For comparison, the amount of FDI in Croatia was 34.3
billion dollars in the same period.

Table 2. FDI Inward flows in observed countries by years
(US Dollars at current prices in millions)

Country . . . 1 I .
2000 144 146 52 215 '557 1993
2001 206 119 177 447 1950 1o
2002 133 265 563 0 1961 1958
2003 177 381 1516 113 12,188 "1,792
2004 346 511 1,024 324 12,204 11,270
2005 264 613 2078 9% 13,051 "1,786
2006 324 766 4878 433 16,401 13,201
2007 659 1.819 5340 693 18,511 14,633
2008 974 1,002 960 3972 586 17,494 '5317
2009 996 250 1,527 2896 201 15,871 13,059
2010 1051 406 760 1686 213 14,116 T1,155
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2011 876 497 58 492 4719 17342 11,692

2012 855 395 620 1299 143 "3312 1,504

2013 1266 276 447 2053 335 14377 1958

2014 L1059 497 199% 272 "4.404 12,870
2015 945 270 699 2347 240 14,502 1270

2016 1124 285 226 2299 397 "4331 1,745
Tk iR AL 6m6 o107 site | Y050 Taad

*2000 - 2007 Serbia and Montenegro
Source: Foreign direct investment flows and stock. (n.d.)

Under the influence of global financial and economic crisis in Serbia, and in the whole
region of Western Balkans in 2009, and especially in 2010, FDI drastically fell, which can be
seen from the data in the Table 3.

In the period 2000-2006, the amount of FDI per capita shows pro-cyclic character.
Thus in 2000, it amounted 49 dollars expressed in purchasing power summary for Western
Balkan countries, while in 2006 it was 656 dollars, which was the greatest amount in the
analysed period of eighteen years. In 2016, the FDI per capita in Western Balkan countries
was 225 dollars. In Croatia it was 224 (in 2000), 1224 (in 2006) and 413 dollars (in 2016).

Table 3. FDI Inward flows in observed countries by years
(US Dollars per capita at current prices)

1 1
Country ) ) ) )
- Albania Montenegro | *Serbia | Macedonia 1W.Balkan I Croatia
‘ear [
39 5

2000 46 107 ) " 224
2001 66 31 18 21 "84 1229
2002 43 70 57 156 1218
2003 57 100 153 56 "ol "408
2004 111 134 104 159 "127 "290
2005 86 160 212 47 "126 1408
2006 106 200 499 211 1254 1753
2007 219 474 548 338 "394 "1,063
2008 328 261 1,550 436 285 '572 " 1,224
2009 340 65 2460 319 98 1656 1706
2010 362 106 1223 186 103 1396 1268
2011 304 130 89 5471 232 "421 1393
2012 297 103 993 145 69 '321 "351
2013 439 7 76 230 162 1324 1224
2014 384 139 795 24 131 1335 1674
2015 326 71 1117 265 116 1379 "64
2016 387 75 361 261 191 1255 413

*2000 - 2007 Serbia and Montenegro
Source: Foreign direct investment flows and stock. (n.d.)
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The flow of foreign direct investments in the observed countries in the period 2000-
2006 is illustrated in the following graph, obtained from the data in Table 3.

Figure 3: FDI Inward flows in observed countries by years (US Dollars per capita)
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Valuable information on the importance of FDI in financing economic development of a
country is obtained by their participation on the structure of Gross Fixed Capital Formation. From
the data presented in Table 4 it is clearly seen that this participation is considerable, and in Western
Balkan countries as a whole it ranged between 13.5% in 2000 and 40.8% in 2009 on average.

Table 4. FDI Inward flows in observed countries by years
(% of Gross Fixed Capital Formation)

1 1
Country . . . .
Y Albania Montenegro | *Serbia Macedonia 1W.Balkan §Croatia
ear

2000 134 9.3 33 279 ‘135 129
2001 142 7.7 73 545 1209 1213
2002 8.5 20.7 17.1 L154 1160
2003 8.2 232 32.1 113 "187 1200
2004 13.7 203 163 267 1192 S119
2005 94 20.1 319 8.0 1174 1155
2006 9.9 264 58.4 312 1315 1246
2007 17.1 516 426 36.5 1369 1288
2008 223 22.1 538 28.7 229 1300 1269
2009 253 73 1335 29.1 8.7 1408 119.4
2010 310 13.9 84.9 18.6 9.8 1316 191
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[ [
Country . . : :
Vear Albania Montenegro | *Serbia Macedonia 1W.Balkan 1Croatia
2011 23.1 147 63.0 46.5 193 1333 134
2012 2622 12.6 76.6 12.6 63 1269 "136
2013 382 8.6 497 214 130 1262 18.4
2014 34.1 14.9 570 220 102 "276 1259
2015 316 9.7 85.6 285 103 1331 128
2016 1 1
*2000 - 2007 Serbia and Montenegro
Source: Foreign direct investment flows and stock. (n.d.)
Figure 4: FDI Inward flows in observed countries by years
(% of Gross Fixed Capital Formation)
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Conclusion

One of characteristic features of contemporary world economy is the increasing
presence and significance of FDI. These investments provide flows of trade, capital, labour,
technology, thus becoming one of basic drivers of globalization and key developmental factor
of many countries. From the previously mentioned reasons, the Western Balkan countries
consider the attraction of foreign capital in the form of FDI one of basic priorities of their
development. According to the research conducted in this paper, in the period 2000-2016,
Western Balkan countries had total affluence of FDI of about 70.5 billion US Dollars at current
prices, which can be regarded insufficient as a whole, since this amount is only twice higher
than affluence of FDI in Croatia. Under the influence of global financial and economic crisis
in 2009 and especially in 2010, FDI drastically reduced in the Western Balkan countries.

Due to insufficient domestic savings, the Western Balkan countries have to treat the
engagement of foreign capital as the condition of permanent rise of economic growth rate
to a higher level. In addition, they are the bearers of a great number of technological and
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organisational innovations. However, without denying their usefulness, one should bear in
mind that they cannot substitute domestic savings. Since world economic history does not
know the economic development of any country without domestic savings, it is not realistic
to expect FDI to by a key source of financing in the Western Balkan countries.
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