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Abstract:  

The purpose of this research paper is to analyze the influence of business environment and 
sustainability on foreign direct investment in European Union countries. Our focus is based on the 
improvement of business regulations to enable an environment for investors that offers security and 
prosperity but makes allowances for the investors’ sustainable choices. Beside our main purpose 
which is the impact indicators of Doing Business on inward foreign investment of the host country, a 
comparison between two groups of countries is also conducted their business environment. Dealing 
with construction permits and resolving insolvency are seen to have a strong positive relationship, 
while paying taxes and starting a business impact positively FDI but were found insignificant. In 
addition, investors’ attention is drawn more to economies whose carbon emissions are lower, which 
underlies the sensibilization for a “cleaner” environment. 
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Introduction 

As the main focus of many investors and policymakers, the environment of investment with its 

dynamic features, due to the advent of globalisation, compelled organisations to succeed in better 

business models. The intersection of human resources, materials, and external ones, allows 

businesses the persistence in operations, but also, this complexity attracts the need for better 

business model policies and strategies (Oginni, 2010). A business climate characterised by an 

extension of corruption and inadequate policies is thought less pleasurable for business people to 

put money into it, thus, it harms influencing foreign direct investment. As it is mentioned, FDI can be 

defined as the purchase of an interest in a company by an investor located in another country 

(Rathburn, 2023). Improvement in the business climate to attract more domestic investors and 

foreigners are crucial for the economy, and a way to make beneficial changes is by comparing the 

business environment with other economies (Svejnar, 2015). Therefore, researchers have 

conducted studies related to the regulatory environment and foreign direct investment, as it is 

thought that better legal systems accompanied by preferable policies in the simplicity of documents 

to start and operate a business in foreign countries draw foreign investors’ attention.  

Great attention has been addressed to projects who embedded the idea of sustainability, and also, 

the focus of many authors is the outperformance of those traditional investments whose main 

intention is to get the high profit due to the rise of business ideas with the aim of more sustainability 

and better regulatory environment (Lingnow et al., 2022). Amidst the yields of investments, reliable 
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procedures are seen to allocate the funds through the low-carbon economy and more inclusive ones 

(Popescu et al., 2021,13). As a role of catalyst in economic development, foreign direct investment 

initiates technological advancement, better contribution to resources of the host country, integration 

in international trade, and enhancement in human capital (Olival, 2012). The determinants of 

attracting foreigners to invest in the host country and analysis on their impact have been conducted 

for the past decades, by considering mostly the macroeconomic variables Many of those authors 

concluded inflation as a negative coefficient while explaining FDI, as higher prices in host countries 

imply a lower value in the currency of foreigners. Also, gross domestic product per capita results in 

the rise of economic scale, influencing more foreigners to invest in host countries (Dornean et al., 

2021).  Their intentions were conducted by using explanatory variables such as exchange rate, as it 

is thought organisations buy cheaper goods in countries where their home currency is highly 

appreciated. As time evolves, many authors have changed their attention mostly to business 

regulation and sustainability, as a consequence of business people’s preferences for more simplicity 

and security where they put money in the host country. Besides the fact that macroeconomic factors 

play a key role in attracting more inward FDI, also the regulatory system and sensibility of people 

towards more “clean” environments have drawn attention to project managers.   

We intend to analyse the influence of the regulatory environment and sustainability in inward foreign 

direct investment, by using the Doing Business indicators and Carbon dioxide per capita as variables 

of our interest. There are arguments that the key role of institutions is the rise of security and 

reduction of uncertainty, by implementing all the rules and regulations that define property rights 

(North, 1990, 4). The World Bank provided the report of Doing Business, which can be defined as 

an explanation of understanding the business climate of a country. This research paper considers 

areas of regulation such as Starting a Business, Dealing with construction permits, Paying taxes, 

and Resolving insolvency. We aim to provide the impact of these areas in inward foreign direct 

investment, therefore, perceiving some conclusion for better decision-making related to countries 

where investors tend to invest their money. Also, a comparative analysis of developed countries and 

developing ones, particularly in the European Union, is conducted to achieve one of our aims, that 

the developed economies represent an improvement in the regulatory system, encouraging more 

investment compared to the developing countries. The overall ease of doing business score is taken 

as the variable of our interest, also with the proxy for sustainability which is the carbon dioxide 

emission per capita. In addition, our research paper is a contribution to the literature for very 

important characteristics of business models, also it helps for a better understanding of reforms 

undertaken by governments during the time we have studied, and their impact on the attractiveness 

of more foreigners. These research papers consist of several chapters. The second chapter 

summarises the theoretical background and empirical work conducted by other authors. The third 

chapter describes the way of data collection and methodology we used. The fourth chapter reports 

all the diagnostic tests, and the interpretation of the results. Then the last chapter refers to some 

conclusions related to the policy implication and limitations. 

 

2. LITERATURE REVIEW 

 
This part of this paper summarises the relevant literature conducted by other authors in this topic of 
study. It has evaluated most of the literature related to the ease of doing business and the 
macroeconomic determinants of FDI in host countries. The first part of this is related to theoretical 
background, and the second part summarises empirical evidence based on research papers written 
by other authors. 
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2.1 Theoretical framework 

 

The theory of internationalism of products, as the basic idea of it, is penetrating foreign markets to 
capture the interest of the foreign demand by producing beyond their domestic market to reach the 
habits and tastes of all their customers. Through diversification, the supply of new product lines or 
activities has been growing over the last few years. In economic literature, and as the purpose of 
many research papers, Ownership, Location, and Internationalisation, have become the theory that 
is mostly used. As it is one of the most accepted ones, the OLI model has its roots in the advantages 
of companies due to its ownership benefits and the convenience of the location of products produced 
(Dornean et al., 2021). To prove the significance of ownership and location-specific variables on the 
sales of U.S. companies, Dunning (1980) aimed to seek empirical evidence for the eclectic theory of 
international products. Proxies used for the OIL components were the institutional variables that 
highlighted that for a good economy, with more sustainability and more social well-being, the need 
for good governance is crucial. A study conducted using OLI models in emerging countries and 
developed ones concluded that investors are attracted more to an environment with a better 
business climate and to an effective regulatory system (Donaubauer et al., 2016). 
 

2.2 Empirical evidence 

 

Institutional variables of Doing Business have shown an important growth in explaining the inward 
foreign direct investment, as their report expresses the business environment in a country. A better-
rate business environment attracts more innovation, and more FDI, especially in developing 
countries (Olival, 2012). The author analysed 144 developing countries and 33 developed countries, 
trying to get a link between a business environment and FDI. He found that institutional quality and 
better business practices promote investment, as a result, it increases the economic growth of the 
country, helping in more employment opportunities, and a better standard of living. The second 
conclusion retrieved from this study is that explanatory variables have a greater impact on explaining 
FDI, especially in emerging countries, maybe due to the possibility that raw materials are cheaper 
and less strict regulation attracts more profitability (Olival, 2012). Piwoski (2010) researched the 
impact of Ease of Doing Business on FDI and came to the conclusion that if the ease of doing 
business’s rank is increased by one level, the foreign direct investment is increased by 44 million 
USD. He used a multivariate regression model, and found a strong positive relationship between FDI 
and rankings of countries taken as measure of doing business. An insignificant impact of EoDB 
ranking is shown in Sub-Saharan African countries and OECD countries, whereas a considerable 
difference of impact is seen in developing countries across the globe (Gillanders, 2022).  According 
to another study, improvement in ease of doing business, particularly in developing countries, do 
attract more foreign investors. A better record of doing business, determining a higher FDI, is seen 
in developing countries while a drop of FDI is seen in developed countries. A compassion between 
these two groups of countries, has concluded that the increase in FDI in emerging countries has 
come as a consequence of better implementation of doing business variables (Bayraktar, 2023). 
Better institutional variables play an important role in FDI and have a positive impact on it, but when 
these are combined with poor macroeconomic variables, create a negative influence on FDI. The 
deterioration of institutional indicators will result in a bad regulatory environment, creating insecurity 
for foreigners about their investments (Azan et al., 2010).Described as efforts from the government 
to simplify business regulation, doing business indicators are essential to create a decent business 
climate (Anggraini & Inaba, 2020). Anggraini and Inaba researched the impact of ease of doing 
business indicators in separate samples based on the country's income, and concluded that EDB 
score ranking from the worst to best has a positive significant impact on inward direct foreign 
investment in all the groups. Starting a business, in high-income countries, is the most important 
indicator of Doing Business explaining FDI, while paying taxes has the most significance in middle-
income countries. In low-income countries, where funds to finance the investment are very scarce, 
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getting credit is the most significant factor (Anggraini & Inaba, 2020). Dealing with construction, has 
been included as an explanatory variable in many papers, to show if there is a relationship with FDI. 
According to the study, if construction permits increase by 1%, the inward foreign direct investment 
will increase by 0.34%, influencing in a positive way (Mahmuni & Bonga, 2017). According to 
research done in EU countries, using three categories of countries, developed countries, frontier and 
emerging ones, dealing with construction permits is seen to have a positive and a strong significant 
impact on inward FDI in all three categories (Dornean et al., 2021). Investors with innovative and 
new business ideas, must consider taxes as their crucial role in evaluating the profitability of 
investment (Fahmi, 2012). According to middle income countries, paying taxes is the most significant 
indicator explaining FDI, which increased by 1.2% for each percent increase in paying taxes 
(Anggraini & Inaba, 2020). Paying taxes in developed countries have sought no influence on FDI 
(Dornean et al., 2021), while in a research paper conducted in the transition economy of the EU, this 
variable has a negative impact (Haliti & Merovci, 2019). In agreement with a study conducted in 6 
emerging European countries, using panel data with a time frame of ten years, fiscal policy plays a 
great role in attracting foreign direct investment as it creates a friendly business environment, with 
less tax fraud and tax avoidance, and more transparency (Göndör, 2022). Social media, as part of 
people’s free time, has been promoting in general the healthy lifestyle during those last years. As 
the consequences of local pollutants and global ones have gotten worse, traffic noises creating 
hypertension, cardiovascular disease, risk of losing hearing whereas carbon dioxide, NOX and 
sulphur dioxide destroying the beautiful nature, investors are looking for investment with more 
sustainability development (Chipalkatti, 2022).Attention to the growth of sustainability of investment 
has influenced business performance, to cut down carbon emissions, while promoting a clean 
environment for people to live in more economic development and opportunities (Wang & Zhang, 
2022). According to an article made by one of the greatest banks in the world, JP. The Morgan 
pandemic has been a forewarning hint for sustainability development since pollution created mostly 
by the business environment has increased producing many infections, risking people’s lives, and 
destroying the environment for the new generations (Morgan, 2020). 
Even though there are few studies conducted regarding the relationship between carbon emissions 
and foreign direct investment, a strong relationship is found to influence foreign direct investment to 
be more responsible for the environment. A research paper conducted in three samples of European 
countries, based on the economies of countries, stated that an increase in pollution will decrease 
the FDI stocks by 29 units in emerging countries, 62 units in developed countries, and 36 units in 
developing countries ceteris paribus (Dornean et al., 2021). Environmental degradation, as a 
concern for economic growth, has shown a significant negative impact on private and public 
investment in Pakistan. Not only this variable but also, technological innovation, trade openness, 
and real GDP growth rate reduce the environmental quality, increasing the degradation of the habitat 
of many human lives (Chunling & Memon, 2021). 
Hypothesis 1: Better business climate attract more investors as it provides more technical, 
institutional assistance for investment; 
Hypothesis 2: Countries with the concern of sustainability are more likely to captivate more 
investors, due to sensibilization for a “clean” country. 
Hypothesis 3: Developed countries are expected to attract more foreign direct investment compared 
to developing ones. 
 

3. DATA AND METHODOLOGY 

 

3.1 Data collection 

 
This study uses annual data, consisting of a period from 2010 to 2020, to analyse the inward FDI in 
the host country, because of the business climate and sensibilization for “clean” activities with more 
sustainability. Based on the FTSE classification of countries, we cover panel data for 12 developed 
countries, part of the European Union. Hence, the developed countries to be investigated will be 
Austria, Denmark, France, Belgium, Germany, Italy, Luxembourg, Finland, Netherlands, Italy, 
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Ireland, Sweden, and Spain. Also, to make a comparison between developed and developing 
countries of the EU, we have retrieved secondary data for countries such as Estonia, Cyprus, 
Slovenia, Romania, Bulgaria, Hungary, Greece, Czechia, Poland, and Portugal (FTSE Russell, 
2023). To begin with, our study intends to analyse if non-resident companies are attracted more to 
those countries where sustainability awareness is higher, so their activities will less harm the 
environment. Taking this into consideration, one of our independent variables is going to be carbon 
dioxide emissions per capita (CO2PC) extracted from the World Bank. Due to regulations taken by 
the government concerning the quality of the business environment, such as obtaining a construction 
permit, time to prepare and pay taxes, obtaining a worker’s contract, number of procedures to start 
up a business, may influence the decisions of a company to invest in the host country (Djankov et 
al., 2002). A questionnaire to 10.000 legal practitioners was distributed due to their experience with 
regulation routinely. The EDB has ten indicators since 2019, and part of this research will be four 
indicators, which will be used as explanatory variables in explaining the business regulatory 
environment’s impact on inward FDI. 
 

3.2 Empirical strategy 

 

As it is mentioned before, the aim of our empirical study is to investigate the relationship between 
Ease of Doing Business indicators and sustainability with inward FDI stock. The estimation will be 
carried out by using R statistical software. A relevant econometric method to investigate this 
relationship will be by making allowances for some country-specific characteristics that can drive 
variation in FDI stock, causing our regression of some endogeneity problems (Olival, 2012). Those 
country-specific variables can be unobservable and can be correlated with the regressor, and one 
of the key assumptions in regression analysis is that the covariance of the error term and regressors 
is equal to zero. Therefore, the best method to fight these problems is using a fixed-effect model. 
Besides this, a method such as random-effects is always more efficient. Nonetheless, despite their 
efficiency, fixed effects give more consistent results (Olival, 2012). On the other hand, pooled OLS 
can’t be considered an appropriate estimation model because it estimates an inconsistent coefficient 
and does not give a specific effect once the fixed-effect model is available. Thus, the Haussman test 
is conducted to guide us for the appropriate method to be used, as also the random-effect model 
can be a choice. 
 
Hausman Test 

Hausman Test Coefficient 

Chi-square test value 112.74 

P-value 2.2e-16 

Degree of freedom 8 

 

Along with this, another assumption must be considered besides the one of the maximum efficiency 
possible of the coefficients, such that the idiosyncratic error should have a constant variance (Olival, 
2012). Breusch-Pagan test is conducted to test for the assumption with the null hypothesis of 
homoscedasticity. Rejecting the null hypothesis, allows us to fix this problem by using two methods: 
fixed effects with the robust standard error or the one with clustered standard error. As well, the 
assumption of no autocorrelation of the idiosyncratic error is tested by using the Breusch-Godfrey 
test. If we fail to reject the null hypothesis, we can conclude that there is no serial correlation, but 
unfortunately, in most cases, this assumption does not hold (Wooldridge, 2002, 910). This issue can 
be solved the same as the problem of heteroscedasticity with robust standard error. 
 

Breusch-Pagan test 

Degree of freedom 8 

p-value 2.362e-06 
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Breusch-Godfrey test 

Degree of freedom 1 

p-value 2.2e-16 

 
Furthermore, the Maddala-Wu Unit-Root Test is conducted for the stationarity of variables. In case 
of non-stationarity, we can adjust our econometric model by transforming it into a log form. The 
alternative hypothesis implies stationary, meaning in case the p-value is greater than 0.05, we fail to 
reject the null. Non-stationarity data are the ones that change over time, and  are unpredictable and 
can’t be modelled or forecasted. 
 

Unit root test for all variables 

Unit root test    

Variables Alternative hypothesis p-value  

Fdi stock Stationarity 0.998 Non-stationary 

EDB Stationarity 0.1291 Non-stationary 

Start Stationarity 0.087 Non-stationary 

Constr Stationarity 1 Non-stationary 

Taxes Stationarity 0.967 Non-stationary 

Inflation Stationarity 1.872e-09 Stationary 

Labor Stationarity 0.348 Non-stationary 

Per Capita Stationarity 0.897 Non-stationary 

CO2 Stationarity 0.995 Non-stationary 

*** Alternative hypothesis: Stationarity 

 

4. EMPIRICAL EVIDENCE AND DISCUSSION 

 

4.1 Descriptive statistics of variables 

Table 4.1 represents the summary of our variables in developed countries by showing the average 
for each variable, the maximum and minimum, and also the standard deviation. FDI inward stock 
measured in millions of USD has seen the maximum in the Netherlands in 2019 according to our 
sample. Not surprisingly, as the Dutch policy is defined by a strong international orientation and a 
liberal policy towards the foreign direct investment, the value reached 2.7 trillion dollars. Most Dutch 
companies are multinational, creating a country characterised by a very competitive fiscal policy, 
advanced infrastructure and a strategic location (Standard Bank, 2023). Finland, on the other hand, 
registered the lowest FDI stock value, with around 72 billion dollars in 2018. A typical country 
regarding our sample has 520 billions USD total value in inward FDI stock.  The ease of doing 
business score with the highest value of 85.29 is seen in Denmark in 2020.  
A fact about Denmark is that it is recorded among the European countries as the easiest economy 
to operate a business and ranked fourth in the world (Ministry of Foreign Affairs in Denmark, 2020). 
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The lowest score for ease of doing business is recorded in Italy, at the beginning of our period, as 
expected, because Italy is one of the European countries that is still below the EU average score 
(CT Corporation Staff, 2020).  
The average score for the 12 countries of the EU part of this sample, is 76.10. The four indicators of 
EDB vary also in countries. Resolving insolvency has the lowest value of 35.42 in Luxembourg in 
2017, while the highest value is recorded in Finland in the same year with a value of around 93.89. 
A typical country will have a value of resolving insolvency of about 77.68.  
A significant variation in paying taxes is recorded with a minimum of 56.08 in Italy, in 2010 and a 
maximum of 94.62 in Ireland in 2016. Dealing with construction permits, a key indicator of doing 
business, has a minimum of its value 64.21, in Ireland in 2012. The country with the highest score 
in construction permits is Denmark in 2019. On average, in our sample, a country has a score of 
75.21 corresponding to procedures, time, cost of building a warehouse, licences, and permits. 
 
The biodiversity of Luxembourg experienced a depressing situation during the beginning of our 
chosen period, consequently of the density of transportation infrastructure, and urban and suburban 
development, resulting in higher carbon dioxide emissions (BIDOLI, 2015).  
Therefore, the highest carbon dioxide emission was detected in Luxembourg, in 2010. Despite the 
sensibilization for lower emissions growing, and many countries are following policies to reduce 
pollution, Sweden is one of the EU countries that has always considered the value of the ecosystem, 
and as expected, the lowest carbon dioxide emission was seen there with a value of 3.405. A typical 
country has on average 7.957 carbon dioxide emissions per capita. The country with the highest 
prices in general is Belgium in 2012, while the lowest inflation rate is seen in Italy, in 2012. On 
average, the inflation rate is -0.90221. The highest value in the labour force is 83.13 while the lowest 
is 73.91. The gross domestic product per capita varies from 25,754 to 123.679, with an average of 
52.478 in general. In total, in this investigation, there are 120 observations. 
 

Table 4.1 

Summary table of variables 

Variables Mean Min Max 

FDI 520,223 72,072 2,719,474 

EDB 76.10 65.81 85.29 

Insolvency 77.68 35.42 93.89 

Start 68.69 88.74 94.67 

Taxes 82.61 56.08 94.62 

Construct 75.21 64.21 87.91 

Carbon dioxide 7.957 3.405 21.757 

Inflation -0.9221 1.2478 3.5321 

Labour force 73.91 62.02 83.13 

Per capita 52,748 25,754 123,679 

 

 

4.2 Results and discussions 

Table 4.2 shows the results using business indicators, the proxy for sustainability, and 
macroeconomic factors as explanatory variables to investigate the variation in the inward total value 
of FDI stock. The conduction of the Hausman test resulted in a p-value lower than 0.05, therefore 
rejecting the null hypothesis that the random-effects model is preferred. On account of this, the 
Hausman test leads us to conclude that a fixed estimator will be used to interpret the results against 
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the random effects. The Hausman test is represented in Table A.1. Moreover, the Breusch-Pagan 
test was conducted to test for homoscedasticity in Table A.3. With a p-value lower than 0.05, the use 
of a fixed-effect model with robust standard error is necessary. Also, to fix the problem of serial 
correlation, this method is the most appropriate way to get the most efficient coefficient for our 
regression analysis. Unit root test is presented in Table B.2 leading us to a transform in logarithmic 
form and no correlation between the explanatory variables in Table A.2 was found. A more detailed 
explanation regarding the coefficient results is interpreted below: 
 
Resolving insolvency shows a positive significant impact on FDI, at a 1% level of significance. 
According to the empirical study, an increase in resolving insolvency by 1 percent, will increase the 
FDI by 0.635 percent ceteris paribus. This coefficient and its significance justify that the legislative 
system related to bankruptcy by getting improved lowers the cost of the resolution process, also the 
burden of charges taken as a cause of failure, giving companies more opportunity to figure out the 
liquidity problems and helping the extension of daily operations (Lee et al., 2011). The results are 
consistent with previous studies such as Anggraini and Inaba (2020) and Gillanders and Corcoran 
(2015). 
 
Starting a business, an indicator of ease of doing business emerges to harm FDI but is insignificant 
at any level of significance. As a consequence, in this investigation, we may conclude that there is 
no influence of such variables in a variation of our dependent variable. It was expected that 
advancement in procedures, and documentation of obtaining a licence would encourage investors 
to put money into ideas that are easy to produce. But the results did not meet our expectations, also 
it opposed the results of Olival (2012); Bayraktar (2023) which stated that better policies in 
procedures and lower cost and time to start a business influence foreigners to invest in the host 
country. On the other hand, Corcoran and Gillanders (2012) stated foreign direct investment is not 
influenced by better institutional variables. 

Table 4.2 

Regression analysis for developed countries 

Dependent Variable FDI stock    

Variables Estimate Std. Error T-value P-value 

log (insolvency) 0.635 0.209787 3.0283 0.0031*** 

log (start) 0.4925 0.475016 -1.0370 0.3022 

log (construct) 1.8018 0.541688 3.3264 0.0012*** 

log (taxes) 0.1567 0.394831 0.3971 0.6921 

Inflation -0.0331 0.012026 -2.7537 0.0070*** 

log (CO2) -1.5772 0.154470 -3.7371 0.0003*** 

log (labour) -1.4625 1.137707 -1.2856 0.2015 

log (per capita) 0.3388 0.154958 2.1868 0.0310** 

F- statistic 11.4679    

Observation 130    

R- squared 0.47847    

***p ≤ .01.  **p ≤ .05.  *p ≤ 0.1 
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Also, advancement in regulations and procedures to start a business is a good indicator for an 
economy, but is not one of the main influences on attractiveness of foreigners (Independent Doing 
Business Report Review Panel, 2013), but, contrarily, Zhang (2007) stated that if the cost of starting 
a business are decreased especially in heavily regulated countries, than more inward investment 
from foreigners will be conducted. Dealing with construction permits shows a significant and a 
positive link in relation with FDI, by increasing it by 1.802 %, for each percentage increase of 
construction permit. As the quality of construction is strengthened, being evaluated as a strong 
secured building, with insurance regimes and professional certification requirements, it attracts 
investors more to invest in the host country (TheWorld, 2020). Many researchers have concluded 
that a better index of construction permits has always increased foreign direct investment in host 
countries. This strong impact on FDI was found by many other authors such as Junior et al., (2016), 
Anggraini and Inaba (2020). 
 
Another sub-indicator showing a positive impact on FDI is paying taxes but is statistically 
insignificant. Based on our regression analysis, we may conclude that there is no impact of this 
indicator on explaining the variation of our dependent variable. Improvements in tax incentives were 
thought to charm business people with higher profits due to tax deductions. According to Hassan et 
al., ( 2018), the insignificant impact of taxes on inward FDI can be explained by corruption and its 
influence on the economy. If we take into consideration the global average corruption index is around 
43, implying that two-thirds of the world has been impacted by corruption. Corruption not only 
reduces the collection of tax revenue but also hinders economic growth and impacts future tax 
collection (Transparency International, 2017). The coefficient regarding paying taxes was found to 
have the same results as (Dornean et al., 2021), (Olival, 2012) for their specific chosen samples. 
 
As mentioned, the concern of economic growth, municipal waste, and carbon dioxide emissions, has 
led to broadening the education of people for less harmful activities. If the carbon dioxide emissions 
are increased by one percent, we expect the foreign direct investment to fall by 1.57 percent ceteris 
paribus. In other words, if the host country abuses its environment, resulting in degradation, business 
people’s satisfaction to invest there is decreased. We can prove our hypothesis, countries with the 
concern of sustainability are more likely to captivate more investors, due to sensibilization for a 
“clean” country. This results that many projects are leading towards green movements for lower 
pollution emissions to save the place for future generations. 
 
Regarding the macroeconomic variables, inflation and gross domestic product per capita has a 
significant impact while labour force participation seems to not influence at all. A general increase in 
prices in host countries, while causing the foreign direct investment to fall by 0.031 percent ceteris 
paribus. Appropriately, investors seek to invest in places with lower costs of production, recording 
more profits on their investments. On the other hand, if the gross domestic product per capita 
increases by 1 percent we expect the FDI to increase by 0.34 percent ceteris paribus. Overall, as 
the standard of living increases, more investors are willing to put money to have better quality 
because FDI is attracted as citizens of the host country live more comfortably and they become more 
educated and better at helping in the production of new products and investment. Overall, with an 
R-squared of around 47 percent, we can conclude that our explanatory variables explained the 
variation of FDI. 

 

CONCLUSION 

 

5.1 Overall conclusion 

The enhancement of reforms regarding the regulatory system of a business environment implies the 
establishment of security of organisations to invest in the host country. Using panel data for the 
European Union countries, this research paper concludes that the overall ease of doing business 
has a great impact on attraction of inward foreign direct investment in the host country. In addition, 
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dealing with construction permits and resolving insolvency, can be concluded as strong sub-
indicators on impacting the FDI. Based on the sample used, starting a business and paying taxes 
were thought to have a positive effect in our dependent variable but found to be insignificant in any 
level of significance. In general, based on the first regression model, we can conclude that 
improvement in the reforms of regulations drives more foreigners to invest in the host country. 
Secondly, the relationship between sustainability and inward foreign direct investment was another 
aim of this study. As the global temperature has risen in the last two decades, the sensibilization of 
people to prevent this global issue has been injected to people in early ages. As a result many 
organisations are aiming for projects that do not harm the environment. The proxy used for 
sustainability, was found to have a negative impact on driving more inward FDI. If the carbon dioxide 
emissions are increased by one percent, we expect the foreign direct investment to fall by 1.57 
percent ceteris paribus. This results in that overall, carbon emissions are not preferable while 
investing in foreign industries. Also, Table 4.1 represents the minimum and the maximum of carbon 
emission. Based on the period of time from 2010 to 2020, the carbon emissions have been falling in 
almost all countries of our sample. Many governments have taken responsibility for putting 
restrictions on activities of citizens so they can reduce the carbon footprint. 
 

5.2 Policy implementation 

As it was mentioned, not all the sub-indicators of Doing Business had an impact on the dependent 
variable. However, the centre of attention for each economy must be all the indicators, so there will 
be an improvement even in other sub-indicators that were found insignificant. Based on the Doing 
Business report, it takes into account all its components, therefore, a decrease in one of the 
indicators results in a reduction in the overall ease of doing business score. Governments should 
attempt to advance the regulation of all components, sending signals to investors for investing in 
their country. 
 
Starting a business in a host country is a process requiring many steps. For better implementation 
of this indicator, a reduction in the minimum capital requirement, also the execution of documentation 
online simplifies the inescapable process. The case of Austria can be mentioned, for its contribution 
to lowering the minimum capital required to start a business, while Belgium chose to eliminate the 
whole of it (TheWorldBank, 2020). Concerning the process of paying taxes, an organisation would 
not like to invest in countries with dual taxes but prefers simplification of this process having the 
possibility of online access to fill and pay the taxes. Finland was one of the first countries to allow 
online access to each business for paying taxes (TheWorldBank, 2020). Besides this, decides to 
lower the overall income tax. Also, procedures for setting up a business and the release of whole 
documents, and licences should be reduced so the companies who are putting money in the host 
might find fewer difficulties. Denmark helped the investor by removing the fees for building permits, 
by making it cheaper to invest, while Norway lowered the time needed to obtain a building permit 
(TheWorldBank, 2020). Dissemination of information about the reforms in the business environment 
and regulations is crucial, especially for new investors. Governments should give more opportunities 
to business people, and educate them more, especially the new ones, as they are not aware of the 
investment climate and the impact on what they yield. 
 

5.3 Limitation of the study 

 

As it was concluded, most of our explanatory variables were found significant and positively 
influencing the dependent variables. Even though the results were as we expected, still they might 
be considered. Each economy has its characteristics, some might be wealthy due to their natural 
resources, while others to human capital. This characteristic defines the economy of a country and 
might influence foreign direct investment. Although a country might be known for the best regulatory 
system and with the awareness of sustainability, it still may not be the desired destination for 
investors to invest due to some specific features of itself. 
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