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DIRECT FOREIGN INVESTMENT
AS A DEVELOPMENT FACTOR OF THE ECONOMY
AND ITS ECONOMIC SECURITY

The purpose of the article is to indicate the afléoreign direct investment in ensuring
the economic security of the economy receivingdhjstal. The concept of economic security
is related to the economy as well as internatiandl global perspectives.

In this article, it also comes from the assumpttaat the definitions of economic security
today must relate to opportunities and threatet@bpment processes. It is indicated that in
the context of the guarantee of unhampered devadopmwhich is the effect of proper shaping
of economic interdependencies of a given econontly fereign countries. In addition, the
role of trade and international connections in firiscess is highlighted. Economic security
in this approach is identified not only with theinterrupted functioning of economies as a
result of the inflow of FDI, but also with the assnce of a comparative balance with the
economies of other countries .

The article mainly focuses on measurable aspede®bfmpact on the Polish economy.
The data used for the analyzes came from the CeStatistical Office, National Polish Bank
and OECD databases. While developing the subjexintithod of analyzing literature posi-
tions, descriptive method and analysis of existiath were used.

Taking into account the perspective of economiaiggg it can be concluded that this
means a relatively low degree of dependence oPdlish economy on foreign capital in the
form of direct foreign investments. It causes thateriods of deteriorating economic situation
on the global market or in the period of internagibeconomic crises, when the size of global
flows of foreign direct investments are signifidgneduced, these phenomena do not cause
significant implications for the economic growthndynics in Poland.

Keywords: economic security, external factors of economiusggy, globalization, foreign
capital.

1. INTRODUCTION

The purpose of the article is to indicate the mfléoreign direct investment (FDI) in
ensuring the economic security of the economy wtgithis capital. In the article, the
concept of economic security is related to the eognas well as international and global
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perspectives (Mierzejewski, 2011; Gryz, 2013; Wal14). As to the extent of the impact
of economic security in the exogenous dimensias,worth emphasizing that the determi-
nant analyzed in the article, in the form of dirfateign investments, can be referred to
domestic enterprises as well as processes takawg ph the national, regional and global
dimensions. It also starts from the assumption thatdefinitions of economic security
should be referred today to the possibilities dmddts to development processes, pointing
to the role of international exchange and connestia its assuranc&krowska, 2011)
The importance of these conditions is also inditatethe context of the guarantee of an
unthreatened growth, which is the effect of progleping of economic interdependencies
of a given economy with foreign countries. In amdit the role of trade and international
links in this process is indicated. Economic sdguni this approach is identified not only
with the uninterrupted functioning of economies daehe inflow of FDI, but also with
ensuring a comparative balance with the econonfiether countries (Ktogiski, 2006). In
this sense, the economic and political elemenbimhkined here (Ksizopolski, 2011). In
addition, it was assumed that the use of exteraeatldpment factors in the form of FDI
inflows can contribute to creating the basis faziseeconomic development and building
the economic security of the state. It is worth bagizing that in literature there is the term:
international economic security and it is conneetéti the need to ensure the evolution of
economic and social cooperation towards the impr@re of rationality and justice. It is
also about creating a better world order, enabtlmgindividual well-being of citizens of
countries (Nowakowski, Protasowicki, 2008).

On the other hand, FDI inflow is of particular inmnce in the face of the contemporary
dynamics of global development and globalizati@nds. It means not only the need to
create a favorable climate for investment and iation, as well as the development of
production techniques, but also an improvemenhefqualifications and education of the
society.

The indication of the role of foreign direct invexsnt (FDI) in ensuring the economic
security of the economy receiving these investméntan important and topical issue
(Stachowiak, Z., Stachowiak, B., 2014). The anayirethis regard fill the gap in current
research on economic security and its links witkiffn direct investments in the host coun-
try. Until now, in the literature on the subjedtetnotion of economic security has been
referred to the economy, but with particular emjhas internal factors. The global per-
spective, however, forces the attention to theraateonditions of economic security (Kos-
tecki, 2016). In relation to the international gestive, however, research in this respect
concerns the links between economic security areldgo trade.

2. THE ROLE OF DIRECT FOREIGN INVESTMENTS IN THE EC ONOMIC
SECURITY ECONOMY

An important role in the above considerations & plosition indicating the role of ex-
ternal factors in ensuring the economic securitthefeconomy, which indicates that it is
shaped by the general state of economic interdepeedof the state, which determines the
degree of external economic integration in deferegeabilities, stability of the country's
economic system and internal socio-economic devedoy, another element (Pach, 2001).
Economic security largely determines the uninteiedgunctioning of the economy. In this
sense, its efficient and effective shaping depamdthe rational identification and use of
many variables of an external nature, variable lootime and space. These are processes
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occurring in the global economy and related to fieméng in international economic and
financial organizations. They also include: acfpagticipation in globalization, economic
integration or regionalization, the consequencesxg&ssive inequalities in the world, the
strength and nature of international competitidwe, $cope of international trade freedom
and principles shaping international capital anghddow, including flows of foreign capi-
tal; direct investments related to the operationimdkrnational enterprises (Kalata,
Nowakowski, Protasowicki, 2014; Kostecki, 2016).

Foreign direct investment is one of the importattemal conditions for the economic
security of the state economy. Their faster floweisited to the ongoing globalization pro-
cesses in the global economy and the increasedmemteof goods, services and people. It
should be emphasized that the flow of foreign dineeestments is connected with the pro-
cess of strengthening economic ties between statsheir economic entities. Foreign di-
rect investment is also defined as a type of imaest linked to the international transfer of
capital in order to establish and control a subsidin another country.

When allocating foreign direct investment, theegidn of maximizing economic and
political benefits for the exporting and receivicmuntries is important, as well as the flow
from countries with excess capital to those coaattihat show shortcomings. In evaluating
the impact of foreign direct investment on natiom@dnomies and their economic security,
both positive and negative (undesirable) effectslmaidentified. In particular, the conse-
guences of the flow of these investments for thenemic security of recipient countries,
but also for enterprises participating in this flovturns out that these effects can have
a diverse impact on the economy and enterprises pohitive impact of such a transfer on
capital exporters results in obtaining influencefwmpolicy and economy of the host coun-
tries by strengthening their competitive advantag¢he international arena. It is also im-
portant to gain access to new sources of raw nadgest to overcome tariff and non-tariff
barriers. In turn, the limitation of foreign dirdatvestments or their outflow from the host
country may cause difficulties on the labor markes also emphasized that countries that
receive foreign direct investment can increase tiglity to strengthen their economy and
socio-economic development, as well as achieveigalland economic goals on the inter-
national stage. As a result of the inflow of foreidjirect investments, the potential of the
economy may increase through increasing investnpeatiuction, export, employment or
dissemination of innovations and modern methodsnahagement and organization of
work. Their beneficial effect is also the modertiza of the whole economy or its selected
departments to which FDI has arrived. Positive etspie the economic sphere of the inflow
of foreign direct investment to the host countigoahclude the growing importance of the
services sector in the economy, and thus its maion and enrichment of the range of
products available to consumers.

Particular attention should also be paid to thessequences of FDI inflow, which may
destabilize economic security, namely: limiting #fectiveness of domestic macroeco-
nomic policy, deterioration of the economy struetuits dependence on foreign capital,
consolidation of the subcontractor's position, ctidun of the national savings and invest-
ment rate, increase in imports , deterioratiorheflialance of payments, inflow of specula-
tive capital, corruption, tax evasion, “push” frahe market of domestic enterprises and
weakening their competitive position, use of cheaperkforce and rising unemployment
as a result of introducing capital-intensive tedbg®s, inflow of obsolete technologies
(often so-called “dirty”) or increased pollution thfe natural environment, as well as their
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excessive concentration in the financial sectolintman banking and insurance. Contro-
versy is also caused by the distribution of incaamed by foreign investors, draining the
national economy, and in particular the excesswamster of profits abroad (Gorynidar-
tosik-Purgat, Jankowska, Owczarzak, 2006; Kostexfki6).

It is also worth emphasizing that the externaldaat relation to the national economy
in the form of inflow of foreign direct investmeraffecting its economic security is often
characterized by limited possibilities of its shapiln addition, this requires taking into
account the many conditions and complex interdepecids that occur between them.

3. DIRECT FOREIGN INVESTMENTS AND THE DEVELOPMENT
OF THE POLISH ECONOMY

According to international standards, direct inwestt includes investments made by
a resident of one country (called a direct investoorder to obtain long-term benefit from
the capital involved in the enterprise - a residginénother country (defined as a direct
investment enterprise). The investment is recoghé=eFDI according to the OECD model
definition, when the minimum threshold for the dirénvestment of a direct investor in
a direct investment enterprise is 10% (ExemplarfCOHlefinition of foreign direct invest-
ment, 1995). The purpose of FDI is to buy sharesxisting companies or to build new
production or service resources (greenfield invesitiy which lead to effective control in
the project management, therefore, FDI is undedstmm investments that cause a long-
lasting relationship, showing persistent interasd specific area economic.

Foreign direct investment affects the growth ofaamer and investment demand, the
emergence of modern technologies, the developnfezniterprises, streamlining produc-
tion processes and supply chains, improving thelyrtvity of companies and their em-
ployees, wage increases and falling unemploymertt, mnsequently, GDP growth. As
emphasized by E. Czerfigka, the most important effect of the FDI inflowthe economy
is the impact on economic growth and exports, whlsh affects the increase in the number
of jobs and the revival of the economy on a locale (Czerwiska, 2001).

Foreign direct investments in Poland over thedasirter of a century (by 2015) totaled
over PLN 712 hillion, which corresponded to 39.686®P. On average, Poland received
PLN 26 billion of FDI annually. The inflow of forgh direct investments increased the
economic potential by an average of 0.7%. annulilyas estimated that due to the foreign
capital invested in Poland and the activity of intgtional corporations, the level of GDP in
2015 was higher by 15.6%. than in the non-investnseenario (https//www.obserwa-
torfinansowy.pl/tematyka/makroekonomia/inwestycepaniczne-dodaly-polsce-ponad-
15-proc-pkb/ [Access: 10.11.18]). In the years 22016, the share of foreign investments
in Poland's national income ranged between 2-Bafraniczne inwestycje bezpednie
w Polsce i polskie..2018). In 2016, the inflow of foreign direct invesnt to Poland in-
creased again. The value of completed investmeiéqs supported by PAIilZ increased
from EUR 800 million in 2015 to 1.7 billion in 2016

According to NBP data, in 2017 the inflow of nepital to foreign direct investment to
Poland amounted to PLN 34.7 billion. Income reinrents of PLN 38.1 billion and neg-
ative amounts of net capital inflows from shared ather forms of equity participation
amounted to PLN (-1,6 billion), that from debt fic#al instruments (1,9 billion PLN).
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Figure 1. Transactions on foreign direct investnierRoland in 2013-2017
Source: based on data NBP.

The level and structure of foreign direct investingansactions in Poland in recent
years were primarily influenced by internal corwhi related to the increase in income of
direct investment entities. Changes in the taxatioclosed-end investment funds also had
a significant impact. As a result, one transacti@s recorded, which increased the inflow
of capital in the form of equity instruments.

In 2017, the most direct investments came to Pdiiaamd Germany (PLN 12.8 billion),
Luxembourg (PLN 12.4 billion) and Cyprus (PLN 5i8libn). As in previous years, these
were mainly investments in the form of reinvesteafifs. Divestments in 2017 concerned
Italy (PLN —8.4 billion), the Netherlands (PLN —h#®lion) and France (PLN —3.9 billion).

In 2017, an important area of direct investment®atand were industrial processing
enterprises of PLN 15.6 billion as well as finaheiad service activities PLN 12.4 billion.

Other service activities
Activities related to culture, entertainment and recreation
Health care and social assistance
Education
Administrative and support services activities
Professional, scientific and technical activities
Activities related to real estate market services
Financial and insurance activities
Information and communication
Accommodation and food service activities
Transport and storage
Wholesale and retail trade; repair of motor vehicles and...
Services|(total)
Building Industry
Water supply; sewerage and waste management and...
Production and supply of electricity, gas, steam and air...
Industrial processing
Mining and quarrying
Agriculture, forestry and fishing
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* (-) signifies that losses occurred or declaredd#inds exceeded

Figure 2. Share of FDI revenues in individual ofierss in Poland in 2017
Source: based on data NBP.
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The NBP indicates that investments in manufactunage responsible for 17% of GDP
growth. On the second place, financial serviceb W&% of inflow's value of funds, which
responsible for 13% of GDP growth. On the thirdadé with 16% of the inflow of these
investments, and this sector had the largest] 9% share in GDP growth.

Income of foreign direct investors due to diresgistments in Poland reached PLN 79.2
billion. Dividends amounted to PLN 31.8 billionjmeested profits were PLN 38.1 billion,
and income from debt financial instruments (intBresached PLN 9.4 billion. Thanks to
foreign investments, the tax revenues of the dtatiget increased on average by 2.7%
annually, and the tax base in the last twenty-figars by 10—-12%. International corpora-
tions are responsible for over 30% of corporate taxenues (https://www.obser-
watorfinansowy.pl/tematyka/makroekonomia/inwestyzggraniczne-dodaly-polsce-po-
nad-15-proc-pkb/ [Access: 10.11.18]). It is alsartiveemphasizing that foreign direct in-
vestment is a significant support for investmentthe Polish economy.

Apart from measurable socio-economic effects, vtasth paying attention to investing
in human capital as well as research and developriibe transfer of foreign corporate
culture is accompanied by the standardization otg@sses and products (https://www.
terenyinwestycyjne.info/index.php/raporty/item/14eezposrednie-inwestycje-zagrani-
czne-w-polsce [Access: 30.10.18])).

Most macroeconomic analyzes suggest the existdracsignificant and positive impact
of foreign direct investment on the dynamics of @m®nomy of the countries receiving
capital(Zukrowska, 2012Zukrowska, 2016;). This is confirmed especially éation to
some rapidly developing countries from the so-chtlatching. A significant relationship is
found between the share of foreign direct investmenational income and pace of GDP
growth (Research indicates this, among others: Ban§anchez-Robles, 2003; Chow-
dhury, Mavrotas, 2006).

The inflow of these investments is an importantreewf capital, as it supplements
private domestic investment and is usually assediatith new employment opportunities
and technology imports in the host country, whie&ds to the country's economic growth
(Ancyparowicz, 2009).

Also when analyzing the amounts of inflow of foreidjrect investments to Poland with
changes in GDP in recent years (Figure 3), the@g®@nce of these investments with GDP
dynamics is clearly noticeable.

The inflow of FDI is one of the most important fat stimulating demand in the econ-
omy. According to our estimates, the direct andread effects of FDI on demand in Poland
amounted on average to 2 per cent of GDP per yeartbe past quarter-century, or three-
quarters of the value of all FDI. The remaining®5 cent was spent on imported goods,
affecting the increased value added in other casjtespecially the countries where the
capital invested in Poland came from (https://wMamdlersinvestmentandtrade.com/ex-
port/sites/trade/files/attachments/FDI1%20Report geifi[Access: 10.11.18]).

According to one study on the Polish economy aed e of foreign direct investment
in stimulating its development, it can be conclutlet there is a relatively important linear
relationship between the dynamics of the inflowfarkign direct investment and the dy-
namics of GDP growth. In addition, based on theafssconometric models and estimates
of the VECM model, it was found that one of thetdas that significantly determines the
GDP growth rate in Poland are foreign direct inmesits. On the other hand, it turns out
that by far the largest impact on GDP growth, amitvegmain factors of economic growth,
in Poland had changes in the size of employmensZtdi, 2011).
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Figure 3. Tendencje zmian GDP i naptywu BIZ do Polskatach 2010-2017
Data for 2017. they are estimated data
Source: based on GUS and OECD data.

Other studies also show that the relationship bet@DP growth and FDI in Poland
as measured by the Pearson correlation coeffieietitthe determinate ratio is statistically
significant. A correlation coefficient of 0.87 imdites a strong, positive relationship be-
tween these variables, and R2's coefficient ofrd@tetion indicated that 76% of GDP
volatility is explained by changes in the volumefofeign direct investment (Stawska,
2014).

These results indicate that foreign direct investinteas a significant impact on the
growth rate of the Polish economy.

4. CONCLUSION

Economic security is combined with maintaining cohbver the national economy
while ensuring equal treatment of domestic andidorentities. In order to increase the
dynamics of economic development, economic effiyeand quality of life, the economic
system should allow the creation and use of int@nal economic interdependencies. For
the sake of economic security, it is also importanheutralize the threats resulting from
the existence of the global economy and the glpatidin process and to take advantage of
the synergy effect of FDI benefits for the develgminof the state economy.

Challenges faced by less developed countries ohicgj-up economies, which include
Poland, as a country with an existing civilizatibdestance, taken to realize their socio-
economic development, which will translate into iaorease in their competitiveness,
should primarily concern the increase in their opEms economies. In the strategic aspect,
development can only be guaranteed by an open amgatitive national economy. The
basic problem of economic security turns out tedmpetitiveness, understood not only as
the internal possibilities of economies to genedateelopment, but also the ability of these
economies to protect it from unfavorable socio-@toit processes and threats from other
countries (Kfosiski, 2013).
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In the light of the presented premises and stadistiata, it can be concluded that the
inflow of foreign investments to Poland is assaamiatvith a positive impact on the devel-
opment of the Polish economy and its competitivenés turn, any restrictions on their
inflow negatively affect the rate of growth of theuntry's economy. The decline in the
pace of economic growth together with the declifegel of foreign direct investment is
noticeable in Poland, especially during the finahciisis.

The inflow of foreign direct investment, howevars out to be a less significant de-
terminant of economic growth than employment. Tgkimo account the perspective of
economic security, it can be concluded that thismsea relatively low degree of depend-
ence of the Polish economy on foreign capital i fibrm of direct foreign investments.
This means that in periods of worsening global medonditions or in the period of inter-
national economic crises, when the size of glolmal$ of foreign direct investments are
significantly reduced, these phenomena do not caigséficant implications for the eco-
nomic growth dynamics in Poland. It also seems ttatrelatively low level of impact of
foreign direct investment on the dynamics of ecoisagnowth in the country results from
the growing importance of domestic capital in préimgpeconomic growth in Poland and a
significant inflow of aid funds from the Europeanibn budget.

However, it seems that apart from any threatsjdareapital is an opportunity for the
development of the Polish economy. Therefore, Rblaranting to reduce development
disparities in relation to highly developed cousdrishould continue to strive to improve
the investment climate and the inflow of foreigmpital in the form of FDI.

Given the limited scope of the article, the authwas limited the review of theoretical
studies on links between foreign direct investn{&iiil) and economic security, although
an attempt to identify these links has been madesimesearch part. Research will continue
with their significance for the national economhich in the globalization era is increas-
ingly dependent on exogenous factors related téidieof capital on the international scale
in the form of direct investments. One importaigiement is also the fact that the influx of
FDI can be used to create a safe and solid basikdasocio-economic development of the
state.
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