VOoLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245

INTERNATIONAL JOURNAL OF RESEARCH IN
COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at:

Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S:A!, Cabell’s Directories of Publishing Opportunities, U.S.A!,
Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)],
The American Economic Association's electronic bibliography, EconlLit, U.S.A.,
Index Copernicus Publishers Panel, Poland [HililICVAIIEIGHSI08 & number of libraries all around the world.

Circulated all over the world & Google has verified that scholars of more than 3480 Cities in 174 countries/territories are visiting our journal on regular basis.
Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI — 135 003, Yamunanagar, Haryana, INDIA

http://ijrcm.org.in/




VOoLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245

CONTENTS

Sr. Page
No. TITLE & NAME OF THE AUTHOR (S) No.
1. PERCEPTUAL MAPPING OF STUDENTS FOR ENGAGEMENT IN CLASS: AN EMPIRICAL STUDY OF 1

STUDENT APATHY TOWARDS HIGHER EDUCATION
DR. D. S. CHAUBEY & K. R SUBRAMANIAN.

2. EFFECTIVE FOOD PACKAGE DESIGN AND CONSUMER ATTRACTION 9
DR. R.RAJESWARI & T.RAMYA

3. DO ASIAN STOCK MARKETS INTERACT? 14
PRASHANT JOSHI

q. A STUDY ON CUSTOMER MOBILE APPLICATIONS USAGE PATTERN AND THEIR SATISFACTION 19
ABDULKHADAR J. MAKANDAR, SANJAY HANJI, BRIIMOHAN VYAS & DR. M. M. MUNSHI

5. EVALUATION OF RAJIV AAROGYASRI SCHEME IN ANDHRA PRADESH AND SURVEY OF PATIENTS 25
OPINION
DR. D. SHREEDEVI

6. STUDY ON THE TIME DURATION OF INTERNSHIP IN HOTEL MANAGEMENT COURSE CURRICULUM 30
DR. ANIL CHANDHOK & DR. BHAVET

7. HUMAN RESOURCE MANAGEMENT MODEL FOR NEW GLOBAL ECONOMY: OVERVIEW 40
DR. GEETANJALI V. PATIL, DR. V. S. PURANIK & RAMESH S. NAIK

8. CUSTOMER EXPECTATIONS AND PERCEPTIONS ON SERVICE QUALITY IN BANKING SECTOR: WITH 45

SPECIAL REFERENCE TO PUBLIC SECTOR BANKS IN RAJASTHAN REGION
DR. POONAM MADAN & PREETI SHARMA

9. DETERMINANTS OF FOREIGN DIRECT INVESTMENT INFLOWS IN THE TRANSITION ECONOMIES OF 49
EUROPEAN UNION
YILMAZ BAYAR & HASAN ALP OZEL

10. INCIDENCE OF POVERTY AMONG THE RURAL LABOUR HOUSEHOLDS: A STUDY IN CHITTOOR 54
DISTRICT OF ANDHRA PRADESH
DR. TRIPURANENI JAGGAIAH & DR. TRIPURANENI BALAJI

11. FINANCIAL BEHAVIOUR Vs. PERSONALITY TYPES: A MECHANISM TO IMPROVE CUSTOMER 58
RELATIONSHIP MANAGEMENT
NATARAJ B & MADHUMITHA T

12. FINANCIAL INCLUSION: AN INSTRUMENT THAT PULLS MILLIONS OF RURAL INDIANS OUT OF THE 65
CLUTCHES OF POVERTY - A REVIEW

ANSHA JASMIN S.N

13. POVERTY ERADICATION THROUGH INTEREST FREE FINANCE: A CASE STUDY 69
AHSANATH.MK

14. EMPLOYEE RETENTION STRATEGIES: AN OVERVIEW 72

RUHANI SOHAL

15. A STUDY ON EMPLOYEES’ INVOLVEMENT TOWARDS EFFECTIVENESS OF TEAM WORK IN GLOBAL 75
SCENARIO
K. KALAIVANI & P. SASIKALA

16. COMPARATIVE STUDY OF UNORGANISED AND ORGANISED RETAIL: THE CASE OF INDIAN GROCERY 78

MARKET AT NCR
SHASHANK MEHRA & MOONIS SHAKEEL

17. HAPPINESS MAKES GOOD BUSINESS SENSE 85
PRAKRITI CHAWLA & SHILPI ARORA

18. RISK MANAGEMENT PRACTICES IN YES BANK 89

DR. N. FATHIMA THABASSUM

19. THE EFFECT OF THE CHANGE IN SHORT-RUN FOREIGN DEBT STOCK IN TURKEY ON THE OUTPUT 93

VOLATILITY
DR. OZGE UYSAL SAHIN & DR. SEVDA AKAR

20. | A CASE STUDY ON SELF-HELP GROUPS: MARKETING PERSPECTIVES & LEARNING 98
SOUVIK ROY & CHAITALI DATTA
REQUEST FOR FEEDBACK & DISCLAIMER 101

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245

CHIEF PATRON

PROF. K. K. AGGARWAL
Chairman, Malaviya National Institute of Technology, Jaipur
(An institute of National Importance & fully funded by Ministry of Human Resource Development, Government of India)
Chancellor, K. R. Mangalam University, Gurgaon
Chancellor, Lingaya’s University, Faridabad
Founder Vice-Chancellor (1998-2008), Guru Gobind Singh Indraprastha University, Delhi
Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar

FOUNDER PATRON
LATE SH. RAM BHAJAN AGGARWAL
Former State Minister for Home & Tourism, Government of Haryana
Former Vice-President, Dadri Education Society, Charkhi Dadri
Former President, Chinar Syntex Ltd. (Textile Mills), Bhiwani

CO-ORDINATOR,
DR. BHAVET
Faculty, Shree Ram Institute of Business & Management, Urjani

ADVISORS
DR. PRIYA RANJAN TRIVEDI

Chancellor, The Global Open University, Nagaland

PROF. M. S. SENAM RAJU
Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi
PROF. M. N. SHARMA
Chairman, M.B.A., HaryanaCollege of Technology & Management, Kaithal

PROF. S. L. MAHANDRU

Principal (Retd.), MaharajaAgrasenCollege, Jagadhri

EDITOR
PROF. R. K. SHARMA
Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi

CO-EDITOR.
DR. SAMBHAYV GARG
Faculty, Shree Ram Institute of Business & Management, Urjani

EDITORIAL ADVISORY BOARD
DR. RAJESH MODI
Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia
PROF. SIKANDER KUMAR
Chairman, Department of Economics, HimachalPradeshUniversity, Shimla, Himachal Pradesh
PROF. SANJIV MITTAL
UniversitySchool of Management Studies, GuruGobindSinghl. P. University, Delhi
PROF. RAJENDER GUPTA
Convener, Board of Studies in Economics, University of Jammu, Jammu

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245
PROF. NAWAB ALI KHAN
Department of Commerce, Aligarh Muslim University, Aligarh, U.P.
PROF. S. P. TIWARI
Head, Department of Economics & Rural Development, Dr. Ram Manohar Lohia Avadh University, Faizabad
DR. ANIL CHANDHOK
Professor, Faculty of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana
DR. ASHOK KUMAR CHAUHAN
Reader, Department of Economics, KurukshetraUniversity, Kurukshetra
DR. SAMBHAVNA
Faculty, I.I.T.M., Delhi
DR. MOHENDER KUMAR GUPTA
Associate Professor, P.J.L.N.GovernmentCollege, Faridabad
DR. VIVEK CHAWLA
Associate Professor, Kurukshetra University, Kurukshetra
DR. SHIVAKUMAR DEENE
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga

ASSOCIATE EDITORS
PROF. ABHAY BANSAL
Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida
PARVEEN KHURANA
Associate Professor, MukandLalNationalCollege, Yamuna Nagar
SHASHI KHURANA
Associate Professor, S.M.S.KhalsaLubanaGirlsCollege, Barara, Ambala
SUNIL KUMAR KARWASRA
Principal, AakashCollege of Education, ChanderKalan, Tohana, Fatehabad
DR. VIKAS CHOUDHARY
Asst. Professor, N.I.T. (University), Kurukshetra

TECHNICAL ADVISOR.
AMITA
Faculty, Government M. S., Mohali

FINANCIAL ADVISORS
DICKIN GOYAL
Advocate & Tax Adviser, Panchkula
NEENA
Investment Consultant, Chambaghat, Solan, Himachal Pradesh

LEGAL ADVISORS
JITENDER S. CHAHAL
Advocate, Punjab & Haryana High Court, Chandigarh U.T.
CHANDER BHUSHAN SHARMA
Advocate & Consultant, District Courts, Yamunanagar at Jagadhri

SUPERINTENDENT

SURENDER KUMAR POONIA

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

iv




VOoLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245

CALL FOR MANUSCRIPTS

We invite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in the areas of
Computer Science & Applications; Commerce; Business; Finance; Marketing; Human Resource Management; General Management; Banking;
Economics; Tourism Administration & Management; Education; Law; Library & Information Science; Defence & Strategic Studies; Electronic Science;
Corporate Governance; Industrial Relations; and emerging paradigms in allied subjects like Accounting; Accounting Information Systems; Accounting
Theory & Practice; Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic
Development; Economic History; Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial
Organization; International Economics & Trade; International Finance; Macro Economics; Micro Economics; Rural Economics; Co-operation;
Demography: Development Planning; Development Studies; Applied Economics; Development Economics; Business Economics; Monetary Policy; Public
Policy Economics; Real Estate; Regional Economics; Political Science; Continuing Education; Labour Welfare; Philosophy; Psychology; Sociology; Tax
Accounting; Advertising & Promotion Management; Management Information Systems (MIS); Business Law; Public Responsibility & Ethics;
Communication; Direct Marketing; E-Commerce; Global Business; Health Care Administration; Labour Relations & Human Resource Management;
Marketing Research; Marketing Theory & Applications; Non-Profit Organizations; Office Administration/Management; Operations Research/Statistics;
Organizational Behavior & Theory; Organizational Development; Production/Operations; International Relations; Human Rights & Duties; Public
Administration; Population Studies; Purchasing/Materials Management; Retailing; Sales/Selling; Services; Small Business Entrepreneurship; Strategic
Management Policy; Technology/Innovation; Tourism & Hospitality; Transportation Distribution; Algorithms; Artificial Intelligence; Compilers &
Translation; Computer Aided Design (CAD); Computer Aided Manufacturing; Computer Graphics; Computer Organization & Architecture; Database
Structures & Systems; Discrete Structures; Internet; Management Information Systems; Modeling & Simulation; Neural Systems/Neural Networks;
Numerical Analysis/Scientific Computing; Object Oriented Programming; Operating Systems; Programming Languages; Robotics; Symbolic & Formal
Logic; Web Design and emerging paradigms in allied subjects.

Anybody can submit the soft copy of unpublished novel; original; empirical and high quality research work/manuscript anytime in M.S. Word format
after preparing the same as per our GUIDELINES FOR SUBMISSION; at our email address i.e. infoijrcm@gmail.com or online by clicking the link online
submission as given on our website (FOR ONLINE SUBMISSION, CLICK HERE).

GUIDELINES FOR SUBMISSION OF MANUSCRIPT

1. COVERING LETTER FOR SUBMISSION:

DATED:
THE EDITOR
IJRCM

Subject: ~ SUBMISSION OF MANUSCRIPT IN THE AREA OF.

(e.g. Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/Engineering/Mathematics/other, please specify)

DEAR SIR/MADAM

Please find my submission of manuscript entitled ‘ ' for possible publication in your journals.

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, nor is it
under review for publication elsewhere.

| affirm that all the author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s).

Also, if my/our manuscript is accepted, I/We agree to comply with the formalities as given on the website of the journal & you are free to publish our
contribution in any of your journals.

NAME OF CORRESPONDING AUTHOR:

Designation:

Affiliation with full address, contact numbers & Pin Code:
Residential address with Pin Code:

Mobile Number (s):

Landline Number (s):

E-mail Address:

Alternate E-mail Address:

NOTES:

a)  The whole manuscript is required to be in ONE MS WORD FILE only (pdf. version is liable to be rejected without any consideration), which will start from
the covering letter, inside the manuscript.

b)  The sender is required to mentionthe following in the SUBJECT COLUMN of the mail:
New Manuscript for Review in the area of (Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/
Engineering/Mathematics/other, please specify)

c)  Thereis no need to give any text in the body of mail, except the cases where the author wishes to give any specific message w.r.t. to the manuscript.

d)  The total size of the file containing the manuscript is required to be below 500 KB.

e)  Abstract alone will not be considered for review, and the author is required to submit the complete manuscript in the first instance.

f) The journal gives acknowledgement w.r.t. the receipt of every email and in case of non-receipt of acknowledgment from the journal, w.r.t. the submission
of manuscript, within two days of submission, the corresponding author is required to demand for the same by sending separate mail to the journal.

2. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised.

3. AUTHOR NAME (S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email
address should be in italic & 11-point Calibri Font. It must be centered underneath the title.

4. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, methods,
results & conclusion in a single para. Abbreviations must be mentioned in full.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOoLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245

5. _: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated by
commas and full stops at the end.

6. _: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It must be prepared on a single space and
single column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of every
page. It should be free from grammatical, spelling and punctuation errors and must be thoroughly edited.

7. _: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before each
heading.

8. _: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.

9. _: The main text should follow the following sequence:
INTRODUCTION

REVIEW OF LITERATURE
NEED/IMPORTANCE OF THE STUDY
STATEMENT OF THE PROBLEM
OBJECTIVES

HYPOTHESES

RESEARCH METHODOLOGY
RESULTS & DISCUSSION

FINDINGS
RECOMMENDATIONS/SUGGESTIONS
CONCLUSIONS

SCOPE FOR FURTHER RESEARCH
ACKNOWLEDGMENTS

REFERENCES
APPENDIX/ANNEXURE

It should be in a 8 point Calibri Font, single spaced and justified. The manuscript should preferably not exceed 5000 WORDS.

10. _: These should be simple, crystal clear, centered, separately numbered & self explained, and titles must be above the table/figure. Sources
of data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text.

11. _:These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right.

12. _: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised references in the preparation

of manuscript and they are supposed to follow Harvard Style of Referencing. The author (s) are supposed to follow the references as per the following:

4 All works cited in the text (including sources for tables and figures) should be listed alphabetically.
4 Use (ed.) for one editor, and (ed.s) for multiple editors.
4 When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order.
4 Indicate (opening and closing) page numbers for articles in journals and for chapters in books.
4 The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, working
papers, unpublished material, etc.
o For titles in a language other than English, provide an English translation in parentheses.
4 The location of endnotes within the text should be indicated by superscript numbers.
PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES:
BOOKS
o Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.
i Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.
CONTRIBUTIONS TO BOOKS
4 Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David Crowther &

Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303.
JOURNAL AND OTHER ARTICLES

4 Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban Economics,
Vol. 21, No. 1, pp. 83-104.

CONFERENCE PAPERS

. Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New Delhi, India,
19-22 June.

UNPUBLISHED DISSERTATIONS AND THESES

i Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra.

ONLINE RESOURCES

i Always indicate the date that the source was accessed, as online resources are frequently updated or removed.

WEBSITES

4 Garg, Bhavet (2011): Towards a New Natural Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOoLUME No. 4 (2014), | ssue No. 10 (OCTOBER) | SSN 2231-4245
DETERMINANTS OF FOREIGN DIRECT INVESTMENT INFLOWS IN THE TRANSITION ECONOMIES OF
EUROPEAN UNION

YILMAZ BAYAR
ASST. PROFESSOR
FACULTY OF BUSINESS
KARABUK UNIVERSITY
KARABUK

HASAN ALP OZEL
ASST. PROFESSOR
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KARABUK UNIVERSITY
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ABSTRACT
Foreign direct investment flows have increased together with the economic globalization and technological advances in the fields of information, communication
and transportation since 1980s and foreign direct investment flows played a key role in rapid growth of some countries. This study examines the major
determinants of foreign direct investment inflows in seven transition economies of European Union by using panel data regression model during the period 1997-
2011. We found that there was a positive relationship between foreign direct investment inflows and economic growth, trade openness, infrastructure and
financial development, while there was a negative relationship between foreign direct investment inflows and inflation, taxes.

KEYWORDS

Foreign direct investment inflows, Transition economies, Panel regression.

INTRODUCTION

oreign direct investment (FDI) flows have increased since 1950s and accelerated especially after 1980s due to increasing economic and financial

globalization. Although substantial fluctuations in FDI inflows were seen especially in early 2000s and 2008 due to financial crises, FDI inflows reached US$S

2 trillion in the world in 2007, but decreased to US$ 1.2 trillion with the negative effects of global financial crisis, and then have begun to increase.
On the contrary to the general FDI flows trend in the world, FDI inflows to the transition economies of the European Union (Bulgaria, Croatia, Czech Republic,
Estonia, Hungary, Latvia, Slovenia) began belatedly because these countries had a centrally planned economy. These countries transited from centrally planned
economy to free market and underwent economic liberalization with fall of the communism during the late 1980s and also began to participate to the European
Union (EU) as of 2004 after completing the entry requirements. Transition from command economy to free market and entry to the EU caused FDI flowed into
these countries. The FDI inflows to the transition economies of the European Union began to increase in early 1990s and accelerated in early 2000s until 2007
and reached about US$ 78 billion in 2007.

CHART 1: FDI INFLOWS IN THE WORLD AND TRANSITION ECONOMIES OF EU (US DOLLARS AT CURRENT PRICES IN MILLIONS, 1993-2012)
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Source: UNCTAD, FDI Statistics.
The objective of this paper is to examine the major determinants of FDI inflows to the transition economies of EU. The rest of the paper is organized as follows.
Section 2 summarizes the theoretical review and Section 3 reviews the empirical review. Section 4 presents data, method, empirical application and findings.
Finally Section 5 concludes the study.

THEORETICAL REVIEW

Many theories have been developed to explain the motives behind FDI flows. Although the first studies on the FDI determinants date back to Adam Smith, Ohlin
is one of the pioneers in this field and Mundell (1957) firstly explained cross-border capital flows by using Heckscher-Ohlin model. Later Kindleberger (1969) and
Hymer (1976) developed multinational enterprises concept and they explained FDI by using monopolistic advantage concept. On the other hand Buckley and
Casson (1976) introduced internalization concept and they explained the internalization decision of firms by using industry-specific factors including product
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type, market type and economies of scale, regional factors including differences in distance and culture, national factors including political and financial factors
and firm specific factors including management skills.

Dunning (1977) developed the OLI Ownership (firm specific advantages), Location (country specific advantages), and Internalization or eclectic approach in order
to explain FDI. Firm specific advantages including human capital (managers), patents, technologies, brand, reputation etc. and these can be replicated in
different countries without losing value and also transferred without high transaction costs. The cheap input factors, saving transport costs and eliminating trade
barriers are locational advantages. Finally controlling, coordinating ownership and location specific advantages within the multinational enterprise rather than
selling the right to use those advantages to domestic firms in the host country are the advantages of the internalization.

Dunning (1993) described three types of FDI such as market-seeking FDI/horizontal FDI/export-substituting FDI , resource-seeking FDI/vertical FDI and efficiency-
seeking FDI depending on the motives behind the FDI flows. Availability of natural resources, cheap labor, creative assets and physical infrastructure are motives
behind the vertical FDI while host country market size, per capita income and market growth are motives behind the horizontal FDI. The objective of the
efficiency seeking is to take advantage of different factor endowments, cultures, institutional arrangements, economic systems and policies, and market
structures by concentrating production in a limited number of locations to supply multiple markets.

EMPIRICAL REVIEW

There have been extensive empirical studies on the determinants of the FDI in the literature. Studies have reached many possible determinants of FDI inflows
such as market size, population, growth prospects, financial development, inflation, real exchange rate, openness, trade openness, human capital, institutional
quality, infrastructure, political stability and taxes. The effects of possible determinants on FDI inflows have been found different depending on countries and
country groups. Main findings of these studies are presented in the Table 1.

The effects of GDP and GDP growth rate, trade openness, infrastructure on FDI inflows have been mostly found to be positive while the effects of tax rate on FDI
inflows have been mostly found to be negative. On the other hand the studies have reached mixed results for the effects of inflation rate, labor cost, balance of
payments, current account balance, foreign exchange reserves, and financial development as seen in Table 1.

TABLE 1: RECENT STUDIES ON THE DETERMINANTS OF FDI INFLOWS

FDI Positive Negative Insignificant/No impact
Determinants

GDP (Gross Khachoo and Khan (2012), Sahni (2012), Ranjan and Agrawal (2011), Shahmoradi et al. (2010)
Domestic Azam (2010), Mottaleb and Kalirajan (2010), Mounter and Wijeweera

Product) (2008), Kersan-Skabi¢ and Orli¢ (2007), Hara and Razafimahefa (2005),

Tsen (2005), Nonnemberg and Mendonga (2004), Dunning (1980)

GDP growth rate

Shahzad and Al-Swidi (2013), Ozcan and Ari (2010), Mottaleb and
Kalirajan (2010), Nonnemberg and Mendonga (2004)

Inflation rate

Saleem et al. (2013), Sahni (2012), Tripathiet al. (2012), Ozcan and Ari
(2010)

Azam (2010), Demirhan and
Masca (2008), Tsen (2005)

Omankhanlen (2011), Kersan-
Skabi¢ and Orli¢ (2007)

Trade openness

Sahni (2012), Anyanwu (2011), Tripathi et al. (2012), Ranjan and
Agrawal (2011), Demirhan and Masca (2008), Kersan-Skabi¢ and Orli¢
(2007), Botric and Skuflic (2006), Nonnemberg and Mendonga (2004)

Ozcan and Ari (2010), Mounter
and Wijeweera (2008)

Financial Sghaier and Abida (2013), Pindzo and Vjetrov (2013), Kaur et al. Anyanwu (2011), Walsh and Yu
development (2013) (2010)
Physical Pindzo and Vjetrov (2013), Khachoo and Khan (2012), Ranjan and
infrastructure Agrawal (2011),0zcan and Ari (2010),Demirhan and Masca (2008),
Kersan-Skabi¢ and Orli¢ (2007), Tsen (2005)
Tax rate Demirhan and Masca (2008),

Kersan-Skabi¢ and Orli¢ (2007),
Grubert and Mutti (1991)

DATA, METHOD, EMPIRICAL APPLICATION AND FINDINGS

We examined the major determinants of FDI inflows in seven transition economies of EU including Bulgaria, Croatia, Czech Republic, Estonia, Hungary, Latvia
and Slovenia during the period 1997-2011 by using panel regression analysis. Our data was obtained from the Financial Development and Structure Database
and the World Development Indicators (World Bank 2013a&2013b). The variables, their symbols and their sources were presented in Table 2. Eviews 7.1 and
Stata 10.0 statistical packages were used in the econometric analysis.

TABLE 2: VARIABLES USED IN THE ECONOMETRIC ANALYSIS

Data Symbol
FDI inflows (annual, % of GDP) FDI
GDP growth (annual, %) GDP
Trade openness (annual, % of GDP) TO
Inflation, consumer prices (annual, %) INF
Telephone lines (annual) Ty
Stocks traded, total value (annual, % of GDP) ST
Taxes on income, profits and capital gains (% of revenue) | TAX
Domestic credit to private sector (% of GDP) DC

PANEL UNIT ROOT TEST RESULTS

The variables in the empirical analysis should be stationary to avoid possible spurious real relationships among the variables. So we tested common unit root
process by Levin, Lin and Chu (2002) test and unit root process for every unit by Im, Pesaran and Shin (2003). We tested stationarity of the series by Augmented
Dickey Fuller (ADF) test. The results of the panel unit root tests were presented in Table 3. We found that all the variables were stationary at the first level.
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TABLE 3: RESULTS OF PANEL UNIT ROOT TESTS

Variables Levin, Lin & Chu Test Results Im, Pesaran& Shin Test Results ADF-Fisher Chi-square
Level First Difference Level First Difference Level First Difference
Trend and Constant Constant Trend and Constant Constant Trend and Constant Constant
GDP 0.1977 0.0022* 0.2182 0.0001* 0.2541 0.0000*
TO 0.2234 0.0031* 0.2456 0.0066* 0.2784 0.0278*
INF 0.2601 0.0000* 0.2761 0.0000* 0.1955 0.0036*
TL 0.1712 0.0034* 0.1580 0.0099* 0.1278 0.0007*
ST 0.0988 0.0002* 0.1136 0.0251* 0.0936 0.0001*
TAX 0.2392 0.0051* 0.2764 0.0009* 0.3064 0.0390*
DC 0.3173 0.0000* 0.2877 0.0044* 0.2691 0.0000*
FDI 0.1405 0.0000* 0.1805 0.0000* 0.1792 0.0187*

The series were deseasonalized by Hodrick-Prescott filter during the stationarity analyses and periods of crisis and policy change were considered with regard to
the statistical significance. In the model selection, trend and constant components were included in the model as long as they were they were significant.

* Significant at the 0.05 and 0.01 level, lags for ADF test were selected automatically by based on Schwarz information criterion, Bandwiths for Phillips-Perron
test were selected automatically by based on Newey-West Bandwith.

Cusum path lies within the confidence interval bounds at %5, structural breakpoint was not observed.

The panel unit root tests in Table 3 are referred as first generation panel unit root tests, which are based on the assumption which cross-sectional units of the
panel are independent and all the cross-sectional units are affected equally from the any shock which one of the panel units is exposed to. Whereas it is more
realistic that the other units are affected from the shock which any one of the panel units is exposed to in different levels. The second generation panel unit root
tests were developed to eliminate this shortcoming and they test the stationarity by considering the dependency among the cross-sectional units (Goger,
2013:5094).
It is required to test the cross-sectional dependency in panel data set for determining the existence of unit root. If the cross-sectional dependency in panel data
set is rejected, first generation panel unit root test can be used. However if there is cross-sectional dependency in the panel data, use of second generation
panel unit root tests yield a more consistent, efficient and powerful estimation (Giiloglu and ispir, 2011:209-210).
We can determine the existence of cross-sectional dependency by Breusch-Pagan (1980) CD,,,, test in case of time dimension (T)> cross-sectional dimension
(N), Pesaran (2004) CD, ., test in case of T=N, by Pesaran (2004) CD,,, test in case of T<N. We used Breuschand Pagan (1980) CD,; to test the cross-sectional
dependency because there are 7 countries (N=7) and 15 years (T=15). The hypotheses of the test are as follows:
Hy: There is no cross-sectional dependency
H;: There is cross-sectional dependency
If the p value is smaller than 0.05, H, is rejected at 5% significance level and it is decided there is cross-sectional dependency among the panel units (Pesaran,
2004). The results of €Dy, test were presented in Table 4. The results demonstrated that there was cross-sectional dependency in the series and equation
because p value is smaller than 0.05. In this case there is cross-sectional dependency among the countries which formed the panel and all the other countries
affected from the shock which any country was exposed to.

TABLE 4: RESULTS OF CD,; TEST
Test | GDP TO INF TL ST TAX DC FDI
CDym: | 6.008* | 4.980* | 7.556* | 8.352* | 5.921* | 8.563* | 9.563* | 11.234*

*Significant at the 0.05 level

Since we found that there was cross-sectional dependency among the countries which formed the panel, we tested the stationarity of the series by cross-
sectionally augmented Im-Pesaran-Shin (2003) (CIPS) based CADF (Cross-Sectionally Augmented Dickey-Fuller) which is one of the second generation unit root
tests. The hypotheses of the test are as follows:

Hy: There is unit root and

H;: There is no unit root.

CIPS statistics is calculated by taking arithmetic averages of the all CADF statistics to determine whether there is unit root in the overall panel. The calculated
CIPS statistics is compared with the table value in Pesaran (2006) and if the calculated CIPS value is smaller than the table critical value, H, is rejected. In this
case there is no unit root in relevant data of the countries and the shocks are temporary (Goger, 2013:5094-5095).

CIPS statistics were calculated and the results were presented in Table 5. Since the calculated CIPS statistics is higher than the critical value in the table, Hj is
accepted and it was decided there was unit roots in the series which formed the panel. In this case the series were not stationary at the levels. So we made the
regression analysis with first differences of the variables, because the serieswere not stationary at the level.

TABLE 5: RESULTS OF CIPS TEST
Test | GDP TO INF ik ST TAX DC FDI
CIPS | 7.536* | 6.453* | 7.990* | 9.631* | 5.903* | 9.528* | 9.672* | 12.342*

PANEL REGRESSION

Panel data analysis is implemented by fixed and random effects as specified in Baltagi (2004). We applied some statistical tests to determine the estimation
method which will be used in the analysis. The main issue is whether the data will be pooled among the countries and the periods because all the variables in
the model may be varied among the countries and the periods. We used Chow test to determine common significance of country specific effects and time
specific effects. The effective estimator under null hypothesis is pooled ordinary least squares, while effective estimator under alternative hypothesis is fixed
effect model (Berke, 2009:41). We used Chow and Breush-Pagan tests to determine which panel regression model would be used and the results of the tests
were presented in Table 6. Null and alternative hypotheses for BP tests respectively pooled regression and random effects model, while null and alternative
hypotheses for Chow test respectively are pooled regression and fixed effects model.

TABLE 6: TEST RESULTS OF PANEL REGRESSION ESTIMATION METHOD
Test p value | Decision
Chow(F test) | 0.013 Accept H;
BP(4? test) 0.000 Accept H;
We then used Hausman test to decide whether we use random effects model and fixed effects model.

Hy: There is random effects (random effects model)

H;: There is no random effects (fixed effects model)

The results of Hausman test, which were presented in Table 7, demonstrated that null hypothesis was accepted. So we used random effects model in the
analysis.
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TABLE 7: RESULTS OF HAUSMAN TEST

Test Summary Chi-Sq. Statistic|Chi-Sq. d.f.|Prob.
Cross-section random 546.990 3 0.224
Period random 498.324 3 0.197
Cross-section and period random|321.543 3 0.182

We used different algorithms for the analysis and the estimation results of the model obtained by panel-corrected standard errors (PCSE) algorithm which had
minimum value of total squared error and the results of panel regression were presented in Table 8. We found that GDP, TO, TL, ST and DC had statistically
significant positive effect on FDI, while INF and TAX had statistically significant negative effect on FDI. Moreover our explanatory variables explained 77.43 % of
variation in dependent variable (FDI inflows). Also the coefficients showed that GDP, DC and TL were major determinants of FDI inflows.

TABLE 8: PANEL REGRESSION ESTIMATION RESULTS

Dependent Variable: DFDI
Method: Panel EGLS (Two-way random effects)
Periods included: 14
Cross-sections included: 7
[Total panel (balanced) observations: 98
Swamy and Arora estimator of component variances
Cross-section SUR (PCSE) standard errors & covariance (d.f. corrected)
\Variable Coefficient Std. Error t-Statistic Prob.
DGDP 0.227681 0.048393 4.704836 0.0000
DTO 0.042613 0.017389 2.450561 0.0156
DINF -0.080137 0.014324 -5.594574 0.0000
DTL 0.143482 0.065994 2.174174 0.0315
DST 0.023569 0.010329 2.281753 0.0241
DTAX -0.013765 0.006638 -2.073682 0.0401
DDC 0.217282 0.078959 2.751842 0.0069
C 0.224203 0.068549 3.270699 0.0014
Effects Specification
S.D. Rho
Cross-section random 9.64882 0.7863
Period random 0.00000 0.0000
Idiosyncratic random 5.43582 0.1272
Weighted Statistics
R-squared 0.774367 Mean dependent var 2.546738
Adjusted R-squared 0.746642 S.D. dependent var 3.875645
S.E. of regression 2.879344 Sum squared resid 1083.324
F-statistic 34.88745 Durbin-Watson stat 2.89653
Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.75232 Mean dependent var 34.989
Sum squared resid 1678.990 Durbin-Watson stat 2.7660

Autocorrelation is an important problem in the panel data analyses as in all the time series. One of the main assumptions of the regression analysis is that there
should be not the relationship (correlation) among the same error terms for the different observations. If the error terms are interrelated, this is called as
autocorrelation or serial correlation (Greene, 2011). We tested the autocorrelation in the data set by Woolridge (2002) autocorrelation test. The test result was
presented in Table 9 and the null hypothesis, which states that there is no autocorrelation, was rejected according to the test results. In other words there was
no autocorrelation among the error terms.

TABLE 9: RESULTS OF WOOLDRIDGE AUTOCORRELATION TEST
F value Probability
567.982 0.1871
Heteroscedasticity was tested by Greene (2003) heteroscedastic test and the test result was presented in Table 10. Hyhypothesis, which states that there is no
heteroscedasticity, was accepted according to the test results.

TABLE 10: RESULTS OF GREENE HETEROSKEDASTICITY TEST
chi2 (2) =543.772
Prob>chi2 = 0.1933

CONCLUSION

There have been significant increases in foreign direct investment flows in the world as of 1980s. But nonetheless transition economies belatedly began to
attract FDI inflows due to their centrally planned economies. These countries transited from centrally planned economy to free market and underwent economic
liberalization with fall of the communism during the late 1980s. This study examined the major macroeconomic determinants of foreign direct investment
inflows in seven transition economies of European Union by using panel data regression model during the period 1997-2011.

We found that there was a positive relationship between foreign direct investment inflows and economic growth, trade openness, infrastructure and financial
development, while there was a negative relationship between foreign direct investment inflows and inflation, taxes. Our findings on the relationship between
FDI inflows and these variables are consistent with the general findings in the literature, because there was generally a positive relationship between FDI inflows
and GDP growth, trade openness, physical infrastructure, financial development and a negative relationship between FDI inflows and taxes in the literature. On
the other hand the studies have mixed finding on the relationship between FDI inflows and inflation. But a negative relationship between FDI inflows and
inflation is significant from the point of economic theory as a sign of economic stability of the countries. Moreover we found that economic growth, financial
development and infrastructure are dominant determinants of FDI inflows in transition economies of EU.
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