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ABSTRACT 

 

Foreign Direct Investments (FDI) are among the most important factors on country’s 

economy development. This, taking into consideration the economic recovery of countries in 

transition, as through the absorption of foreign investments, country can trigger the 

procession of many resources and of production capacities. Several different theories have 

been given from authors, as regards of the definition of investments. Rugman and Hodgetts 

said that Foreign Direct Investment is the oënership and control of foreign assets, ëhich 

implies the full or partial oënership of one company, in a foreign country. The role of 

investments is multidimensional. It covers inputting the foreign capital, increasing domestic 

products, increasing the rate of employability, simulation of competition, and so on, by 

impacting in this way on increasing the quality. FDI-s, also has an impact on increasing the 

efficiency of labour force, since transfer of ëork and technology from their mother country 

can be possible, as well as it can decrease trading rebalance, since they have a direct impact 

on increasing the export of Kosovo. Kosovo has an urgent need for improvement of the 

environment of doing business, as well as to attract foreign investments, as much as it 

possible, since during the recent years, the level of FDI-s has experienced a decrease and in 

order to reach the level of economic development of regional countries, Kosovo needs to 

increase the rate of economy groëth. Since local capital is not capable to respond toëard 

demands for investments, therefore, FDI-s are among key factors for the economic 

development and decrease of unemployment. Therefore, in this paper, the model for 

simulation and of elaborating the importance of FDI in the Irish Economy will be treated.  

 

Keywords: Investments, the Economic Development, Transition, Increase of Efficiency. 

 

INTRODUCTION 

 

Kosovo as a country in transition it belongs to underdeveloped countries therefore ranks 

among the poorest countries of Europe. Kosovo desperately needs foreign investments, as 

local capital is insufficient towards manufacturing and processing needs. Foreign Direct 

Investment, have a multidimensional role, because they are directly related to the production 

process, the introduction of foreign capital from one country to another, local product growth, 

employment growth and wage growth. FDI also affect in increasing the level of export, as 

well as establishing business connections to countries where they invest with international 

locations. The importance of foreign investments is even greater for countries in transition, 

because local capital is incapable to fulfill the needs of large economy investments in the 

process of transformation from a command economy to market economy. Since Kosovo 

possesses many natural resources such as: lignite, zinc, leaden, ferronickel, fertile agricultural 

land, as well as human resources with the workforce with new and cheaper in regions, where 

the population is young and motivated, according to Kosovo Statistical Agency, 70% are 

under 35 years old, then it’s immediate need of foreign investment attraction. 
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Concepts about investments 

 

It is necessary first to clarify the concept of investment. Investment often implies every 

expense for purchase, for example: a plot of land, value of existing letters etc. Actually, in 

these cases we are dealing only with financial transactions. And in strict economic terms, we 

have investment only when we create real new capital, so when adding the stock of tangible 

capital goods: machinery and equipment’s, buildings and additional inventory (the raw 

material, production in process, end-product). In the structure of investments the majorities 

constitute the machineries and equipment’s, while the smallest part it fits the inventory 

additions (Ahmet, Sulo, Dhori, & Stefan 2000).  

 

The notion of investment includes a wide spectrum of human activities. In this aspect, in 

broad terms investment it means commitment of funds in: real estate, letters with value and 

shares, manufacturing and service projects, studies and scientific research, technological 

development, perfecting technological processes, creating new products, the conquest of new 

markets and education of staff. Investments in the full sense of the word are the basic 

prerequisite to achieve development goals (Rifat, Fatlum, 2013). 

 

Physical capital, under a physical concept of capital as is operational power, the production 

capacity of the enterprise is based on, e.g. data units per day human capital: asset of skills and 

technical skills that possesses the power workers  of a country acquired through formal 

education (School) qualification or working. (Skenderi, 2010). In normal use it is appropriate 

that investment means buying a new or old asset by an individual or a corporation. 

Randomly, term can be limited to the purchase of an asset at bourse. But we talk in terms of 

pure investments, for example investing in a house, in a machine or in a stock goods finished 

or unfinished. Speaking in a broader term, new investment, distinctive from the reinvestment, 

it means the purchase of a capital asset of any type of income derived from. (Keynes, 2006). 

 

The importance of investment from abroad 

 

In today’s globalized world, economic growth and opening of new jobs in developing 

economies in transition, it depends on two main factors: FDI and development of Small and 

Medium Enrterprise (SME). FDI is the main source of foreign in developing countries. The 

Foreign Direct Investments can increase fixed capital formation and help to balance the 

payments. In a view UNCTAID, FDI has the potential to generate employment, increased 

productivity, transfer skills and new technology, enhance exports, and contribute to 

sustainable economic growth in developing countries. Foreign affiliates 64,000 transnational 

corporations generate 53 million jobs. However, developing countries attract foreign 

investment. According to UNCTAD, developing countries attracted 42% of global FDI flows 

in 2004 and increasing the level of their FDI was higher than before in developed countries. 

Economists argue about whether FDI causes growth, or economic growth  generates FDI. 

Constant, emerging from the academic debate is that FDI growth and economic growth tend 

to accompany each other. (OSCE). A capital investment that is owned and operated by a 

foreign entity is called foreign direct investment. Similarly, a German can buy shares in a 

corporation Portuguese (Means to buy a part of the corporate ownership). Portuguese 

corporations could use the proceeds from the sale of shares to build a new factory. An 

investment that is financed with foreign money but operated by domestic residents called 

foreign portfolio investment. In both cases, the Germans provide the necessary resources to 

fund capital increase in Portugal. This means that German savings used to fund investment 

Portuguese. When foreigners invest in a country, they do so because they expect to receive a 
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profit from their investment. BMW car factory increases Portuguese capital fund and thus 

increases the productivity of GDP in Portugal, now BMW Union takes a part of this 

additional income back to Germany in the form of profit. Similarly, when a German investor 

buys Portuguese shares, the investor has a right to a share of the profit that gets Portuguese 

corporations. Thus, investment from abroad does not have the same effect on all measures of 

economic prosperity. Remind that gross domestic product (GDP) measures the income earned 

domestically by residents from non-residents, while gross domestic product (GDP) measures 

the income obtained by residents of a country, inside and abroad the country. When BMW 

Union opened a factory in Portugal, part of the income that generates factories, added to the 

people who do not live in Portugal. As a result, foreign investment in Portugal increase the 

income in Portuguese (measured by GDP) less than it increases production in Portugal 

(measured in GDP). However, investment from abroad is a way for a country to grow. Even 

though some of the benefits of the investment return back to the country, this investment has 

grown the capital fund of the economy, resulting in greater productivity and higher salaries. 

Moreover, investment from abroad is one of the poorest countries to learn modern technology 

created and used in richer countries. For these reasons, many economists who advise 

governments in less developed countries, advocate policies that encourage investment from 

abroad. Often this means removing restrictions that governments have placed on foreign 

ownership of domestic capital. An organization that seeks to encourage the flow of capital to 

poor countries is the World Bank. This international organization provides funds from 

countries of the world most advanced industries and use these resources to provide loans of 

less developed countries, in order for them to invest in roads, planting's system, schools and 

other types of capital. It also offers advice on how countries can use in better way the World 

Bank, together with its sister organization; the International Monetary Fund was established 

after World War II.  

 

One War lesson that leads to the desperate situation in political turmoil, international tensions 

and military conflict. So each country has an interest in promoting economic progress in the 

entire world. World Bank and International Monetary Fund aim to achieve this overall 

objective. (Mankiw & Taylor, 2013). Miracle of the Irish economy, Ireland is one of the most 

significant example of a country where FDI has been promoted by a strong business climate 

and investment and which has had a major impact. In the 1970s and 80s was a mass 

migration by Irish workers to the United States and other countries, due to high 

unemployment and weak economic growth. In the mid-1980s, Ireland faced an 

unemployment rate around 20% and the highest level of per capita debt in the world. GDP 

per capita was only 63% of its neighbor, Great Britain. In the 1990s, Ireland underwent a 

startling economic transformation and became one of Europe's richest countries per capita, 

ranking third behind Norway and Switzerland. Ireland's proximity to the United States, 

English-speaking population and membership in the European Union have contributed to 

economic growth over the past 15 years. But what makes it special case of Ireland is that 

without an industrial base or significant natural resources, Ireland decided to use domestic 

advantages by developing an excellent business climate and through intelligent policy. 

Ireland is consistently rated among the first in the world in terms of international indexes on 

"openness to foreign investment", "globalization" and "ease of doing business" (OSCE). 

 

Benefits from investments 

 

According to the Rikardian logics, a greater involvement in international labor division 

should bring specialization production apparatus and decrease production costs and prices. 

Furthermore, the openings of foreign markets enables national producers through the 
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dimension effect realize scale economy for both internal and external. Moreover, the opening 

of borders in principle allows a competition effect. National enterprises cannot be protected 

by their government or private or public monopoly oligopoly. 

 

B. Balassa has shown that the Common Market beginnings were followed quickly with the 

specialization of production apparatus. This specialization was more between branches, 

Means that inter-community exchanges developed a relatively homogeneous products 

derived divided comparable production processes that corresponds with what B. Lassudrie- 

Duchene (1971) calls the "trade likeness". Enterprises benefited from the expansion of the 

market to offer customers a wider range of products, as in the case of the automobile, in order 

to respond "to a request for difference" situations characteristic of the market in monopolistic 

competition. This phenomenon is characteristic of economic integration of countries related 

to the development and funding level factorial. In this case, the benefits in good, following 

growth markets are important for more from the fact that limited welfare losses due to 

adjustments caused displacement of labor or capital from one branch to another. This 

phenomenon shows the economic dynamism of the six recognized Europe to the 

implementation of the Customs Union but also in the first wave of its expansion. This 

dynamism then shared with the acceding countries. The example of the entry of Spain and 

Ireland best expresses this mechanism by value. 

 

Table 1. The importance of the Inter-branch trade in some EU countries (as % of total 

manufacturing exchanges) 

 1970 1980 1990 2000 

Germany 70 75 79 82 

Belgium 77 86 83 90 

Spain 43 69 75 82 

France 53 65 79 91 

Italy 70 61 67 71 
Source: OECD 

 

Completely different is the situation when the opening of borders associated with countries 

that have different economic development and different factorial or funds. In this case 

specialization means the Inter-branch exchanges. Less developed countries initially specialize 

in traditional branches or value-added weaker, textiles, agricultural products. Changes in 

specialization can affect entire branch, which leads to significant redistribution of resources 

in the integrated space. (Letessies, Silvano, Soin, 2009) 

 

Kosovo's economy and investments 

 

Kosovo has a young and dynamic economy. Its base is transformed from a centralized 

economy and orchestrated in an open market economy, which is its deep transformation has 

experienced since 1999 with the liberation of Kosovo from Serbia. Situated in Southeastern 

Europe Kosovo's economy has become part of the economic integration of the region, which 

provide market expansion opportunities in a very wide space. Aim in itself already is 

increasing the competitiveness of the economy by increasing export capacity to reduce the 

trade deficit that Kosovo currently has. As an important place for the development of Kosovo 

business provides a range of comparative advantages as young population and very well 

qualified, with its average age which is very young, natural resources, favorable climatic 

conditions, new infrastructure, fiscal and tax policy lower tax in the region, the geographical 
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position in the regional market access to CEFTA and in the European Union. Kosovo unless 

it is a member of CEFTA, in June of this year also has joined the IMF (International 

Monetary Fund) and WB (World Bank) and other mechanisms aspires to powerful economic 

and financial as EBRD and the Bank for Development the council of Europe CEB. Kosovo 

during the month of June 2013 was accepted as a full member of the CEB. This bank is an 

autonomous branch of the Council of Europe. It aspires to other mechanisms of financial and 

economic powerful World Trade Organization WTO etc. Some of the benefits when 

investing in Kosovo are: low taxes, rich resources and supportive business environment. 

 

Taxes in Kosovo are very low compared to neighboring countries, the tax system is kept 

extremely simple, young - population and motivated, 70% under the age of 35. A new force 

and motivated workforce and soul strong entrepreneurial skills and also general knowledge of 

most European languages, enviable natural resources: coal, zinc, lead and fertile agricultural 

land. Free access to the European Union market and neighboring markets, modern institutions 

in support of businesses, simple procedure and quick business registration (within 3 days). 

Secure banking system, the modern legal structure and in accordance with the EU and 

Kosovo's official currency is the Euro, which eliminates the risk of Euro-zones. After its 

independence, Kosovo has made great progress in many areas of its development as in: 

increased political stability, increase the level of security, the economy continued stable 

growth, supplementing the legislation etc. It has become an important part of regional 

cooperation initiatives, through which it is achieved the creation of a regional common 

market, the elimination of customs tariffs, eliminate trade barriers and open new perspectives. 

Kosovo institutions have worked and continue to work with fast steps in meeting the 

standards required for European Union membership. It is created a stable macroeconomic 

environment, stable financial system, reforms have been made in fiscal policy in the 

application of lower tax rates in the region. Among the important objectives of our country 

has set itself is the increasing competitiveness of the domestic economy in the regional 

market. Progress in the establishment of modern infrastructure, both within Kosovo and also 

the connection with the region, it is worth noting here the link with Albania through the 

highway constructed and commitments of Albania in a not too distant future to construct the 

railway line connecting these two countries. Soon will start the construction of the highways 

which connect Kosovo with Albania, Macedonia and Serbia, construction of which presents 

very favorable opportunities for foreign investors. Our country offers great opportunities for 

investment in other sectors such as: agriculture, energy, viticulture, tourism, extraction and 

processing of metals, etc. Business registration system in Kosovo is another important factor 

in the growth of investment incentives, with processed and fast simplified registration of new 

businesses for a short time. All these point to Kosovo as very attractive investment 

opportunities for each investor to different sectors, where privatization and concession grant 

large public companies such as the Post and Telecom of Kosovo and the Distribution System 

Electricity as well as investment in green fields in which very favorable opportunity in 

providing physical infrastructure provide industrial parks. Our country offers great 

opportunities for investment in other sectors such as: agriculture, energy, viticulture, tourism, 

extraction and processing of metals, etc. Business registration system in Kosovo is another 

important factor in the growth of investment incentives, with processed and fast simplified 

registration of new businesses for a short time. (MFA)                                 

 

CONCLUSION 

 

Every modern economy needs investment, especially foreign investment, as are the main 

generator of economic growth and development. Foreign investments are promoters of 
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economic development, especially in transition countries such as Kosovo, which owns 

numerous resources, that almost a part of them are still underutilized due to lack of capital 

and financial resources to introduce. Therefore, the Government of Kosovo should be a 

priority for attracting investment and creating favorable policies for the business climate. 

Increased foreign direct investment can be directly affect the efficiency and output growth of 

government, doing so FDI, to be the main mechanism of economic growth. Investments are 

factors favoring long-term economic development, rather than receiving loans, grants or any 

type subsidies. Investments have shown results in many developed countries and those that 

were in the process of development, thus affecting the rate of employment decline and 

poverty, by doing so and stimulate economic and political liberalization. 
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