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Abstract: Th is study is a continuation of the authors’ previous work on Poland’s investment 
development path (IDP) and its geographic patterns. It examines changes in sector and in-
dustry composition of FDI infl ows to and outfl ows from Poland and confronts the observed 
changes with the hypotheses derived from J. Dunning’s model of IDP. Th e data time frame 
used (from 1996 to 2005) coincides with Poland’s move through stage 2 of her IDP. Th e 
study reveals that during that stage a fundamental shift  in sector/industry composition of 
FDI took place: the leading position of the manufacturing sector in both infl ows and out-
fl ows was replaced by services (especially fi nancial and trade). With respect to economic 
policy implications of the observed changes, the authors recommend a shift  of focus from 
attracting FDI infl ows towards stimulating outward FDI.
Keywords: investment development path, net outward investment position, foreign direct 
investment.
JEL codes: F21, F23.

1. Introduction

Th e present study is a continuation of the authors’ previous work on Poland’s in-
vestment development path (IDP) and its geographic patterns (Gorynia, Nowak, 
Wolniak 2006). Th is time, the authors undertake a dynamic analysis of the sec-
tor and industry structure of Poland’s inward and outward FDI as related to and 
in the context of J. Dunning’s IDP model. Th e purpose of the study is to identify 
patterns of changes in that sector and industry structure via the synthetic mea-
sure of net outward investment position (NOIP)1 over the period during which 

1 NOIP is the diff erence between gross outward foreign direct investment stock and gross inward 
foreign direct investment stock for a given time period, in this case one year.
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Poland was in stage 2 and gradually moving towards stage 3 of her IDP, and to 
confront the observed patterns with the hypotheses or predictions derived from 
Dunning’s model.

Th e data sets used in this study have been compiled from the database of the 
National Bank of Poland, which in 1997 started to collect FDI infl ow and outfl ow 
statistics broken-down by sectors and industries (earlier only aggregate FDI informa-
tion was collected by the Bank). Th is, in turn, determined the period covered by the 
present study: the years from 1996 to 2005. Although the authors’ previous study of 
Poland’s IDP covered a period starting from 1990, a convenient coincidence is that, 
according to the said study, 1996 marks Poland’s transition to stage 2 of her IDP. 
Th us the present study focuses on stage 2 and attempts to present a relatively com-
prehensive analysis of the shift s in sector and industry composition of both inward 
and outward FDI and the resulting changes in the sector and industry NOIP.

Th e authors commence with a literature review referring to those publications 
that have contributed to the development and refi nement of the IDP model used 
here as a theoretical framework. In addition, a number of relevant studies that deal 
with the issue of sectoral and/or industrial composition of FDI in the context of 
IDP are reviewed. Th e literature review section is followed by a methodology sec-
tion and an analysis of the changes in the NOIP of the sectors and industries under 
study between 1996 and 2005. Th e paper concludes by presenting the main fi ndings 
and both policy and theoretical implications stemming from those fi ndings.

2. Literature review

Th e origins of the concept of IDP date back to 1979 when J. Dunning presented 
the concept’s basic tenets at a conference on multinational enterprises in Honolulu 
(Dunning and Narula, 1996). Since then the IDP concept has been refi ned and ex-
tended several times, with most signifi cant modifi cations contained in Dunning 
(1986), and Dunning and Narula (1994, 1996 and 2002). Several other authors have 
made contributions to the development of this concept, including Lall (1996), and 
Durán and Úbeda (2001 and 2005).

According to the principal IDP proposition, the inward and outward invest-
ment position of a country is tied with its economic development. Changes in the 
volume and structure of FDI lead to diff erent values in the country’s NOIP. Th e 
changing NOIP passes through 5 stages intrinsically related to the country’s eco-
nomic development (for the most recent description of these stages, see Dunning 
and Narula, 2002)2.

2 In its original version (Dunning 1981), the path had four stages. Th e fi ft h stage was added in 
Dunning and Narula (1996).
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Although, as Barry Goerg and McDowell (2003) note, the IDP model is largely silent 
on the sectoral destinations of FDI infl ows and outfl ows (ibid., p. 347), general predic-
tions regarding the shift s in sector/industry composition and nature of FDI parallel to 
the IDP stages can be derived from Dunning (1997) and Dunning and Narula (2002).

In stage 1, which is characterised by a low level of inward and an almost non-ex-
istent outward FDI, infl ows of FDI are directed towards labour-intensive manufac-
turing and the primary product sectors, such as mining and agriculture. Outward 
FDI is negligible or non-existent because “the O-specifi c advantages of domestic 
fi rms are few and far between” (Dunning and Narula, 2002, p. 140).

In stage 2, in which inward FDI rises substantially while outward FDI emerges at 
low levels, inward FDI is predicted to remain largely in natural-resource-intensive 
sectors. However, it is supplemented by forward vertical integration into labour-
intensive production in light, relatively low-technology manufacturing. Outward 
FDI, fuelled by the newly-acquired O-specifi c advantages of domestic fi rms mostly 
in the production of semi-skilled and moderately knowledge-intensive consumer 
goods, will be either of a market-seeking or trade-related type, undertaken in adja-
cent territories, especially those further back in their IDP position, or of a strategic 
asset-seeking type, directed to developed countries.

Stage 3 marks a gradual decrease in the rate of growth of inward FDI and an in-
crease in the rate of growth of outward FDI. In this stage, the comparative advan-
tage of labour-intensive production will deteriorate as a result of an increase in do-
mestic wages. Th is, in turn, will stimulate inward FDI to fl ow to technology-inten-
sive manufacturing and other industries capable of delivering higher value added 
locally. Motives for such inward FDI will shift  towards effi  ciency seeking produc-
tion and to some extent towards strategic-asset acquisition. Outbound FDI will be 
driven by market-seeking strategies (directed more to countries at lower stages in 
their IDP) and strategic asset pursuit in other stage 3 or stage 4 countries to protect 
or upgrade advantages of domestic (investing) fi rms.

Stage 4 is characterised by outward FDI stock fi rst matching and then exceeding 
that of inward FDI and by outward FDI growing faster than inward FDI. In a coun-
try entering this stage, production processes and products will be state of the art 
and foreign investment will be undertaken in capital- rather than labour-intensive 
production by fi rms seeking strategic assets and rationalising their value-adding ac-
tivities across national borders. Accordingly, such country’s L-specifi c advantages 
will be mostly or entirely based on created assets. Outward FDI will be motivated 
by the necessity to maintain fi rms’ competitive advantage by moving operations that 
lose competitiveness to countries in lower stages of their IDP.

Finally stage 5, which is characterised by the NOI oscillating around zero level, 
attracts most of Dunning’s (1997) and Dunning and Narula’s (2002) attention and 
analysis. Indications of industry or sector preferences of inbound or outbound FDI 
are mostly concealed in assertions that in stage 5 highly developed, Triad countries 
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show a marked convergence of their economic structures and that FDI in both di-
rections is increasingly created asset- and effi  ciency-seeking with greater emphasis 
on growth via strategic alliances as well as mergers and acquisitions.

Parallel to its conceptual development, numerous empirical studies have been 
conducted to test the validity of the IDP model. Th e literature review reveals two 
main strands in these empirical studies. One strand represents multi-country stud-
ies using cross-section analysis. Th e other strand of studies focuses on one country’s 
NOI position either vis-à-vis all countries of the world or countries (world regions) 
that represent the main destinations for FDI as well as the main source of FDI. Th e 
latter studies are longitudinal in nature (see Gorynia, Nowak and Wolniak, 2006 
for a succinct review of the two strands of IDP studies).

Dunning and Narula (1996, pp. 22 and 24-25) argue that a cross-sectional analy-
sis across countries has severe limitations and can only be treated as a surrogate for 
longitudinal studies. As the IDP is essentially a dynamic concept and every IDP is 
idiosyncratic and country specifi c, it can be best analysed on a country-by-country 
basis. Th is view is echoed by Durán and Úbeda (2001). Th ey argue that “the speed 
and direction of movements along the various phases of IDP depend on a set of 
factors that infl uence the economic structure of a country and the type of invest-
ment it makes and receives” (ibid, p. 9). Th ese factors include: presence of natural 
resources; geographic and cultural distance; size of a country; its economic system 
or development model and its government policy. Furthermore, the use of GDP as 
a proxy for development does not take into account the changes of the economic 
structure of a country that progresses through the consecutive stages of the IDP. 
In particular, the IDP model implies systematic changes in the industry structure 
that parallel the changes in the NOIP. And yet, in both the conceptual and empiri-
cal studies, the issue of the industry structure of FDI that evolves when a country 
moves from one stage of the IDP to another is rarely investigated, and even in these 
rare cases the sector/industry structure analysis is only supplementary to the main 
topic. Th e authors of this paper were able to identify only a handful of studies that 
devote more than cursory attention to the evolving industry/sector structure of FDI 
in the context of IDP. Several of them are contained in the book edited by Dunning 
and Narula (eds.,1996), including contributions by:

Clegg (1996) examining the UK’s IDP and looking at the country’s IDP position  –
in three industry groups;
Graham (1996) focusing on the 5 – th stage of the US IDP;
Akoorie (1996) investigating the sectorial patterns of inward and outward FDI  –
in New Zealand;
Calderón, Mortimore and Peres (1996) analysing, among other things, the im- –
pact of FDI on the production structure of the Mexican economy;
van Hoesel (1996) investigating Taiwan’s FDI and its impact on the country’s  –
industrialisation;
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Kumar, (1996) analysing India’s industrialisation, liberalisation as well as in- –
ward and outward FDI during this country’s distinct development stages relat-
ed to FDI; 
Zhang and Van Den Bulcke (1996) examining the IDP of China and focusing  –
on the changing government policy during the country’s 15 years of transition 
to a market economy;
Also the studies by Bellak (2001) of Austria’s IDP and by Barry, Georg and  –
McDowell (2003) of the Irish IDP contain some analysis of inbound and out-
bound FDI by sectors.
Summing up, the empirical studies mentioned above point to certain impor-

tant shift s in sector and industry composition of both inward and outward invest-
ment taking place when a country progresses from one stage of the IDP to another. 
However, it is evident that these shift s are far from being uniform across countries. 
Clearly country-specifi c factors (idiosyncrasies) play an important role in shaping 
the sector and industry patterns of FDI. For example, in the case of New Zealand the 
historic reforms initiated by the government in 1984 led to a dramatic increase in the 
infl ows of non-resource based FDI, particularly into the banking sector (Akoorie, 
1996). Likewise, India’s and China’s economic liberalisation policies induced the 
changing structure of inward and outward FDI (Kumar, 1996; Zhang and Van Den 
Bulcke, 1996). And Taiwan’s dramatically changing sectoral distribution of inward 
and outward FDI can be linked to the country’s rapid industrialisation (van Hoesel, 
1996). Some studies point even to paradoxes, such as the “renaissance” of the manu-
facturing sector as an FDI destination in the US observed by Graham (1996, p. 91). 
It can therefore be argued that Dunning’s predictions regarding sectoral investment 
patterns in relation to a country’s IDP may not always fi nd full confi rmation in the 
referenced empirical studies.

In the following sections, the idiosyncrasies of Poland’s cross-industry composi-
tion of FDI infl ows and outfl ows are analysed in the context of her IDP, using NOIP 
as a synthetic expression of the outcome of the parallel moves of the said infl ows 
and outfl ows with respect to individual sectors and industries. In contrast to the 
empirical studies reviewed, in which the issue of sector/industry structure of FDI 
infl ows and outfl ows is basically viewed as supplementary to the main topic of a 
country’s IDP, the present paper is entirely devoted to the analysis of such structure 
and its policy implications.

3. Th e data and method of analysis

Th e data breakdown of the Polish economy made by the National Bank of Poland and 
considered by the authors as the most reliable source creates nonetheless a certain 
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problem relating to the terminology and level of aggregation employed. Nominally 
the country’s economic potential and, in this case, the target of FDI infl ows is split 
into industries or more aptly industry groups which bear closer semblance to in-
dustry branches than to sectors of economic activity. However with the exception 
of one entry, that of “manufacturing”, which does indeed represent a fully fl edged 
sector and (as the sole entry) is thus broken down into its constituent components: 
diff erent industries. Such an approach complicates economic analysis and drawing 
conclusions since the units of this analysis are of unequal content and composition 
and thus may be diffi  cult to compare, especially in the context of the infl uence they 
exert on the country’s economy. Th is reservation should then be taken into account 
in interpreting the results that follow. Moreover, recognizing this dilemma the cat-
egory of industry branches will be used thereaft er to denote the industry composi-
tion of FDI infl ows to and outfl ows from Poland.

While using the FDI data published by the National Bank of Poland, the authors 
compiled time series for both FDI infl ows and outfl ows for the period of 1996-2005 
with respect to the manufacturing sector and 10 non-manufacturing industries, of 
which several represent the service sector. Th e basic data on cumulative FDI infl ows 
and outfl ows broken down by the above-mentioned sectors and industries are pre-
sented in the Appendix Tables 3 and 5. Th ese data constitute a point of departure for 
the analysis of NOIP for the same sector/industry breakdown, which is undertaken 
in the following section. Th e Appendix Tables 4 and 6, on the other hand, show the 
percentage share of the sectors/industries studied in the overall FDI infl ows and 
outfl ows respectively, thus allowing for an interpretation of the relative importance 
of these sectors/industries in FDI over the studied period.

4. Industry NOIP analysis

Th e sector/industry analysis of NOIP may be conceived as a synthesis of changes 
in incoming and outgoing FDI, evidenced in detail in the Appendix tables. In this 
context, Table 1 in the Appendix contains sector/industry NOI positions as well as 
the overall NOIP for Poland, whereas Table 2 shows the dynamics of the said sec-
tor/industry NOI positions. In addition, Graphs 1 and 2 provide a visual represen-
tation of the NOIP evolution over the period under study with respect to the main 
sectors and industries, as well as the whole economy.

In the whole period for which the NOIP values have been calculated only dur-
ing two years (1997 and 1998) and in one industry (hotels and restaurants) did this 
measure have a positive sign (but very low absolute values in m USD: 8.3 and 2.5 
respectively). In all the remaining years and industries the NOIP values were al-
ways negative.
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For the Polish economy as a whole there was a consistent increase in the negative 
NOIP value, rising from –4408.5 m USD in 1996 to –65767.8 m USD in 2005. But 
the rate of this negative growth was decreasing from 207.8% in 1997 to 110.3% in 
2005, with the exception of two years (2003 and 2004) when it was slightly higher 
and theoretically attributable to the surge in Poland’s attractiveness to foreign in-
vestors due to entry into the European Union (EU).

Th e manufacturing sector had the highest negative values of NOIP throughout 
the studied time period, ending with a level of over -20 billion USD in 2005. Th is 
refl ected its importance and leading position in FDI fl ows in the Polish economy. 
At the same time Table 2 demonstrates that the rate of negative growth of NOIP was 
decreasing, again with a small counter trend registered in 2003 and 2004, thus pro-
viding another piece of evidence that Poland was at the end of stage 2 of her IDP.

Within the manufacturing sector, to keep the analysis more focused, the NOIP 
values were calculated for just the four main industry groupings. Up to the end of 
2002 the highest NOIP values were registered for food, beverages and tobacco: all 
falling into the light industry, relatively low technology and low knowledge inten-
sive classifi cation category. Th ereaft er came, with slight diff erences between them, 
motor vehicles and transport equipment as one grouping plus chemical and rub-
ber products as the other, both also in the relatively high technology, capital and 
knowledge intensive classifi cation category. From 2003 on, one year before Poland’s 
entry as a full member to the EU, a shift  occurred with motor vehicles taking the 
lead and retaining it till the end (i.e. 2005), followed (in descending order for 2005) 
by chemical and rubber products, and the food, beverages and tobacco grouping. 
Th e lowest NOIP values were observed in wood, paper, publishing and printing – a 
branch falling also into the light industry category. Th e said negative NOIP values 
increased until the end of 2004 and decreased in 2005, refl ecting that branch fi rms’ 
growing competitiveness in foreign markets and thus contributing to the advance 
of Poland into stage 3 of her IDP.

As the Appendix tables show, the leading industries in the service sector were fi -
nancial intermediation (or in reality banks and other fi nancial institutions) and trade 
and repairs (meaning mainly investment by large distribution companies, especially 
on the retail level). Both those branches started with practically the same level of neg-
ative NOIP in 1996 and ended in 2005 with a NOIP of over -14.6 billion USD for fi -
nancial intermediation and –10.1 billion USD for trade and repairs, exhibiting consis-
tent growth of their negative NOIP. However, noteworthy was the overall falling trend 
in their NOIP year to year growth rate, indicating growing competitive advantage of 
fi rms investing out of Poland. For fi nancial intermediation the NOIP growth rate for 
2005 was only 45% of such growth rate for 1997, whereas for trade and repairs it was 
75%, indicating exploitation of somewhat weaker competitive advantage.

For another service industry – transport and communications – the negative 
NOIP values showed considerable fl uctuation with an overall tendency to increase. 
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Th e highest value was attained in 2004 (over – 8 billion USD) and then in the last 
year under investigation there was a decrease to 94.9% of the 2004 value.

For the industry grouping with the curious composition of real estate, IT, R&D plus 
equipment lease the negative NOIP values grew consistently during the analysed time 
period. But their growth rates fl uctuated, showing a growing trend for the last three 
years and thus pointing to a still unexploited investment potential inside Poland.

Apart from the years of 1996 and 1997 the utilities sector (electricity, gas and wa-
ter) showed a rise in negative NOIP values but to a relatively low level of just over 
– 2.9 billion USD in 2005. Th e annual increases in this sector fl uctuated as well and 
for the last year the increase was 107.9%, being lower than in 2004 and thus point-
ing to the desirable path of Poland on her IDP.

Th e remaining four industries: construction, agriculture and fi shing, hotels and 
restaurants, and mining and quarrying could be considered as being of relatively 
low interest for FDI in and out of Poland, with negative NOIP values not surpass-
ing –626.7 m EUR (for construction in 2004). Agriculture and fi shing plus min-
ing and quarrying had an uninterrupted record of negative NOIP growth whereas 
construction plus hotels and restaurants had periods of improved NOIP, refl ecting 
more investment activity abroad of fi rms based in Poland. Also all exhibited high 
fl uctuations in the annual growth rates of their respective NOIP values.

5. Findings

Departing from the assumption that Poland may be considered as a mature transi-
tion economy, the following conclusions can be drawn regarding the industry cross 
section of infl owing FDI, as the country moves through stage 2 of its IDP:

Th roughout the decade under investigation the accumulated value of FDI out-1. 
fl ows was by far smaller than that of FDI infl ows, ranging from 1.2% (the share 
of accumulated FDI outfl ows in accumulated FDI infl ows) in 1996 to 6.7% in 
2005. Th is asymmetry refl ected the continuing, albeit decreasing, disparity be-
tween the overall competitiveness of Polish domestic fi rms and their foreign/
multinational rivals.
Th e synthesis of the said asymmetry was enclosed in the rising negative values 2. 
of the NOIP. However, there was a clearly visible dichotomy in the negative 
NOIP values as well: in relatively high technology industries/branches, knowl-
edge and capital intensive, the negative NOIP values were the highest; in rela-
tively low technology, labour intensive, light industry branches the respective 
negative NOIP values were the lowest.
Th e NOIP dynamics revealed one recurring tendency associated with Poland’s 3. 
accession to the EU in 2004 as a full member: the year to year percentage change 
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in most industries would increase/accelerate usually between one to two years 
before the said accession and then suddenly, one year later ( in 2005), slow 
down considerably. Th e most logical explanation of this pattern seems to lie 
in the surge by fi rms operating from Poland to invest more abroad in order to 
secure fi rst mover advantages or consolidate and sustain market positions ac-
quired earlier.
From 1996 to 2005 accumulated FDI infl ows rose 15.8 times reaching the value 4. 
of over 70.5 billion USD, indicating that Poland with her large internal mar-
ket and a growing pool of created assets off ered attractive investment oppor-
tunities.
In FDI infl ows the dominance of manufacturing was systematically eroded by 5. 
growth of the service sector, led by such industries as banking, trade, transport 
and communications.
Starting from 1999 the entire service sector became a new leader in absorbing 6. 
the incoming FDI, replicating a similar trend in more developed economies.
Managing to defend their positions with relatively small losses in the share of 7. 
FDI infl ows were those industries within manufacturing that are technology 
and capital intensive, focused both on consumer and industrial markets. Best 
examples in the Polish case are motor vehicles and chemical as well as rubber 
products.
A change occurred within the light manufacturing sector: the gap left  by the 8. 
demise of food, beverages and tobacco was fi lled by wood, paper, publishing 
and printing. Or looking from a behavioural/needs perspective: once basic 
needs had been satisfi ed by the food et al group of industries they were substi-
tuted by the more sophisticated ones catered to by companies from the paper 
and print media industry.
Th e market seeking motive was prevalent in the growth of real estate and the 9. 
utilities, whereas the drive to improve effi  ciency was visible in FDI in IT as well 
as R&D activities.
Th e remaining industries consisting of a wide assortment raging from agri-10. 
culture and fi shing, through construction to services like hotels and restau-
rants and ending with the extractive sector played a negligible role mainly 
due to the lack of suffi  cient location advantages and local assets, both natural 
and created.

As for the outfl ows of FDI, the following tendencies in stage 2 of Poland’s IDP 
were identifi ed:

From 1996 to 2005 accumulated FDI outfl ows rose 89.3 times, much faster than 1. 
FDI infl ows, reaching the value of over 4.7 billion USD
Th roughout the studied period, but only up to the end of 2003, manufactur-2. 
ing appeared as the leading sector for FDI fl owing out of Poland. Th ereaft er 
the service sector took over, dominated by banks and other fi nancial institu-
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tions (fi nancial intermediation) plus trade and repairs. Th e coincidence with 
Poland’s accession to the EU as a full member in 2004 may off er an explana-
tion to this change in leadership in the sense that many of these service sector 
fi rms investing from Poland might have attempted to take initial advantage of 
access to the wider EU market.
In these service industries market and strategic asset seeking motives seemed 3. 
to be the prevailing ones. Th us a similar trend has been observed in both FDI 
infl ows and outfl ows with the diff erence lying in the unknown real provenance 
and proportions of the origin of fi rms investing out of Poland, i.e. whether they 
were Polish owned or MNC subsidiaries operating in Poland.
Within the manufacturing sector capital intensive and technology oriented in-4. 
dustries such as metal and mechanical products plus the motor industry were 
observed as being in the lead until 2003 but then giving in to petroleum as the 
new leader. In the case of the latter, FDI can be practically traced to the expan-
sion, via acquisitions of strategic assets, of Orlen, Poland’s largest petroleum 
company by revenue.
Th e meaningful share of construction was mainly related to the ownership ad-5. 
vantages of Polish fi rms while the observed (share) fl uctuations could be partly 
explained by the industry’s sensitivity to changes in the business cycles on the 
foreign markets.
Th us it is evident that in stage 2 of Poland’s IDP there has been a very limited 6. 
spread and a narrow profi le of industries generating FDI out of Poland, refl ect-
ing mainly Polish fi rms’ still relatively weak competitive advantages and/or their 
embedded preference to still consider exporting as the ultimate method of sus-
taining market presence abroad.

6. Policy recommendations

Policy recommendations off ered by Dunning in his IDP model are rather scant 
(Dunning 1997, p. 237-238). In stage 1 government intervention, in order to stim-
ulate FDI infl ows, takes the form of providing basic infrastructure and upgrading 
human capital via education and training. Economic policies are supposed to focus 
on import protection via domestic content regulations and export subsidies. Th ere 
is also limited government involvement in upgrading domestic created assets via 
innovatory capacity stimulation (Dunning, ibid.).

In stage 2 of the ideal IDP the main trends of government policy toward infl owing 
FDI do not diff er from those identifi ed in stage 1. Import protection now embraces 
also tariff  and non-tariff  barriers and stress is placed on development of domestic 
fi rms’ technological capabilities. Outward FDI is infl uenced by government-induced 
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push factors very similar to those recommended for FDI infl ows: export subsidies 
and technology development or acquisition (Dunning, ibid.).

Poland has only partially followed those prescriptions in her economic policies 
so far. Extensive import protection did exist in stage 1 but kept falling in stage 2, 
especially in trade with the EU countries as the 2004 entry into the EU drew clos-
er. Infrastructure development both in stage 1 and 2 has been quite visible but still 
much lies ahead, especially in creating a network of motorways compatible with 
the EU standards. Th e most visible advances and positive qualitative changes have 
been observed in education and training.

Government decision makers and institutions responsible for economic policy 
formulation and implementation have been criticised for following a strategy to-
wards FDI based too much on a liberal, laissez-faire approach with very few pro-
active components attracting foreign capital to locations desirable from the point 
of view of national interest. Attention of all public institutions having any respon-
sibility in the sphere of FDI has been focused on inward FDI, leaving outward FDI 
practically to the initiatives and eff orts of the fi rms themselves. Th is imbalance calls 
for an urgent redirection of attention focusing more on outward rather than on in-
ward FDI. In strengthening the capacities of domestic fi rms to eff ectively compete 
with foreign fi rms in Poland and in advocating and undertaking measures stimu-
lating outward FDI, the weakest point, however, has been the practical absence of a 
comprehensive and coherent government program of technological upgrading and 
development oriented towards those usually much weaker domestic Polish fi rms3. 
Th is defi ciency is gradually turning into a pressing need as Poland attempts to pass 
into stage 3 of her IDP and many Polish fi rms are beset by this technological gap 
which hinders their competitiveness in foreign markets, especially in the countries 
positioned in more advanced stages of their IDP.

An alternative solution lies of course in providing those fi rms with funds for 
which they could develop or secure access to new technologies without or with 
minimal government direct assistance. Th ere is also room here for government in-
duced fi nancial and fi scal measures fostering and promoting mergers and acquisi-
tions as well as business alliance formation, the notion of which is still quite alien 
to most small and medium sized Polish fi rms. Moreover, in order to reinforce the 
identifi ed trend towards the service industries, the above measures should have 
such sectoral focus more clearly delineated. In the manufacturing sector technol-
ogy upgrading is required, which should be government co-fi nanced and directed 
towards the identifi ed industry leaders: mechanical and metal products, the motor 
industry and petroleum. And lastly, more eff ort on the part of government promo-
tion programs is needed to investigate and change the negative eff ect of the coun-
try’s image affl  icting the sales of Polish products abroad, especially in the services 

3 For discussion whether all fi rms should benefi t from government support or only those with 
domestic ownership, see Gorynia, Nowak, Wolniak, 2005 a.
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and industrial product categories, attempting to compete with better known and 
well established local, regional and global brands.

7. Th eoretical implications

Th ere are certain theoretical implications of this study for the IDP model. Th e analy-
sis of the experience of Poland allows for making the following observations regard-
ing the specifi c nature of the said model when it is applied to transition countries, 
requiring of course further verifi cation and testing:

For countries with relatively large internal markets that are passing through 1. 
stage 2 of their IDP, the dynamic growth of outward FDI does not impede the 
continuing fl ow of inward FDI, thus extending the length of the said stage 2. 
Th is justifi es the proposition that the classical Dunning model of the IDP is 
subject to modifi cation by a prolonged stage 2.
Th is extended stage 2 refl ected by the still growing, although visibly lessening, 2. 
negative NOIP, also reveals increased outward FDI by foreign fi rms investing 
out of Poland and by domestic Polish fi rms wanting to exploit their newly ac-
quired competitive advantage abroad. Such competitive advantage usually stems 
from two sources: (a) indirect technology transfer from foreign MNCs via sp-
illovers of technology through vertical (supplier) linkages of Polish fi rms, and 
(b) eff ects of the drive to eff ectively counter foreign competitors entering the 
Polish market using aggressive marketing strategies and introducing superior 
products. Faced with lost market shares, domestic Polish fi rms attempt to en-
dogenously generate new and competitive technologies, as well as new products 
of equal or superior quality marketed with state of the art strategies.
In both inward and outward FDI the domination of the manufacturing sector 3. 
is radically eroded by the growing importance of services. Within services we 
see the predominance of: (a) the fi nancial sector, composed mainly of banks, 
insurance companies and various types of investment funds, plus (b) retail 
trade, focused on mass distribution in hypermarkets, large discount stores and 
shopping malls.
In both manufacturing and services there is a rising share of capital and knowl-4. 
edge intensive industries.

Th e transition countries’ IDP reveals a certain paradox. Th is paradox seems to lie 
in the crucial role played by the growth of the modern manufacturing and service 
sectors in both prolonging their stay in their IDP stage 2 and, at the same time, in 
being the main force moving these countries into stage 3 of their IDP.
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Figure 1. NOI Positions of Poland’s Main Sectors/Industries and of the whole Polish 
Economy, 1996-2005, in mln USD

Source: Authors’ calculations based on National Bank of Poland, 1997–2006

Figure 2. NOI Positions for Poland’s Manufacturing Sector and Its Main Component 
Industries, 1996-2005, in mln USD

Source: Authors’ calculations based on National Bank of Poland, 1997–2006
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