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Abstract
Motivation: Central and Eastern European countries (CEE) in spite of a long period of European Union membership
and integration with the developed economies of Western Europe are still on the path of convergence, i.e. pursuing
the highly developed countries in terms of, among others, GDP per capita. Assuming that the FDI inflow carries numerous benefits for the economic growth of the recipient country, those economies still compete against one another for
foreign capital. One of the factors that attracts FDI is high quality of institutional surrounding.
Aim: assessment of institutional competitiveness of the selected CEE countries (Czech Republic, Estonia, Lithuania,
Latvia, Poland, Slovakia, Slovenia, Hungary) as well as verification of the relationship between institutional competitiveness and the FDI inflow to the analyzed economies.
Materials and methods: The article reviews positions obtained by the selected CEE countries in the ranking of competitiveness published by Global Economic Forum (Global Competitiveness Report). The analysis and assessment
of CEE countries competitiveness focused around the institutional quality assessment. Quantitatively, the connection
was revealed between competitiveness ranking in the field of institutions and FDI inflow per capita and FDI as %
of GDP to the economies under consideration.
Results: the analysis of the global competitiveness index (GCI) allows to notice that among the CEE countries, Estonia
is characterized with the highest institutional competitiveness. The detailed analysis indicated that low social capital
quality decreases institutional competitiveness in case of all analyzed economies. The conducted quantitative analysis
of the potential link between the GCI–Pillar 1. Institutions index and the inflow of foreign direct investments to CEE
countries indicates the positive correlation of those variables. Higher index values (institution quality assessment) corresponds to the higher FDI per capita level and FDI calculated as GDP percentage.
Keywords: FDI; competitiveness; institutions; GCI; institutional surrounding; CEE countries
JEL: E02; F21; G11; O17; P48

1. Introduction
Foreign direct investments (FDI) are still
a desired factor for growth and development
of CEE region economies due to the fact that

they constitute a collection of either material as well as non-material sources that can
stimulate further growth and development
of those economies. Due to that, attracting
greater number of FDI is one of the key ob-
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jectives of those countries’ economies, which
means that either among scientists as well as
politicians the question which factors lead
to greater inflow of FDI is still valid.
Literature review reveals that an increasingly important role in theories and research,
explaining foreign investments functioning,
is played by factors of institutional character (Dunning, 2006, pp. 173–228; Kapas,
2020, pp. 161–189). It can be noticed that
new institutional economy accepted the role
of institutions in economic development (e.g.
Acemoglu & Robinson, 2012; North, 1990)
prompting more authors to undertake efforts
leading to the analysis of the impact of institutional investments on international capital
flows. Therefore, there is a need for further research and analysis pertaining to institutional
determiners of FDI inflows to various economies, including the post-socialist ones.
The economies’ institutional surrounding
quality is most often examined from the point
of view of international economies’ competitiveness and bridging the gap existing in this
scope between national economic institutions
and world leaders. A good example of competitiveness measure is Global Competitiveness
Index — published by World Economic Forum. In the construction of the index, institutions’ quality constitutes the so called first
pillar, belonging to the group of ‘basic requirements’ indices.
The primary objective of the article is
the assessment of institutional competitiveness of the selected CEE countries (Czech
Republic, Estonia, Lithuania, Latvia, Poland,
Slovakia, Slovenia, Hungary) as well as verification of the potential relationship between
the economy’s institutional surrounding
quality measured by Competitiveness index
and the inflow of foreign direct investments
to the analyzed CEE countries. Therefore,
the analysis of shaping the GCI–1 Pillar Institutions index in CEE countries for the years
2007–2019 shall be conducted. Next, the analysis of the correlations between the acquired
level of GCI–1 Pillar Institutions (institutions
quality) and the inflow of FDI to the CEE
countries in 2007–2019 shall be carried out.

2. Institutional competitiveness and FDI inflow:
studies review
In the available literature, there are many approaches to and the meanings of ‘institutions’.
The institutions are the research subject of numerous scientific disciplines, including sociology (Powell & di Maggio, 1991), law, political
science (Immergut, 1998, pp. 5–34; Streeck &
Thelen, 2005), or economics (e.g. Czech, 2019;
Hodgson, 2006, pp. 1–25; North, 1990; Wilkin,
2016; Williamson, 2000, pp. 595–613). One
of the most utilized definitions in the field
of economic research is the one proposed by
D.C. North (1990, p. 3). According to it, institutions are ‘the rules of the game in the society’.
Institutions are relatively durable elements
of the society and economy. They constitute
formal or informal rules (formulas) of individuals behavior, which limit or stimulate their
activities by influencing economic activity,
i.e. production, allocation, goods and services
distribution process. Czech (2019) provides as
many as eight approaches to the term institution by simultaneously stating that the division
conducted by him does not exhaust the topic
but allows to notice the wide analytical utility
of the category. Among the meanings enumerated by him, it is worth indicating the understanding of institutions as: rules, restrictions,
thoughts and behavior patterns, balance
points, structures, means to achieve the objective, organization, or signs and symbols.
Therefore, institutions can be treated
as specific resources, which by influencing
the development of the company’s strategic resources, impact the probability of success of various corporation strategies (Wan,
2005, pp. 161–182). Institutional conditioning of activities can provide companies with
the possibility to utilize skills specific for
the particular enterprise ( Jackson & Deeg,
2008, pp. 540–561). Also Dunning (2006, pp.
173–228), the author of the eclectic theory
of international capital flows (called the OLI
paradigm — Ownership, Location, Internalization), extended the concept of New Development Paradigm (NDP) to institutions
and institutional infrastructure (including
88
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social capital). By modifying the OLI paradigm, he introduces the concept of institutionally conditioned competitive advantage
(as the O part, i.e. the advantages resulting
from the possessed resources and company’s
capabilities).
Increasingly more often institutions are
viewed as a part of national business systems
that create certain economic rules of the game
that shape strategies, structures and companies’ competitiveness (Morgan, 2007, pp.
127–145). The shape of a particular national
business system depends on the development
path of the country adopted and implemented by the government. Therefore, frequently in the literature, institutions’ quality
is being discussed on the ground of research
on the concept of the so called good governance. Kauffman et al. (2011, pp. 220–246)
defines governance way as the set of processes
and institutions through which the power
in the particular country is being exercised.
Due to this, institutional activity of the country shall also be a part of its investment climate.
Among many factors influencing the location
decisions of enterprises, including foreign direct investments, institutional factors are also
significant. The relationship between a foreign
investor and the country conditions the character and possibilities of the conducted activity. The country creates the environment
in which businessmen act and the quality of it
depends on the success of the adopted measures. Due to this, institutional surrounding
of enterprises should be treated as a significant
condition of FDI inflow to the given country.
Numerous research and analysis indicate
that property rights and regulations are two
most important factors shaping the location
decisions of trans-national corporations (Angeles, 2011, pp. 157–177; Asiedu & Lien, 2011,
pp. 99–111; Bailey, 2018, pp. 139–148; Choi
et al., 2016, pp. 114–123; Contractor et al.,
2020, pp. 1–13; Tanaka & Iwaisako, 2014, pp.
107–124). Durable and stable regulation environment decreases uncertainty by safeguarding multinational enterprises and allowing
foreign competition and by these eliminates
market imperfections, which also fosters effi-

ciency and improves profitability. Moreover, it
is assumed that strong security and protection
of property rights are the basis for economic
decision making process in market economies
(Gruszewska, 2020, pp. 43–63).
In location theory, the adoption of FDI
was conditioned by competitive advantage
of the particular area (Dunning, 1973; Rugman, 1980; Tesch, 1980), which can act
positively on the development processes
of enterprises. Therefore, particular countries
compete against each other for FDI also with
institutional surrounding quality.
Referring to the factor definition of competitiveness, it can be indicated that institutional competitiveness is the state’s ability
to generate growth in conditions of changes
in global economy by creating possibilities for
the activity of market players. Campbell &
Pedersen (2007, pp. 230–246) understands institutional competitiveness as a country’s ability to achieve social and economic success due
to its political, economic and cultural institutions. This approach focuses around the issue
of assessing the economy competitiveness
source, which in the future can reflect specific
competitive position of the particular country.
Countries pursuit to possess the best possible collection of institutions is also called
systemic competition (Huemer et al., 2013, p.
578), however, as Bochańczyk-Kupka (2011,
pp. 8–23) states, institutional competitiveness focuses its attention on assessing those
institutions that are the subject of analysis
of economic system in a narrow sense. With
competitiveness assessment of an economic
system, it is important to compare economic
freedom, entrepreneurship, institution quality, ownership, risk, investment attractiveness,
corporate governance, entities’ behavior as
well as numerous non-economic factors that
define international position of a country
(Bossak, 2006, p. 130). Institutional competitiveness can be understood as attractiveness
of the general institutional frames of a country for economic entities, which conduct economic activity there (Huemer et al., 2013, p.
581).
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competitive position achieved by Estonia positions it among highly developed countries
of the European Union. The other CEE countries hold the last positions in the institutional
competitiveness ranking of the European Union countries. It is worth noticing that in each
of the mentioned countries, institutional
field gained worse assessment than the general competitiveness of the country. It only
means that institutional environment of particular CEE economies still decreases their
competitiveness.
The detailed analysis of individual components of index measuring institutional
competitiveness (see Table 2) confirms that
in almost every of its elements Estonia gained
the best results. On the other hand, Poland,
Slovakia and Hungary are the countries that
most frequently achieved the lowest results
in the sub-indices under consideration.
CEE economies vary among themselves
in terms of institutions’ quality. By analyzing
particular elements of GCI index Pillar 1, it
can be indicated which components increase
and which ones decrease institutional competitiveness of particular countries. It can be
noticed that the sub-index ‘security’ in every
of the analyzed economies gained values above
average. However, it can be observed that
the greatest problem in building competitiveness of CEE countries becomes social capital,
which was assessed rather low (below average)
in each of the analyzed economies. The weakness of CEE countries in building trust as well
as social capital probably lies in post-socialist
past and the way the citizens were treated by
the state (authorities) and the law.
On the basis of data from the Global
Competitiveness Report, it can be noticed
that almost all of the described CEE economies in the analyzed period improved institutions’ quality. Only in Estonia, a slight decrease
in the index value was observed in relation
to 2007. However, competitiveness increase
does not only stem from the improvement
in institutional surrounding, but more from
achieving better results than others. Data gathered in Chart 1 reveals that in spite of visible
fluctuations of institutional competitiveness

3. Materials and methods
The primary objective of the conducted research is the assessment of institutional
competitiveness of CEE countries as well
as verification of the potential link between
economy’s institutional competitiveness
and the inflow of foreign direct investments.
The comparative and descriptive analysis
as well as critical analysis of the subject literature were used in the research. Empirical
analysis was conducted for the selected CEE
countries (Czech Republic, Estonia, Latvia,
Lithuania, Poland, Slovakia, Slovenia, Hungary), which underwent specific development
stages in similar periods (transformation, entering the European Union).
In the analysis and assessment of institutional competitiveness the data was used from
the Global Competitiveness Index ranking
conducted by Global Economic Forum. Data
from 2019 served also for more detailed analysis of institutional competitiveness factors
of particular economies. Competitiveness
index in the institutions field is elaborated
on the basis of 8 sub-indices described by 26
variables.
Verification of potential relationship between institutional competitiveness and FDI
inflow was conducted on the basis of data from
UNCTADstat (2020). For the analysis of correlations, the following measures were used:
FDI inflow per capita as well as FDI inflow as
GDP %. Due to restricted availability of data
pertaining to institutional competitiveness,
the analysis covered the years 2007–2019.

4. Results
Institutions’ quality, according to competitiveness index in CEE countries, is rather variable.
In 2019, the highest position in the ranking
in terms of institutions quality was achieved
by Estonia that positioned itself at 21 place
out of 141 global economies with the result
of 70.9. Slovenia, Lithuania, Czech Republic,
Latvia, Poland, Slovakia and Hungary were
lower in the ranking (see Table 1). The very
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index, ultimately in 2019, many economies
stayed at similar positions in the ranking
to the year 2007 in relation to other countries of the region. Only Slovenia managed
to move from 4 to 2 position in the region
and as for now it maintains it for the longest
period of time — i.e. 7 years. Visibly positive
index changes that began in 2013, can also be
observed in Czech Republic and Lithuania.
The indices in Poland are distinctly different,
as from 2010, the visible drop in competitive
position in the field of institutions can be observed. Weak and worsening position of institutions’ quality assessment in Poland can stem,
among other things, from the complexities
and inaccuracies of law, low efficiency of it,
faulty judicial system, lack of future orientation of government or low level of social capital (Owczarczuk, 2014, pp. 168–170; Schwab,
2019, p. 467). Obeying and enforcing legal
norms in a particular country translates into
confidence in investment security in a given
economy. It seems, therefore, that independent and efficient judicial system additionally
increases investment and business attractiveness of a country (Owczarczuk, 2020, p. 168).
Differences in institutional surrounding
quality underlie many discrepancies between
countries in the field of e.g. technology, human capital as well as physical capital, including FDI. Numerous research and analysis
confirm that location decisions of enterprises
also depend on institutional factors. The basic
FDI institutional conditions are composed
of rules and regulations pertaining to the entry
and functioning of foreign investors, standards
of treating entities with foreign capital participation as well as rules for market functioning,
including especially rules for competition as
well as takeovers and mergers. Those conditions are so significant because they determine
the very investment decision. However, they
impact equivocally the location, i.e. changes
directed at improving country’s openness create the conditions, but do not guarantee FDI
inflow and lack of such changes causes significant restrictions and even lack of FDI.
Therefore, legal regulations of the host
country determine the scope of acceptable

solutions and practices consistent with legal
and economic system functioning in a particular country. Companies functioning in particular institutional conditions face numerous
challenges in everyday activity and coping
with them can be a crucial element of their
existence on the market. Entrepreneurs will
not undertake foreign direct investments
if they are forced to devote too much time
and money on securing their possession as well
as monitoring if the contractual obligations
are fulfilled correctly. From the country where
they allocate capital, they expect proper level
of trust in a society, providing basic level of security and executing property right by public
institutions, proper transparency of rules, efficiency and control by public bodies, or proper
standards of corporate governance and business ethics (Schwab, 2018, p. 12).
Positive relationship between competitiveness index and the inflow of foreign direct
investments is proved by correlation analyses
conducted on the example of CEE countries.
GCI index (for Pillar 1. Institutions), in more
than 60% can explain the variability of FDI per
capita size and in more than 48% — the variability of FDI in GDP of CEE countries (Chart
2 and Chart 3). The relatively high R2 coefficient is obtained mostly due to Estonia, which
gained either very good results in the aforementioned ranking as well as solid relative values of the inflowing capital in the form of FDI.
After excluding Estonia from the group of analyzed countries, the quantitative relationship
between FDI inflow and competitiveness
index is not that obvious. Bearing in mind
the imperfection of the method used, it should
be stated that it is only the complementation
of formerly conducted theoretical solutions.

5. Conclusion
The aim of the conducted research was
the assessment of institutional competitiveness of the selected CEE countries on the basis of Global Competitiveness Index as well
as verification of the potential link between
the obtained index level and the FDI inflow in those countries. Conducted analyses
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proved that the most competitive economy
among CEE countries in the field of institutions is Estonia. Beginning from 2007, this
country has achieved high notes in competitiveness ranking exceeding sometimes even
highly developed countries of Western Europe. Also Estonia during the last three years
(2017–2019) noted unbeatably highest levels
of FDI per capita inflow in ECC region. Slovenia, Czech Republic and Lithuania do relatively well in the assessment of institutional
competitiveness as well as in attracting FDI
per capita. Among the analyzed economies, it
is worth indicating that in Poland from 2010,
the deterioration in institutions’ quality has
been observed. It can be assumed that this
process results in one of the lowest in CEE values of FDI per capita. Moreover, the detailed
analysis of competitiveness index indicated
that in case of each of the analyzed economies,
institutional competitiveness decreases low
value of social capital.
The conducted review of the existing research as well as quantitative analysis of the relationship between GCI–Pillar 1. Institutions
and the inflow of FDI to CEE countries indicate the positive correlation of those variables. Higher value of the index (institutions
quality assessment) translates into higher level
of FDI per capita and FDI calculated as GDP
percentage.
In spite of the imperfections of the utilized indicators and rankings, when assessing
institutions, it should be remembered that
they are also the source of information for
the potential foreign investors. Due to this,
in order to increase investment attractiveness,
CEE countries should make efforts connected
with improving and facilitating institutional
environment.
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Appendix
Table 1.
Global Competitiveness Index 2019 (GCI 4.0) in CEE countries
Economy
Estonia
Slovenia
Lithuania
Czech Republic
Latvia
Poland
Slovak Republic
Hungary

Overall score
70.9
70.2
68.4
70.9
67.0
68.9
66.8
65.1

Pillar 1: Institutions
70.2
63.4
63.3
60.9
59.3
56.4
56.3
55.7

Source: Own preparation based on Schwab (2019).
Table 2.
Structure and composition of Pillar 1: Institutions in 2019 in CEE Countries
Component
1. Pillar: Institutions
Security
1.01 Organized crime
1.02 Homicide rate
1.03 Terrorism incidence
1.04 Reliability of police services
Social capital
1.05 Social capital
Checks and balance
1.06 Budget transparency
1.07 Judicial independence
1.08 Efficiency of legal framework in challenging regulations
1.09 Freedom of the press
Public-sector performance
1.10 Burden of government regulation
1.11 Efficiency of legal framework in settling disputes
1.12 E-Participation Index
Transparency
1.13 Incidence of corruption
Property rights
1.14 Property rights
1.15 Intellectual property protection
1.16 Quality of land administration
Corporate governance
1.17 Strength of auditing and reporting standards
1.18 Conflict of interest regulation
1.19 Shareholder governance
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Worst performer
Hungary
Slovak Republic
Slovak Republic
Latvia
Poland
Slovak Republic
Latvia
Latvia
Hungary
Hungary
Poland
Hungary
Hungary
Slovak Republic
Slovak Republic
Slovak Republic
Czech Republic
Hungary
Hungary
Poland
Hungary
Hungary
Poland
Hungary
Poland
Hungary
Estonia

Best performer
Estonia
Estonia
Estonia
Poland
Multiple (7)
Estonia
Slovenia
Slovenia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Estonia
Lithuania
Slovenia
Slovak Republic
Slovenia
Lithuania
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Component
Future orientation of government
1.20 Government ensuring policy stability
1.21 Government’s responsiveness to change
1.22 Legal framework’s adaptability to digital business models
1.23 Government long-term vision
1.24 Energy efficiency regulation
1.25 Renewable energy regulation
1.26 Environment-related treaties in force

Worst performer
Poland
Poland
Slovak Republic
Latvia
Slovak Republic
Poland
Poland
Multiple (2)

Best performer
Estonia
Estonia
Estonia
Estonia
Hungary
Slovak Republic
Slovak Republic
Multiple (3)

Source: Own preparation based on Schwab (2019).
Chart 1.
The change of GCI index: Pillar 1: Institutions in CEE Countries in the years 2007–2019 (standardized
index (1–100))
75
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45
2007

2008 2009
Czechy
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2015 2016
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Source: Own preparation based on Schwab (2018, 2019) and World Bank (2020).
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Chart 2.
Mean of GCI index: Pillar 1: Institutions (horizontal axis) and the mean of FDI inflow per capita (vertical
axis) in CEE countries in 2007–2019
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Source: Own preparation based on UNCTADstat (2020) and World Bank (2020).
Chart 3.
Mean of GCI index: Pillar 1: Institutions (horizontal axis) and the mean of inflow of FDI as percentage
of GDP (vertical axis) in CEE countries in 2007–2019
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Source: Own preparation based on UNCTADstat (2020) and World Bank (2020).
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