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1 INTRODUCTION

FDI flows in 2013 are expected to remain closehi® 2012 levelith an upper
range of $1.45 trillion — a level comparable to fire-crisis average of 2005—
2007. As macroeconomic conditions are improved amdestors regain
confidence in the medium term, TNCs megnverttheir record levels of cash
holdings into new investmentgDI flows mayreach the level of $1.6 trillion in
2014 and $1.8 trillion in 2013However, significant risks to this growth scenario
remain. Factors such as structural weaknesse®igltibal financial system, the
possible deterioration of the macroeconomic envirent, and significant policy
uncertainty in areas crucial for investor’'s confide might lead to a further
decline in FDI flows Zhan, 2013).

Entrepreneurial environment (EE) of every countrgswformed under the

influence of certain specific conditions and ocenges resulting in the

differences among entrepreneurial environmentshefworld. Significance of

these differences increases in the context of djidieon, liberalization of cross-

border trade, high mobility of capital, transnatiborporations, foreign direct
investment (FDI) flows and the fight for foreigrvastors. Competitiveness is the
factor connecting these terms.

Countries compete with each other for resourcepjtaia technological and
informational transfers that come into the coumdgether with foreign investors,
which are usually transnational corporations (TNQ)ey are business entities
different from domestic firms by the fact that figne entities can choose a host
country. This implies that they make decidions ryaeccording to quality of
entrepreneurial environment of a country as a iondor their investments. It is
one of the key reasons why it is important to exarand identify the quality of
entrepreneurial environment of a country.

Slovakia is relatively small and open economy whicdgether with the existing
sector structure, means that in large extent ilépendent on foreign direct
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investments. What barriers can reduce FDI infloWwd#ch of them actually are
able to discourage potential investors? Which astesild government monitor
and mitigate? We will try to find answers on thgsestions in this paper.

The main objective of this studyis to identify barriers of the Slovak
entrepreneurial environment (EExamine their correlation with FR2Ind on that
base identify those barriers which removal wouldsena real impact on
increasing attractiveness of Slovakia to foreigmestors. Thedifferent stages
are:

1) to identify barriers of the Slovak entrepreneueaVironment in context of
the V4 countries according to Doing Business;

2) to examine correlation of identified barriers andreign direct
investments. As a selective statistical set, taeestchosen for testing are
placed in the top 25 places of FDI Confidence In@@onomies with the
highest FDI inflows in period 2005 — 2010). Based testing we will
identify these barriers which removal would havereal impact on
increasing attractiveness of Slovakia to foreigrestors;

3) to determine relevant time period during which fgnedirect investments
are able to react to changes in conditions of preresurial environment.

2 THEORETICAL SOLUTIONS

2.1 Entrepreneurial environment as one of the facts of
competitiveness

There are many definitions of the entrepreneuratirenment in economic
literature according to which agntrepreneurial environment is the factby
which the economy enters into competition for ineesr customer, and where
they decide and choose an environment providingntttee best conditions for
doing business. An effort to create a businessrennient of the highest quality
arises from the background of the concept of ecgr@eompetitiveness. There
are many listed or other related topics from theldfi of entrepreneurial
environment including considerations of regulatenywironment (Lingreen and
Hingley, 2003), effectiveness of supply chain innad) technological progress
(Hobbs and Young, 2000; Frolich and Westbrook, 20@halysis of socio-
economic factors influencing behaviour of consufksbbs and Young, 2000),
emphasis on the need to be globally competitivék@fts and Koehorst, 1998)
and increase of responsibility for the whole chaimd product traceability
(Rademakers and Knight, 1998; Wilson and Clark&38).9

From the perspective of strategic decision litexatdentifies (Dess and Beard,
1984; Ward et. al, 1995) four dimensions that thgeform the entrepreneurial
environment:
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* Rate of dynamiaefers to the speed and predictability of chaniges
organization in the field of environment.

» Complexityincludes a number of skills in the organization.

» Varietyis related to the extent to which organization ts@éth diffuse or
homogeneous conditions.

» Responsivenesefers to how far, in terms of competitive pressur
organizations and their growth within the framee@ are supported.

Viturka (2010), based on the Porter’'s microeconaiméory of competitivene§s
focuses on quality of regional entrepreneurial emnent through four groups
of factors:

1) Input factors (supply of production factors).
2) Demand factors (with attention on domestic demand).

3) Factors generated by presence of related and dupgpandustries (links
to the division of labour and economic integration)

4) Factors generated by strategies and competitivareadf enterprises
(links to the local investment environment and Iguaicy).

According to KuzmiSinova (2009) business sectorcfo)i is a determining
source of competitiveness at all levels of markainemy, because it has an
important role in the process of managing competitpressures of market
forces. Chi et al. (2009) paid attention to theidure of supply chain (SSC),
while he suggested that SSC should be based osp#weealty of entrepreneurial
environment and is consistent with competitive fitiies, on which the company
is focused. Besides he expects significant caudationship between SSC and
entrepreneurial environment and between businesgpetitive priorities and
SSC. In final testing he assumes that there igaifgiant causal relationship
among performance of the company and coordinatibnemtrepreneurial
environment, company’s competitive priorities ame@ tstructure of its supply
chain.

2.2 Foreign direct investment and entrepreneurial evironment from
the aspect of competitiveness

One of the areas of increasing competitivenessouohtries is policy focused on
the support of increasing attractiveness of a eguiat foreign investors, or on

! This concept, as the basis for competitivenesssiders performance and quality of enterprises with
quality of EE interpreted in interaction with magoonomic, political, legal and social framework of
economic development. It is used annually for thelwation of global competitiveness in the Global
Competitiveness Reports published by the World Boga Forum.
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the support of acquisition of new FDI and also raimng already adapted
foreign investment companies in a country. The OE2I8) considers FDI as a
key driver of international economic integratiorogether with the right policy

framework FDI can provide financial stability, prote economic development
and enhance the well-being of societies. Dereguiabf markets, technological
innovations and cheaper communication tools haweevatl investors to diversify

their participation in competitive markets oversdasconsequence, a significant
increase in cross-border capital movements incudiirect investment has
become a key factor in international economic irdaégn, more generally

referred to as a globalization. By the very natirés motivation, FDI promotes

stable and long-lasting economic links among ceestthrough direct access of
direct investors from home economies to produatioits of the host economies.
FDI assists host countries in developing local gmiges, promotes international
trade through access to markets and contributdsettransfer of technology and
know-how. In addition to its direct effects, FDI shaan impact on the

development of labour and financial markets anduérfces other aspects of
economic performance through its other spill-oviézats.

Recently there has grown an importance of suppereasing attractiveness of a
country to foreign investors, or more precisely &biracting new FDI and also
maintaining already adapted foreign investment camgs in a country and
especially from the perspective of increasing cditipeness among countries.
At present, the FDI is a critical determinant dfegration of countries into the
global economy having a significant impact on efieeness and restructuring of
individual economies and transnational companiesstégkova, 2008). In this
context the literature pays adequate attention h® impact of investment
incentives on volume of investments (Bolcha, Zengrbva, 2012), and to
dependence of the development of FDI on institdiamanges (Globerman and
Shapiro, 1998). Several studies ask for carefuhmexation of effectiveness of
investment incentives on the volume of FDI and rtheipact on economic
growth and employment. Srholec (2004) draws atentd uncertain return of
investment incentives in the form of state budgstenues and recalls the
possibility of transfer prices. Lim (2001) argudsatt effects of investment
incentives can be reduced by investors' scepticigbout government
commitments which may change the original decisemd as a problem he also
considers different tax systems. Noteworthy isfimding that the main motives
for FDI investors are conditions of infrastructuneacroeconomic stability, trade
liberalization and transparency of tax laws. Thaleation of existing system of
promotion of foreign investments in Slovakia, as@dyof investor decision-
making factors in placing investments and modifaatof existing system of
investment incentives create the content of thdysaf EU SAV (Kuiera et al.,
2010). Competition among countries in attractior-Dfl is multiplied especially
between countries with similar level of economive&lepment and with similar
competitive advantages of the economies as thebpes$scations for FDI. With
gradual convergence of economic level of countaesd in connection with
global liberalization of foreign trade and investrheghe importance of this
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competition is clearly increasing. Especially styas this competition among
countries in some specific sectors and also irunigtances when it attracts such
foreign investor, who would have the multiplierext on attractiveness to other
investors or suppliers. Such sector is for exantpke automobile industry
(Sestakova, 2008). The entrepreneurial environmpéayts an important role in
decision-making process of the capital allocatibfoceign investors. Its quality
has an impact on development of FDI inflows todbantry.

2.3 Summary of theoretical knowledge for formulatim of hypothesis

Quality entrepreneurial environment adequately wadithg country's population
to perform business is generally one of the detaingiresources of government
machinery to ensure the long-term competitivendssational economy. The
absence of conditions for effective competition aentrepreneurs means that
the market mechanism is unable to work. Entrepnealeenvironment does not
influence only the activity of local business ar#t but is also an important part
of deciding of foreign investors on the allocatmintheir capital, or FDI into the
country. FDI contributes through a variety of direand indirect effects to
development of countries and increases their cabiyegtess. Countries try to
attract investors by improving the investment clien&n a country as FDI is
currently the determinant of integration of couesrinto the global economy and
no economic theorem can be presented without thid globalization. Relations
of the entrepreneurial environment, foreign direghvestment and
competitiveness are transparently illustrated enftllowing scheme (Figure 1).

Entrepreneurial
- sphere
* Macroenvironment * Economic

* Microenvironment « Resident development
e Internal enterprises * Increasing of
environment « FDI - foreign prosperity and wealth

investors
Entrepreneurial Competitiveness
environment of country

Figure 1 - Diagram of dependence "Entrepreneurialieonment - FDI -
Competitiveness" (Source: own processing)
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3 METHODOLOGY AND DATA

3.1 Identification of Barriers of the Slovak Entrepreneurial
Environment

To identify barriers of the Slovak entrepreneugalironment there were used
methodology and data of the World Bank’s survefpeihg Business", primarily
for comparison of Slovakia with the Visegrad Foun@: Poland, Hungary, and
the Czech Republic. These countries create ideahpacative sample for
Slovakia. Besides that if a foreign investor deside invest directly in the
Central Europe, it is often the Visegrad Group tiwdk be chosen among and
which entrepreneurial environment will be reflecad compared. The report
“Doing Business 2012: Doing Business in a More $pament World” assesses
regulations affecting domestic firms in 183 econesnand ranks the economies
in 11 areas of business regulation. The last yaapsrt data cover regulations
measured from June 2010 till May 2011. Mentioned atgas of business
regulation include: starting a business, dealinip wonstruction permits, getting
electricity, labour law, registering property, geit credit, protecting investors,
paying taxes, trading across borders, enforcingtraots, and resolving
insolvency (The World Bank - International Finan€@orporation, 2012).
Identification of barriers of the Slovak entreprenal environment was based on
comparison of the results in each of these mendioagas from "Doing
Business". Tab. 1 offers illustrative example oimgparison in the indicator
“Starting a business”.

Table 1 — Conditions of “Starting a business” ino$kia andin the V4

countries
Slovakia Czech Poland | Hungary OECD

Republic average
Rank 76 138 126 39
Procedures (number) 6 9 6 4 5
Time (days) 18 20 32 4 12
Cost (% of income per capita) 1.8% 8.4% 17.3% 7.6% 4.7%
Paid-in Min. Capital (% of
income per capita) 20.9% 30.7% 14.0% 9.7%| 14.1%

Source: The World Bank, 2012

Table 1 shows that the Slovak Republic stands té\tp?)&ition in the ranking of
183 economies on the ease of starting a businestterBplaced is Hungary,
which came on 39th place. Compared with Slovalagtisg a business requires
less procedures, less time and less required mmicapital in Hungary. While
in Slovakia an entrepreneur must go through sixceuares in 18 days, in
Hungary it is only 4 procedures in only 4 days hsagnificantly makes it easier
to enter into the business. However, the Slovatepnéneur has had less costs in
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setting up business than in Hungary - only 1.8% maned with 7.6% of GNI per
capita (The World Bank, 2012).

Based on this comparison of Slovakia with the VAuntdes within the
framework of “Doing Business 2012” survey, thererevelentifiedkey barriers
of entrepreneurial environment(inspiration to improve conditions for
entrepreneurs):

1) Getting electricity To obtain a new electricity connection in the\&lo
Republic high costs are required. Getting eledyrion Slovakia costs
242.2% of income per capita.

2) Paying taxesThere is high administrative burden of complyinighviaxes
in the Slovak Republic. Slovak entrepreneur hgsay up to 31 different
kinds of taxes a year, pays the highest tax on svagguding the various
contributions, which amounts to 39.6% of profit.

3) Trading across bordersExporting and importing of goods requires
acquisition of more documents in a longer time thas an average in the
OECD countries. Also, the cost of export and im@oe half higher in
Slovakia than in other V4 countries and the OECD.

4) Enforcing contracts There is low efficiency of the judicial system in
resolving a commercial dispute before local couEtsorcing a contract in
Slovakia costs 30.0% of the value of the claim.

5) Protecting investorsThere is low rating of transparency of operatiand
management responsibility for decisions. In totarage of the strength
of investor protection index Slovakia is lagginghimel, which indicates
relatively weak minority shareholder’s protectiagaast directors’ use of
corporate assets for personal gain- or self-deafiffge World Bank,
2012).

Identified barriers of the Slovak EE will be usexi\ariables in examination of
correlation in the section 3.2.

3.2 Study of correlation barriers of EE and FDI flovs

The aim of this part is based on analysis of enéregurial environment to
determine attractiveness of investment climatédhedountry via the medium of
"Doing Business" survey. The main method to achitwe goal is testing of
hypotheses. Based on the goal we have establisgteechull and alternative
hypothesis:

HO: There is no statistically significant correlationetween barriers of
entrepreneurial environment and FDI inflow into thauntry.

H1: There is statistically significant correlation beten barriers of
entrepreneurial environment and FDI inflow into tbeuntry.
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We have tested the barriers of entrepreneurial renwient that have been
identified by comparing Slovakia with V4 countriesthin the framework of
,Doing Business 2012” survé.yAs a selective statistical set we have chosen the
states with the highest FDI inflows which are pthae the top 25 places of FDI
Confidence Index (China, India, Brazil, USA, Germai. Investigation period
was year 2011. All specifications of testing amacly shown in the Table 2.

Table 2—- Summary ofestingspecifics

Variables e Barriers of entrepreneurial environment:
o Paying taxes

o Trading across borders

o Enforcing contracts

o Protecting investors

* FDI inflows (US dollars at current prices and catrexchange
rates per capita)

Selective statistical| Top 25 countries of FDI Confidence Index

set Year 2011
Test method Spearman's rank correlation coeffic?EnSpearman rank correlation
tesf

Source: own processing

2 Barrier of “Getting electricity” were omitted bagse of deficiency of necessary data. FDI inflowseve
obtained from the statistical database of Unitedidda Conference on Trade and Development -
UNCTADSTAT.

% Spearman's rank correlation coefficients named after CH. Spearman and indicates thagitreand
direction of the relationship between two variablegan take values betweenl;1>. Values close t0
mean that there is no correlation between two dgiiesitWhenrs = -1, we have two sets of numbers that
have a perfect negative correlation. Similarly am r+1 indicates a perfect positive correlation. Bor
sample of sizen of paired variableX andY, then raw scores; andy; are converted to ranks andg; .

Calculation:r, =1 — —— Z:;l(Pi - ).

n(n2-1)
If we have a case that for different units are fibtime same values, we assign averages of serigbersm

falling to them and then we use a corrected versfoBpearman's rank correlation coefficient:= 1 —
6

nn?-1)-c

duplicating in first or second sets (Hudec, et2007).

4 Spearman Rank Correlation Test is known, thaesiing characteristic for testing independencevof t

sets of variables it uses Spearman's rank cowalatefficientrs. For a sample of size>10 we can use

. . .. k .
le(m —g;)* , wherec is correction coefficient: = ijl(cf‘ —¢;) , whereg; is number of

testing characteristit = 7, /% , which have approximately Student:distribution for o — 2) degrees

of freedom. We test the null hypothesi®: Two sets of variables are independevife reject null
hypothesis a&= 1- y level of confidence in behalf of the alternatiwgpbthesisH1: Two sets of variables
are dependentyhen testing characteristjt| > ti+y(n — 2) (Hudec, et al., 2007).

2
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Illustratively are shown only results of testing ofe barrier — “Protecting
investors”. This results and method of testing sinewn in the Table 3 and
Table 4.

Table 3— Testing of correlation of barri€iProtecting investors” and FDI
inflow without time difference in MS Excel

Economy INWARD IFr)mr\?etth;Irr;g- Rank X | RankY | Di Din2 C
FDI flows
Rank

Australia 1,827.71 66 24 12.5| 11.5| 132.25
Brazil 338.97 79 12 15.5| -3.5| 12.25
Canada 1,191.62 4 23 2.5| 20.5| 420.25
China 92.01 98 7 19| -12 144
France 628.72 79 17 155 -1.5 2.25
Germany 491.73 98 16 19 -3 9
India 25.42 46 4 10 -6 36
Indonesia 78.02 46 5 10 -5 25
Japan -13.90 17 3 8 -5 25
Rep.of Korea 96.32 79 8 15.5| -7.5| 56.25
Malaysia 414.63 4 15 25| 12.5| 156.25 2
Netherlands 1,027.88 124 22 225 -05] 0.25
Poland 395.28 46 14 10 4 16 3
Russian Fed. 370.20 114 13 21 -8 64
Singapore 12,336.95 2 25 1 24 576
South Africa 115.09 10 9 55| 3.5| 12.25
Spain 634.51 98 18 19 -1 1 3
Switzerland -25.39 167 2 24.5| -22.5| 506.25
Taiwan Pr. of China -84.43 79 1 15.5| -14.5| 210.25 4
Thailand 137.69 13 10 7 3 9
Turkey 215.59 66 11 12,5/ -1.5| 225 2
United Arab Emirates 973.14 124 21 225 -15 2.25 2
United Kingdom 861.06 10 20 5.5| 14.5| 210.25
United States 716.03 6 19 4 15 225
Vietnam 83.68 167 6 24.5| -18.5| 342.25 2

Y 25 3,195.5
C 132{HO Two sets are independent
Rs -0.23953 H1 Two sets of variables are dependent
T -1.18317 We do not reject HO.
T student 2.069| Two sets are independent.

Source: UNCTADSTAT; The World Bank, 2012; own datmn
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Table 4- Examination of dependence of FDI inflow and “Piteg investors”

FDI inflows (US dollars at current prices and cutre

Variable X .
exchange rates per capita)
. Ranking of selected countries in area of Doing Bess 2012
Variable Y o )
- ,Protecting investors
There is no statistically significant correlatioetlveen two
Null Ho .
variables.
. There is statistically significant correlation betm two
Alternative H . y s
variables.

a - Level of confidence| All tests were performed at= 0.05 level of confidence.
Spearman coefficient| rs= - 0.239526765
Testing characteristic | t = - 1.183172442
Wy |t] > tiwy(n —2)
2

Critical values for rejection
of HO | While ti+y(n — 2) =tg975(23) = 2.069
2

1.183172442 > 2.069 false
Conclusion | We do not reject kb» Two sets are INDEPENDENT.

Source: own calculation

The value of Spearman's rank correlation coefficien= - 0.239526765
(Table 3) means, that between FDI inflow in a copand values of “Protecting
investors® should be negative correlation, butvhkie of coefficient approaches
to 0. By calculation of tested characteristic andfinding out the respective
value of Student’s t-distribution, we came to thequality|t|= 1.183172442 >
tiry(n — 2) = o975 (23) = 2.069. As the inequality is false, hypothéd, cannot

2

be rejected and we can claim that there is nossitally significant correlation
between two variables. More precisely it means thete is no sufficient proof
that hypothesis His valid and also that FDI inflow is dependent amking a

country in the indicator of Doing Business - ,Puiteg investors®.

3.3 Identification of time period during which foreign direct
investment is able to react to changes in its detainants

Because it is commonly known that there is a destssonisation in reaction of
FDI to changes in its determinants, we have testedtioned hypothesis for two
times, firstly without the time difference of FDIné secondly with time
difference of FDI. Although we talk about testingpbtheses without time delay,
FDI and “Doing Business” survey cannot be perfedyychronized in time.
Because “Doing Business” survey is created forpieod from 1.5 to 0.5 years
backwards (for example, “Doing Business 2012" isnposed over the period
from June 2010 to May 2011), we link indicators'Dbing Business 2012” with
FDI flows in 2011. This implies that already atsthiesting "without time
difference,” we expect delays of FDI behind ,DoBgsiness” survey for the six
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months. By testing “with time difference” we linkdicators of “Doing Business
2011” with FDI flows in 2011, which means that westt how conditions of
entrepreneurial environment a year and a half affoeeince FDI inflow in actual
period. Conclusions are shown in the Table 5.

4 RESULTS OF TESTING AND DISCUSSION

Results of statistical examination of correlatiobatriers of EE and FDI inflows
in the selected countries are clearly summarizedenrable 5.

Table 5 - Summary of testing results
Correlation of FDI inflow and “Protecting investors*

Without time difference With time difference
rs= - 0.239526765 rs=-0.234551108
Variables are INDEPENDENT. Variables are INDEPENDEN
Correlation of FDI inflow and “Paying taxes"
Without time difference With time difference
rs= - 0.552307692 rs= - 0.585802232
Variables are DEPENDENT. Variables are DEPENDENT.
Correlation of FDI inflow and “Trading across borders*
Without time difference With time difference
rs=-0.339230769 rs= - 0.365384615
Variables are INDEPENDENT. Variables are INDEPENDEN
Correlation of FDI inflow and “Enforcing contracts*
Without time difference With time difference
rs=-0.303846154 rs=-0.263846154
Variables are INDEPENDENT. Variables are INDEPENDEN

Source: own calculation

Besides the four tested barriers of entrepreneangronment we have identified
one barrier, where was noted moderate dependencaewelopment of FDI
inflows into country with time difference of six miths behind development of
barriers, specifically:

» Paying taxes — moderate negative correlation

In testing time difference of a year and a half have identified one barrier
which development correlates with development ofl kflows into country,
concretely:

» Paying taxes — moderate negative correlation

These correlations mean that compared countriels otther countries of the
sample ranked at higher places of the “Doing Bissiheurvey, in the framework
of barriers “Paying taxes” have registered incmegdtDI inflows in the same
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year (or more precisely six months later). Consetiyea positive change of
entrepreneurial environment within the mentionedibacan increase inflow of
FDI and thereby it increases attractiveness ofdtmaent climate in a country.

By testing selected sample first without and sebomdth time delay of FDI
behind period of evaluation ofDbing Businesssurvey, this paper has found
that positive change of tested barrier of entregueal environment - Paying
taxes can be reflected in FDI inflow already during snonths after the change.
In the same barrier there was confirmed correlatigo in a year and a half. This
barrier appears to be most relevant for foreigreators.

CONCLUSION

The business environment is an important factdfaif flows. In this area, on the
one hand, the trend of removing barriers and impg\conditions to foreign
investors continues (opening of protected sectodiiberalization, and
privatization) followed by FDI promotion (fiscal dnfinancial incentives to
promote FDI). On the other hand, there are incnegdgibeing promoted trends
towards greater regulation, respectively deternonabf FDI in particular states
taking into consideration a number of aspects mfemvironmental protection to
strategic interests (raw materials, production trmatsgic sectors). Specific
response after the 2010 has been nationalizatioheofompanies in key sectors
(Zdarek, 2010).

It is known, that high dependency of the Slovak iRdig on industries which
cannot be provided by itself but are dependenbogidgn investors predetermines
Slovakia to negotiate with investors, constantlynitar investment climate
development and make compromises and frequent #eoep The main
determinant of attractiveness for FDI (investmemvi®nment) is exactly EE.
Therefore, barriers of EE are the factor which stges take into consideration
when selecting an investment location. In the lightmentioned context we
attempted, in this paper, to identify barriers &, Evhich the government should
focus on by improving business conditions. Baseccamparison with the V4
countries we have selected following key barridrshe Slovak EE: a) getting
electricity, b) paying taxes, c) trading acrossdeos, d) enforcing contracts, and
e) protecting investors. After testing correlation identified barriers with
development of FDI by Spearman's rank correlatioaffccient we confirmed
significance especially one of five identified bars —paying taxesThis barrier
appears to be most binding for foreign investorkis Tknowledge could be
relevant for Slovak legislature and those who hemmpetence to improve EE.
To reduce barriers of EE, especially in the inteoacwith FDI, the government
should be aware of the opposite extreme to findtbatreal boundary, where
removing barriers brings benefits in the form of IFDflow, its direct and
indirect effects, and where it is already beginniiogdiscriminate domestic
entrepreneurs pushing them out of the domestic ebaakd reducing their
competitiveness.
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