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An assessment of the Estonian investment climate:
Results of a survey of foreign investors and policy
implications

Abstract

,��#�-����&�����&���%����$������'�#�����'���������.������/����&&������������&���0
��0��%�&�������������%�%����0��#���&����(�������+��1$�������������'2����)��'������%
#����%���������(�'��%�%����0����(����������.����������#����������$����3�������(������
��� ��(������#� �$��0�����������-�����%�&�#�-'� ��(������+� �4������� ��#�&���� �$��� �$�
��-����%��&����#�������	������#�%�&����������$��������'�����(�������%�����(������
&����0����.������5�)$����-�����&��&'5�&���������5���#���-����6�����'������$��0�������
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�$�����(������&$���&�������&����&$�����"����������������5���#���%�����'5������#����'
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2.3  Heterogeneous firms and the use of surveys
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3 The Foreign Investor survey and motivation for analysis
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4 Methodology and development of the model

4.1 The ordered probit method
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4.2 The explanatory variables
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����������FDI inflows per capita in select transition economies (US dollars).

1993 1994 1995 1996 1997a 1998 Cumulative
FDI flows

per capita 89-97
Hungary 228 112 442 194 163 168 1652
Czech Rep. 63 85 249 139 124 243 968
Estonia 107 143 136 102 90 390 947
Latvia 17 84 71 132 206 80 634
Slovenia 58 64 88 93 148 77 596
Lithuania 8 8 20 41 89 257 422
Poland 45 49 95 116 79 171 389
Slovak Rep. 37 38 34 53 15 46 236
Romania 4 15 18 12 54 90 200
Russia 0 4 14 17 25 7 60

��������	
�����������������������������������

����������Stock of FDI by industry

Industry Stock of FDI in
sample 1998a

Stock of FDI in
Estonia 1998a,c

Stock of FDI in
sample 1997a

Stock of FDI in
Estonia 1997a,b

Manufacturing 47,8 29.8 65 36.9
Services 23,2 30.9 3 16.6
Transportation &
telecom

15,9 9.7 22 16.7

Wholesale
and retail

10,9 22.9 6 22.3

Utilities 2,2 0.9 4 0.1
Other 0 5.8 0 7.4

��������	���
������������������������������������������������
���a�������������������
�E	������ �������!�����F	������ �������!����
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7DEOH���  Stock of FDI by country of origin.

Country Stock of FDI in
sample 1998a

Stock of FDI in
Estonia 1998a,c

Stock of FDI in
sample 1997a

Stock of FDI in
Estonia 1997a,b

Sweden 30,8 32.4 24,1 20.7
Finland 24,3 26.9 27,4 28.8
Singapore 17,3 2.3 24,4 4.2
UK 9,0 3,7 0,3 3.5
Denmark 5,6 4.7 1,1 4.7
Italy 4,5 0,8 3,3 0.7
Russia 3,0 1.8 3,5 5.7
Germany 1,5 3,3 0,9 3.0
USA 1,2 5.2 3,6 5.8
Norway 1,0 4,8 0,6 4.7
Netherlands 0,1 1.9 0,4 2.5
Other 1,7 12.2 10,4 15.7

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V�DQG�%DQN�RI�(VWRQLD���a,Q�SHUFHQWDJH�WHUPV�

�E)RXUWK�TXDUWHU��������F)RXUWK�TXDUWHU������

��7DEOH���  Mean response rankings for investment motivation factors. a

1998 1997
Labour force 3.83 3,64
Market growth potential 3.63 3,81
Market entry 3.58 3,96
Free capital mobility 3.54 3,57
Convertible currency 3.52 3,43
Political stability 3.33 3,43
Economic reforms 3.25 3,41
Costs of production 3.21 3,22
Competitors’ activities 2.73 2,84
Access to Russia/CIS 2.62 2,94
Access to CEEb 2.47 N/A
Future EU member 2.13 2,10

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V���
D

$�RQH�GHQRWHV�¶QR�LQIOXHQFH¶�DQG�D���GHQRWHV

�¶D�VWURQJ�LQIOXHQFH¶��
E

1RW�LQFOXGHG�LQ�WKH������VXUYH\�
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����������   Mean response rankings for problem factors.a

1998 1997
Bureaucracy b 3.22 N/A
Corruption 3.05 2,86
Labour quality 2.89 3,09
VAT payments/rebates 2.81 3,19
Customs procedures 2.76 2,82
Project finance 2.69 2,69
Work and residence permits 2.69 2,70
Tax rateb 2.66 N/A
Gaps in legislation 2.62 3,08
Slow land reform 2.59 2,83
Unfair competition 2.41 2,79
Land acquisition 2.22 2,56
Raw material avail. 1.95 2,10
Absence of tariffs 1.65 2,03

��������	���
��������������������������������D������������������������������������������
�����
��������������E����
��������
��� ��!�����������
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7DEOH��� Mean factor rankings by investor characteristics, motivation factors 1997a

Export Non-
export

JV Acquisition Greenfield Manufacturing Services Wholesale/
retail

Util.,
telecom. trans

Market entry 3.48 4.23 4.30 3.24 4.00 3.63 4.55 4.27 4.00

Market growth 3.20 4.14 3.96 3.35 3.90 3.47 4.18 4.20 4.00

Free capital
mobility

  3.58 3.55 3.37 3.59 3.62 3.57 3.73 3.47 3.50

Political stability 3.32 3.53 3.15 3.24 3.70 3.31 3.36 3.40 3.58

Convertible
currency

3.36 3.50 3.33 3.53 3.38 3.29 3.55 3.57 3.42

Economic reforms 3.28 3.47 3.26 3.35 3.50 3.34 3.45 3.40 3.58

Costs of production 3.85 2.80 3.15 3.63 3.14 3.66 2.18 3.21 3.00

Access to
Russia/CIS

3.27 2.70 3.04 2.59 2.80 3.09 2.73 2.53 2.92

Competitors’ activities 2.62 2.95 2.75 2.59 3.03 2.57 2.73 3.07 3.33

Future EU member 2.08 2.12 2.07 2.29 2.14 2.00 2.73 1.87 2.55

Labour force 3.92 3.49 3.39 3.76 3.73 3.67 3.64 3.80 3.50

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V���
D

$�RQH�GHQRWHV�¶QR�LQIOXHQFH¶�DQG�D���GHQRWHV�¶D�VWURQJ�LQIOXHQFH¶�
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7DEOH������Mean factor rankings by investor characteristics, motivation factors 1998a

Export Non-
export

JV Acquisition Greenfield Manufacturing Services Wholesale/
retail

Util.,
 telecom.

trans
Market growth 2.52 4.27 4.00 3.25 3.68 3.21 4.00 4.33 4.11

Market entry 2.52 4.20 4.07 2.9 3.68 3.13 4.56 4.36 3.89

Free capital
mobility

3.59 3.53 3.39 3.6 3.75 3.56 4.11 3.54 3.00

Convertible
currency

3.57 3.42 3.22 3.79 3.39 3.64 3.67 3.31 2.78

Political stability 3.45 3.25 3.07 3.4 3.45 3.30 3.56 3.43 2.89

Economic reforms 3.09 3.31 3.04 3.45 3.42 3.21 3.67 3.21 3.00

Costs of production 4.09 2.74 2.96 3.65 3.08 3.76 2.78 2.31 3.00

Competitors’
activities

2.32 2.95 2.56 2.75 2.71 2.59 2.56 3.38 2.89

Access to
Russia/CIS

2.39 2.66 2.74 2.55 2.20 2.68 2.56 2.33 2.56

Access to CEE 2.19 2.68 2.41 3.2 2.05 2.35 2.75 2.57 2.67

Future EU member 1.96 2.19 1.96 2.45 2.04 1.97 2.44 2.07 2.11

Labour force 4.14 3.69 3.64 4.00 3.71 3.95 3.78 3.57 3.67

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V���D$�RQH�GHQRWHV�¶QR�LQIOXHQFH¶�DQG�D���GHQRWHV�¶D�VWURQJ�LQIOXHQFH¶���E1RW�LQFOXGHG�LQ�WKH������VXUYH\�
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7DEOH���   Mean factor rankings by investor characteristics, problem factors 1997 a

Export Non-
export

JV Acquisition Greenfield Manufacturing Services Wholesale/
retail

Util.,
telecom,

trans
VAT payments,
rebates

3.20 3.18 3.25 2.88 3.29 3.00 3.20 3.69 3.30

Labour quality 2.80 3.27 3.00 3.12 3.24 3.00 3.00 3.08 3.09

Gaps in legislation 2.92 3.18 3.16 2.88 3.17 3.00 3.20 2.78 3.55

Corruption 2.80 2.90 2.52 3.06 2.97 2.75 3.50 2.54 2.91

Slow land reform 2.92 2.78 2.48 2.82 2.93 2.78 3.10 2.58 2.73

Customs
procedures

2.72 2.88 2.96 2.53 2.79 2.78 2.89 2.69 2.91

Unfair competition 2.52 2.95 2.65 2.44 3.00 2.75 3.09 2.78 2.55

Work, residence
permits

2.28 2.95 2.64 2.53 3.00 2.25 3.50 3.08 3.09

Project finance 2.44 2.86 2.52 2.50 2.88 2.57 3.00 2.64 2.56

Land acquisition 2.60 2.54 2.21 2.63 2.70 2.54 3.00 2.67 2.30

Absence of tariffs 2.20 1.92 2.04 2.20 1.93 2.09 1.70 1.46 2.56

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V��D$�RQH�GHQRWHV�¶QR�SUREOHP¶�DQG�D���GHQRWHV�¶VHULRXV�SUREOHP¶�
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7DEOH������Mean factor rankings by investor characteristics, problem factors 1998a

Export Non-
export

JV Acquisition Greenfield Manufacturing Services Wholesale/
retail

Util.,
telecom.

trans
Bureaucracy b 3.43 3.10 3.38 3.21 2.90 3.38 2.90 2.36 3.33

Corruption 2.86 3.15 3.38 2.58 2.95 3.03 3.00 2.77 3.17

Labour quality 3.35 2.63 2.73 3.16 2.75 3.16 2.10 3.14 2.50

VAT payments.
rebates

3.04 2.68 2.64 2.89 2.86 2.84 2.40 3.29 2.33

Customs proce-
dures

3.09 2.58 2.81 2.68 2.65 2.81 2.40 1.69 3.33

Project finance 3.05 2.53 2.92 3.06 1.89 2.91 2.56 2.36 2.60

Work. residence
permits

2.83 2.61 2.85 2.84 2.32 2.71 2.30 2.8 3.33

Tax rateb 2.91 2.51 2.81 2.68 2.48 2.81 2.30 2.64 2.67

Gaps in legislation 2.50 2.68 2.58 2.63 2.60 2.44 2.70 2.93 2.83

Slow land reform 2.82 2.46 2.77 2.44 2.52 2.56 2.70 2 3.17

Unfair competition 2.13 2.56 2.69 2.16 2.24 2.35 2.00 2.86 2.50

Land acquisition 2.39 2.12 2.27 2.21 2.19 2.24 2.20 3.15 2.50

Absence of tariffs 1.73 1.60 1.85 1.39 1.55 1.56 1.20 2.08 2.00

6RXUFH��)RUHLJQ�,QYHVWRU�¶���DQG�¶���VXUYH\V��D$�RQH�GHQRWHV�¶QR�SUREOHP¶�DQG�D���GHQRWHV�¶VHULRXV�SUREOHP¶��E1RW�LQFOXGHG�LQ�WKH������VXUYH\�
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��������	��Predicted signs of key explanatory variables.

EXTO MANUF UTRAN WHRET SERV ACQ GRN JV

MKTENTR - - + + + - + +

MKTGR - - + + + - + +

COSTS + + - - - …. …. ….

POLSTAB …. …. …. …. …. - + -

LABQUAL +* +* -* -* - +* -* -

WKPERM …. -* + +* +* -* +* -*

CUSTOMS +* +* -* -* -* …. …. ….

VAT + +* -* -* -* …. …. ….

PFIN …. …. …. …. …. +* -* +*

BUR - +* + -* -* - + -

CORRUP - +* + -* -* - +* -*
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7DEOH������Results of motivation factor regressions, 1997.

MKTENTR *** MKTGR *** COSTS *** POLSTAB ***

Constant 0.128
(1.112)

0.469
(0.982)

0.285
(0.304)

5.262 ***
(1.287)

EXTO -0.011 ***
(0.004)

-0.011 **
(0.005)

0.012 ***
(0.005)

-0.002
(0.005)

LNWK …. …. -0.216 **
(0.109)

UTRAN 0.174
(0.188)

0.397 **
(0.205)

0.057
(0.117)

0.331 **
(0.171)

WHRET 009
(0.398)

0.218
(0.399)

0.290
(0.270)

-0.447
(0.411)

SERV 0.772
(0.539)

1.070 *
(0.654)

-0.267
(0.456)

-0.539
(0.601)

ACQ …. …. -0.137
(0.322)

-0.846
(0.606)

GRN 0.312
(0.366)

0.376
(0.429)

…. ….

JV 0.929**
(0.478)

0.464
(0.428)

-0.113
(0.229)

-1.598***
(0.529  )

FINLAND 0.516  *
(0.291)

0.483
(0.370)

…. -0.390
(0.350)

PL …. …. 0.406
(0.253)

….

VR 0.014
(0.010)

0.010
(0.009)

…. -0.012
(0.009)

Number of correct
observations

64 64 61 63

Percentage of correct
predictions (total)

56.3 54.7 47.5 46.0
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��������	��Results of motivation factor regressions, 1998.

MKTENTR *** MKTGR*** COSTS*** POLSTAB ***

Constant 0.661
(0.903)

-0.150
(1.011 )

1.704 ***
(0.677)

1.659 ***
(0.566)

EXTO -0.017 ***
(0.006)

-0.016 ***
(0.007)

0.016 ***
(0.005)

0.005
0.005

UTRAN 0.074
(0.240)

0.242
(0.209)

-0.145
(0.201)

0.090
(0.169)

WHRET 0.759
(0.480)

1.370
(0.697)

-1.179 ***
(0.413)

0.094
(0.485)

SERV 0.941
(0.693)

.369
(0.595)

-0.331
(0.564)

0.503
(0.662)

ACQ …. …. 0.233
(0.382)

-0.390
(0.385)

GRN 0.306
(0.389)

-.117
(0.411)

…. ….

JV 0.925 **
(0.442)

-0.072
(0.452)

-0.457
(0.390)

-0.622
(0.430)

FINLAND …. 1.082 **
(0.456)

…. ….

PL 0.520
(0.498)

1.005 **
(0.498)

…. ….

YRINV …. .178*
(0.103)

…. ….

Number of observations 60 60 62 62

Percentage of correct
predictions (total)

50 51.7 48.4 53.2
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7DEOH����  Results of problem factor regressions, 1997.

LABQUAL WKPERM** VAT  ** CUSTOM PFIN ** CORRUP

Constant 2.368 ***
(0.790)

0.786
(0.681)

2.680 ***
(0.995)

1.322
(0.382)

1.218 ***
(0.377)

0.262
(0.770)

EXTO -0.008 *
(0.005)

-0.003
(0.005)

0.010 *
(0.005)

-0.0004
0.005

-0.003
(0.004)

0.001
(0.004)

LNWK …. -0.146
(0.1325)

…. …. …. ….

LNSK …. …. -.183 *
(0.102)

…. …. 0.1160
(0.094)

UTRAN .146
(0.577)

1.445 *
(0.759)

1.093
(0.781)

.470
(0.537)

.119
(0.972)

0.123
(0.670)

WHRET 0.015
(0.485)

.598
(0.474)

.904 *
(0.471)

-.182
(0.520)

-.282
(0.355)

-0.130
(0.400)

SERV -.140
(0.634)

1.600 **
(0.692)

.345
(0.700)

0.277
(0.633)

.550
(0.474)

0.793
(0.634)

ACQ …. .496
(0.525)

-.465-
(0.555)

-0.099
(0.417)

-0.099
(0.405)

0.278
(0.477)

GRN 0.088
(0.5409)

…. …. …. …. ….

JV -.117
(0.524)

0.305
(0.439)

0.325
(0.450)

.304
(0.396)

-0.458
(0.374)

-.424
(0.426)

FINLAND -.547
(0.393)

…. …. …. …. ….

FORWK …. 0.016
(0.071)

…. …. …. ….

Number of obser-
vations

63 54 59 62 59 61

Percentage of cor-
rect predictions
(total)

63.5 57.4 66.1 64.5 55.9 65.6
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7DEOH����  Results of problem factor regressions, 1998.

LABQUAL*** WKPERM * VAT * CUSTOM ** PFIN *** BUR CORRUP

Constant 5.227
(1.709)

-0.701
(0.894)

-0.022
(1.114)

1.083 **
(0.477)

0.450
(0.582)

1.876 **
(0.895)

1.174
(1.003)

EXTO -0.004
(0.006)

-0.006
(0.007)

0.001
(0.005)

0.013 **
(0.006)

0.001
(0.006)

0.002
(0.006)

0.010 *
(0.006)

LNSK -0.191
(0.177)

…. 0.180
(0.145)

…. …. …. .123
(0.110)

UTRAN -0.703
(1.293)

.101
(1.195)

-0.183
(1.065)

1.418 *
(0.793)

-0.331
(0.700)

…. ….

WHRET -0.614
(0.608)

-.670
(0.646)

0.246
(0.429)

0.607
(0.692)

0.132
(0.507)

-0.402
(0.917)

-.552
(0.786)

SERV -2.704 ***
(1.018)

-1.387 **
(0.740)

-.6001
(0.630)

0.066
(0.488)

-0.132
(0.576)

-0.118
(0.706)

-.818
(0.792)

MANUF …. …. …. …. 0.156
(0.699)

-0.029
(0.709)

ACQ …. 0.426
(0.439)

-.356
(0.689)

-0.554
(0.739)

1.167 ***
(0.455)

0.196
(0.469)

-.577
(0.413)

GRN -0.865
(0.682)

…. …. …. …. …. ….

JV -0.739
(0.540)

0.175
(0.412)

-1.158***
(0.455)

0.263
(0.474)

1.337 ***
(0.385)

0.534
(0.455)

.100
(0.434)

VR …. 0.018 **
(0.008)

…. …. …. …. ….

FINLAND -0.525
(0.465)

…. …. …. -0.692
(0.442)

-0.576
(0.474)

-.518
(0.446)

FORWK …. 0.032
(0.044)

…. …. …. …. ….

Number of
observations

59 59 60 60 56 60 59

Percentage
of correct
predictions
(total)

74.6 50.8 65 78.3 64.3 70.0 55.9
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���������	

List of variables used in the paper.

������������������
EXTO – exports as a percentage of turnover (gross)
LNWK97 – natural log of the workforce
LNSK98 – natural log of share capital
UTRAN – dummy indicating whether the firm is in the utilities, telecommunications,
or transportation industries
WHRET – dummy indicating whether the firm engages in wholesale and/ or retail activities
SERV – dummy indicating whether the firm is in the service sector
MANUF – dummy indicating whether the firm is a manufacturer
ACQ – dummy indicating whether the firm made an investment into Estonia
through an acquisition of an existing company
GRN – dummy indicating whether the firm made a greenfield investment into Estonia
JV – dummy indicating whether the firm entered as a joint venture with an Estonian firm
VR97 – foreign voting rights = foreign share % as of 12/31
FINLAND – dummy indicating whether the investor is from Finland
PL – dummy indicating whether the investor had links to Estonia prior to investing
YRINV – number of years invested in Estonia (1999-year of investment)
RSRCE – dummy indicating whether the firm depends on a natural resource
(primarily wood products)
FORWKR – number of home country workers working at the host country firm

����������������������������
MKTENTR – entry to a new market
MKTGR – potential for market growth
POLSTAB – political stability
COSTS – costs of production

Problem factors
VAT – VAT payment and rebate processes
WKPERM – work and residence permits
LABQUAL – quality of the labour force
CORRUP – corruption
BUR – bureaucracy
CUSTOM – customs procedures
PFIN – obtaining project financing

Appendix
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$SSHQGL[���

Marginal effects

(YDOXDWLRQ�FKRLFH5HJUHVVLRQ 9DULDEOH
� � � � �

MKTENTR 97 EXTO 0.0004 0.0007 0.0019 0.0009 -0.0039

JV -0.0471 -0.0679 -0.1550 -0.0503 0.3203

FINLAND -0.0267 -0.0367 -0.0905 -0.0200 0.1769

MKTGR 97 EXTO 0.0003 0.0011 0.0023 -0.0011 -0.0026

UTRAN -0.0686 -0.0708 -0.0064 0.1304 0.0154

SERV -0.0380 -0.1128 -0.1965 0.1323 0.2149

COSTS 97 EXTO -0.0019 -0.0035 -0.0022 0.0017 0.0059

POLSTAB 97 LNWK 0.0029 0.0362 0.0472 -0.0613 -0.025

UTRAN -0.0012 0.0012 0.778E-05 0.150E-07 0.578E-12

JV 0.0226 -0.0222 -0.0004 -0.219E-05 -0.327E-09

MKTENTR 98 EXTO 0.0024 0.0023 0.0015 -0.0001 -0.0061

JV -0.2473 -0.0963 -0.0057 0.1061 0.2432

MKTGR 98 EXTO 0.0005 0.0017 0.0027 -0.0011 -0.0038

FINLAND -0.0224 -0.0868 -0.1538 -0.0448 0.3078

PL -0.3540 0.1500 0.1109 0.0898 0.0034

YRINV -0.0052 -0.019 -0.0294 0.0122 0.0414

COSTS 98 EXTO -0.0019 -0.0035 -0.0004 0.0018 0.004

WHRET 0.3973 -0.2285 -0.1419 -0.0196 -0.0072

LABQUAL 97 EXTO 0.0007 0.0025 -0.0032 n/a n/a

WKPERM 97 UTRAN -0.4562 0.1196 0.3366 n/a n/a

SERV -0.4773 0.0777 0.3996 n/a n/a

VAT 97 EXTO -0.0007 -0.0031 0.0038 n/a n/a

LNSK 0.0132 0.0559 -0.0690 n/a n/a

WHRET -0.2994 0.2897 0.0097 n/a n/a

LABQUAL 98 SERV 0.0023 -0.0023 -0.66E-08 n/a n/a

WKPERM 98 SERV 0.4164 0.0624 -0.4788 n/a n/a

VR -0.0064 0.0005 0.0059 n/a n/a

VAT 98 JV 0.2952 -0.0114 -0.2839 n/a n/a

CUSTOM 98 EXTO 0.0017 0.0018 -0.0035 n/a n/a

UTRAN -0.2757 0.1029 0.1728 n/a n/a

PFIN 98 ACQ -0.3329 0.0619 0.2709 n/a n/a

JV -0.3668 0.0439 0.3230 n/a n/a

CORRUP 98 EXTO 0.0017 0.0018 -0.0035 n/a n/a
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