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INVESTMENT ATTRACTIVENESS OF
SLOVAK REPUBLIC AND ITS DETERMINANTS

Abstract. This paper deals with the issues of Slovakia’s investment attractiveness determinants, develop-
ment of which is conditioned by the foreign investors decisions about localization of their foreign direct
investments (further FDI). Conditions of such determinants directly influences the total development of economy, expresses the
ability to create better conditions for the foreign investors and to increase competitiveness. In the article, we specify these deter-
minants, indicate their development and compare the position of Slovakia in the competition with the other V4 countries. The
main determinants include political and macroeconomic stability, high quality of business environment, labour force, developed
infrastructure, tax system and investment stimuli. It is concluded that Slovakia has overcome 2009 crisis conditions and shows
positive macroeconomic dynamics in the V4 region, though some FDI determinants need further improvement.
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lOauta TaHuowoBa

PhD (3koH.), npodheccop Kacheapbl SKOHOMUKMN 1 PMHAHCOB, MPOPEKTOP,

BbiclwanA LWKona 3KOHOMMKY 1 rOCy 4apCTBEHHOrO ynpasrieHna B bpatucnase, CrioBakua .

OCHOBHbIE AETEPMUHAHTbI AHBECTULIMOHHOW NPUBJNEKATEJIbHOCTU B CITOBALIKOU PECNYBJIMKE
AHHOTauuA. B ctatbe paccMOTpeHbl hakTopbl MHBECTULIMOHHON MpuBReKaTenbHocT CrnoBakuu, OT KOTOPbIX 3aBUCUT
peLleHne MHOCTPaHHbIX MHBECTOPOB O NloKanM3auum npAMbIX MHOCTPaHHbIX MHBecTuumi (MAN). MokasaHo, YTO OCHOBHbIE
AEeTEePMUHAHTbI I/IHBeCTI/ILIVIOHHOl7I npueneKaTesibHOCTU OKas3blBalOT HernocpencTtBeHHOe BMAHME Ha pasBuUTUEe HauUOoHallb-
HOWM 3KOHOMMKM U MOBbILIEHNE €€ KOHKYPEHTOCMOCOBHOCTH, co3naHue 6onee 6naronpuATHBIX YCNOBUIA AN1IA MHOCTPaHHbIX
MHBECTOPOB. ABTOPOM MPOBEAEH CPABHUTESbHbIV aHanM3 COBPEMEHHOIO COCTOAHNA OYEPYEHHbIX AeTepMUHaHT B CnoBakum
1 Apyrux ctpaHax Boiwerpaackon rpynnbl, NpeanoXeHbl NyTN ganbHenwero passntmA (hakTopoB NHBECTULIMOHHON NpuBIe-
kaTenbHoCTM B CnoBakvm AnA NOBbIWEHNA €€ KOHKYPEHTHbIX NO3ULmin Ha pbiHKax MAN.

KnioyeBble crnoBa: VHBECTULMOHHAA MPUBAEKATENIbHOCTb, MOMUTUYECKOE MONOXEHNEe, MaKpO3KOHOMUYECKana CTabunb-
HOCTb, KayecTBO 6usHec-cpeabl, paboyan cuna, MHPPaCcTPyKTypa, HarnoroBasa CUCTEMA, MHBECTULMOHHbIE CTUMYTIbI.

Opita TaHuowoBa

PhD (ekoH.), npodecop kadeapn eKoHOMIKU i hiHaHCIB, NPopeKTop, Bulia WwKona eKOHOMIKM Ta Aep>XaBHOro yrnpas/iHHA Y
Bpatucnasi, CnosayunHa L .

OCHOBHI AETEPMIHAHTU IHBECTUUIWHOI MPUBABJINBOCTI Y CJIOBALIbKIN PECNYBJIILI

AHoTauif. Y cTaTTi po3rnAHyTO haKTopu iHBECTULINHOI NpuBabnusocTi CnoBayv4nHu, Bif AKX 3anNeXuTb PilleHHA iHO3eM-
HUX iIHBECTOPIB NPO fokarnisauito npAMMX iHo3emHux iHBecTuuin (Mll). NokasaHo, WO OCHOBHI AeTepMiHaHTV IHBECTULNHOI
npvBabnMBoCTi 6e3nocepenHb0 BMIMBAKOTh HA PO3BUTOK HaUiOHAIbHOI EKOHOMIKW i NiABULLEHHA ii KOHKYPEHTOCNPOMOX-
HOCTi, CTBOPEHHA CMPUATAMBILLMX YMOB ANA iHO3EMHMX iHBECTOpPiB. ABTOPOM MPOBEAEHO MOPIBHAMBHUIA aHarni3 cy4acHoro
CTaHy OKpecneHux getepMiHaHT y CnoBayvymHi Ta iHWKX KpaiHax Buwerpaacbkoi rpyny, 3anpornoHOBaHO LWAAXU NO4ANbLUO-
ro po3BUTKY (haKTopiB iHBECTULiHOI NpuBabnusocTi y CnoBayyuHi ANA NiABULLEHHA ii KOHKYPEHTHUX No3uLin Ha puHkax M1,
Knioyosi cnosa: iHBecTUUINHa Np1BabNMBICTb, MONITUYHE MOSIOXXEHHA, MAKPOEKOHOMIYHA CTabiNbHICTb, AKICTb 6idHec-cepe-
nosua, poboya cuna, iHhpacTpykTypa, NogaTkoBa cucTema, iHBECTULIAHI CTUMYNN.

Introduction. The main endeavour of Slovakia similarly to
other countries in the sphere of economic policy is support of
restructuration and competitiveness of economy. The shortco-
ming often lies in the undersized state of economies, where the
inflow of foreign capital is of great importance. As there are
many investment opportunities available for every foreign
investor, the effort to improve the determinants of investment
attractiveness to promote the country is increasing. The deter-
minants mostly mentioned are the political environment, macro-
economic stability, quality of business environment, labour
force, infrastructure, and tax system and investment stimuli.
Their improvement or deterioration has direct impact on beha-
viour of investors and the change in the inflow of FDI, which
increase the total level of investments, total production potential
and are a signal about the reliability of economy.

Brief Literature Review. The issue of investment attrac-
tiveness determinants, which is very actual at present, is being
dealt with in numerous publications of Slovak and foreign
authors. The attention of authors is paid to individual determi-
nants and their influence upon the development of economy,
the motivation of investors, creating economic and political con-
ditions in the hosting country [1; 6; 5; 19]. Theoretical back-
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ground of investigating the investment attractiveness has been
created by the theories of FDI, the most comprehensive of
which is J. H. Dunning’s (1979, 2001) eclectic theory based on
three categories of factors, which determine decision making by
the investors. It is a known as OLI paradigm and the motives,
which determine investment decision [4; 5]. The importance of
several determinants of investment attractiveness was stressed
by further authors, such as A. Bevan (2004a, 2004b), S. Estrin
(2004a, 2004b) and K. Meyer (2004), who divided them into
two basic groups of political and economic factors and distin-
guished the factors influencing the hosting and domestic
economies [1; 2]. As for the Slovak authors, we must mention
T. Dudas (2005a, 2005b, 2010), S. Ferencikova (2005) and
K. Belanova (2014) ho analyze the determinants and point at
their importance from the position of FDI access [3; 6; 7; 8; 11;
16]. S. Svecova (2012) shows the importance of labour force
and the task of education [15], then the authors M. Fabus (2010,
2012) and M. Kohut’ar (2010) [10; 11] contribute to stronger
competition between economies for FDI, which also means
higher activity risk in the economy [13].

The purpose of the article is to identify important determi-
nants influencing investment attractiveness of Slovakia, analyse
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the present situation and development and specify the priority
of determinants with regard to requirements of foreign investors.
Based on research of individual determinants in the Slovak
Republic (further SR), to show the perspectives of economy
development and compare their state and advancement with
the other V4 countries.

Definition of investment attractiveness determinants

When analysing the investment environment, it is appropri-
ate to compare the general categories which, according to more
studies, may include the state of political environment, macro-
economic stability, quality of business environment, labour
force, infrastructure, tax system and investment stimuli.

FDI belong to the most important factors of economic
growth and condition development in the economy as well as in
individual regions. Without external capital resources, long-term
sustainable economic growth is not possible. Thus, the impor-
tance of determinants influencing the investment attractiveness
becomes the most important fact in the SR, because they di-
rectly affect the behaviour of investors in selecting the locality for
FDI. Let us have a look at development of single determinants.

The determinant the state of political environment be-
longs to the important ones. In a rocking political situation, rise
of civil unrest, wars, strikes and total instability, there is a high-
er risk of investment and often withdrawal of a foreign investor.
According to the most authors, this determinant includes politi-
cal stability, the state of legal environment, bureaucratic proce-
dures, extent of corruption and the laws related to FDI.

Political stability means a functioning parliamentary democ-
racy and human rights and freedoms preserving. The state of
legal environment means stability in forming an attractive busi-
ness environment, existence of a system of laws and its pre-
serving, enforcement of law and func-

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

After passing over the manifestation of the global recession, the
situation in the SR was gradually improving, but in the year 2012
there was a partial stagnation. In spite of that, in 2012 we
belonged to the economies with relatively better indicators and
there was only partial slowdown of GDP which did not reach
negative values (see Table 1).

When comparing the development of real GDP in p.p. with-
in the V4 countries, the SR reached the best results, there was
a similar development in Poland and the CzR, Hungary reached
the lowest level. In the year 2010 in SR GDP in p.p. of the pre-
ceding year expressed in absolute numbers reached the level
of 65,573.3 million EURO in the year 2011 it reached the level
of 67,862.9 million EURO (half definite data) and in the year
2012 it was 70,216.6 million EURO (preliminary data). The
index of GDP per head in the parity of purchasing power (PPP)
is expressed to the average of the EU28=100. Out of the V4 the
Czech Republic was the best, but it did not reach the average
of the EU28 either, and in each year of the monitored period it
did not reach the value of 81. The Balance of Payments (BP)
current account in the monitored period was gradually improv-
ing, but in spite of that, it reached the negative values in the SR,
the CzR, as well as in Poland. Only Hungary reached positive
balance.

Inflation according to HICP (in %) in the SR in the monitored
period was at a low level with the exception of the year 2011
when it slightly rose to 4.1%, then it was gradually falling, but
not to the deflation levels. In other V4 countries, there was also
a relatively low inflation. When evaluating the level of unem-
ployment, the SR reached the worst results in the V4 by more
than 4%. After partial decreasing of the rate in the year 2011 to
13.7%, in the year 2012 it started to rise to 14.0%.

tioning of courts. Another factor is

bureaucratic procedures, i.e. speed Tab. 1: The chosen indicators of economic performance
and quality of work at the administrative in the V4 countries in 2010-2013
offices, financial and time difficulty in easire
establishing and liquidating a business Indlcator unit 2010 | 2011 | 2012 | 2013*
subject and alike. As for the evaluation The Slavak Republic
within the EU, the V4 countries rank is Real GDP (year to year change) in p.p. Y 44 3.0 1,8
the worst. E.g. in Poland a prospective gDF‘ Ptif head ift‘ pr|5 EU25=100 qi"gﬁp :42 254 3’1'5?
Urrent acooun dlanct E] -4, - -1,
entreprer_1eur taI_«es 10 acts and 3_d_ays Unit costs of labour (2005=100) Index 111,8 112,7 113,8
to establish business. In. Hungary itis 6 Average monthly wages EUR 769 786 805
acts and 52 days, in the Czech Productivity of labour (year to year change) Y 5,0 1.2 1,7
Republic (further CzR) 10 acts and 88 Inflation rate (HICP) Wy 0,7 4,1 3,7 1,5
days and in SR it is 9 acts and 52 days Unemploymenl rale Ya 14,5 13,7 14,0 14,2
(the OECD average is 6 acts and 25 The Czech Republic _
days) Rewl GDP (year to year change) in p.p.
y 3 . GDP por head in PKS EU28=100 Index A1 Bl 81
The Jevel of corruption is under- C]urrent account balance % GDP -2,8 -3,0 -3,0
stood as one of the most serious social Unil costs of labour (2005=100) Inclex 108,5 09,0 | 13,1
roblems and is measured by the Index Average manthly wages EUR 875 889 917
p y
of perception of corruption. According ]Prgdu_di‘”tﬁ’ Dfrlflgzur (year to year change) ;”': i’g ;? 31: L4
to the world scale, SR ranked the 62nd U”HEBFEE[;;‘:IEZI_& mte) o -5 = == 5
out of 176 evaluated countries, which is Hungary * - * -
the worst ranking of the V4 countries; Real GDP (year ta year change) in p.p. % 1,1 1,6 1,7
Poland ranked the best (41), then GDP per head in PKS EU28=100 Index 66 67 57
Hungary (46) and the CzR (54). Cu_rrent account ba_lance % GDP -24 0,0 0,6
The laws on FDI are mportant fom U 255 o abour 2003100
the pomt OPPOV‘U’?”Y f‘?" forelgn in- Productivity of labour (year to year chango) O 0,2 1.3 -1.8
vestors to gain majority in the owner- Inflation rate (HICP) T a,7 3,9 5,7 1,7
ship and possible repatriation risk in the Unemploymenl rale % 1,2 10,9 10,9 10,2
hosting countries. At present, almost all Poland _
countries (including the SR) have this Real GDP (year to year change) in p.p. o 3.9 43 L3
sphere le (a" rov?ded and )there is no GDP per head in PKS EU2ZE-100 Index (5% N - 1 67
p . gally p X Current account balance % GDP -5,2 -4,7 -4.6
great difference between the countries. Unit costs of labour (2005—-100) Index | 113,0 | 114,3 | 116,1
The determinant macro-economic Average monthly wages ELR 612 862 852
stability includes more factors of eco- Productivity of labour (year to year change) Ya 6,7 3,9 1,8
nomic performance, stability and social Inflalion rale (HICF) “ 2,7 | 39 3,7 0.8
development. We monitor their develop- Unemployment rate 3.7 %7 10,1 103

ment in the years 2010-2012 (there are
no complex data for the year 2013).

Note. "The data only with the available indicators; Real product p.p. (permanent prices).
Source: Statistical Office of the SR: the databases of Eurostat [18; 19]

TIndex of perception of corruption is focused on the corruption in the public sector and defines corruption as a misuse of public administration for the
purposes of private profit. It is a complex index, which is created on the basis of researches of independent institutions (FOCUS) which were made among

entrepreneurs and inhabitants of the country.
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Another indicator is the unit labour costs, which are the
highest in Hungary, then go Poland and the SR, and the lowest
values are in the CzR. The productivity of labour as a year-to-
year change in %, was developing as follows: whilst in the year
2010 it was in the SR of 6%, in Poland 6.7%, in the CzR 3.5%
and in Hungary only 0.2%, in the year 2011 there was a decline
in the all V4 countries, and a relatively low level was reached in
the year 2012 as well. In the CzR and Hungary, there were even
negative levels. The average wage in the SR has a growing
trend and it corresponds to the performance of economy and
productivity of labour. When comparing the development of
wages, it is the highest in the CzR, then in Poland and the low-
est level is in Hungary.

Labour force determinant, which is important in selecting
the locality for the future FDI, and mainly the indicators of pro-
ductivity of labour, then sufficient number of labour force, their
structure, qualifications and ability to conform to the new condi-
tions, but also the level of nominal wage as the cost item are
monitored. Development of the number of labour force in the
years 2010-2012 in the SR was as follows: 2.719 million, 2.7064
million and it was 2.7361 million. There were no greater
changes in other V4 countries as well.

An important determinant is also the quality of business
environment, which creates the conditions for a long-term sus-
tainability of economic growth as a basic precondition of busi-
ness development. International comparison was made by
means of more indices, out of which we present the index of
total competitiveness published by the World Economic Forum
(further WEF) and the survey of Doing Business of the World
Bank (WB).

The index of total competitiveness belongs to the oldest
ones being yearly updated and indicates the perspective of the
country to reach sustainable economic growth in a middle-term
horizon. It evaluates e.g. the quality of public institutions, gov-
ernment policy and other factors conditioning the level of pro-
ductivity in a given economy. According to the results of the
report on global competitiveness of 2013-2014 the SR
decreased by 7 levels to the 78th place out of 148 evaluated
countries, and it is historically the worst position reached. The
development of competitiveness in the V4 countries is given in
the following table, which shows that the most stable position is
kept by Poland, and then the CzR and Hungary (see Table 2).

years monitored and was about 89.55 km of roads per square
km. The length of railroads in km has slightly downward course
and its length in the period monitored was 3,587 km. In the air
transport in the year 2010 the number of registered flight oper-
ators was 2,702, in the year 2011, it decreased to 990 and in the
year 2012, there was slight increase to 1,276. In the position of
the V4 countries (according to the data WEF) as for the evalu-
ation of total infrastructure, the CzR was the best, and then
Hungary followed; the SR and Poland had worse positions.

Other determinants, such as the tax system and invest-
ment incentives are also very important in decision making of
investors. Tax burden and wage of employees in comparison of
the SR (19%) with the V4 countries, is lower only in the CzR
(12.5%). When comparing the income tax of legal entities of the
V4 countries, the SR has the highest tax rate (23% since 2013
and 22% since 2014), the tax of other countries being lower (19-
20%).

As at present in the economies there is not a great differ-
ence in creating tax conditions for investors, even a small
change in them can «persuade» the investor to locate the FDI.
Foreign investors are especially sensitive to investment incen-
tives, providing of which is time limited and when they are over,
an investor often moves to another country. In spite of that,
when increasing the competitiveness, a targeted support of
investments is important.

Investment incentives in the V4 countries are provided in
framework conditions, determined by the European Com-
mission and valid legislation in every country in compliance with
the laws within the EU. In the V4 countries, there are different
systems of FDI support, which take into consideration real dif-
ferences in economic maturity and social needs of individual
regions. The structure of state support is based on two main
rules. The first one is prohibition of such a form of support,
which would prevent competition in the internal market; the sec-
ond one is better support for poor regions. In the V4 countries,
there are differences, but also common elements in the ap-
proach to the support of investments and in providing them. The
main forms of direct support include the tax (e.g. tax holidays)
and non-tax incentives (e.g. support in case of creating a new
working place and contribution for education), then it is direct-
ing the support to backward regions, to innovations, to branch-
es with high added value, for protection of living environment

and the like.

Tab. 2: Development of the position of global competitiveness

In the SR, the regional support and help in
employment is provided mainly in the industrial

in the V4 production, technological centres, centres for

V4 countries 2010 2011 2012 2013 strategic services and in tourism. In the CzR,
Slovak Republic &0 69 71 78 investment stimuli are provided mainly in the sec-
hilli::ghazepul}hr ;g jg ég ‘;g tor of industry, in the sphere of services and tech-
Foland 5 a1 a1 4z nologies and mainly for the programmes of

Source: [22]

Annually in the survey Doing Business, the WB compares
the business environment in the world economies and issues a
report. In the report of the year 2014 there were 11 indicators in
189 countries of the world. The SR, which had been in the pre-
vious evaluations the best of the V4 countries, was ranked at
the 49th place. Poland improved her position and was the 45th,
Hungary was the 54th. The CzR was at the worst 75th place
(see Table 3).

In evaluating, the most problematic factors of business in
Slovakia (according to the survey of WEF) are the following:
ineffective state bureaucracy (19.7%), corruption (18.7%),
restrictive working regulation (13.6%), and political instability
(9.9%). In other V4 countries, the most problematic factors are
e.g. tax rates, tax regulation, approach to financing and the like.

The determinant the state of infrastructure, its density
and its amenities is one of the main conditions. which can inten-
sively set back the inflow of foreign investors in less developed
regions (it is said that where there is an end of the highway,
there is an end of the FDI). The traffic infrastructure includes the
length of road network, which has a stagnating character in the
SR and is of the length of 43,916.2 km at the density of road
transport the development of which did not change much in the
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sophisticated projects in the technological cen-
tres. In Hungary, they are directed to industry,
transport and logistics, to human resources, research and
development, tourism and the like. In Poland, it depends on a
specific project and results from a total amount of stimuli in the
specific fiscal year. For the purposes of FDI, more activities are
used including the regional, horizontal and sector instruments
of help.

Conclusions. When evaluating the SR from the point of
view of investment attractiveness in comparison with the V4
countries, we can claim that the economy is belonged to the
most dynamically developing one with the highest economic
growth. Recession, which was fully manifested in the year 2009
and was a worldwide one, referred to all countries of the world
and slowed down the economic growth, high unemployment
came into existence which is still lasting. In spite of that, the SR
has kept high economic growth and a relatively better position
in more aspects, but we must also see the negatives, mainly in
the development of unemployment. The solution lies in increas-
ing the dynamics of economy and it is not possible without FDI.
Therefore, it is important to improve the determinants of invest-
ment attractiveness of economy, which may bring external
resources and secure a long-term growth. The main determi-
nants include political and macroeconomic stability, high quali-
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o T X X 7. Dudas, T. (2004, March). Stav politickeho

Tab. 3: Position of V4 countries in the survey Doing Business 2014 prostredia ako faktor investicnej atraktivnosti v

statoch strednej a vychodnej Europy. Journal of

Indicator SR CZR HU PL International Relations, 2(2), 68-74. Retrieved

) : . from http://econpapers.repec.org/article/

Quality of business cnvironmaent 49 75 54 45 brvjournl/v_3a2_3ay_3a2004. 3ai_3a2 3ap._
Start of husiness 108 146 EE] 116 3a68-74.htm (in Slovac).

— - - - 8. Dudas, T. (2005, January). Stav dopravnej a
Licence procedurs 33 86 47 88 informacnej infrastruktury ako kriterium pri hod-
Access to the electric energy 65 116 112 137 noteni investicnej atraktivnosti statov v regione

- - strednej a vychodnej Europy. Journal of
Property registration 11 37 45 >4 International Relations, 3(1), 55-61. Retrieved

P ; ; from http://econpapers.repec.org/article/
Availabil f Credit R Capital 42 55 55 3

vailability of Credit Resources Capita brvjournl/v_3a3_3ay_3a2005_3ai_
Protection of investors 115 98 128 52 3a1_3ap_3a55-61.htm (in Slovac).

) I 9. Fabus, M., & Kohutar, M. (2010,
Faying taxis 102 122 124 113 September). FDI development during the crisis
Ower the border trade 108 =13 /0 49 from 2008 till now. Paper presented at ISC

— . ; «Control and Modelling Financial Risk» (pp.
Enforceability of contracts 65 5 15 i 87-92). Ostrava, Czech Republic. ISBN 978-80-
Solving Insalvency 38 79 70 37 248-2306-5 (in Czech).

_ —— 10. Fabus, M.(2012, March). Vyuzitie korelacnej
Index of security rights (0-10) 7 analyzy pri skumani zavislosti prilevu PZI a
o ; _ hospodarskeho rastu na urovni regionov
Index of credit infarmatian (0 - 6] 4 Slovenska. Economics and Business, 2, 23-30.
Cowverage of public credit registries (in % of the adults) 2,7 5,4 0,0 0,0 ISSN 1337-4990. Retrieved from
. A http://www.paneurouni.com/sk/pevs/casopisy/

Coverage by private companies {in % of the adults) 61,6 76,0 B2.8 73,2 vedecky-casopis-fep/ (in Slovac).

Source: Database Doing Business 2014 [21]

ty of business environment, labour force, developed infrastruc-
ture, tax system and investment stimuli. Analysing them, we
have come to the conclusion that the position of Slovakia
belongs to the best in V4 area, but some indicators must be
improved.
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