
FOREIGN INVESTORS STRATEGIES iN CEEC 

ARE IMPROVING: ESTONIA'S CASE 

ABSTRACT 
in transiıion economies, where there is a hard need 

for extensive enterpr ise restructuring and 

modernization, the potential benefıts offoreign direct 

investments (FDJ) are especially valuable in view of 

limited domestic resources. Assuming that FDI is 

beneficial to the host country, the next questions that 

arise are how and why do foreign investors choose 

one country over another, what are the motivations 

behind FDI, and how can a host country retain the 

investment already there. One purpose of this paper 

is to look at the motivational factors behind FDI and 

compare them between dif.ferent stages of economies. 

Estonia is an interesting case because it is attracting 

a considerable amount of FDJ. Although a small 

country, when comparing measures such as FDI per 

capita and FDI as a percentage of gross domestic 

products (GDP) with those of other Central and 

Eastern Europe (CEE) countries, Estonia is one of 

the top FDJ-attracting countries, especially among 

former Soviet Union states that had to build up an 

institutionalframeworkfrom scratch. As a country in 

transition, Estonia has attempted to create an 

investment climate favourable for the inflow of foreign 

investments. Estonia attracts foreign investors with 

its investor-friendly business climate comprising low 

risks, low costs, and low taxes. Those investors' 

assumptions are supported by the country's consistent 

free market policies that have, firstly, eamed Estonia 

the reputation of having the most liberal trade and 

investment laws in Europe and, secondly, have boosted 

the country's international credibility. The largest 

investors invesıing in Esıonia are our neighbouring 

countries Sweden, Finland and Germany. The share 

of the EU Member States was 99%. Direct investment 

went mainly to financial intermediation (88%) but the 

manufacturing sector is also worth highlighting. The 

resent trends of FDI indicate that theforeign owners 
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in Estonia are increasing their investments by 

reinvesting the pro.fıt and loan capital in the companies' 

assets. This tendency demonstrates that foreign 

investors have succeeded in Estonia and that they 

have made long-term business plans in this country. 

Besides, they are making more and more investments 

through Estonia in the Eastern transition markets, 

using the experience gained in doing business in the 

Estonian emerging markets. However, Estonia has 

much more FDI per GDP than Latvia, Lithuania or 

Poland. Expectedly, most of the FDI outflow from 

Estonia goes to the other Baltic States. This expectation 

is supported by the gravity theory. 

INTRODUCTION 
in most countries, FDI serves as one of the engines 

of successful development. in transition economies, 

where there is a need for extensive enterprise 

restructuring and modernization, the potential benefıts 

of FDI are especially valuable in view of limited 

domestic resources (Demekes et al., 2005). From the 

point of view of foreign investors most FDI are market

seeking and effıciency-seeking motives. The findings 

of the United Nations Conference on Trade and 

Development (UNCTAD, 1999) reveal that FDI 

continues to increase at a global level as multinational 

corporations (MNCs) integrate their business operations 

throughout the world. The report confirms that FDI 

transfer technology as well as fırın specific assets to 

host countries. Foreign investors from the US, Japan, 

the EU, and other countries penetrate global markets 

through FDI. Despite the dominance of market-seeking 

motives, foreign entities or foreign affıliates tum out 

to be more export-oriented than local firms. These 

investors have better access to intemational production 

and distribution networks (Makala, 2003). 

Assuming that FDI is beneficial to the host country, 
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