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Introduction

The present study is a continuation of the authprevious work on Poland’'s
investment development path (IDP) and its geographiterns (Gorynia, Nowak, Wolniak,
2005b and 2006). This time, the authors undertaklyreamic analysis of theectorand
industry structure of Poland’s inward and outwafl &s related to and in the context of J.
Dunning’s IDP model. The purpose of the study isdentify patterns of changes in that
sectorand industry structure via the synthetic meastdraed outward investment position
(NOIP)' over the period during which Poland was in stage@ gradually moving towards
stage 3 of her IDP, and to confront the observatepe with the hypotheses or predictions
derived from Dunning’s model.

The data sets used in this study have been comipdedthe database of the National
Bank of Poland, which in 1997 started to collectl Fiidlow and outflow statistics broken-
down by sectors and industries (earlier only agagedDI information was collected by the
Bank). This, in turn, determined the period covemgdhe present study: the years from 1996
to 2005. Although the authors’ previous study ofaiRd’s IDP covered a period starting from
1990, a convenient coincidence is that, accordmghée said study, 1996 marks Poland’s
transition to stage 2 of her IDP. Thus the prestmty focuses on stage 2 and attempts to
present a relatively comprehensive analysis oftiits in sector and industry composition of
both inward and outward FDI and the resulting cleang the sector and industry net outward
investment position (NOIP).

The authors commence with a literature reviewrrefg to those publications that
have contributed to the development and refinenaénthe IDP model used here as a
theoretical framework. In addition, a number ofer@nt studies that deal with the issue of

sectoral and/or industrial composition of FDI inetlcontext of IDP are reviewed. The

1 NOIP is the difference between gross outward ¢prelirect investment stock and gross inward foreigact
investment stock for a given time period, in thase one year.



literature review section is followed by a methamtpl section and an analysis of the changes
in the NOI position of the sectors and industrieslar study between 1996 and 2005. The
paper concludes by presenting the main findingskanid policy and theoretical implications

stemming from those findings.
Literature Review

The origins of the concept of IDP date back to 19#&n J. Dunning presented the
concept’s basic tenets at a conference on mulbnakienterprises in Honolulu (Dunning and
Narula, 1996). Since then the IDP concept has befamed and extended several times, with
most significant modifications contained in Dunnifi®86), and Dunning and Narula (1994,
1996 and 2002). Several other authors have madeilngions to the development of this
concept, including Lall (1996), and Duran and Ubg01 and 2005).

According to the principal IDP proposition, the iard and outward investment position
of a country is tied with its economic developmedihanges in the volume and structure of
FDI lead to different values in the country’s NOIFhe changing NOIP passes through 5
stages intrinsically related to the country’s eaoiw development (for the most recent
description of these stages, see Dunning and N&0(2)?

Although, as Barry Goerg and McDowell (2003) nakes IDP model is largely silent
on the sectoral destinations of FDI inflows andflouts (ibid., p. 347), general predictions
regarding the shifts in sector/industry compositaomd nature of FDI parallel to the IDP
stages can be derived from Dunning (1997) and Dwnand Narula (2002).

In stage 1, which is characterised by a low lesklinward and an almost non-
existence of outward FDI, inflows of FDI are diredt towards labour-intensive

manufacturing and the primary product sectors, ftischmining and agriculture. Outward FDI

2 In its original version (Dunning 1981), the pathdhfour stages. The fifth stage was added in Dgnaind
Narula (1996).



is negligible or non-existent because “the O-speativantages of domestic firms are few
and far between” (Dunning and Narula, 2002, p. 140)

In stage 2, in which inward FDI rises substdly while outward FDI emerges at low
levels, inward FDI is predicted to remain largely matural-resource-intensive sectors.
However, it is supplemented by forward verticakgration into labour-intensive production
in light, relatively low-technology manufacturin@utward FDI, fuelled by the newly-
acquired O-specific advantages of domestic firmstipan the production of semi-skilled
and moderately knowledge-intensive consumer goadkspe either of a market-seeking or
trade-related type, undertaken in adjacent teresgoespecially those further back in their IDP
position, or of a strategic asset-seeking typesotigd to developed countries.

Stage 3 marks a gradual decrease in theofagewth of inward FDI and an increase in
the rate growth of outward FDI. In this stage, tbenparative advantage of labour-intensive
production will deteriorate as a result of an ias® in domestic wages. This, in turn, will
stimulate inward FDI to flow to technology-intensivmanufacturing and other industries
capable of delivering higher value added locallyotives for such inward FDI will shift
towards efficiency seeking production and to soxterd towards strategic-asset acquisition.
Outbound FDI will be driven by market-seeking sttaés (directed more to countries at
lower stages in their IDP) and strategic assetypuns other stage 3 or stage 4 countries to
protect or upgrade advantages of domestic (invgstirms.

Stage 4 is characterised by outward FDI stosk matching and then exceeding that of
inward FDI and by outward FDI growing faster thamvard FDI. In a country entering this
stage, production processes and products willdte sf the art and foreign investment will be
undertaken in capital- rather than labour-intengiraduction by firms seeking strategic assets
and rationalising their value-adding activities e national borders. Accordingly, such

country’s L-specific advantages will be mostly ottieely based on created assets. Outward



FDI will be motivated by the necessity to maintdhms’ competitive advantage by moving
operations that lose competitiveness to countnidéswer stages of their IDP.

Finally stage 5, which is characterised iy NOI oscillating around zero level, attracts
most of Dunning’s (1997) and Dunning and Narulaz0(2) attention and analysis.
Indications of industry or sector preferences adbownd or outbound FDI are mostly
concealed in assertions that in stage 5 highly Idped, Triad countries show a marked
convergence of their economic structures and tliit iR both directions is increasingly
created asset- and efficiency-seeking with great@phasis on growth via strategic alliances
as well as mergers and acquisitions.

Parallel to its conceptual development, numereuspirical studies have been
conducted to test the validity of the IDP modeleTiterature review reveals two main strands
in these empirical studies. One strand represenis-oountry studies using cross-section
analysis. The other strand of studies focuses ercoantry’s NOI position either vis-a-vis all
countries of the world or countries (world regiotisat represent the main destinations for
FDI as well as the main source of FDI. The latterd®s are longitudinal in nature (see
Gorynia, Nowak and Wolniak, 2006 for a succincteavof the two strands of IDP studies).

Dunning and Narula (1996, p. 22 and 24-25) ardws & cross-sectional analysis
across countries has severe limitations and canlmntreated as a surrogate for longitudinal
studies. As the IDP is essentially a dynamic coheeq every IDP is idiosyncratic and
country specific, it can be best analysed on a trgtby-country basis. This view is echoed
by Duran and Ubeda (2001). They argue that “thedmnd direction of movements along
the various phases of IDP depend on a set of fathat influence the economic structure of a
country and the type of investment it makes anéives” (ibid, p. 9). These factors include:
presence of natural resources; geographic and ralltlistance; size of a country; its

economic system or development model and its govent policy. Furthermore, the use of



GDP as a proxy for development does not take ictmwunt the changes of the economic
structure of a country that progresses througtctimsecutive stages of the IDP. In particular,
the IDP model implies systematic changes in thestry structure that parallel the changes in
the NOIP. And yet, in both the conceptual and eiogirstudies, the issue of the industry
structure of FDI that evolves when a country molvem one stage of the IDP to another is
rarely investigated, and even in these rare cdmesdctor/industry structure analysis is only
supplementary to the main topic. The authors of fhaper were able to identify only a
handful of studies that devote more than cursotgnéibn to the evolving industry/sector
structure of FDI in the context of IDP. Severaltihém are contained in the book edited by
Dunning and Narula (eds.,1996), including contiidmsg by:
* Clegg (1996) examining the UK’s IDP and lookingtla® country’s IDP position in
three industry groups;
« Graham (1996) focusing on th# Stage of the US IDP;
* Akoorie (1996) investigating the sectorial patteohghward and outward FDI in New
Zealand;
» Calderdn, Mortimore and Peres (1996) analysing,rgrather things, the impact of
FDI on the production structure of the Mexican exo;
* van Hoesel (1996) investigating Taiwan’s FDI and itnpact on the country’s
industrialisation;
« Kumar, (1996) analysing India’s industrialisatidibgeralisation as well as inward and
outward FDI during this country’s distinct develogmh stages related to FDRind
e Zhang and Van Den Bulcke (1996) examining the IDEina and focusing on the
changing government policy during the country’syEars of transition to a market

economy.



Also the studies by Bellak (2001) of Austria’s Il¥dd by Barry, Georg and McDowell
(2003) of the Irish IDP contain some analysis sonnd and outbound FDly sectors
Summing up, the empirical studies mentioned alpmiat to certain important shifts

in sector and industry composition of both inwand @utward investment taking place when
a country progresses from one stage of the IDFhtohar. However, it is evident that these
shifts are far from being uniform across countri€dearly country-specific factors
(idiosyncrasies) play an important role in shagimg sector and industry patterns of FDI. For
example, in the case of New Zealand the histofmrmes initiated by the government in 1984
led to a dramatic increase in the inflows of nosergce based FDI, particularly into the
banking sector (Akoorie, 1996). Likewise, India'esdaChina’s economic liberalisation
policies induced the changing structure of inward autward FDI (Kumar, 1996; Zhang and
Van Den Bulcke, 1996). And Taiwan’s dramaticallyaohing sectoral distribution of inward
and outward FDI can be linked to the country’s dajidustrialisation (van Hoesel, 1996).
Some studies point even to paradoxes, such agehaissance” of the manufacturing sector
as an FDI destination in the US observed by Grafi®&86, p. 91). It can therefore be argued
that Dunning’s predictions regarding sectoral itvesit patterns in relation to a country’s
IDP may not always find full confirmation in thefeeenced empirical studies.

In the following sections, the idiosyncrasief Poland’s cross-industry composition of
FDI inflows and outflows are analysed in the cohtaixher IDP, using NOIP as a synthetic
expression of the outcome of the parallel movethefsaid inflows and outflows with respect
to individual sectors and industries. In contrasthie empirical studies reviewed, in which the
issue of sector/industry structure of FDI inflowadaoutflows is basically viewed as
supplementary to the main topic of a country’s IE#& present paper is entirely devoted to

the analysis of such structure and its policy icgtions.



The Data and Method of Analysis

The data breakdown of the Polish economy made byNhtional Bank of Poland and
considered by the authors as the most reliableceotneates nonetheless a certain problem
relating to the terminology and level of aggregatiemployed. Nominally the country’s
economic potential and, in this case, the targétlf inflows is split into industries or more
aptly industry groups which bear closer semblamcéendustrybranches than tosectors of
economic activity. However with the exception okeaentry, that of “manufacturing”, which
does indeed represent a full fledged sector anthéasole entry) is thus broken down into its
constituent components: different industries. Sapproach complicates economic analysis
and drawing conclusions since the units of suchlyarsa are of unequal content and
composition and thus may be difficult to compasezially in the context of the influence
they exert on the country’s economy. This reseovathen should be taken into account in
interpreting the results that follow. Moreover rgozing this dilemma the category of
industry branches will be used thereafter to dettigendustry composition of FDI inflows to
and outflows from Poland.

While using the FDI data published by the NatioBaink of Poland, the authors
compiled time series for both FDI inflows and oonvs for the period of 1996-2005 with
respect to the manufacturing sector and 10 non-faatwring industries, of which several
represent the service sector. The basic data omlative FDI inflows and outflows broken
down by the above-mentioned sectors and indusarnesresented in the Appendix Tables 3
and 5. These data constitute a point of departoretife analysis of NOIP for the same
sector/industry breakdown, which is undertaken ha following section. The Appendix
Tables 4 and 6, on the other hand, show the pexgerghare of the sectors/industries studied
in the overall FDI inflows and outflows respectiyethus allowing for an interpretation of the

relative importance of these sectors/industriesDh over the studied period.



Industry NOIP Analysis

The sector/industry analysis of NOIP may lbaceived as a synthesis of changes in
incoming and outgoing FDI, evidenced in detailhe Appendix tables. In this context, Table
1 in the Appendix contains sector/industry NOI tHoss as well as the overall NOIP for
Poland, whereas Table 2 which follows shows theadyins of the said sector/industry NOI
positions. In addition, Graphs 1 and 2 provide suai representation of the NOIP evolution
over the period under study with respect to thennsa&ctors and industries, as well as the
whole economy.

In the whole period for which the NOIP vauleave been calculated only during two
years (1997 and 1998) and in one industry (hotets rastaurants) did this measure have a
positive sign (but very low absolute values in i&D: 8.3 and 2.5 respectively). In all
remaining years and industries the NOIP values akvays negative.

For the Polish economy as a whole there wesnaistent increase in the negative NOIP
value, rising from —4408.5 mIn USD in 1996 to —65.86miIn USD in 2005. But the rate of
this negative growth was decreasing from 207.8%94987 to 110.3% in 2005, with the
exception of two years (2003 and 2004) when it whghtly higher and theoretically
attributable to the surge in Poland’s attractivensforeign investors due to entry into the
European Union (EU).

The manufacturing sector had the highestthegaalues of NOIP throughout the studied
time period, ending with a level of over -20 bitli?dSD in 2005. This reflected its importance
and leading position in FDI flows in the Polish romy. At the same time Table 2
demonstrates that the rate of negative growth ofPN®as decreasing, again with a small
counter trend registered in 2003 and 2004, thusigirg another piece of evidence that

Poland was at the end of stage 2 of her IDP.



Within the manufacturing sector, to keep the analgsore focused, the NOIP values
were calculated for just the four main industryugpimgs. Up to the end of 2002 the highest
NOIP values were registered for food, beverages tabdcco: all falling into the light
industry, relatively low technology and low knowtg intensive classification category.
Thereafter came, with slight differences betweeenmh motor vehicles and transport
equipment as one grouping plus chemical and ruphmstucts as the other, both also in the
relatively high technology, capital and knowledgeensive classification category. From
2003 on, one year before Poland’s entry as full bwnto the EU, a shift occurred with
motor vehicles taking the lead and retaining itthie end (i.e. 2005), followed (in descending
order for 2005) by chemical and rubber products] #me food, beverages and tobacco
grouping. The lowest NOIP values were observedandy paper, publishing and printing — a
branch falling also into the light industry categofhe said negative NOIP values increased
until the end of 2004 and decreased in 2005, tafigcthat branch firms’ growing
competitiveness capacity in foreign markets and ttontributing to the advance of Poland
into stage 3 of her IDP.

As the Appendix tables show, the leading gtdes in the service sector were financial
intermediation (or in reality banks and other fici@h institutions) and trade and repairs
(meaning mainly investment by large distributiormganies, especially on the retail level).
Both those branches started with practically thmesdevel of negative NOIP in 1996 and
ended in 2005 with a NOIP of over -14.6 billion U&® financial intermediation and —10.1
billion USD for trade and repairs, exhibiting catent growth of their negative NOIP.
However noteworthy was the overall falling trendtieir NOIP year to year growth rate,
indicating growing competitive advantage of firmms/esting out of Poland. For financial

intermediation the NOIP growth rate for 2005 wa$yatb% of such growth rate for 1997,



whereas for trade and repairs it was 75%, indigagmploitation of somewhat weaker
competitive advantage.

For another service industry — transports @mmunication — the negative NOIP values
showed considerable fluctuation with an overaldecy to increase. The highest value was
attained in 2004 (over — 8 billion USD) and theriha last year under investigation there was
a decrease to 94.9% of the 2004 value.

For the industry grouping with the curious q@msition of real estate, IT, R&D plus
equipment lease the negative NOIP values grew stamly during the analysed time period.
But their growth rates fluctuated, showing a grayvirend for the last three years and thus
pointing to a still unexploited investment potehinside Poland.

Apart from the years of 1996 and 1997 thditie8 sector (electricity, gas and water)
showed a rise in negative NOIP values but to dively low level of just over — 2.9 billion
USD in 2005. The annual increases in this sectmtdbted as well and for the last year the
increase was 107.9%, being lower than in 2004 &nd pointing to the desirable path of
Poland on her IDP.

The remaining four industries: constructiogrieulture and fishing, hotels and restaurants,
and mining and quarrying could be considered asgoef relatively low interest for FDI in
and out of Poland, with negative NOIP values notpassing —626.7 min EUR (for
construction in 2004). Agriculture and fishing plaging and quarrying had an uninterrupted
record of negative NOIP growth whereas construgbiis hotels and restaurants had periods
of improved NOIP, reflecting more investment aityiabroad of firms based in Poland. Also

all exhibited high fluctuations in the annual growates of their respective NOIP values.



Findings

Departing from the assumption that Poland rhayconsidered as a mature transition
economy, the following conclusions can be drawrarémg the industry cross section of
inflowing FDI, as the country moves through stag# s IDP:
1. Throughout the decade under investigation tleeiraalated value of FDI outflows was by
far smaller than that of FDI inflows, ranging froin2% (the share of accumulated FDI
outflows in accumulated FDI inflows) in 1996 to @&7n 2005. This asymmetry reflected the
continuing, albeit decreasing, disparity betweea tverall competitiveness of domestic
Polish firms and their foreign/multinational rivals
2. The synthesis of the said asymmetry was enclosdte rising negative values of the
NOIP. However there was a clear dichotomy visildengll in the negative NOIP values: in
relatively high technology industries/branches, \Wiealge and capital intensive, the negative
NOIP values were highest; in relatively low tectomyl, labour intensive, light industry
branches the respective negative NOIP values weresit.
3. The NOIP dynamics revealed one recurring tenglassociated with Poland’s accession to
the EU in 2004 as full member: the year to yeacgmtage change in most industries would
increase/accelerate usually between one to twosykafore the said accession and then
suddenly, one year later ( in 2005), slow down @mrably. The most logical explanation of
this pattern seems to lie in the surge by firmsrajpeg from Poland to invest more abroad in
order to secure first mover advantages or condelidad sustain market positions acquired
earlier.
4. From 1996 to 2005 accumulated FDI inflows roSeBltimes reaching the value of over
70.5 billion USD, indicating that Poland with harde internal market and a growing pool of

created assets offered attractive investment oppibis.



5. In FDI inflows the dominance of manufacturingsneystematically eroded by growth of
the service sector, led by such industries as bankiade, transport and communications.
6. Starting from 1999 the entire service sectorabexthe new leader in absorbing incoming
FDI, replicating a similar trend in more develoaEbnomies.
7. Managing to defend their positions with relatyvemall losses in the share of FDI inflows
were those industries within manufacturing thattamhnology and capital intensive, focused
both on consumer and industrial markets. Best el@snp the Polish case are motor vehicles
and chemical as well as rubber products.
8. A change occurred within the light manufactursegtor: the gap left by the demise of
food, beverages and tobacco was filled by woodepgmublishing and printing. Or looking
from a behavioural/needs perspective: once bagdsbad been satisfied by the food et al
group of industries they were substituted by theremsophisticated ones catered to by
companies from the paper and print media industry.
9. The market seeking motive was prevalent in ttevth of real estate and the utilities,
whereas the drive to improve efficiency was visibl&DI in IT as well as R&D activities.
10. The remaining industries consisting of a widsoatment raging from agriculture and
fishing, through construction to services like h®tand restaurants and ending with the
extractive sector played a negligible role mainlyg do lack of sufficient location advantages
and local assets, both natural and created.

As for the outflows of FDI, the following tdancies in stage 2 of Poland’s IDP were
identified:
1. From 1996 to 2005 accumulated FDI outflows r88e3 times, much faster than FDI
inflows, reaching the value of over 4.7 billion USD
2. Throughout the studied period, but only up ® ¢md of 2003, manufacturing appeared as

the leading sector for FDI flowing out of Polanchefeafter the service sector took over,



dominated by banks and other financial institutifitsancial intermediation) plus trade and
repairs. The coincidence here with Poland’s acoads the EU as full member in 2004 may
offer an explanation to this change in leadershithe sense that many of these service sector
firms investing from Poland might have attemptedatce initial advantage of access to the
wider EU market.

3. In these service industries market and stratagset seeking motives seemed to be the
prevailing ones. Thus a similar trend has beenrgbdein both FDI inflows and outflows
with the difference lying in the unknown real progace and proportions of the origin of
firms investing out of Poland, i.e. whether theyrevéolish owned or MNC subsidiaries
operating in Poland.

4. Within manufacturing capital intensive and tedogy oriented industries such as metal
and mechanical products plus the motor industryewsserved as being in the lead until
2003 but then giving in to petroleum as the newdéealn the case of the latter, FDI can be
practically traced to the expansion, via acquisgi®f strategic assets, of Orlen, Poland’s
largest petroleum company by revenue.

5. The meaningful share of construction was maialgted to the ownership advantages of
Polish firms while the observed (share) fluctuagiocould be partly explained by the
industry’s sensitivity to changes in the busingsdes in the foreign markets.

6. Thus it is evident that in stage 2 of Polan@® lthere has been a very limited spread and a
narrow profile of industries generating FDI outRifland, reflecting mainly Polish firms’ still
relatively weak competitive advantages and/or tleenbedded preference to still consider

exporting as the ultimate method of sustaining mapkesence abroad.
Policy Recommendations

Policy recommendations offered by Dunning is IDP model are rather scant (Dunning

1997, p.237-238). In stage 1 government intervaniim order to stimulate FDI inflows, takes



the form of providing basic infrastructure and wgming human capital via education and
training. Economic policies are supposed to foausngport protection via domestic content
regulations and export subsidies. There is alsddangovernment involvement in upgrading
domestic created assets via innovatory capaciyugtion (Dunning, ibid.).

In stage 2 of the ideal IDP the main trentdgavernment policy toward inflowing FDI do
not differ from those identified in stage 1. Imp@rbtection now embraces also tariff and
non-tariff barriers and stress is placed on devaku of domestic firms’ technological
capabilities. Outward FDI is influenced by govermtamduced push factors very similar to
those recommended for FDI inflows: export subsida®l technology development or
acquisition (Dunning, ibid.).

Poland has only partially followed those prgamns in her economic policies so far.
Extensive import protection did exist in stage 1 kept falling in stage 2, especially in trade
with the EU countries as the 2004 entry into the d&w closer. Infrastructure development
both in stage 1 and 2 has been quite visible lllutraich lies ahead, especially in creating a
network of motorways compatible with EU standaiise most visible advances and positive
gualitative changes have been observed in educatidrraining.

Government decision makers and instituti@sponsible for economic policy formulation
and implementation have been criticised for follogva strategy towards FDI based too much
on a liberal, laissez-faire approach with very fpm-active components attracting foreign
capital to locations desirable from the point adwiof national interest. Attention of all public
institutions having any responsibility in the sphef FDI has been focused on inward FDI,
leaving outward FDI practically to the initiativesid efforts of the firms themselves. This
imbalance calls for an urgent redirection of aitenfocusing more on outward rather than on
inward FDI. In strengthening the capacities of dstieefirms to effectively compete with

foreign firms in Poland and in advocating and utadeng measures stimulating outward FDI,



the weakest point however has been the practicdrae of a comprehensive and coherent
government program of technological upgrading aedetbpment oriented towards those
usually much weaker domestic Polish firm3his deficiency is turning gradually into a
pressing need as Poland attempts to pass into 3tafder IDP and many Polish firms are
beset by this technological gap which hinders tloaimpetitiveness in foreign markets,
especially in countries positioned in more advarstades of their IDP.

An alternative solution lies of course inthng those firms with funds for which they
could develop or secure access to new technolagig®ut or with minimal government
direct assistance. Here there is also room for monent induced financial and fiscal
measures fostering and promoting mergers and atgnss as well as business alliance
formation, the notion of which is still quite align most small and medium sized Polish
firms. Moreover in order to reinforce the identifierend towards the service industries the
above measures should have such sectoral focusateanty delineated. In the manufacturing
sector technology upgrading is required, which #&hdoe government co-financed and
directed towards the identified industry leadergchanical and metal products, the motor
industry and petroleum. And lastly, more effort dre part of government promotion
programs is needed to investigate and change tbatime country image effect afflicting
sales of Polish products abroad, especially inse#r@ices and industrial product categories,
attempting to compete with better known and wethleisshed local, regional and global

brands.
Theoretical Implications

There are certain theoretical implicationgto$ study for the IDP model. The analysis of

the experience of Poland allows for making theol@lhg observations regarding the specific

! For discussion whether all firms should benefitnir government support or only those with domestic
ownership see Gorynia, Nowak, Wolniak, 2005a.



nature of the said model when it is applied togiamn countries, requiring of course further

verification and testing:

1. For countries with relatively large internal ks that are passing through stage 2 of their
IDP, the dynamic growth of outward FDI does not @de the continuing flow of inward FDI,
thus extending the length of the said stage 2. jusisfies the proposition that the classical

Dunning model of the IDP is subject to modificationa prolonged stage 2.

2. This extended stage 2 reflected by the stillingng, although visibly lessening, negative
NOIP, also reveals increased outward FDI by fordigns investing out of Poland and by
domestic Polish firms wanting to exploit their ngvalcquired competitive advantage abroad.
Such competitive advantage usually stems from twoces: (a) indirect technology transfer
from foreign MNCs via spillovers of technology thigh vertical (supplier) linkages of Polish
firms, and (b) effects of the drive to effectivetpunter foreign competitors entering the
Polish market using aggressive marketing strateaesintroducing superior products. Faced
with lost market shares, domestic Polish firmsmfteto endogenously generate new and
competitive technologies, as well as new produtesgoal or superior quality marketed with

state of the art strategies.

3. In both inward and outward FDI the dominationtloé manufacturing sector is radically
eroded by the growing importance of services. Witgrvices we see the predominance of:
(a) the financial sector, composed mainly of bamksjrance companies and various types of
investment funds, plus (b) retail trade, focusednaass distribution in hypermarkets, large

discount stores and shopping malls.

4. In both manufacturing and services there issagi share of capital and knowledge

intensive industries.



The transition countries’ IDP reveals a certainadax. This paradox seems to lie in the
crucial role played by the growth of the modern ofanturing and service sectors in both
prolonging their stay in their IDP stage 2 andthe same time, in being the main force

moving these countries into stage 3 of their IDP.
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Appendix

Table 1. The Sector/Industry NOIP for Poland, 19962005, in min USD

Sector/Industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005

Manufacturing, of which: -1793.4 -3239.5 -5433.6 087.5 -9180.1 -10403.6 -11865.5 -13691.9 -1849€0129.3
motor vehicles and transport

equipment -3470 -536.2 -9355 -12304 -1531.6 -1681.3 -2091.7 -2807.3 -38753 -4222.4
chemical and rubber products  -2589  -5454  -853.0 -1171.6 -1469.9 -1659.1 -2180.6 -2490.7 -3266.5 -3549.1
food, beverages and tobacco -588.6 -940.0 -1689.3 -1855.0 -22654 -2373.6 -2538.3 -2698.6 -2851.8 -3207.7
wood, paper, publishing and

printing -403 -2788 -457.1 -7238 -1011.9 -1116.7 -12239 -1407.4 -22745 -2247.6
Financial intermediation -596.2 -1467.3 -2524.8 8@8 -6697.7 -8857.4 -10446.9 -11011.6 -13191.25934
Trade and repairs -591.8 -1007.9 -1839.1 -2630.13793 -4215.7 -5077.3 -6498.0 -7911.6 -10077.8
Transports, communication -147.0  -198.3 -194.4 5181 -5556.0 -6580.6 -5721.3 -5612.5 -8040.7 -7630.3
Real estate, IT, R&D,

equipment lease -156.0 -394.4 -594.3 -875.7 -13131399.1 -1861.9 -2393.6 -3365.1 -4740.0
Electricity, gas and water -4.8 -3.1 -38.7 -89.0 420 -726.9 -1499.8 -1879.3 -2734.7 -29495
Construction -45.8 -60.3 -155.5 -160.9 -316.0 -B832.-508.0 -449.1 -626.7 -519.5
Agriculture and fishing -4.4 -9.3 -17.9 -76.3 -87.3 -96.1 -106.0 -147.9 -2405 -2885
Hotels and restaurants -2.6 8.3 25 -22.2 -106.6 8.3-7 -111.8 -149.8 -1319 -163.9
Mining and quarrying -7.8 -24.9 -26.6 -27.1 -52.0 46.2 -53.7 -51.1 -82.0 -73.7
Other services and not allocated -1058.8 -2765.66398 -4726.2 -4757.5 -4765.8 -4689.1 -4959.4 -4894602.2
TOTAL -4408.6 -9162.3 -15461.8 -22290.6 -31886.97682.4 -41941.2 -46844.1 -59609.1 -65767.8

Source Authors’ calculations based on National Bank ofaiRd, 1997—2006.

Table 2. Percentage change in sector/industry NOIBver previous year

Sector/Industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005
Manufacturing, of which: 180.6 167.7 130.4 129.5 1338 114.1 1154 135.1 108.8
Motor vehicles and transport
equipment 154.5 1745 1315 1245 109.8 124.4 134.2 138.0 109.0
Chemical and rubber products 210.7 156.4 1374 1255 1129 131.4 114.2 131.2 108.7
Food, beverages and tobacco 159.7 179.7 109.8 122.1 104.8 106.9 106.3 105.7 1125
Wood, paper, publishing and
printing 691.8 164.0 158.4 139.8 1104 109.6 115.0 161.6 98.8
Financial intermediation 246.1 172.1 185.4 143.1 32.2 118.0 105.4 119.8 110.6
Trade and repairs 170.3 182.5 143.0 128.5 124.8 0.412 128.0 121.8 127.4
Transports, communication 134.9 98.0 985.5 290.0 18.4L 86.9 98.1 143.3 94.9
Real estate, IT, R&D, equipment
lease 252.8 150.7 147.4 150.0 106.6 133.1 128.640.61 140.9
Electricity, gas and water 64.6 1248.4 230.0 496.6164.5 206.3 125.3 145.5 107.9
Construction 131.7 257.9 103.5 196.4 136.9 1175 848 139.6 82.9
Agriculture and fishing 2114 192.5 426.3 1144 011 1103 139.5 162.6 120.0
Hotels and restaurants 319.2 30.1 888.0 480.2 73.942.8 134.0 88.1 124.3
Mining and quarrying 319.2 106.8 101.9 191.9 88.9116.2 95.2 160.5 89.9
Other services and not allocated 261.2 167.8 101.900.7 100.2 98.4 105.8 96.6 96.1
TOTAL 207.8 168.8 144.2 143.1 1179 111.5 1117 7382 1103

Source Authors’ calculations based on National Bank ofaiRd, 1997—2006.



Table 3. Industry Structure of Accumulated FDI Inflows in Poland, 1996-2005,
in min USD at Current Prices

Sector/Industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005
Manufacturing, of which: 1800.4 3255.3 5522.3 7972.9277.1 10465.2 11930.5 140129 19016.3 21539.2
motor vehicles and transport
equipment 347.0 537.2 10032 12948 1597.2 16937 21020 2844.6 3980.1 4376.8

chemical and rubber products ~ 258.9 545.4 853.0 11716 14771 16655 21842 24821 32630 3579.7
food, beverages and tobacco 591.6 9440 16933 18594 22700 23795 25463 27089 29109 3402.7
wood, paper, publishing and

printing 40.3 278.8 457.1 7244 10138 11243 12382 13409 22205 22773
Financial intermediation 603.2 1479.1 2539.8 4749.6738.8 8794.6 10462.2 11025.8 13544.3 16534.5
Trade and repairs 606.7 1029.7 1844.2 2630.4 33854898.6 5040.9 6486.1 8125.8 10567.0
Transports, communication 149.0 197.3 201.7 1931%683.7 6617.2 5761.4 5589.3 8020.1 7600.1
Real estate, IT, R&D, equipment

lease 156.0 395.4 609.9 879.5 1327.7 1426.3 1893823.3 3571.7 4899.0
Electricity, gas and water 4.8 3.1 324 73.9 426.9714.5 1489.0 1870.5 2727.2 2942.0
Construction 47.8 67.1 159.2 160.0 317.9 4345  1499.430.3 609.0 686.5
Agriculture and fishing 4.4 9.3 17.9 717 82.7 91.7101.6 142.8 233.5 280.0
Hotels and restaurants 2.6 -11.3 -5.5 20.0 104.6 .2 76 109.7 147.7 131.9 162.4
Mining and quarrying 7.8 24.9 43.3 46.3 72.1 73.4 1.46 59.1 80.2 84.4
Other services and not allocated ~ 1078.8  2809.1 892250105 5042.1 5096.4 5215.2 55024 5346.6 5187.0
TOTAL 4461.4 9259.0 15887.7 22745.7 32359.1 3798842566.6 47790.1 61406.4 70482.0

Source:National Bank of Poland, 1997-2006.

Table 4. Industry Structure of Accumulated Percentge Shares of FDI Inflows in Poland, 1996—2005

Sector/industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005
Manufacturing, of which: 40.4 35.2 34.8 31.5 287 7.2 28.0 29.3 31.0 30.6
motor vehicles & transport
equipment 7.8 5.8 6.3 5.7 49 45 49 6.0 6.5 6.2
chemical and rubber products 5.8 5.9 53 5.2 4.6 44 5.2 51 53 51
food, beverages and tobacco 13.3 10.2 10.7 8.2 7.0 6.3 6.0 5.7 47 4.8
wood, paper, publishing and
printing 0.2 24 24 2.8 2.8 26 2.7 26 34 3.0
Financial intermediation 135 16.0 16.0 20.9 20.8 3.22 24.6 23.1 22.1 23.5
Trade and repairs 13.6 11.1 11.6 11.6 10.5 11.1 8 11. 136 13.2 15.0
Transports, communication 3.3 21 1.3 8.5 17.3 17.4 13.5 11.7 13.1 10.8
Real estate, IT, R&D, equipment
lease 35 4.3 3.8 3.9 4.1 3.8 45 5.3 5.8 7.0
Electricity, gas and water 0.1 0.0 0.2 0.3 1.3 19 35 3.9 4.4 4.2
Construction 1.1 0.7 1.0 0.7 1.0 11 1.2 0.9 1.0 0 1.
Agriculture and fishing 0.1 0.1 0.1 0.3 0.3 0.2 02 0.3 0.4 0.4
Hotels and restaurants 0.1 -0.1 -0.0 0.1 0.3 02 3 0. 03 0.2 0.2
Mining and quarrying 0.2 0.3 0.3 0.2 0.2 0.2 0.1 10. 01 0.1
Other services and not allocated 24.2 30.3 31.0 122 155 13.4 12.3 11.5 8.7 7.3
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 .000 100.0 100.0

Note: Minus (-) sign signifies disinvestment/withdravedicapital to investor’'s home country. Percentstggres may not add
up to 100 because of rounding.

Source Authors’ calculations based on National Bank olaiad, 1997-2006.



Table 5. Industry Structure of Accumulated FDI Outflows from Poland, 1996-2005,
in min USD at Current Prices

Sector/Industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005
Manufacturing, of which: 7.0 15.8 88.7 85.4 97.0 .61 65.0 321.0 520.3  1409.9
refined petroleum 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1411 197.6 582.7
food products 3.0 4.0 4.0 44 46 59 8.0 10.3 59.1 195.0
metal and mechanical products 4.0 9.8 15.1 14.0 18.0 225 222 67.9 92.0 178.8

motor vehicles and transport
equipment 0.0 1.0 67.7 64.4 65.6 124 10.3 37.3 104.8 1544
textiles and apparel 0.0 0.0 0.0 0.2 0.2 13 -0.3 18.3 39.3 53.5
wood, publishing and printing 0.0 0.0 0.0 0.6 19 7.6 14.3 -66.5 -54.0 29.7
chemical, rubber and plastic
products 0.0 0.0 0.0 0.0 7.2 6.4 3.6 -8.6 -35 30.6
radio, tv and communication
equipment 0.0 0.0 0.0 0.0 -1.0 -1.0 -1.0 68.0 -8.9 28.6
office machinery and computers 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.8 0.8
Financial intermediation 7.0 11.8 15.0 69.0 411 2.86 15.3 14.2 353.1 19413
Trade and repairs 14.9 21.8 5.1 0.3 6.7 -17.1 -36.4-11.9 214.2 489.2
Transports, communication 2.0 -1.0 7.3 15.8 277 636 40.1 -23.2 -20.6 -30.2
Real estate, it, R&D, equipment
lease 0.0 10 15.6 3.8 14.6 27.2 33.9 129.7 206.659.0
Electricity, gas and water 0.0 0.0 -6.3 -15.1 -15.1-12.4 -10.8 -8.8 -7.5 -7.5
Construction 2.0 6.8 3.7 -0.9 1.9 2.0 -8.9 -18.8 7.71 167.0
Agriculture and fishing 0.0 0.0 0.0 -4.6 -4.6 4.4 -44 -5.1 -7.0 -85
Hotels and restaurants 0.0 -3.0 -3.0 -2.2 -2.0 21 -21 2.1 0.0 -1.5
Mining and quarrying 0.0 0.0 16.7 19.2 20.1 27.2 77 80 -1.8 10.7
Remaining, unclassified 20.0 43.5 283.2 284.3 284.6330.6 526.1 543.0 557.1 584.8
TOTAL 52.8 96.7 425.9 455.1 4722 386.2 625.4 946.01797.3 4714.2

Note: Minus (-) sign signifies disinvestment/withdravedicapital to Poland
Source:National Bank of Poland, 1997-2006.



Table 6. Industry Structure of Accumulated Percentge Shares of FDI Outflows from Poland, 1996-2005

Sector/industry 1996 1997 1998 1999 2000 2001 20022003 2004 2005
Manufacturing, of which: 13.2 16.3 20.8 18.8 205 59 10.4 33.9 28.9 29.9
refined petroleum 0.0 0.0 0.0 0.0 0.0 0.0 0.0 14.9 11.0 124
food products 56 41 09 10 1.0 15 13 11 33 4.1

metal products and mechanical
products 75 10.2 35 31 38 5.8 35 7.2 51 38
motor vehicles and transport
equipment 0.0 1.0 15.9 141 139 32 16 39 58 33
textiles and apparel 0.0 0.0 0.0 0.0 0.0 03 -0.1 19 22 11
wood, publishing and printing 0.0 0.0 0.0 0.1 04 20 23 -7.0 -3.0 0.6
chemical, rubber and plastic
products 0.0 0.0 0.0 0.0 15 17 0.6 -0.9 -0.2 0.6
radio, TV and communication
equipment 0.0 0.0 0.0 0.0 -0.2 -0.3 -0.2 7.2 -05 0.6
office machinery and computers 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financial intermediation 13.2 12.2 35 15.2 8.7 .316 24 15 19.6 41.2
Trade and repairs 28.2 22.5 1.2 0.1 14 -4.4 -5.8 1.3 - 119 10.4
Transports, communication 3.8 -1.0 1.7 35 5.9 95 6.4 -2.5 -1.1 -0.6
Real estate, IT, R&D, equipment
lease 0.0 1.0 3.7 0.8 3.1 7.0 5.4 13.7 115 34
Electricity, gas and water 0.0 0.0 -1.5 -3.3 -3.2 3.2- -1.7 -0.9 -0.4 -0.2
Construction 3.8 7.1 0.9 -0.2 0.4 0.5 -1.4 -2.0 0-1. 35
Agriculture and fishing 0.0 0.0 0.0 -1.0 -1.0 -1.2 -0.7 -0.5 -0.4 -0.2
Hotels and restaurants 0.0 -3.1 -0.7 -0.5 -0.4 -0.5 -0.3 -0.2 -0.0 -0.0
Mining and quarrying 0.0 0.0 3.9 4.2 4.3 7.0 1.2 80. -0.1 0.2
Remaining, unclassified 37.9 45.0 66.5 62.4 60.3 585 84.1 57.4 31.0 12.4
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 .000 100.0 100.0

Note: Minus (-) sign signifies disinvestment/withdravedicapital to Poland. Percentage shares may notipdad 100
because of rounding

Source Authors’ calculations based on National Bank ofaiad, 1997-2006.



Graph 1. NOI Positions of Poland’s Main Sectors/Indstries and of the whole Polish Economy,
1996-2005, in min USD
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Source Authors’ calculations based on National Bank ofaiRd, 1997—2006.

Graph 2. NOI Positions for Poland’s Manufacturing Sector and Its Main Component Industries,
1996-2005, in min USD
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Source Authors’ calculations based on National Bank ofaRd, 1997-2006.



