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Abstract 

 
The present paper analyses one of the most important and discussed economic topics, namely foreign direct 
investments, from the point of view of their possible theoretical contingency with the gross domestic product 
per capita, which up to a certain extent stand for the welfare of a nation. Out of the 28 belonging to the 
European Union, six countries, the lowest ranked in respect to this indicator, namely: Bulgaria, Romania, 
Croatia, Latvia, Hungary and Poland, are analysed from the perspective of net FDI inflows and FDI inflow 
share in GDP. The results are construed in comparison with one another. The paper reveals that there is 
indeed a connection between the level of GDP per capita, the level of net FDI inflows and the living standard 
of the population, although sometimes such results are not strongly confirmed. 
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INTRODUCTION 

 

According to the European Union website, based on 

Eurostat data, Bulgaria has the first lowest position 

followed by Romania, Croatia, Latvia, Hungary, 

Poland, Greece, Lithuania and the remainder, in 

terms of quality of life revealed on the grounds of 

the gross domestic product (GDP) per capita, in 

purchasing power standards (PPS) (See Figure 1 

below). 

Given the large number of member countries, the 

analysis carried out and presented here concerns 

exclusively the GDP per capita in the lowest ranked 

six countries; it focuses on the separate study of 

foreign direct investments (FDI) in each country as 

against the level of foreign direct investments in the 

other five nations.  

The main purpose is to identify any possible 

relationships between the level of FDI and the 

quality of life in the analysed countries. 

FDI can be included in a quantitative analysis under 

various forms, as revealed by the World Bank Data 

Catalogue: net - absolute value, in currency 

expression, net - relative value, share of GDP, net 

inflows - absolute value, in currency expression, net 

inflows - relative value, share of GDP, net inflows - 

relative value, share of the gross capital formation, 

net outflows - absolute value, in currency expression 

or net outflows - relative value, share of GDP, to 

mention the most frequently approached ones. 

Net FDI represents the difference between net FDI 

inflows, reflecting the asset-related changes, and net 

FDI outflows, standing for liability-based changes. 

Net FDI inflows are cross-border investments 

counting for at least ten percents out of the volume 

of ordinary shares providing voting rights, arising 

from the association with a resident in the target 

investment economy, and encompass the equity 

capital, the reinvestment of earnings and other short-

term, medium-term and long-term capital-related 

forms. Net FDI outflows reflect the same type of 

foreign investments, but being directed from the 

reporting economy towards the other economies of 

the world.  

In the above-mentioned definitions, all such 

indicators are expressed in absolute value. However, 

the same issues can be also considered via their 

relative expression, either in relation to the GDP 

level or in relation to the gross capital formation 

(GCF), where the latter represents the gross fixed 

capital formation, the changes in inventories and the 

specific acquisitions minus disposals of valuables. 

 

 

RESEARCH, ANALYSIS AND DISCUSSIONS 

 

Certainly, each of the FDI forms has its relevance in 

rendering the supposed favourable impact of FDI on 

the wellbeing of a nation. It is known that 

investments, be they domestic or foreign, are 

desirable in any country and its sustainable 

development. Investments create the premises for 

the increase and improvement of the production 

capacity not just at organisational level, but also at 

the level of various branches of activities. Its 

subsequent effects are reflected in the creation of 

new jobs, the augmentation of the overall 

purchasing power and thus of the living standards, 

the development of the social and cultural 

environment for that nation being, also, a chain 

effect arising from the investment process.  

However, given the limited space of the paper, we 

are going to insist thereafter exclusively on the net 

inflows, with its double variant: absolute value 

(Figure 2), respectively relative value, share of GDP 

(Figure 4). 

Net inflows, in absolute value, graphically reflected 

for the six analysed countries belonging to the 

European Union, as rendered above (see Figure 2), 

indicate a quite constant low level evolutionary 

pattern for Latvia and Croatia. Latvia grounds its 

trend on the privatisation process, determining its 

main foreign investors, Sweden, Russia, Cyprus and 

Netherlands, to direct their attention towards 

telecommunication, real estate sector and banking 

sectors. Croatia, affected especially by the high level 

of taxes and a level corruption exceeding the desired 

limits, succeeded in acquiring a more consistent 

upward movement only between 2006-2009, 

followed by a subsequent economic crisis-generated 

decline mainly in the touristic field (Santandertrade, 

2018), which doubled later on in 2014. 

The same graph also shows a slowly stronger 

inconstant trajectory for Bulgaria, with a maximum 

point reached in 2007, and Romania, with an 

obvious ascendant trend between 2004 and 2009 and 

a tender growth for the last three years of analysis. 

The positive evolution of foreign direct investments 

in Bulgaria is mainly due to the reasonably low level 

of taxes and to the affordable labour force, in terms 

of costs. In Romania, in spite of the poor 

infrastructure, the bureaucracy and the existing level 

of corruption frequently evoked by foreign 

investors, the favourable trend is based on certain 

consistent advantages such as an important market 

of goods and services and comparatively 

inexpensive labour force, as in Bulgaria. According 

to Santandertrade, 2018, the Romanian industrial 

sector is the most tempting for FDI inflows, being 

followed at a significant distance by the financial-

banking and insurance fields, the wholesale and 

retail trade, the electrical power, the construction 

sectors, and, finally, the telecommunication tertiary 

sector, the main investors being France, Austria, 

Netherland and Germany. 

When analysing the other two countries under 

discussion, we encounter an abrupt trend, with 

various upward and downward movements: Poland 

with a remarkable peak value registered in 2007 and 

a significant drop in 2013 and 2017, and Hungary, 
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having clearly stood in front of all the other studied 

countries in 2007, 2008 and 2016, but having 

marked, at the same time, the lowest comparative 

value, negative in fact, in 2010, followed by the one 

encountered in 2017.  

The impressive evolution of Poland in terms of FDI 

arises in the context of an attractive business 

environment determined by its economic stability, 

the affordable labour force market and the 

appropriate fiscal system, which led, under the 

circumstances of the significant pre-crisis economic 

growth, to the ascendant movement in 2007. Its 

recently registered descendent trend has been caused 

mainly by the measures taken by the Government, 

preoccupied with keeping foreigners away from, in 

terms of ownership, certain fields dominated by the 

latter, such as the banking or the retail trade sectors 

(Santandertrade, 2018). 

However, as indicated by Figure 3, despite Hungary 

FDI decline in 2010, which reflected the fifth lowest 

inflow at the world level, this country succeeded, 

given its competitiveness during the economic boom 

period preceding the economic crisis, in being the 

best positioned in terms of the average FDI net 

inflow level in absolute value, in relation to the other 

five analysed countries, for the period 1993-2017. 

The decline was at first highly determined by the 

Governmental measures leading to higher level of 

taxation and additional taxation for foreign 

companies; recently the decline was partly assigned 

to the decrease in the demographic level, lack of 

significant progress in the education system and 

fewer investments from Germany and United 

Kingdom, Hungary’s important investors 

(UNCTAD, 2018). In other words, the order of the 

countries analysed in terms of the level of FDI 

inflows corresponds only to some extent to their 

classification in terms of GDP per capita, in PPS 

(Figure 1). While Hungary and Poland preserve 

their top position, interchanging just their order, 

Bulgaria and Romania skip two positions, being 

upwards ranked, therefore assigning their initial 

positions to Latvia, followed by Croatia. 

In order to improve our perception of the 

relationship between the level of FDI and the 

welfare of the population of the studied nations, we 

decided to resort to the graphical representation and 

subsequent interpretation of the evolution of the net 

inflows as share of GDP (Figure 4). 

As graphically revealed, the most fluctuating 

country in this respect proves to be Hungary: the 

level of net inflows, as percent of GDP, severely 

increased in 2006-2008, exceeding half of the GDP 

level in 2007. After a series of sudden downward 

and upward changes, it reached its peak at more than 

55% in 2016. This country is also the one having 

registered visible negative values, the most 

significant one being close to 16%. 

In Figure 2 Poland gets the second position, in terms 

of fluctuations; in Figure 4, this position is taken 

over by Bulgaria, with obvious higher values during 

2004-2018, the maximum value, for the entire 

analysed period, exceeding 31%, in 2007; Bulgaria 

was followed by Latvia, which reached its best in 

2007, with almost 9%, Romania registering a 

slightly higher value in 2016, however, without 

going beyond the 9% threshold, Croatia, with less 

that 7%, achieved in 2014 and Poland registering a 

share in GDP of about 6% in 2006. As before 

mentioned, investments of any kind, foreign direct 

investments as well, are very important in providing 

a sustainable economic growth. Given that, we also 

decided to consider the average level of FDI in GDP 

for the studied time interval (Figure 5). 

From the perspective of FDI inflows, as percent of 

GDP, during the analysed period, Hungary (almost 

10%), followed by Bulgaria (slowly exceeding 7%), 

seemed to detach from the rest of the group, the 

remainder disputing the most advantageous 

position: Latvia, with a little bit more than 4%, 

followed by Croatia, reaching a value close to 4%, 

and Romania and Poland, with about 3.2%. 

In this context the questions are whether the level of 

FDI inflows is somehow related to GDP per capita 

in purchasing power standards or not and if the GDP 

per capita really reflects the population’s living 

standards, or whether the level of FDI inflows stand 

for the welfare of a nation.  

By comparing Figure 2 to Figure 4, we notice a 

highly similar evolutionary pattern for Hungary, 

which had a quite stable GDP level for the entire 

period of analysis. This is also visible when looking 

at Figure 6 below, Hungary’s GDP has a reasonably 

constant level. At regular times there is an overall 

ascendant trend and the constant pattern resumes. At 

the opposite pole is Romania, where the evolution of 

GDP, for the same period, is sharper.  

If we look at figures, considering the level of GDP 

growth for the time interval 1993-2017, we see that 

the top position in terms of value registered in 2017 

as compared to the base value of 1993 (1995 for 

Croatia and Latvia with missing data for the first two 

analysed years), is held by Romania, with an 

increase slowly over 800%, followed by Poland, 

Bulgaria and Latvia, with more than 500%, 

Hungary, with almost 350%, and Croatia, with 

around 250%. 

The study of GDP in absolute value in those 

countries, without considering the per capita value, 

was done with the aim to understand the relationship 

between the overall net FDI inflows and the overall 

GDP level. The FDI component is tremendously 

important in providing the target economy with 

sustainability in terms of favourable economic 

evolution besides other investment-related forms. 

While the pieces of information provided before 

might mislead in various respects, we can indentify, 

however, miscellaneous outstanding facts. 

Hungary, besides Poland, is the highest positioned 

among the lowest ranked six European countries 
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from the perspective of the level of GDP per capital, 

in PPS and has registered one of the most favourable 

overall trends as compared to the other countries: the 

highest average level of net FDI inflows and the 

highest share of net FDI inflows in GDP. Taken 

these into consideration, we can certainly identify a 

connection between FDI and the welfare of a nation. 

Poland is close to Hungary, taking the second 

position in all respects, save for the FDI inflow share 

in GDP. Although such share provides us with clues 

about the level of sustainability of an economy, in 

this case, the strong upward movement of GDP for 

the analysed period is not based on consumption, but 

on investments, the domestic ones having increased 

in the overall level of investments, mostly due to the 

above specified measures undertaken by its 

Government. 

The remainder of the countries, namely Bulgaria, 

Romania, Croatia and Latvia do not follow a pattern 

too relevant for the studied relationships. 

Bulgaria, the lowest ranked, in terms of GDP per 

capita, in PPS, by the Eurostat data-based analyses 

of EU, is followed upwards by Romania, in terms of 

GDP per capita and average net FDI inflows, where 

the latter registers, obviously, higher values.  

When coming about the average share of FDI inflow 

in GDP, the situation visibly changes, due to the 

fact, also revealed by Figure 6, that the increase of 

the GDP level, in absolute value, in Romania, for the 

studied period, is extremely high (8 times), this 

turning Bulgaria into an apparently better positioned 

country in such respect. However, we should not 

ignore the fact that the FDI net inflow share in GDP 

exceeds in average 7% for Bulgaria (therefore, 

overall, more than 5%-6% per year, considered by 

the Global Economy, 2018, as a real success for any 

country). This is a quite significant value for its 

future favourable evolution, given the benefits 

coming from more developed countries, mainly as 

concerns technology, know-how and other medium 

to long-term impacts on the well-being of a nation. 

As for the other two countries, Croatia and Latvia, 

they go also hand in hand, but while Latvia exceeds 

Croatia in terms of GDP per capita, in PPS, the 

former seems to be significantly more important 

than the latter as concerns the net FDI inflows, in 

absolute value. Yet, both of them are surpassed with 

regard to the net FDI inflow levels by Romania and 

Bulgaria, which does not correspond to the 

information rendered by Figure 1.  

The above-mentioned might be justified by the fact 

that the lowest level economies in terms of GDP per 

capita are not necessarily the less tempting ones in 

attracting foreign investors, these investors being in 

the position of taking different other benefits from 

such economies, such as a more affordable labour 

force, a larger flexibility in terms of regulations, a 

more extensive uncovered market and so on. 

 

 

CONCLUSIONS 

 

Based on the realistic data provided by credible 

international entities, graphical representations and 

related basic computations, the authors of the 

present paper have undertaken to identify the 

possible connection existing between the level of 

FDI inflows and the GDP per capita in purchasing 

power standards, between the GDP per capita and 

the population’s living standards and finally, 

between the level of FDI inflows and the welfare of 

a nation.  

The paper reveals that fact that the more developed 

a country is (from the perspective of GDP per capita 

in PPS), the more chances such a triple relationship 

has to be confirmed to a very large extent, as all of 

them converge towards the same direction. 

However, when it comes to not so well developed 

countries (given the same classification criterion 

mentioned above), which are attractive to foreign 

investors for different other reasons, the obvious 

public benefits are not always reflected into the 

similar well-being of the population, at least not in 

the short to medium run. 
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ANNEXES 
 

 

 

 

 

 
 

Figure 1. GDP per capita, in PPS, in the EU 

Source: Author's representation based on Eurostat data centralised by the EU 

 

 

 

 
 

Figure 2. FDI, net inflows, BoP, current US$ 

Source: Author's representation based World Development Indicators-related data 
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Figure 3. Average FDI, net inflows, BoP, current US$ 

Source: Author's computation and representation based World Development Indicators-related data 

 

 

 

 
 

Figure 4. FDI, net inflows, % of GDP 

Source: Author's representation based World Development Indicators-related data 
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Figure 5. Average FDI, net inflows, % of GDP 

Source: Author's computation and representation based World Development Indicators-related data 

 

 

 

 
 

Figure 6. GDP, current US$ 

Source: Author's computation and representation based World Development Indicators-related data 
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