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[bookmark: _Hlk8161937][bookmark: _Hlk8162025]                                        Part I	
[bookmark: _Toc516013070][bookmark: _Toc8243821][bookmark: _Hlk8239320]1. INTRODUCTION
 The market development and globalization in the world, it has  increase significantly an the importance of FDI in a host country. According to Rugman & Hodgetts, (1995)  FDI is considered an enterprise of  a  country making a physical investment by building an industrial enterprise or firm in another country. The most important factor in the agenda of developing countries is the implementation of appropriate infrastructure for attracting foreign direct investment. Many economic theories have identified a number of ways in which FDI inflows can bring benefits to host countries. According to Lipsey (1999), FDI are a dynamic resource of investments in developing countries. Many of these theoretical thoughts have been tested in the practice of many countries, but many of these theories are still not tested, in a comprehensive conceptual point of view and   in many other countries. In the last 2-3 decades the field of research in FDI and the portfolio of these investments has been important. If we analyze the developmental chronology of these studies we will divide it into three stages: (1) the emergence of economic theories on FDI,(2) the concept of doing business outside the home countries by investors and (3) the analysis of the effects and factors associated with FDI. The first two stages belong to the timeframe from the 60s to the late 80s, while the third stage began in the 1990 and continues even nowadays.
[bookmark: _GoBack]In order to have flows of capital flows from one country to another ( the process of   creation of FDIs), the host country with the country of origin should be in competitive positions with each other, stemming from the many advantages that the host country offers for investors in the country of origin. Only by having competitive business advantages, the host country is keen to attract foreign investment and consequently, under competitive conditions, to deliver efficient production in many economic dimensions. In the last two decades FDI have done a lot of important for developing countries. There are many economic theories that have identified a different ways how that can help FDI inflows to bring benefits to host countries. FDI have a significant impact on the growth of investment in the host country, the transfer of new technologies and their technical knowledge in implementation, the specialization of employees, bring a distribution and increase of productivity in the economy, expand the level of competition and improve exports, develop markets and increase competitiveness etc. On the other hand, what has a high  economic importance for a host country is the fact  that FDI flows do not have an impact on debt or debt creation in an economy. They are also viewed as a very efficient means to finance the foreign trade deficit of the current accounts of a host country, Foreign trade deficit is high and often problematic. Currently in emerging economies around the world, around 10% of tax revenues derive from FDI activity. These forms of investment contribute on average twice as much revenue through tariffs on natural resources, fees, taxes on wages other taxes and fees, rather than corporate income tax or profit. This fact should be taken into account when drafting fiscal policies and facilitations for FDI in host countries, the investment climate in general and its special investment.

[bookmark: _Hlk8131525]







[bookmark: _Toc8243822][bookmark: _Hlk8238998][bookmark: _Hlk8240998]2. LITERATURE REVIEW

Globalization has encouraged companies  to transfer their capital from country of origin in other countries. Economic theories on FDI view these investments with a direct impact on the economic growth of the host countries. Empirical studies analyze the effect of FDI on economic growth are according to neoclassical theory. There are many empirical research that study relationship between FDI and economic growth. The technology advancement has allowed scholars that through econometric testing methods to test this relationship. There are many econometric methods used by researchers to test relationship between FDI and economic growth: multiple regression models according to the least squares method estimation; causative analysis Granger, long-term relationships (co integration), autoregressive vector models (VARs) etc. According to many studies, exist a positive relationship between FDI and the economic growth of host countries. But there are also some studies  that  suggest a negative link between FDI and economic growth of host countries. Many scholars conducted quantitative studies that FDI do not have an effect on economic growth or this link is very weak. But on the other hand some other empirical evidence  suggest a negative effect of FDI on economic growth. Even why these studies represent a critical voice of FDI  in economic growth they have risen interest among scholars. 
[bookmark: _Hlk8131620]Many economists in recent years have analyzed the link between FDI and economic growth in host countries. Different empirical studies have not come into the same conclusion, as in some countries FDI  have had a positive impact on economic growth while in some other countries the effect was negative. Babola et al. (2018) conducted an empirical study to analyze the relationship between FDI and economic development in Nigeria. Their findings suggest a positive link between FDI and economic growth. We find the first economic growth studies in neoclassical models. Their simplicity has made the neoclassical models the theoretical and theoretical basis for capital accumulation and economic growth. These models rely on the production function, which expresses the relationship between the amount of inputs used (capital and work) and produced goods. Neoclassical analyzes show that FDI does not affect the growth rate in the long term but only in the short term . An exogenous increase in FDI effects capital growth and then output , but this increase is temporary as a result of falling marginal incomes law. Foreign direct investment can only affect the rate of decline through technological advancements  or workforce  growth, which are considered exogenous. In his empirical research Solomon (2011) analyzed the effect of economic growth, human capital, political factors, on FDI. His findings suggest that human capital and political factors have a significant impact on FDI. In recent years, a theoretical approach has been developed which states that there are cases where FDI negatively affects the economic growth of a country. This phenomenon has occurred in small developing economies that are influenced by large-scale foreign investors, often abusing their dominant position in the market. Large investors extend their activity in these countries, gaining concessions from local governments and latter utilize these investments for political positions. On the other hand, these investors, with the support of the governments of the countries where they invest, often continuously use the transfer of prices to minimize their tax obligations. There are also other critical thinking among the economics experts on FDI, according to which these investments have an impact on the increased volatility of the balance of payments flows as a result of early entry capital and then a series of outflows from profit exercise or repatriation of capital. This type of problem becomes increasingly apparent by endangering the economies of the host countries when these outflows come as a result of the financial difficulties of parent companies. However, world experiences show that the  rate of benefits from FDI is much greater than their costs for a host country.


[bookmark: _Toc8243823][bookmark: _Hlk8161473]3. FOREIGN DIRECT INVESTMENT THEORIES

Many scholars have analyzed foreign direct investment due to the increased role and importance they have in the country economies.  In the first studies,  researchers have been critical regarding the effects of FDI in the host country. There are many empirical studies that  attempt to answers to key questions related to FDI.
The complexity of FDI makes it difficult to adapt to only one theory, as the role of FDI has changed over the years. This is one of the reasons why we find different opinions about foreign direct investment in different studies. The empirical evidence regarding the effects of FDI in different countries have given different results. Nowadays,  majority of  studies, suggest that FDI have a positive impact  in the host countries, and therefore developing countries are trying to attract as much foreign investment as possible through stimulating policies.


[bookmark: _Hlk8242571][bookmark: _Toc8243824] 3.1 Capital Theory

Traditional foreign direct investment theories rely mostly on raw material costs. FDI  require markets that have cheap labor costs or markets that have natural resources. For this reason, foreign direct investment flows from countries with  low return rate  in countries with  high return rates. Initially FDI   were explained by traditional theory, over time, theory of capital was highly criticized, as the role of FDI itself changed over the years. Hymer (1960) was the first to point out the shortcomings of this theory. He claimed that the differential rate of the return hypothesis was not in line with some of the international investment characteristics. According to Sezer (2006), the theory of capital carries other limitations. First, capital-rich states must export capital and poor-capitalized countries have to import it. Second, if concurrent purchase in some capital markets would only be made through FDI, it could be expected that large financial intermediaries would be well-known by multinational companies. Thirdly, given the link between high interest rates and capital gains, investment in stocks and FDIs should move in the same direction.
[bookmark: _Toc8243825][bookmark: _Hlk8239146]3.2 International Trade Theory

[bookmark: _Hlk7468899]The theory developed by Heckscher & Ohlin (1933)  suggests that the economies of the countries differ from one another due to the factors of production (land, labor and capital) in these countries . The model suggests that states should specialize in the production and exportation of those goods that intensively use the production factor that the country owns . The model relies on the assumption that there are two production factors. According to Heckscher-Ohlin's theory (1933) , trade is determined by production factors that determine the cost of the goods being produced. FDI are not necessary as international freight exchange makes the international movement of unnecessary capital. It is interesting to note that if we make the opposite assumption, and if we assume that the factors are mobile at the national level, but the goods would not, we would go back to the simultaneous acquisition hypothesis in some capital markets  as it is suggeted even by Sezer (2006).
[bookmark: _Toc8243826] 3.2 Capital Cost

[bookmark: _Hlk7468018]In the context of modern financial crises, one of the financial crisis scholars Fosberg (2012) has analyzed how the 2008 financial crisis brought  the reduction in securities issue by companies and the reduction of loans (and other forms of loans) by financial institutions. But as a result of reducing  the stock market value of stock companies, capital structure ratios changed considerably to companies, increasing the debt , and at the same time the financial risk of companies. In these circumstances many companies experienced changes in the capital structure, moving away from the optimum structure of financial theories. Finding the optimal level of capital structure means achieving the goal of maximizing the company's assets. There is a lot of debate in the financial literature if exist  an optimal capital structure. Those who  support the idea that there is optimal capital structure support the traditional theory, a structure is optimal capital if the cost of capital is minimal. While the opponents of this theory begin with Modigliani & Miller (1958). This theory suggest that an optimal capital structure brings maximization of the company's shareholders' wealth. One of the financial and managerial challenges in a firm is to determine the optimal capital structure, which  like any financial optimization, is a multi-variables and constraints problem (of the macroeconomic external factors as well as the internal factors of the firm). However, it is known that in an economy or branch of the economy, the successful  companies are those that have managed to have an optimal capital structure and one the other hand have  minimize the average cost of capital. What is the link between the capital structure and the company's value, was initially analyzed by Modigliani and Miller (1958, 1963). Rajan & Zingales (1995), and other scholars have also analyzed  in their empirical studies the capital structure of companies. According to Myers (1984) the optimal capital structure means finding a debt and equity ratio that maximizes the company's value. Improving the Modigliani-Miller model and correcting the asymmetry of information problem , Heinkel (1982) suggested that optimal levels and balance of the capital structure are linked to investor expectations. Nevertheless, the capital structure is determined  by factors such as ownership of business managers. To analyze the determinants of the capital structure of companies, by means of financial indicators, Rajan & Zingales (1995) carried out an empirical study , which analyzed panel data for the 1990-1996 period of companies in Canada, Denmark, Germany, Italy, Sweden, UK and USA.








[bookmark: _Toc8243827]4. FDI  DETERMINANTS

Globalization has encouraged companies  to transfer their capital from country of origin in other countries. The diversity of factors that promote FDI development in a host country are divided into two groups: (1) economic factors and (2) political-legal factors. There are many empirical studies that attempt to identify the importance of each factor in FDI growth. Bitzenis & Szamosi (2009) conducted an empirical study and analyzed the main determinants of FDI in Albania. Their findings suggest that political -legal factors have a higher impact on FDI in Albania compared with economic factors.
 
Market Size 
This indicator shows the potential that a host country offers for the business development of foreign investors.  In their study Artige & Nicolini (2005) suggested that the market size is measured by GDP, GDP growth and GDP per Capita. In his study Parlentum (2008) identified a significant positive relationship between FDI and GDP growth of a host country. A positive link between FDI and market size is suggested even in Jordaan’s study. He suggested that FDI are oriented towards large markets because they have a higher byer power. 
 Employment level and Labor Cost
The indicator is measured by the unemployment rate or average salary in the host country. Studies have shown that a country with high work costs is not very attractive for foreign investments (especially vertical ones), this  link is analyzed by many authors: Schneider & Frey (1985), Culem (1988), etc. 

 Interest Rates 
The financing of new projects in a business depends  on two components: (1) market interest rates and (2) the restrictions on alternatives and amounts of funding. Interest rates have a major impact on financing policies and expanding a business's business. Changes in interest rates can greatly affect a company's ability to finance debt. If the interest rate of funding increases, the business will be threatened by wage costs and the restriction on expanding the activity Gitman & Zutter ( 2010 ).
Inflation
[bookmark: _Toc516013077]The price stability is related to changes of inflation rates in the country’s economy. Demirhan & Masca (2008), Udoh & Egekaikhide (2008) in their studies found that the link between inflation rate and FDI is negative but statistically significant.

The degree of economic openness
This indicator is measured by the amount of imports and exports in relation to GDP and is a determining factor of FDI for host countries. Charkrabarti (2001) identified a statistically significant positive link between FDI and economic openness. These  findings   developed further by another scholar Jordaan (2004) who conclude that the  degree of economic openness with foreign trade has an impact on FDI but not on all types of FDI. According to him, this factor positively influences FDI if they are horizontal, or when trade restrictions on certain imports are evident in the economies of the host countries. The impact analysis of the degree of economic openness with FDI deepens at the sector level, then the link would be statistically significant and positive with horizontal FDI in the manufacturing sector.



                                                  Part II
[bookmark: _Toc8243828]5. CRITICAL REVIEW OF A JOURNAL ARTICLE
   In this second part of this coursework I will critically review a journal article. It is an empirical study that analyze the entry mode and the determinants of FDI in Albania. The review will focus on the validity, philosophy, ethics and reliability of this research paper. Foreign Direct Investment in Albania began to appear mainly after the 90 of the last century. At the beginning of these years, the number of FDIs was relatively small, but after the 2000 they began to grow significantly. This is because Albania is a country that offers great opportunities for foreign investors. After 2006, FDI has increased significantly year after year. One of the reasons for increasing FDI inflows in Albania is related to the privatizations carried out in the main sectors of the economy, such as banking, energy, telecommunications, etc. During 2008-2011, where many countries were facing the economic-financial crisis, foreign direct investment continued to grow. Albania is located on the Balkan peninsula and bordered by Italy, Greece, Macedonia, Kosovo and Montenegro. Geographic location is one of the reasons why the largest investors in Albania are from Italy and Greece. These two countries are also the main trading partners in terms of import and export of goods.
[bookmark: _Toc8243829]5.1 Article Summary  
 
The Article Title: Entry Modes and and the determinants of Foreign Direct Investment in a European Union Accession Country : The Case of Albania. Journal Tittle : Journal of East-West Business, Jul-Dec 2009, Vol. 15 Issue ¾ page 189-209. Authors: Aristdis  Bitzenis International and European Studies, University of Macedonia, Thessaloniki Greece ,Leslie T. Szamosi City College, International Faculty, University of Sheffield, Thessaloniki, Greece
[bookmark: _Hlk8226803]The main aim of this article is to analyze the entry mode and the main determinants of FDI in a host country. To achieve the article’s objectives authors have collected data from 51 foreign companies that have invested in Albania. The article has employed Dunning’s theory to determine which factors attract determine investors ’s decisions in another country. This theory they have identified several factors that have been tested through information collected from questionnaires. Through Dunning Theory they have identified even the main entry modes that foreign investors use to enter in Albania’s market. 




[bookmark: _Toc8243830][bookmark: _Hlk8243521]5.2 Article Structure 

In general the article follow a logical development. The article starts with abstract heading.  In the abstract of the article the authors have represented the purpose of this article. In the center of this paper the researcher has  placed three main issues. First, entry mode of foreign direct investment in Albania, Secondly,  identifying barriers (economic, governmental and business facilitators)  for foreign direct investment in Albania as well as in evaluating the potential motives that  foreign  considered to invest in Albania compared to Balkan countries. Article is organized in long paragraphs and this makes difficult for the audience to understand the main idea of each paragraph. In the abstract the authors have also shown the data source, the period of the data collection and the number of the companies that have participated in this study. 
After the abstract the article continue with introduction. In the introduction authors have explained in more detail the topic. They have explained the importance of FDI  in a host country. In the introduction of the article the researchers provide information regarding the structure of the article. 
In the literature review heading they have mentioned some studies and thoughts regarding the determinants and entry barriers of FDI in a host country. There are only some references when authors explain the main determinants of FDI and entry mode in foreign market. They have placed main theories that explain the determinants of  FDI in a table. The table provides information regarding the authors name, study topic and year in which study was published. The table is well organized and makes it easy for the reader to understand the main theories regarding the determinants of FDI  in a host country. They have also represented some empirical finding regarding the entry mode of FDI  in a host country. They have included on the article many references from different but the majority of evidences are relatively old. It would be more beneficial for the reader if the authors would had included evidence from recent studies. Most of references described date back 20-30 years. The article ends with reference section. All references cited in the text are put clearly in the reference section. 

[bookmark: _Toc8243831]5.3 Article Critical Review 

In this empirical study the literature review was carried out based on FDI theories and empirical studies. In the recent years the interest in the importance of FDI has increased so we can conclude that this topic is significant.  The authors mention that empirical evidence have shown that the main reason why investors is to serve domestic demand in the host countries. But the authors have not mentioned any study name or author who have carried out these empirical research. They should support this statement with studies names and authors names. In the article researchers have stated clearly the main determinants of the foreign  investment in host countries. The article is a qualitative research.
Research methodology, the authors of this article have used questionnaires to collect the data. Through questionnaires researchers have collecting information regarding entry mode and the main determinants of FDI in Albania. The researchers explain in detail the questionnaire structure. Questionnaire development was based on Dunny Theory. The questionnaire is divided in three main parts. In the first part it provides information about the company sectors, amount that they have invested in the host country. Researchers describe second part as theoretical, it consist in seven area (location, factor or natural sources, market, strategic market, efficiency, ownership advantages and financial aspects. In the third part, the questionnaire aims to collect data regarding the entry barriers in Albanian market. They have mentioned also that the main purpose of the questionnaire is to collect information regarding entry mode and the main determinants of FDI in Albania.
Data used in the research paper are nominal data. They have collected data from 51 different companies that have invested in Albania. In the study is described the how authors have analyzed data collected. They have used descriptive statistic to analyze data they have also used software to analyze further the information collected, but it is not mentioned the name of the software used. They stated that have used chi-squared test to test the data collected but is not clear how they have run this test. It can be concluded that the research study carried out by authors is reliable. They interviewed 51 companies this indicates that  sample size is sufficient as it has a normal a normal distribution (n>30).
Findings, the researchers have discuss in detail findings. Their findings suggest that  72% of the FDI in Albania are part of service sector mainly banking sector and only 28% are part of non-service industries. They also stated that 60 % of FDI in Albania are from five countries Italy (14%), Greece (12%), Singapore (12%), Germany (10%), and the Unites States (10%).  Their findings regarding entry modes of FDI in Albania suggest that 41% of Foreign Direct Investment have used Licensing as entry mode. This is higher compared with other South Eastern Europe countries. The have attempted to explain this contrast with the argument that Albanian market is very small and cannot warrant another mode that require more cash investment. Their findings suggest that country advantages is the main reason for investing in Albania (73%). The lower wage rates give the country competitive advantages. 
Their conclusion are based on the empirical analyze carried out by them. It follows a logical order. They do not have an recommendation section. The  recommendation are included in conclusion section. The authors have not given any clear recommendation. They have only stated that Albania should pay attention factors that attract foreign companies to invest in country. They have not specified how can Albania attract FDI, the recommendation given by researchers were limited. They have also mentioned the limitations of the study. They claimed that number of companies interviewed was relatively small. Furthermore they said that some of the companies that participate in the study were relatively new in the market. Their opinions regarding the entry mode and barriers of FDI in Albania may change in the future. The researches have also addressed some are where studies in the future should focus. They stated that it would interesting if  other researchers in the future will analyze the views of these who invested in Albania and these who had Albanian as an option of investment but did not invested. 








[bookmark: _Toc8243832]6. CONCLUSION

The rapid development of the economy led to an increase of foreign direct investments  not only in number, but also to have a widespread in many parts of the world. In some countries, FDI has positively impacted the economic development and in some other countries the effects have been negative. For this reason, the role and the impact that FDI have on  country's economic growth is one area that have been on focus for many scholars. The main questions risen when analyzing the effects of FDI in host countries economies are:  How do FDI affect host countries' economies?                                                                     Which sectors mainly affect FDI? From many empirical analyzes carried out by specialists, FDI show positive effects on the economies of the host countries. Foreign investments are valued for transferring technology, enhancing the number of employees, increasing production etc. Many economists in recent years have analyzed the link between FDI and economic growth in host countries. Different empirical studies have not come into the same conclusion, as in some countries FDI  have had a positive impact on economic growth while in some other countries the effect was negative. . Only through competitive business advantages, the host country is keen to attract foreign investment and consequently, under competitive conditions, to deliver efficient production in many economic dimensions. In the last two decades FDI have done a lot of important for developing countries. Numerous economic theories have identified a number of ways in which FDI inflows can bring benefits to host countries.
[bookmark: _Hlk8226844]The second part of this coursework consist on an critical review of one of the studies mentioned in this paper. The paper is written by Bitzenis & Szamosi (2009), and analyzed the entry mode and determinants of FDI in Albania. In this critical review I have analyzed every aspect of the article. The  analyze is  based on the validity, philosophy, ethics and reliability of the research paper. The article is written in the third person as it is requested by the published guidelines. The tittle of this research paper reflect the content of the article.   It can be concluded that the research study carried out by authors is reliable. They interviewed 51 companies this indicates that  sample size is sufficient as it has a normal a normal distribution (n>30). 
Overall it can be concluded that it was an in-depth study. It follow a logical development that makes easy for the reader to understand the aim of the article. Finding are explained in detail and provide enough information for the reader. There are some weak areas in the article that researchers should consider such as literature review and recommendation section. The references represented under Literature Review section are date back 2-3 decades. The recommendations should be written clearly in order to be easy for audience to understands. 
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