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Abst r act

Last year, Romania ranked anong first countries in the region as
receiver of foreign direct investments and the positive signals from
those who have a hard word to say regarding business comunity didn't
del ay to appear.

Prestigious international conpanies choose Romania, and today our
country is already checked out on the international map of success
| ocations as attractive destination for capital placenents. You exist
as a country, as destination in the business environment when you
prove as country and to those from exterior when they |ook at you

that you can offer, you can assure the prenmses and the necessary
frame for obtaining profit. 2007 proved not only that Romania exists
as a country from the point of view of business destinations, but is
situated on a nmuch honorable position in front of the big
international “players” which grants Ronania today naybe the nost
val uabl e country rating: the respect.

The present policy of foreign direct investnents in Ronmania was
conceived for attracting foreign investors. Rormani a’s econom ¢
potential is attractive through the internal market dinension (second
market from Central Europe after Poland), through the high |evel of
qualification of Ilabor force, through the inportance of existing
resources and not in the last place through the proximty from the
Qccidental Europe countries, which represents the investnment sources.
The inprovenents of the business environnent, the effects of
i ntroduci ng the unique quote of taxation and the positive attitude of
foreign partners toward Romani a conduced to the accented increasing of
foreign direct investnents in the | ast years.

Each foreign investnment represents an investment in Romania, in the
people of this country, in its capacity to become a credible partner
for the international business environnment representatives.

Investments are those which locate you on the map. It represents the
baroneter, the “health” of a nation

Keywor ds: evol uti on, i nvest nment s, busi ness envi ronnent,
conpetitiveness, risk.

| nt roducti on

The foreign direct investnents are defined as the direct or the
indirect property of a foreign entity that owns at |east 10% fromthe
voting right shares of an enterprise. A foreign direct investnent can
nean an acquisition, a fusion, a new conpany, the extension of the
conpany or absorption. This definition is considered the best, so it
will be used when we decide to discuss about the foreign direct
i nvest nent s.
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There are at |east four characteristics that distinguish themdirectly
fromthe investnents’ portfolio:

1 A fundanental aspect of the direct investnents, as opposed to the
portfolio investnents is that the investor buys the power to
exercise the control over the managenent of his investnment, and for
this very reason is not involving only the capital. This thing
i nvol ves managerial and technical abilities or marketing know edge.
The power of the control will alternate as the shares go up and down
in the respective conpany. The explanation of this fact stands in
the fact that if an investor owns over 30% from the shares of a
conpany and no other investor owns nore than 10%t is possible that
he can be able to exert his control although he is a mnority, as he
has not 51% fromthe shares of a conpany.

2 Another fundanental difference is the final target of the direct
investor and that of the portfolio investor. The portfolio capital
has the tendency of noving in some sectors from foreign countries
that have an advantage over the respective internal sectors. This
advantage will be reflected by a superior profit. This inposed fact
is possible to happen with a direct investment in an industry in
whi ch the source country has the advantage, but this advantage can
be transferred to a foreign country in its very usage.

3 The great mmjority of the portfolio investors are obtained by sone
natural persons or institutions, and not by artificial persons, by
the conpani es. They have the tendency to invest in natural persons
and in foreign institutions through the nmarket’'s nmechanism of
foreign capital. In the case of the foreign direct investnments is
normal to be made by the conpanies. This can involve the acquisition
of a whole conpany or only a part of this one, representing a change
of property or, alternatively, it can refer to the construction of a
whol e new conpany abroad on horizontal or on the vertical, although
these can still represent a geographical expression of this conpany.
These can be the nmaxi mal reasons of the inmediate profit. The result
of the general analysis made by CERT confirned this thing.

4 The foreign direct investnments do not need a flow of capital from
one country to another. The econonists used to think to the direct
investments like to an international novenment of the capital that
cal have different fornms, for exanple new shares, certain types of
obligations, sales and buying of the shares and long period credit
instruments. The only difference that the econom sts would accept
was that the direct investments are acconpanied by different degrees
of control and novenent of nmanagenent and technol ogy.

5 The foreign direct investnents can play a «crucial role in
restructuring the Romani an econonmy on a supported increasing. The
West conpani es by the introduction of the top technology and of the
nodel s of nodern managenent at their subsidiary conpanies opened in
Romania will put under pressure the Romanian conpanies that, in
their turn, will be forced to nake such ki nds of inprovenents

There are also other benefits that a foreign investment could bring
as for exanple:

the increasing of the production and of the quality of the products
in accordance with the Wst standards.

obtaining the necessary quantity for all the foreign and interna
potential markets;

creating new jobs;
t he access to new narkets.
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The multinational conpanies can use their already made |inks in order
to export and inport products from Ronania and in Romania, increasing
in this way the weight of the Romanian’s econony in the world econony.
On the other side the investnents are the nobst volatile conponent of
the Gross Donestic Product. Wen the export of goods and services
passes through a period of crisis and this decline is usually the
cause of a dimnishing of the investnments’ expense. Less volatile than
the national investnents, the foreign direct investnments answer to
many nore determnants than the donmestic (national) investnents.

The Foreign Direct Investnments in Wrld Econony

The foreign direct investnents became an inportant conponent of the
world economical circuit, registering increasing rhythns even bigger
than those of the world trading from 1980's. They represent the
greatest conmponent of the flow of capital towards the |east devel oped
countries, registering snmall oscillations conpared with the portfolio
investments and the bank comercial credits. The greatest volune of
the foreign direct investments at a gross level registered in 2000,

respectively 1387 billions of dollars, after which followed 3 years of
decline, in 2003 the gross flow of the foreign direct investnments got
to the value of 632,5 billions of dollars, situating approximately 50%

fromthe top they got in 2002. 2004 represented a nodest increasing of
the total flow of the foreign direct investments with 2, because of
the intensification of the foreign direct capital towards the |east
devel oped countries, the South —-East of Europe and the Comunity of
t he independent countries. In 2005, the total flow of the foreign
direct investments increased wth 29% because of the increase
regi stered by the devel oped countries, especially by Geat Britain.

Figure 1: “The evolution of foreign direct investments on gl obal
 evel, 1991-2005

The evol uti on of foreign direct investnents
on gl obal | evel, 1991-2005 (billion
dol | ars)
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Source: nmmde by the author based on the dates fromWR!

In the last period, we can notice the reduction of the difference
between the flow of the foreign direct investnments attracted by the
devel oped countries and the |east developed countries, situation that
can be explained by the fact that a big part of the |east devel oped
countries are in a period of increasing of the market and devel opnent
of the human capital that lead to the increasing of the foreign direct
investments, while the native investnents abroad are yet to a reduced
l evel .

Lveorid I nvest nent Report
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Figure 2: Foreign direct investnent flow in devel oped countries and in
devel opi ng countries, 1998-2005

Foreign direct investnent flow in devel oped
countries and in devel opi ng countries, 1998-2005
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The Foreign Direct Investnents in the South-East of Europe
and in the Coormunity of the |Independent States.

The flow of the foreign direct countries towards the countries of the
Sout h- East of Europe and of the Community of the Independent States
regi stered an ascending trend in the last 6 years. Mre accentuated
growhs registered in 2004, 35 billions of dollars, in 2005- 50
billions of dollars and in 2006- 69 billions of dollars.

Figure 3: Foreign direct investnents evol ution between years 1992-2006

Foreign direct investnments evol ution between
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Al though the evolution of the attracted foreign direct investnments is
remar kabl e, there are sonme differences between the two regions, as a
consequence to sone different factors. In this way, in the countries
of the South -East of Europe, the flow of the foreign direct
investments started the ascending evolution in 2003; also because of
the great processes of privatization until the end of 2004 they
trebled as a value, getting to 11 billions of dollars. In the
countries nenber of the Comunity of the Independent States, the flow
of the attracted foreign direct capital increased since year 2000.
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Foreign Direct Investnents in Romania

Starting with 1990, Ronmania opened itself towards “the rest of the
world”. The relations with the European Union intensified the weight
of the exports towards the nenber states of the European Union in
Romani a’s total exports increased from 24.8% in 1996, and the weight
of inports increased from13.1%to 52.3%in the sane peri od.

Bet ween the period of 1990-1996, Ronania registered a great nunber of
foreign investors, over 50.000, but they were snmall investors, the
nmajority being private persons. Consequently, as a value, the flow of
foreign direct investnments (FDI) during this period, was reduced. The
big nunber of investors was due to the stable and attractive
| egi slative environment. The privatization offers had been dim nished
and they did not include the public utilities or the banks, and
because of this Romania did not nanage to attract big investors too.

During the period 1997-2000, Ronmania confronted itself wth an
internal denmand bigger than the internal offer of goods and services.
Consequently, the application of a set of econom cal policies inmposed
itself; it regarded the reducing of the denmand and the di m ni 8shing of
the altering between the two paraneters with a fundanental role in
achieving the general nacro economcal balance. The nodalities, by
whi ch the reducing of the internal denmand was obtai ned, consisted of:

the depreciation of the exchange rate in a closer rhythm of the
inflation.

the increase of the degree of physicality from 26.86% rom the G oss
Donmestic Product (GD.P.) in 1996, to 29.5%in 2000.

The application of a tight-nmoney policy, materialized in reducing
the noney supply with 19% from which the governnental credit wth
52%

The nost inportant positive effects of the economcal devel opnent
during the period 1997-2000 were:

the reducing of the current account’'s deficit with 32%
the increase of exports with 28% and of inports with 14%

the reducing of the trade balance’'s deficit with 20% respectively
with 663 nmillions of dollars.

the increase of the foreign direct investnent attracted by Ronania.

In the period 2001-2006, as a consequence of the economical policy’'s
change, the econonmical growth's rhythm was of 5.8% yearly, conpared
with the econonmical fall of 2.5 yearly, registered in the period of
1997-2000. The econonical policy’'s results in this period referred to:

the macro econoni cal stability, wth a view to achieve the
convergence with the menber states of the European Union;

t he decrease of the inflation;

the accelerated continuation of the structural refornms, respectively
of privatization and the restructuring of the private sector, that
becane majoritary after a long period of tine;

the ending in broad lines of the reformin the financial domain;
the inprovenent of Romania' s access on the external market.
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An inportant role in increasing the volunme of the foreign investnents
oriented towards the devel opnent and the nodernization of the nationa
econony also had the inport of equipnment, the weight of the equi pnents
obtained fromthe inport in the total of the investments in equi pnents
grew from 31% in 2000 to 58% in 2005. The way it results from the
anterior specifications between the years 1990-2000, the flows of
foreign direct investments (FDI) in Romania registered great
oscil l ations.

Bet ween years 1990-1993, the foreign direct investnments were al nost
inexistent, remaining to a nodest level until 1995. In 1995 a growth
of the foreign direct investnments flow registered, being attracted by
Romani a conpared with the previous years, beconmng 419 nillions of
dollars, unlike 341 millions of dollars in 1994, and 94 mllions of
dollars in 1993

In 1997 the foreign direct investnments grew 4.6 tines, in 1998 with
80% and, as a whole between the years 1997-2003 it registered a
mddle level of foreign direct investnments of 1,403 billions of
dollars. In 2004, the foreign direct investnments attained the |evel of
5,183 billions of euro (about 6,426 billions of dollars), as a
consequence of Petromis privatization, and in 2005, the value of this
was of 5,213 billions of euro (about 6,444 billions of dollars).

In 2006, the foreign direct investnents attained the biggest value,
starting with 1990. The record is a consequence of an addition of
trust that Romania gains it by the stability and the predictability of
the investitory climx, through the conpetitive tax policy, the
reduced prices and the qualified work force, but also because it was
near to gets into the European Union. The record value in 2006, 9,082
billions of euro, increased with 74.24% conpared with the sanme period
in 2005( 5,213 billions of euro ), it includes the sumof 2.2 billions
of euro, representing the takeover by Erste Bank of 36.8% from the
shares of the Romani an Commercial Bank. The greatest weight in foreign
direct investnents attracted by Romania had “the participations to the
capital” (4098 nillions of euro), representing 45.1% from the total
then “other <capitals”, neaning loans arranged y the controlling
conpany to Ronania's affiliated structures (3029 mllions of euro,
neaning 33.3% rom the total), and the “reinvested profit” conponent
(1956 millions of euro, neaning 21.6% romthe total).

Figure 4: Ronmania' s annual flows of foreign direct investment, 2000-
2007

The foreign direct investnent flows, 2000-
2007 (mllion euro)
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In 2006, the total volune of the foreign direct investnents attracted
by Romania overtook the point of 30 billions of euro, registering a
stock of 31.13 billions of euro.

Figure 5: Ronania's foreign direct investnments stock, 2000-2007

Romani a's foreign direct investnents
st ock, 2000-2007( mllion euro)
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Source: nmade by the author based on the dates from NBR

The nunber of the business corporations with foreign participation
increased with 9.2% in 2006, representing 9.1% from the total nunber
of this kind of corporations registered in Ronania between the years
1991-2006. The subscribed social capital by the business corporations
with foreign capital sharing, newy registered, it followed the sanme
ascendi ng tendency of devel opnment, of 165.4% neaning 238 nillions of
dollars in 2006, conmpared with 89.9 mllions of dollars in 2005. As a
weight it represents 15.7% from the balance of the value of the
subscri bed capital between 1991-2006.

The distribution of the fields of activity of the subscribed social
capital of the corporations with foreign participation to the capital,
between the years 1991-2007 is: industry 51% professional services
28% wholesone trade 7% and retail trading 6% transports 5%
constructions 1% tourism 1% and agriculture 1%

Figure 6: The distribution of foreign direct investnment by sector, in
1990- 2007
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In 2007, although there were dark previsions regarding the |evel of
the foreign direct investnments because of the lack of some mgjor
privatizations, as that of the Romanian Conmercial Bank, these arrived
to the estimated value. Apparently, in the first 11 nonths of 2007,
the foreign direct investnments dimnished with 21% to 6.5 billions of
euro conpared with a simlar period of 2006, when they situated
thenselves to 8.3% billons of euro. But, if we do not take into
consi deration the incone of 2.2%billions of euro obtained through the
privatization of the Ronmanian Conmercial Bank, this trade can be
considered, as a matter of fact, out of the patterns because of its
object, the level of the foreign direct investments in the first 11
nont hs of 2006 diminishes to 6.1 billions of euro. In this way we can
notice an increase with 7.5% of the foreign direct investments in
2007.

In 2008, the specialists estimate that the foreign direct investnents

will maintain themselves between 7.2 and 7.5 billions of euros as in
2007.

If we make reference to regional distribution of the foreign direct
investments, we nust notice that the capital and Ilfov district
attracted until the end of |ast year over 64% from the total of the
foreign direct investnents in Romania, respectively 22,205 billions of
euro.

Figure 7: Repartition of foreign direct investnents on regions of
devel opnent
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The Sout h-East Region includes Vrancea, Galati, Braila, Tulcea, Buzau
and Constanta is on the following position with 2,653 billions of
euro. Oher developrment regions beneficiaries of inportant foreign
direct investments are the Central Region, with investnents of 2,559
billions of euro, the South Region -2,228 billions of euros and the
West Region -1,948 billions of euros. The devel opment Region North -
West, with the districts Bihor, Bistrita —-Nasaud, duj, Maranures,
Satu-Mare and Sal aj, beneficiated of the foreign direct investnents
with a value of 1,57 billions of euro, and the Region South-Wst
Otenia, with the districts Mhedinti, Gorj, Valcea, dt and Dolj
with 938 mllions of euro. The lowest nunber of the foreign direct

s National Bank of Romania
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the North
Vasl ui .

euro was attracted by —East

Neamt, Succeava, Bacau,

i nvestnments -411 mllions of
Region with the districts lasi,

The Main Investors in Romania

Romani a was the greatest receiver of the foreign direct investnents
fromall the countries of the South-East of Europe, accunulating 38.4%
fromthe total of the foreign capital attracted in this regi on between

the years 1990-2007. Nevertheless, conpared with the other Central,
East, and South -East Europe countries, the foreign direct investnents
on the head of the inhabitant is dimnished in Romania , the same is

the foreign direct investments as a percent from the Goss Donmestic

Pr oduct .
In what concerns the classification on countries of residence of the
foreign investors, between the period 1990-2007, on the first places

it situates Holland with 2191,1 nillions of euro, Austria with 1916,
7 mllions of euro, Germany with 1259.3 mllions of euro, France with
1248.4 millions of euro and Italy with 766.7 mllions of euro.

Figure 8: Repartition of foreign direct investnents on countries of
resi dence
Repartition of foreign direct investnents on
countri es of residence
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The Foreign Direct

Conpared with the other

conpetence level relatively low and a snall |evel

direct investnents on the head of the inhabitant. This conpetitive
shifting can not be ignored because of the inportance of the European
unique nmarket for Romania. As a consequence, the strategically
priority of Romania nust be the conpetitive advantages,

devel opnent of the <capacity and that of the conpetence

I nvest nent s’

countries

exporting field and the attraction of

(all these representing a source of «capital, of “Know how',
technol ogy, of leading abilities and of stinulation of the econom cal
i ncrease).

4 National Bank of Romania

in the region,

Pronoti on Towards Export

the foreign direct
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In order to increase Romania's attraction as recipient country for
foreign direct investnents oriented towards the export, taking into
consideration its integration into the European structures, we
consi der that, nore than ever, sonme nmeasures are to be taken
the correlation of the pronoting activities of the foreign direct
investments with the units and the targets of the national strategy
of export, centering upon the attraction of the foreign direct
investments in its main fields;
the creation of a national system of marketing, centered upon the
pronotion of |ocations for the foreign direct investments on |ong
term and del ocalization in the main fields of the national strategy
of export;
the inprovenent of the business environment in the same time wth
the granting of some facilitations for the foreign investors in
keeping with the rules of the state’'s aid and conparables with those
gi ven by nmenber candi dates countries of the European Union
the encouraging of the creation of bonds between the foreign
investors and the |ocal conpanies (the usage of the local suppliers
in order to achieve the external needs of sone activities by the
forei gn conpanies).

Concl usi ons

The analyses proved two nmain tendencies in the orientation of the
foreign direct investnments attracted the central and east European
countries, nainly:

1 The foreign capital oriented especially towards the field of the
servi ces, mainly accentuating the activities of financi al
distribution, transport, storing and comunications, marketing and
services for business consultancy. In the field of the processing
industry, the nmajority of the foreign investors oriented thenselves
towards the industry of the consuner goods and the car industry and
the industry of the equipnents of transport.

2 Although, mainly, foreign direct investments were directed nostly
towards buying the state- owned enterprises during the process of
privatization, during the years before the European integration it
could be noticed a growing of the foreign investors’ interest for
the projects as “Geenfield”, this fact proved their preoccupation
for obtaining a better position on the regional market.

The analysis of the distribution on sectors and regions of the
foreign direct investnents attracted by Romania showed the powerful
concentration of the foreign capital in those regions and districts of
the country that beneficiate of a higher degree of devel opnment and a
physical infrastructure conparatively nore nodern, as the preference
of the foreign investors foe sonme activities from the sector of the
servi ces (trade, financi al servi ces, comuni cati ons, servi ces
performed for the conpanies ) that attracted inportant investnments as
is the type “Geenfield”, together with sonme traditional industrial
activities(netal lurgy, consumer goods, car industry, cenment, chem cal
products, oi | processi ng) characterized through the prevalent
orientation of the foreign direct investnments towards buying the state
enterprises during the privatization process.
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