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ABSTRACT 

One of the most significant developments in the last couple of decades in the 
world economy are the rapidly growing FDI . The purpose of this paper is to 
investigate effects on the host countries and to answer if FDI is a solution for 
economic development in the emerging countries. The paper will use and analyse 
statistics on FDI and discuss a broad empirical literature studying the FDI 
impacts. The majority of empirical evidence supports that FDI has positive impact 
on economic growth, with the exception of FDI into primary sector. However, 
technology spillovers, especially in manufacturing sector, tend to take place only 
in countries which have small technology gaps compared to the country of FDI 
origin. On the other hand, FDI into services, especially into banking and 
telecommunication sector are likely to enhance the productivity of manufacturing 
sector. There prevails positive evidence of FDI impact on wages and ambiguous 
on wage inqualities and employment. The impact of FDI in the Czech Republic is 
in line with mentioned standards. The impact on growth has been positive, 
however, probably due to considerable productivity gap, there is no clear evidence 
of positive technology spillovers. On the other hand FDI into services is likely to 
have brought positive forward spillovers.  

 

ABSTRAKT 
 
Objem toků přímých zahraniční investic (PZI)  ve světě za poslední desetiletí 
prudce narostl. PZI jsou často zmiňovaným, téměř nezbytným nástrojem pro 
hospodářský růst a rozvoj, často jsou zmiňovány v souvislosti s PZI skloňovány 
technologické „spillovery“ či tvorba pracovních míst. Diplomová práce se zabývá 
otázkou zda-li jsou tyto efekty PZI v praxi prokázány a bude zkoumat zejména 
vlivy PZI v méně rozvinutých zemích.  Autorka analyzuje dostupné empirické 
studie a data. Příznivý dopad PZI na hospodářský růst všeobecně platí s výjimkou 
PZI do primárního sektoru. Často zmiňované „spillover“ efekty ovšem překvapivě 
nejsou univerzálně potvrzeny zejména v sekundárním  sektoru (průmyslu). Zdá se, 
že rozhodujícím faktorem pro existenci pozitivních „spilloverů“ je malý rozdíl 
v produktivitě mezi zahraničními a domácími (hostitelskými) subjekty.. Na 
druhou stranu PZI do sektoru služeb se mohou stát účinným nástrojem pro rozvoj 
průmyslu i v méně rozvinuté zemi. Podniky PZI vyplácí vyšší mzdy ve srovnání 
s domácími subjekty, vlivy PZI na zaměstnanost a nerovnost mezd jsou velmi 
nejednoznačné. Dopad PZI na Českou republiku se zdá být ve shodě 
s všeobenými zjištěními o PZI. Vliv na hospodářský růst je pozitivní, prezence 
pozitivních „spilloverů“ zejména v sekundárním sektoru je ovšem nepotvrzena. 
V sektoru služeb pouze pozitivní „forward“ spillovery potvrzeny empirickými 
studiemi.  
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Obsah práce a hypotéza: 

Přímé zahraniční investice (PZI) jsou často zmiňovaným, téměř nezbytným nástrojem pro 
hospodářský růst a rozvoj. Mnoho zemí zavedlo různé formy pobídek PZI. Kromě kladného 
hodnocení kapitalizace ekonomiky či tvorby pracovních míst bývájí často zmiňované tzv. spillover 
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směru. Případná negativa způsobená přílivem PZI do ekonomiky jsou skloňovaná mnohem méně. 
Diplomová práce se zabývá otázkou zda-li jsou PZI opravdu univerzálním nástrojem pro 
hospodářský rozvoj, případně  otázkou jaký typ PZI a za jakých podmínek působí blahodárně na 
přijímající země. 

První kapitola diplomové práce se bude zabývat realistickým hodnocením dopadů PZI na hostující 
země na základě dostupných dat a empirických studií. Dopady PZI budou v práci rozděleny 
zejména na dopady způsobené PZI do sekundárního sektoru (průmysl) a PZI do terciálního 
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bude věnována působení PZI v méně rozvinutých zemích a otázce.  Druhá kapitola diplomové 
práce bude na základě poznatků z kapitoly první, dat pro Českou republiku a empirických studií 
zkoumat vlivy PZI v České republice a věnovat se otázce zda-li se splnily pozitivní očekávaní 
spojené s přílivem PZI, vlivy PZI budou skrukturalizován a ohodnoceny. Zvlášť budou zkoumán 
sektor průmyslu a sektor .  
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1. Introduction  

Foreign Direct Investment (FDI) along with economic liberalization is viewed by 

many politicians and economists as an instrument for economic growth and 

development. Many countries, both developing and developed have liberalized 

their markets and let foreign companies and Multinational companies (MNCs) 

enter in hope that increased competition will help to optimally allocate resources 

thus allowing economy to develop in the most efficient way. In cases of 

developing and developed countries FDI has been seen as a fast way of 

capitalization and access to advanced technologies, with expectance of positive 

spillovers on the domestic economy. Since the 1990s many countries have started 

to liberalize their economies more or less ambitiously. Now in 2008, there are 

many empirical evidences and papers available, on the impact of FDI on the host 

countries. The majority of the papers are studying the FDI into manufacturing 

sector (manufacturing FDI) and their impact on economic growth (Kokko et al 

(1994), Blomström and Sjoholm (1999), Kinoshita (1998), Abraham et al (2007) 

etc. There are not many papers studying impact of non-manufacturing FDI on host 

countries.  

The aim is to collect and analyze the available data on the impact of FDI on 

economic growth, domestic firms (spillovers) in manufacturing and non-

manufacturing sector. In order to provide more complex information, the FDI´s 

impacts on other aspects of economy such as on unemployment, income or gender 

inequalities will be mentioned. The thesis will distinguish between manufacturing 

and service FDI. The special attention will be dedicated to FDI into service sector, 

which dominates the total FDI flows.  

On the basis of such complex approach I will try to answer how FDI influences 

the total economic environment and what are the possible dangers. The second 

part of the thesis will be dedicated to the evaluation of the FDI inflows to the 

Czech Republic based on the outcomes from section one.    

 

 



11 

 

2.  Foreign Direct Investment: overview of advantages and disadvantages 

2.1. Foreign Direct Investment in theory 

 

Foreign direct investment (FDI) is characterized as a long-range investment by a 

foreign direct investor in an enterprise resident in an economy other than that in 

which the foreign direct investor is based. The Foreign Direct Investment 

interrelation consists of a parent enterprise and a foreign affiliate which together 

form a multinational corporation (MNC). Over a half of a world trade is 

connected to FDI.1 70% of FDI flows occur between developed economies.2 

Figure 1 World Net FDI flows 1970-2006 (USD current prices in millions) 

 

Source: UNCTAD 

The theories why FDI take place were developed since the 1950s. Stephen Hymer 

(1960) states that firms to own and control foreign value-adding activities they 

must possess some kind of innovatory, cost, financial or marketing advantages - 

specific to their ownership - which is sufficient to outweigh the disadvantages 

they face in competing with indigenous firms in the country of production. 

Advantages are meant mainly access to raw materials, economies of scale, 

                                                            
1Source: WTO 

2 Source: UNCTAD FDI STATISTICS 
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intangible assets such as trade names, patents, superior management etc or 

reduced transaction costs when replacing an arm's length transaction in the market 

by an internal firm transaction. John Dunning (1980)3 developed a FDI theory 

based on macroeconomic theory and trade, as well as microeconomic theory and 

firm behavior. By combining Ownership specific advantages, Internalization 

specific advantages and Location specific advantages, we get the so called OLI 

paradigm, where FDI= O + L + I. Ownership advantages (why go abroad?) arise 

from knowledge capital, which can be replicated in different countries without 

losing its value, and easily transferred within the firm without high transaction 

costs. Internalization advantages (how go abroad?) arise because a hierarchy is a 

more efficient way of organizing transactions than a market. Localization 

advantages (locate where?) can have form of geographical closeness, cheap 

inputs, jumping trade barriers. The OLI paradigm, suggests that the greater the O 

and I advantages possessed by firms and the more the L advantages of creating, 

augmenting and exploiting these advantages from a location outside its home 

country, the more FDI will be undertaken. In order for foreign firms to compete 

effectively with locally networked firms, they must possess certain special 

characteristics in form of cost-advantages, advanced technologies or product 

superiority that justify their investment in a foreign country (Dunning, 1977).  

2.2. Types of FDI 

 

FDI have several objectives:  

A) Market seeking:  Penetrating new markets for the firms` finished products. It 

might be also a defensive strategy; this kind of investment can be undertaken out 

of fear of losing a market rather than discovering a new one. It can be a unique 

possibility for some type of services for which production and distribution have to 

be contemporaneous (telecoms, water supply, energy supply). 

                                                            
3 Professor Dunning is Emeritus Professor of International Business at the University of Reading, UK and State 

of New Jersey Emeritus Professor of International Business at Rutgers University, New Jersey, USA 
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B) Resource seeking: Investments which seek to acquire factors of production that is 

more efficient than those obtainable in the home economy of the firm. E.g. 
minerals, raw materials, or lower labor costs for the investing company 

C) Efficiency seeking: Investments which firms hope will increase their efficiency by 

exploiting the benefits of economies of scale and scope, and also those of 

common ownership. Firms seek to benefit from differences in product and factor 

prices and to diversify risk. It is suggested that this kind of FDI comes after either 

resource or market seeking investments have been realized, with the expectation 

that it further increases the profitability of the firm. 

D) Strategic asset seeking FDI. MNCs pursue strategic operations through the 

purchase of existing firms and/or assets in order to protect ownership specific 

advantages in order to sustain or advance its global competitive position.  It can be 

acquisition of key established local firms, local capabilities including R&D, 

knowledge and human capital or market knowledge. 

FDI takes place as a:  

A) Greenfield investment meaning, the expansion of existing facilities or a direct 

investment in new facilities (in an area where no previous facilities exist) 

B) Mergers and Acquisitions. Transfers of existing assets from local firms to foreign 

firms, takes place. Foreign (or cross-border) mergers occur when the assets and 

operation of firms from different countries are integrated to establish a new legal 

entity. Foreign acquisitions occur when the control of assets and operations is 

transferred from a local to a foreign company, with the local company becoming 

an affiliate of the foreign company.  

Third way how to distinguish between different types of FDI is the division into 

horizontal and vertical FDI. Horizontal FDI is investment in the same foreign 

industry as a firm operates in at home. Vertical FDI has backward or forward 

direction. Horizontal FDI is mainly connected with mergers and acquisitions and 

with market seeking motive. Vertical FDI is usually based on efficiency seeking 

motive and occurs via both greenfield and mergers or acquisitions. 
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From the financial point of view WTO defines three main categories of FDI: 

A) Equity capital is the value of the MNC's investment in shares of an enterprise in a 

foreign country. An equity capital stake of 10 per cent or more of the ordinary 

shares or voting power in an incorporated enterprise, or its equivalent in an 

unincorporated enterprise, is normally considered as a threshold for the control of 

assets. This category includes both mergers and acquisitions and greenfield 

investments (the creation of new facilities).  

B) Reinvested earnings are the MNC's share of affiliate earnings not distributed as 

dividends or remitted to the MNC. Such retained profits by affiliates are assumed 

to be reinvested in the affiliate. This can represent up to 60 per cent of outward 

FDI in countries such as the United States and the United Kingdom. 

C) Other capital refers to short or long-term borrowing and lending of funds between 

the MNC and the affiliate. 

FDI are directed in all sectors of economy.  Primary sector (mining, agriculture), 

secondary sector (industry, manufacturing) and tertiary sector (services).  FDI into 

primary sector tend to be resource seeking, while FDI into secondary sector are 

likely to be efficiency seeking and FDI into tertiary market and strategic asset 

seeking. As FDI into secondary and tertiary sector create together the decisive 

amount of FDI flows, this thesis will discuss the impact on host economies of 

these two FDI types.   

2.3. FDI: a Growth Accelerator? 

 

Recently the level of Foreign Direct Investment (FDI) and economic openness of 

a country seems to indicate how well off will the country be in economic terms. In 

the media FDI is often presented as a clear tool of economic growth and there are 

many discussions about FDI incentives. As the in pre-war and first post-war 

decades were many countries strongly protecting their economies with several 

tariff and contingent quotas. Later in the 80s a trend of liberalization, privatization 

and FDI took place partly as consequence of the debt crisis, which cut off 

developing countries from credit and portfolio investment, partly as a 

consequence of global economic-political integration attempts.  
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Free trade, open markets (including capital and financial) seemed to enhance 

effective allocation of services and competitiveness through the Western 

developed world. Policy of opening markets for trade and foreign investment 

started to be recommended also to the developing and transiting countries as a tool 

of faster economic development. 

 Jarolím (1999) states that on the macro level the new endogenous growth theories 

explain the growth rate also as a catch-up process considering the technological 

level of developing country. This catch-up process depends on implementation of 

new technologies, which are already used in developed countries.  Such 

implementation happens through international trade, economic integration and 

FDI. Further Bhagwati (1985) discussed protectionism and import substitution 

industrialization4 and he concluded that developing countries should liberalize 

their trade. Borensztein, De Gregorio and Lee (1998) found out a positive effect of 

FDI coming from OECD countries to developing countries on the economic 

growth in these countries. WTO paper5 gives arguments for the FDI into the 

developing countries: „First, there appears to be a wide consensus that FDI is an 

important, perhaps even the most important, channel through which advanced 

technology is transferred to developing countries. Second, there also seems to be a 

consensus that FDI leads to higher productivity in locally owned firms, 

particularly in the manufacturing sector. Third, there is evidence that the amount 

of technology transferred through FDI is influenced by various host industry and 

host country characteristics. More competitive conditions, higher levels of local 

investment in fixed capital and education, and less restrictive conditions imposed 

on affiliates appear to increase the extent of technology transfers. Similarly 

Christiansen (2002) mentions some important impact of FDI like integration and 

international trade, spillovers due to foreign corporate presence, including 

technology diffusion and human capital development, direct impact on corporate 

efficiency, the effect on enterprise development and restructuring. He points out 

                                                            
4 Import Substition Liberalization was a  policy introduced e.g. in Spain in the 50s. Such policy revealed some 

results, however in longer term it led to current accout balance and other structural problems. 

5 “Trade and foreign direct investment” WTO NEWS,1996 PRESS RELEASES,PRESS/57,9 October 1996  
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that FDI is the most stable source of external finance, which is very important for 

developing countries. He also states that “Policies aimed at harnessing FDI as a 

tool for limiting imports or boosting exports have not been generally successful”. 

Christiansen further gives a list of policies which should developing countries 

employ in order to attract FDI and enjoy the possible positive spillovers: E.g. 

pursue sound macroeconomic policies geared to sustained high economic growth, 

price stability, sustainable external accounts, promotion medium-term fiscal 

discipline, efficient and socially just tax systems and prudent public-sector debt 

management, consolidation of low, enshrining the principle of non-discrimination 

etc.  

Conversely, there are also other opinions with regard to FDI as development tool. 

Rodrik (2001) points out some possible problems with policies recommended 

regarding receiving the maximum benefits from inward FDI. “In real world fiscal 

resources, administrative capabilities and political capital are all scarce and 

choices need to be made about how to deploy them. In such world viewing 

institutional priorities from the vantage point of insertion in the global economy 

has real opportunity costs.” He asks an illustrative question: should the 

government train more bank accountants and auditors even if it means fewer 

secondary-school teachers?  

Rodrik (2001) discusses in his paper the “obsession” of development via 

liberalization. He points out that nowadays the liberalization does not consist only 

of removing the trade and capital markets barriers. He states that “countries have 

to comply with long list of admission requirements ranging from patent rules to 

banking standards”. Further he stresses distorted policymakers priorities and the 

uniformity of recommended measures. On the field of financial codes and 

standards Rodrik mentions that nowadays the Anglo-Saxon way of corporate 

governance is often applied and required and thus the paths are closed for an 

alternative (like German or Japanese or South Korean)one. East Asia is often 

given as an example of region which has greatly benefited from FDI. Rodrik 

agrees that Southeast Asia, China and India enjoyed graduate integration into the 

world economy and that massive FDI inflow was important for the rapid growth. 

But he continues arguing that in the 1960s and 1970s there were sparse trade rules 
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and economies faced almost none of today´s pressure to open their borders to 

capital flows. These countries combined their outward orientation with 

unorthodox policies like high levels of tariff and non-tariff barriers, public 

ownership of large segments of banking and industry, export subsidies, domestic-

content requirements, import-export linkages, directed credit, patent and copyright 

infringements and restrictions on capital flows (included FDI). Rodrik (2001), 

page 10, states that:  “The available studies reveal no systematic relationship 

between a country’s average level of tariff and non-tariff restriction and its 

subsequent economic growth rate. If anything the evidence for the 1990s indicates 

a positive relationship between tariffs and economic growth.” Rodrik doesn’t 

refuse liberalization, but he stresses that nowadays its role for economic 

development is overvalued, especially with regard to capital flows. Rodrik (1999) 

further argues that countries that have fully adopted the openness are not better of. 

He states that despite sharply lower barriers to trade and investment “scores of 

countries in Latin America and Africa are stagnating or growing less rapidly than 

in the heyday of import substitution”. Ha-Joon Chang (2007) gives in his paper 

data, which prove that the rate of economic growth slowed down after 

introduction of strong trade liberalization particularly in Latin America. One 

might argue that there are exceptional liberalized countries like Brazil6 which are 

doing well and are expected to become one of the world’s leading economic 

powers. However the liberalization in Brazil took place within the boundary set 

down by the paradigms inherited from the times of protectionist industrialization.  

 Opinions that FDI are important factor for growth in developing countries, but 

under given conditions, especially appropriate and individual industrial policy for 

every single country were mentioned in a presentation on the WTO symposium7 

in 2003, in which states that realizing the potential advantages from FDI requires 

                                                            
6 Brazil finally opened the market in the early 1990s. Brazil was one of last countries in the regions, however 

the comlex trade liberalization program was implemented quickly. These changes, however, were limited given 

the paradigms of foreign and trade policies inherited from the period of protectionist industrialization. 

7 Foreign Direct Investment and the World Trade Organization (WTO): Myths and realities, symposium called 
Challenges ahead on the road to Cancún World Trade Organization, Centre William Rappard, Geneva, 
Switzerland, 16, 17 and 18 June 2003  
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more than liberalization and investor protection, especially regulatory and 

institutional provisions in the host countries.  

Ha-Joon Chang (2007)8 has argued that “distant and more recent history shows 

that successful FDI often occurred in the context of active industrialization 

policies designed  to build local capacity, create dynamic linkages between 

foreign and domestic investors, transfer technology and safeguard the balance-of 

payments.“ 

Stiglitz (2002) accepts FDI as a source of technology and knowledge transfer, but 

he also mentions possible problems.” FDI raises a series of issues essentially 

related to the abuse by multinational corporations of their market power.” He 

devotes particular attention to the way in which multinationals abuse their market 

power in developing country, undermining local competitors and charging prices 

which from the point of view of Pareto-efficiency are socially non-optimal.9 

Stiglitz does not criticize FDI and liberalization per se, he rather criticize 

policymaking of the Western governments and international organizations. The 

key of good globalization is according to him in good institutions.  He refuses 

extensive government interventions but he agrees that a well informed 

government can induce some good measures. Further he criticizes Western 

countries forcing the developing countries into liberalization while maintaining 

protectionism (agriculture, uranium and aluminum in the U.S.). He offers 

examples of   Botswana or China who denied the IMF policymaking and finally 

did well. Further he disagrees with fast privatizations and deregulations. Finally 

he points out the need of individual approach to every country. 

Thus one can see that theoretical prospects about FDI impacts are mixed. Some 

authors present FDI as a most important factor of economic growth and suggest 

liberalization as a best policy. Other authors mention dangers connected to FDI. 

There are opinions that every country needs individual approach and that some 

                                                            
8 University of Cambridge, Faculty of Economics 

9 Mold (2004) 
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degree of protectionism and industrial policy maybe the best FDI management.  

Following pictures illustrate two possible scenarios. 

Figure 2  FDI: Good and Bad Scenario 

Good scenario: 

 

Bad scenario: 

 
Source: Mold (2004), own elaboration 
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The two following chapters are going to discuss the empirical evidence of FDI 

spillovers. The division on manufacturing and services is introduced because these 

two FDI types have different nature and thus different impact on host countries. 

Usually when discussing FDI spillovers the source data are not emphasized. 

Majority of spillovers research and FDI incentives discussions are done on 

manufacturing sector.  

2.4. Manufacturing FDI Spillovers: Empirical Evidence 

 

Manufacturing FDI is the most widely researched of the different FDI types. 

Many countries are applying policies of FDI attraction; however the empirical 

evidence reveals ambiguous results and therefore puts a question mark above that 

policy. There are studies which confirm positive economic impact of FDI on the 

host country, others exist which deny it. One can observe the following briefly 

summarized results of various empirical papers.   

Kokko et al (1994) were examining intra-industry spillovers from FDI in 

Uruguayan manufacturing plants in 1988. They have not found horizontal 

spillovers in general,   only for those locally-owned plants with moderate 

technology gaps compared to the foreign firms 

Blomström and Sjoholm (1999) made research on the impact of manufacturing 

FDI in Indonesia. They conclude that foreign plants show higher labor 

productivity compared to purely domestic. Only domestic non-exporting firms 

seem to enjoy the productivity spillovers coming from the foreign firms. Authors 

suggest that: “Technology spillovers are more a result of the increased 

competition that follows FDI than ownership sharing of the multinational 

affiliates.” 

Kinoshita (1998) in his paper on Chinese economy concludes that the presence of 

foreign companies in industry contributes to the total factor productivity growth 

of domestic companies in the sector. Alvaro (2003) revisited in her paper the FDI 

and economic growth relationship by examining the role FDI inflows play in 

promoting growth. She had sample of 47 countries including both developing and 
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developed. She found out, that FDI tend to have negative effect on growth in the 

primary sector, while a positive one in manufacturing.  

Figure 3 FDI in the Manufacturing Sector and Growth 

   

Source: Alvaro (2003) 

Aitken and Harrison (1999) made research on more than 4000 Venezuelan 

industrial plants for the period 1976-1989. They found negative impact of 

increased number of MNCs on the productivity of domestically owned 

Venezuelan firms, which operate in the same industry as foreign companies do. 

Seconds, the increase of foreign equity participation is correlated with increase of 

productivity of recipient plants with less than 50 employees. 

Tytell and Yudaeva (2005) found out in their study on manufacturing companies 

in the CEEC, that in countries with better institutions and more FDI (countries 

with smaller gap), in their case Poland and Romania, FDI has lead (after initial 

decline) to higher capital-labor ratio of domestic firms. The contrary result 

occurred in countries with worse institutions and less FDI inflow (Russia, 

Ukraine). When looking for traditional spillovers they failed to find evidence of 

their presence. One interesting partial result was that export-oriented foreign firms 

create positive spillovers on domestic firms. They also mention that the 
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productivity of foreign firms matter. The more productive the better chances for 

spillovers. 

Peter et al (2004) were studying spillovers in Russia and the Czech Republic for 

middle-size and large industrial firms. They revealed that in both countries are 

negative spillovers present over time. In Czech Republic they became alleviated 

over time and in Russia they become stronger. They consider the factor of small 

productivity gap as important for productivity spillovers. 

Abraham et al (2007) found for Chinese economy„domestic firms benefit from 

horizontal spillovers from foreign firms on average. “Though, they gave some 

qualifications: “Spillovers are less likely to occur from fully foreign owned firms 

than from joint-ventures“. „Second, spillovers from foreign direct investment 

originating from oversees Chinese (Hong Kong, Macau and Taiwan) are stronger 

than from the rest of the world. Third, spillovers are higher in the special 

economic zone aimed at attracting foreign capital to fasten the development of 

China’s own high tech industries.  

Griffith et al (2002) studied spillovers from manufacturing FDI in the UK, using 

data from period 1980-1992. He found out convergence to the technological 

frontier and thus positive spillovers.  

The manufacturing FDI spillovers research is focused mainly on horizontal 

spillovers. Based on the empirical evidence horizontal spillovers tend to be 

positive in case of “small gap” of foreign and domestic plants in terms of 

productivity.  Less developed countries which significantly liberalized their 

economies (Venezuela, Uruguay, Russia) do not seem to benefit from positive 

spillovers (with exception of Indonesia), at least under their economic policy 

conditions. The productivity gap in these countries is probably so big, that the 

destruction effect on domestic plants occurs in stead of productivity spillovers.  

More advanced countries are more likely to take advantage from manufacturing 

FDI spillovers or there may be expectance of positive spillovers   in the future 

(UK, Czech Republic). Furthermore the spillovers are more likely to occur in 

special industrial zones where operate foreign and domestic companies together. 

As an example of successful industrial clusters one may mention China, Korea, 
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India but also Ireland or Germany. Such clusters are probably a way how to 

increase the domestic firms´ productivity and thus decrease the productivity gap. 

On the other hand the poorest countries are not likely to benefit from 

manufacturing FDI due to huge productivity gap, corruption, bad economic policy 

and FDI management which is not able to create plausible conditions for 

interaction of foreign and domestic firms e.g. industrial and R&D parks.  

One might argue that if small productivity gap leads to positive spillovers, poor 

countries should benefit from less technological advanced FDI. This situation 

would not lead to destruction of domestic producers, however any strong 

technological improvements wouldn’t be observed. Appropriate industrial policy 

was seen by Rodrik (2001) and Ha-Joon Chang (2007) as a key to the success of 

FDI in East Asia, as only region, where FDI have had really positive impact.  

Thus, given the empirical results, one might conclude that manufacturing FDI lead 

to economic growth (significant positive effect Alvaro (2003)). However 

considering the productivity spillovers, the results are ambiguous. If there is 

smaller gap in productivity between domestic and foreign firms, FDI tends to 

create more positive spillovers than if the gap is big (Kokko et al (1994), Tytell 

and Yudaeva (2005), Peter et al (2004)). In such a case are also negative 

spillovers possible outcome. Seconds, creation of industrial clusters helps to 

create positive spillovers. Thirds complete liberalizations don’t have to be the best 

policy. History tells us that under reasonable industrial policy which is appropriate 

for given country, the positive effects of FDI are enhanced. Such a policy may 

consist of selection of good FDI industries, support to selected domestic forms, 

tax holidays, directed credits etc. A traditional neoclassic liberal would argue that 

if FDI under liberal regime was not successful it was due to incomplete 

liberalization, but in the world of externalities and asymmetries such argument is 

questionable. 

Abraham et al (2006) found evidence of special economic zones which attract FDI 

to be beneficial for China, Hanson (2001) specified three important factors which 

make FDI likely to benefit the host country. MNCs should be intensive in 

elastically supplied factors, their arrival should not lower market share of 



24 

 

domestic firms and should create strong positive productivity spillovers for 

domestic agents. He concludes, that FDI attraction is recommended just in cases 

when there is “clear and direct evidence of substantial positive spillover and 

where multinationals are unlikely to choose the optimal level of production 

without subsidy or other inducement”. Thus it seems that careful FDI attraction 

policy will bring more positives and overweight externalities, on the other hand 

the opposite outcome is also possible. 

 

2.5. Services FDI: What is special about them? 

 

 This chapter will be dedicated to FDI in service sector (SFDI). SFDI are 

dominant in the world FDI flows. This trend is strengthened since 1998, when 

SFDI started to grow intensively while secondary sector FDI became to fall.  

Figure 4 Shares of Services in Foreign Direct Investment (2002) 

 
Source: Banga (2005) 

 

“According to UNCTAD the service industries accounted for a massive 63% of 

world FDI flows in 2001.”10 Services liberalization and thus FDI inflows started 

                                                            
10 Kolstadt, Villanger (2004) 



25 

 

to appear more massively in the 90s.,  Koekkoek (1988) mentions among  reasons 

of protectionism in „Western world“ : 

A) „A) Since comparative advantages in services lie mainly with developed 

countries, especially in modern services, they saw no gains for themselves. 

B) They considered services to be very important to the development process and so 

wanted to build their own service industries.“ 

 

When considering the structure of FDI in services Sauvant (2007) mentions that 

„the structure of SFDI is changing. It used to be that two-thirds were in trade and 

financial services. This share has declined substantially, to about 45%. Instead, 

‘new’ services have emerged, ranging from telecommunications, to power 

generation, health services and various business services, including R&D and call 

centers.“ 

 

When one asks on sophisticated definition of services, Hill (1977) points out the 

fact that services cannot be accumulated; he stresses the interaction between the 

provider and user of the service.  There were many discussions about the 

definition thus the Hills one was many times modified. There border between 

goods and services is unclear. Some of them like software can be normally 

stocked and traded, while others require the simultaneity of production and 

consumption. Banga (2005) mentions two important features which distinguish 

manufacturing and service FDI: “a) in manufacturing, the segmentation of 

production process can take place as a result of which FDI can establish value 

chain of production by splitting labor intensive part and less labor intensive part 

of production process in different countries. But because of low tradability in 

services, such segmentation in services is very difficult. b) Services affiliates have 

a lower propensity to engage in intra-firm trade than manufacturing affiliates 

(again because of problem with respect to splitting up), but at the same time they 

are more skill and capital intensive (precisely for the same reason) than 

manufacturing affiliates. “ 

 

Why should they be studied separately? This thesis’s goal is to study the impact of 

FDI on the host countries; one has to make some structure and order in the 
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process of evaluating the FDI. One way to achieve that is to define the differences 

in nature of goods and service. Mattoo (2001) states that “the key difference 

between trade in goods and services in terms of their growth impact stems from 

these two distinguishing features of service liberalization: the fact that imports of 

services must be locally produced and that liberalization leads to enhanced 

competition, both domestic and foreign.”  

Within service sector, the spillover effect similar to one in manufacturing sector 

(technological and R&D parks, where foreign and domestic firms work together 

on research and development) is less likely to take place. On the other hand the 

some services MNCs practices and knowledge are more visible and (marketing, 

retailing, etc.) and easier to transfer to the domestic area than the manufacturing 

ones, which tend to be protected. However for the most important services like 

banking or telecoms the knowledge is hard to “copy”.  Another special feature of 

services FDI is the bringing of “new culture” and “consumer-behavior patterns” 

which on the bases of services FDI becomes more globalized. These patterns can 

further enhance the consumers´ will to consume more 

 

When one asks about the impact of services FDI on the host countries, there is no 

simple answer. The vast majority of literature and research is made on impact of 

manufacturing FDI. As mentions Mattoo (2001) according to the neoclassical 

model there would be no effect of trade liberalization on the economic growth but 

in endogenous growth models both positive and negative effects are positive. He 

further states that “in sector like telecommunications, software, financial services 

and transport there is considerable scope for learning by doing, knowledge 

generation, expanding product variety and upgrading product quality. Thus 

services FDI should create positive effect on consumer, should bring managerial 

know-how spillovers and positive spillovers on manufacturing sector. Banga 

(2005) in line with Mattoo (2001) mentions among advantages of liberalization of 

services sector: 

A)  „The role of services as producer inputs is important. The efficiency in producer 

services can be reached by liberalization of these services.  

B)  Along with horizontal linkages services also provide the producers with vertical 

linkages, which help the producer to remain competitive.  
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C)  Domestic consumers gain from lower prices and higher efficiency of the 

consumer services provided to them. “ 

 

However efficiency and lower prices can also contain decrease of value and 

choice, which means negative effect on consumer. Taking into account the special 

features of services FDI (not possible splitting into labor intensive and less 

intensive parts of production) one can see that in services there is probably less 

danger of low labor cost seeking and re-exporting with further risk of moving to 

cheap localities, as services are usually market-seeking, not efficiency seeking11. 

However when they are not profitable enough, they don’t move to cheaper 

locality, they close the branch down and move to more attractive market. Of 

course there are exceptions in services companies which are efficiency seeking 

(software firms, call centers etc.). Considering the second observation about 

SFDI, the typical skill intensity, we immediately see the next possible advantage: 

employing skilled people, who further broaden their knowledge and later perhaps 

reuse those skills by either setting up their own service firm or move to work for 

domestic competitor, therefore improving the host economy. The capacity of 

service spillovers is in these cases is in managerial and organizational know-how, 

which might be very important and beneficial for the host country. However, as 

MNCs pay usually higher wages, the probability that a skilled employee will 

change the employer to the domestic one can be low. The danger of dual economy 

is present. 

 

SFDI might seem to be perfect for developing countries to progress. Access to 

foreign savings via foreign bank presence, to modern telecommunication via 

foreign operator or internet might seem as a perfect method of development. 

There is some empirical evidences confirming positive effects of SFDI on 

economic growth and manufacturing sector. Mattoo et al (2001) run regressions 

for 60 countries in period 1990-1999. He has obtained following results: 

 

                                                            
11 There are exceptions, e.g. software, call centres FDI may be efficiency seeking (they are not limited by 

presence of provider and user at one time on one place 
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Figure 5 Financial and Telecommunication Liberalization and Economic Growth 

 
Source: Mattoo et al (2001) 

 

He found both financial services and telecoms liberalizations positively 

influencing the growth rate performance. “Countries which have liberalized their 

financial and telecommunication sector increased the economic growth by 1,5%.” 

Khoury and Savvides (2006) studied relationship between financial and 

telecommunication openness and growth. They find “evidence of a positive and 

significant relationship between openness in telecommunication services and 

growth for countries with income per capita below an endogenously determined 

threshold level and no evidence with income per capita of a significant 

relationship for countries above the same threshold. Concerning the financial 

services sector, the results are reversed: there is evidence of a positive and 

significant relationship between openness and growth for countries with income 

per capita above the threshold and no significant relationship for countries below 

the threshold.” Their thresholds were computed as 6003 USD per capita for 

telecommunications and 2291 USD per capita for financial services. 

 Fernandez and Paunov (2008) have found strong evidence of positive and 

significant effect of FDI in services on productivity growth of manufacturing 

plants. They suggest that further liberalization of barriers to services FDI could be 

beneficial for developing countries.  Gorodnichenko et al (2007) making research 
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on 17 emerging countries in period 2002-2005 found for services FDI positive 

backward and horizontal spillovers, they explain it by „relative visibility“ of 

methods and skills of production. 

Alvaro (2003) did not find clear evidence of positive impact of SFDI on economic 

growth economic growth as demonstrated in following table. 

Figure 6 FDI in the Service Sector and Growth (1981-1999) 

 

Source: Alvaro (2003) 

The expected capacity of some services spillovers to the host country firms may 

be limited (especially in the horizontal way) in the sense that the MNCs especially 

those employing high-skilled employees which pay much higher wages 

comparing to the domestic firms; there is no incentive for such employee to go to 

work for the domestic company. Furthermore, the services which are strongly 

dominated by foreigners (consequence of low competitiveness of local service 

suppliers) there are simply not enough domestic competitors, which would absorb 

these spillovers. With SFDI one can expect problems with loss of competitiveness 

of small domestic service providers (especially retail services), increased 

unemployment and or predatory behavior of FDI entrants.  These outcomes are in 

line with the FDI in manufacturing sector as well. There is perhaps one small 

difference. SFDI does not bring always a superior technology (with exceptions of 
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new telecoms technologies or software), the main value added consists in usually 

know-how (banks, marketing, consulting companies) and further SFDI are 

directed to profitable sectors like (banking, telecoms, retails) where profitability is 

highly probable the result of higher concentration ratios. Thus once the dominant 

market share is achieved by foreign company, it is very likely the profits will be 

less reinvested they are more likely to be repatriated.  

 

There has not been enough economic research on SFDI and its effects on 

consumer’s welfare, economic concentration, or possible dominant position abuse 

by MNCs. This field should be studied more deeply, because some empirical 

evidence reveals that it could be relevant. In the next chapters the paper will look 

into the banking sector, telecommunications and retailing, which are sectors with 

huge FDI inflows. 

2.5.1. Financial Sector 

 

Financial sector is probably crucial considering the SFDI. Liberalization of 

financial services appeared in the 1970s in OECD countries, Latin America and 

Asia, later in the 1990s in CEEC12. OECD countries and Asian countries followed 

for stable path of financial of liberalization than Latin American countries, which 

showed more volatility during liberalization. (Stallings, 2004).However FDI into 

financial services into Asia, Latin America and CEEC started massively in the 

1990s. Financial service opening in developing countries was in line with the 

recommendation of IMF that liberalization will contribute to the economic 

growth.  These regions decided to remove the protection barriers in the hope that 

this will bring financial stability, access to cheaper credit and overall better 

financial services thus enhancing overall growth. The extent of penetration of 

foreign banks has been quite different through the regions. It is estimated on 10% 

in Asia, 33% in Latin America and over 50% in CEEC.13 

 

                                                            
12 Central and Eastern European Countries 

13 Source: BIS 
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Figure 7 Asset Shares of Foreign Banks (%) 

  

Source: Clarke et al (2001) 

 

Second difference is in the general economic situation at time of foreign entry. 

Biggest Asian economic boom occurred at times with no presence of financial 

FDI and entry of foreign financial institutions did not occur along with other 

major structural and regulatory changes, like in Latin America and CEEC. Asia 

can be evaluated as more stable region with higher institutional quality than Latin 

America and CEEC at time of financial FDI entry. 

 

Goldberg (2003) comments that financial FDI may contribute to improved bank 

supervision with regulatory spillovers, and that foreign bank can reduce the 

magnitude of host country cycles if they reduce the incidence of crisis. Foreign 

banks are supposed to have better diversified portfolio and good access to the 

world capital markets, perhaps also better access to foreign currency in the case of 

crisis. Foreign banks from the “West” are also psychologically considered by 
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depositors to be of good quality. These features of foreign banks should be helpful 

in the case of domestic shock or crisis. 

 

Clarke et al (2002) found out that foreign bank presence in a country decreased 

financial constraint of all forms in the country. However, according to their 

findings, the large firms seem to benefit more than the small and middle ones. 

Clarke et al (2001) states that in terms of macroeconomic stability „the cross-

country evidence indicates that, on average, foreign entry has provided net 

benefits in terms of stability“. To mention some negative impacts of foreign banks 

entry one should mention paper by Bose (2005) on Latin America. She mentions 

especially: 

A) Increased concentration in banking sector in the Latin America. In the period 

1996-2002 the amount of banks declined on average by 30%. The argument that 

this has occurred due to increased efficiency does not seems justifiable on the 

basis of empirical studies.  

B) The function of banks as intermediaries did not really improved. The efficiency of 

intermediation did not improve with the exception of Chile 

C) Less credit with the exception of Chile. Foreign banks focus on low risk clients, 

especially big national and multinational corporations; small business loans and 

mortgages are less attractive for them. 

 

Ito (2005) states that „higher level of bureaucratic quality and law and order, as 

well as a lower rate of corruption, are found to enhance the effect of financial 

opening in fostering the development of equity markets.” This supports the idea 

that firstly there should be stabilized economy with good institutions and then 

entry of foreign capital. Stallings (2004) states that the most financial problems 

occurred due to poorly planned financial opening. The Asian financial crisis in the 

90s was reported by some authors to happen because of capital and financial 

market liberalization which took place before the crisis. 

 

To see the performance of economic growth at the time of entry of foreign banks, 

one can check the table by Aizenmann (2005), which shows that the growth rates 

for Latin America and Africa in period 1990-1999 does not show any spectacular 
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economic growth as a result of financial liberalization, moreover one could say 

the opposite. On the other hand in Asia with the exception of the crisis in 1997 

revealed much better result. One might argue that lower growth rates in Latin 

America and Africa were due to business cycle and that financial liberalization 

was successful even in the way done in there. 

 

Figure 8 Average Annual GDP per capita Growth 

 
Source: Federal Reserve Bank of San Francisco 

 

 In line with the opinion that FDI is more beneficial for the more developed 

countries is Cardenas et al (2004), who mentions that there were found 

„differences in the impact from foreign bank entry on banking efficiency in 

EME14 and in industrialized countries. In EME, subsidiaries of foreign banks 

enjoy higher interest rate margins and profitability than domestically owned 

banks, whereas in industrialized economies the opposite is true“. This finding 

supports the idea that strong foreign entrants might be controversial in the least 

developed countries with bad institutions. This is in line with finding of Khoury 

and Savvides (2006) who calculated 2291 USD per capita as a  threshold when 

                                                            
14 Emerging Market Economy 
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financial liberalizations has positive impact on economic growth. Cardenas et al 

(2004) further mentions that there might be associated a risk of adverse shocks 

when in country´s banking sector dominate foreign owners from one country.  

 

Main benefits of foreign banks: 

A) They help to connect country with the globalized banking world 

B) Psychologically are considered to be depositors of good quality, they tend to have 

better diversified portfolio (Goldberg, 2003) 

C) Should bring more competition to the host country, however this doesn’t seem to 

be proved 

D) Tend to stabilize the macroeconomic situation when there is financial crisis on 

domestic market and destabilize when there is crisis on the market of origin. E.g. 

banking crisis of the worlds biggest economy (USA) can have severe negative 

impacts mainly on countries with American bank presence  

E) Should bring less credit constraint, but in some countries the foreign banks behave 

more carefully than the domestic banks before (e.g. Latin America, Czech 

Republic) thus creating less credit 

2.5.2. Telecommunications 

 

Telecommunications are considered as strategic sector for all countries. 

Traditionally telecoms industry was a state regulated monopoly. Contessi (2003) 

states “Over the years such organizational structure of the telecoms sectors has 

deprived operators of the capital required to upgrade network and frequently 

annihilated the incentive to innovate and reduce cost, leading to both poor 

performance and overstaffing”.  

Telecommunications contribute significantly to globalization of the society 

through their ability (main function) to connect people. Their special role consists 

not just in their services per se; these services are important input of all other 

segments of economy. From this point of view, their development and presence is 

very important for the overall economic growth. The modern telecommunications 

develop very quickly, they consists of telephone, both fixed and mobile, radio, 

television or internet. Operators offer to their clients several packages of services. 
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The privatization of telecommunications took place in many countries, but many 

of them still maintain the domestic ownership. 

Contessi (2003) further studied the impact of FDI on host country performance on 

a sample of 46 transition and emerging countries in 1989-2000 and found out that 

privatization is correlated with increase in teledensity and that “the share of 

foreign ownership in the incumbent has a positive concave effect on sector 

indicators. He concludes that “…In theory, allowing entry either through 

privatization or de-monopolization is always better than continuing the 

constrained public monopoly. This however does not address a number of 

considerations about the importance of regulatory authorities for disciplining the 

pricing mechanism.” Telecommunication development is a way for faster growth 

for emerging countries and FDI is a way how to reach this development. As these 

countries hardly possess capital to improve the telecommunication infrastructure, 

the foreign entrance is often needed. At this point is plausible to point out Mattoo 

(2001) who found importance of service sector development for the development 

of manufacturing sector.  

Florio (2001) who studied the impact of telecoms privatization (and consequently 

entrance of foreign firms e.g. Telefonica, Orange, T-Mobile) in Great Britain 

came out with less attractive findings. According to him that the benefit from 

British  privatization was just “modest” and under additional assumptions the 

outcome could be even negative. He emphasized the difference between private 

and public monopoly profit. The profit of public monopoly is equivalent to an 

indirect tax and it is returned to the tax-payer, while the private profit “can have 

uses which are socially much less advantageous”. 

 Thus the idea that telecommunication FDI is highly beneficial for emerging 

countries holds with the finding of Khoury and Savvides (2006), who find a 

threshold of 6003 USD per capita to be the roof for proved positive impact of 

telecommunication openness and growth. 

Telecommunications are basically natural monopolies and thus possess many 

special features, the role of regulation is very important. The rules should be set 

up in order to allow competition and thus offer plausible conditions for 
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consumers. As telecommunications are booming and profitable sector and the 

profits of foreign firms will be repatriated once initial investment is done, without 

good regulations the profit of foreign forms could be excessive and thus 

disadvantageous in both terms of consumers and repatriations.  

To summarize: 

A) Telecommunication FDI is highly beneficial for development of emerging 

markets 

B) Liberalization and FDI in developed countries is not proved to have positive 

effects 

C) Importance of good regulator 
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2.5.3.  Retail sector 

Multinational retail markets together with foreign banks are usually the most 

visible segments of foreign presence in country. Comparing to banking or 

telecommunication sector retailing has comparatively smaller strategic importance 

at first glance. However, foreign retail MNCs influences almost every citizen 

directly and often.  They are changing the spending and cultural patterns of 

people; they influence the appearance of the countryside. Apart of these more or 

less cultural effects they have also considerable economic effects in host 

countries, especially as their number and sales has been growing recently with 

exception of Africa almost everywhere in the world. Globalization of retail 

markets has started in the 80s. Number of retailers which operate in more than one 

country has increased from 47, in the1986 to 71, in the 2004. Also the importance 

of the whole retailing sector has grown since the past years (sales of USD 7,900 

mil. in 2000 and of USD 9,800 mil in 2005). The concentration of the biggest 

players has grown in this period as well. The global share of the largest 25 has 

grown by 3, 3% and the global share of the largest 100 grew by almost 5%. The 

average number of countries where the top 100 operate grew from 2, 8, in 1986 to 

5, 5, in 1996 and up to 10 different countries, in 2004. For illustration the list of 

world biggest retailers is introducer below.15  

                                                            
15 These data for this chapter were taken from Dawson (2006) 
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Figure 9 Data for 10 Biggest World Retailers  

 

Source: Dawson (2006) 

If we would consider also non-food retails, in the top ten ranking there would also 

appear brands like Ebay or Hennesy and Mauritz. On the other if one would 

consider the top retailers based on ranking outside the home market, in the top ten 

would be also brands like Aldi, Lidl, Auchan, Delhaize or Ikea, while the US 

retails like Home Depot, Seven&I, Sears, Kroger , Target or Costco would not 

appear there.16 

When one focuses only on food retails and concentration, according to BBC, in 

2007, the UK supermarket industry the 70% market share belongs to four chains. 

The data on concentration expressed by Hirsch-Herfindahl Index and 

Concentration Ratio17 from Baltic Grocery Retail Market research based on 2005 

data are presented in following table.  

 

                                                            
16 Coe, Wrigley (2006) 

17 Commonly used concentration ratio is the four-firm concentration ratio, which consists of the market share, 

as a percentage, of the four largest firms in the industry. In general, the N-firm concentration ratio is the 

percentage of market output generated by the N largest firms in the industry. 
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Figure 10 Concentration of the Retail Sector in Selected European Countries 

UK Ireland Germany Sweden

Firm, share (%) Firm, share (%) Firm, share (%) Firm, share (%)

1 Tesco 23 Tesco 16 Edeka 14 ICA Sverige 36

2 Sainsbury 14 Musgrawe 14 Rewe 12 Axfood 17

3 Asda 12 Spar 8 Aldi 11 Coop Norden 14

4 Morrison´s 10 Dunnes 7 Lidl and Schwarz 10 Bergendahls Gruppen 3

HHI 996 598 612 1748

CR 59 45 46 69

Czech republic Slovakia Hungary Estonia Latvia Lithuania

Firm, share (%) Firm, share (%) Firm, share (%) Firm, share (%) Firm, share (%) Firm, share (%)

1 Lidl and Schwarz 9,3 Tesco 10 Coop Hungary 14 ETK Grupp 25 Rimi 22 VP market 38

2 Makro 9 Lidl and Schwarz 8 Tesco 13,8 Rimi Eesti* 25 VP Market 21 Iki 14

3 Ahold 8,7 Metro 7 Metro 9 A-Selver 12 Mego 4 Norfa retail 13

4 Rewe 6,1 Rewe 4 CBA 8,3 Soome Sok 8 Nelda 3 Rimi Lithuania 6

HHI 304 241 610 1510 963 1869

CR 33,1 29 45,1 70 50 72

* Rimi, formerly latvain company is since 2006 owned by swedish ICA

Data for all countries except Baltic are for 2004, for Baltic for 2005, foreign companies are in cursive  
Source: Competition in Baltic Grocery Retail Market, Baltic International Centre for Economic 

Policy Studies, (HHI computed from the market shares of 6 largest firms, CR computed from 4 

biggest, data for 2005), Foreign firms expressed by thick letters 

 

Considering the HHI, the less concentrated food-retail markets are observed in 

UK, Ireland, Germany, Czech Republic, Slovakia, Hungary and Latvia. Moderate 

concentration is observed in Sweden and Estonia. The only market with high 

concentration is Lithuania. Considering the CR the only markets with relatively 

low concentration (monopolistic competition) can be considered in Czech 

Republic and Slovakia (below 40%). Oligopolistic markets are on the other hand 

observed in the rest of the countries. Again one has to take into account that 

higher concentration (Estonia, Lithuania) in very small countries is probably also 

influenced by small market size. There is one remarkable difference between post-

communist countries and “western” countries. In the post-communist countries 

there dominate in the top-firms foreign affiliates (thick letters in the table). This is 

however given by the nature of the transition. Taking into account both indicators 

HHI and CR one can assume the European food-retail market to have moderately 

increased concentration.  

The retails FDI are not of strategic importance like banking or 

telecommunications. However in some countries the retail FDI create 

considerable part of services FDI and their presence has direct effect on almost all 
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citizens. Retail FDI will not have major effect on economies which have already 

reached some degree of development (e.g. transitory CEEC), but their presence in 

less developed country, e.g. in India might cause more visible changes both 

cultural and economic (e.g. employment).  

The subsidiary of MNC retail and interactions of various foreign MNCs 

influences the domestic market in various directions.  

A) Effect on consumers  

B) Effect on domestic retailers 

C) Effect on domestic suppliers 

These influences are clearly not limited just on foreign chains; a large domestic 

retailer would operate in similar way and would cause similar outcomes. The 

difference is that the profits are more likely to stay and be again invested in the 

country of origin. Seconds in the case of grocery chains, the domestic supplier 

linkages might be deteriorated and replaced by foreign suppliers. This is important 

especially in countries where foreign chains are dominant (e.g. Central Europe).   

The effect on consumer should be given by economies of scale of chains. The 

prices should naturally decrease. Empirical evidence from Chile (Lira et al, 2005) 

supports such idea; moreover they confirm that lower prices are persistent over 

time given increased competition. However, in the case of mergers and 

acquisitions of retail chains, the market concentration grows and retails obtain 

bigger market power. It can consist of downward pressure of wholesales prices 

and at the same moment, upward pressure on final prices or deterioration of 

quality or choice. Thus consumers’ welfare can deteriorate and retailers´ profit 

grows. However a cartel behavior can have similar outcomes. The effects on 

consumers are complex consisting not just of prices effects, quality or choice they 

include also consumption behavior changes.  With regard to the interaction of 

prices and market concentration, Asplund and Friberg (1999) were examining the 

variation in food prices across Swedish retails. They found out that the 

competition intensity can give explanation on part of variation of food prices. 

They found that “although high store concentration in local retail markets is 
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associated with higher prices this effect is in percentage terms small.” However 

the effect of presence of big store on prices (supermarket, hypermarket) is found 

to be significantly negative, on the other hand presence of the biggest chain has 

positive effect on price level. This outcome supports the idea, that big markets 

which enjoy the economies of scale offer naturally lower prices than small 

retailers; on the other hand the most dominant chain can use the market power in 

the negative way and increase the prices. 

The simple fact, that retail MNCs is big indicates that after their entrance, the 

smaller domestic retailers can have problem. There are two big advantages of 

retail MNCs. The economies of scale are one advantage of the big retailers.  

Seconds it is access to capital which allows strategic behavior (e.g. lower prices at 

the beginning, after damaging of the competitors increase of prices and or 

decrease of quality, choice etc.) On the other hand the marketing and operational 

knowledge of the MNCs are easy for the domestic retailers to copy. This 

advantage however is not sufficient to compete with the huge retails.  

The effect on domestic suppliers might be positive, if quantities purchased by a 

MNC are greater than the quantities it used to sell to a domestic retailer; on the 

other hand the policy of pressure of supplier to minimum prices is also well 

known effect.  Subsequently such pressure on suppliers might cause increasing 

consolidation and bankruptcy of many suppliers. Swinnen (2005) comments about 

chain presence in transition countries: “The supermarket revolution will push a 

large share of farmers, in particular small farmers, out of the market as they ‘fail 

to make the grade’ to sell to supermarkets” He finds two reasons for it: 

A)  “Fixed component in transaction costs makes it more costly to deal with many 

small farmers than with a few large farms 

B) Small farms are constrained financially (internally and/or externally) for making 

necessary investments” 

One could assume that, when only few of suppliers survive and they obtain large 

monopolistic power, the temptation of collusion with biggest few retailers against 

consumers can arise. So the outcome in the end of this globalization process could 

mean 4 to 5 giant retailers and similar number of giant suppliers up the supply 
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chain, with almost monopoly power on prices. In such negative scenario consumer 

surplus would be very small. 

Beside the effects retail chains have on other retails, supplier and customers, their 

presence is often connected to problematic relationships with employees. The 

legal labor standards are often abused, the employees are offered by unfavorable 

contracts and these contracts mistreated (e.g. Lidl in Germany etc.) 

The empirical evidence for the entire U.S. retail sector confirms the hypothesis, 

that emergence of chains caused decrease of small family shops. Between 1976 

and 2000 the single unit shops has decreased by 30%.  In case of post-communist 

countries the scenario cannot be similar because there were not private shops 

before chains appeared. However emergence of hypermarkets in these countries 

was connected to decrease of smaller supermarkets. 

Figure 11 Mean Number of Retail Establishments per 1000 Residents – All U.S. countries 

 

 

Source: Jarmin et al (2006)  

The empirical evidence on impact of chains on suppliers is scarce. Swinnen et al 

(2006) states that productivity and income increase occurred for the vertical whole 

chain of retail and supplier for Eastern European countries. However, there is no 

evidence of distribution of this benefit. Swinnen further states that “companies 

generally confirm the main hypotheses that transaction costs and investment 
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constraints are serious considerations” and that they generally express a 

preference to work with relatively fewer, larger and modern suppliers. 

2.5.4. End Note on Services 

 

When comparing to the manufacturing sector the situation is different. For 

positive spillovers from manufacturing there were decisive factors: small 

productivity gap, well chosen industry where manufacturing FDI will be allowed 

or presence of industrial-technological parks. With regard to the difference 

between manufacturing and services FDI one might suggest that manufacturing 

FDI have the potential of lasting and progressing technological horizontal and 

vertical spillovers, once good conditions for spillovers to take place (especially in 

the case of small productivity gap, when domestic suppliers net is created and 

foreign and domestic firms cooperate, or at least in case domestic firms are 

competitive in sector where inward FDI has occurred). In services, in the sectors 

like banking, telecoms or retails the vertical ,especially forward, spillovers usually 

take place in the first stage after FDI occurs and as found out Mattoo et al, 2001, 

these were well working, modern services are important factor for manufacturing 

sector to develop. However, given the character of mentioned services, comparing 

to manufacturing sector these spillovers will tend to be of constant character with 

less space for progress or development. 

 

The horizontal spillovers are irrelevant in cases foreign owner dominates the 

sector (and where entry barriers exist). When developing country allows foreign 

investor into bank or telecommunications sector in order to increase their quality, 

special attention should be put on good regulations and maintenance of 

competitive environment, because especially less developed countries may be 

vulnerable to kind of exploitation. Banga (2005) states: „Developing and least 

developed countries have less bargaining power than larger developed and hence 

globally negotiated outcomes may well be asymmetric.“  

 

Services FDI into banking or telecommunications may have superior importance 

for the country ´s integration into world markets or country´s macroeconomic 
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stability based on both real and psychological background. However such 

strategic sectors need relevant control of the state in order to provide the 

consumers with good services and healthy competition in given service sector. 

 

2.6. FDI Impacts on Unemployment, Wages and Inequalities 

 

In the previous chapter the paper focused mainly on FDI and their productivity 

spillovers of manufacturing and services FDI in the host countries and their 

conditions. In the following chapters the paper would focus on other aspects of 

life which are affected by FDI but are not simply visible in data about FDI per 

capita. These aspects are usually side effects and they are not so often mentioned 

in connection with FDI inflow. I will discuss unemployment, wages, and income 

inequality. The majority of papers done on these issues use only manufacturing 

FDI data. These topics can help us to understand the FDI effects complexly.  The 

way FDI influences these issues may be in the same way a development without 

FDI would take place. Nevertheless FDI could have accelerated the events. Thus 

unemployment as a result of optimization and restructuring can be just short-term 

side effect and doesn’t have to be negative. Increased income inequalities 

resulting from FDI maybe also normal and good sign of economic development in 

some countries, e.g. CEECs, where wages were artificially unified during period 

of communism. On the other hand increased inequalities in developing countries, 

where might be present persistent high poverty rate at the same time GDP growth 

occurs, might be sign of unpleasant development. The reason I mention these 

topics is, that I want to provide a complex overview of FDI impacts. 
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2.6.1. Unemployment 

 

When discussing the unemployment there are many empirical studies available. 

Broad macroeconomic studies show slightly positive effects of FDI on 

employment. The impact FDI has on employment depends on the type of FDI 

received, on the business cycle (Braunstein, 2006) or on home country policy 

conditions (Jayaraman, T.K., Singh, B., 2007). One has to consider structure of 

employment of host country comparing to FDI source country. (Mickiewicz, 

Radosevic, Varblane, 2000). It is clear, that efficiency seeking, labor intensive 

greenfield investment should create new jobs and that FDI in a form of M&A18 

can have job saving effect.  

 

 In Latin America the boom of FDI in the 90s had disappointing effect on 

unemployment. The research by Ernst (2005) comes to conclusions that negative  

scenario has occurred in Brazil and Argentina because many FDI (both 

manufacturing and services) have not go into new production activities but they 

came in the form of M&A, and employment fall as a consequence of 

restructuring. The greenfield FDI projects realised there were into re-exporting, 

medium to high technology intensive activities. Not to labor intensive capacities - 

this would create new jobs. Ghose (2003) sees big problem in low rates of 

economic growth in Latin America in the 90s. Ernst (2005) found an exception of 

Mexico, where FDI contributed to increased employment. Thanks to NAFTA, the 

free trade area with the USA, there are many greenfield re-exporting capacities 

(maquiladoras) close to the U.S. borders, which were set up to use cheap labor 

force and geographic proximity to the USA. These capacities have created a 

considerable amount of new jobs.  

 

The FDI effects on employment were more positive in Asia. Ghose (2003) found 

out that FDI into manufacturing sector in China, India or Malaysia had positive 

effects on employment. He also states that imports from industrialized countries 

                                                            
18 Mergers and Aquisitions 
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did not have negative effects on domestic producers within import-competing 

industries. He explains it by high rates of economic growth, which were able to 

accommodate import growth as well as increase in domestic production within 

import-competing industries. Malaysia and Thailand which attracted FDI into 

export-oriented, labor intensive and natural resources based industries enjoyed 

periods of nation-wide prosperity triggered by frequent booms in world 

commodity prices (Hill, Athukorala, 1998). Jayaraman and Singh (2007) mention 

importance of appropriate policies:  “A study by Asian Development Bank (2004) 

emphasizes the need for appropriate policies for regional development, besides the 

importance of flexibility in labor markets, for exploiting the forward and 

backward linkages provided by FDI. Such policies have been found to ensure the 

spatial distribution of benefits in terms of additional job creation in hinterland.” 

In CEEC19, FDI in form of M&A led to efficiency optimization which has 

resulted in job losses. Additionally many domestic companies did not survive 

increased competition and this has led to job losses. On the other hand greenfield 

and brownfield FDI has led to job creation.  

A paper by Mickiewicz et al (2000) studied the relationship between inward FDI 

and job creation/destruction in Czech Republic, Slovakia, Estonia and Hungary 

and discovered interesting results. According to this study, for all four countries 

FDI operated as an important substitute for inevitable reduction in employment. 

Further they mention that there was just one country which had a capability to use 

it properly, Hungary. „ An important explanation could be structural similarity to 

developed economies. “ They point out that Hungary has the structure of 

employment most similar to European „North“. They follow with explanation 

why other countries did not use FDI more successfully to create or preserve jobs. 

„ Probably, differences in privatization methods significantly affect FDI inflows. 

Also the political commitment and quality of state governance do play role. “In 

the paper is further acknowledged, that the higher the FDI inflow is, the higher is 

the share of greenfield investment on total FDI, and thus more new jobs available. 

On the other hand Fazekas (2000) was discovering the impact of FDI on regional 

labor markets in Hungary. One of his findings was that changes in the position of 

                                                            
19 Central and Eastern European Countries 
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regions with regard to the density of FDI related employment did not correlate 

with changes in regional unemployment rate differences. He also finds a strong 

correlation between regional unemployment rate differences in 1991 and the 

regional employment density in 1998 

 

Taking into account the empirical evidence one may conclude: 

 

A) M&A FDI causes restructuring and thus decrease of employment 

B) Greenfield FDI has the opposite effect (but it may be at the expense of job 

destruction somewhere else) 

C) Interaction of these two effects gives the final effect of FDI on employment. FDI 

related employment may be supported by business cycle boom as in such case the 

domestic jobs saving doesn’t have to take place, as the growing economy allows 

survival of such firms. 

D) Only countries which have received mainly labor intensive FDI (like South East 

Asia) are likely to enjoy employment growth. 

 

2.6.2.  Wages 

 

When discussing the impact of FDI on wages, it is usually supposed that FDI will 

have none, or positive effect on wages in the recipient country. “The empirical 

evidence on wages and FDI in developing countries, though more highly 

developed, is inconclusive. While wages are often used as an independent variable 

to explain FDI, it is rare to find the causality running the other way the empirical 

literature“, wrote Braunstein (2007). She stresses firstly, that FDI affects labor 

demand (depending on FDI type) and thereby affects wages. Secondly there might 

be spillover effects which cause increased domestic productivity and thus wage 

increase. Paus and Robinson (1998) and Sequino (2003) mention that capital is 

internationally mobile and labor is not, FDI may enhance capital´s bargaining 

power relative to labor, thereby lowering wage growth. Thus there are two 

theoretical approaches. One neoclassical which suggest increased wages in 

foreign affiliates as a result of higher productivity and consequently higher wages 
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in domestic firms as a result of productivity spillovers. The second, bargaining 

power approach considers wage as “a result of the bargaining process between 

employees and employers and the outcome is dependent on the relative strength of 

labor vs. capital.” Vijaya and Kaltani (2007) 

 

The empirical evidence is mainly focused on the difference on wages paid by 

foreign and domestic firms; however there are also papers on wage spillovers. For 

both developing and developed countries and for all skill levels holds an evidence 

of wage premium paid by foreign firms (Lipsey and Sjoholm, 2004). E.g. Aitken 

et al (1996) using data for manufacturing FDI in Venezuela, Mexico and USA 

conclude that “higher levels of foreign investment are associated with higher 

wages” in all three countries. However for Venezuela and Mexico they found, that 

the positive wage effects holds just for MNCs and does not spill over. Lipsey and 

Sjoholm (2001) found positive wage spillovers for Indonesian manufacturing 

sector. Girma, Greenaway and Wakelin (2001) found out positive wage spillovers 

in the UK using data for UK manufacturing firms for the period 1991-96. 

Ernst (2005) when studying the maquiladoras wages found out, that at the time of 

establishment of maquiladoras in the country, the wages were higher compared to 

the wages of workers with the same skills employed by domestic company, but as 

time went on the difference disappeared. Other paper testing the bargaining power 

approach by Vijaya and Kaltani (2007) studies an impact of FDI on 

manufacturing wages in both developing and developed countries. In their 

regression they include as explanatory variables both FDI flows and FDI stocks. 

They find out, that FDI flow has a negative effect on overall wages and that this 

impact is stronger for female wages, because women have smaller bargaining 

power compared to men. On the other hand they find positive but insignificant 

effect of FDI stock on wages. Authors emphasize that possibly bigger 

opportunities for skill improvement due to FDI is offered to men.  They explain 

the results as a “decrease in bargaining power of labor due to new labor market 

arrangements in a global economy where capital is free to move across countries 

in search for more favorable conditions”. As FDI represents a sensitive and 

volatile capital, bargaining power of labor decreases.  
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Thus one can see that empirical evidence on manufacturing FDI corresponds with 

the neoclassical model when considering the wages paid by foreign affiliates, 

which tend to be higher than wages in domestic firms.  The evidence on wage 

spillovers is mixed and that not all countries confirm the neoclassical expectance 

of positive wage spillovers. Lipsey and Sjoholm (2004) comment on different 

direction of wage spillovers: “One candidate for explaining negative results is that 

in some countries the gap between the foreign-owned and domestically-owned 

firms is too large for one group to influence the other. Similar explanation offer 

Aitken et al (1996). The impact of FDI on overall wages consists then of 

summation of effects on wages in both foreign and domestic firms. Thus taking 

into account the empirical studies and theory might summarize: 

 

A) Foreign affiliates usually have higher labor productivity which is reflected by 

higher wages (in both foreign and implicitly domestic firms), however wages are 

usually quite rigid and thus the productivity gap of foreign affiliates and domestic 

firms will be probably bigger than wage gap. 

B) Even though FDI is considered to be relatively stable source of capital, it is still 

volatile comparing to labor, thus the capital reaches higher bargaining power 

relatively to labor, which influences negatively the wages (in both foreign and 

implicitly domestic firms) 

C) Interaction of the effects above gives us the final effect of FDI on wages. Apart of 

the explanation of negative or non-present wage spillovers by too big productivity 

gap. between domestic and foreign firms (as already discussed productivity 

spillovers -and thus higher wages- are more likely to occur when small 

productivity gap) one may suggest that less developed countries tend to have the 

ratio of bargaining power of capital/labor higher than more advanced firms. 

(Efficiency seeking companies looking for relatively low skilled labor with high 

wage elasticity of labor demand).  

2.6.3. Income Inequalities 

 

Discussing the impact of FDI on wages, ambiguous effects were found out. There 

were studies which were in line with the neoclassical approach and which proved 
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that FDI may increase wages in the economy. Those who are more likely to 

benefit from spillovers are those with higher bargaining power, skilled people, 

from more developed regions. (Such opinion is in like e.g. with Fazekas´s (2000) 

empirical study for Hungary). As, usually, FDI leads to increased wages, the 

distribution of income can on the other hand show more inequalities. Too high 

inequalities in wages are in general considered to be bad from the social point of 

view.  Considering the impact of income inequalities on economic growth there 

was find ambiguous evidence in the empirical research. Alesina and Rodrik 

(1994), Persson and Tebelllini (1994) and Perotti (1996) found a negative 

relationship between income inequalities and growth, while other studies reveal 

opposite result e.g.Panizza (2002) or Nahum (2005). However, considering the 

impact on gender inequalities on economic growth in terms of labor participation 

and education the papers usually confirm negative effects of gender inequality and 

economic growth E.g. Klasen (1999) or Braunstein (2006). There are not many 

studies focused on FDI and income inequalities, these fields are still opened for 

further research.   

One of researches done on this topic was by Figini and Goerg (2006). They found 

out that FDI has different effect on income distribution in developed (OECD) and 

developing countries (non-OECD). The income inequality was measured by Gini 

and Theil indices. There was found a non-linear dependency of income 

distribution and FDI. At the beginning FDI causes more inequality in income, but 

this effect disappears with more FDI. For developed countries was no non-linear 

dependency found. FDI inflow due to this study results in less income inequality. 

This paper does not distinguish between regions or sex. 

 Mold (2004) states: “It must be born in mind that multinationals are generally 

active within the context of oligopolistic market structures and, if anything, tend 

to increase inequality in developing countries. The profits from economic activity 

undertaken by multinationals tend to be distributed in an unequal manner, most of 

which ultimately flow abroad.” Further he mentions experiences from different 

countries. E.g. Botswana has used the revenues from MNCs activity to finance 

health and education, thus helped to decrease income inequality. On the other 

hand Angola or Zaire has not experienced such positive scenario.  
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Considering gender approach it was already explained that women are more 

vulnerable in the labor market compared to men. A detailed study on FDI and 

women was done by Braunstein (2006) or Murray (2005). Murray studied impact 

of FDI in Asian countries. She concludes:” A purely quantitative perspective of 

globalization´s impact on women in Asia shows increased growth and economic 

opportunity, while a qualitative perspective shows darker sides of globalization. 

Yes, globalization has provided economic growth and greater economic 

opportunity in terms of increased work force participation for women in the 

countries of Singapore, Malaysia, Philippines, Thailand, Sri Lanka, Bangladesh, 

Indonesia, and India. It is important to note, however, that the indicators also 

support the feminist critiques that this economic growth has had detrimental and 

even exploitative effects on the women of these nations.“  

A contradictory opinion has for example Kabeer (2000), who studies Bangladeshi 

women employed in MNCs. She sees a great positive change that women can get 

paid job, which makes them independent of their brothers and husbands and thus 

creates them new social position. Some empirical studies revealed that there is 

evidence that increase in income per capita leads to reduction in gender inequality 

and that this relationship is convex. For low lower-middle income status countries 

there is evidence that inequality in secondary education has a negative impact on 

growth20. Governments can help on this field either by direct measures in the FDI 

management policies but they should especially support the education of omen, 

which will lead to natural smoothing of the gender economic differences and also 

contribute to economic growth. 

 

                                                            
20 Dollar and Gatti (1999) 
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3. FDI in the Czech Republic: Evaluation 

 

Czech Republic together with other CEECs has suffered long time from 

inefficient planning and closed economy. All countries in the “Communistic 

Block” bore the burden of ineffective allocated production, they lacked 

innovations and capital. The distorted planning system also resulted in 

underdevelopment on the field of managerial and organizational skills. On the 

other hand the communist regime supported education, thus the skill level was on 

pair with the West. The Czech Republic started transition with some of its specific 

features comparing to the neighboring countries which begun the transition in a 

limited way earlier (Hungary, Poland), better said they had some sort of private 

property allowed. The Czech Republic (Czechoslovakia) had one of the toughest 

regimes with any kind of private property allowed.  

Another important feature of the Czech Republic was its historic (before the 

World War II.) high level of industrialization and development. Furthermore the 

geographic position, mainly borders with Germany and Austria and infrastructure 

that’s connecting states, can be considered as one of the best from the whole 

“Communistic Block”. Considering the FDI and its future influences, all these 

factors were important. The tough communistic regime was kind of disadvantage 

because the country “fall” into the transition without any “preparation”, it was 

harder to manage the transition policies, including the FDI policy. On the other 

hand the geographic position was a feature that made Czech Republic more 

attractive for foreign investment. 

 

As suggested in the chapter 2.3, in a developing country, FDI seems to be more 

advantageous, when the market is liberalized gradually, maintaining, at least 

transitory, regulatory measures. In the Czech Republic the opposite scenario took 

place. Simultaneous political, institutional and economic transition happened.  

The fact that economic liberalization occurred quickly and under imperfect 

institutional conditions must be taken into account always when evaluating impact 

of FDI impact on the Czech Republic. Because, recalling e.g. Ito (2005) or 

Stallings (2004) the factor of bad institutions is not favorable for enhancing the 

positive outcomes of liberalization.    
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3.1. Flows Of FDI Into The Czech Republic: Development and Structure 

 

Massive flows of FDI into the Czech Republic started in 1998, after the crisis, 

when incentive programs begun to take place.  The graph below documents that 

before 1998 the FDI flows into the Czech Republic were almost negligible. 

 

Figure 12 Czech Republic Inward FDI 1993-2007 

 
Source: CNB, own elaboration  

 

The non-manufacturing FDI are mostly into services. Just 3% of FDI came into 

mining and quarrying and about 1% into construction.21 The services (non-

manufacturing) dominate noteworthy over industries (manufacturing). Král (2004) 

states: “Such structure is similar to the one in Hungary; on the other hand Poland 

reaches the ratio of FDI into manufacturing 60%.” Further, according to the same 

author, there exists an estimation of structure of realization of the FDI. Around 

40% of FDI resulted from mergers and acquisitions of the state owned property, 

30% belongs to greenfield and brownfield projects, the remaining 30% of FDI 

represent other private mergers and acquisitions (joint-ventures and affiliated 

companies). 

                                                            
21 Source: CSO, 2006  
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3.2. FDI and Economic Growth in the Czech Republic 

 

As we have discussed in the first chapter, FDI is supposed to have a positive 

impact on GDP growth almost always (e.g. Borensztein, De Gregorio and Lee 

(1998). In the case of the Czech Republic it is undeniable, that inflow of FDI has 

contributed to the faster growth of GDP, as confirm Bhandari et al (2007) who 

state that „inflow of foreign direct investment are significant factors that 

positively affect economic growth“ in the Czech Republic. The research done by 

Deutsche Bank (2005) offers data saying that 0,8 percentage point out of the 2,2% 

of the average GDP growth in the Czech Republic in the period 1994-2002, was 

created due to the FDI. There was inflow of greenfield and brownfield investment, 

which contributes to GDP growth immediately. Other “FDI in forms of private 

M&A or privatization sales shows sooner or later a reaction in real investment 

activity of these subjects. Their strategic owners realize development, 

restructuring and other programs, often in form of new investment projects.”22 

Increased consumption resulting from better wages23 paid by MNCs is also 

reflected in GDP growth.  

The following figure illustrates the relationship between GDP growth and FDI. 

The stocks of FDI (2006) in all Czech regions with the exception of Prague, 

which is an outlier, are plotted on axis X, at the same time axis Y carries 

information about the GDP per capita growth 2006/1995, again in all regions with 

the exception of Prague24. With growing FDI per capita in given region there is 

observed higher growth in GDP per capita between years 1995 and 2006. The R2 

of 0,365 could be interpreted that 36, 5% of GDP per capita change has occurred 

due to FDI per capita stocks. This number is quite surprisingly exactly the same as 

offered by the Deutsche Bank for the period 1994-2002.25 Though, this 

                                                            
22 Král,P.  (2004) 

23 Wages will be discussed more in detail in chapter 5 

24 Prague is an outlier the graph would be less illustratable. However inclusion of Prague would just confirm the 

tendency. 

25 0,8/2,2= 0,36 
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relationship could be endogenous, meaning that regions with initial higher GDP 

per capita were attracting more FDI. The second chart in Figure 13 plots GDP per 

capita in 1995 (before major FDI flows) and 2006 FDI stock per capita in regions, 

again with exception of Prague. The regions´ FDI inflow does not seem to be 

affected by initial GDP per capita. However Prague is probably the case where 

high initial GDP per capita (and other specific features of Prague) has contributed 

to more FDI inflows.  Prague’s GDP per capita in 1995 was almost double than 

average of the rest of regions. In 2006 Prague’s´ FDI per capita was more than 

nine times bigger than the rest of regions average. 

In 2004 the foreign owned companies have participated in the total Czech value 

added by 46, 3%. That was more than Czech private companies (34, 8%).26 

 

Figure 13 FDI in Relation to GDP 

 

 

                                                            
26 Source: CSO 
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Source: CSO, CNB, own calculation, data per Czech regions except Prague, FDI per capita in 

CZK thousands 

 

Just simple statement that FDI has caused economic growth does not provide the 

information that the host economy has complexly improved. We have to look at 

other factors as well. These other factors are mainly productivity spillovers of 

FDI. But one could take into account effect on e.g. on environment, income 

inequalities or consumers´ welfare. 

With regard to the manufacturing sector one should ask questions like: Are 

domestic firms doing well? Did they improve productivity and investment 

activities? What is the future outlook? For the services sector in general one can 

expect less technological spillovers, the core spillovers are of managerial and 

organizational character. These are easier observable, thus there is bigger chance 

of Czech subjects to copy the practice and use it. As there are services where is 

basically only foreign capital present (e.g. banking, mobile operators) one should 

focus on competitive environment among foreign subjects. Bad competitive 

conditions can result in negative effect on consumers’ welfare such as higher 

prices or lower quality. The competitive conditions can be proxied by 

concentration indices such as Lerner or Hirsch-Herfindahl, but even if they reveal 

healthy concentration in given sector there may appear cartel behavior with 

similarly negative outcomes like with higher concentration. 
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3.3. Spillovers from FDI in the Czech Republic: Empirical Evidence 

 

At this point it is worth to mention the available of empirical evidence on Czech 

Republic´s FDI spillovers. The scarce empirical evidence on the Czech Republic 

and FDI spillovers does not contain much research on manufacturing and non-

manufacturing spillovers separately. Paper by Djankov and Hoekman (1998) 

using data for both manufacturing and nonmanufacturing firms in the period 

1992-1997 finds that “presence of FDI established firms’ exhibits negative effect 

on the productivity of domestic firms in the same industry”. Paper by Jarolím 

(2001) states that, “using more recent data documented positive but insignificant 

effects”. Zigic (2001) adds, that behind such result lays “negative competition 

effect that in short-run may cause the sluggish productivity of domestic 

competitors and he suggests that future studies may reveal positive spillovers. As 

massive FDI inflow started in 1998, the data samples from years of low FDI and 

problematic privatization could hardly reveal positive FDI spillovers. Kosová 

(2006), who did not distinguish between manufacturing and non-manufacturing 

FDI has run research on whether the foreign firms crowd out the domestic and 

whether positive spillovers take place. She used data for 1994-2001 period and her 

results show evidence of both effects.”However, crowding out appears to be a 

short-term and static phenomenon: initial foreign entry increases the exit rate of 

domestic firms. 

Figure 14 Negative Correlation between the Two Types of Investments in the Czech Republic 

 
Source: Deutsche Bank Research 
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Subsequently, the foreign sales growth increases both the growth rate and survival 

of domestic firms. Similarly, Peter et al (2004) who, using data just for 

manufacturing sector in period 1992-1997 concluded that Czech Republic did not 

enjoy positive FDI spillovers at the beginning of FDI inflows (due to big 

productivity gap), but that Czech Republics ´economy is able to  absorb positive 

spillovers in the future. 

 

Stančík (2006) has focused his paper on both, horizontal and vertical spillovers 

from FDI and studying both manufacturing sector and services. He used data for 

the period 1995-2003. “Contrary to the arguments supporting the subsidization of 

FDI this paper finds that foreign investors contribute negatively to the 

performance of domestic companies. The result suggests the presence of negative 

backward and horizontal spillover effects from FDI. A 1% increase in foreign 

capital in a downstream sector causes a decrease in growth rate of sales of 

supplying domestic companies by more than 1,8%.” The results for horizontal 

effects he finds weaker and of lower magnitude. “The evidence can be explained 

by the fact that foreign companies tend to import their supplies from abroad. As a 

consequence domestic companies that are oriented mainly on domestic market 

lose their sales. Both these negative spillovers are especially in service sectors.” 

Kosová and Ayyagari (2006) contrary to Stančík found evidence of both positive 

horizontal and vertical spillovers for Czech Republic in period 1994-2000. 

“However, the spillovers vary substantially across industries: while service 

industries benefit from both horizontal and vertical spillovers, manufacturing 

industries do not experience significant positive entry spillovers of any kind. In 

addition, we find that while vertical spillovers prevail among competitive 

industries, horizontal spillovers dominate in less competitive industries.” 

Conversely Arnold et al (2006) gives arguments that support the services FDI. He 

used data on period 1998-2003 and found out that “liberalization of services 

sector and in particular opening of services sector to foreign providers” has a 

positive effect on domestic manufacturing firms relying on service inputs. This 

evidence was found to be robust to several different econometric specifications. 

The authors suggest further liberalization of service industries and opening to 
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foreign providers. “The extent of competition in services proxied by the 

concentration ration (or the Hirsch-Herfindahl index) does not appear to have 

statistically significant effect”  

 

This empirical evidence available suggests rather negative spillovers than positive 

for the Czech Republics manufacturing sector. There is a support of existence of 

positive spillovers for services by Kosová and Ayyagari (2006) but exactly the 

opposite by Stančík (2006). However there is suggested a possibility of more 

positive spillovers in the future (Zigic ,2001; Kosová, 2006 or Peter et al, 2004) 

based on the assumption that after healing of the Czech economy, when the most 

inefficient firms will disappear, the right time for positive spillovers will come 

(productivity gap will diminish). This suggestion is in line with the empirical 

evidence from section 2 on manufacturing (Kokko et al, 1994; Tytell and 

Yudaeva, 2005; Peter et al, 2004) who agree that smaller productivity gap 

enhances positive spillovers from foreign subject to domestic. Next figure offers 

interesting data. One would expect diminishing productivity gap between Czech 

and foreign firms. But this was not true for the period 1993-2004. 

 

Figure 15 Productivity per employee, (thousands CZK/month) 

 

 

 
Source: CSO 

 

In this period the productivity of both Czech and foreign firms increased; however 

there were years of productivity fall (1998-1999). Zemplingerová (2003) found 

that the productivity gap was increasing this period. In period 2000-2004 both 
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Czech private and foreign firms increased their productivity considerably but the 

productivity gap did not diminish. In 2000 as well as in 2004 domestic private 

companies reached for about 60% of productivity per employee comparing to 

foreign firms. However, compared to the period 1993-2002 the gap did not 

increase, it was just stagnating. Possibly this is just the pre-stage of period of 

diminishing productivity gap and positive spillovers. 

 

3.4. Manufacturing FDI: Role of the Czech Invest Agency 

 

According to IMF Czech Republic reached 17,070 USD GDP per capita 

(nominal) in 2007. Countries for which there were not found positive 

manufacturing spillovers (probably due to too big productivity gap) had in 2007 

following GDP per capita: Uruguay 7,172 USD, Venezuela 8,596 USD and 

Russia 9,075 USD. On the other hand Great Britain where positive spillovers were 

found had in 2007 45,575 USD GDP per capita. One can see that Czech Republic 

lies somewhere in between the first group of countries and Great Britain, 

measured by GDP per capita. This data can give us a hint on productivity gap 

between domestic and foreign manufacturing plants. One can expect that countries 

with lower GDP per capita attract less technologically advanced FDI, however the 

GDP data suggest that the Czech Republics´ productivity gap is smaller than the 

one of Venezuela, Uruguay or Russia, but much bigger than the one of Great 

Britain. Yet, according to the papers mentioned in previous chapter we can expect 

that the gap is (will be) small enough to enhance positive spillovers in the future.  

 

In section 2 were mentioned also other factors which were observed to support 

positive technology spillovers, e.g. Abraham et al (2007) found for China better 

conditions for positive spillovers in special economic zone aimed at attracting 

foreign capital. In the Czech environment, as such special economic zone, one 

could perhaps consider technological and industrial parks.  

Czech Republic until 1998 did not have any specialized institution which would 

manage FDI incentives or support technological parks. Especially at the times 

early after revolution there was a need for a swift and reasonable solution for 

insolvent firms (Tatra Kopřivnice, LIAZ Jablonec, Poldi Kladno etc), which 
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needed rapid restructuring.  There was no decisive and strong institutional support 

for foreign investors to entry Czech Republic. In 1992 CzechInvest (CI) agency 

which has been devoted to attract FDI (mainly manufacturing) was set up. 

However, broader concept of FDI management which included support of 

industrial zones or investment incentives was introduced much later in 1998.  

Besides the attraction of foreign investment CI also contributes to development of 

domestic companies through its services and development programs. CI provides 

potential investors current data and information on business climate and 

investment opportunities in the Czech Republic.  The investment incentives are 

empirically proved to attract FDI (Görg, 1998) and in Czech Republic their 

introduction was also probably reflected by increased FDI.  On the other hand, 

one cannot exclude the fact that many companies also went bankrupt the same 

year including major banks, an increase in FDI activity could be connected to that 

fact, as the assets could be bought “on the cheap”. In 2000 the role of the CI was 

broadened to support technological centers.  It is important to point out that CI 

support of technological centers is based mainly on EU funds and support 

programs.  

 

The structure of projects already supported by CI is mainly in favor to 

manufacturing sector 95,6%, services sector has received 2,9% of CI support and 

technological centers only 1,5%27. In essence, CI should support the 

competitiveness of the Czech economy and create a space for communication 

between foreign investors, the state administration and Czech companies. 

Theoretically CI is a type of organization which should enhance positive 

spillovers. The cooperation of Czech and foreign firms in technological centers 

and industrial zones should contribute to increased productivity of both partners, 

the participating firms should decrease the productivity gap between them and 

foreign firms and in such situation positive spillovers should take place.  Even 

though the total support of CI to the technological parks is very marginal, 

nowadays there are many technological parks almost in all Czech regions where 

both Czech and foreign firms participate. (E.g. 20 Czech firms and 6 foreign in 

                                                            
27 Source: CzechInvest, own computations 
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technological park in Ostrava) Some of them cooperate with Universities (E.g. 

Západočeská University in Plzeň and Plzeň technological park cooperate with 

many firms, among them Panasonic; or University of Tomáš Baťa in Zlín which 

has opened its own technological center). Such cooperation with universities adds 

other important dimension to the technological parks, such as training students for 

future career and possible new start up companies. 

 

Anyway there are also some questionable aspects of such agency. One of them is 

the support of Czech firms. If CI wouldn’t support also Czech firms there would 

be danger, that they wouldn’t have conditions for creation of absorptive capacity 

(which grows with higher levels of productivity) of productivity spillovers. E.g. 

Kokko and Blomström (2003) state that: “use of investment incentives focusing 

exclusively on foreign firms, although motivated in some cases from a theoretical 

point of view, is generally not an efficient way to raise national welfare”. The 

investment projects for manufacturing sector in period (1992-2007) mediated by 

CI consisted of 2272 mil. USD investment done by Czech firms (186 firms) and 

17133 USD by foreign firms (734 firms)28 , this means 13, 2% of investment 

coordinated by CI was of Czech origin. The Czech investors were usually big 

firms.29 These firms usually received investment incentives in one or more 

following forms: 

A) Tax relief 

• Full tax relief for 5 years (newly established companies) 

• Partial tax relief for 5 years (expanding companies) 

B) Job-creation grants 

• 50,000 CZK per employee in the regions worst affected by the unemployment  

C) Training and re-training grants 

                                                            
28 Using available data by CI for 2007. (There are not included those supported projects, for which  CI does not 

give information about the amount of financial support ) 

29 Complete list of firms available on CzechInvest web sites 
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• 35% of training and retraining costs in the regions worst affected by the 

unemployment30 

Here arise two possible problems. It is considered that development of economy is 

mainly based on small and middle sized firms, in Czech Republic they create 

61,4% of employment and 53,69% of total value added.31 One would assume that 

the companies that make 53,69% of value added in the economy and provide 

61,4% of employment, meaning Small and Middle sized firms would receive 

support in order to expand the economy. Nevertheless, these were barely 

supported. The other possible problem is whether CI supports sufficiently Czech 

owned firms. As the statistics shows, 25% of projects supported were for Czech 

owned firms. Recalling Kokko and Blomström (2003) and the importance of 

support of domestic firms, one can only guess if the CI support for the Czech 

firms is large enough. 

 

One has to consider externalities of FDI incentives as well. Kokko and Blomström 

(2003) point out the externalities connected to FDI incentives, corruption and rent 

seeking and finally competition among governments, which might cause shift of 

profits from host country towards MNCs, by ever so lowering the tax rate in order 

to win the FDI investment.  To count all the externalities and benefits is beyond 

this paper and hard to execute. Previously mentioned Hanson (2001) gives advices 

on conditions which will make FDI attraction beneficial, however it would be 

very complicated to verify whether CI supported projects filled the theoretical 

conditions. With regard to FDI incentives there is very thin border which can 

make the externalities prevail over the benefits and the other way round. Positive 

spillovers could be one of indicators that Czech manufacturing FDI are beneficial 

for the Czech economy. 

 

As the current empirical research does not give evidence on positive spillovers in 

manufacturing sector, it can be possibly due to already mentioned initial situation 

                                                            
30 Source: CzechInvest  

31 Source: Ministry of Industry and Trade 
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in Czech economy, exits of inefficient Czech firms, critical transitory-

restructuring period (Zigic,2001, Kosová, 2006 or Peter et al, 2004). This 

approach points out temporality of such situation and expects better outcomes in 

the future. On the other hand the inconvincible outcome may be also due to 

inappropriate FDI management (basically CI´s job). The possible bad outcomes 

connected to CI activities: 

A) Relatively late start of really active policies (1998) 

B) Insufficient support for Czech firms, especially the small and middle-sized 

companies 

C) Insufficient support of technology centers 

D) Inappropriate selection of supported foreign firms, connected possibly to 

corruption 
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3.5. Focus on Services FDI in the Czech Republic 

 
Modern and efficient commercial and financial services play an important role in 

spreading quality production and effective governance in the productive sectors 

that work for the market. Modern commercial services force suppliers to react to 

market tastes, an element that was lacking in the centralized economy where 

producers were often ignorant of consumers needs.  

The decades of socialism have cut off producing firms, on the one hand from the 

market and its signals, on the other from value maximizing owners. Firms were 

producing with little attention on production costs, goods that consumers were 

buying only for the lack of an alternative. Indeed, many of the domestic services 

that developed during the first years of the transition lacked service culture and 

they were of low-level know-how, technology, management and organization, and 

provided poor quality services (banking etc). This has created a deep comparative 

disadvantage for the Czech Republic in services activities and a demand for the 

importation of quality services from the West. The fast recent expansion of global 

trade and FDI in many services has made them much more available and Czech 

Republic has received large flows of services FDI over the last years. However, 

the conclusions from the second chapter perhaps show that effects of services 

sector FDI are ambiguous and not only beneficial.   

 

In this chapter I will discuss the impacts of services FDI in the Czech Republic. 

The FDI stock in the sector of services accounts for about 56% in the year 2006. 

Four services sectors have received the biggest amount of FDI, as shown in 

following figure. 

 

 

 

 

 

 

 



66 

 

Figure 16 Services FDI in the Czech Republic 

 

Source: CNB, 2005, own elaboration 

MNCs, like most companies, are profit seeking companies.  When they desire to 

enter in a country, they do it because they expect profit to be made, so they go to 

sectors with low productivity and to the sectors which are “booming”. Both these 

features were present in Czech banking, telecommunications and retails. It was a 

perfect chance for market seeking MNCs to invest. A secondary motive of MNCs 

when entering a new market might be increase of market share in domestic market 

via repatriating the profits back home. 

In the Czech Republic the four services with the most FDI received are: finance, 

trade, transport and telecommunication and real estate. Next table shows number 

of firms by ownership in given services. One can observe how many firms have 

begun their activity in form of greenfield and how many it did in form of M&A. 

On the other hand these numbers don’t tell us anything about share of foreign 

capital in industry:  
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Figure 17 Methods of Entry of FDI in the Czech Republic 

FREQUENCY GREENFIELD TAKEOVER TOTAL FOREIGN DOMESTIC

Sale, maintenance and repair of motor vehicle and nmorotcycles 98 20 3 23 75

Wholsale except motor vehicles and motorcycles 608 240 52 292 316

Retail trade, repair of personal and household goods 174 55 12 67 107

TRADE AND REPAIRS 880 315 67 382 498

REAL ESTATE AND BUSINESS ACTIVITIES 253 25 24 49 204

Land transport, pipelines 104 4 7 11 93

Supporting and auxiliary transport activities, travel agencies 48 17 8 25 23

Post and telecommunications 43 18 8 26 17

TRANSPORTS, COMMUNICATION 195 39 23 62 133

FINANCIAL INTERMEDIATION EXCEPT INSURANCE 

AND FUNDING 202 35 19 35 148  

Source: Stančík (2007) 

As MNCs tend to be large, their capital share in some services is really big. More 

than 90%32 of banking sector assets is owned by foreign capital. Ten biggest retail 

chains count for 66%33 of market share. In telecommunications 77% of companies 

have dominant domestic owner, but 93,2% of telecommunication capital is in 

foreign hands.  What impact has this situation? 

There were found a positive spillover on manufacturing companies using services 

inputs and both positive and negative effects in horizontal and upstream direction 

in the Czech Republic (Arnold et al, 2006). But at the same time Stančík (2007) 

found for services FDI in the Czech Republic negative backward and horizontal 

spillovers and no forward spillovers. Such findings seem to be in line with the 

empirical evidence on big sample of countries of services FDI spillovers by 

Alvaro (2003) which has found ambiguous effects of services FDI as well. Such 

result can be in line with findings of Mattoo et al (2001) who found a positive 

relationship between services FDI and economic growth. The economic growth is 

not an equivalent of positive spillovers. The growth is enhanced by simple capital 

accumulation and consumption which comes with the FDI. Even if there would be 

horizontal spillovers for domestic firms, when considering that all these three 

industries are strongly dominated by foreign capital, one could ask who should be 

the spillovers receiver. In banking sector nobody, in mobile operators sector 

nobody, as there are no domestic owned companies that have considerable market 

                                                            
32 ECB 2007 

33 INCOMA 2007 
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share. In the retail sector the situation is different. The MNCs chains have 

horizontal spillovers on the small markets, which is by intuition negative.  

To conclude, the services in the Czech Republic are predominately controlled by 

foreign capital. Banking sector and mobile operators are almost 100% foreign 

owned. Retails are dominated by big chains which are all foreign as well. Media, 

insurance, consulting services, transport and real estates have also considerable 

share of foreign capital.  

3.5.1. Czech Republic: Banking Sector  

In the Czech Republic more than 90% of bank assets are owned by foreign banks. 

The situation is similar in Slovakia, Estonia, Latvia or Hungary. On the other hand 

other NMS34 from 2004 have this share relatively lower (over 60% Malta or 

Poland) or less than 50% in Slovenia, Cyprus or Lithuania35. This situation, 

especially in Czech Republic, Slovakia and Estonia is in contrast with the 

situation in the EU-15. The average share of foreign asset ownership in EU-15 

was 23% in 200336. In Latin America the foreign penetration ranges on average 

around 33% and in East Asia around 10%37. Liberalization of the financial sector 

came basically with the beginning of the transition. It might be also interesting to 

recall the paper by Khoury and Savvides (2006) who suggest that since a given 

threshold level of GDP per capita of 2291 USD, liberalization of financial sector 

benefits the economic growth. Czech Republic´s GDP per capita reached 3551 

USD in 1993. Thus according to their paper the country was ready to benefit from 

financial liberalization38” The perhaps only solution of the crisis came with 

                                                            
34 New Member State(European Union) 

35 Source: ECB 

36 Source: ECB  

37Source: Bank for International Settlemenmt 

38 Source: IMF 
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foreign capital, the country was not successful in creation and maintenance of 

reliable Czech capital owned banks39.  

 

High value of FDI into banking sector is a result of already mentioned 

problematic transition connected and resulting crisis in 1997, when selling of the 

key banks was perhaps the only solution. The crisis had roots beside other factors 

in the low quality of institutional environment. As stated by Pruteanu-Podpiera, 

Weill and Schobert (2007) “In early 1990s, licenses were granted quite freely to 

newly created banks and the market was opened to foreign bank branches in 1992. 

This led to a fast increase in number of banks during the early 1990s. The liberal 

licensing policy was primarily motivated by a desire to quickly increase 

competition in the banking sector. However, the progress in bank regulation did 

not keep the same pace. The banking sector had been formed at a time when 

banking supervision was defined and conceived but when no appropriate 

supervisory activities had been developed yet.” First sold was Živnostenská banka 

in 1992, but the biggest change came after the crisis of 1997 in the period 1999-

2002 when Komerční banka, CSOB and Česká spořitelna were sold. 

One has to ask what good did the foreign capital bring to the Czech economy. For 

the Czech banking environment at the end of the 90s, factors mentioned by 

Goldberg (2003), such as better diversified portfolio, improved bank supervision, 

good access to the world capital markets or better access to foreign currency were 

very important. Psychological effects (such as reliability of foreign banks) were 

also very important in order to increase trust in the banking system. These positive 

effects might be considered as reduction of the magnitude of host country cycle.  

The risk of adverse shocks as suggested by Cardenas et al (2004) is theoretically 

possible as well. As Czech Republic follows different shock pattern than the Euro 

area the danger of shock transfer could to be realistic for the Czech Republic 

(Holub, 2007). However, one may expect convergence towards higher correlation 

                                                            
39 Konsolidační banka has been also importnat institution  at the process of bank healing, finally the banks were 

sold relatively clean. If it was advantageous for the country is topic for another study. 
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with the Euro Area once the economic integration progresses more and Euro 

admission will take place.  

Impact on Competitiveness 

The openness of banking sector is usually related to an expectance of increased 

competition in the sector and by intuition, consequentially increased consumers´ 

welfare. Surprisingly, the reality of Czech Republic confirms decline of number of 

banks in period 1994-2005 and also absence of increased competition in the same 

period. One might argue that this happened at least in late 90s due to the 

rationalization in the sector in late 1990s, but research by Pruteanu-Podpiera, 

Weill and Schobert (2007) found Lerner index40 to decrease between 1994 and 

1997and “It´s evolution then became erratic between 1998 and 2001. From 2002 

to 2005, the evolution became more regular with a clear increase.” The fact that 

Czech Republic doesn’t have high competition in banking sector can be also 

supported by the measure of market share of five largest banks (data for 2003). 

The market share of five largest banks in the Czech Republic (65%) is bigger than 

comparable EU-average. Also other NMSs have this share in average higher than 

EU-15 (70% NMSs versus 50% in EU-15)41.  Hirsch-Herfindahl index (HHI)42 for 

Czech banking sector is computed in the table below. One can see that in the 

period 1994-2005 HHI for both assets and loans slightly decreased in the first half 

of period and then increased in the second half. In 2005 HHI for both assets and 

loans ranged around the level 1400, which indicates moderate concentration. 

Compared to EU-15 countries43 with similar market size, like Austria (HHI of 

                                                            
40 L=(P-MC)/P, L: Lerner Index, P: selling price, MC: marginal cost. The index ranges from a high of 1 to a low of 

0. Higher numbers imply greater market power. For a perfectly competitive firm (P=MC). If L=0 firm has no 

market power.  

41 The fact the NMSs are small might be relevant. Other small countries in the EU-15 like Netherlands, Belgium 

or Finland had the five largest banks share in 2003 above 80%  

42  si is share of firm I in given industry, source: US Department of Justice 

43 Source: ECB (2000) 
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1000), Greece (HHI of 1500), Sweden (HHI of 2000), Belgium (HHI of 1600), or 

Portugal (HHI of 1200) one can claim that HHI of the Czech banking sector is just 

similar to the EU-15 one. Measured by all possible ways, it is clear that foreign 

capital did not bring increased competition to the Czech Republic, the 

concentration measured by HHI has grown, but has not exceed the European 

standards. However contrary to the neoclassical approach, in banking sector this 

doesn’t have to reflect in decreased efficiency, the opposite seems to be truth. 

Pruteanu-Podpiera, Weill and Schobert (2007) mention empirical evidence 

proving this idea and their own research findings „endorse only negative causality 

running from competition to efficiency in the Czech banking sector in period 

1994-2005.“ These findings are explained by market imperfections typical for 

banking sector.  
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Figure 18 Hirsch-Herfindahl Index and Number of banks in the Czech republic 1994-2005 

 

Profitability 

Discussing the impact of foreign banking capital entry to the Czech Republic it is 

also worth to mention profitability of foreign banks. When we look at following 

figure, we see how high bank´s return on equity in different country groups is. 

The average in NMSs in 2003 was almost 12%, in Baltic states in was over 16% 

and the average for CEEC-5, where Czech Republic belongs was slightly over 

12%. In CEEC-5 group with exception of Slovenia is a group of countries which 

have high foreign presence in banking sector. How can the higher profitability be 

explained? One part of explanation is new business, credit expansion, mortgages 

expansion, simply said boom of “modern” banking products in environment of the 

country in transition. 
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Figure 19  Returns on Equity for NMS Banks’ by Country Groups 

 

Source: ECB 

Figure 20 Structure of Profits of the Czech Banks 

STRUCTURE OF PROFIT OF THE CZECH BANKS

31.12.2003 31.12.2004 31.12.2005 2006

31.3. 31.6. 31.9.

Profit from financial operations 90 252 103 486 108 918 28 155 57 476 86 605

interest profit 54 303 59 760 64 043 16 686 34 194 52 423

profit from fees and provisions 26 343 31 326 31 831 8 107 16 566 24 483

profit from shares 824 1 369 2 189 147 844 1 391

profit from other finantial operations 8 783 11 031 10 854 3 216 5 872 8 308

securities operations 751 3 115 2 213 -455 -1 480 -598

forex operations 5 818 8 889 4 700 2 435 4 418 6 421

derivate operations 2 214 -975 3 937 1 236 2 934 2 485

debt trade 0 2 4 0 0 0  

Source: CNB, own elaboration 

Nonetheless with regard to banking profitability it is worth to mention the 

structure of the profits of the Czech banks. The share of profits from fees and 

provisions create a large portion of total bank profit which is approximately 1/3 of 

total financial operations profit. Fees for basic banking services (cash withdraws, 

charging orders etc.) have been elevated compared to western countries, including 

different bank fees policies of one bank in different countries. According to 

Hospodářské noviny (2005)44 e.g. KCB was charging back then in the Czech 

Republic fee for cancelling the account, but in home country Belgium this service 

was for free. It is hard to find comparable data from different Czech and foreign 

                                                            
44 Hospodářské Noviny, 26.10.2005, Miroslav Čepický, Bankovní poplatky jsou v Česku vysoké 
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banks, but one may estimate that similar difference could be found also for other 

banks. It may seem unfair; however, the banks argue that there are considerable 

differences between Czech and home clients. The Czech ones use much less 

sophisticated bank products and services (investment consulting, credit cards etc.), 

thus banks tend to charge higher fees for the elementary operations.45 Czech 

National Bank (CNB) is a regulatory institution which could have intervened in 

the fees policy of banks, as e.g.  Ministry of Finance or wide public anti-fee 

campaign suggested. But CNB did not consider the situation of bank competition 

(the concentration for the Czech Republic are not elevated compared to EU) and 

fees such that regulatory measures would be necessary.   

In summary: 

A) Foreign banks stabilized Czech banking sector at time of crisis, however risk of 

adverse shock is present 

B) Their presence did not contribute to increased competition, but this doesn’t have 

to be negative, empirical research seems to confirm link between increased 

competition and decreased efficiency 

C) Foreign bank profits are higher than in western countries. One part of this 

profitability is explained by banking products expansion in “transition” country; 

however the fees and provisions were also a considerable part of bank profits. One 

cannot forget the regulatory power of CNB which has not been used in the case of 

fees. 

3.5.2. Retails 

In this chapter I will discuss food retail chains in the Czech Republic. The 

situation on Czech food retail market after the 1989 revolution has over the two 

decades acquired the pattern of western neighbors. In Czech Republic 

(Czechoslovakia) first supermarkets has appeared in 1991, the name of the first 

one was Mana a member of the Dutch AHOLD group. Supermarkets and 

hypermarkets dominate the industry. Over the last decade the popularity of 

                                                            
45 E.g. According to Societe Generale, in France an average bank client uses makes 226 transactions a year, the 

Czech one does 35. The credit card transactions in France have frequency 98 per year, in Czech Republic 11.  
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hypermarkets among Czech families is constantly growing and the popularity of 

supermarkets constantly falling. In 2006 over 60% of families preferred 

hypermarkets and only 35% supermarkets.46  In 2007 almost 70% of market share 

belonged to supermarket and hypermarket chains. Since 2005 the share grew by 

10%. One of important reasons for such development was growing competition 

and consequently leaving of some chains. These were Carrefour which was sold to 

Tesco, Delvita was sold to Billa, and Julius Meinl was bought by Ahold Czech 

Republic. However the concentration ratio comparing to other countries (already 

mentioned) in the Czech Republic is not high, one could say it is relatively low 

comparing to other European countries (Great Britain Sweden, Germany). The top 

eight chains are foreign. Geco Tabak and Peal (both specialized on tobacco) are 

successful Czech projects which rank on the 9th and 10th market share position. 

Czech supermarkets Hruška or Jednota are of small market share but also 

successfully operating. Vít potraviny did not survive and have left the market. 

 

Figure 21 Czech Top 10 Retails 

1. 51,1 11,7

2. 42 9,6

3. 42 9,6

4. 39,3 9,0

5. 31,6 7,2

6. 23 5,2

7. 20,5 4,7

8. 17,7 4,0

9. SPAR CR 14 3,2

10. PEAL 8 1,8

289,2 66,6

HHI top six 479,7

CR top four 39,8

Makro Cash and Cary CR

REWE CR( Billa, Delvita, Penny Market)

Globus CR

Tengelmann CR (Plus, OBI-system central)

Geco TABAK

TOP ten sum

Czech Republic 2007 Revenues CZK bil. Market share %

Schwarz CR(Kaufland, Lidl)

Ahold Czech Republic (Hypernova, Albert)

Tesco Stores CR

 
Source : Data:  INCOMA Research,  Moderní obchod, own calculations 

 

Impact on consumers 

                                                            
46 Source: Incoma Research 
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Considering the prices, it is hard to express the effect foreign chains had on them. 

Their (big) size and relatively large number of competing firms in the retail sector 

should continue further the process of lowering prices. On the following figure 

one can observe that food prices grew more slowly than total consumer prices, 

especially since 1997, when first hypermarkets appeared, the food prices are 

relatively stagnating (the author is not counting the recent developments where 

food price increases have accelerated). One could estimate that presence of 

foreign super- and hyper-markets has contributed to slow growth of food prices, 

like in other countries, e.g. in Sweden or Chile. 

However, the dynamics of the retail sector can also have impact the prices. Paper 

by Podpiera and Rakova (2008) concludes that “the tendency to mergers and 

acquisitions among retail chains that already started in 2004, …, would cause an 

average extra inflation of consumer prices  for non-durable goods of 1,2% a year 

over  next ten years” . Increased prices following increased concentration were 

also confirmed by Asplund and Friberg (1999) in case of Sweden, however this 

effect was found to be very small. In general, in the Czech Republic the retail 

sector seems to have healthy concentration and even the possibly increased 

concentration in the future shouldn’t have dramatic effect on prices. One should 

keep in mind that factors like such as fuel prices, increased consumption in Asia, 

VAT changes etc. can strongly influence the retail prices and these effects can be 

much bigger than those caused by concentration in the market. 
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Figure 22 Food and Total Consumers Prices Growth 1994-2007 

  

Source: CSO, average of 2005=100 

With regard to the quality of retailed goods, the chains often stress the quality of 

their goods, however, in reality, low price is the leading motive and there may 

appear a trade-off with quality. The Office for the Protection of Competition has 

already treated some cases on the retail industry. In 2006 Billa and Julius Meinl 

were penalized for cartel behavior. They were accused that in 2001 and 2002, they 

have coordinated they price policies.47  Julius Meinl or Ahold Czech Republic 

were already penalized by CAFIA48 for selling products that have been 

additionally relabeled with different best before dates than initially stated on 

original packaging or that did not bear use by dates.  

Impact of foreign chains on domestic suppliers and retailers 

This sort of chain effects is hardly researched and documented. The regulatory 

attempts on this field are problematic, as government considers consumer prices 

important to keep low and as these would rise with the regulation. However, 

according to information in media there is pressure on creation of new laws that 

                                                            
  

48 Czech Agriculture and Food Inspection Authority 
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should contain prohibition of different treatment of different suppliers, prohibition 

of enforcement of one-part beneficial contracts.  

The impact of foreign retail chains on the Czech chains is not really important, as 

among the top retails there is not a single Czech owned company. Perhaps the lack 

of any large domestically owned retailer says a lot about impact on domestic retail 

industry. Geco Tabak is specialized in tobacco, and Peal in tobacco, beverages 

and sweets, thus these two retails are not direct competitors of the top 8 retails.  

Impact on employees 

Problematic relationship of chains with their employees is known not just in the 

Czech Republic. It is not given by the fact the chains are foreign, but by the 

market strength of the chains.  Tomášek (2007)49 in his paper mentions the main 

problems. He stresses increases in part time employments and increasing 

overtimes, which are not being paid for accordingly. Further, he observed the 

trend of elevated percentage of cashiers- students, sometimes more than 50%.  

Thus the chain pays less per employee and the staff has not all benefits (holidays, 

unemployment transfers) like if they would, if they worked full-time.  

Further problem he mentions is that the employment contracts are usually written 

in such form, that they allow the employer to manipulate staff into doing work, 

which normally they should not do (e.g. a person which was employed as cashier 

is forced to do cleaning as well). Among other problems the author mentioned is: 

asking of family status (discrimination of women), no provision of free days 

between altering shifts, penalizing the staff financially for accidental situations. 

He concludes that dynamic foreign chains systematically exploit employees and 

the regulatory authorities are not hard enough on them. This situation can be 

considered as an example of MNC´s exploitation of the labor force with low 

bargaining power, especially low skilled, older and women.  

 

                                                            
49 Marcel Tomášek, Faculty of Social Studies, Masarykova University in Brno 

www.soc.cas.cz/download/608/Pokladni%20retezce_net.pdf 
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3.5.3. Telecommunications 

As we have shown in the first section, the telecommunication liberalization, 

privatization and FDI inflow into this sector might help to “leapfrog” the 

development in the less developed countries. The foreign companies´ capital 

facilitates the availability of telecoms services and consequently via forward 

spillovers should enhance the development in the whole economy. The evidence 

of such spillovers in the Czech Republic was empirically found by e.g. Arnold et 

al (2006).  

In 1991 it was a commitment to liberalize Czech telecommunications in line with 

the EU. In 1993 the business was separated from the state administration. Ministry 

of Economy remained the regulator and the business part was created by SPT 

Telecom, Czech Radiokomunikace and Czech Post. In 1995 the first foreign 

operator entered the Czech telecoms market. It was Telsource50 which controlled 

for 27% of the Czech Telecom. After corruption affair with KPN the first 

privatization attempt to privatize the Czech Telecom collapsed in 2002. Finally, 

Czech Telecom was sold in 2005 when the National Property Fund signed the 

contract with Spanish Telefonica has acquired 51,1% of the company. 

With regard to mobile operators, till 1996 there was only one operator, Eurotel, 

which was set up in 1990 as a joint venture of SPT and US West and Bell. 

Eurotels´ aim was to enhance the data communication and mobile communication 

and the company had a monopoly on these two services.51 In 1996 T-Mobile 

entered as a second mobile operator and data services were liberalized. In 1999 

third mobile operator license was issued for T.I.W. Canada (Vodafone). In 2000 

there was set up an independent regulatory organ Czech Telecommunication 

Bureau. All mobile operators operator in the Czech Republic is foreign owned, so 

is the fix line provider. With regard to internet providers, some also foreign owned 

                                                            
50 PTT /later KPN/ Telecom Netherlands and Swiss PTT Telecom 

51 Eurotel had monopoly over internet as a part of data communication. However, Euroteldid not provide 

internet access at all. In 1995 Eurotel sold the data net division to SPT which has later issued new non-exclusive 

licences. Thus Czech internet development was slowed down. 
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(UPC, Telefónica O2) but many, especially smaller internet providers are of 

Czech ownership. 

The foreign presence in the telecoms sector has contributed to the increased 

availability of telecoms services. The mobile use has grown rapidly since 1999. In 

2000 the number of mobile users overtook the number of fix line users, which is 

stagnating over the past decade. In 2006 the number of mobile users was more 

than three times higher than the number of fix line users.52 Pasadilla (2006) offers 

some data which confirming the telecoms service expansion in the Czech 

Republic. According to her in 1998 the Czech Republic lagged behind the 

Western Europe in mobile use. In 2003 there were only Italy and Sweden with 

more mobile users measured in per capita terms. In 1998 Czech Republics´ 

internet use was ranked on the European bottom, measured in per capita terms. In 

2003 the country reached the middle position being in front of Spain, Portugal or 

Greece. However, comparing to other European countries there seems to be a 

difference comparing Czech households and Czech firms. The internet use in 

Czech households still lies on the European bottom. In 2006 there were only five 

countries with less per capita internet use (29%, comparing to 51% in EU-25 and 

54% in EU-15). On the other hand Czech business sector with 70% lies closer to 

EU-25 average of 75%. The share of firms which have own web pages exceeds 

the EU-25 average.53   

 

The effect of liberalization on prices in natural monopoly environment is anyway 

dependent on the regulatory organs. Czech Telecommunication Bureau can set the 

limits for maximum prices and has also other regulatory power. Taking into 

consideration the Hirsch-Hirsch-Herfindahl Index, the Czech mobile operator 

market seems to have relatively low concentration in the range between 3000 and 

4000, similarly like majority of countries.  

 

                                                            
52 Novák (2007) 

53 Source:CSO 
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Figure 23 OECD Member Mobile Telephone Market Concentration Index Values in 2004 

Range HHI index value

HHI≤3000 UK 2309, Netherlands 2487, US 2529, Austria 2841

3000≤HHI<4000 Greece 3108, Germany 3196, Italy 3338, Poland 3357, Canada 3401,

Australia 3473, Denmark 3605, Sweden 3651, Spain 3676, Hungary 3680,

Portugal 3698, Czech Republic 3736, Belgium 3794, France 3818, Korea 3938

4000≤HHI≤5000 Japan 4098, Ireland 4290, Finland 4362, Switzerland 4627

HHI≥5000 Turkey 5034, New Zealand 5063, Norway 5620, Mexico 5952  
Source: OECD 

 

3.6. Impact of FDI on Unemployment, Wages and Inequalities  in the Czech 

Republic 

 

Similarly like in the first section there will be dedicated some space to the impact 

of FDI on social aspects.  

 

3.6.1. Unemployment 

 

Considering the unemployment, the impact of FDI in the Czech Republic has 

been ambiguous. The acquisition type of FDI has had labor saving effects, 

because of higher productivity of foreign firms. However, the development of FDI 

and unemployment rates suggests that FDI did not contribute to decrease of 

unemployment rate. Since 1998 in times of more massive FDI inflow, the 

unemployment started to grow and in 2002 it peaked at 10%. The chart shows 

unemployment rate development in different counties. 
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Figure 24 Unemployment Rate in Different Counties 

 
Source: Janáček (2004), own elaboration 

 

First group, Karviná and Louny is group of traditionally high unemployment and 

with minimum FDI, the second group, Přerov, Plzeň město, and Svitavy are 

counties with “Greenfield” investments and the third group, Praha is a county 

with low initial unemployment and high FDI inflow. One can see that 

unemployment rates in all counties were following similar pattern, and it could 

not be confirmed even if FDI would contribute to decrease of unemployment in 

counties with big “greenfield” investment.  

Janáček (2004) states that „The development of unemployment in the Czech 

Republic was and is given mainly by structural factors and by business cycle as 

well.” “FDI does not have any positive influence. “ Next figure shows the change 

of unemployment rate plotted against FDI per capita in different regions of Czech 

Republic. This figure suggests as well that there was no effect of FDI on 

unemployment rate. 
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Figure 25  Unemployment and FDI Relation 

 
Source: CNB, CSO, own elaboration and calculation 

 

3.6.2. Wages and Income Inequalities
54
 

 

In the case of the Czech Republic, since 1998, when FDI started to flow massively 

to the country we observe two facts. First, companies under foreign control pay 

higher wages per employee in all industries.  As one can see the most remarkable 

differences are in Construction sector, Transport, Storage and Communication 

sector and finally in Real Estate sector.  Further, one could observe increased 

inequality in wages. Especially the ratio of the 90% decile/10% decile has grown 

from 2,8 in 1998, to 2,95 in 2002 to 3,15  in 2006 in the Czech republic. The 

leading group of this trend is people with university education. In this group are 

the biggest differences between the 90% decile and 10% decile. The quartile ratio 

has grown as well but much more slowly.  

The Gini coefficient for the Czech Republic in 2000 was 26, the OECD average 

was equal to 30,7. The communist pattern of equality is slowly disappearing and 

Czech Republic converges to western standard. In non-public sector people get 

                                                            
54 Data used for this chapter are from CSO statistics 
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salaries according to their productivity, there are highly productive branches, 

where higher salaries are present. Foreign companies, where there is usually better 

productivity than in Czech companies, are paying higher salaries in all 

industries55. At this point it is interesting to mention the ratio of productivity from 

value added/ wage. This ratio is much higher at foreign firms than in domestic 

private or state owned. This ratio in 2004 was 3.2 for foreign firms and 2.5 for 

Czech private companies. For the state owned companies the ratio was 2.2. Such 

result shows that foreign firms are more profitable than Czech ones due to their 

productivity, even though they offer considerably higher wages.    

MNCs help to increase income inequalities and converge to the average of OECD. 

Czech Republic is not a part of a pattern found by Figini and Georg, who 

suggested that on later stages of FDI the inequalities should diminish. 

Figure 26 Decile Ratio Development 

 

Source: CSO, own calculation 

3.6.3. Gender Income Inequalities 

 

Considering the gender wage gaps, for case of the Czech Republic there is a 

relationship: In industries where there is higher ratio of labor costs of foreign 

companies/domestic, there is less inequality between men and women wages. The 

                                                            
55 Source: CSO 
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R2    of 0,264, so we can assume, that the differences in median gender wage gaps 

in given industries up to some point depend on the ownership. 
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Figure 27 Gender Median Wage Gap and Foreign Ownership 

 

Source: CSO, own calculations and elaboration 

Considering the gender wage gap development in time, there was no big change 

since 1998, when FDI started to flow massively into the Czech Republic. In 1998 

the women´s average wage was 72% of men´s average wage. In 2006 it was 75%. 

Thus there is little evidence that FDI would contribute to either increasing or 

decreasing of the wage gap between men and women at least not in the entire 

economy. 

 Gender wage gaps are typically present in all countries and depend on many other 

factors (occupational segregation, maternity related human capital loss etc.), than 

solely ownership pattern. Although wage gaps tend to be smaller in industries, 

where MNCs have relatively higher labor cost compared to domestic companies. 

 This result might be due to, more women, typically young, skilled, which delay 

maternity, employed on higher and top managerial posts in MNCs. Such 

ambitious women are less likely to look for a less paid job in domestic company. 
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One could assume that domestic companies tend to lack young skilled people and 

the labor structure remains similar to the one in the communist period.56 

                                                            
56 And thus prevent spillovers 
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4.  Concluding Remarks 

This thesis aim was to collect and analyze data available on FDI and its impact on 

economic growth, domestic firms and on other aspects of economy such as on 

unemployment and income or gender inequalities.  Very broad literature was 

mentioned in order to provide as much information as possible. In both media and 

scientific papers, FDI and liberalization are recently often referred as tools of fast 

economic development for developing countries. FDI is often equaled to fast 

economic growth, higher efficiency and competition, and technology spillovers. 

The mentioned literature all together suggests positive impact of FDI on growth 

(Borensztein, De Gregorio and Lee; 1998, Alvaro; 2003, Mattoo et al; 2001, 

Bhandari et al; 2007), however, there is only poor evidence supporting existence 

of positive spillovers from FDI; even more, that FDI has no key effect on 

employment creation. The empirical evidence suggests that the technological 

spillovers are rarely present in the manufacturing sector; indeed they can be 

negative, especially in less developed countries which have big productivity gap 

between them and foreign investor (Kokko et al, 1994; Peter et al, 2004; Aitken 

and Harrison, 1999; Tytell and Yudaeva, 2005).  In the countries where no 

technology spillovers are present there is a danger of the dual economy to take 

place. It might be interesting for the policymakers in the developing countries to 

check papers by Rodrik (2001), Ha-Joon Chang (2007) or Stiglitz (2002) that are 

more careful in evaluating the FDI and liberalization contribution to the 

developing countries. They especially point out overvaluation of FDI and 

liberalization as tools for quick economic development; further they mention 

possibilities of abuse of market power or promotion of inappropriate policies 

recommended by international organizations in the environment of developing 

countries. These authors suggest industrial and regulatory policy measures as 

tools for the optimal FDI incidence.  

With regard to non-manufacturing sector (services) there seems to be clear 

evidence of positive forward spillovers especially in telecommunication and 

banking (Fernandez and Paunov, 2008; Clarke et al, 2002, Contessi, 2003; 

Mattoo, 2001). FDI can bring into mentioned services capital and stability. To 
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further develop them, in such a way (mobile phone and internet availability, bank 

credit, better access to foreign currency in case of crisis) that they enhance the 

development in given customers´ sectors. FDI into banking sector may help 

improving macroeconomic stability based on both real and psychological factors. 

Nonetheless, in my opinion, these sectors are of strategic importance and thus 

appropriate regulation and good institutional climate have a superior importance 

over total liberalization. FDI into retail sector has usually negative effect on 

prices, although the retail chains may exercise their power in order to affect 

negatively suppliers and other domestic retailers. The concentration measured by 

Hirsch-Herfindahl index, though, does not reveal differences between countries 

with majority of domestic or foreign retail chains, thus one cannot say that 

domestic retail chains would not act the same. The effects of FDI in the retail 

sector are probably given not by the fact that they are foreign but by the fact, they 

are retail chains with great market power. 

The impact of FDI on host country employment is very ambiguous, the efficiency 

labor-intensive FDI tend to create new jobs and conversely the more capital 

intensive, medium to high technology FDI does not tend to create new jobs, and 

furthermore it can affect the employment negatively. The form of FDI has to be 

considered as well. The “greenfields” will create more jobs than acquisition FDI, 

but one must take into account also possibility that even the jobs created by 

“greenfield” FDI may result in destroying domestic company with similar 

production, thus offsetting the gains of FDI investment in the country. However, 

in longer perspective, the negative impact on employment can be beneficial for 

the economy, as the restructuring takes place. The pure labor-intensive FDI are 

usually viewed as short term for the host country, as once the country becomes 

more expensive such FDI will move to cheaper locality. Regarding the wages, 

research showed that they are higher in foreign firms (Lipsey and Sjoholm, 2004; 

Aitken et al, 1996). However, these higher wages tend to spillover again only in 

industries with small productivity gap (Girma, Greenaway and Wakelin, 2001; 

Aitken et al 1996).  The impact of FDI on income inequalities is very ambiguous 

(Figini and Goerg, 2006; Mold (2004), and the impact of these inequalities on 

economic growth as well (Alesina and Rodrik, 1994; Persson and Tebellini, 1994; 
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Perotti, 1996; Panizza 2002; Nahum, 2005). Women tend to benefit from FDI 

more in terms of quantity of the jobs than quality, compared to men (Braunstein, 

2006; Murray 2005). Nevertheless, even low-skilled jobs in labor intensive plants 

can give women more economic independence, thus decrease inequalities between 

men and women, which are known to slow down the economic growth. 

The impact of inward FDI on the Czech Republic is generally in line with the 

impacts observed in the world. The impact of FDI on growth is positive, however, 

the spillovers evidence is very ambiguous and especially the manufacturing sector 

does not reveal many data confirming positive spillovers. One might suggest that 

it is due to big productivity gap, which is by some authors (Zigic ,2001; Kosová, 

2006 or Peter et al, 2004) expected to decrease, conversely, the statistical data 

don’t show the productivity convergence trend at all. Thus the expected positive 

spillovers in manufacturing are yet to be seen, if ever. CzechInvest agency is an 

investment supporting agency in the Czech Republic and tries to help foreign and 

domestic investors to cooperate and thus create better conditions for the 

spillovers. Still, it is again controversial if the benefits from agency activity 

exceed the costs. 

(Arnold et al, 2006) found positive forward spillovers from services FDI in the 

Czech Republic, which is in line with results of Mattoo (2001). However, there is 

also evidence of no spillovers (Stančík, 2006). Concerning two big service sector 

FDI receivers, banking and telecommunications, Czech Republic´s bad 

institutional situation in transition required stability and capital and this was 

brought by FDI. Institutional stability is referred to be important factor for 

successful FDI reception. Czech Republic did not have it, despite that, the FDI 

was probably the only solution for problems; FDI presence further endogenously 

influenced the institutions positively. FDI presence in the Czech banking and 

retail sector contributed to the concentration growth; however, the concentration 

values are similar to the standard European ones.  

The statistics shows that there is no important impact of FDI on the Czech 

employment rates, however, the income inequalities between men and women are 

lower in foreign owned firms.  On the other hand, the income inequalities seem to 
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increase as a consequence of FDI. At this point it is important to mention, that the 

income inequalities are still smaller compared to the Western countries as a 

consequence of communism. The inequalities are expected to increase still. 

To conclude, FDI benefits economic growth, the incidence of positive spillovers 

is more likely to happen, especially in manufacturing sector, when there is no big 

productivity gap between recipient and investing country. The policymakers 

should keep this in mind and perhaps introduce relevant policy measures. FDI into 

strategic services may significantly support other sectors, but careful regulations 

are necessary in order to prevent further market concentration. FDI does not 

influence employment in significant way; the impact on income inequalities also 

does not seem to be of one direction and superior relevance, as there is no 

consensus on whether the inequality is good or bad for the economic growth. The 

research showed that FDI provides more job opportunities for women. 
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