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ASSESSMENT OF COUNTRIES
INTERNATIONAL INVESTMENT
ACTIVITY IN THE CONTEXT OF
ENSURING ECONOMIC SECURITY

Abstract

For the vast majority of countries, creating a favorable investment environment, which
determines the possibility of attracting foreign capital, is a prerequisite for economic
growth, addressing issues of national interests and a sufficient level of economic se-
curity. The presented article aims to assess the development of international invest-
ment activities to ensure countries’ investment security as components of economic
security. Using multidimensional evaluation methods, construction of complex indi-
cators, methods of statistical grouping, measurement of stochastic relationships, the
integrated level of investment security of Central and Eastern European countries is
determined. The assessment results showed that such countries as Estonia, the Czech
Republic, Latvia, Poland, Hungary, and Romania have the highest level of investment
security and are among the countries that have strengthened their investment secu-
rity positions over the period. The countries’ evaluation shows that 46% of the coun-
tries surveyed were classified as countries with a safe level of investment development.
According to the results of correlation analysis, it was determined that the Investment
Security Index is more correlated with the state of the investment climate of the coun-
try; in the group of Central and Eastern European countries, there is a close correlation
with the level of investment attractiveness, which means that for these countries, mac-
roeconomic stability and stable dynamics of socio-economic growth are the factors
determining investment opportunities. The obtained results should be considered to
identify the basic risks of the investment environment.

Keywords investment, security, attractiveness, climate, Investment
Security Index, integrated indicator

JEL Classification F21, F52

INTRODUCTION

In contemporary conditions of world economic development, the
rapid growth of foreign investment turned out to be the most im-
portant factor and simultaneously resulted from globalization and
strengthening of integration. Almost all sectors and fields of the
economy have a real need for a significant amount of investment
resources; so many countries’ development depends directly on
global flows of foreign direct investment. For countries with in-
sufficient amount of investment sources, it is preferable to attract
foreign investment, which becomes a prerequisite for economic
growth and solving many social and economic problems, particu-
larly securing national interests and a high level of economic secu-
rity. Thus, the formation of favorable investment climate, increased
investment process, and attractiveness of individual sectors and
territories are the main determinants that create the conditions
for providing the country with investment resources. Accordingly,
their assessment and monitoring are relevant in terms of forming a
favorable and safe investment environment.

http://dx.doi.org/10.21511/ppm.18(4).2020.07
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The study’s main purpose is to determine the directions of international investment activities develop-
ment in the world in terms of investment security.

The objectives of the study are:

o identification of trends and patterns of international investment activities development;

« research of the essence and specific features of the “investment security of the country” concept,
which determines the features of its level assessment;

o development of tools for quantitative assessment and analysis of the investment security level, which
is mainly based on the multidimensional evaluation methodology;

o development of integrated Investment Security Index, substantiation of its structure and features
of calculation;

« assessment of the countries investment security level, in particular a sample of Central and Eastern
European countries, using the proposed methodological tools;

o identification of factors that influence the formation of the countries investment security level and
allow to determine the risks of the investment component of security.

The structure of the study is presented in the following sections. Section 1 contains a descriptive analy-
sis of the relevant literature on the development of investment processes, investment attractiveness, and
the formation of the investment climate regarding socio-economic development and competitiveness.
It also comprises a comparative assessment of international rankings, which consider a system of fac-
tors related to the formation of countries” investment attractiveness and their positions in the global
economic environment. Section 2 contains the methodological tools for assessing the level of the invest-
ment component of economic security. Section 3 is devoted to the assessment of trends and patterns
of international investment processes development, contains the results of integrated investment secu-
rity indices calculations by sample of countries (109 countries), determination of Central and Eastern
European countries’ positions by the level of investment security, results of grouping the countries by
investment security level, assessment of factors influencing the investment security level. The last sec-

tion contains conclusions based on the results of the calculations.

1. LITERATURE REVIEW

The development of international investment ac-
tivity has been studied for many decades by sci-
entists around the world. Bailey (2005) provides
an overview of financial markets, focusing on in-
vestment’s main economic principles. Molyneux
and Valdez (2013), in their work “Introduction to
global financial markets,” comprehensively in-
vestigated commercial and investment processes,
particularly those on the markets of the develop-
ing countries. They also analyzed the factors and
consequences of modern global financial crises.

The impact of foreign direct investment on inte-
gration processes in Central and Eastern Europe
and key factors (market size, labor cost, trade lib-
eralization) that are important for attracting FDI
to the region, were studied in the work of Giinther
and Kristalova (2016). Labaye et al. (2013) stud-
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ied the role of investment in the post-crisis re-
covery of the economies of Central and Eastern
Europe; grounded the need to develop a strate-
gy that would expand high-value exports, stim-
ulate productivity in the domestic sector, revive
foreign direct investment, and increase domestic
savings.

The analysis of the impact of the economic cri-
sis on the flow of foreign direct investment in
Central and Eastern Europe is also paid attention
to in the works of researchers from the Wroclaw
University of Economics and Business (Stawicka,
2015). Various analytical approaches to assessing
the investment gap in CEEC countries over the
past twenty years have been used by Bubbico et al.
(2017). Kornecki (2011) focused on Polish leader-
ship in FDI flows among CEEC. Popescu (2014)
studied the main trends in research on the FDI
role in economic growth, the impact of tax poli-
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cy on direct investment, and the determinants of
foreign direct investment inflows in the Central
and Eastern European region. Kalotay and Hunya
(2000) studied the correlation between privatiza-
tion processes and the inflow of foreign direct in-
vestment. The issue of risks impeding the devel-
opment of the investment environment and local
capital market and opportunities for investors
in Central and Eastern Europe was raised in the
works of Silvestri (2019) and Ash (2017).

Previous research by the authors aimed at iden-
tifying the current priorities of innovative coun-
tries’ development strategies confirmed that at-
tracting foreign investment in all its forms and
investing in human capital is a prerequisite for
economic growth and improving the competi-
tiveness of countries (Bezzubchenko et al., 2019).
Further research continues the scientific search
in the context of the investment component im-
pact on the level of economic security of the re-
gion, in particular the region of Central and
Eastern Europe.

The attractiveness of a country for foreign investors
is determined by the state of investment climate,
common trends in socio-economic and political
development, level of its competitiveness, and over-
all image of a country in the global environment. In
the research of these features, the most significant
points are the key international ratings based on the
calculation of integrated indices, which in different
aspects reflect the level of investment attractive-
ness of countries. Among such indexes, the most
popular are the Doing Business Index, Corruption
Perceptions Index, Global Competitiveness Index,
and Human Development Index.

Ease of Doing Business Index (DBI) is grouped in-
to 10 categories, i.e., business registration, obtain-
ing a construction permit, connecting to the elec-
tricity grid, property registration, lending, minor-
ity investors’ protection, taxation, international
trade, ensuring the execution of contracts, and re-
solving insolvency issues. According to the World
Bank experts’ average estimates, one rating point
on the ease of DBI brings the state about USD 500-
600 million of investments (World Bank, 2019a).

Corruption Perceptions Index (CPI), according
to which an annual ranking of countries in the
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world is compiled by Transparency International
since 1995. Countries in the ranking are or-
dered by the level of corruption, which is based
on entrepreneurs and analysts’ estimates. In
2012, Transparency International revised the
methodology for building the index to compare
the current and previous year’s estimates. CPI
2018 is calculated based on 13 surveys and ex-
pert assessments on public sector corruption in
180 countries, from 0 (very corrupt) to 100 (no
corruption) (Transparency International, 2019).

Economic Freedom Index (EFI) measures gov-
ernment policies and economic conditions
in 186 countries. Since 1995, the Heritage
Foundation has annually been tracking the pro-
gress of economic freedoms around the world.
EFI focuses on four key aspects of the econom-
ic environment and measures 12 specific com-
ponents of economic freedom, i.e., rule of law
(property rights, government integrity, judi-
cial efficiency); government size (government
spending, tax burden, fiscal health); regulato-
ry efficiency (business freedom, labor freedom,
monetary freedom); open markets (trade free-
dom, investment freedom, financial freedom)
(Heritage Foundation, 2019).

Global Competitiveness Index (GCI), accord-
ing to which an annual ranking of countries
in the world has been compiled by the World
Economic Forum since 1995. The index con-
sists of 12 subindexes, which are divided into
4 groups: enabling environment (institutions,
infrastructure, ICT adoption, macroeconomic
stability); human capital (health skills); mar-
kets (product market, labor market, the finan-
cial system, market size); innovation ecosystem
(business dynamism and innovation capability)
(World Economic Forum, 2018).

Human Development Index (HDI) is an index
for comparative assessment of poverty, literacy,
education, life expectancy, health, social secu-
rity, longevity, ecology, crime level, and human
rights adherence. The index was developed in
1990 and has been used since 1993 by the UN in
annual reports (UNDP, 2018).

The rating positions of CEEC, according to these
indexes, are demonstrated in Table 1.

http://dx.doi.org/10.21511/ppm.18(4).2020.07



Table 1. Central and Eastern European countries’
ranks by indexes

Source: Authors’ compilation based on the international organizations’
reports from World Bank (20193, b), Transparency International (2019),
Heritage Foundation (2019), World Economic Forum (2018), United Nations
Development Program (UNDP) (2018).

Country CPI DBI EFI GCI | HDI
Albania P97 76 i 69
‘Bulgaria | 75 51 52
Croata | 59 | Sl 8 68 45
Eéiihbnc 39 30 23 29 26
. TR AT S
olan 37 3
Romamia 6L . 45 &2 S 8
Repablic “
“Slovenia 35 24
Estonia . 20 . 15 32 30
R R R S S »
Lithuania a0 | 34
Belarus | 69 38 104 - 50
E:;Zifa”ﬁon 136 35 98 43 49
T e 7 v S
R R
2. METHODS

To determine the level of investment security of
the world’s countries, the study proposes a meth-
odological approach for assessing the economic
security investment component, which involves
the implementation of the following stages:

o to define the essence and structure of the inte-
grated Investment Security Index;

« toformasample of countries according to which
the analysis and evaluation will be carried out;

o to form a system of input parameters accord-
ing to a sample of countries for a certain peri-
od of retrospection;

o to choose a method for standardizing input
parameters to bring them to a comparative
form and include them in the corresponding
integral indexes;

o to determine the weight of individual param-

eters and select the aggregation form for the
source index;

http://dx.doi.org/10.21511/ppm.18(4).2020.07
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to assess and analyze the world’s countries by
the level of investment security;

o todetermine the features and patterns of coun-
tries’ development from the position of form-
ing a sufficient level of investment security;

o todetermine the limit values of indexes, which
enables them to be used as criteria for safety or
danger zones.

Based on the conducted research, it is established
that investment security as one of the components
of the country’s economic security is a complex
characteristic that determines:

o first, the ability of the national economic sys-
tem to attract, accumulate and maintain suffi-
cient investment resources;

« second, the ability of the national economic
system to effectively use the attracted invest-
ment resources to ensure sustainable econom-
ic growth and a high level of the country’s
competitiveness;

o third, the level of independence and self-suf-
ficiency of the national economic system ac-
cording to which social and economic stabili-
ty is ensured, technological modernization of
the economy takes place, and living standards
and well-being of the population are ensured.

Thus, the definition of investment security as the
achieved cumulative level of domestic and foreign
investments, on the one hand, and the state in which
the optimal level of national and foreign investment
is achieved for the economy, determines the features
of assessing the level of investment security.

With this in mind, an integrated assessment of
an investment security level is proposed, which is
quantitatively expressed by an index with the fol-
lowing structure (Table 2).

Thus, it is proposed to distinguish in the structure
of the integrated Investment Security Index three
components-sub-indexes, each of which expresses
certain features and is characterized by a separate
set of indicators. A system of indicators that form
sub-indices, including both complex indicators
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(ratings) and individual quantitative individual
parameters, characterize the features of countries’
investment development and patterns of macro-
economic dynamics. The main requirement for
individual parameters is not an absolute form of
measurement but a relative expression through
time comparisons (relative values of dynamics) or
spatial relationships (relative values of comparison
or intensity), which enables to take into account
the size of the national economic system and con-
duct a comparative analysis of their development
in terms of trends and patterns of formation of the
investment security level.

Thus, while developing the integrated Investment
Security Index, the following subindices were
identified: Investment climate (S1), Investment at-
tractiveness (S2), and Investment activity (S3).

Table 2. Investment Security Index

Source: Authors’ development.

. . Type of
Subindexes : Indicators inz?cator
. ) :  Disincentive
Ease of Doing Business Index (I, ): D)
i Corruption Perceptions Index ! Incentive ()

Subindex 1. (I 1z),m . JESS
Investment  ; Index of Economic Freedom (1 . Incentive (I)
climate (S1) | Global Competitiveness Index )
H i Incentive (I)
() .
Humanulf_?evelopmgnt Index (1 1 In.c"gr).t.i\./‘g”(!)w"
Ease of Doing Business Index (I,,,). _Incentive (1)
GDPgrowth, % (l,)  °  Incentive ()
GDP per capita, USD (I;,,)) @ Incentive ()
Subindex 2. Inflation rate, % (l,,) |sm(cDe)nt|ve
Investment
attractiveness :  Unemployment rate, % (Is,,) Disincentive
(52) : S TN ) B
i Incentive (1)/
Export, % of GDP (I,.) Disincentive
R -
i Incentive (1)/
FDI, % of GDP (l,,) i Disincentive
S T ) R
Subindex 3. Gross capital formation, % of Incentive (1)
Investment o GDP () S T
i FDIL 9 i ion |
activity (S3) § FDI, % of gross capital formation . Incentive (1)

R .
Domestic to FDI ratio (I,,)
FDI, % of world FDI (I,.)

Incentive (1)

Incentive (I)

The country’s investment attractiveness and the
level of investment activity of the subjects are re-
lated to the level of favorability of the investment
climate and are more indicative as characteristics
(factors) of investment security.
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The investment climate is a subindex that includes
assessing the most influential indexes and ratings
of countries. Each of the mentioned indexes has its
main focus, particularly on reflecting the state of af-
fairs regarding property rights and their manage-
ment, ease of opening and running a business, out-
sourcing attractiveness, investment potential, overall
competitiveness, etc. Therefore, each of them does
not fully disclose the country’s investment climate
by itself, but they complement each other and give a
comprehensive image of the overall level of quality of
the investment climate as a complex category.

Investment attractiveness is a subindex consist-
ing of estimates of the most important macroe-
conomic indicators for investors that characterize
the trends in economic development, namely the
growth rate of GDP; GDP per capita; level of infla-
tion; unemployment rate; share of exports in GDP.

Investment activity is a sub-index that characteriz-
es the intensity of investment activity in the coun-
try. It includes relative indicators that consider the
level of attraction of external investment resourc-
es and the development of domestic investment
over a certain period. It includes the share of for-
eign direct investment in GDP, the share of gross
capital accumulation in the economy in GDP, the
share of foreign direct investment in gross capi-
tal accumulation, and the ratio between domestic
and foreign investment.

The study formed a sample of 170 countries eval-
uated according to 14 parameters for the period
2008-2018 (taken into account in 2008, 2010, 2012,
2014, 2016, and 2018). Observations amounted to
14280 units. The main sources of statistical infor-
mation are UNCTADStat (UNCTADStat, 2019)
and the World Bank Open Data (World Bank,
2019b). Considering the lack of data on individual
parameters for some countries of the world (they
were excluded from the sample), the sample pop-
ulation for which the corresponding integral esti-
mates were calculated equaled 109 countries.

At the stage of selecting the method for standard-
izing parameters, z-standardization (or z-scores)
was selected. For each indicator x; (i - indicator,
j - country), the average across countries Xx;, , and
the standard deviation across countries o, are
calculated.

http://dx.doi.org/10.21511/ppm.18(4).2020.07
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©)

@

In the research, the most widespread method of
linear aggregation that means the summation of
weighted and normalized individual indicators
was applied:

IST = S1°% + §2°% 4+ 8§33, 3)
SU=Ig+ I + I + G, + IG5, (@)
S2=10 +105 +135,+105, +1%, (5
S3=00, + 10 + 10 + 105, +105%.  (6)

Based on the methodological provisions men-
tioned above, appropriate calculations and analy-
sis of the countries’ development were carried out,
in particular the countries of Central and Eastern
Europe (CEEC), which, following the internation-
al practice of classifications in terms of the in-
vestment component of security, include Albania,
Bulgaria, Croatia, Czech Republic, Hungary,
Poland, Romania, the Slovak Republic, Slovenia,
Estonia, Latvia, Lithuania, Belarus, Russian
Federation, Ukraine, Republic of Moldova.

3. RESULTS
AND DISCUSSION

3.1. Assessment of trends and
patterns of international
investment processes
development

First of all, it should be noted that the dynamics
and structure of global investment flows are un-
dulating, which is due to the uneven cyclical devel-
opment of the world economic system. Since the
early 1970s and in 2018, global investment flows
have undergone one upward trend: from the ear-
ly 1990s to 2007, and two downward trends: from
the early 1990s to the present time. Thus, in 2015-

http://dx.doi.org/10.21511/ppm.18(4).2020.07

2016, there was a slight recovery in global FDI, but
this trend was unstable due to an increase in glob-
al political instability, military conflicts in sever-
al countries, and lack of a clear understanding of
trends in the further development of the world
economy. In 2018, global foreign direct invest-
ment totaled USD 1.29 trillion, which is 13% less
than in 2017 (USD 1.43 trillion) and 30.5% lower
than in 2016 (USD 1.87 trillion). To a large extent,
this decline is because in the past three years, mul-
tinational companies in the United States have
dramatically increased the volume of repatriation
of profits accumulated abroad and a decrease in
the cost of cross-border mergers and acquisitions
and corporate restructuring.

Of particular interest is the dynamics of the dis-
tribution of FDI inflows and outflows in a coun-
try group by the level of economic development.
It should be noted that the share of FDI in differ-
ent groups of countries is characterized by certain
changes that occurred after the financial and eco-
nomic crisis of 2007. Thus, in 2018, almost half
(54%) of global FDI fell on developing countries,
43% - developed countries, and 2.6% belonged to
countries with economies in transition.

Analyzing the trend of FDI development in indi-
vidual countries, it should be noted that the inter-
est of investors in developing countries is grow-
ing from year to year. Thus, in 2014, FDI flows to
these countries exceeded foreign capital flows to
developed countries for the first time in the world
economy’s history. This is largely because this
group of countries could successfully counteract
the impact of unfavorable conditions of the world
economy in the post-crisis period and increased
competition between these countries for attract-
ing foreign capital. In 2018, FDI inflows remained
stable at USD 706 billion. The increase was only
2% compared to the previous year in 2017, which
means a gradual recovery in FDI inflows after fall-
ing by 14% to USD 646 billion in 2016. The most
popular among investors is the countries of East
Asia, namely China and India, which have a huge
economic potential and are the most attractive for
investment.

As for developed countries, it should be noted that

over the past 10 years, FDI inflows to these coun-
tries decreased by 27% and in 2018 reached the
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lowest level (USD 557 billion) after the global fi-
nancial and economic crisis. It should also be not-
ed that after 2015-2016, the trend of FDI growth
changed dramatically when the annual inflow of
investment exceeded USD 1 trillion. This situation
was caused by a significant decrease in investment
flows to Europe by 73% to only USD 100 billion in
the United States (-18%), there was also a reduc-
tion in investment to USD 226 billion.

In countries with economies in transition, direct
investment inflows continued to decline in 2018 to
USD 34 billion., which was USD 34 billion less than
in 2017. This is one of the lowest figures in the past
10 years and almost 50% lower than in 2016 (USD
64 billion). This decline can be explained primarily
by the geopolitical situation’s uncertainty and insuf-
ficient investment activity in the natural resources
sector. Also, the decline in FDI flows to countries in
transition resulted from a sharp drop in investment
inflows in the Russian Federation, which was only
50% compared to 2017. The reduction in investment
affected most of the CIS countries.

Despite the global trend in recent years to re-
duce financial investments, FDI is carried out in
Central and Eastern Europe, for which the prob-
lem of attracting foreign capital is quite relevant.
The determining factor in the dynamics of FDI
in these countries is the rapid demonstration of
the economy’s openness, the liberalization of the
regulatory system, and the high rate of market
transformation of the economy. It should be noted
that the inflow of FDI to CEE countries is unsta-
ble and is subject to the influence of geopolitical
factors and changes in the situation on the world
markets. Thus, after the global financial crisis, FDI
flows to these countries gradually increased until
2013 (USD 79.2 billion), but they failed to reach
the pre-crisis level of USD 155.5 billion. From 2013
to the present time, the amount of accumulated
FDI has decreased by 24% due to the instability
of economic growth in the EU countries. In 2018,
the share of this region in the global volume of at-
tracted direct investment amounted to 4.6%, i.e.,
USD 60.12 billion, which is 14% (USD 9.20 billion)
lower than the figure of 2017 and 18% (USD 14.03
billion) lower than the figure of 2016. This capital
is largely concentrated in four countries: Poland
(USD 11.47 billion or 19%), Hungary (USD 6.38
billion or 10.6%), Russia (USD 13.32 billion or
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22%), and the Czech Republic (USD 9.48 billion
or 15.8%). It accounts for about three-quarters of
the total volume of foreign direct investment in
Central and Eastern Europe.

Thus, the intensity of investment flows in the coun-
tries of Central and Eastern Europe is quite low.
The region’s potential for attracting foreign invest-
ment remains largely untapped. Considering this,
the main task should be to create a stimulating in-
vestment climate to increase the interest of foreign
investors in investing in the real economy, but at
the same time, serious attention should be paid to
ensuring national security. All this will contribute
to the effective investment and innovation devel-
opment of the countries of this region.

3.2. Assessment of the economic
security investment component

Using the proposed tools, assessing the integrated
investment security indexes for the sample coun-
tries was carried out. Table 3 shows the estimates
for CEEC. Estonia 0.678, Czech Republic 0.643,
Latvia 0.602 are at the highest level; Ukraine
0.394, Moldova 0.444, Russia, and Albania 0.465
have the lowest ratings. Regarding the dynamics
of investment security indexes, countries can be
divided into two groups: those that have strength-
ened their positions on investment security (ISI
increased over the period 2008-2018), and those
whose level of investment security has deteriorat-
ed (ISI decreased over the period 2008-2018).

Thus, in the first group of countries, there is
the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland and Romania, while the growth
rates for countries differ significantly. Thus, Latvia
(12.3%), Estonia (9.2%), and Poland (8.4%) showed
the highest growth rate for 2008-2018. Hungary
(4.8%) and Romania (2.9%) demonstrated mod-
erate growth rates. Insignificant growth is typical
for the Czech Republic and Lithuania (0.8% each).
The second group of countries includes Albania,
Bulgaria, Croatia, Moldova, Russia, Slovakia,
Slovenia, and Ukraine. Ukraine (-26.1%), Moldova
(-13.1%), Russia (-8.8%), and Croatia (~7.5%)
turned out to have the highest rates of decline in
investment security indexes. Moderate rates of
decline are typical for Slovenia (-5.5%), Slovakia
(-4.9%), Bulgaria (-2.8%), and Albania (-1.7%).

http://dx.doi.org/10.21511/ppm.18(4).2020.07
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Table 3. Investment security indexes of the of CEEC in 2008-2018

Source: Authors’ calculations.

Investment Security Index

Growth rate, %

CEEC 2010 2012 2014 2018 2018-2008

Albania o . 0.460 0433 | 0435 | 17
Bu|gana 0479 o o . B
Croatia ‘ 0462 0460 = 0453 -75
b . o e e
Estonia : . : 0.594 0.629 : 9.2
Hungary 0510 P . e
Latvia . 0.497 0.548 123

Lithuania . 0.533 0.556 0.8

Moldova 0.429 -13.1

Poland

Romania
Russia : .
Slovakia : . :

Slovenia .

Ukraine

8

Table 4 shows the positions of Central and Eastern
European countries in the ranking of countries in
the world according to the integrated Investment
Security Index and its components.

Thus, among the countries of Central and
Eastern Europe, Estonia (8" position, which
is 20 points higher than in 2008) was ranked
among the top-10 countries in terms of in-
vestment security; top-50 countries included
Slovenia (30" position, which is 9 points lower
than in 2008), Poland (32" position, which is 13
points higher than in 2008), Lithuania (33rd po-
sition), Hungary (36" position, which is 7 points
higher than in 2008), Slovakia (37" position,
which is 7 points lower, which is 6 points lower
than in 2008). The lowest positions were taken
by Ukraine (91% position in 2018 compared to
50" in 2008) and Moldova (73" position in 2018
compared to 57" in 2008).

According to the subindexes, the best position is
for Estonia, according to Subindex 1. Investment
climate (17" place), Hungary and Slovenia, ac-
cording to Subindex 2. Investment attractiveness
(8™ and 9™ places), and both Estonia and Russia,
according to Subindex 3. Investment activity (35
and 41* places).
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The calculated indexes were used as indicators of
danger in the aspect of investment processes devel-
opment. Namely, the Investment Security Index’s
average level was calculated (0.52 in 2018), which
enabled to divide countries into two groups (with
a relatively safe and dangerous level of the invest-
ment component of security). As a result of cal-
culating the standard deviation of the Investment
Security Index (0.12 in 2018) and the Student’s
criterion, borderlines were determined to identi-
fy countries with an optimal level of investment
development and a critically dangerous one. The
distribution results are shown in Table 5.

Thus, among the countries studied, 46% are char-
acterized by ISI values above the global aver-
age, which made it possible for them to be clas-
sified as countries with a safe level of investment
development, among which Singapore and the
Netherlands have ISI scores above 0.75, which ena-
bled them to be characterized as countries with an
optimal level of investment security. 54% of coun-
tries are in the group with a dangerous level (ISI
below the global average), of which two countries
have a fatal level of danger. The countries in this
group are mainly developing countries. As for the
countries in Central and Eastern Europe, 10 coun-
tries that are developed countries and are mem-
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Table 4. Positions of CEEC in the rating of countries according to the level of the investment
component of security

Source: Authors’ calculations.

Subindex 1. Subindex 2. Subindex 3. . Investment Security
Countries Investment climate | Investment attractiveness ;| Investment activity | Index
2008 & 2018 = 2008 2018 . 2008 2018 2008 : 2018
68 63 82 f 90 ©o28 43 fo67 89
53 59 69 67 38 72 51
00T ™ T T N N S T I
B T T ET LS S - S N
38 40 44 8 68 75 43
7R N /SN R S S I N
B 40 2 .89 .00 36
ST 39 i 46 .20 8O ST
Poland 8O 36 C I 16 o 86 B4
52 42 43 37 33 65 47
0 T S TH T
T 2 L B N R 2 N N N
31 31 10 9 49 93 21
S0 J0 N S S S Y T S/ TN T T
(T;é)iz)countries Nz:/g;epacl)a:id Silr:ZLapnc?re Sincghe;;j)re Thes;\TegtahF:ec;Irsnds
Denmark ; The Netherlands ; Mozambique ; Ireland

bers of the EU are characterized by a relatively According to the study results, Ukraine has the
safe level of investment development, 5 countries, lowest rating of the Investment Security Index
of which only Croatia is a developed EU country, among CEEC, even in the group of countries with
and other countries are countries with econo- adangerous level of investment development. This
mies in transition and characterized by a relative- means that in the short and medium term, with-
ly dangerous level of development of investment out the introduction of urgent effective meas-
processes. ures to improve the country’s investment status,

Table 5. Distribution of countries by level of investment security

Source: Authors’ calculations.

Investment Security : .
y : Number/share : Countries i ISI mean
Index
Optimal )
(si>o7s) o A8 Sineapore thelemernds R ,‘ e

United Arab Emirates, Iceland, Norway, Austria, Canada, United States,

H i Denmark, New Zealand, Japan, Belgium, Cyprus, Israel, Luxembourg, Finland,
Safe 48/44.1 Malaysia, Bahrain, France, Georgia, China, Chile, Oman, Thailand, Panama,
(0.52 < ISI<0.75) : ’ ¢ Kuwait, Saudi Arabia, Spain, Mongolia, Portugal, Mauritius, Kazakhstan,
Vietnam

CEEC: Estonia, Czech Republic, Slovenia, Latvia, Poland, Hungary, Slovakia,

0.62

Philippines, Sri Lanka, Costa Rica, Colombia, Armenia, Cambodia, Dominican

i Republic, Jamaica, Nepal, Kyrgyzstan, Ethiopia, Mozambique, Trinidad and
iTobago, Morocco, Bangladesh, Ghana, Jordan, Greece, Zambia, Honduras,

‘ Paraguay, El Salvador, Senegal, South Africa, Algeria, Cote d’Ivoire, Nicaragua,
Mauritania, Tajikistan, Namibia, Pakistan, Guatemala, Egypt, Argentina, Brazil,
: Kenya, Cameroon, Chad, Mali, Lesotho, Nigeria, Malawi, Zimbabwe

Dangerous

(0.28<1S1<0.52) 0.43

57/52.3

Burundi, Venezuela
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Ukraine will not increase the level of investment
for full-fledged economic growth. In 2018 com-
pared to 2008, Ukraine fell by 13 positions. This
was facilitated by a significant drop in GDP, high
inflation, low sovereign credit rating, unsettled
business conditions, high level of corruption, in-
stability of the military-political situation, etc.

It should be noted that the more the ISI value ap-
proaches 1, the higher the country’s ability to ac-
cumulate and rationally use investment resources,
which determines its ability to increase the level of
its scientific, technical, and intellectual potential,
implement expanded reproduction of fixed capital,
maintain economic competitiveness and guaranteed
GDP growth at the level of socio-economic develop-
ment and international cooperation, create strategic
reserves, preserve and restore natural resources, and
ensure environmental standards at a safe level.

To identify the factors that determine the level of
security, a correlation analysis was conducted for
the sample of countries under study, separately
for the group of countries in Central and Eastern
Europe and each country in this group. The results
are presented in Table 6.

So, according to a sample of all countries, ISI is
more correlated with the state of the country’s in-
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vestment climate, which in the study was deter-
mined by the positions of countries in key inter-
national ratings and has a weak correlation with
many other subindices. In addition to the invest-
ment climate level for the CEEC group, a close
correlation was found with the level of investment
attractiveness, which is determined by key mac-
roeconomic indicators. In other words, for these
countries, macroeconomic stability and stable dy-
namics of socio-economic growth determine the
investment opportunities of countries. There was
no correlation with the subindex of investment
activity, according to which CEEC have the low-
est rating positions. As for individual countries in
this group, the investment climate level is closely
related to the state of investment security in coun-
tries such as the Czech Republic, Latvia, Russia,
Slovakia, and Ukraine. Significant investment at-
tractiveness determines the state of investment se-
curity in all CEEC countries, except for Albania
and Moldova (a moderate correlation of indices
characterizes them). The level of investment activ-
ity is characterized by the highest differentiation
of the correlation coefficient values with the ISIL.
Thus, if there is no correlation between ISI and S3
for the entire CEEC group, then in countries such
as Albania, Croatia, Moldova, Russia, Slovakia,
Slovenia, and Ukraine, the level of investment ac-
tivity, which determines the intensity and nature

Table 6. Evaluation of correlation between the integrated Investment Security Index and its

com ponents
Source: Authors’ calculations.
Pearson correlation coefficient
Countries Subindex 1. Subindex 2. Subindex 3.
Investment climate Investment attractiveness Investment activity

(Al countries (109) 0.93 032 0.44
All CEEC (15) 0.98 0.87 0.05
Abania 0.17 .01 072
Bulgaria -0.01 083 0.64

Croatia -0.01 0.66 0.93
Ceech Republic 0.79 073 065

Estonia 0.65 0.91 0.18
Hungary 011 ..o 0.6
Latvia 0.89 077 -0.02

Lithuania 0.63 0.90 0.18
Moldova 0.43 051 0.5
Poland 0.34 092 -0.76

Romania 0.31 0.93 0.08
Russia 091 .78 087
Slovakia o 0.97 082 0.89
Slovenia 0.52 - 0.83 0.87

Ukraine 0.72 0.97 0.85
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of accumulating and using investment resources,
significantly affects the overall level of investment
security.

Thus, for CEEC, among the investment securi- e

ty risks, we should first note the possible deteri-
oration of the overall macroeconomic dynamics,
which will negatively affect investors’ investment
attractiveness and activity, in particular foreign
ones. The instability of the macroeconomic envi-
ronment and the persistence of development im-
balances in the most developed EU countries also
reduce the overall level of investment attractive-
ness and affect investment activity indicators.

In general, based on a preliminary study of the
main indicators of investment attractiveness, the
basic risks of the investment environment were
identified and justified, including:

o risks of the macroeconomic environment (in-
crease in the level of inflation, the country’s
public debt, violation of the stability of the na-
tional exchange rate, etc.);

» industry risks associated with the complexity
of capital penetration in certain areas. Thus,
according to the UN report, in 2018, 74 out
of 112 (66%) investment policy measures are
related to liberalization, in particular in such

sectors as agriculture, mass media, mining,
energy, retail, finance, logistics, transport, tel-
ecommunications, and Internet business;

national security risks: setting new limits on
foreign ownership in certain industries; intro-
ducing restrictions on the purchase of residen-
tial real estate; and introducing new require-
ments for the use of labor, including in public
procurement;

institutional risks that lead to the need to
strengthen the regulatory framework for the
verification of foreign investments, in par-
ticular: new rules on disclosure of informa-
tion, an increase in the statutory verification
period or the introduction of new sanctions
for non-compliance with notification obliga-
tions, a special mechanism for the verification
of foreign investments;

political and regulatory risks manifested in
the termination or non-completion of many
international mergers and acquisitions (in
2018, 22 agreements for more than USD 50
million were blocked or cancelled), termi-
nation of transactions for reasons of nation-
al security, competition, or delays in ob-
taining permission from the host country
authorities.

CONCLUSION

The article implements the level of investment security as an important component of economic secu-
rity of countries based on the application of existing methods of multidimensional assessment, which
revealed patterns of distribution of countries by investment security, classify countries by groups for
equal security, compare positions and intensity of their change, systematize factors, forming the level
of investment security.

The study allowed us to achieve the following results: the countries of Central and Eastern Europe
are significantly behind the leading countries, except for Estonia, which is in the top-10. The vast
majority of countries are included in the first half of the rating. As shown by the factor analysis, the
investment climate and its overall level are the most significant factors in ensuring investment se-
curity. Despite the country’s differences in CEEC, unambiguous and more significant correlation is
found in the component that takes into account the overall macroeconomic indicators of countries’
development; therefore, they are primarily the main determinants that constrain further more in-
tensive growth of investment attractiveness, and thus reduce the level of investment security. In the
aspect of ensuring investment security, it is advisable to take into account the risks of the invest-
ment environment, which include not only macroeconomic risks but also industrial, institutional,
political, and regulatory ones.
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The innovative nature of the proposed approach to assessing the level of investment security lies in the
adaptation of the multidimensional assessment methodology to the specifics of the implementation of
investment activities, which is reflected in the proposed structure of the proposed Investment Security
Index, which consists of three subindices and 14 single indicators reflecting various aspects of the in-
vestment activities development.

From the perspective of further research in the aspect of improving the assessment tools, it should be
noted that it is necessary to take into account the variation of values of individual parameters, due to
which separate subindices are formed. Each of them, taking into account international expert assess-
ments, has its possible critical (threshold) values, which can also be taken into account when forming
safety indices and considered as a possible signal regarding the increase in the level of danger. Therefore,
in a practical aspect, a system of parameters that make up the integral Investment Security Index can
be used as the basis for monitoring and evaluating changes in the investment environment to prevent
possible threats.
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