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Abstract

The increased movements of goods and services across international borders has
generated a vivid academic debate regarding the consequences of foreign direct
investment and human development on the terms of trade and economic growth. In
this context, the developing states have received particular attention. Yet, the
findings differ depending on the selected countries, variables and used methodology.
Therefore, to bring more light on the existing literature, the aim of this study is to
investigate the impact of FDI inflows and human development on the export
upgrading in the EU transition economies during the period 1995-2014. The
empirical analyses revealed that, generally, the human development positively
influenced the export upgrading in the long term, but the FDI inflows had a
significant impact on the export upgrading in only a few countries included in the
sample. However, the impact was relatively lower than the human development and
its direction varied between the states.

Keywords: FDI inflows, human development, export upgrading, EU transition
economies

Introduction

One of the major macroeconomic consequences of globalization was the rapid
rise in the international trade flows. The benefits of the increased movements of
goods and services across international borders were reflected in the fast and
sustained economic growth, especially in the developing countries. In this context, a
vivid academic debate regarding the type and quality of exports has emerged (Lin,
2011; Lederman and Maloney, 2012). Some studies emphasized the impact of
foreign direct investment (FDI) on the export value. While a part of the researchers
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argued that FDI has facilitated the transfer of productivity-enhancing techniques and
knowledge from industrialized to developing nations (Hoekman and Javorcik, 2006;
Moran, 2011), others mentioned that, in certain economies, foreign investors have
lowered the terms of trade (Li et al., 2007). For example, while Harding and Javorcik
(2011) mentioned the fact that the transfer will be negatively impacted by the pricing
power of multinationals, Darity Jr. (1990) underlined that the terms of trade might
be negatively influenced on the long term by the FDI’s effects on the aggregate
marginal product of capital.

This subject is still under discussion even nowadays because it is considered,
especially in the case of the developing states, that the long-term economic growth
largely depends not on how much it is exported, but on what is exported. Several
studies put a great emphasis on the positive consequences of trade, underlying that the
benefits are derived from the increase in the amount of new products (Amiti and
Freund, 2010), especially those located at the higher end of the quality spectrum
(Hausmann et al., 2007). Such products have become an important driving force in
enhancing global trade quality (Broda and Weinstein, 2006). Since many of the higher-
value manufactured exports were among the top 10 exported goods in 2014 in
Thailand, Wacker et al. (2016) considered that FDI helped this country upgrade the
export’s portfolio. The same idea is supported by Nguyen (2013) who added that, in
the case of Thailand and, subsequently, in Indonesia and Vietnam, the Japanese FDI
inflows had a large contribution, being export oriented and clustered in the electronics
value chain. Yet, Zhang and Xing (2018) support the idea that, due to the weak
innovation ability, developing countries have an inappropriate industrial structure.
Therefore, in the case of the sample investigated by them, the high volume of exports
is accompanied by low quality products, leading to the so-called ‘low-end locking
dilemma’ (Zhang and Xing, 2019). Since higher quality products require more highly
skilled workers in the production process, one possible explanation could be related to
the fact that developing states specialize in less skills-intensive products due to
abilities’ shortage (Hausmann et al., 2007). Another possible explanation can be found
in the fact that the intellectual property rights protection mediates the relationship
between FDI and the quality of exports. Since the system aimed at protecting the
intellectual property rights is poor in the developing states, the uncertain business
environment may discourage the investors that might become reluctant to taking risky
decisions (Zhang and Yang, 2016). Despite this view, several other approaches
underlined a U shape relationship between property rights’ protection and export
quality (Ma and Li, 2015). Meanwhile, other researchers noticed that the property
rights protection has no significant impact on trade (Zheng, 2010).

Taking into account all these aspects, we do consider relevant to investigate
the impact of FDI inflows and human development on the export upgrading in the
EU transition economies. Therefore, two specific research objectives can be
attributed to our study. The first one consists in analysing the role played by the
attracted FDI into the considered states in improving the quality of the exports. The
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second specific objective is to identify whether human development has a significant
contribution to the improvements of the exported goods and services, in the analysed
countries. Our study focused on the period 1995-2014. Since, to our knowledge,
there is no other exhaustive research that investigates the impact of the FDI inflows
and human development on the export upgrading in the EU transition economies
between 1995 and 2014, our study brings added value not only at the theoretical
level, by broadening the existing literature, but also to the business environment, by
encouraging policy makers to implement appropriate legislative measures that could
enhance FDI inflows.

The paper is structured as follows: a brief presentation of the theoretical aspects
is included in section two, part three shows the data and the methodological approach,
the results and discussions are presented in section four and the last part concludes.

1. Literature overview

At the beginning of the 21% century, some researchers launched the hypothesis
of the ‘export-led growth’, which claims that the promotion of export is the
appropriate way to accelerate economic growth. This argument was used to explain
the rapid growth and development of some Asian economies (Hausmann et al.,
2007). Yet, authors such as Rodrik (2006) mentioned the importance of export
composition for economic growth and development. In this context, those countries
that put a greater emphasis on the exportation of more ‘sophisticated’ goods have the
chance to grow and develop faster. In the case of the developing states, the
exportation of the sophisticated goods, or the so-called export upgrading, was
considered a ‘herculean task’ (Kollie, 2020) taking into account the required
resources, especially human but also financial. Since foreign investments are one of
the best options to improve both human and financial resources, it is not surprising
to find out that competition among governments to attract FDI inflows has increased
during the last three decades (Aranda and Sauvant, 1996; Odhiambo, 2022).
Actually, many studies have indicated the positive impact of FDI on the host
countries’ economic growth, which can be translated into higher levels of total
investments, on one side, and technology, knowledge and productivity spillovers, on
the other side (Liang et al., 2021; Lin and Zhang, 2019; Muhammad, 2010).

During the last two decades, numerous studies intended to investigate the
determinants of export upgrading, but the findings differ depending on the selected
countries, variables and used methodology. Yet, it was agreed that there is a strong
positive relationship between the quality of exports, on one side, and the economic
growth, measured through per capita income, and development of a country,
analysed from human capital’s perspective, on the other side (Minondo, 2010; Xu,
2010). Moreover, other empirical results suggest that the level of human capital, the
type of FDI inflows and the existence of the export processing zones are directly
linked to the quality of the exports (Harding and Javorcik, 2012).
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The two major theoretical attempts to explain the determinants of foreign
investments refer to the neoclassical trade theory and to the internalization theory.
The first one was introduced in the 1960s and was based on the Heckscher-Ohlin
trade model, which explained the reasons behind investors who operate production
chains abroad, but export products back to their home country (Phung, 2016). Taking
into account the Heckscher-Ohlin theory, researchers pointed out that a country’s
factor endowments influence the relative costs of production and, thus, the
specialization and structure of its exports. Since developing states, such as China or
India, have an abundant labour force, they are more likely to produce and export
labour-intensive goods. The same happens in Pakistan or Bangladesh, which have
managed to obtain only modest market shares at the exports in low-skill textile
manufacturing (Wacker et al., 2016). The developed states that are endowed with
knowledge capital are able to trade technology-intensive products (Schott, 2008).
Meanwhile, other countries, which have understood the importance of increasing the
human capital stock through education at early stages of the development process
(Borensztein et al., 1998), attained considerable market shares at the exports in
higher-skill products. It is the case of Malaysia that nowadays is one of the largest
exporters of electronics and other knowledge intensive goods (Wacker et al., 2016).

The internalization theory was introduced by Buckley and Casson (1976) and
suggests that, as an alternative to outsourcing different parts of the production stages,
internalizing these processes may be the least costly way for the multinational
corporations to benefit from a foreign market. Dunning (1977) combined the two
theories, neoclassical trade theory and internalization theory, into the eclectic
paradigm according to which one can analyse the reasons behind foreign
investments: ownership, location and internalization. More recent approaches
mention that the main economic determinants of the FDI inflows into a host country
are related to resource-seeking, market-seeking FDI or to efficiency-seeking
(Nunnenkamp, 2001).

Regarded from the investments’ perspective, some studies underlined that the
human capital stock influences the type of FDI inflows: vertical or horizontal. When
the foreign investors come from developed states, with a high level of human capital,
and the host economy is a less developed one, with lower endowment in skilled
labour force, then the horizontal FDI might be reduced (Blonigen et al., 2003) and
the vertical FDI increases (Davies, 2008). Wacker et al. (2016) offer the example of
the South Asian states that have low levels of human capital and are more attractive
for the vertical FDI than for the horizontal ones. In the case of vertical FDI, which
involve more intermediary products, Zhang and Markusen (1999) indicated that the
production process might be geographically fragmented if the countries differ from
the points of view of prices and endowment with factors of production. However, it
is considered that when the intermediary goods produced in the host state are
exported in the origin country of the multinational company, FDI has a direct
positive impact on the local economy (Markusen, 2002).
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Some researchers consider that the direct and indirect effects of FDI on the
host country’s exports depend on micro and macroeconomic elements, such as
technological and human capital stock of the local producers (Girma et al., 2007),
competition in the domestic markets and government policies regarding trade
facilities (Barry and Bradley, 1997). Yet, the presence of a multinational firm may
increase the intensity of the competition in that sector, an aspect that has both
positive and negative consequences on local players. Apart from enhancing the
national firms to improve the quality of their products and innovate more, foreign
investors might have a negative impact on exports, when the loss of exports of the
domestic companies is not compensated by the exports of the multinational’s
subsidiary (Barrios et al., 2005). There are also cases in which FDI attracted into a
non-exporting sector may improve the performances of the domestic exporters if the
foreign companies sell intermediary goods to the local firms, process known as
forward linkages (Kutan and Vuksi¢, 2007). Another positive consequence may
occur if the foreign investor facilitates the access to the export markets for the
domestic producers, by lobbying for favourable treatment of exports from the host
economy into their home economies (UNCTAD, 1999). An example is brought by
Aitken et al. (1997) on the case of 2104 Mexican manufacturing plants. They noticed
that, during 1986-1990, the presence of the exporting multinationals in Mexico
reduced the costs of exporting for local firms.

Other studies agree with the idea according to which the competitive assets of
multinational companies make them more productive than domestic firms, thus having
a positive impact on the host economy’s exports (Helpman et al., 2004). All these
assets that include innovative products, human capital of employees and patents
(Girma et al., 2007) have a positive indirect effect on the domestic firms from the host
country. Thus, by copying the operations of the foreign producers or by attracting
workers trained in multinational firms, local companies may also contribute to the
increase of exports’ competitiveness (Fan, 2002). Yet, Khandelwal (2010) argues that
exports’ quality upgrading is not the same thing as exporting products that require
more technology. Hwang (2007) considers that the less developed states focused only
on the last aspects, their products lacking quality. Or, to obtain sustained economic
growth, it is mandatory to export higher quality products (Hallack, 2006). Harding and
Javorcik (2012), analysing 105 states, conclude that attracting foreign investors may
represent a good start for raising the quality of exports in the developing countries,
since FDI offer the potential for quality upgrading. However, Khandelwal (2010)
found that this depends on the type of goods, being higher in manufactures than in
agricultural products and natural resources.

From a similar perspective, it was viewed that imports matter for export
upgrading, because the knowledge embedded in imported goods offers learning
opportunities (Schiff and Wang, 2006). Therefore, the openness to trade is the most
accessible tool for knowledge and technology acquisition (Grossman and Helpman,
1991). Consequently, trade restrictions involve, apart from the monetary costs, an
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efficiency loss due to the foregone opportunity to benefit from new goods (Romer,
1994). Imported goods, which are different from the local ones, also offer new
production ideas to local companies that can subsequently export a larger variety of
sophisticated products (Frenken et al., 2007). Apart from this direct effect of FDI,
the foreign investors may also have an indirect impact on the host country’s exports,
by bringing new ideas and best practices (Moran, 2011). The spillover impact of
FDI on domestic firms’ level of innovation could be divided into horizontal and
vertical spillovers (Truong and Dong, 2021). The horizontal effect indicates the
extent to which the foreign investment in the same industry enhances the
productivity of the domestic firms that, via learning-by-observation, will be able
to produce more complicated goods. Meanwhile, the local companies can benefit
from developed technologies and new managerial skills by hiring workers who
were initially trained in the foreign firms (Tran et al., 2020). The vertical
spillovers measure the positive consequences on the domestic suppliers or
customers generated by the presence of foreign companies, such as enhancing
the production capability of the local providers or the participation of the
domestic firms in higher global value chains (Wang and Chen, 2020). Swenson
(2007) noticed that the multinationals’ information spillover might be the main
determinant of the increased export connections of the Chinese firms.

2. Data and econometric methodology

The aim of the present study is to investigate the effect of FDI inflows and
human development on export upgrading in a sample of 11 EU transition economies.
We have chosen these countries because they experienced a significant institutional
and economic transformation in the contexts of the transition to a market economy
and of the EU membership negotiations. In turn, they attracted the FDI inflows and
experienced improvements in human development.

2.1. Data

Developing the comparative advantages of the countries enhances
improvements in the quality of goods, which, in a globalized word, leads to an
increase in export revenues. Therefore, export upgrading is important for the
economic performance of the countries. In the econometric analysis, the export
upgrading was represented by the unique export quality index of IMF (2021). The
methodology of export quality index based on unit values is a modified version of
Hallak’s (2006) and included the export quality indicators for over 800 export
products (see Henn et al., 2017, for detailed information about the index
methodology). Both FDI inflows and human development have potential to foster
export upgrading through know-how and technology transfer, and more qualified
human capital. Therefore, FDI inflows were proxied by FDI net inflows offered by
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World Bank (2021). Human development was proxied by human development index
from UNDP (2021) and the index is the geometric mean of normalized indices for
long and healthy life, knowledge, and living standard. All the variables were annual
and the availability of the export quality data influenced us in choosing the analysed
period: 1995-2014, because the export quality data are available only until 2014.

Table 1. Data description

Variables Description Source
EXQUAL Export Quality Index IMF (2021)
FDI FDI, net inflows (% of GDP) World Bank (2021)
HDI Human development index UNDP (2021)

Source: Authors’ representation

The study sample consisted of Bulgaria, Croatia, Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia. The
econometric analysis was conducted with the help of software packages of Stata 14.0
and Gauss 10.0. The main characteristics of the dataset are shown in Table 2.

Table 2. Summary statistics of the dataset

Variables Mean Std. Deviation Minimum Maximum
EXQUAL 0.9416472 0.0293901 0.8716448 0.9914038
FDI 5.10368 6.052252 -15.98922 50.50475
HDI 0.7916455 0.0488653 0.673 0.887

Source: Authors’ representation

The average of export quality index was about 0.94% in the sample and the
standard deviation was 0.02. The average FDI net inflows were about 5.1% of GDP
in the sample, but they varied considerably from one country to another. Lastly,
average HDI was about 0.79 and did not change considerably between countries.

2.2. Econometric approach

The causality analysis enables us to see the short-run interaction between
variables, while the cointegration analysis allows us to analyse the long run
interaction among the series. Furthermore, any shock in a country from our sample
can also influence the other countries of the sample due to the globalized world (De
Hoyos and Sarafidis, 2006). Therefore, using the causality and cointegration tests
with cross-sectional dependence enhances the robustness of the findings. In this
context, Westerlund and Edgerton (2007) bootstrap cointegration test and Konya
(2006) bootstrap causality test were utilized to analyse the short-run and long-run
interaction between FDI inflows, human development and export upgrading.
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The Westerlund and Edgerton (2007) LM bootstrap cointegration test is based
on the McCoskey and Kao (1998) LM test and regards both cross-sectional
dependence and heterogeneity. Furthermore, the test produces robust results for
small samples. The cointegration test statistic is:

1 N T
LM =5 > ) Wi} M)

i=1t=1

The s;; term in the above-mentioned equation represents the partial sum of
error terms, while W; 2 is the long-run variance. Both terms are derived from the
cointegration model estimated by a full, modified ordinary least squares method. For
the test involving LM{;, critical values, bootstrapping should be employed in the
event of a cross-sectional dependence among the series.

Finally, the country-level reciprocal interaction among FDI inflows, human
development, and export upgrading was analysed with bootstrap Granger causality
test of Konya (2006) regarding both cross-sectional dependency and heterogeneity.
Furthermore, the test is based on the Wald test with country-specific bootstrap
critical values, so it does not require the joint hypothesis for all members of a panel.
Lastly, it does not need any pre-testing and, in turn, it is not exposed to the
weaknesses resulting from the pre-tests.

3. Results and discussions

The specification of cross-sectional dependence and heterogeneity’s presence
among the cross-sections is very important for choosing the correct econometric tests
of unit root, cointegration and causality tests. For this reason, Breusch and Pagan’s
(1980) LM test, Pesaran’s (2004) LM CD test and the LMq;. test of Pesaran et al.
(2008) was used to test the cross-section dependence, taking into consideration the
dataset characteristics. The test results presented in Table 3 reveal the presence of a
cross-sectional dependence among the series. As a result, second-generation unit
root and cointegration tests would be utilized to check for the existence of the unit
root and cointegration relations.

Table 3. Cross-sectional dependency tests’ results”

Test Test statistic Prob. value
LM 388.1 0.0000
LM adj* 71.17 0.0000
LM CD* 18.82 0.0080

Note: “two-sided test.
Source: Authors’ representation
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Afterwards, the cointegration coefficients’ homogeneity was checked by
using the homogeneity tests of Pesaran and Yamagata (2008). The test results are
shown in Table 4. The null hypothesis in favour of homogeneity was rejected and,
thus, the cointegration coefficients were revealed as heterogeneous.

Table 4. Homogeneity tests’ results

Test Test statistic Prob.
A 7.739 0.000
Eadj_ 8.601 0.000

Source: Authors’ representation

The presence of a unit root in the panel data was checked with the CIPS
(Cross-Sectional IPS (cf. Im-Pesaran-Shin, 2003)) unit root test of Pesaran (2007)
by taking into account the presence of cross-sectional dependence. The test
consequences are shown in Table 5. They reveal that all the series had unit root at
their level, but they prove to be stationary after first-differencing.

Table 5. Westerlund and Edgerton (2007) LM bootstrap cointegration test

Constant Constant and Trend
LMy, Teststatistic Asymptotic Bootstrap Test statistic Asymptotic Bootstrap
p-value p-value p-value p-value
Test statistic Asymptotic Bootstrap  Test statistic  Asymptotic Bootstrap
p-value p-value p-value p-value
Source: Authors’ representation

The cointegration coefficients were determined with the help of the AMG
(augmented mean group) estimator of Eberhardt and Teal (2010), by taking into
account the heterogeneity and cross-sectional dependence. The test consequences
are shown in Table 6. The panel cointegration coefficients reveal that human
development positively affected the export upgrading, but FDI inflows had no
significant impacts on the export upgrading.

Moreover, the individual cointegration coefficients revealed that human
development positively influenced the export upgrading in most of the countries
including Croatia, Estonia, Hungary, Latvia, Lithuania, Poland, Slovak Republic,
Slovenia, but the size of effect varied among the countries. Furthermore, while FDI
inflows positively influenced the export upgrading only in Croatia, they negatively
impacted the export upgrading in Hungary and Poland, but the size of effect was too
small to be considered. These results differ from the findings of other studies. For
example, Lomachynska et al. (2020) noticed that the FDI inflow has a positive impact
not only on the exports’ growth of all the Visegrad Group countries (Poland, Czech
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Republic, Slovakia and Hungary), but also on their structure, increasing the share of
the capital-intensive engineering products. Jensen (2002) also showed that, in the case
of Poland, FDI has positively influenced the technology intensity of exports. Even
immediately after the EU adhesion, some of the EU emerging economies, particularly
Czech Republic and Latvia, improved the exports quality due to the technologies used
by the multinational companies (Harding and Javorcik, 2012).

However, it should be mentioned that the share of medium and high-tech goods
in the structure of national production in Poland, but also in Czech Republic, Slovakia
or Hungary, is below the EU average. That is why a positive impact of FDI on the
structure and dynamics of their international trade can only be achieved if the transition
to a knowledge-based economy of the countries will be continued, which might lead
to an increase in the share of high-tech industries in the national production.

The positive relationship between both FDI and human development on export
upgrading in the case of Croatia can be related to the fact that the FDI inflows into
this new EU country created a higher level of competitive advantage, which spread
to the local producers, a fact that did not occur in the rest of the analysed states. This
allowed Croatian exporters to shift from low technology towards high technology
intensive industries. Stojcic and Hashi (2011) showed that, even from the pre-EU
adhesion period, Croatia benefited from the technological spillovers generated by
the foreign investors. Actually, the resulting technological improvements, together
with the high level of human development, which enhanced the innovations, played
a key role in raising the relative quality of exports (Stojcic and Hashi, 2011).

Table 6. Estimation of cointegration coefficients

Country FDI HDI
Bulgaria 0.0000402 0.1021507
Croatia 0.000954* 0.1220562***
Czech Republic -0.000356 -0.0083565
Estonia 0.000129 0.2156402***
Hungary -0.0001599*** 0.166787***
Latvia 0.0009522 0.1051936***
Lithuania 0.0000134 0.3899586***
Poland -0.0013745* 0.3326702***
Romania -0.0006942 0.5015285
Slovak Republic 0.0001894 0.1653331
Slovenia 0.0005555 0.0891074***
Panel 0.0000226 0.1983699***

Notes:*, **, *** indicate rejection of the null hypothesis at 1%, 5% and 10% significance
levels respectively.
Source: Authors’ representation
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The causal interaction between export quality, FDI inflows and human
development at country level was analysed by using bootstrap panel Granger
causality test of Konya (2006), considering both heterogeneity and cross-sectional
dependency. The results are presented in Tables 7, 8 and 9. First of all, the causal
relationship between FDI inflows and export upgrading was tested and the results
revealed a unilateral causality from FDI inflows to export upgrading in Estonia and
Slovakia, and two-way causality between two variables in Bulgaria. These different
findings at the level of the entire sample might be explained through the fact that the
official statistics on FDI inflows may be misleading. They may include the capital
inflows of local owners that want to hide their identity and, for that, the investments
are returning back into the country in terms of FDI.

Table 7. Bootstrap panel Granger causality between EXQUAL and FDI*

H,: FDI is not cause of H,: EXQUAL is not cause of FDI
EXQUAL

Countries Wald stat. Bootstrap P\ 4t Bootstrap P
Value Value
Bulgaria 12.044 0.059 12.749 0.018
Croatia 8.709 0.154 0.012 0.944
Czech Republic 3.991 0.385 7.360 0.199
Estonia 20.166 0.037 0.005 0.961
Hungary 0.008 0.968 0.242 0.773
Latvia 0.477 0.741 1.873 0.446
Lithuania 3.884 0.574 3.545 0.284
Poland 1.817 0.451 3.731 0.359
Romania 0.001 0.982 1.549 0.331
Slovakia 20.483 0.069 9.592 0.156
Slovenia 1.666 0.531 3.362 0.414

Note: *Number of bootstrap replications: 10,000.
Source: Authors’ representation

Secondly, the causal relationship between human development and export
upgrading was analysed and the results revealed a bilateral causality between two
series in Bulgaria and a one-way causality from human development to export
upgrading only in Estonia and a one-way causality from export quality to human
development in Latvia and Romania.

Finally, the causal relationship between human development and FDI inflows
were tested and the results revealed no significant short-run connection between FDI
inflows and human development in the analysed sample. This finding is not
surprising considering the fact that the positive effects of education can be seen
especially on the long-run.
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Table 8. Bootstrap panel Granger causality between EXQUAL and HDI*

H,: HDI is not cause of EXQUAL  H,: EXQUAL is not cause of HDI

Countries Wald stat.  Bootstrap P Value  Wald stat.  Bootstrap P Value
Bulgaria 20.297 0.006 5.663 0.087
Croatia 4.269 0.474 0.413 0.668
Czech Republic 2.988 0.171 0.014 0.929
Estonia 15.417 0.086 0.035 0.903
Hungary 12.691 0.214 2.936 0.261
Latvia 7.873 0.149 29.324 0.020
Lithuania 6.159 0.791 2.050 0.288
Poland 2.475 0.947 0.248 0.962
Romania 20.376 0.868 32.627 0.018
Slovakia 18.170 0.142 3.191 0.341
Slovenia 7.951 0.304 10.548 0.126

Note: *Number of bootstrap replications: 10,000.
Source: Authors’ representation

Table 9. Bootstrap panel Granger causality between FDI and HDI*

Countries H,: HDI is not cause of FDI H,: FDI is not cause of HDI
Wald stat.  Bootstrap P Value  Wald stat.  Bootstrap P Value

Bulgaria 1.427 0.182 2.311 0.170
Croatia 0.143 0.734 1.066 0.461
Czech Rep. 1.789 0.302 5.436 0.208
Estonia 0.176 0.740 2.277 0.695
Hungary 0.059 0.811 0.015 0.931
Latvia 2.733 0.249 1.973 0.407
Lithuania 5.057 0.106 0.407 0.897
Poland 0.902 0.502 0.004 0.990
Romania 1.376 0.249 16.712 0.298
Slovakia 1.481 0.424 9.208 0.274
Slovenia 0.742 0.539 0.192 0.850

*Number of bootstrap replications: 10,000.
Source: Authors’ representation

Many researchers argued, with examples brought from the case of the Asian
states, that there is a bilateral causality between FDI and human development in the
host countries. Kusago and Tzannatos (1998) noticed, on one side, that better
educated individuals were the prime candidates for employment in the export
processing zones of countries such as Taiwan, Malaysia or China. On the other side,
the educational attainment of workers in these areas has changed dramatically over
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time, which is associated with the improvements in school enrolment in the host
countries (Kusago and Tzannatos, 1998). Moreover, the foreign investors offered job
trainings for the local employees, which also contributed to the increase in the stock
of human capital of the host countries.

Our results differ from the findings of other studies. For example, Zhu and Fu
(2013) show that the stock of human capital and the R&D investment have a
consistent and robust positive impact on export upgrading in high, middle and low
income states. However, Harding and Javorcik (2011) found no evidence regarding
the similar impact of FDI on export upgrading in the case of the developing and
developed states. Pavlinek and Zenka (2011) agree with the fact that the impact of
FDI on the export upgrading in the Central Europe largely depends on the type of
industry, and that, therefore, generalization is impossible.

Conclusions

As noticed in other studies, FDI inflows can contribute not only to a higher
volume of exports, but also to improving their value since multinational companies
have better knowledge, superior technology and more connections with the supply
chain of the parent firm than the local companies. Meanwhile, the spillover effects
generated by the multinationals’ activity can have a positive impact on the
productivity of domestic firms, not only by improving their technological process
and assets, but also by increasing their stock of human capital. Therefore, better
trained people, with superior knowledge and abilities, with improved methods of
production, can obtain higher quality goods and services, which can upgrade the
exports of the FDI host country.

The results of our study conducted on 11 EU transition economies revealed
that, while the human development positively influenced the export upgrading in
almost all the analysed states, the FDI inflows had an impact only in a few countries,
the size of the effect varying between them. Moreover, we found no significant short-
run connection between FDI inflows and human development in the analysed
sample.

Our results have important implications for the policymakers, not only in the
investigated countries, but also in other transition economies. First of all, our results
support the idea according to which there is a positive relationship between the level
of the skills and abilities of a country and the structure of its exports. Secondly, since
our findings showed that FDI had positive effects on the export upgrading, especially
in the newer EU members, it may be assumed that the amount of the FDI stock
accumulated over time does not have an impact on the exports’ quality. These results
might be encouraging for the policy makers of the countries that have more recently
joined the EU. They can enhance the FDI inflows by designing appropriate measures
and policies, such as skills upgrading, tax reforms, financial deepening and
investments’ promotion.
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