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Abstract
Foreign direct investment (FDI) in developing countries brings economic development and
enhances the international competitiveness of domestic enterprises. The entrance of FDI would
normally be considered as a prerequisite for the success of the introduction of foreign capital.
FDI accounts for the largest and most important proportion of foreign capital in Albania, which
undoubtedly plays an important role in the Albania's economic development growth and
country. However, as the country continues to taking various preferential policies to promote
foreign investment and the good momentum of Albania's economic development, FDI
increases, and in this paper we want to evaluate how the FDI has inﬂuenced the technological
progress of the country. In general, multinational companies have advantages of capital,
technology or management-intensive elements, if there is no foreign direct investment, for the
host country producing new industries or upgrading of the structure of traditional industries
shall be more diﬃcult. The promoted technological progress and management level can lead
labor force, labor tools to have productivity growth and can lead directly to changes in the
structure of industrial technology. FDI inﬂows give the "package" of resources, technology and
management skills needed not only to help the host country to establish new industries, but
also to help host country to promote inter-industry structure within a structural optimization
and industrial upgrading. Based on the theory of FDI, this paper through a theoretical analysis
and an analysis on data on country's data reaches conclusion that FDI has positive eﬀects on
industrial upgrade in Albania.
Keywords: FDI, Albania, industrial upgrade.

Introduction
FDI (Foreign Direct Investment) is an important way of international capital ﬂow.
International Monetary Fund (1985) refers to international direct investment as
obtaining a lasting interest in the investment carried out in a foreign enterprises
with the aim to gain practical business management control; OECD (1996) thinks
that international direct investment is when residents of a country (direct investor)
in another country or countries residents (direct investment enterprises) conducts
activities for the purpose of obtaining a lasting interest. Thus, the international direct
investment and enterprise "eﬀective control" or "lasting beneﬁts" are closely related
and, therefore, we believe that FDI means that international investors to participate
in the production and business activities of enterprises, having actual management,
controlling investments in right way and investing purpose is to obtain durable
proﬁts. We believe that a country’s or region’s FDI utilization ability is not only ability
to a$ract foreign investment but also from the larger, broader perspective to think that
the host country is considering FDI in promoting industrial restructuring, promotion
of enterprise technology progress, and increase local employment and tax revenue,
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promoting the role of foreign trade and other aspects of the series. Based on this, we
deﬁne FDI utilization ability as follows: The so-called FDI utilization ability shows
how the host country’s legal and regulatory framework a$racts foreign investment,
how FDI eﬀects the local economic growth, industrial restructuring and technological
progress, residents’ employment, how positive is the contribution to foreign trade
development. The multinational companies with advanced technology with regard
to keep the technological leadership, get competitive advantage by maintaining its
technological dominance, they always take actions to prevent the spillover of core
technology. From the foreign policies of FDI utilization in these states, they all
paid high a$ention to the eﬀect of technology progress, especially the developing
countries, they took various measures to induce foreign investors to play the role of
technological promoting eﬀect. Take Brazil as the example, the government required
that all the technology and equipment which can oﬀered domestically are not
allowed to use FDI, at the same time, took measures on loans, tax, ordering, supply
of raw materials, etc., try to promote the foreign companies to expand the production
of capital goods, transfer the technology, shorten the duration of the technology
conﬁdentiality. Korea also put great emphasis on the technological progress eﬀect of
FDI, actively introduced advanced foreign technology, strengthen the digestion and
absorption of imported technologies, for those industries that foreign companies are
unwilling to transfer their technology by technical trade, such as chemical industry,
electronics and automotive industries, the government will encourage them to
invest in Korea. Another example, Singapore put emphasis on the transplantation of
science and technology during the FDI utilization process, actively absorbed the FDI
of the technology-intensive industries, capital-intensive industries and knowledgeintensive industries, advocated the domestic capital and foreign capital set up joint
venture associates in order to play the eﬀects of the FDI technological progress.
Albania's FDI is increasing day by day since the opening of country's economy a>er
90's, and a lot has entered since than in the country's technology.
Literature based on FDI eﬀects to industrial structure adjustment and upgrade
Vernon (1966) research pointed out that multinational companies based at product
stages take diﬀerent strategies at diﬀerent stages, through direct investment in
developing countries will transfer to the host country certain products technical level,
and thus will inﬂuence a certain impact on the structure of host country’s industry;
at the same time, developing host countries can through a$raction of FDI build a
number of not yet formed industries, but still yet the host country shall ﬁnd it diﬃcult
to cross and level the gap between its industry and investor country’s industry. A>er
that, some theories came up such as: labor-intensive industrial structure, marginal
industrial theory, ﬂying geese model theory, growth stage theory etc., which all predict
international transfer of industry where the host country uses FDI inﬂows to upgrade
the industrial structure adjustment. These theories suggest that FDI can eﬀectively
enhance the comparative advantages of host countries, thus promoting industrial
structure adjustment and upgrade host country industries. Frank Barry (1999)
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analyzed Ireland, Britain, Spain, Portugal, four countries data and by comparing the
industrial structure upgrading in these countries, concluded that FDI inﬂow during
the upgrade played a very important role in promoting host country’s industrial
structure upgrading. Nigel Driﬃeld (2001) analyzed the concentration of FDI on
the impact of British industry, and thinks that FDI inﬂows increased competitive
pressure within the enterprises and reduced the excessive concentration of industry
so it made possible UK’s industrial upgrading. Many scholars have made studies
on China FDI inﬂows eﬀect to industrial structure, most empirical analysis shows
that FDI in China has promoted industrial upgrading. Representative literature of
which are: Wang Luolin, Jiang Xiaoyuan, Lusheng Liang et al (2000) which pointed
out 500 worlds biggest enterprises investment projects in China and the eﬀect of these
large-scale investments will help enhance China's industrial structure. Fu Qiang,
Zhou Kehong (2005) pointed out that China's domestic industrial restructuring and
foreign investments in China have a strong correlation. Since open up reforms from
1978, FDI inﬂows to China greatly promoted industrial upgrading and improved
competitiveness of various industries. In summary, we see that evaluation of a
country’s or region’s FDI utilization ability involves many indicators, these indicators
require not only theoretical support, but also must be based on empirical basis on
data analysis testing. Therefore, exploration and research of this topic has some
diﬃculties. Because of this, in order to successfully make a research on countries of
South East Europe FDI utilization ability we have to grasp its main aspect and give
up some minor factors. A>er review of literature, we create an idea that a country’s
or region’s FDI utilization ability is mainly reﬂected on economic growth, industrial
restructuring, technological progress, trade and other major impacts.
Host countries ability to use FDI in industrial structure upgrading
In 30’s of 20th century , British economist Fisher ﬁrst proposed the concept of the
three economic stages of mankind; he thinks that in history of the world economy,
development of human activities has gone through three phases: In the ﬁrst phase,
the primary production stage, production activities was based largely on agriculture
and animal husbandry; the second phase began in the British Industrial Revolution,
which brought rapid development of large-scale industrial production with the
symbol industries such as textile, steel and other manufacturing having rapid rise and
development; third phase began in the early 20th century, a lot of labor and capital
ﬂows entered travel, entertainment, culture, arts, health, education, government and
other activities. These phases respectively phase of primary production industries,
second phase of industry and the third phase of industry are called primary
industry, secondary industry and tertiary industry, this classiﬁcation began from
the late 50's 20th century. In many countries, is widely used in economic statistics.
Generally it is believed that FDI has played a positive role in evolution to the host
country's industrial structure. Most of the existing research results from the point
of view in demand structure changes, changes in factor supply, structural changes
in international trade and international industry transfer try to explain the eﬀects of
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FDI to industrial structure on the mechanism of the host country. First, we look at FDI
enterprises demand to lead to upgrade industrial structure, of the host country. Cao
Junwei (2002) pointed out that the inﬂow of FDI may cause changes in the structure
of the host country needs and demand; above all, changes usually are caused in the
intermediary demand. FDI enterprises usually use the local advantages of resources
for production, for example many of FDI inﬂows into China take advantage of cheap
labor and other related raw materials. In this case, FDI enterprises have an enormous
demand-pull eﬀect on the upper reaches of industry, promote quality improvement
and production of technological progress of raw materials and intermediate products,
thus it promotes development of these industries and stimulate the upgrading of
industrial structure. Based on this, we can see that emergence of demand prompted
direct promotion of the industrial structure changes, while FDI inﬂows which brought
changing to the demand structure of the host country, at the same time leaded to
changes in industrial structure. Secondly, FDI inﬂows enhanced host country’s level
of technological progress and management, which to some extent, changed the trend
of production factors diminishing marginal returns, thus changing the input-output
structure of the host country and promoting the development of related industries. The
promoted technological progress and management level can lead labor force, labor
tools to have productivity growth and can lead directly to changes in the structure
of industrial technology. FDI inﬂows give the "package" of resources, technology
and management skills needed not only to help the host country to establish new
industries, but also to help host country to promote inter-industry structure within a
structural optimization and industrial upgrading. In general, multinational companies
have advantages of capital, technology or management-intensive elements, if there
is no foreign direct investment, for the host country producing new industries or
upgrading of the structure of traditional industries shall be more diﬃcult.
Foreign direct investment (FDI) in Albanian economy and analysis of country's
industrial upgrade
The competitive advantages of a country are particularly important in the ﬁeld of
direct investment. Albania has signiﬁcant opportunities to a$ract foreign direct
investment, among them its geographic position (ports in the Adriatic and the Ionian
Seas); natural resources; an educated labor force; and competitive salaries. All of these
are a$ractive elements to foreign investors. Consequently, our country will gain great
economic beneﬁt from FDI. Experience has shown that foreign direct investment has
had a major impact on the economic growth of a country. Some of these beneﬁts are:(1)
An increase in competitive potential between domestic production enterprises. FDI
increases the pressure, enabling stronger competition between domestic producers;(2)
The entrance of advanced technology;(3) Experience of the skills of management;(4)
Progress in knowledge of various ﬁelds of production resulting from contacts with
foreign customers;5) Possibilities for the optimal utilization of human resources,
which represents a major source for development in Albania and also it helps to
increase their professional skills.
98

ISSN 2410-3918
Acces online at www.iipccl.org

Academic Journal of Business, Administration, Law and Social Sciences
IIPCCL Publishing, Vienna-Austria

Vol. 3 No. 1
March 2017

Analysis: The ability of using FDI to promote industrial structure upgrading
The industrial structure upgrading means the industrial structure shi> from
low technology level to high technology level, from dominant industries with
low productivity to dominant industries with high productivity. One purpose of
the introduction of FDI is to lead the local industrial structure upgrading by FDI
enterprises, with the expectation of the host country which is to occupy a part of
higher value added section in the international industrial chain. All researches made
on Albania, every scholar who has made an article on FDI for this country absolutely
agrees that the FDI inﬂows have brought rapid development in the country’s
industrial upgrade. Since 1990 when Albania’s FDI was practically 0 and now that it
has very open policies, the structure of Albanian economy has totally changed, and
the output of each sector of economy is bigger than the entire GDP of Albania at 1990.
Many scholars have said that FDI has some certain inﬂuence on industrial structure
upgrading, but there has no indicators to measure the extent of the eﬀect. In
accordance with the research on the Quality of China’s use of FDI by Han Gang (2005),
he considered that the inﬂuence of FDI on industrial structure upgrading mainly
reﬂected in the inter-industrial structure upgrading and the structure optimization
within the industry. Here we use the research methods of Han Gang (2005) as reference
and try to introduce the relative strength of FDI in service industry and the relative
strength of FDI in manufacturing industry as the measure indicator to measure the
inﬂuences of FDI utilization in Albania on the inter-industrial structure upgrading
and the structure optimization within the industry. The formula is as follows:

OSFS =

FDI 3 FDI
FDI M FDI 2
(4.1) OSFM =
GDZC M GDZC 2
GDZC3 GDZC

(4.2)

OSFS and OSFM indicate the FDI investment strength in service and manufacturing,
FDI 2 , FDI 3 , FDI M , FDI express the FDI in the second, third, manufacturing
industry and the total FDI in diﬀerent industries, GDZC 2 ; GDZC3 ; GDZC M ;GDZC
represent the ﬁxed asset investment of the second, third, manufacturing industry
and the total ﬁxed asset investment in diﬀerent industries. On the above formula,
the greater the value of OSFS and OSFM that suggests the FDI has a larger eﬀect on
the inter-industrial structure upgrading and the structure optimization within the
industry in Albania. Based on the statistic data oﬀered by Bank of Albania from 1998
to 2008 (tab 4.1), the results are shown in tab.4.2. From the table we can see that the
eﬀect of FDI utilization on domestic industrial structure upgrading is growing in
recent years.
Table 1. Data on primary, secondary and tertiary sectors of economy of Albania
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Data Source: CES DATABASE
Table 2. FDI Relative intensity of the third and manufacturing industry
Year
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

OSFM
0.89
0.95
0.97
0.96
1.03
1.02
0.98
0.98
0.94
1.10
1.16

OSFS
0.71
1.04
1.02
1.08
0.81
0.85
0.88
0.90
0.96
1.16
1.21

Conclusions
Albania, a formerly closed, centrally-planned state, is making the diﬃcult transition
to a more modern open-market economy but in the last few years has achieved more
success than its neighbors, this because it has be$er geographic position, younger
population and much more natural resources than all other neighbor countries
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together. Services (tertiary industry) FDI relative intensity already reﬂects the
impact of FDI on the inter-industry structure upgrade, it is represented as the ratio
of FDI refers to the proportion of tertiary industry and the ﬁxed assets investment’s
proportion to the tertiary industry, measuring the relativity of foreign investment
strength in tertiary industry and the intensity of total ﬁxed asset investment.
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