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Abstract

The aim of this paper is to examine the potential impact of foreign
investors’ activities on the environment of the new European Union’'s Member
States and discuss a role of a common environmental policy and member states’
policies towards foreign investors. The analysis embraces three new EU
countries, namely the Czech Republic, Poland and Slovakia. The scope of the
analysis are years 1997- 2007. The subject of the analysis is the sector and
branch structure of FDI stock in the new EU Member States with special
reference to FDI located in pollution-intensive industries which are selected
according to the UNCTAD classification. Both the OECD and national data
base of statistics is used to calculate the share of foreign investors’ involvement
in pollution-intensive activities in the new UE Member States. The research
results show that as yet there has been no empirical evidence that FDI has
a particularly negative impact on the natural environment in the new EU
Member States.

1. Introduction

The impact of foreign direct investment (FDI) on recipient countries’
economies is a subject of in-depth analyses. Environmental and social aspects of
foreign investors’ activities are less recognized although they are of great
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importance for the sustainable development of hmmintries. As far as
environmental aspects are concerned, FDI can aiftgmade the environment of
these countries or be a distorting factor. Thel fiaault depends on a balance of
macro and micro factors (UNCTAD 1999, pp. 289-312).

At a macro level, apart from environment protectiegulations and their
enforcement, the impact of FDI on the environmeihthe host countries is
determined by the sector/branch structure of FDblved in a given country
and especially by the extent to which it is located pollution-intensive
industries. At a micro-level, management methodbstgpes of technology used
in foreign affiliates of transnational corporatioae crucial for environmental
issues.

The aim of this paper is to examine the potentmpact of foreign
investors’ activities on the environment of the nEuropean Union’'s Member
States and discuss a role of a common environmpaligy and member states’
policies towards foreign investors. The detailesbegch tasks are as follows:

* to present theoretical findings and on environmeagpects of foreign direct
investors’ activities, especially in less developedintries and in countries
in transition

* to show hitherto empirical evidence on the impaét kbl on the
environment of recipient countries

* to calculate a share of FDI in pollution-intensietivities in the new EU
Member States and analyze changes in this area

* to evaluate a potential impact of FDI on the envinent in the new EU
Member States

» to discuss a role of the EU environmental policyd arational policies
towards foreign investors in changing their at@udwards environmental
issues.

As far as a method of research is concerned, th€TAD classification
of potentially highly polluting industries will besed. Both the OECD and
national data base of statistics will be used toutate the share of foreign
investors’ involvement in pollution-intensive agtigs in the new UE Member
States. However, some limitations in the proposséarch can appear. They are
related to the scope of the planned research amackoof detailed statistical
data on branch structure of FDI in the new EU Mengbates.
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2. FDI and the Environment - Theoretical Aspects at the Hitherto
Empirical Evidence

The issue of the impact of FDI on the environmetits sessential
controversies (Gentry 1999 pp. 21-45; Zarsky 19@9A47-73).

FDI is perceived as a potential burden for or atright threat to the
environment, especially in less developed counthesause it entails the use of
land and raw materials and contributes to growthcofsumption in host
countries. By introducing new products into the kear foreign investors'
activity may also contribute to a change in thescwnption patterns in the host
country in the direction of burdening the enviromtd-urthermore, the gap in
the environment protection standards between dpegdloand developing
economies may contribute to the creation of theaed ‘pollution havens’,
because it encourages the transfer of ‘dirty’ itdes to countries with lower
environment protection norms. There may also aigeoblem of the so-called
‘cascading pollution havens’ when a firm contradis ‘dirty’ production
processes with other enterprises so as to makengmession of being
environmental-friendly (OECD 1999, p.14). Close tte ‘pollution havens’
hypothesis is that of the ‘regulatory chill’ (Fantar, Maher 2001, p.5). It means
that ‘countries refrain from enacting stricter environrtedn standards in
response to fears of losing a competitive edge refjadther countries in
obtaining FDI (Gray 2002, p. 310).

However, according to the other group of views, Rhtributes to
improvement in the state of the environment, beeail®e investing firms
coming mainly from the OECD countries possess naoheanced and cleaner
technologies than the firms in the less developesl bountries. Thus FDI leads
to improvement in efficiency and transfer of knoawh in the area of
management. As a result, the environment protet#iosl in the host country is
raised by bringing the protection norms closer e standards binding in
developed countries (the "pollution halo" effe&reign investors' activity may
also find its reflection in environmentally favotalthanges in the consumption
patterns.

The research — scare as it is- allows to surmiage EDI generates both
positive and negative environmental effects (Buowiki 1998, pp. 89-98,
Gentry 1999, pp.21-45, Zarsky 1999, pp.47-73, Guiten 1999, pp. 75-91,
Witkowska 2002, pp. 297-310), Wysdkka, Witkowska 2004, pp. 69-86). The
balance sheet of these influences is dependent@rcharacteristics of the
investor, the sectoral structure of investments tedlr geographical location.
The empirical verification of the extreme hypottesa the impact of FDI on
the environment encounters methodological diffiegland lack of data.
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Some research related to the discussed problemcaraigd out in the
90ies. and at the beginning of the’2Entury. However, empirical evidence is
varied (Petrovic-Randjelovic 2007, pp. 183-190).

According to (OECD 1997), most pollution intensit#®l flew from
developed countries to developed countries, rdtigr to developing ones.

The analysis related to the USA (Kolstad and Xih§98) confirmed
a correlation between lax environmental regulationbost countries and FDI
inflows into pollution-intensive industries in thate 90ies. It was the case of
investment coming from the US chemical industry brodited in countries with
less stringent environmental regulations.

Research related to Central and Eastern Europe femder Soviet
Republics (Smarzynska and Wei, 2001) in which fiexwel data were used does
not confirm the existence of ‘pollution havenstivese countries.

3. FDI in Pollution-Intensive Activities in the New EU Member States.
The Cases of the Czech Republic, Poland and Slovaki

The analysis in this paper embraces three new Eldtges, namely the
Czech Republic, Poland and Slovakia. The scopbeofihalysis are years 1997-
2007. The subject of the analysis is the sectorbaadch structure of FDI stock
in the new EU Member States with special refereadeDI located in pollution-
intensive industries. The manufacturing industrpesceived as potentially
highly polluting are: mining and quarrying, woodylishing and printing,
refined petroleum & other treatments, chemical potsl, rubber and plastic
products and metal products. Some services regasledore burdensome for
the environment are: hotels, restaurants and toaihsp

OECD data base is used for calculations of the ahteward FDI stock
located in the pollution-intensive manufacturingtstries and services in these
three countries before and after the membershipeoEU. The average rate for
the EU27 is calculated on the basis of Eurostat @Réport London Economics
2009, p. 56).

Author’s research shows that:

* The three analyzed countries have no large fordigect investment in the
extractive industries which often cause irreveesibbnsequences for the
environment (0.2% in the case of Poland and 1.3%ldnakia and 2.8% in
the Czech Republic), (see Tables 1-3).

» The shares of inward FDI stock located in so-catlety industries in the
total FDI stock in these countries are higher ttrenaverage for the EU27,
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(see Tables 1-3 and Table 4). In 2006, this shareuated to 9.3% in the

EU27, 13.6% in the case of Poland, 14.5% in theeR&Republic and 22.5%

in Slovakia. In 2007, the share increased by abduand 1 percentage point
in Poland and the Czech Republic respectively mpgarison to the previous
year. The calculated shares could be underestintmeduse the available
data base do not embrace some polluting industiuels as mineral products
and leather industries.

* The above discussed shares have been changing ntlyzed countries
during the pre- and post-accession period. Theestuase in Poland slightly
(from 13.2% in 1997 to 14.1% in 2007) and in Slogakore evidently
(from 17.3% in 1998 to 22.5% in 2006) while it fadl the Czech Republic
(from 16.8% in 1997 to 15.4% in 2007). It is worthting that the shares
fluctuated in the analyzed period.

« A tendency towards a growing share of inward FDsé@nvices in the total
inward FDI stock was observed in the Czech Repubiit Poland in 2003-
2008 ( see Tables 5-7). After accession of thesmtdes to the EU the
share of services in the total FDI stock was ireirepand surpassed 50%.
In Slovakia, this share decreased by 6 percentagespin 2004-2006 and
amounted to 40.2%.

* FDI in services, however, does not constitute aomdurden for the
environment. Foreign investors show higher inteiregrofessional services
in the analyzed countries such as financial inteliad®n, real estate,
renting and business activities than in servicganded as more burdensome
for the environment, i.e. in transport, hotels aestaurants. The FDI stock
located in hotels and restaurants, in land andraiisport accounted for 1.2
% of the total FDI stock in Poland, 1% in the Cz&#dpublic in 2008 and
0.9 in Slovakia in 2006 (see tables 5-7). Theseeshaere decreasing in the
case of Poland and the Czech Republic and werkestaBlovakia.

4. A Role of the EU Environmental Policy and Natioal Policies Towards
Foreign Investors in Changing their Attitude Towards Environmental
Issues

The new EU Member States inherited from the comstusi/stem
economic structures that caused huge environmedatahge in their economies.
After the systemic transformation all the analyzedntries introduced national
environmental policies aimed at improving a difftcaituation in this field.
Nevertheless, at the moment of joining the EU themetries were not able to
fulfill demanding accession conditions in the acéahe environment. All the
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analyzed countries received transition perioddedléo some EU environmental
requirement. Adjustments to these requirements kéll connected with an
enormous financial effort in the new Member Stat&&ese countries continue
to implement the EU environmental law. As a consege environmental
regulations in these countries are stricter thaavipusly and apply both to
domestic and foreign firms.

Transnational corporations can set up foreign iafis that operate
abroad at corporate environmental standards as. widle EU strong
environmental requirements can be treated as &bé#orpotential practices of
seeking some kind of pollution havens in those taes

Apart from that the new EU Member States carry own national
autonomous policies towards foreign investors usmch packages of
incentives. In this way, the analyzed countries twyinfluence investment
decisions and encourage investors for investinginiustries constituting
knowledge-based economy. Additionally, some coasrfor example Poland,
support investment introducing modern, environmgnfdaendly technologies
(Witkowska 2007).

The change of economies’ structures of the new BuUniries would
decrease the share of FDI stock in pollution —isitem industries in the total
FDI stock. The presence of FDI in pollution-intesgsiindustries is, however,
only one of the factors influencing the environment a host country.
Technologies used by investors and environment geanant play an important
role as well.

5. Conclusion

* The changes in the sector and branch structuravedrd FDI stock in the
new EU Member States after their accession to theds evaluated from
the environmental point of view, have not been rémehing. The
expectation of reducing the share of FDI in potghtipolluting industries in
the total inward FDI stock could be fulfilled if éhoverall manufacturing
structure of these countries is shifted towardsemmapodern and high- tech
industries.

» According to the stage of economic developmenthef new EU Member
countries and their locational advantages, investocate part of their

! Costs of implementation of the EU environmentagswudre estimated on about € 30 billion in
Poland during the next 10-15 years.
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investment in industries in which a production @g£require using specific
technologies. They in turn are burden for the emrirent.

» Taking into account the fact that the new EU MenfBtes should accept
and introduce strict environmental rules legallyding in the EU as
a whole, activities of foreign investors in thessumtries should not be
treated as creation of pollution havens.

* The results of the conducted analysis allow to katecthat as yet there has
been no empirical evidence that FDI has a partityutaegative impact on
the natural environment in the new EU Member States



Table 1. Foreign direct investment stock in pollutbn-intensive industries in the new EU Member StatesThe Czech Republic, 1997-2007,

USD Million, Percentage of total inward FDI stock

Specification

1997

2000

2004

2005

2006

2007

usD

Million

%

usD

Million

%

uUsbD
%
Million

usD

Million

%

usD

Million

%

usD

Million

%

1495: MINING AND
QUARRYING

79.8

0.9

400.7

1.9

730.4

13

252.

0.4

196

4.0

5 1213

2.8

1100: Extraction of
crude petroleum and
natural gas; service
activities incidental
to oil and gas
extraction, excluding
surveying

0.5

0.01

0.0

0.0

159..9

0.3

17.0

0.0

0.0

04  .404

0.3

2205: Wood,
publishing and
printing

417.1

4.5

669.9

3.1

1876.7

3.3

1743.1

204

59 6 2. 24727

2.2

2300: Refined
petroleum & other
treatments

183.9

2.0

2323

11

361.5

0.6

384,

0.4

434.

o

5 57.56

0.5




2400: Chemical

304.0 3.3 675.0 3.1 1506.7 2.6 1579.4 2.6 1845.8 3 2. 2888.7 2.6
products
2500: Rubber and 1867 | 20 | 5080| 23| 15268 27| 14746 2.4 22774 9 2. 25398 | 23
plastic products
2805: Metal products | 380.9 4.1 781.5 3.6 3062.9 5.3 29225 4.8 30015 8 3 53755 4.9
Total FDI stock in
pollution intensive 1472.6 16.8 3267.4 15.1 90645 15. 8358.8 13.8 6953 145 16955.5 15.4
industries
ToTALFDI sTock | 9233.2 100.0 21646. 100.( 57255%.3 100. 60661.9 0.010 79841.1 100.0|f 110094{5100.0

Source: OECD and own calculations.



Table 2. Foreign direct investment stock in pollutn-intensive industries in the new EU Member StatesPoland, 1997-2007, USD Million,
Percentage of total inward FDI stock

Specification

1997

2000

2004

2005

2006

2007

usD

Million

%

usD
%
Million

usD
%
Million

usD
%
Million

usD

Million

%

uUsbD
%
Million

1495: MINING AND
QUARRYING

44.9

0.3

138.2 0.4

202.2

0.2

112.p

0.1

167

01 6.2 02

1100: Extraction of
crude petroleum and
natural gas; service
activities incidental to
oil and gas extraction,
excluding surveying

6.3

0.04

6.8 0.02

81.6

0.1

12.8

0.01

38.5

0.03 naz. 0.1

2205: Wood,
publishing and
printing

594.0

4.1

1501.1 4.4

37247

4.3

3567.2

457

.6 .6

3 6276.8 3.6

2300: Refined
petroleum & other
treatments

3.8

0.03

21.3 0.06

82.5

0.1

86.9

0.01

125,




2400: Chemical 5083 | 41 | 13995 41| 31790 3.7 30512 34 40956 .3 8 5357.3| 3.0
products
2500: Rubber and 3728 | 26 | 8088 24| 20866 26| 25210 2.8 3544.6 8 2. 42949 | 24
plastic products
2805: Metal products | 3125 | 2.1 | 672.1| 20| 27958 32| 30541 3.4 45483 6 B. 84450 | 4.8
Total FDI stock in
pollution intensive 19263 | 132 | 4541.d 13.3| 122708 14p 123982 13770541 | 13.6| 248424  14.1
industries

TOTALFDI sTock | 145672 100.0| 342268 1000 86633 1000 9075190.0L| 1255964 1000 17585071000

Source: OECD and own calculations.



Table 3. Foreign direct investment stock in pollutn-intensive industries in the new EU Member StatesSlovakia, 1997-2007, USD Million,
Percentage of total inward FDI stock

Specification

1998

2000

2004

2005

2006

2007

usD

million

%

usD

million

%

usD
%
million

usD
%
million

usD

million

%

usD

million

%

1495: MINING AND
QUARRYING

20.3

0.8

27.7

0.6

124 .4

0.6

122.8

44909

1100: Extraction of
crude petroleum and
natural gas; service
activities incidental
to oil and gas
extraction, excluding
surveying

20.0

0.8

24.6

0.5

87.6

0.4

88.7

0.4

389.1L

2205: Wood,
publishing and
printing

20.3

0.8

143.2

3.2

404.0

1.8

20915

8.9

625(2




2300: Refined
petroleum & other 49.3 2.0 158.2 35| 1593.0  7.3] 13305 5.6 17274 51 - -
treatments
2400: Chemical 9.7 | 36 | 1102| 24| 4884 22| 3978 117 8220 24 | -
products
2500: Rubber and 14.4 0.6 33.3 07| 3682 17| 336) 14 3367 14 -
plastic products
2805: Metal products | 238.0 9.5 799.8| 17.8| 24028  11.0 220860 9.8 2206.0L0.3 - .
Total FDI stock in
pollution intensive 4330 | 173 | 12724  283| 5380 246 64846 274 1579 225 - -
industries

TOTALFDI sTock | 2499.2 | 100.0| 4503.Q 100.0 21880.8 1000 23655.3 .0100 23655.3| 100.0 40702.1 100

Source: OECD and own calculations.




Table 4. Foreign direct investment stock in pollutio-intensive industries in EU27, 2006,
(Percentage of total inward FDI stock)

FDI originating FDI originating Total
from EU27 from non-EU27
Specification
% %
%
MINING AND
2.9 25 2.8
QUARRYING
Wood, publishing and
o 0.8 1.6 1.0
printing
Refined petroleum &
0.7 0.8 0.7
other treatments
Chemical products 2.9 3.9 3.2
Rubber and plastic
0.7 0.4 0.6
products
Metal products 1.0 0.8 1.0
Total FDI stock in
pollution intensive 9.0 10.0 9.3
industries
ToTALFDI sTock 100.0 100.0 100.0

Source: Report London Economics, 4 November 20056 p.



Table 5. FDI stock in pollution-intensive serviceén Poland, 2003-2009, USD Billion, %

2003 2004 2005 2006 2007 2008
Specification UsD UsD UsD UsD usD usD
% % % % % %
Billion Billion Billion Billion Billion Bllion
Total FDI stock 57.8 100.0 86.6 100.d 90.8 1000 5® | 100.0 178.2 100.0 163.0 100

Total FDI stock in services 33.7 58.2 48.6 56.1; B1.| 57.0 74.2 59.1 104.9 58.9 98.4 60.

FDI stock in pollution-
intensive serviceg 1.9 3.3 1.8 2.0 1.8 1.95 2.17 1.7 2.8b 1.

a)

.92 1

Oy
[EnY

a) Hotels and restaurants, land and air transport.

Source: The OECD data base and own calculations.




Table 6. FDI stock in pollution-intensive servicein the Czech republic 2003-2008, USD Billion, %

Specification 2003 2004 2005 2006 2007 2008
usD usD usD uUsD uUsD usD
% % % % % %

Total EDI stock 45.3 100.0 57.3 100.0 60.7 100/0 40.p 50.8 5.6 4 5D. 110.6 100.0
Total EDI stock in services 215 47.4 28.5 49.9 33.0 54 5 0.7 0.8 1.3 12 58.953.2
FDI stock in pollution- |

intensive services 1.7 3.8 2.0 3.4 1.8 2.9 40.6 50.8 56.6 5014 1p 1

a)

a) Hotels and restaurants, land and air transport.

Source. The OECD data base and own calculations



Table 7. FDI stock in pollution-intensive serviceén Slovakia, 2003-2008, USD Billion, %

Specification 2003 2004 2005 2006 2007 2008
USD USD UsSD USD USD UsSD
% % % % % %
Total FDI stock 12.4 100.0 21.9 100.0 23.7 100,0 33.b 100.0 E
- - 2
Total FDI stock in services 10.1 46.1 10.2 430 135 40.
FDI stock in pollution- i i 02 0.9 02 08 03 0.9 ) i
intensive services
a)

a) Hotels and restaurants, land and air transport.

Source. The OECD data base and own calculations
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Streszczenie

BEZPOSREDNIE INWESTYCJE ZAGRANICZNE A ZROWNOWA ZONY
ROZWOJ W NOWYCH KRAJACH CZLONKOWSKICH UNII
EUROPEJSKIEJ. ASPEKTY OCHRONY SRODOWISKA

Celem artykutu jest zbadanie potencjalnego wpiywziatdinasci inwestoréw
zagranicznych narodowisko w nowych krajach czlonkowskich Unii Ewjsgiej (UE)
oraz ocena roli wspdlnej polityki ochrogyodowiska UE i polityki wobec inwestorow
zagranicznych w tym zakresie. Analiza obejmuje tiaye kraje cztonkowskie UE, tj.
Czechy, Polski Stowacg. Zakres czasowy analizy to lata 1997-2007. Przetémi
analizy jest struktura sektorowa i braowa skumulowanych bezpednich inwestycji
zagranicznych (BIZ) w tych krajach, ze szczeg6lawrngkdnieniem BIZ ulokowanych
w przemystach intensywnie zanieczyszcyah srodowisko. Do okrélenia tych
przemystow wykorzystano klasyfikab]NCTAD. W analizie statystycznej wykorzystano
baz danych OECD oraz statystyki narodowe. Wyniki Badeskazuy, ze - jak
dotychczas - nie ma empirycznych dowodévBIZ maj; szczegdlnie negatywny wplyw
nasrodowisko w nowych krajach cztonkowskich UE.



