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Abstract. The aim of this article is to formulate hypotheses about the impact of the foreign direct investment
(FDI) on sustainable development indicators of differently developed countries with reference to the relevant
scientific literature. The impact of foreign direct investment on development and facets of sustainable devel-
opment has been discussed in this article. After the review of the relevant scientific literature some consistent
patterns have been identified, what, finally, led to the formulation of initial hypotheses. The countries were
grouped according to the level of their development. A set of sustainable development indicators reflecting dif-
ferent facets of sustainability and sensitive to countries’ development level has been distinguished. The following
indicators have been considered as relevant for inclusion into the set, which would be used for estimation of FDI
impact on enhancing well-being in the unevenly developed countries: GDP, exports, inflation, population, life
expectancy at birth, primary school pupils, infant mortality, total health expenditure per capita, total tax rate,
internet users, and residential consumption of electricity). As this article is focused for the long-term perspective
of FDI impact on sustainable development, it was based on three aspects of sustainable development: economic,
social and environmental. Series of hypothesis have been formulated in this paper.

Keywords: Foreign Direct Investment (FDI), Development, Sustainable Development, Sustainable Develop-
ment Indicators, Gross Domestic Product (GDP), Developed, Developing and Underdeveloped Countries.
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1. Introduction

The term “sustainable development” emerged in the
context of development and growing awareness of
the imminent ecological crisis. This concept became
rather widespread at the end of the 20th century. It
was realized that the economic growth is of vital im-
portance, but it has to be of a different kind, .i.e. tar-
geted to the combined needs of the environment and
people. Development has to be sensitive to the needs
of environment and people. Sufficiency but not eco-
nomic efficiency becomes an ultimate priority. A
distinction has to be made between the growth —
quantitative change — and development — qualitative

change (Du Pisani and Jacobus 20006).

At the same period of time the concept of the foreign
direct investment (FDI) emerged. As their inflows
have been increasing during the last three decades,
the issue of their performance gradually has been
transforming into more urgent issue tackled in sci-
entific discussions. Now almost every region of the
world is revitalizing the long and contentious de-
bate about the costs and benefits of the FDI inflows
(Hansen and Rand 2006). On one hand, given the
appropriate policies and basic development, the FDI
can play a key role in the process of creating a bet-
ter economic environment (Armbruster 2005; Lee
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and Tcha 2004). On the other hand, the potential
drawbacks do exist. They include the deterioration
of the payment balance as the profits are repatriated
having negative impacts on the competition in the
national markets (Tvaronavic¢iené and Kaladinskaité
2010). Some countries even eased the restrictions on

the repatriations of dividends by the foreign compa-
nies (Tarzi and Shah 2005).

There are many attitudes towards the performance of
the foreign direct investment and their determinants
(Bedell 2005; Head ez /. 2005; Hoi Ki Ho and Tze
Yiu Lau 2007; Ismail and Burak 2009; Jackson and
Markowski 1996; Robertson 2006; Tvaronavidiené
and Grybaité 2007). Furthermore, if the FDI seems
to be beneficial in one country, it does not mean it
will be beneficial and in another one (Pecaric ez 4l
2005; Vissak and Tonu Jun2005). There are many
discussions in the relevant scientific literature about
negative or positive impact of the foreign direct in-
vestment on the host countries’ development (e.g.
Tvaronavic¢iené and Kalasinskaité 2010). Moreover, if
foreign direct investment, as it is indicated in many
literature sources (e.g. Nunnenkamp 2004), more or
less contribute to the improvement of the countries’
development, what will their influence be in terms of
sustainable development? The above mentioned two
issues are very popular nowadays, so what possible
consequences of the FDI performance on sustain-
able development could be? We are interested in the
impact of the foreign direct investment on sustain-
able development of differently developed countries
(Changwen and Jiang 2007; Hermes and Lensink
2003; Jensen 2006; Lall and Bora 2002; Sumner
2005; Sylwester 2005). Our objective is to formulate
the hypotheses about the impact of the foreign direct
investment on the selected indicators of sustainable
development.

2. Impact of the Foreign Direct Investment
on Sustainable Development Facets

2.1. Foreign Direct Investment

Before the World War II, direct investment had been
considered as a special case of portfolio investment,
i.e. appeared when parent companies were lending
(investing) to (into) subsidiaries. However, when
such flows of funds began to cross national bounda-
ries to the foreign territories, markets, and cultures,
this phenomenon acquired a different significance.
There were many difficulties, which the source firms
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encountered: distance, language, culture, market,
time, personnel, currency, government and other ob-
stacles which all favour the local competitors under
normal circumstances. The theory of the foreign di-
rect investment, then, must explain why firms can,
do and go against this tide of market elements to
conduct business in the foreign markets and nations.
The portfolio investment theory did not reflect the
above mentioned issues. It was need for a creation
of a new theory, and the foreign direct investments
theory emerged. The FDI theory has been evolving
over the past 30 years(Rayome and Baker 1995).

The inflows of the foreign direct investment increased
rapidly during the late 1980s and the 1990s in almost
every region of the world revitalizing the long and
contentious debate about the costs and benefits of the
FDI inflows (Hansen and Rand 2006).

Foreign Direct Investment (FDI) addresses the invest-
ment in one economy by a multinational or transna-
tional corporation based in another economy. It in-
volves a long-term relationship and either full or par-
tial managerial control of real assets, i.e. production
facilities, real estate or an equity investment exceed-
ing 10% of the market funds of the firm. The FDI
include all funds provided by an investor, either di-
rectly or through an afliliate; the retained profit com-
prise a large part of these inflows. It also includes low
interest rate loans provided by the parent enterprises,
which are usually rolled over, thereby forming a part
of the affiliate’s funds base. Another form of the FDI
is long-term trade credits. In rare cases, investment
comprises licensing or management/subcontracting
arrangements without equity participation.

The FDI stock indicates the value of the share of the
affiliate enterprise at book value or historical cost
(prices at the time when investment was made), plus
reserves (including retained profits) attributed to the
parent enterprise, as well as the net indebtedness of
the affiliate to the parent company.

There can be three types of the FDI distinguished accord-

ing to their objective performance in the host country:

a) ‘Horizontal’ or market-seeking FDI, which con-
tains building duplicate production facilities in the
host country for supplying local and/or regional mar-
kets. The main criteria of such investments are market
size, growth prospects, tariffs and transport costs.

b) “Vertical’ or asset-seeking FDI is usually export-
oriented and entails relocating parts of the produc-
tion chain to low-cost locations. Available cheap la-
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bour force, natural resources or raw materials (not
available in the home country) are the prime driv-
ers, particularly in the manufacturing sector when
transnational corporations invest directly instead of
exporting into particular country. Thus factor-cost
considerations are of major importance.

The output is mainly exported to the investor’s home
market and other industrialized countries, therefore,
the export oriented FDI are not affected by the host
country’s market size.

c) Efficiency-seeking FDI occurs when the direct in-
vestors can benefit from the common governance of
geographically-dispersed activities in the presence of
economies of scale and scope ( Campos and Kinosh-

ita 2004).

The expected side of the investment’ profitability
plays a significant role while distinguishing the type
of the FDI. Potential ‘market-seeking’ investors target
a country with a large and vibrant local market. ‘As-
set-seeking’ investors prefer a country with abundant
natural endowments. Whereas ‘efficiency-seeking’
investors are largely influenced by the geographical
proximity to their home country, in order to mini-
mize transportation costs (Lall and Bora 2002).

Attraction of the foreign direct investments is one
the essential indicator in the countries’ development.
Investment encouraging policy is one of the major
state policy aspects in every country.

2.2. Foreign Direct Investment’ Impact
on Development

Most generally, the economic development is per-
ceived as the increased standards of living and the
sustained growth. That perception of economic devel-
opment is valid for both, underdeveloped and to the
modern, high-income economy. Its scope includes the
processes and policies by which a country improves the
economic, social and political well-being of its people.

The economic development embraces extensive (out-
put enlargement using more resources) and intensive
(increase of productivity, implementation of innova-
tions) economic growth. Economic development is a
process which can be defined as the mobilization of
appointive human, financial, organizational, physical
and natural resources in order to expand the quality
and quantity of the provided competitive services and
products for the community. The main goal of the
economic development is to enlarge the speed of the

asset creation (Clarc 1990).

Foreign direct investment is supposed to contribute
to the countries’ development.

There are two general attitudes towards the foreign
direct investment’ impact on host countries’ econo-
mies. The most widespread and known one is pre-
sented below. Demand for the foreign direct invest-
ment is conditioned by its ‘expected impact on gross
domestic product (GDP), income, unemployment
level, poverty, total productivity, quality of services,
incentives for innovation, manufacturing trends,
funds mobility, trade, exports orientation, etc. In-
vestment is considered to be a very important factor,
encouraging competitive ability of the manufactured
production or provided services in every country.
Moreover, it is commonly supposed, FDI dynamic
tendencies reflect the prospects of the countries” de-
velopment perspectives.

According to another attitude, FDI have a contro-
versial or even negative impact. Short-term effect
on the indicators of the countries’ development is
considered as more plausible. It is emphasized that
FDI may crowd out domestic investments, repatriate
profits to home-country add up to the inflation rate,
increase negative balance, political instability, force
fluctuation in exchange rates, etc. To generalize, both
approaches and variety of effects has to be taken into
account. Ppeculiarities of the FDI performance in
countries of different development have to be tackled
in order hypotheses about consistent patterns could
be formulated.

Following the United Nations private international
funds flows’ accounts, foreign direct investment ap-
pear to be vital, as they complement to national and
international development efforts. Approach repre-
sents the idea that foreign direct investment contrib-
ute towards sustained economic growth in the long
run. They are remedy of big importance, which facil-
itate knowledge and technology transfer, create jobs,
boost overall productivity, enhance competitiveness
and entrepreneurship, and ultimately eradicate pov-
erty through economic growth and development

(Nunnenkamp 2004).

Since the debt crisis in the 1980s, the main trend of
the development theories have been closely associat-
ed with the market liberalism. It emphasizes the de-
velopment policies directed towards the strengthen-
ing of the market forces in order to create open free
economy and allow participation in the global trade
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flows. This development way has been promoted by
the series of agreements (Washington Consensus,
World Trade Organization agreements stipulating
adherence to the global trade norms, etc.). Successful
cases of the late industrialization represent USA and
Germany in the 19th century, and the more recent -
first generation of the East Asian Tiger economies-
used funds control, periods of trade protectionism
and backward engineering strategies to foster nation-
al development capabilities — instruments which are
now tightly related. The international development
agenda has conditioned the need for the increased
trade liberalization and private funds in order to cre-
ate the economic development. Therefore, one of the
main resources of the private funds of development
inputs is seen to rely on foreign direct investments.

During the Conference on Financing for Develop-
ment held in Monterrey in 2002, Mexico proposed
foreign direct investments as one of the main sup-
plements for successful development and the combat
against poverty. The conference asserted that the in-
flows of the foreign direct investment could facilitate
the transmission of knowledge and technology, im-
prove employment, boost productivity and enhance
entrepreneurship as well as ultimately contribute to
the alleviation of poverty by encouraging economic
development and growth (Fink 2000). To generalize,
official countries’ and institutions’ position coincides
with the first, simplistic approach towards FDI role in
sustainable development.

3. Sustainable Development Implications

3.1. Sustainable Development

By the late 1960s and early 1970s the melting pot of

different ideas about progress, sustainability, growth
and development which have developed over years
started pointing in a new direction — sustainable de-
velopment (Du Pisani and Jacobus 2006).

The concept of sustainable development is more pro-
found and comprehensive than the concept of eco-
nomic growth.

The essence of sustainable development most gener-
ally is perceived as economic development meeting
human needs at present and not reducing its wealth
opportunities in the future (Ciegis and Ramanausk-
iene 2009). According to the definition of the World
Bank of the year 1992, “sustainable development is
development that continues”. Another source de-
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scribes sustainable rather similarly: “sustainable de-
velopment is development that meets the needs at
present without compromising the ability of future
generations to meet their own needs” (Du Pisani and
Jacobus 2006). Robert Allen (1980) defined sustain-
able development as “development that is likely to
achieve lasting satisfaction of human needs and im-
provement of the quality of human life”. J. Coomer
(1979) provided the definition of sustainable soci-
ety — a society that recognized the limits to growth
and looked for the alternative ways of growing.

The first publications on the theory and practice of
sustainable development have emerged because of
the conjunction of negative effects of human evolu-
tion and development progress (Stanciu ez a/. 2010).
These changes influence negatively the human health,
life duration and economic development. These state-
ments prove that the society has reached the critical
point that can be followed by the irreversible pro-
cesses able to put in danger the existence of the man-
kind. To avoid this sombre perspective and assure
the mankind’s survival and wealth, more and more
representatives of the society get the conviction that
it is necessary to solve the problems of the environ-
mental protection and economic development in the
reciprocal correlation with the interest of the entire
contemporary and future human society (Ciegis and
Ramanauskiene 2009).

The concept of sustainable development has been cre-
ated for more sophisticated society which cares about
the wellbeing of the next generations. There are some
opponents about that issue. The term “sustainable
development” is criticized by others because of its
vagueness. According the philosopher Luc Ferr the
term is obligatory but also absurd or vague, and says
nothing. He added that “sustainable development”is
trivial by a proof, by contradiction and presented the
idea of sustainable development as untenable devel-
opment, as this term is more charming than mean-

ingful (Ruchi 2009).

Another approach is represented French geographer
Sylvie Brunel. He claims that the ideas of sustain-
able development can hide a will of protectionism
from the developed country, what consequentially
can impede the development of other countries. He
holds the idea that sustainable development serves as
a pretext for the protection and contributes perfectly
to the capitalism ideas denial as. Contrary, another
scientist sees sustainable development as the ultimate
test of a moral society and the kind of the world that
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it leaves to its children (Ruchi 2009).

In the declaration of the United Nations Conference
on Human Environment held in Stockholm in 1972
as the first in a series of international conferences
on the threatening ecological crisis, it was stated:
“A point has been reached in history when we must
shape our actions throughout the world with a more
prudent care for their environmental consequences.
Through ignorance or indifference we can do massive
and irreversible harm to the earthly environment on
which sustainable development — historical roots of
our life and well-being depend. Conversely, through
fuller knowledge and wiser actions, we can achieve for
ourselves and our posterity a better life in an environ-
ment more in keeping with human needs and hopes
... To defend and improve the human environment
for present and future generations has become an im-
perative goal for mankind” (United Nations 1972).

3.2. Facets of Sustainable Development

Sustainable development means different things to
different people. Five typical views of sustainable de-
velopment depending on adopted philosophical plat-
form can be distinguished: socialist (humanity is just
a part of nature and completely depends on it; every-
body should take responsibility for the planet and its
health), ecologist (humans are the species that depend
on environment, everybody should realize the human-
ity’s place in the universe), realist (humanity is totally
dependent on nature, and has responsibility to man-
age; everybody should take responsibility for solving
the environmental problems), futurist (humanity is to-
tally dependent on nature; everybody should take long-
term responsibility for the wellbeing of the planet to
ensure the survival of humanity), individualist (nature
is a resource to achieve quality of life, everybody should
maintain the supply of resources) (Byrch ez al. 2009).

Concept of sustainable development can be used in
a broader sense. Some authors introduce concept
of sustainable world instead of sustainable country
(Clifton 2010)

The main threats, which are being tackled by putting
emphasis on sustainable development are presented
below.

- The accentuated poverty that involves one person from
five in the developing countries, enclosing diseases,
delinquencies and drug abuses that are increasing in
many countries; the medium income of the 30 richest
countries surpasses 37 times the one of the poorest 20

countries (World Development Report).

- The political instability that sometimes brings vio-
lent conflicts, impeding the socio-economic progress
in different countries and regions. After 1990, the
questions related to the international peace and secu-
rity have perished ample transformations compared
to the period of the Cold War, and made important
new approaches and solutions that need the rein-
forcement of the international institutional mecha-
nisms and the international communities’ abilities
to combat threats. The concepts rarely used in the
past are circulating intensively nowadays, as well as
the conflict prevention, pacification of peace keeping
operations, or post-conflict rehabilitation and peace
construction.

- The continuous deterioration of environment - the ex-
haustion of the natural resources can be distinguished
(erosion of soil, deforestations, destruction of habi-
tats and biodiversity, exhaustion of fish resources,
decline and exhaustion of the global oil resources
in 25-30 years) as well as the issue of pollution for
the majority of countries; influencing the surround-
ing environment and extinction of many species of
plants and animals, leading to the deregulation of the
nature’s balance.

- The threat of the climatic changes (tropical cyclones,
floods, draughts and heat waves from some parts of
the world). Developing countries are the most vul-
nerable to the effects of the climatic changes world-
wide, even though it contributes little to the prob-
lem. The threats can affect the rain level and wind
orientation, transform the climacteric areas and lead
to the increase of sea level. Such changes might have
a devastating effect on the natural ecosystems and the
humankind.

- The HIVISIDA virus and other serious illnesses in-
fluence directly the well-being of humans and make
social relations fragile.

- The isolation. Many countries fight against the effects
determined by the slow economic growth and external
overwhelming debt, corruption, violent conflicts and
social uncertainty (Stanciu ez /. 2010).

Referring to the idea that sustainable development
can prevent some less developed countries from
reaching the level of the developed countries, for
further formulation of hypotheses we will focus on
the countries of different development. The objec-
tive of sustainable development differs across differ-
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ently developed countries. The developed countries
are mostly concerned with the GDP growth with the
least negative impact on the environment and envi-
ronment protection. The developing countries target
economic growth and their concerns about environ-
ment are quite vague or only verbal. The underdevel-
oped countries tackle more serious problems, such
as poverty alleviation and treatment of different dis-
eases (e.g. Barnes 2010).

The preoccupations regarding sustainable develop-
ment in the countries of any level focus on complex
problems, such as poverty, unemployment, educa-
tion, inflation, tax rates, population, etc. (Stanciu ez

al. 2010).

In the relevant scientific literature the conception of
sustainable development is being analysed from the
economic, social and environmental prospective (e.g.,
Ciegis and Ramanauskiene 2009, Ciegis ez a/. 2009,
Ciegis and Simanskiene 2010). In other words, sus-
tainable development is a certain compromise among
environmental, economic and social goals of the com-
munity, claiming necessity of the wellbeing for the
present and future generations. Ghosh (2008) the
concept of sustainable development can be presented
as a geometric shape, i.e. a triangle encompassing three
main areas: economic, social and environmental.

The objective of this article is to focus on the long-
run implications of the FDI impact on sustainable
development; therefore, we will focus on all three its
facets. We rely on the idea that the analysis of sustain-
able development should be based on the assumption
developed by H. R. Jiliberto (2003). He indicates that
sustainable development is not based on the econom-
ic, social and environmental dimensions separately; it
is based on the system integrating all the dimensions
(Ciegis and Ramanauskiene 2009).

4. Scientists’ Attitude towards the Peculiarities
of the Foreign Direct Investments Performance

Scientists and politicians unanimously admit that the
objective of all the economies worldwide is to ensure the
developmental impact of the FDI. In order to reveal con-
sistent patterns and peculiarities of the processes related
to the FDI impact on host economies, a vast amount of
relevant scientific literature has been critically reviewed
focusing on the scientists’ attitude to the issue.

Ample experiences of the developed countries lead to
the following ideas. A fairly comprehensive survey was
made by De Mello concluding that the country must
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be highly developed for foreign direct investment to
have a beneficial impact on the economic growth.
Several other studies (Hermes et a/. 2003; Alfaro et al.
2004) investigated the role of the economic markets
in the FDI and economic growth and discovered that
well-developed countries’ economies gained signifi-
cant benefits from the FDI (Jackson and Markowski
1996). The impact of the FDI depends on the develop-
ment stage of the country in which the FDI take place.
Blomstrom et al. (1994) finds that the positive impact
of the FDI on the economic growth is confined to
the higher-income developing countries. Borensztein
et al. (1998) concludes that the FDI enhance growth
only in the countries with sufficiently qualified labour
force while other researchers claim that countries with
cheaper labour force are more competitive in attract-
ing the FDI (Tvaronavi¢iené ez al. 2008). Researches
performed by Alfaro et al. (2001) suggest that the FDI
is associated with the faster growth in host countries
with comparatively well-developed economic mar-
kets. Likewise, Hermes and Lensink (2003) observe
positive growth effects of the FDI only after develop-
ing host countries have improved their domestic eco-
nomic systems (Nunnenkamp 2004).

The following ideas are most commonly spread while
talking about the countries of lower development
level. Blomstrom et al. (1994) states that the FDI
have no positive impact on the economic growth
mostly in what these authors define as “low-quality
data” countries (Campos and Kinoshita 2002). The
main observation is that it is much more difficult for
the poor developing countries to derive macroeco-
nomic benefits from the FDI. African countries may
serve as example, where the FDI it is supposed to
have limited effects on the economic growth and
poverty alleviation (Nunnenkamp 2004).

Referring to the above presented scientists’ statements,
some consistency can be noticed. We presume that the
influence of the foreign direct investment differs in the
developed, developing and underdeveloped countries and
depends on the development level of the country: the de-
veloped countries benefit most, developing ones benefits
less and underdeveloped benefits least.

5. Countries Representatives and Sustainable
Development Indicators used for the Hypotheses
Formulation

As it was indicated, in this particular article, we will
not focus on sustainable development in the inter-
national context; we will concentrate mainly on
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sustainable development in the countries of differ-
ent level of development, i.e. on sustainable develop-
ment at distinguished groups of countries. In order
to raise the following hypotheses, the countries have
to be grouped according to chosen criterion or cri-
teria. For classifying countries, e.g. the World Bank
uses income indicator. With reference to the above
mentioned criteria, chosen countries will be grouped
for further research. High-income economies will be
attributed to the developed countries group, upper-
middle-income and lower-middle-income to the
developing countries group and low-income econo-
mies, attributed respectively, to the underdeveloped
countries group (see Appendix) (World Bank).

The efliciency of the FDI policies also depends on
the fact whether or not they are a part of a broader
strategy to improve the developmental impact of
the FDI. Ciritical elements include the development
of the local complementary factors of production
(e.g., education and skills, local suppliers, infrastruc-
ture and business services, approach to innovations
(Tvaronavi¢iené and Degutis 2007) and institutional
performance (Tvaronaviciené et al. 2009). Before we
start raising the following hypothesis, the indicators
of sustainable development have to be distinguished.
Here an important note has to be made: sustainable
development is a complex and differently treated no-
tion. On one hand, it is very broad as may be re-
lated to competitiveness of the country (Balkyté and
Tvaronavic¢iené 2010). On the other hand, various
organizations and institutions, actually standing
on slightly different philosophical platforms, of-
fer a very broad array of indicators’ sets devised for
sustainable development estimation (Grybaité and
Tvaronavic¢iené 2008).

The stages by which the evaluation sequence of sus-
tainable development is possessed consist of: formu-
lation of reasonable objectives for sustainable devel-
opment evaluation, means, and feasibility of their
adoption. One of the means used for the evaluation
of sustainable development is the index of sustainable
development that is used in some of the scientific arti-
cles (e.g. Ciegis and Ramanauskiené 2008, Ciegis and
Simanskiené 2010). However, in this article we adopt
different approach. We join opponents, who claim
that specific indicators can be affected differently by
certain processes. Hence we will select specific indica-
tors embraced by various sets of sustainable develop-
ment indexes and estimate their reaction to the FDI
inflows. Hence, we adopt approach, according which

the following six main facets of sustainable develop-
ment have to be taken into consideration: economy,
population, education, innovation, infrastructure and
environment (Corina et a/. 2009). In this article focus
is put on the indicators, which can measure features
and processes of living conditions improvement influ-
enced by foreign direct investment. Indicators which
are considered to have a positive impact on the long
term sustainable development in the fields of eco-
nomic, human and environment will be selected.

Hence, for our hypotheses formulation we selected
indicators, which are sensitive to the development
level of a country and obtain rather differing val-
ues in the developed, developing and underdevel-
oped countries. The below listed selected indicators,
which in this case would let introduce differences in
the countries’ development through particular sus-
tainability facets. The following indicators were cho-
sen as the ones capable of reflection the FDI impact
on enhancing well-being in the unevenly developed
countries: GDD, exports, inflation, population, life
expectancy at birth, primary school pupils, infant
mortality, total health expenditure per capita, total
tax rate, internet users, and residential consumption
of electricity. As it was mentioned above, selected in-
dicators are seen of vital importance while reflecting
the differences between the developed and underde-
veloped countries in economic, social and business
environment fields.

6. Foreign Direct Investments Influence
on Sustainable Development Indicators
of Differently Developed Countries

The FDI more or less contribute to the developed,
developing and underdeveloped countries’ economic
growth.

According to Asheghian, the FDI had a significant
impact on the United States’ economic growth
(Asheghian 2004). The positive influence of the FDI
on the economic growth in Spain was revealed as well
(Rodriguez and Pallas 2008). Moreover, foreign di-
rect investments affected the Lithuanian economic
growth (Tvaronaviciené 2006). The effect of the FDI
on economic growth in transition economies is posi-
tive and statistically significant in Europe (Hannula
et al. 2004). Several other literature sources indicate
that the growth from FDI in developing countries
is not generally significant, and is lower than in the
developed countries (Wu 2001). Moreover, the rules
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created in the developed economies cannot be effi-
ciently applied in the developing economies (Akhter
1993). Another scientific article states that the FDI
does not have an obvious booster effect on the devel-
opment of China’s economy (Changwen and Jiang
2007). Eventually, it is supposed, that the FDI may
have limited effects on the economic growth and
poverty alleviation in the underdeveloped countries

(Nunnenkamp 2004).

From the above presented affirmations the following
hypotheses could be raised.

We hypothesize that sustainable development level en-
hancement is strongly dependant on GDP growth. Im-
pact of the FDI on the GDP growth differs in the devel-

oped, developing and underdeveloped countries.

Exports reflect competiveness of a country in the in-
ternational market and are a related to GDP growth.
Bigger inflows of the FDI contribute to the growth of
quality and quantity of labour resources, capital avail-
ability, therefore can affect exports growth. Moreover,
most of the literature sources indicate positive FDI
impact on the export growth. That can be detected in
each group of countries. The FDI played an impor-
tant role in leading Chinese export growth (Haishun
1999), they also contributed to the competiveness
of the Polish exports (Tiits 2007). We assume that the
EDI have a strong impact on the exports growth.

Empirical evidences could be found that lower in-
flation rates coincide with higher FDI inflows into
countries (Makki and Somwaru 2004). We assume
that the FDI inflows have an indirect significant influ-

ence on lowering inflation rate.

Overall, the evidence tends to suggest a potentially
important role of the FDI in countries’ living stand-
ards benevolence (Ting 2004). Countries living
standards will be expressed in terms of population
and life expectancy rates. We assume that the FDI
have an indirect positive impact on population augmen-
tation. Furthermore, we assume that the FDI inflows
have a beneficial influence on the elongation of life ex-
pectancy rates.

The Millennium Development Goals commit the
international community to an expanded vision of
development, one that vigorously promotes social
development as the key to sustaining social and eco-
nomic progress in all countries, and recognize the
importance of creating a global partnership for the
development. The goals have been commonly ac-

34

cepted as a framework for measuring development
progress.

The second Millennium Development Goal encour-
ages achieving universal primary education (World
Bank). Under usual circumstances, if the FDI contrib-
ute to the benevolence of people’s living, it should also
contribute to the increase in number of primary school
pupil. We assume that the FDI have a benevolent impact
on the increase in number of primary school pupils.

The fourth Millennium Development Goal tackles
reducing of child mortality (World Bank). Under
normal circumstances the improvement of living
should be expressed in the given way as well. We as-
sume that the FDI inflows have a beneficial impact on
decrease of occurrences of infant deatbs.

Taking into account the fifth Millennium Develop-
ment Goal which strives to improve maternal health
and the sixth which encourages combating HIV/AIDS,
malaria and other diseases, we make the following hy-
pothesis. We assume that the FDI inflows have a positive
influence on the total health expenditure increase.

The theoretical and empirical evidence stress out the
following three main qualitative relations between the
FDI and growth (UN Commission for Europe, 20004,
2000b): FDI-led growth, growth-driven FDI and
bi-directional causal process (Akhter 1993).Business
environment is one of the location factors taken into
account by the investors while investing abroad (Wit-
kowska 2007). We will consider if there is a growth-
driven FDI or bi-directional causal processes, higher
estimated FDI inflows should indirectly make total tax
rates diminish under normal circumstances. We assume
that the FDI inflows might have a beneficial impact on
the total diminution of the tax rate.

The created well-being should also force people to
involve into business and communicate more. The
above mentioned operations cannot be conceived
without the Internet. 7he heavier FDI inflows, the
bigger number of the Internet users is expected.

The reached welfare should force higher energy con-
sumption. We assume that bigger FDI inflows contribute
1o the increase of the residential electric power consumption.

Basing on critical analysis of provided sources, the fol-
lowing of hypothesis might be formulated. We hyporh-
esize that maintaining adopted theoretical approach in
terms of the listed aspects of sustainable development the
indicators of sustainable development improve in the de-
veloped, developing and underdeveloped countries due ro
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the FDI. Nevertheless, developed countries benefir most,
developing less and underdeveloped least.

7. Conclusions

Economic development is perceived as the increase of
the countries residents’ standards of living with long
term growth from a simple, low-income economy to
the modern, high-income economy. The essence of
sustainable development is economic development
meeting human needs at present not reducing its
wealth opportunities for future generations.

Foreign direct investment affects countries’ econom-
ic growth and sustainable development.

After the relevant scientific literature review towards
the FDI impact on development and their perfor-
mance peculiarities, some consistency has been no-
ticed. FDI impact on the following sustainable de-
velopment indicators was considered: GDD, exports,
inflation, population, life expectancy at birth, pri-
mary school pupils, infant mortality, total health ex-
penditure per capita, total tax rate, internet users, and
residential consumption of the electricity.

The main hypotheses have been formulated. To con-
clude, FDI impact on GDP growth differs in the devel-
oped, developing and underdeveloped countries. Sum-
ming up, developed countries benefit most, developing
less and underdeveloped least.
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Appendix

Classification of the countries

Low-income economies

Afghanistan Guinea-Bissau Rwanda
Bangladesh Haiti Senegal
Benin Kenya Sierra Leone
Burkina Faso Korea, Dem Rep. Somalia
Burundi Kyrgyz Republic  Tajikistan
Cambodia Lao PDR Tanzania
Central African Liberia Togo
Republic

Chad Madagascar Uganda
Comoros Malawi Uzbekistan
Congo, Dem. Rep Mali Vietnam
Eritrea Mauritania Yemen, Rep.
Ethiopia Mozambique Zambia
Gambia, The Myanmar Zimbabwe
Ghana Nepal

Guinea Niger

Source: World Bank database [online]. [Accessed on 19 May
2009].Available on the Internet: <www.worldbank.org >

Lower-middle-income economies

Albania
Angola
Armenia

Azerbaijan

Belize
Bhutan
Bolivia
Cameroon

Cape Verde

China

Congo, Rep.
Cote d’Ivoire
Djibouti
Ecuador

Egypt, Arab Rep.
El Salvador
Georgia

Guatemala

Guyana

Honduras
India
Indonesia

Iran, Islamic Rep.

Iraq
Jordan
Kiribati
Kosovo

Lesotho

Maldives
Marshall Islands

Micronesia, Fed. Sts.

Moldova
Mongolia
Morocco
Nicaragua

Nigeria

Pakistan

Papua New Guinea

Paraguay
Philippines
Samoa

Sao Tomé and
Principe
Solomon Islands
Sri Lanka
Sudan
Swaziland
Syrian Arab
Republic
Thailand
Timor-Leste
Tonga
Tunisia
Turkmenistan
Ukraine
Vanuatu

West Bank and
Gaza

Source: World Bank database [online]. [Accessed on 19 May
2009]. Available on the Internet: <www.worldbank.org >

Upper-middle-income economies

Algeria
American Samoa
Argentina
Belarus
Bosnia and
Herzegovina
Botswana
Brazil
Bulgaria
Chile

China

Colombia

Costa Rica
Cuba
Dominica

Dominican
Republic
Estonia

Fiji

Grenada
Jamaica
Kazakhstan
Latvia

Lebanon

Libya

Lithuania
Macedonia, FYR
Malaysia

Mauritius

St. Vincent and
the Grenadines
Mayotte
Mexico
Montenegro

Namibia

Palau

Panama

Peru

Poland

Romania

Russian Federation

Serbia

Seychelles

South Africa

St. Kitts and Nevis
St. Lucia

Suriname
Turkey
Uruguay
Venezuela, RB

Source: World Bank database [online]. [Accessed on 19 May
2009]. Available on the Internet: <www.worldbank.org >
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High-income economies

Andorra France New Caledonia
Antigua and French New Zealand
Barbuda Polynesia
Aruba Germany Northern Mariana

Islands
Australia Greece Norway
Austria Greenland Oman
Bahamas Guam Portugal
Bahrain Hungary Puerto Rico
Barbados Iceland Qatar
Belgium Ireland San Marino
Bermuda Isle of Man Saudi Arabia
Brunei Israel Singapore
Darussalam
Canada Netherlands

Antilles

Cayman Islands ~ New Caledonia Slovak Republic
Channel Islands  New Zealand  Slovenia

Croatia Northern Spain
Mariana Islands
Cyprus Norway Sweden
Czech Republic  Oman Switzerland
Denmark Portugal Trinidad and Tobago
Puerto Rico United Arab Emirates
Equatorial Qatar United Kingdom
Guinea
Faeroe Islands San Marino United States
Finland Saudi Arabia  Virgin Islands (U.S.)
Singapore

Source: World Bank database [online]. [Accessed on 19 May
2009]. Available on the Internet: <www.worldbank.org >
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