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1. INTRODUCTION 

 
The Southeast European countries (SEECs) are lagging behind the Central European 
transition economies regarding their FDI performance, but they have in general recorded 
important economic and political progress that have already made them much more attractive 
for foreign investors. Since these countries have some specific economic characteristics and a 
different development path than other transition countries, the aim of our paper is to provide 
an overview of FDI performance in SEECs and to define determinants of FDI inflows in the 
region. 
 
The paper is organised as follows. After introductory remarks, second part of the paper 
focuses on benchmarking FDI performance of seven SEECs. We are comparing their FDI 
inflows, FDI p/c, FDI as a share of GDP and gross fixed capital formation, their FDI inward 
stock by activities and the relationship between FDI and privatisation revenues. Since all 
these seven countries are small economies, it would be worthwhile to assess how successful 
these economies are in attracting FDI after taking their size into account. The size of the 
economy indirectly captures the effect of other factors like macroeconomic stability, 
industrial competitiveness, the availability of natural and human resources etc. Therefore we 
analyse the UNCTAD Inward FDI Performance Index that is calculated as a ratio of a 
country's share in global FDI flows to its share in global GDP and compare it with the 
UNCTAD Inward FDI Potential Index. 
 
Third section analyses determinants of the FDI inflows in SEECs. This analysis takes into 
account nine variables of the host country. Three economic determinants are: GDP p/c, which 
defines the level of development and indirectly captures the size and sophistication of the 



demand, GDP growth, which shows a future market size and dynamic development of market 
purchasing strength, and inflation rate, which implies macroeconomic stability. 
 
Other six variables (EBRD transition indicators) show the progress in transition in the field of 
privatisation, trade liberalisation, financial institutions and infrastructure. 
 
The regression analysis comprises seven SEECs and the available data on annual frequency 
include period 1996-2002.  

 
 

2. FDI PERFORMANCE IN SOUTHEAST EUROPEAN COUNTRIES 

 
Southeast European countries are economies that are structurally diverse, but they have faced 
similar macroeconomic disequilibria during the 90s, especially lack of GDP growth, large 
trade and current account deficits as well as high unemployment rates. For the first time in the 
past 10 years, in 2000 a positive GDP growth is recorded in all SEE countries. At the same 
time, in the period after 2000 the inflation in SEECs steadily declined and all countries except 
Serbia and Montenegro and Romania have maintained one-digit inflation rates over the past 
two years. Generally, overall macroeconomic situation has improved, as well as process of 
transition to a market economy.  
 
These countries have started the privatisation cycle more intensively in the late 90s and have 
become more attractive for foreign investors. While the Central and Eastern Europe1 has 
recorded the huge decline in FDI inflows from $23 billion in 2002 to $11 billion in 2003, 
mostly due to a fall in privatisation flows, the FDI inflows in Southeast Europe have reached 
almost $7 billion in 2003. (Table 1) 

        

        

Table 1. FDI inflows by host country, 1996-2003   (in USD million) 

 
Country 1996 1997 1998 1999 2000 2001 2002 2003 

Albania   90,1   47,5   45,0   41,2   143,0   207,3   135,0   180,4 

B&H -  2,0   1,0   55,8   154,1   147,2   130,2   265,4   380,9 

Bulgaria   109,0   504,8   537,3   818,8  1001,5   812,9   904,7  1419,4 

Croatia   510,8   532,9   932,4  1467,2  1088,7  1561,3  1124,0  1713,0 

FYR Macedonia   11,2   30,1   127,7   32,7   174,5   441,5   77,8   94,6 

Romania   263,0  1215,0  2031,0  1041,0  1037,0  1157,0  1144,0  1566,0 

S&MN   0,0   740,0   113,0   112,0   25,0   165,0   475,0  1360,0 

Total SEE 982,1 3071,3 3842,2 3667 3616,9 4475,2 4125,9 6714,3 

 
Source: UNCTAD, 2004 

 
The period till 1996 is characterised by low level of FDI inflow, which could be explained by 
the high investment risk related to conflicts, poor public governance and other basic risk 
factors. (Hunya, 2004, p.3) Although the FDI inflows in SEECs have been mostly 
privatization driven, there are two groups of countries that can be differentiated based on the 
volume and character of FDI inflow. (Hunya, 2002, p. 3) First group consists of three 
candidate countries for EU integration - Croatia, Romania and Bulgaria that have growing 
economies and growing domestic demand, more stable macroeconomic environment and they 
pursue a slow but straightforward privatization policy. Romania can be considered as the only 

                                                 
1 The group of eight CEE countries that joined the EU in May 2004. 



SEEC with an important export-oriented foreign manufacturing sector and some of the FDI 
that started with privatization has attracted further investment and enlarged the export base. 
(Hunya, 2004, p. 10) It could be said that Croatia, Romania and Bulgaria are mature FDI 
receivers with the highest FDI inflows in 2003. Second group consists of countries of the 
Western Balkans (Albania, B&H, Macedonia and S&MN) that have recently gained more 
stability, but they have recorded lower rates of economic growth and the process of 
transformation to a market economy is still incomplete.  
 
According to FDI inflow data, the slight fall in 2002 can be mostly explained by the failure to 
complete some strategic privatisations, although in 2003 in each country of the region the FDI 
inflows rose, especially in Serbia and Montenegro, Bulgaria and Croatia. These results are 
mostly due to the finalisation and re-launching some delayed privatisation deals.   
 
The overall picture is somewhat different when considering net FDI flows. (Table 2) 
 
Table 2 Net FDI by host country, 1996-2003    (in USD million) 

 

Country 1996 1997 1998 1999 2000 2001 2002 2003 

Albania 97 42 45 51 143 204 135 150 

B&H 0 0 67 177 150 130 230 320 

Bulgaria 138 507 537 789 1003 641 430 900 

Croatia 486 347 835 1420 1085 1407 383 673 

FYR Macedonia 12 18 118 32 176 442 101 100 

Romania 415 1267 2079 1025 1051 1154 1080 1350 

S&MN 0 740 113 112 25 165 562 850 

Total SEE 1148 2921 3794 3606 3633 4143 2921 4343 

 
Source: UNCTAD, 2004 

 
According to data, till the year 2001 the gross FDI inflows were more or less the same as net 
FDI inflows, but in 2002 and 2003 the net FDIs have been considerable lower than FDI 
inflows. The biggest difference between FDI inflows and net FDIs is evident for Croatia, 
Serbia and Montenegro and Bulgaria. FDI outflows from SEE region rose to over USD 500 
million in 2002 and 126 million in 2003, while Croatia undertakes the highest outward FDI in 
the region. 
 
Considering some relative indicators, differences among SEE countries are less pronounced. 
Regarding the inflow in per capita terms, Croatia is again the most important receiver with 
USD 440 per capita in 2003, while other SEE countries are lagging behind. (Figure 1) 
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Figure 1.   FDI inflows per capita in SEECs, 1996-2003 (in USD)  

 
Although Croatia is the leader, Bulgaria with 181 USD and Serbia and Montenegro with 152 
USD per capita in 2003 are relatively important destinations. More important inflows not 
before late 90s could be explained by privatization cycle that has started much later than in 
Central and Eastern Europe, though the absolute data do not match the extend of privatisation 
deals in CEECs like Hungary, Poland and Czech Republic. The relative data, on the other 
hand, show the high importance of FDI inflows in all Southeast European countries, measured 
as a share of GDP. (Figure 2)  
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Figure 2.   FDI inflows as percentage of GDP in SEECs, 1996-2003 (in %) 
 

These data on FDI inflows shares in SEEC’s GDP take into account the size of the host 
economy and indicate the relative importance of the FDI inflows. Since all SEECs could be 
classified as small economies in economic terms, it is to be expected that the foreign capital 
would represent the important part of their GDP. Since 2000 Croatia has received the highest 
proportion of FDI inflows, almost 50% of its GDP in 2003, Bulgaria has received around 30% 
in last two years, while the shares of FDI inflows in GDP of Romania and Macedonia have 
been higher than 20%.  

 
Looking at the FDI inward flows as a percentage of gross fixed capital formation, it turns out 
that Serbia and Montenegro is the region’s leader with 81%. Besides S&MN, two other 
countries (B&H and Bulgaria) have also reached high ratios of FDI to gross fixed capital 
formation. Of course, most of these high ratios reflect small national economies, but in the 



case of S&MN it also indicates the speed up in privatization process. This country has also 
adopted various reform measures aimed at catching up with the rest of the region. (UNCTAD, 
2004, p.75.) 
  
Till now FDI inflows to the SEE region have been largely driven by big ticket sales of state 
assets. The volume and the composition of FDI inflows have been linked mostly to large-scale 
privatization transactions in telecommunications, banking and heavy industry. (Broadman et. 
al., 2004, p. 19) The close link between FDI inflows and privatisation process in SEE 
countries is shown in Figure 3.  

 

Figure 3.   Cumulative FDI and privatisation revenues share in SEECs’ GDP, 1996-2003  

 
Figure 3 compares two variables: the share of cumulative FDI in GDP of six SEE countries2 
and the share of cumulative privatisation revenues in GDP of these countries. The columns 
represent the share of FDI in GDP, while the share of privatisation revenues in GDP is 
calculated as average for the SEE region. It is obvious that these two parameters have moved 
in the same direction over time and the correlation coefficient between these two variables is 
high. (Figure 4.) 
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2 Privatisation revenues data for Macedonia were not available. 
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Figure 4.   Correlation coefficients between cumulative FDI and privatisation revenues in six SEECs, 1996-2003 

 

Correlation coefficients for all countries except Serbia and Montenegro are above 0,8, which 
represent strong relationship between these two parameters. Similar results have been found 
in the EBRD study (Falcetti et.al., 2003), which has compared the annual change in gross FDI 
inflows and annual change in privatisation revenues. The degree of co-movement, as 
measured by the correlation coefficient, is significant and much higher for SEE countries 
(0.68) than for CEB (0.49).  
 
Regarding the distribution of FDI by economic activities, most of the FDI in SEECs have 
been concentrated in financial services, telecommunications and trade and manufacturing. 
Service-related FDI inflows into SEECs and in other transition countries have followed the 
trend of growth in services worldwide and in the region itself. In most of SEECs has been 
substantial FDI penetration in infrastructure services, especially in banking and 
telecommunications. Privatisation in banking sector was carried out in all these countries and 
foreign banks control the majority of banking assets: from 89 per cent in Croatia to 46 per 
cent in Albania (UNCTAD, 2004, p. 78). According to Kraft (Kraft, 2004), foreign banks 
have penetrated not only the business segment, but also retail markets. Such high shares of 
foreign affiliates in all SEECs had some positive impacts, especially in lowering interest rates, 
increasing competition and the range and quality of products and services available. (Kraft, 
2003, p. 393) Still, even a relatively comprehensive restructuring of the banking sector and 
the introduction of a modern inter-bank payment system did not necessarily stimulate 
recovery of the local enterprises.  
 
On the other hand, FDI in manufacturing is targeted mainly at the local market of cement, 
beer, tobacco, soft drinks and steel. Most of the FDI inflows were brown-field, while green-
field FDI has been mainly in low-technology and labor-intensive industries such are leather, 
textiles and clothing. Green-field investments in SEECs have been very limited and directed 
primarily at servicing the domestic market. (Broadman et. al, 2004, p. 19) 
 
In order to assess the success of SEECs in attracting FDI, we are using Inward FDI 
Performance Index, created by UNCTAD and published in its World Investment Report. This 
indicator shows the ratio of country’s share in global FDI flows to its share in global GDP and 
indicates a country’s inward FDI position. Implicitly, it also captures the effects of other 
factors like natural and human resources, competitiveness, FDI policy regime etc. According 
to the Index value, UNCTAD publishes the ranking of FDI Performance Index for 140 
countries. We should mention that the data are not including most tax havens because they 
tend to show massive inflows in relation to their size and could significantly change the whole 
ranking.  
 
We are also using the UNCTAD Inward FDI Potential Index, which does not capture the FDI 
flows in a statistical sense, but it indicates the country’s economic resources and therefore 
potentials in attracting FDI. It consists mainly of structural variables3 and corresponds to the 
country’s level of economic development.  
 

                                                 
3 These variables are: the rate of real GDP growth, GDP per capita, the share of total exports in GDP, telephone 
mainlines and mobile phones per 1000 inhabitants, commercial energy use per capita, the share of  R&D 
expenditures in GDP, the share of students at the tertiary level in total population and country risk. For more 
details see: UNCTAD, World Investment Report, 2004, Table A.I.6. 



Table 3. shows the Inward FDI Performance Index and Inward FDI Potential Index for five 
SEE countries, while these indicators are not available for B&H and S&MN. 

 
Table 3.  Inward FDI Performance and Inward FDI Potential Index rankings for five SEECs, 1996-2002 

 

Country 1996-1998 1997-1999 1998-2000 1999-2001 2000-2002 

Inward FDI Performance Index 

Albania 68 92 84 65 52 

Bulgaria 44 32 28 27 25 

Croatia 49 40 31 24 26 

FYMacedonia 94 88 70 29 24 

Romania 51 51 63 74 73 

Inward FDI Potential Index 

Albania 121 108 104 90 76 

Bulgaria 59 65 69 65 64 

Croatia 65 68 60 53 51 

FYMacedonia 112 107 102 105 106 

Romania 102 103 100 95 83 

 
Source: UNCTAD, 2004 

 
According to the presented data, all SEECs have improved their rakings in Performance Index 
(except Romania) and Potential Index. It seems that the Potential Index is much more stable 
than the Performance Index and tends to change slowly over time, which could be explained 
by the fact that it is based on structural economic factors. Albania has recorded the highest 
improvement in the Potential Index ranking, from 121st to 76th position, mostly due to the 
very high score for real GDP growth and much better country risk rating.  
 
Comparison of the rankings of these two Indexes could provide a useful indicator of whether 
a country is performing adequately given its structural assets. Therefore countries can be 
grouped according to a matrix divided into four quadrants: 
 

• Front-runners are countries with high FDI potential (i.e. above the mid-point of the 
ranking by the potential of all countries) and high FDI performance (i.e. above the 
mid-point of the ranking by performance of all countries), 

• Above potential economies are countries with low FDI potential (i.e. below the mid-
point of the ranking by the potential of all countries), but strong FDI performance (i.e. 
above the mid-point of the ranking by performance of all countries), 

• Below potential economies are countries with high FDI potential but low FDI 
performance, and 

• Under-performers are countries with both low FDI potential and performance. 
 
According to this matrix, SEE countries can be divided in the following way. (Table 4.) 

 
Table 4.  Matrix of inward FDI performance and potential, 2000-2002 and 1998-2000 

 
                                                                    High FDI performance              Low FDI performance 

                                                                                                           2000 – 2002 

High FDI potential Front-runners: 
Bulgaria, Croatia 

Below potential: 
            - 

Low FDI potential Above potential: 
Albania, Macedonia 

Under-performers: 
Romania 

                                                                                                           1998 – 2000 



High FDI potential Front-runners: 
Bulgaria, Croatia 

Below potential: 
            - 

Low FDI potential Above potential: 
Romania, Macedonia 

Under-performers: 
Albania 

 

On the regional level, in both periods there have been two SEE countries that combine strong 
potential and performance: Croatia and Bulgaria. There have been two above-potential 
economies: Macedonia in both periods and Albania that has succeeded to move from under-
performers. These are under-developed countries with weak structural capabilities, whose 
potentials are low, but with relatively higher FDI inflows, mostly related to privatization 
process. Macedonia has recorded the highest difference between Performance and Potential 
Index, almost five times higher position in Performance Index (24th position) according to 
very low Potential Index (106th ranking among 140 countries). The policies in these above-
potential economies should address the raise of their potential in order to sustain past FDI 
performance and change the pattern of FDI inflows toward more greenfield investments. 
Although B&H and Serbia and Montenegro have not been included in the UNCTAD ranking, 
we could assume that both economies could be classified as countries that have moved from 
under-performers in 1998-2000 to above-potential economies in 2000-2002. 
 
 

3. DETERMINANTS OF FDI IN SOUTHEAST EUROPEAN COUNTRIES 

 
This section analyses determinants of the FDI inflows in SEECs. Although there are several 
papers that have been written on determinants of FDI in transition countries4, none of them 
have included all SEE countries in the analysis. The reason is unavailability of statistical data 
on an annual frequency for a longer period of time for all seven SEECs, especially for B&H, 
SMN and Macedonia. Therefore the aim of this paper is to analyse only SEE countries 
because we assume that FDI determinants in these countries are somewhat different than in 
CEECs or CIS countries.  
 

3.1. Problem specification and data description 

 
Our panel comprises all seven countries in Southeast Europe for which data is available from 
1996 to 2002. Having in mind the fact that the choice of determinants has also been limited by 
the availability of the data, we take into account the dependent variable FDI inflow in the host 
country and we have chosen nine independent variables that could be divided into three 
segments.  
 
First, it is useful to benchmark some key measurable factors that indicate market size of host 
country and which are expected to affect inward FDI. Market size, prospects for market 
growth and the degree of development of host countries are very important location factors 
for market-oriented FDI, which prevail in SEE countries. The general implication is that host 
countries with larger market size, faster economic growth and higher degree of economic 
development will provide more and better opportunities for these industries to exploit their 

                                                 
4 For example Bevan,A. and Estrin,S., 2000, “The determinants of foreign direct investment in transition 
economies”, CEPR Working paper, No. 2638; Resmini,L., 2000, “The determinants of foreign direct investment 
in the CEECs”, Economics of Transition, 8 (3), p. 665-689.; Babić,A. and Stučka,T., 2001, “Panel analysis of 
FDI determinants in European transition countries”, Privredna kretanja i ekonomska politika, No. 87/01, Zagreb; 
Grčić,B. and Babić,Z., 2003, “The determinants of FDI: Evaluation of transition countries attractiveness for 
foreign investors”, Fifth International Conference Enterprise in Transition, Faculty of Economics Split, p. 1166-
1176. 



ownership advantages and, therefore, will attract more market-oriented FDI. Even for export-
oriented FDI, the market size of host countries is important because larger economies can 
provide larger economies of scale and spillover effects. 
 
We have chosen two indicators: GDP p/c and GDP growth. (See table 1. in Annex) Per capita 
GDP shows the level of development of host country, but it also indirectly captures the size 
and sophistication of the demand in home country. One could say that it also implies the 
availability of developed institutions, good living conditions etc., which all attract FDI. 
Second indicator is GDP growth, which shows dynamics of a host country, its future market 
size and its dynamic development of market purchasing strength. FDI inflows could be 
explained as a consequence of domestic demand deficiencies and hence undertaken for 
broadening the demand basis. (Babić, Stučka, 2001, p. 38) It means that firms that are 
producing tradable goods invest abroad in order to improve market access by offering better 
customer support. 
We expect that these market size variables would be positively correlated with FDI inflows. 
 
Third indicator is inflation rate, which implies macroeconomic stability and potential 
economic risk for foreign investors. Therefore we perceive macroeconomic stability as price 
stability and as a determinant of the locational advantage. We expect negative correlation with 
FDI inflows.  
 
Other six variables are transition indicators published by European Bank for Reconstruction 
and Development (EBRD, 2004), which show the progress in transition in the field of 
privatisation, trade liberalisation, financial institutions and infrastructure. The measurement 
scale for the indicators ranges from 1 to 4+, where 1 represents little or no change from a 
centrally planned economy, while 4+ represents the standards and performance norms of 
advanced industrial economies.  
 
It has been well documented that the general progress in process of transition, especially 
progress in institutional development, represents a very important aggregate determinant of 
FDI. In the widest sense, institutional development means establishment of the clear rules of 
the game in a society, which means setting up of normative and regulative structures and 
activities that provide stability and meaning to social behaviour. (Grčić, Babić, 2003, p. 
1170). Particularly important is the development of market-based institutions that provides 
rules of the game in a market economy. We have chosen four groups of institutional indexes 
that that are expected to impact FDI inflows in SEECs: 

• Indexes which refer to the change of ownership (index of small-scale privatisation 
and index of large-scale privatisation); 

• Index that shows the reform and the liberalisation of trade and access to foreign 
exchange;  

• Index that shows infrastructure reform, measured as the composite score of 
progress in five areas: electricity, railways, roads, telecommunications, water and 
waste water; 

• Indexes that refer to the establishment and development of financial infrastructure 
and capital markets (index of basking sector reform and index of non-banking 
financial institutions reform). 

 (See table 2. in Annex) 
We are using the method of ordinary least squares that estimates the linear model.  
 
 



3.2. Empirical results 

 
The results we have got mainly proved our expectations. (Table 5.)  
 
 

Table 5. Summary of Regression Results
1 

 

Variable Coefficient Standard error T-stat R
2
 R

2 
(adj) 

gdppc 

(^rho)
2 

0.229494 
(0.591013) 

0.07760 
(0.11643) 

2.95731 
(5.07605) 

0.5367 0.5266 

gdp_gr -8.6965 5.16808 -1.68273 0.0568 0.0368 

Forex 180.245 66.2613 2.72022 0.1360 0.1176 

privatizss 

(^rho)
2
 

23.7076 
(0.16271) 

2.80667 
(0.14241) 

8.44689 
(1.74254) 

0.6840 0.6771 

privatls 

(^rho)
2
  

11.1841 
(0.64374) 

4.85939 
(0.11045) 

2.30154 
(5.82818) 

0.5107 0.5001 

infrastruct 715.770 95.2341 7.51590 0.5458 0.5362 

banking 

(^rho)
2 

11.4090 
(0.60810) 

4.24504 
(0.11458) 

2.68761 
(5.30700) 

0.5256 0.5153 

financial 691.999 112.5975 6.14578 0.4456 0.4338 

inflation_rate 0.11070 0.48685 0.22745 0.0011 ... 
 

1 Dependent variable is FDI inflows 
2 ^rho statistics (autocorrelation is eliminated by Corcain-Orcutt method) 

 
The regression analysis shows that the progress in small-scale privatisation influences 
considerably the increase of FDI inflows (adjR2 = 0.67). The correlation coefficients show 
that the FDI inflows are also positively correlated with the infrastructure, GDP p/c, banking 
reform and large-scale privatisation. As we expected, the progress in privatisation process, 
especially of small-scale firms, had a very important impact on FDI inflows. Private sector 
development is important because increase in private activities creates opportunities for 
acquisition. Although privatization has proceeded more slowly in SEE than elsewhere in CEE 
for various reasons, all SEECs have progressed considerably in privatizing small enterprises. 
Progress in the privatisation of more politically sensitive large state-owned enterprises has 
been much behind and its impact on FDI inflows is less significant. 
 
Another variable that seems to be robust and positively related to FDI inflows is 
infrastructure. The ability to provide better infrastructure services offers important 
opportunities to reduce costs and increase revenues for the firms. Therefore reform in 
infrastructure sector, particularly introduction of the private sector in well-regulated and 
liberalized environment results in lower prices, better quality of services and thus attract FDI 
in the region. SEECs have made progress in the infrastructure reforms, but comparing with 
more advanced CEECs, small countries in the Southeast Europe face significant constraints to 
infrastructure regulatory reforms that are related to their limited market size and capacity. It 
seems that the regional cooperation and coordination would be a way to avoid “prisoner’s 
dilemma”. It means if countries deal with regional public goods individually, without 
internalizing the effect on other countries in the region, it may result in what has been called 
“the tragedy of the commons” or “prisoner’s dilemma”. (Schiff, 2002, p. 11) Everyone loses 
due to a lack of cooperation because costs of providing public goods individually can be 
large. They can be substantially decreased if resources are pooled through regional 
cooperation and whole region becomes more attractive environment for the FDI. 
 



According to the regression results, GDP p/c is also positively related to FDI inflows, which 
means that the level of development and, implicitly, the market size matter to foreign 
investors. Still, we have to mention that according to some other papers that have analysed 
FDI determinants (Bevan and Estrin, 2000 and Babić and Stučka, 2001), our results do not 
show such a strong positive relation to FDI. We could explain it by the fact that those papers 
took all transition countries in the consideration, while some SEECs (for example, B&H, 
S&MN and Macedonia) that are among the least developed transition countries, have not been 
included in their analysis. 
 
The correlation between the reform in the banking sector and FDI inflows has been also 
positive, although the significance of the impact is not very high (adjR2 = 0.52). Banking 
sector reform leads to reduced transaction costs and lower risk for foreign investors, and 
therefore has a positive impact on FDI inflows. Banking reform and interest rate liberalisation 
has been partly successful (transition indicators range from 2.3 to 3.0), although foreign banks 
control the majority of banking assets: from 89 per cent in Croatia to 46 per cent in Albania.  
 
According to these results, GDP growth, trade and foreign exchange system, securities 
markets and non-bank financial institutions and inflation rate have got no effect on the growth 
of FDI inflows.  
 
These findings suggest that policies that are required to advance the process of transition are 
not always the key determinants in attracting FDI. For example, the insignificant impact of 
the trade liberalisation could mean that foreign investors are attracted by the possibility of 
market power. It could be also explained by the structure of the FDI inflows in SEECs 
because most of the FDIs are targeting domestic markets, while export-oriented FDIs are rare. 
Therefore high scores in trade and foreign exchange liberalisation in SEECs, on average, do 
not represent important factor in attracting FDI. 
 
 

4. CONCLUDING REMARKS 

 
Our paper tries to assess the success of SEECs in attracting FDI by analysing their FDI 
performance and to identify the determinants of FDI in these countries. Regarding FDI 
performance, absolute indicators show that after the early period in the middle of 90s when 
FDI inflows were very low, SEECs succeeded to improve their overall macroeconomic 
situation, speed up the transition process and become more attractive for foreign investors. 
The region as a whole has reached almost $7 billion of FDI inflows in 2003, mostly driven by 
big ticket sales of state assets. Indeed, the correlation coefficients between FDI inflows and 
privatisation revenues are significant for whole period: above 0.8 for all countries except 
Serbia and Montenegro. 
 
Absolute data indicate large differences within the region. One group consists of three 
candidate countries for EU integration (Croatia, Romania and Bulgaria) that have been much 
more successful in attracting FDI, while second group consists of countries of the Western 
Balkan that are lagging much behind. Still, the relative indicators like FDI inflows per capita, 
FDI inflows as percentage of GDP and gross fixed capital formation show that the divergence 
among SEECs is less pronounced. The relative importance of FDI comparing with their 
economic size is high in all countries. 
 



According to UNCTAD Inward FDI Performance and Potential Index, Croatia and Bulgaria 
have been again the most successful and assessed as front-runners: they have combined strong 
FDI potential and FDI performance. On the other hand, Macedonia has been characterised as 
above-potential economy because its potentials measured by structural economic factors, are 
much lower than its performance. B&H and S&MN have not been included in the UNCTAD 
ranking, but we assume they could be classified as countries that have moved from under-
performers to above-potential economies, the same as Albania. 
 
Regarding the determinants that have influenced the choice of FDI destination in Southeast 
Europe, the regression results have mostly proved our expectations. They indicate that 
progress in transition and economic reform had important impact on FDI inflows in SEECs, 
especially the progress in small-scale privatisation. Privatisation of more politically sensitive 
large state-owned enterprises has been much slower and thus its impact on FDI inflows in 
SEECs, on average, is positive, but less significant. Another variable that seems to be robust 
and positively correlated to FDI inflows is infrastructure. Progress in providing better 
infrastructure services in SEECs has been important determinant in attracting FDI because it 
has reduced costs and increased revenues for the firms. According to the regression analysis, 
FDI inflows are also positively correlated with GDP p/c and reform in banking sector, as we 
expected. We have not found any support in the data for inflation rate to be neither a robust 
nor a significant explanatory variable of FDI inflows in SEECs. Also, GDP growth, progress 
in trade and foreign exchange system and progress in non-bank financial institutions have got 
no effect on the growth of FDI inflows. 
 
 

BIBLIOGRAPHY: 

 
Bevan,A. and Estrin,S. (2000), The Determinants of Foreign Direct Investment in 

Transition Economies, CEPR Working paper, No. 2638 
 
Babić,A. and Stučka,T., (2001): Panel Analysis of FDI Determinants in European 

Transition Countries, Privredna kretanja i ekonomska politika, No. 87/01 
 
Broadman,H.G., Anderson,J., Claessens,C.A., Ryterman,R., Slavova,S., Vagliasindi,M. and 
Vincelette,G.A., (2004): Building Market Institutions in South Eastern Europe: 

Comparative Prospects for Investment and Private Sector Development, The World 
Bank, Washington, D.C. 
 
EBRD, (2003), Transition Report: Integration and regional cooperation, London 
 
EBRD, (2004), Transition Report: Infrastructure, London 
 
Falcetti, E., Sanfey, P. and Taci, A., (2003), Bridging the Gaps: Private Sector 

Development, Capital Flows and the Investment Climate in South-Eastern Europe, 
EBRD, May 2003 
 
Grčić,B. and Babić,Z., (2003): The determinants of FDI: Evaluation of transition 

countries attractiveness for foreign investors, in: Fifth International Conference on 
‘Enterprise in Transition’, Proceedings, Faculty of Economics Split, Split-Tučepi, May 22-
24, 2003, pp. 1166-1176. 
 



Hunya, G. (2004), Foreign Direct Investment in South East Europe in 2003-2004, The 
Vienna Institute for International Economic Studies, Investment Compact for South East 
Europe and OECD, Vienna, June 2004 
 
Hunya, G. (2002), FDI in South-Eastern Europe in the early 2000s, The Vienna Institute 
for International Economic Studies, Vienna, July 2002 
 
IMF, (2004), World Economic Outlook, September 
 
Resmini,L., (2000): The Determinants of Foreign Direct Investment in the CEECs, 
Economics of Transition, 8 (3) 
 
Kraft, E., (2003): What have been the effects of the entrance of foreign banks in 

transition countries? An overview with data from Croatia in Franičević,V. and Kimura, 
H., Eds.: Globalization, Democratization and Development, Masmedia and WIIW, Zagreb 
 
Kraft, E. (2004): FDI in the banking industry: lessons and challenges for a transition 

economy perspective, paper presented at the workshop on FDI in Services in Central and 
Eastern Europe: Trends, Impact and Government Policies, Budapest, 5-6 March 
 
Schiff, M. (2002), Regional Integration and Development in Small States, Development 
Research Group, The World Bank  
 
UNCTAD, (2004), World Investment Report: The Shift Towards Services, New York and 
Geneva 
 
UNCTAD, (2002), World Investment Report: Transnational Corporations and Export 

Competitiveness, New York and Geneva 
 

Annex: 

 
Table 1.  GDP p/c, GDP growth and inflation rate in SEECs, 1996-2002 

 

Albania 1996 1997 1998 1999 2000 2001 2002 

GDP p/c 817 664 834 1040 1119 1378 1565 

GDP growth 9.1 -7.0 12.7 8.9 7.7 6.8 4.7 

Annual inflation rate 12.7 32.1 20.9 0.4 0.1 3.1 5.2 

Bosnia and Herzegovina        

GDP p/c 721 601 1136 1231 1189 1259 1376 

GDP growth 86.0 37.0 15.6 0.6 5.6 4.5 3.8 

Annual inflation rate -11.5 5.6 -0.4 2.9 5.0 3.2 0.3 

Bulgaria        

GDP p/c 1187 1257 1548 1582 1551 1679 1984 

GDP growth -9.4 -5.6 4.0 2.3 4.5 4.0 4.8 

Annual inflation rate 123.0 1061.2 18.8 2.6 10.4 7.5 5.8 

Croatia        

GDP p/c 4422 4398 4805 4371 4206 4385 5053 

GDP growth 6.0 6.5 2.5 -0.9 2.9 3.8 5.2 

Annual inflation rate 3.5 3.6 5.7 4.1 6.2 4.9 2.3 

FYR Macedonia        

GDP p/c 2226 1860 1790 1837 1793 1718 1866 

GDP growth 1.2 1.4 3.4 4.3 4.5 -4.5 0.7 

Annual inflation rate 2.3 2.6 -0.1 -2.0 6.2 5.3 2.4 



Romania        

GDP p/c 1563 1565 1872 1585 1651 1804 2091 

GDP growth 4.0 -6.1 -4.8 -1.2 1.8 5.3 4.9 

Annual inflation rate 38.8 154.8 59.1 45.8 45.7 34.5 22.5 

Serbia and Montenegro        

GDP p/c 1367 1562 1308 1216 1032 1390 1879 

GDP growth 7.8 10.1 1.9 -18.0 5.0 5.5 4.0 

Annual inflation rate 94.3 21.3 29.5 42.1 69.9 91.1 21.2 

Source: EBRD, 2003 and IMF, 2004 
 
 
Table 2.  Selected EBRD Transition Indicators for SEECs, 1996-2002 

 

Albania 1996 1997 1998 1999 2000 2001 2002 

EBRD Index of small-scale 
privatisation 

 
4,0 

 
4,0 

      
4,0  

     
4,0  

      
4,0  

      
4,0  

      
4,0  

EBRD Index of large-scale privatisation 
 

2,0 
 

2,0 
      

2,0  
      

2,0  
      

2,0  
      

2,3  
      

2,3  

EBRD index of forex and trade 
liberalisation 

 
4,0 

 
4,0 

 
4,0 

 
4,0 

 
4,3 

 
4,3 

 
4,3 

EBRD index of infrastructure reform 
 

1,3 
 

1,3 
      

1,3  
      

1,3  
      

2,0  
      

2,0  
      

2,0  

EBRD index of banking sector reform 
 

4,3 
 

4,0 
      

2,0  
      

2,0  
      

2,3  
      

2,3  
      

2,3  

EBRD index of non-bank financial 
institutions 

 
1,7 

 
1,7 

      
1,7  

      
1,7  

   
1,7  

      
1,7  

      
1,7  

Bosnia and Herzegovina        

EBRD Index of small-scale 
privatisation 

2,0 2,0 2,0 2,0 2,3 2,7 3,0 

EBRD Index of large-scale privatisation 1,0 1,0 2,0 2,0 2,0 2,3 2,3 

EBRD index of forex and trade 
liberalisation 

1,0 3,0 3,0 3,0 3,0 3,0 3,0 

EBRD index of infrastructure reform 1,3 1,3 1,3 1,3 2,0 2,0 2,3 

EBRD index of banking sector reform 1,0 1,0 2,3 2,3 2,3 2,3 2,3 

EBRD index of non-bank financial 
institutions 

1,0 1,0 1,0 1,0 1,0 1,0 1,7 

Bulgaria        

EBRD Index of small-scale 
privatisation 

3,0 3,0 3,0 3,3 3,7 3,7 3,7 

EBRD Index of large-scale privatisation 3,0 3,0 3,0 3,0 3,7 3,7 3,7 

EBRD index of forex and trade 
liberalisation 

4,0 4,0 4,0 4,3 4,3 4,3 4,3 

EBRD index of infrastructure reform 1,7 1,7 2,0 2,3 2,7 2,7 2,7 

EBRD index of banking sector reform 2,0 2,7 2,7 2,7 3,0 3,0 3,3 

EBRD index of non-bank financial 
institutions 

2,0 2,0 2,0 2,0 2,0 2,0 2,3 

Croatia        

EBRD Index of small-scale 
privatisation 

4,0 4,3 4,3 4,3 4,3 4,3 4,3 

EBRD Index of large-scale privatisation 3,0 3,0 3,0 3,0 3,0 3,0 3,0 

EBRD index of forex and trade 
liberalisation 

4,0 4,0 4,0 4,0 4,3 4,3 4,3 

EBRD index of infrastructure reform 1,7 1,7 2,0 2,3 2,3 2,7 2,7 

EBRD index of banking sector reform 2,7 2,7 2,7 3,0 3,3 3,3 3,7 

EBRD index of non-bank financial 
institutions 

2,3 2,3 2,3 2,3 2,3 2,3 2,7 

FYR Macedonia        

EBRD Index of small-scale 
privatisation 

4,0 4,0 4,0 4,0 4,0 4,0 4,0 



EBRD Index of large-scale privatisation 3,0 3,0 3,0 3,0 3,0 3,0 3,0 

EBRD index of forex and trade 
liberalisation 

4,0 4,0 4,0 4,0 4,0 4,0 4,0 

EBRD index of infrastructure reform 1,7 1,7 1,7 1,7 2,0 2,0 2,0 

EBRD index of banking sector reform 3,0 3,0 3,0 3,0 3,0 3,0 3,0 

EBRD index of non-bank financial 
institutions 

1,0 1,0 1,7 1,7 1,7 1,7 1,7 

Romania        

EBRD Index of small-scale 
privatisation 

3,0 3,3 3,3 3,7 3,7 3,7 3,7 

EBRD Index of large-scale privatisation 2,7 2,7 2,7 2,7 3,0 3,3 3,3 

EBRD index of forex and trade 
liberalisation 

3,0 4,0 4,0 4,0 4,0 4,0 4,0 

EBRD index of infrastructure reform 1,0 1,7 2,7 2,7 3,0 3,0 3,0 

EBRD index of banking sector reform 3,0 2,7 2,3 2,7 2,7 2,7 2,7 

EBRD index of non-bank financial 
institutions 

2,0 2,0 2,0 2,0 2,0 2,0 2,0 

Serbia and Montenegro        

EBRD Index of small-scale 
privatisation 

3,0 3,0 3,0 3,0 3,0 3,0 3,0 

EBRD Index of large-scale privatisation 1,0 1,0 1,0 1,0 1,0 1,0 2,0 

EBRD index of forex and trade 
liberalisation 

1,0 1,0 1,0 1,0 1,0 3,0 3,3 

EBRD index of infrastructure reform 1,3 1,7 1,7 1,7 2,0 2,0 2,0 

EBRD index of banking sector reform 1,0 1,0 1,0 1,0 1,0 1,0 2,3 

EBRD index of non-bank financial 
institutions 

1,0 1,0 1,0 1,0 1,0 1,0 1,7 

 
Source: EBRD, 2003 

 

 
 
 
 
 
 
 

 


