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Impact of Foreign direct investment on Belarus economy
and economic growth

Abstract

The diploma thesis is focused on the impact of foreign direct investment on Belarus
economy and economic growth.

The purpose of this paper is to review the possible impact of foreign direct investment
on the host country. The main concept is to explain the concept of FDI, including its types,
factors affecting and influencing foreign investors, an explanation of the concepts of capital
flows, major investment policy changes, and capital allocation, taking into account
geographical and structural issues, etc.

Additionally, in order to achieve the main purpose, the research also includes a study
of its impact on the economic development of Belarus, its statistical analysis in the regional
and sectoral directions. A historical analysis of the political and economic environment has
also been taken into consideration.

In order to limit the breadth of the topic, the economy of Belarus will be estimated

over the past two decades.

Keywords: Belarus, Foreign Direct Investment, GDP, Economic Growth, Development,

Export, Analysis, Inflow, Outflow.



Dopad Primych Zahrani¢nich Investic na Béloruskou
ekonomiku a ekonomicky rust

Abstrakt

Predmétem diplomové prace je vliv pfimych zahrani¢nich investic na béloruskou
ekonomiku a hospodarsky rust.

Utelem prace je vyhodnotit mozny dopad pfimych zahrani¢nich investic na
hostitelskou zemi. Hlavnim konceptem je vysvétleni pojmu PZI v¢etné jejich druh, faktort
ovliviiyjicich zahrani¢ni investory, objasnéni pojmua kapitalovych tokd, hlavnich zmén
investi¢ni politiky a alokace kapitalu s ohledem na geografické a strukturalni problémy atd.

Pro dosazeni hlavniho cile vyzkum zahrnuje studii jeho dopadu na ekonomicky
rozvoj Béloruska, jeho statistickou analyzu v regionalnim a sektorovém sméru. Zohlednéna
byla také historicka analyza politického a ekonomického prostredi.

Za ucCelem omezeni rozsahu tématu bude ekonomika Béloruska odhadnuta za

posledni dvé desetileti.

Klicova slova: Bélorusko, pfimé zahranicni investice, HDP, PZI, ekonomicky rust, vyvoj,

export, analyza
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1 Introduction

In modern economic investments, to one degree or another, the role of economic
effects that affect the economic development of countries is partly involved. Attracting
exclusive foreign investment (FDI) is a successful activity of the state. The presence of
investments and their competent use makes it possible to ensure competitiveness, the
formation of future profitability of enterprises and an increase in their prices. Refusing to
attract investment means giving up future profits.

Foreign investments play an important role in the economic development of any state,
regardless of the level of its economic development. They contribute to the economic growth
of the host economy through a more efficient use of national resources.

Stimulation of investment activity is one of the main directions of economic
development, by attracting the maximum number of investors, which is possible only if a
favorable investment climate is formed in the national economy.

The Republic of Belarus is a country with a low-income economy, integrated into the
world economic system at the regional and global levels. The openness of the national
economy determines the participation of the country in international competition, which
requires constant improvement of national production, the introduction of innovations,
development of advanced technologies. The attraction of foreign direct investment (FDI) is
the most effective way of technology transfer.

Through foreign direct investment (FDI), foreign investors influence not only the
development of the direct investment enterprise itself but also the development of the
economy of the receiving country. One of the main fields of influence of the inflow of direct
recipient countries - foreign trade and payments balance of funds.

Foreign trade plays one of the most important roles in the economy of the country, as
it affects the development of manufacturing and services, influences the rate of economic
growth.

World practice shows that FDI can play an important positive role in the development
of exports of the recipient country since the activities of foreign investors are often focused
on foreign markets. In most developing countries and countries with economies in transition,
foreign investors are attracted by the opportunity to reduce costs through cheaper resources

(material, labor, etc.) or by increasing the efficiency of their activities.
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The main features of investments are the investment of own or borrowed capital in a
specific project and are not intended for the purpose of consumption, but are intended to
solve long-term problems of economic and social development. Therefore, the activation of
investment activity is the key to developing the economy and improving the well-being of
people. The problem of investments is, first of all, the search for resources. In the recent past,
the main source of investment in Belarus was funding from the state budget. With the
transition to a market economy, fundamental changes took place in the economic system of
the Republic of Belarus, new sources of investment appeared primarily financial resources
of private capital. In-state policy, a special role is given to attracting foreign investment in
priority sectors with the simultaneous provision of tax benefits and insurance guarantees,
improving the system of legal regulation of foreign investment, and improving legislation.

The concept of investment has firmly entered our social and economic life. This is
used by politicians, scientists, banks, executives involved in the activities of organizations.
Investment activity and its state in the Republic of Belarus cover all mass media. Interest in
investment issues is steadily increasing.

Currently, there is an acute issue of the lack of investment (financial) resources that
are necessary for the development of the country's industry and the development of the
economy as a whole, which requires the attraction of foreign direct investment, which

determines the relevance of the chosen research topic.
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2 Objectives and Methodology

2.1 Objectives

The main objective of this diploma thesis is to define foreign direct investments (FDI),
provide descriptions of its types, forms and purposes, describe the major advantages and
disadvantages as well as the FDI trends reflecting the economic growth. The case study of
research on this topic is the economy of the Republic of Belarus.

The main tools of analysis relate to statistical methods of data analysis to find out the
relationships between two selected indicators: GDP growth and FDI inflows. In the case of
a positive relationship, it is presumed that these events are correlated with each other.
Otherwise, a negative relationship would mean that there is no relationship between the two
indicators.

The need for research is dictated by the insufficient level of development of a complex
of scientific and practical developments that reveal the role and place of investment
attractiveness in modern conditions as one of the elements of the country's investment
market.

One of the problems of the Belarusian economy is an acute shortage of investment
(financial) resources that are necessary for the modernization of the country's industry and
the development of the economy as a whole, which requires the attraction of foreign direct
investment, which determined the relevance of the chosen research topic. A historical
overview of the political and economic environment of Belarus was also taken into account.

the paper will summarize results about the studied topic and provide relevant
recommendations, suggestions, and proof addressing two research questions:

1. Is there any relationship between FDI and GDP growth in the Belarusian
economy? If yes, how do the FDI inflows affect the economic growth of the country?

2. Are the same trends occurring in the neighboring countries, Ukraine and

Russia?

2.2 Methodology

To explain the research questions, an empirical study of FDI attractiveness is required,
as well as the development and evaluation of theoretical and methodological concepts about

FDI and its consequences on the Belarusian economy. The paper uses official data from the
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National Statistical Committee of the Republic of Belarus, IMF, World Bank, and other
organizations and results of special statistical studies.

This thesis is divided into two parts: theory and practice. The first part is theoretical
part, which summarizes theoretical findings of the FDI, its classifications, types and forms,
determinants, major advantages and disadvantages of such types of investments, defines
GDP and describes the global trends of FDI and economic growth. The practical part
includes the information about the selected market, the historical development of the
Belarusian economy, comparison and analysis of the statistical data on FDI and GDP
retrieved from the official sources and covers the period from 2000 to 2020.

All research questions will be answered with the help of qualitative and quantitative
research methods, using secondary and primary data collections.

The final part is constructed on the basis of research conducted, analyses and findings
got, hence, own conclusions will be drawn and supported by scientific literature and critical
discussion. As an advantage, this work is a good experience for the author measured by
gaining new international experience as well as acquainting with the new topic of FDI, and

expertise of FDI attraction to the Belarusian economy.
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3 Literature Review

The literature review of the thesis will cover a theoretical description in the field of
foreign direct investment (FDI). It also shows the basis of FDI, the way these investments

influence on economic development and economic growth of the selected country.

3.1 Definition of FDI

Investments are the elements on which the economy and welfare of the state, the
development of production, entrepreneurship, and business are based.

According to the OECD, a direct investor can be an individual, a group of related
individuals, an incorporated or unincorporated business, a public or private business, a group
of related businesses, a government body, an estate, trust, or other societal organization, or
any combination of the above (OECD 2009)

Soviet economist Kurdov divided the impact of investment on the macro and micro
levels. At the macroeconomic level, the importance of investments is manifested in the
following areas - an increase in the growth rate of Gross domestic product (GDP);
acceleration of scientific and technological progress; increasing the competitiveness of
products in foreign markets; ensuring structural adjustment and sectoral balance of social
production; creating jobs and solving other social problems; ensuring the protection of the
natural environment; ensuring the national security of the state.

At the microeconomic level, Kudrov described like, the importance of investments is
manifested in the following areas - the implementation of expanded reproduction;
compensation for the depreciation of fixed assets; ensuring a stable financial condition;
increasing the technical level of production and product quality; ensuring the
competitiveness of the enterprise; obtaining additional profit by making financial
investments; environmental protection measures (Kurdov, V. M. World Economy /., 2010.
-512p.)

Investments involve the appearance of economic relations between entities interested
in investment resources. These relationships represent investment demand.

Investment demand is a separate economic category that characterizes the need for all
types of investors to acquire investment assets to extract income from them or the desired
economic effect. Investment demand is a need expressed in monetary terms, and it is

measured in terms of the amount of money invested.
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Multiple definitions say that an investment is an investment of money, but not always
an investment that can be made in cash, it can be represented by movable and immovable
property, various financial instruments, and so on.

It is also believed that investments are long-term investments, but some investments
can be short-term (for example, short-term financial investments in bonds, certificates of
deposit with a circulation period of up to one year). But often there are investments of a long-
term nature.

Foreign direct investment (FDI) is a category of cross-border investment in which an
investor resident in one economy establishes a lasting interest in and a significant degree of
influence over an enterprise resident in another economy. Ownership of 10 percent or more
of the voting power in an enterprise in one economy by an investor in another economy is
evidence of such a relationship. FDI is a key element in international economic integration
because it creates stable and long-lasting links between economies. FDI is an important
channel for the transfer of technology between countries, promotes international trade
through access to foreign markets, and can be an important vehicle for economic
development. The indicators covered in this group are inward and outward values for stocks,
flows and income, by partner country and by industry and FDI restrictiveness. (OECD, 2013)

Foreign direct investment (FDI) is the most common type of private entrepreneurial
capital export that provides for efficient regulations and gives the investor direct control.
There are numerous definitions of foreign direct investment, but they all strive to incorporate
a home nation's ambition to acquire and control an asset in a host country. When a company
invests directly in manufacturing or other facilities in another nation, this is known as a
foreign direct investment (FDI). (H. Makhavikova, 2018 Determinants of FDI in Central and
Eastern Europe: The Effects of Integration into the European Union p.9)

The National Bank of the Republic of Belarus (NBRB, 2010) describes FDI as a
category of international investment that occurs when a resident of one country has control
or a significant degree of influence over the management of an entity that is resident in

another country.

Under foreign direct investment comprehend the direct participation of the investor in

the choice of objects of investment and investment. Direct investment is carried out mainly
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by trained investors who have fairly accurate information about the investment object and
are well acquainted with the investment mechanism.

Foreign direct investment can make a positive contribution to a host economy by
supplying capital, technology, and management resources that would otherwise not be
available. Such resource transfer can stimulate the economic growth of the host economy
(Hill, C. (2000): International Business - Competing in the Global Marketplace. University
of Washington: Irwin McGraw-Hill.)

FDI exists, because of the high risks entailed in international technology licensing
contracts and in supplier-producer contracts. FDI is the crossborder expansion of firms
through the creation of foreign subsidiaries. A multinational corporation is a firm with
subsidiaries in more than one country; many MNCs operate in multiple countries
simultaneously. FDI overcomes the risks of international contracts by expanding the firm
itself across international borders. (Pandya, Sonal S.. Trading Spaces : Foreign Direct

Investment Regulation, 1970-2000, Cambridge University Press, 2013.)

Countries, as a rule, struggle to attract foreign investment, as their inflow leads to an
increase in the country's GDP - the expansion of production, the renewal of outdated fixed
assets, and access to advanced foreign technologies. The FDI indicator reflects the level of
development of countries and regions, as well as the degree of interest of foreign investors
in doing business in a particular state.

In the same time, companies from developed countries act as sources of FDI. The main
exporters of capital in the format of direct investment are large transnational companies.
They are invested in the production, construction of new factories, and branches of foreign
companies, as well as in the acquisition of existing enterprises through the purchase of blocks

of shares.

3.2 History of FDI

The Phoenicians, a civilization that existed from 1500 BC in what is now Israel and
Palestine, are one of the first examples of foreign investment in its purest form. Ships traded
with the Greeks, while Phoenicians created outposts around the Eastern Mediterranean from
which they could sell the products from their countries, such as wood and textiles. These

long-term outposts must be acknowledged as a permanent presence in another country.
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The investment was mostly done in the context of colonial expansion in the eighteenth
and nineteenth centuries. During this time, imperialist governments made unilateral
investments in colonial states, which mostly focused on natural resources. (Kronfol, Z. A.
(1972). Protection of Foreign Investment - A Study in International Law. Leiden, p. 14-16;
Sornarajah, p. 19)

The world stock of FDI was estimated at $15 billion at the beginning of the twentieth
century; the United Kingdom was the greatest provider of investment, followed by the
United States and Germany; on the other hand, the United States was also the largest
beneficiary of FDI. By 1938, global FDI had climbed to $66 billion, with British companies
still being the leading investors. The majority of the investment was made in Latin America
and Asia, with agricultural and mining accounting for a large portion. As U.S. corporations
became the primary source of FDI, these trends began to alter, and manufacturing investment
became more common.

While mid of 20 Century foreign investments in developing countries were primarily
motivated by the extraction of natural resources and the construction of railways, these
investments have increasingly been in efficiency-seeking FDI (textiles and clothing in East
Asia from the 1960s, automobile industry in Asia and Latin America) and strategic asset-
seeking FDI (textiles and clothing in East Asia from the 1990s) (technology activities in
Singapore and Malaysia). Textile manufacturing, for example, went to underdeveloped
nations like Mauritius, which had unused quotas for sale to industrial countries.
(International Finance Corporation - Foreign Investment Advisory Service. (1997). Foreign
Direct Investment. Washington, D.C., p. 12.)

As a result, developing countries have been increasingly focused on sovereign
borrowing rather than encouraging foreign direct investment. In addition, many developing
nations' economic growth in the late 1970s pushed policymakers to seek inward-oriented
methods. After that, some nations pulled their FDI policies. FDI inflows into developing
nations have decreased as a result of this response.

In the 1980s, the economy remained stagnant. Commodity prices began to plummet,
industrial countries went into recession, and global interest rates rose; all of these factors
combined to cause a debt crisis. Low productivity and isolation from the global economy
stemmed from inward-looking and state-oriented economic policies. Many nations have

begun structural adjustment initiatives to realign their economies toward the private sector,
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foreign commerce, and competitiveness as a result. Reduced tariffs, a more liberalized
business climate, and FDI deregulation were among the changes made. FDI flows to
developing nations began to grow in the second half of the 1980s as a result of these changes.
(Twomey, M. (2000). A Century of Foreign Investment in the Third World. London, table
3.14,p.5)

Global FDI flows for 2020 were $998.89 billion, down 35% from $1.53 trillion in 2019
— the lowest level since 2005, according to the United Nations Conference on Trade and

Development (UNCTAD).

COVID-19 has had the greatest impact on developed nations, with FDI flows
plummeting by 69 percent to an estimated $229 billion, the lowest level in over 25 years.
The industrialized countries are responsible for around 80% of the worldwide drop.

According to the International Monetary Fund (IMF), the global economy declined by
4.4 percent in 2020, causing recession and growing unemployment in many states. Although
there is a strong desire for FDI to aid struggling economies, recovery inflows may not be

rapid.

3.3 C(lassification of FDI

Text... In the most general terms, it can be noted that there are two main motives for
FDI - access to foreign markets and access to foreign resources. The corresponding
investments are usually called market-oriented (horizontal) and resource-oriented (vertical).
These types of FDI were identified and studied in their works by J. Markusen (Markusen,
J.R. Multinationals, Multi-Plant Economies, and the Gains from Trade / J.R. Markusen //
Journal of International Economics. — 1984. — No 16. — P. 205-226.)

In the case of market-oriented FDI, it refers to investments due to the fact that it is
more profitable for an investor to work in a foreign market by creating his enterprise there
than to serve this market by exporting his goods and services.

Lim. E(2001) referred Resource-oriented FDI to investments conditioned by profitable
possession and use by the investor in the process of production of certain resources, in
particular, their cost or simply the possibility of gaining access to them. By their nature, such

FDI is export-oriented, as it assumes that the products produced by the investor using these
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resources will be shipped abroad, primarily to the country where the investor firm operates.
( Lim, E.-G. Determinants of, and the Relations Between, Foreign Direct Investment and
Growth: A Summary of the Recent Literature / E.-G. Lim // IMF Working Paper. —
Washington, DC: International Monetary Fund, 2001. — No 01/175. — 27 p.)

There are different types of investments. For example, investments are classified into
domestic and foreign by location. Domestic investment involves a resident investing capital,

while foreign investment involves a non-resident investing capital in another country.

3.3.1 Classification by the subject of investment

Actual investments- direct purchase of real capital in various forms in the form of
tangible assets (fixed assets, land), payment for construction or reconstruction - investments
directly involved in the production process; strategic - to create new enterprises, new
industries, the acquisition of integral property complexes, etc. in other areas of activity.

Basic - for the expansion of existing enterprises, the creation of new enterprises and
productions in the same area of activity as before;

current - to support the reproduction process, replacement of fixed assets, capital
repairs, and replenishment of current assets;

innovative - for modernization of the enterprise, technical reconstruction, safety (in
the broad sense);

financial investments- (indirect purchase of capital through financial assets) -
investments in financial property, acquisition of rights of participation in the affairs of other
companies, debt rights, placing money in a bank on deposit, etc. (securities; loans provided);

speculative investments (buying assets solely for the sake of possible price changes) -

currencies; precious metals (in the form of impersonal metal accounts).

3.3.2 Classification by main investment objectives

Direct investment - investment in share capital for the purpose of not only profit, but
also participation in the management of the enterprise, involve the direct participation of the
investor in investing capital in a particular object of investment.

Indirect investment is investment of investor's capital into objects through financial

intermediaries (institutional investors) through the purchase of various financial instruments.
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Portfolio investments - funds invested in economic assets for the purpose of income
generation and risk diversification. In the modern world investing, as a rule, occurs
spontaneously and depends on the business qualities of the owner, his interests, as well as
management and financial management. Depending on what goals the owner-producer
pursues, a distinction is made between active and passive investments. The essence of
portfolio investment involves investing in financial assets, depending on the goals and
objectives of forming a particular type of securities portfolio. The basis for the formation of
a securities portfolio is the percentage ratio between different types of assets.

(M.V Skripnichenko 2014 Portfolio Investments: Handbook p 15)

3.3.3 Classification by time period

Short-term - investment of capital for a period of up to 1 year. Short-term investments
are assets held by an enterprise for the purpose of generating a profit through the distribution
of income, such as interest income or dividends on investments. Short-term investments are
also called temporary investments; they may consist of securities or other investments with
an expected maturity of less than one year.

Medium-term - investment of capital for a period of 1 to 3 years.

Long-term - investment of capital for a period of more than 3-5 years.

3.3.4 Classification by scale

Small - the action of which is limited to the framework of one small company
implementing the project;

Medium - these are most often projects of reconstruction and technical re-equipment
of the existing production of products;

Large - projects of large enterprises, which are based on a progressively "new idea" of
production, necessary to meet the demand on domestic and foreign markets; these are

targeted investment programs that contain many interrelated final projects.

3.3.5 Classification by scale

Highly liquid investments - can be quickly transformed into cash without significant
losses in market value; medium-liquid investments - can be transformed into cash without

tangible losses in market value;
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low-liquid investments - can be transformed into cash without tangible losses in market

value; illiquid investments - cannot be realized independently.

3.4 Types of Foreign Direct investments

Table 1: Types of Foreign Investments

Foreign
Investment

Business
Expansion

Direction

Inside J— Outside Horizntal Vertical

Platform Conglomerate

Target

Brownfield| Greenfield

Mergers and

Acquisitions | Venture

Source: Own processing, according by Twomey, M. J. (2000). A century of foreign
investment in the Third World.

Horizontal investments.

Horizontal investment is usually accompanied by expansion by the parent company
and massive FDI in the host economy. There are two main reasons why a company decides
to operate outside its home country: access to new (foreign) markets and the availability of
cheap factors of production. Horizontal investment involves the production abroad of almost
the same products and services as in the home country. This type of investment is called
horizontal, because transnational corporations copy the same activities in different countries.
Horizontal FDI is preferred when it is too expensive to sell products to foreign markets due
to transport costs and trade barriers. R.Caves 1997 considers the model of horizontal FDI,
when a company produces the same goods and services in different countries. He also noted
that horizontal ones are considered as duplication of activities by a transnational corporation
in different countries. (Caves, R. E. (1996). Multinational enterprise and economic analysis

(2nd ed). Cambridge University Press.)
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Two factors are important for horizontal FDI: the existence of low trade costs and a
stable level of economies of scale. The main motive for horizontal FDI is to avoid transport
costs or to enter foreign markets, which can only be done by locating one's own
goods/services production facilities there. The horizontal FDI model implies the placement
of investments in an environment of equal economic level and wealth of countries.

Glass A, (2011) explained that horizontal FDI is used as an alternative to exports when
a business's trading costs are greater than the fixed costs of opening a new branch, also
known as the "proximity-concentration approach". The meaning of this approach lies in the
difference between the reduction in transport costs due to proximity to the market and
economies of scale in the production of one enterprise, i.e. concentration. Economies of scale
arise from the fixed costs of starting a new business. The model assumes two cases when
horizontal FDI prevails over exports or completely crowds them out.

James R. Markusen, Anthony J. Venables, 2000 extended the characteristics of the
horizontal model. They extended the above model to a multinational structure, considering
the set of multinational and local producers in each country. First of all, multinational
companies dominate in countries that are similar in size, availability of factors of production,
and technology. The authors also showed that differences in factor endowments reduce
horizontal FDI. (Markusen, J. R. (1984). Multinationals, multi-plant economies, and the
gains from trade. Journal of International Economics, 16(3—4), 205-226p)

The conditions are necessary for horizontal FDI: the similarity of countries in terms of
area and the presence of natural factors of production, the existence of favorable costs, and
economies of scale at the company level.

Beugelsdijk S. (2008) also notice that Horizontal FDI reduces the trade flow paths
because the supply of the market in the case of production is through local production rather
than through exports. The Horizontal FDI is preferred when the cost of imports is higher
than the cost of investment. horizontal FDI is characteristic of large foreign markets,
allowing a new venture to reduce fixed costs through high volume production. Finally, the
value of local production may exceed the simple net cost calculation through the equation
described, where opening a new manufacturing facility may have strategic value.

In the context of modern globalization, horizontal FDI still prevails. Developed
countries are both donors and recipients of most FDI, as access to foreign markets is a big

motive. (Beugelsdijk S. The impact of horizontal and vertical FDI on host's country
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economic growth / S. Beugelsdijk, R. Smeets, R. Zwinkels // International Business Review

17 (2008) 452-472. - Nijmegen, 2008. - P. 98-113.)

Vertical investments.

Vertical FDI refers to those international companies that divide the production process
geographically. They are called vertical because TNCs divide the production chain
vertically, controlling some stages of production abroad.

The essence of vertical FDI is to save on factors of production, prices for which vary
widely across countries.

James R. Markusen in 1995 defined vertical FDI as a geographical division of the
production process into stages, which is very similar to fragmentation. The modern concept
includes some common features of these alternative directions and defines vertical FDI as a
geographical division of production, while horizontal FDI is seen as a duplication of
activities by a transnational corporation in different countries. (Markusen, J. R. (1984).
Multinationals, multi-plant economies, and the gains from trade. Journal of International
Economics, 16(3—4), 205-226p)

Outsourcing and fragmentation are often referred to very close to vertical FDI. These
concepts reflect the activities of the company in a very general way and usually include the
division of the production process outside the home country. In addition, various prominent
researchers define the geographical division of production in their own way.

In modern situations, will not find vertical investments in their pure form. Partly they
are in heavy industry. As for horizontal FDI, they are mainly typical for the food industry,
these are well-known affiliated factories, McDonald's, Coca Cola companies. etc.
(Aizenman, J., & Marion, N. (2004). The merits of horizontal versus vertical FDI in the

presence of uncertainty. Journal of International Economics)

Brownfield.

In economics, brownfield investment (BI) is a type of foreign direct investment (FDI)
where a company invests in an existing facility to start operations in a foreign country. In
other words, investment in mature fields is the lease or purchase of an existing facility in a
foreign country. (Trouw, M., Weiler, S., & Silverstein, J. (2020). Brownfield development:

Uncertainty, asymmetric information, and risk premia. Sustainability, 12(5), 2046.)
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De Sousa, C. (2000) explained Brownfield investments are often made when a
company wants to invest and start operations in a new country but does not want to incur the
high start-up costs associated with mature field investments (mature field investments are
foreign direct investment when, instead of using existing enterprises in a foreign country,
the investor opens his own new business there - in fact, a “from scratch” approach). The
basis of investment in mature fields is to enter a new foreign market through enterprises that
are already present there. (De Sousa, C. (2000). Brownfield redevelopment versus greenfield
development)

When investing in a brownfield, a company either invests in existing facilities and
Infrastructure through an M&A dealing or leases existing facilities in a foreign country. The
implementation of projects in Brownfield is important for any country and large city -
industrial areas where production does not operate should be transformed from abandoned
environmentally harmful areas into areas useful for the city. The development of such
projects needs significant support from the authorities and should be carried out at the state
level - for example, in the form of various preferences for developers, such as preferential
taxation, etc. (Meyer, P. B. 1998)

Greenfield investments.

Greenfields investment is an investment in the construction of new facilities, new
facilities; greenfield project - a new project or a new construction project created from
scratch, etc. In practice, greenfield is translated as construction sites that have not been built
up before, an undeveloped piece of land, or as a term used to describe land untouched by
economic activity within the city, rural area, which is suitable for farming or equipping its
landscaping, and in order to remain untouched to preserve its natural assets. (Roberto, B.
2004 Acquisition versus greenfield investment)

The term "greenfield" refers to buildings built on fields that were literally green. The
word "green" is also synonymous with the word "new", which can indicate new construction
projects for companies. These companies are usually multinational corporations that start a
new venture from scratch, especially in areas where there are no facilities that already exist.
(Raff, H., Ryan, M., & Stihler, F. 2009)

There are several reasons why a company may decide to build a new facility rather
than buying or renting an existing one. The main reason is that the new facility offers design
flexibility along with efficiency to meet project needs. The existing facility forces the

company to make changes to fit the existing design. All major equipment needs to be
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serviced. New facilities are usually much cheaper to maintain than used ones. If a company
wants to advertise its new activities or attract employees, the new premises will also be more
conducive.

Developing countries tend to attract promising companies with offers of tax incentives,
or they may receive subsidies or other incentives to create new investments. While these
concessions may result in lower corporate tax revenues for the foreign community in the
short term, the economic benefits and increased local human capital can generate positive
returns for the host country in the long run. ( Cheng, Y.-M. 2009)

Greenfield investments arise in high-tech businesses and nations that did not have such
production facilities prior to the arrival of international investors. Attitudes toward
takeovers, capital market conditions, policies, privatization, regional integration, currency
risks, and the role played by intermediaries (e.g., investment banks) actively seeking
acquisition opportunities and taking the initiative in making deals may all influence mergers

and acquisitions. (Estrin and Meyer 2011)

Table 2 Advantages and disadvantages of Brownfield and Greenfield investments

Greenfield Brownfield
Advantages

e Territory provides maximum design e use of existing urban
flexibility to suit any project infrastructure

e The territory is not burdened with e all necessary engineering
existing buildings and outdated communications are brought to
communications the territory

e New construction reduces the cost of e high level of state support,
subsequent maintenance (uses modern including financial
technology)

Disadvantages
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» along period of time for the o limited land area

coordination of documents » high social responsibility of

» high costs for the development and environmental cleanup
arrangement of the territory associated with the property

o the need to build a new urban e more expensive construction or
infrastructure renovation costs

o lack of simultaneous funding to the o high risk of "reinvestment"
environment

Soruces: Greenfield and brownfield investments and economic growth) Bayar, Y.

(2017)

Mergers and acquisitions

The main difference between capital investment and M&A investment is that the
former has a direct impact on economic growth through capital gains, while the latter has a
more indirect effect through productivity growth, which must take place as a result of a
change in ownership and reallocation of resources, as well as the spread of technology. The
M&A market has developed quite intensively during the last decade.

B. Jovanovic and P. Rousseau (Jovanovic, Rousseau, 2002) were among the first to
propose that investment in M&A be conceptually equal to the investment in used assets
(purchase of assets in the secondary market). Investments in already used assets are, on the
one hand, opposed to new investments, and on the other hand, they are considered as being
driven by the same economic factors.

Mergers of companies can occur by joining the acquired company to the absorbing
one, by consolidation, i.e. the merger of two or more companies with the creation of a new
legal entity, as well as through the creation of a holding - the acquisition of blocks of shares
in other companies.

Mergers and acquisitions for the acquired and acquiring companies can be beneficial
due to several reasons. Mergers and acquisitions achieve the following effects:

-diversification, i.e. risk reduction by combining companies with different profiles of
activity;

-synergism, i.e. the system effect, which consists in the fact that the properties of the
system as a whole exceed the simple sum of the properties of its elements;

- substitution, which is expressed in the fact that it is easier to acquire control over an

existing enterprise than to build a new one;
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- addition, in which the system (absorbing enterprise) fills in by merging (acquiring)
the missing elements, for example, qualified management personnel, etc.;

- improvement in the financial position, which can be achieved as a result of changes
in the capital structure, return on assets, an increase in the market value of shares, and the
receipt of tax incentives. (Trautwein, F. 1990).

The main factors that companies take into account when planning M&A are the
possibility of saving time in achieving the set goal, reducing the costs of adaptation, and the
costs of competition. Companies often aim to be able to pool resources to achieve additional
benefits such as cost savings and revenue growth beyond the sum of these changes that can
be made individually. A strategic decision regarding vertical integration may provide an
opportunity to save on transaction costs. (Lebedev, S., Peng, M. W., Xie, E., & Stevens, C.
E. 2015)

Turnover of business, through purchase and sale, mergers and acquisitions, is a serious
criterion for the economic maturity of a society. The development of the mergers and
acquisitions market in the Republic of Belarus is in its infancy, which is primarily due to the
lack of exchange relations and the slow denationalization of property. At the same time, the
focus of M&A operations is shifting towards the so-called “protective” industries. That is
industries that are more stable to the dynamics of the business cycle. These are the basic
sectors of consumer goods: food, grocery retail, telecommunications, and the Internet, the
pharmaceutical industry, and other consumer goods. Belarus has both private and state-
owned enterprises in these industries. Moreover, plans have been announced for the
privatization of large and medium-sized players, for example, in the pharmaceutical
industry. (Pranevich, A. 2014)

As aresult of the merger, several companies are merged into one. At the same time, as
a rule, there is one acquiring company that initiates such a transaction and has a stronger
economic potential. A distinctive feature of the merger of companies is that the shareholders
of the acquired company after the merger retain their rights to shares, but already of the new,
merged corporation.

The takeover procedure is distinguished by the fact that the acquiring company
redeems all or most of the shares from the shareholders of the acquired (absorbed) company.
Thus, the shareholders of the acquired company lose their rights to a share in the capital of

the newly merged company.
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Thus, mergers and acquisitions are a procedure for changing ownership or changing
the ownership structure of a company, being the final link in the system of measures for its
restructuring.

Mergers and acquisitions involve not only the unification of economic entities but also
the allocation of new structural divisions in them. Based on this, two concepts should be
distinguished - business expansion (integration) and business spin-off (disintegration). (The
Complete Guide to Mergers and Acquisitions Timothy J. Galpin, Mark Herndon 2003
p-203)

Joint Ventures.

A joint venture is an international firm created by two or more national enterprises in
order to make the most of the potential of each of the parties in order to maximize the
beneficial economic effect of their activities. Itis a type of enterprise with foreign investment
and, in accordance with the current legislation, is defined as an enterprise with equity
participation of foreign investors. An important feature of a joint venture should be
considered the presence among its founders (participants), along with the national one, of at
least one foreign investor. (Biichel, B. S. T. 1997)

Joint ventures have become a means of attracting advanced foreign technology and
modern management experience. Thanks to them, the export of capital is facilitated,
including in its productive form, investment projects are being implemented, the
implementation of which is beyond the power of one company. In addition, markets in new
regions are easier to develop with the help of local partners, especially since enterprises with
the participation of foreign and domestic investors often enjoy tax incentives. (Kevra, G.
2017).

A distinctive feature of the management structure of a joint venture is the equality of
the parties in decision-making processes, control over the activities of the company, strategic
planning. Operational and tactical management is carried out by the supreme management
body of the company, appointed by the co-owners of the joint venture. The parity principles
of company management allow each of the parties to derive the greatest benefit from joint
activities and contribute to the development of business cooperation.

A broader interpretation of the term "joint venture" gives an explanatory economic
dictionary: this is a company in which the risky capital is divided between two or more firms.
This method of organizing is often used on projects that are too large or too risky for anyone

firm to attempt on its own. Firms involved in such an undertaking may exercise various
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forms of due diligence: for example, firms investing abroad usually look for local partners.
Foreign firms can provide technical expertise, while local firms benefit from good awareness
of local conditions and business practices, marketing, and doing business with governments

and the labor force of their countries. (A Dictionary of Economics John Black 2000.)

3.5 Foreign Direct investments and Economic growth

Economic growth is a long-term phenomenon associated with the expansion of options
for the use of production, compared with their efficiency.

In developing countries have come to the conclusion that foreign direct investment
(FDI) is necessary to stimulate the growth of their economies. It is argued that FDI can create
jobs, accelerate technological development in the host country, and improve the economic
condition of the country as a whole.

Foreign direct investment is considered as the main source of obtaining the necessary
funds for investment, so most countries with economies in transition offer incentives to
encourage FDI.

In addition to providing funds for investment, FDI inflows to developing countries are
expected to create externalities through technology transfer and diffusion, an effect that has
had the least lasting effect on the economy. (Karkovic and Lavine, 2002).

Townsend (2003) said that the relationship between FDI and economic growth is not
so clear. There are different views of researchers on the contribution of FDI to economic
growth, based on theoretical and analytical results. Some believe that FDI is a very important
tool for economic growth, especially in less developed countries, but some scholars have
argued that the contribution of FDI to economic development is not as pronounced as most
people believe. However, some scholars believe that FDI does not contribute positively to
the economic growth of the host country. There has been no consensus on FDI and economic
growth.( Townsend 1. (2003)

GDP growth is usually a parameter for measuring the economic growth of a country,
although it is not the only one.

GDP includes all output within a country in a given period. Foreign direct investment
is included in GDP and much has been done to reveal the relationship between FDI and

growth.
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Don P. Clark, J. Highfil, de O. Campino, C.S. Reman conducted a macroeconomic
study that determines the degree of influence of FDI inflows on the country's economic
growth. The authors found that the externality of technology transfer is the main driver of
long-term economic growth. The effect of FDI exacerbates income inequality, despite the
fact that attracting capital contributes to the growth of welfare in the country. FDI is
positively correlated with the externality of technology transfer. (Don Clark P., Hihgfill J.,
De O. Campino J., Rehman S. S. FDI, technology spillovers, growth, and income inequality:
a selective survey // Global economy journal. — Vol. 11. — Issue 2. — 2011.- Article 1. — pp.
1-42.)

The impact of FDI on growth also depends on host country hosting conditions. The
contribution of FDI to growth depends on factors such as the host country's human capital
base and the degree of openness in the economy, and even when FDI contributes to the
economy, its impact may not be easily seen in the short term.

Countries with high growth rates can attract FDI better than countries where the
economy is not in good shape. This confirms the fact that while FDI contributes to growth,
economic growth also affects the level of FDI in a country.

In poor countries, the direction seems to be from growth to FDI as much as from FDI
to growth. (Graham, E. M. (2005)

Care should be taken when attracting FDI, and this should be directed to some specific
sector where foreign investment is most needed. FDI may contribute to GDP but not increase
the well-being of people in the host country. For example, FDI in the agricultural sector can

improve wealth in the host country than FDI in the oil and minerals sector.
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4 Practical Part

4.1 The subject of the practical part

This part analyzes the relationship between foreign direct investment and the economy.

The objective of this thesis is to analyze this relationship using Belarusian as an

example. In particular, a comparable relationship will be observed in the two neighboring

economies, the Russian Federation and Ukraine, in order to compare with Belarus, which

will allow conclusions to be drawn.

4.1.1 Historical Overview Republic of Belarus

Belarus was one of the countries of the Soviet Union until 1991. After the collapse of

the USSR and independence, Belarus became a parliamentary republic. The Belarusian ruble

was introduced in 1992. The rupture of economic ties after the collapse of the USSR, the

inevitable decline in production and inflation during the transition to a market economy,

miscalculations of the previous stage of perestroika led the national economy of Belarus to

a deep economic crisis. Since 1992, began a decline in production. From 1990 to 1995 gross

domestic product decreased by 38%, in<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>