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Abstract:

Foreign direct investment plays a very important role in the economic development of
countries, especially in countries in transition. Foreign direct investment is defined as any
investment where the investor invests in a foreign country the factors of production
including labor, financial capital, technology and professional management knowledge.
FDI can ensure financial stability, promote economic development and improve social
welfare. The purpose of this paper is to investigate the impact of FDI on Kosovo's
economic growth, for the years 2007-2017. In particular, the paper aims to measure the
effect that FDI has had on GDP over the years, examining the impact of FDI by economic
activities on economic growth, expressed in GDP. Two basic variables were used: the
independent variable (FDI) and the dependent variable (GDP). To measure the effect of
the independent variable on the dependent variable, the data realized for these two
variables were collected by the relevant public institutions. From the derived data, the
results of the regression analysis show that FDI has a significant effect on economic
growth. The change in economic growth depends almost entirely on the change in FDI
by sectors of economic activity.

JEL: E20, E22
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1. Introduction

Foreign direct investment is a very important segment of a country's economic activity,
due to the effects that the latter bring. Foreign direct investment (FDI) is a source of

capital and a driver of economic growth in developing countries, especially in the context
of the move towards privatization and globalization. Foreign direct investment is already
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an important part of national development strategies for many different countries,
especially for developing and transition countries. Driven by technological change,
global competition and market liberalization, foreign direct investment plays a key role
in the process of global economic integration. They create effects in both host and
investing countries. Policy makers and academics often argue that developing countries
should attract foreign direct investment (FDI) as a means to generate higher economic
growth by providing local firms with a direct source of capital funding and valuable
externalities of productivity (Alfaro & Matthew, 2012).

The purpose of this paper is to investigate the impact of FDI on Kosovo's economic
growth, for the years 2007-2017. In particular, the paper aims to measure the effect that
FDI has had on GDP over the years, examining the impact of FDI by economic activities
on economic growth, expressed in GDP.

2. Literature Review

There are anumber of studies in the field of FDI and economic growth. It is now generally
accepted that FDI plays a crucial role in the industrial development of developed and
developing countries and can help boost economic growth through, for example, total
factor productivity growth (Bartels & Crombrugghe, 2009).

Empirical results reveal that the size of the market, namely the gross domestic
product of the Nigerian economy attracts foreign direct investment, as the increase in
production causes the inflow of FDI to increase by approximately 2.35%. Maku, 2015).
Foreign direct investment (FDI) has contributed to impressive economic growth in a
number of developing countries. In general, FDI not only increases the supply of capital
but given the appropriate policies of the host country, it can also facilitate technology
transfer. Technology transfer contributes to the formation of human capital which can
further improve economic growth prospects. In other words, FDI can facilitate economic
growth through direct and indirect channels (Anwar & Nguyen, 2010). Omri (2014)
shows that the effect of the stock of FDI on economic growth in MENA countries is
positive and statistically significant. Bengoa and Sanchez-Robles (2003) using panel data
for Latin America, examined the relationship between FDI, economic freedom and
economic growth. Comparing fixed and random effects estimates, they conclude that FDI
has a significant positive effect on host country economic growth.

Jyun-Yi and Chih-Chiang (2008) in their study they analyzed whether the FDI
promote the economic growth by using threshold regression analysis. According to their
analysis it shows that FDI alone play uncertain role in contributing to economic growth
based on a sample of 62 countries during the period observed from 1975 to 2000 and find
that initially GDP and human capital are important factor in explaining FDI. Further, FDI
is found to have a positive and significant impact on growth when host countries have a
better level of initial GDP and human capital.

Mehic and Babic-Hodovic (2013) investigated the impact of foreign direct
investment (FDI) on economic growth in the transition countries of southeast Europe.
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The empirical analysis embraces seven southeast European countries in the period 1998-
2007. The authors use Prais-Winsten regression with panel-corrected standard errors for
the preferred estimation model. The main research result is the positive and statistically
significant effect of FDI on economic growth. The impact of FDI is statistically significant
and robust when including data on domestic investments.

According to Cakeérri (2019), foreign investments are expected to have a significant
impact on the economic growth and development of host countries. In general, in theory,
FDI is expected to boost economic growth in host countries by creating employment
opportunities, increasing domestic investment, and facilitating technology transfer.
Hence there are numerous authors who have addressed this connection, both
theoretically and empirically.

Also to have a clear picture of the problem are reviewed the empirical scientific
research of the authors done so far dealing with foreign direct investment and economic
growth (Javorick, 2004; Alvaro et al., 2006; Mottaleb, 2007; Falki, 2009; Denisia, 2010;
Louzi & Abadi, 2011, Adefabi, 2011; Dritsaki, C. & Dritsaki, M., 2012; Dritsakis &
Stamatiou, 2014; Kilic, Bayar & Arica, 2014; Kukaj & Ahmeti, 2016; Siddique et al., 2017).
The results of the various studies reviewed of has proven a significant relationship and
confirm existence of co-integration between of foreign direct investments and economic
growth.

2.1. Foreign Direct Investments (FDI) flows and Gross Domestic Product (GDP) in
Kosovo

Below are presented the data of FDI and GDP for the reference period 2007-2017, as well
as FDI by economic activity, which are further used for research analyses.

Table 1: FDI and GDP for the Years 2007-2017

Year FDI GDP

2007 440,7 4,210,0
2008 369,9 3,882,7
2009 287,4 4,069,6
2010 368,5 4,402,0
2011 384,4 4,814,5
2012 229,1 5,058,8
2013 280,2 5,326,7
2014 151,2 5,567,5
2015 308,8 5,807,0
2016 220,0 6,070,1
2017 287,8 6,282,2

Source: Data are derived from CBK and KSA.

Foreign direct investments in Kosovo have started since 2000, while the most voluminous
investments were made in 2007-2008. Major investments of the years 2007-2008 are
identified as investments in the second mobile telephony in Kosovo. The decline in
foreign direct investment was observed from late 2008 and early 2009 due to the economic
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crisis where foreign investment declined sharply. Meanwhile, in 2010-2011, I started to
increase investments, although at a very slow pace. Table 2 below shows FDI by economic
activity.

Table 2: FDI in Kosovo by Economic Activity

D~ [e0) N (=) Ll (q\} o <H LN O D~

Year S S S = b= b= = = b= b= b=

. I I I I I « I « « I «
Description
Total 440 3699 2874 3685 3844 2291 2802 1512 3088 2200 287.8
Agriculture 79 85 131 09 06 03 04 02 10 12 -13
Mines 415 174 70 177 -52 250 -141 42  -369 -191 459
Industry 748 537 576 1011 469 274 115 -340 207 4.6 -32.7
Energy 25 167 87 .. 03 22 488 134 119 34  -10
Building 52 135 355 542 1331 311 173 -199 463 282 47
Commercial 127 101 162 68 116 93 146 84 120 145 898
services
Hotel
otels and 127 21 24 02 05 08 04 00 07 08
Restaurants

Transport and

.. 129.2 510 219 -159 29.0 324 51.0 -9.1 -6.1 -9.1 -6.6
communication

Financial
fnancia 102.0 109.6 753 394 330 224 44 419 643 190 553
services

Real estate,
renting and

. 309 622 439 755 60.5 115.7 136.1 142.1 189.6 167.6 187.3
other business

activities

Other services 4.5 2.1 2.7 1.3 11.3 1.8 3.3 2.2 4.5 9.4 49
Activities not

classified 169 230 113 876 632 110 6.2 14 14 -0.6 1.5
elsewhere

Source: (CBK, 2019) * (education, health and social work, social and personal services)
3. Research Methodology

3.1. Research Variables

The study consists of the following variables:

Independent variable: Foreign direct investment (FDI),

Dependent variable: Economic growth (Gross domestic product - GDP).

3.2. Procedures

To measure the effect of the independent variable on the dependent variable, data were
collected on these two variables by the Central Bank of Kosovo (CBK) and the Kosovo
Agency of Statistics (KAS). Data collection was performed using primary and secondary
data. Adequate literature review has been done in advance regarding the effect that FDI
has on GDP. Data were analyzed using SPSS program.
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3.3. Research Hypotheses
The causal hypotheses which will be verified during this study are, as follows:

H1: There is a significant impact of FDI on economic growth.

H2: There is a significant impact of FDI on economic growth by sectors of
economic activity.

4. Data Analysis and Results

The processed data were analyzed using SPSS program. Hypothesis testing was done on
the multiple linear regression model. To test statistically the significance of the
parameters separately the t test is used and to test the model whether it is important as a
whole, the F test is used.

4.1. Descriptive Statistics Data

Table 3 provides a summary of descriptive research statistics. The minimum, maximum,
average and standard deviation values according to the data set shown are presented.

The average for the FDI indicator is 3025.45, for the GDP indicator is 50446.455.

In terms of economic activity, the average for agriculture is 31, for mining is 175.60, for
industry is 442.56, for energy is 119.78, for construction is 409.10, for commercial services
is 114.55, for hotels and restaurants is 22.89, for transp. and commune. is 524.17, for
financial services. 515.09, for real estate, rent and business activities is 1101.27, for other
services is 43.64 and for other activities is 215.40. As for the standard deviation, since the
values are expressed in mil. (€), as such, we can say that all are acceptable.

Table 3: Descriptive Statistics

Min Max Mean St. Dev
FDI 1512 4407 3025.45 841.262
GDP 38827.0 62822.0 50446.455 8355.1414
Agriculture 2 131 31.00 45.217
Mines 42 415 175.60 146.899
Industry 46 1011 442.56 314.702
Energy 2 488 119.78 149.527
Building 52 1331 409.10 358.857
Commercial services 68 162 114.55 28.943
Hotels and Restaurants 2 127 22.89 39.769
Transport and Communication 219 1292 524.17 394.461
Financial services 44 1096 515.09 337.237
Real Est. Rent and Bus. Activities 309 1896 1101.27 582.447
Other services 13 113 43.64 32.166
Other activities 14 876 215.40 298.491
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4.2. Correlation Analysis

Table 4: Correlation Analysis Results
1 2 3 4 5 6 7 8 9 10

Year 1

FDI -659° 1

GDP 980" -.604" 1

Agriculture -7117 373 -734 1

Mines -720 845 -424 146 1

Industry -787" 730" -.791" 382 242 1

Energy 146 -140 111 -144 -677 -372 1

Building 132 174 094 -360 -.626 .093 -339 1
Commercial services -.034 .017 -016 .463 .092 -508 .226 -191 1
Hotels and Restaurants -.620 .643 -472 495 960" .683 -216 -414 .184 1
Transport and Communication -567 677 -242 .162 .999" .504 -.059 -479 -.023 .937"
Financial services -.583 549 -562 .739" 559 .497 -279 -306 -.004 .627
Real Est. Rent and Bus. Activities 957" -.627° 944 -.682" -.638 -.769° .257 -.062 -.078 -.568

*. Correlation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).

Table 4 presents the results of the correlation, which was used to test the relationship
between the variables and measure this relationship. According to the correlation results,
a negative correlation was found between FDIs over the years (r = -.659, p <.05), GDP has
a strong positive correlation over the years (r = .980, p <.01), while a negative correlation
between FDI and GDP (r = -. 604, p <.05). From this we can say that, with the increase of
years (between the years 2007-2017), FDI has decreased, while GDP has increased during
these years. In terms of economic activities, real estate, renting and business activities
have a stronger connection (r = .957, p <.01), which shows that with the growth (over the
years) these activities have also increased. There is also a positive correlation between
them and GDP. Other correlative effects are due to the very nature of the interconnected
nature of the sectors of economic activity.

4.3. Regression Analysis
The following is a test of the research hypotheses.

Model 1:
H1: There is a significant impact of FDI on economic growth.

The summary table of model 1 (Table 5) is an important table. Using the Enter
method, in this table are given the values R and R Square which represent the degree of
explanation of the variable dependent on the independent variables. The value that is
interpreted is R Square which shows that the change in economic growth depends 36.5%
on the change in the independent variables. So, foreign direct investment affects 36.5% of
economic growth.

European Journal of Economic and Financial Research - Volume 5 | Issue 1 | 2021 111


http://oapub.org/soc/index.php/EJEFR

Isuf Qabrati
THE EFFECT OF FOREIGN DIRECT INVESTMENT ON ECONOMIC GROWTH IN KOSOVO

Table 5: Model Summary 1b

Model R R Adjusted  Std. Error Change Statistics Durbin-
Square R Square of the R F dft df2 Sig.F  Watson
Estimate = Square Change Change
Change
1 .6042 365 294 7018.2974 .365 5.172 1 9 .049 1.023

a. Predictors: (Constant), FDI
b. Dependent Variable: GDP

To see if this impact is significant, the Anova table is used, as shown below. Here, the
ANOVA table gives the level of reliability for the regression model. Value Sig. is .049,
and indicates that the model is significant at its level.

Table 6: ANOVA Table for the Regression Model 1a

Model Sum of Squares df Mean Square F Sig.
1  Regression 254775385.110 1 254775385.110 5.172 .049>
Residual 443308489.617 9 49256498.846
Total 698083874.727 10

a. Dependent Variable: GDP
b. Predictors: (Constant), FDI

And at the bottom is the table of coefficients, which is presented below.

Table 7: Regression Coefficients of Model 1a

Model Unstandardized Coefficients Standardized Coefficients t Sig.

B Std. Error Beta
1 (Constant) 68599.024 8257.370 8.308  .000
FDI -6.000 2.638 -.604 -2.274 | .049

a. Dependent Variable: GDP

To summarize, the model forecast result is as follows:
GDP = 68599.024 — 6X (1)

The constant value is 68599.024 which means that even if FDI will be zero, GDP
will be 68599.024. With the increase of one unit in FDI, the GDP will decrease by 6,000
units. As a result we conclude that there is a significant impact of FDI on economic
growth and H1 hypothesis is successfully accepted.

Model 2:
H2: There is a significant impact of FDI on economic growth by sectors of economic
activity.

The following table presents the summary table of model 2. Using the Forward
Selection method, which puts the variables in order according to the correlation power
with the dependent variable, where the impact of each variable entered in the model is
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measured and variables that do not significantly affect are derived from the model. In
this table again are given the values R and R Square which represent the degree of
explanation of the variable dependent on the independent variables.

Table 8: Model Summary 2c

Model R R Adjusted  Std. Error Change Statistics Durbin-
Square R Square of the R F dft df2 Sig.F  Watson
Estimate = Square Change Change
Change
1 9442 .890 .878 2915.0155 .890 73.153 1 9 .000
2 .972v .945 .932 2182.6237 .055 8.053 1 8 .022 2.543

a. Predictors: (Constant), Real Estate, Renting and Business Activities
b. Predictors: (Constant), Real estate, Renting and Business Activities, Other services
c. Dependent Variable: GDP

The value that is interpreted is R Square which shows that the change in economic growth
depends 94.5% on the change in the independent variables. Thus, FDI by economic
activity (real estate, rent and business activities, education, health and social work, social
and personal services) affect 94.5% of economic growth.

The ANOVA table is used to test the relevance of the model as a whole. Here, the
table gives the level of reliability for the regression model. Value Sig. is 0.000 and this
indicates that the regression model is significant as a whole.

Table 9: ANOVA Table for the Regression Model 2a

Model Sum of Squares df Mean Square F Sig.
1 Regression 621608038.038 1 621608038.038 73.153 .000°
Residual 76475836.689 9 8497315.188
Total 698083874.727 10
2 Regression 659973103.271 2 329986551.636 69.269 .000¢
Residual 38110771.456 8 4763846.432
Total 698083874.727 10

a. Dependent Variable: GDP
b. Predictors: (Constant), Real Estate, Renting and Business Activities
c. Predictors: (Constant), Real estate, Renting and Business Activities, Other services

Table 10 presents the regression coefficients. To summarize, the model forecast result is
as follows:

GDP =33265.003 + 13.175X1 + 61.244X2 )
As can be seen, the constant value is 33265.003. Its meaning is that even if FDI in economic

activities (real estate, renting and business activities, education, health and social work,
social and personal services) will be zero, GDP will be 33265.003.
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With the increase of one unit in FDI in real estate, renting and business activities,
the GDP will increase 13,175 units and the increase of one unit of FDI in education, health
and social work, social and personal services will increase the GDP -in for 61,244 units.

As a result we conclude that there is a significant impact of FDI on economic
growth by sectors of economic activity and H2 hypothesis is successfully accepted.

Table 10: Regression Coefficients of Model 2a

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1  (Constant) 35539.242 1951.993 18.207 = .000
Real Estate,
Renting and Business 13.536 1.583 944 8.553 | .000
Activities
2 | (Constant) 33265.003 1666.850 19.957  .000
Real Estate,
Renting and Business 13.175 1.192 918 11.054 .000
Activities
Other services 61.244 21.581 236 2.838  .022

a. Dependent Variable: GDP
5. Conclusion

This study examined the impact of FDI on Kosovo's economic growth, for the period
2007-2017. From the literature review it was shown that foreign investments are expected
to have a significant impact on the economic growth and development of host countries.
In general, in theory, FDI is expected to boost economic growth in host countries by
creating employment opportunities, increasing domestic investment, and facilitating
technology transfer. Hypothesis testing results showed that there is a significant impact
of FDI on economic growth. The value found which was interpreted was R Square which
showed that the change in economic growth depends on 36.5% of the change in the
independent variables. So, foreign direct investment affects 36.5% of economic growth.
To see if this impact is significant, the Anova table was used. Value Sig. is .049 and
showed that the model is significant at its level.

Also from the second hypothesis, the value found which was interpreted was R
Square which showed that the change in economic growth depends 94.5% on the change
in the independent variables. Thus, FDI by economic activity (real estate, rent and
business activities, education, health and social work, social and personal services) affect
94.5% of economic growth. The Anova table was used to test the relevance of the model
as a whole. Value Sig. is 0.000 and this indicates that the regression model was completely
significant. These findings are consistent and compatible with some previous studies,
such Pegkas (2015), which demonstrated that FDI has a positive and significant impact
on economic growth as economic theory predicts. So, FDI plays a significant role on
economic growth in Eurozone.
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Since, Kosovo is characterized by low production, high unemployment, favorable
climate and high quality agricultural land. For this reason, the agricultural sector should
be stimulated through specific policies and concrete incentives to increase investor
interest in it. In general, Kosovo institutions and all other relevant actors should be more
engaged in creating better conditions for current investors, in order to attract potential
foreign investment in Kosovo. Institutions in Kosovo should continue to improve and
advance the legal framework for the legal security of investors, including the
establishment of legal mechanisms to ensure the implementation of contracts and
procedural instruments that guarantee faster procedures of possible cases / disputes. If
Kosovo is able to reform its institutions and change the image of its government, foreign
investment will begin to flow into the country and Kosovo's economy will begin to grow.
This study provides important information for those who will be doing research on this
topic in Kosovo. Future work and research may include other variables to measure the
impact of FDI on economic growth. Even the most detailed effects of FDI can be explored
through other factors, showing the relationships between them and making comparisons.
Other regression models can also be derived based on the inclusion of a more detailed
approach to impact indicators on gross domestic product.
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