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Abstract 
Decision making on foreign direct investment (FDI) is a strategic decision for the country, the company, but 
also the individual, which is strategic. Where to invest, how and when, certainly depends on economic 
conditions and economic freedoms. Foreign direct investments represent a value of 357 million euros in 2019, 
representing a significant factor in the overall development of Bosnia and Herzegovina (BiH). Expectations of 
an increase in the level of foreign investment are also based on the level of economic freedoms. The research 
results show a significant impact and positive correlation of economic freedoms on strategic decisions on 
foreign direct investment in Bosnia and Herzegovina. The role and importance of the impact of economic 
freedoms on strategic decisions on foreign direct investment became especially important in the conditions of 
the COVID 19 coronavirus pandemic, when strategic decisions were coupled with even greater risks and 
sensitivity. The COVID-19 pandemic affected foreign direct investment in the world and expectations 
regarding the trend of foreign direct investment in BiH. According to preliminary data from the Central Bank of 
BiH for the first half of 2020, FDI is lower by 46.7% compared to the same period in 2019. Foreign direct 
investment in less developed countries such as BiH will be under additional pressure in 2020/2021, due to the 
impact of the COVID 19 pandemic. The decline in global foreign direct investment in 2020 and 2021 is 
estimated at 30-40% as a result of the pandemic. The results of the research cover the period from 1998 to 
2020, and show the existence of a positive correlation between these variables. The analysis used an 
econometric model of multiple correlation analysis Pearson Correlation.  
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Introduction  
The globalization of the world economy has 
resulted in the growing importance of foreign 
direct investment, given the fact that modern 
economic development is based not only on 
domestic investment, but also on the mobilization 

of various sources of foreign capital. Several 
parameters have influenced not only new threats, 
but also opportunities for organizations, under the 
influence of parameters such as technological 
disruptions, fluctuating economies and/or 
demographic changes. 
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Changes in the global economic environment 
such as liberal economy, international competition, 
access to information and homogenization of 
culture are significant factors that have brought 
companies into a competitive position. Countries 
in transition are particularly interesting in this 
process, for which these types of mobilization of 
foreign capital are of great importance for their 
further accelerated development. Countries in 
transition still consider foreign direct investment a 
key instrument in the process of transforming their 
own economies. Due to the above, transition 
economies have become increasingly open to 
international operations, implementing the 
liberalization of economic relations with foreign 
countries in order to achieve greater 
competitiveness and attractiveness to attract 
foreign investors. Foreign investment refers to 
investment, where investors outside the country 
retain ownership rights and participate in 
management and control. FDI is often the most 
important form of foreign capital inflow from 
abroad into a country's economy in many countries. 
This is especially important for small and 
underdeveloped countries. FDI provides great 
mobility of capital, because today capital knows no 
boundaries (Zhang & Chen, 2020). It certainly 
contributes to increasing economic activity, 
monitoring processes, adjusting and harmonizing 
business conditions, market positioning and great 
development potential, as well as better efficiency. 

The effects of FDI are very complex when 
looking at the relationship between FDI and 
economic development. If viewed in this way 
(FDI), macroeconomic indicators generate better 
employment rates, better productivity, higher 
market competitiveness, technological progress 
and a generally better basis for the growth and 
development of a country's economy (Cicea & 
Marinescu, 2020). They are especially important 
for underdeveloped countries, providing greater 
exports and access to international markets. FDIs 
generate productivity spillovers for the host 
economy. This is a consequence of the superior 
technologies possessed by multinational 
companies, with imported skills enhancing the 
marginal productivity of fixed capital in host 
countries, thus promoting economic growth and 
development. Foreign direct investments in 2019 
amount to 699 million KM and are 26.6% lower 
compared to 2018. According to preliminary data 
from the Central Bank of BiH for the first half of 
2020, FDI is lower by 46.7% compared to the same 

period in 2019 (Central Bank of Bosnia and 
Herzegovina, 2020). 

Foreign direct investment in less developed 
countries such as BiH will be under additional 
pressure in 2020/2021, due to the impact of the 
COVID 19 pandemic. The decline in global foreign 
direct investment in 2020 is estimated at 30-40% 
as a result of the pandemic. According to the index 
of economic freedoms for 2019, published by the 
prestigious American "The Heritage Foundation", 
Bosnia and Herzegovina ranks 83rd in the world out 
of 180 ranked countries (The Heritage Foundation, 
2019).  

Viewed from the angle of economic freedoms, 
Bosnia and Herzegovina records a value of 62.9, 
which positions it in 82nd place on the world list for 
2021. Viewed from the angle of key parameters, its 
value increased by 0.3 points, thanks primarily to 
the improvement of the tax burden assessment. If 
we look at the European region, Bosnia and 
Herzegovina ranks 40th out of 45 countries. 
Observed in the region, BiH is below average, as 
shown by FDI inflows, compared to the region. As 
the BiH economy has been hit by the crisis caused 
by the coronavirus pandemic, it is predicted that the 
economy will suffer a significant decline, which is 
already being felt (around 6.5%, compared to the 
previous year). Already, FDI in BiH has been 
significantly reduced (The Heritage Foundation, 
2021). 

Stiglitz (1990) believes that companies in crisis 
are usually to blame for that (Stiglitz, 1990). There 
are many causes. The biggest untruth is that market 
mechanisms will lead to the solution of the 
problem on their own. Based on the above, a 
strategic approach to foreign direct investment in 
Bosnia and Herzegovina is necessary. The research 
hypothesis of the work is, H0: There is an impact 
of economic freedoms on foreign direct 
investment, which affects Bosnia and Herzegovina 
economic development, measured by gross 
domestic product. Economic globalization has 
meant that we have become more integrated, more 
interdependent, and that means that there is a 
greater need for collective action. 

The methodological concept of the research 
includes an econometric model, which is based on 
the research period from 1998 to 2020. The model 
is based on multiple correlation analysis – Pearson 
Correlation. No modern economy can be isolated 
from the need to export and import capital, 
regardless of whether, overall, there is a net surplus 
or net capital deficit, so that the movement of 
capital between countries is two-way; within one 
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case certain countries appear as donors and other 
times as users of capital. 

1. Review of the literature and 
previous research 
The fact is that domestic accumulation is not 
enough for stronger modernization of production 
and restructuring of certain economic branches, 
which would enable faster economic development 
and creation of internationally competitive 
domestic products. In such a situation, most 
transition countries consider foreign direct 
investment to be a key instrument in the process of 
transforming their own economies. Many factors 
help explain why FDI growth was particularly 
pronounced in transition countries. Intense 
competitive pressures in many industries have led 
companies to explore new ways to improve their 
competitiveness. 

Kim (2010) considers that foreign direct 
investment is usually categorized as horizontal, 
vertical, and conglomerates (Kim, 2010). 
Horizontal direct investment implies a situation 
where an investor establishes the same type of 
business abroad because he operates in his own 
country. A vertical investment is one in which 
different but related business activities are 
established or purchased abroad from the main 
business of the investor. Bosnia and Herzegovina 
(BiH) has placed its FDI policies in the context of 
market liberalization, foreign trade and capital 
movements, combined with the privatization of 
state capital in the economy as the most potent 
channel for attracting FDI. According to data of 
IBM Institute for Business Value (2019) published 
in the "Global Location Trends: 2019 Annual 
Report", BiH is ranked sixth in the world in terms 
of the number of jobs created under DSU projects 
per million inhabitants, and BiH is (IBM Institute 
for Business Value, 2019) third in terms of export-
oriented investments. Unfortunately, the COVID-
19 pandemic will affect foreign direct investment 
in the world and expectations regarding the trend 
of foreign direct investment in BiH. Although 
preliminary data for 2019 indicated the 
continuation of FDI growth and reaching a record 
value for the past ten years, the final data showed a 
decrease compared to 2018. In addition to the 
publication of data for 2019, the data for the 
previous two years were also revised. Foreign 
direct investments in 2018 are the largest annual 
inflow realized in the previous ten-year period. 

Thanks to a long tradition, good development 
of the sector and natural resources, the most 

significant FDIs are invested in the manufacturing 
sector, about 35%. The banking sector also has a 
significant share in the total inflow of foreign direct 
investment (25%). In order to achieve FDI, 
strategic decisions of investors are necessary, as 
well as entities in BiH that need to create an 
environment for FDI. Strategic decisions imply 
long-term decisions related to the choice of where 
to invest and under what conditions (Falchetti, 
Cattani, & Ferriani, 2021). Foreign investments are 
one of the most important parameters of the 
development of the modern economy and represent 
a platform for trade, organization of production and 
supply of goods and services. Therefore, decisions 
from this category are certainly from the category 
of strategic. Strategic decisions are unique and 
non-routine by their nature; they concern general 
goals, they are related to the most important issues 
and the broader picture of the entire company, they 
are related to strategies and they are very often 
unrepeatable and inevitable. FDI is an important 
factor in development, especially for developing 
countries (Osei & Kim, 2020). Also, the situation 
is similar with transition countries. They are 
characterized by the aspiration for integration into 
the world economic system. 

We can also say that economic freedoms imply 
that individuals make their own decisions, not 
under the influence of political processes, 
pressures of various kinds, or fraud (Gwartney, 
Hall, & Lawson, 2017). There are several research 
studies on the impact of FDI on economic 
performance. Sovbetov and Moussa (2017) 
performed a systematization of studies (Sovbetov 
& Moussa, 2017). Quazi (2007) made a significant 
contribution to this area, which indicates the 
importance of market potential and how open the 
country is to trade (Quazi, 2007). If we look at the 
structure of the index of economic freedoms, most 
of the literature deals with the study of the impact 
of the index of economic freedoms on FDI. From 
this point of view, the transparency of economic 
policies is a strategic issue for investors, especially 
for those committed to FDI. The positive 
correlation between economic freedoms, foreign 
direct investments and development is a 
consequence of market trends, resource allocation, 
better productivity, better production and business 
portfolio and profitability of investments. Given 
that FDI involves significant contingencies 
(especially the greenfield area), it is important to 
point out that investments depend on economic 
freedoms, legal certainty, economic stability and 
risk. Drabek and Payne (2001) pointed out that if 
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there are specific economic policies related to 
foreign trade policy, these may be the key pillars of 
the platform for attracting FDI (Drabek & Payne, 
2001). The impact of globalization is also 
important here. According to Stiglitz (2008), 
economic globalization has meant that we have 
become more integrated, more interdependent, and 
that means that there is a greater need for collective 
action (Stiglitz, 2008). So far, several studies have 
been conducted on the relationship between 
economic freedom, economic development 
indicators, and FDI. 

Based on their research, Pearson, Nyonna and 
Kim (2012) came to results that show a positive 
correlation between the parameters of economic 
freedoms and their impact on foreign direct 
investment in the United States (Pearson, Nyonna, 
& Kim, 2012). According to Fofana (2014) results 
show the existence of the impact of economic 
freedoms on the movement of investments in the 
country, on a research sample of 25 Western 
European and 26 sub-Saharan countries (Fofana, 
2014). The basis of this analysis was related to the 
parameters of economic freedoms, such as 
economies of scale, population, legal legislation 
and legal order, and others. The results of empirical 
research have shown that the aggregate index of 
economic freedom has no significant effect on FDI 
in Africa. One of the restrictions within his 
empirical study was insufficient observation 
number. 

It is essential to mention the issue of 
responsibility for making a strategic decision. 
Without the implementation and realization of 
strategic decisions, they remain just "words on 
paper". The responsibility for the implementation 
of strategic decisions lies, no more and no less, than 
at all levels of management. In some theoretical 
and even practical approaches, only top managers 
at the top of the organization are considered to be 
responsible. According to the broader 
understanding, their main responsibility is related 
to social responsibility (respect for social 
responsibility and other related issues) and the 
general strategy related to achieving the goals of 
the entire organization. According to Nordhaus 
(1969), growth can be provided on the basis of 
knowledge that is growing exogenously 
(Nordhaus, 1969). Nordhaus (2018) stated that the 
economic growth rate of 3%, compared to the 
previous year, is a continuation of the economic 
recovery trend (Nordhaus, 2018). Hayrdaroglu 
(2016) analysed the BRICS countries in the period 
1995-2013, and came up with new scientific truths 

that indicate that economic freedoms are positively 
linked to economic growth, and FDI is positively 
linked to economic growth (Hayrdaroglu, 2016). 
This research results show a negative correlation 
between government size and economic growth. 

Kurečić and Kokotović (2017) investigated the 
connection between political stability and foreign 
direct investments in small economies and the 
results show the existence of a positive correlation 
(Kurecic & Kokotovic, 2017). Also in this study, a 
part of the analysis related to large and developed 
countries was missing. Gregory, Romer and Weil 
(1992) state that a significant contribution to 
economic growth was recorded in the retail and 
manufacturing industries, which had an impact on 
the increase in employment compared to the 
previous year (Gregory, Romer, & Weil, 1992). 
Trade relations research has been the focus of 
many researchers, and the most significant ones are 
below. The results of Johnson’s research (1953) 
show the interdependence and modelling of tariffs 
between the two countries (Johnson, 1953; see also 
Riezman, 1982; Kennan & Riezman, 1988; 
Grossman & Helpman, 1994). Mayer (1981) and 
Riezman (1982) explored the relationship of trade 
agreements based on negotiations between the two 
countries, which generates conditions for foreign 
direct investment (Mayer, 1981; Riezman, 1982). 
Positive effects from FDI inflows are also related 
to the "increase in labour productivity through 
technological transfers, management and 
marketing proficiency that enables long-term 
technological progress and economic growth" 
(Boghean & State, 2015). On institutional quality, 
Estrin (2017) in her research came to results that 
show the positive impact of FDI on the labour 
market (Estrin, 2017). In their research 
endeavours, Zongzheng and Mao (2019) assess the 
importance of tax incentives for investments 
(Zongzheng & Mao, 2019). 

Macroeconomic variables have a significant 
impact on the attraction of foreign investment in 
highly developed countries then in developing 
countries (Walsh & Yu, 2010, p. 24). Economic 
freedom implies the existence of a market 
economy based on free competition, protection of 
human rights and their property, as well as 
voluntary exchange (Caetano & Caleiro, 2009). 
Ferreira, Carreira, Li and Serra (2016) investigated 
the relationship of economic freedoms, through 
factors of corruption to foreign direct investment in 
a market economy (Ferreira, Carreira, Li, & Serra, 
2016). 
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The experiences of a large number of countries 
have shown that foreign direct investment is a more 
favourable channel for the inflow of necessary 
foreign accumulation compared to taking classic 
loans on the international financial market. Viewed 
from the macro aspect, the advantages of foreign 
direct investments are reflected in the following: 
the country's trade and balance of payments 
improve, the domestic economy fits faster and 
more efficiently on the world market, the domestic 
market supply improves and the number of new 
jobs increases. At the micro level, domestic 
companies have the following benefits: they get to 
modern technology faster and cheaper, they 
introduce more modern work organization, they 
acquire more modern knowledge in the field of 
market processing, etc. 

The importance of foreign direct investment in 
developing countries is growing significantly, and 
in this regard, the creation and modelling of a 
strategic approach is becoming a research focus. In 
this regard, the number of research studies 
investigating the role and importance of FDI, as a 
strategic resource for the development of small and 
underdeveloped countries, increasing productivity, 
technological progress and a better business 
environment is growing  (Sekkat & Veganzones-
Varoudakis, 2007). Issues of economic freedom 
are increasingly occupied by the research space, 
given its effects on the level of trust of agents, as 
well as the level of strategic decisions on FDI 
(Voyer & Beamish, 2004).  

2. Research methodology and 
sampling 
According to the United Nations Conference on 
Trade and Development (2020), investors are 
guided by two strategies, the amount of foreign 
direct investment decreases in developed countries 
and shifts to developing countries, which 
contributes to their growth (United Nations 
Conference on Trade and Development, 2020). 
The next strategy that investors apply refers to the 
trend, to indirectly reach cheaper resources and 
cheaper labour through quality FDI. In 
underdeveloped countries, the development of 
production capacities certainly contributes to the 
development of the economies of those countries. 
Some studies show the existence of subjectivity 
parameters, which includes fuzzy logic clustering 
(Caetano & Caleiro, 2009). The period of the 
research scope covers the period 1998-2020 years. 
The Heritage Economic Freedom Index platform is 
created by The Heritage Foundation and The Wall 

Street Journal, and its platform is built by 10 
pillars, business freedoms, trade freedoms, fiscal 
parameters, public spending, monetary factors, 
investments, funding sources, legal issues, 
corruption and human resources, and the 
parameters range from 0-100. Each of the 
previously listed parameters influences strategic 
decisions on foreign direct investment. It is 
necessary to perform modelling and strategic 
positioning, where the starting point of the model 
platform is the expression (Y = a + bX or Y = b0 + 
b1X), which is the basis of linear programming and 
modelling. If we have more variables and 
parameters that are stochastic or deterministic in 
nature, it is possible to create more complex 
models of the second, third or fourth degree, such 
as (Y = a + bX + cX2) (Draper & Smith, 1998). 
Then, in modelling a multiple regression model, Y 
is a normally distributed variable (Draper & Smith, 
1998): 

 

 
 
Y - dependent variable (indicator of mathematical 
relation and relations of independent and 
dependent variables (economic development of 
Bosnia and Herzegovina, measured by GDP)). The 
variables of the multiple linear regression model in 
the above form, express the average regular, 
quantitative relationship between the dependent 
variable Y and ρ of the independent variables, β0 + 
β1 + ... + βρ. These variables, in essence, represent 
estimates of the parameters of the regression 
model. 

The variables of the model β0 + β1 +… + βρ 
and σ are the result of in-depth analysis and 
research of available data. 

β0 = variable of the zero model, and shows the 
level of relative importance 

β1, βρ = regression coefficients, show the 
relative assessments of the development of the 
economy of Bosnia and Herzegovina for the unit 
change of variables of economic freedoms and 
foreign direct investment 

σ = σres = residual standard deviation 
β1 - model platform parameter, which implies 

the mean increase of Y based on the unit increase 
of parameter Xi, while the other parameters remain 
fixed. This means that it is equal to the mean 
increase in Y per unit of increase of Xi, while the 
other Xi are kept fixed. βi correction factor is factor 
Xi for other parameters X. The solution is reduced 
to the least squares model. According to Draper & 
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Smith (1998) the partial correlation coefficient is 
given in the following form (Draper & Smith, 
1998): 

  

 
 The model of econometric analysis is given 

below.  
 

 
Table 1   Economic Index of Freedoms of Bosnia and Herzegovina (1998-2020) 
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Year 

1998 29.40 10.0 10.0 N/A 78.8 16.7 N/A 40.0 N/A 0.0 69.4 30.0 10.0 

1999 29.40 10.0 10.0 N/A 78.8 16.70 N/A 40.0 N/A 0.0 69.4 30.0 10.0 

2000 45.10 10.0 10.0 N/A 82.0 52.0 N/A 40.0 N/A 83.3 69.0 30.0 30.0 

2001 36.60 10.0 10.0 N/A 67.0 0.0 N/A 40.0 N/A 75.2 67.6 30.0 30.0 

2002 37.40 10.0 10.0 N/A 66.8 0.0 N/A 40.0 N/A 77.2 72.6 30.0 30.0 

2003 40.60 10.0 10.0 N/A 66.1 3.2 N/A 40.0 N/A 77.9 78.2 30.0 50.0 

2004 44.70 10.0 10.0 N/A 70.1 18.3 N/A 40.0 N/A 82.4 71.8 30.0 70.0 

2005 48.80 10.0 33.0 N/A 70.1 23.8 N/A 40.0 54.8 84.5 71.8 30.0 70.0 

2006 55.60 10.0 31.0 N/A 75.1 47.8 N/A 55.7 54.9 86.1 75.2 50.0 70.0 

2007 54.40 10.0 29.0 N/A 74.9 47.8 N/A 55.4 53.8 82.5 80.2 50.0 60.0 

2008 53.90 10.0 29.0 N/A 73.7 48.3 N/A 57.2 54.2 76.6 79.8 50.0 60.0 

2009 53.10 10.0 33.0 N/A 71.8 37.6 N/A 59.9 52.1 79.0 77.2 50.0 60.0 

2010 56.20 10.0 32.0 N/A 83.2 28.8 N/A 61.3 61.2 74.7 80.8 70.0 60.0 

2011 57.50 20.0 30.0 N/A 83.9 24.1 N/A 60.4 60.2 80.6 86.0 70.0 60.0 

2012 57.30 20.0 32.0 N/A 84.3 24.4 N/A 55.2 60.4 80.7 86.0 70.0 60.0 

2013 57.30 20.0 32.0 N/A 83.2 26.9 N/A 54.3 61.2 79.0 86.4 70.0 60.0 

2014 58.40 20.0 33.9 N/A 82.9 27.4 N/A 55.5 62.4 80.1 86.9 75.0 60.0 

2015 59.00 20.0 42.0 N/A 82.9 27.3 N/A 53.5 63.4 84.0 87.2 70.0 60.0 

2016 58.60 20.0 39.0 N/A 83.9 33.1 N/A 54.6 59.4 84.3 87.0 65.0 60.0 

2017 60.20 41.2 32.7 40.0 83.5 33.7 89.3 47.4 59.3 84.0 86.6 65.0 60.0 

2018 61.40 39.5 28,4 43.7 83.5 41.5 94.4 49.3 59.6 83.5 87.8 65.0 60.0 

2019 61.90 40.2 30.2 37.9 84.3 46.1 96.6 49.7 67.0 83.1 82.6 65.0 60.0 

2020 62.60 44.4 41.8 33.9 83.6 49.3 97.3 45.7 67.4 82.7 80.0 65.0 60.0 

Source: the Heritage Foundation, 2021 
 

Based on the previous data, the movement of 
the index of economic freedoms and variables that 
build a given platform is visible. Also, the 
movement of the index of economic freedoms from 
1998 is visible, from when the index of economic 
freedoms is calculated until 2019 and 2020 (the 
years affected by the corona virus COVID 19). The 
analysis is given below. 

 
 
 
 
 
 
 
 
 
 
 



 

 

50 Milovanović & Marković.        Strategic decision making and influence of economic freedoms on foreign direct investment  
                                                  (FDI) in Bosnia and Herzegovina 

STRATEGIC MANAGEMENT, Vol. 27 (2022), No. 2, pp. 044-056 

Table 2   Movement of foreign direct investment (FDI) and 
gross domestic product (GDP) of Bosnia and Herzegovina 
in the period 1998 - 2020 

Years GDP (million $) FDI (million $) 

1998 4,116,699,437.40 66,736,468.36 

1999 4,685,733,115.47 176,780,594.76 

2000 5,505,887,894.49 146,075,610.88 

2001 5,748,993,411.42 118,495,219.81 

2002 6,651,106,833.49 267,769,568.96 

2003 8,369,878,822.85 381,784,637.39 

2004 10,596,205,714.29 889,597,294.55 

2005 11,222,953,519.43 623,812,851.56 

2006 12,864,610,993.52 845,962,876.36 

2007 15,778,767,669.70 1,841,972,230,25 

2008 19,112,739,664.47 1,004,852,659,85 

2009 17,613,836,209.96 138.511.019.73 

2010 17,176,781,336.76 443,840,207.09 

2011 18,644.723.860.97 471,610,992.22 

2012 17,226.849.297.07 391,976,946.38 

2013 18,178,503,835.45 313,295,008.33 

2014 18,558,343,508.34 544,866,345.46 

2015 16,211,541,820.24 383,089,615.73 

2016 16,913,330,693.97 313,198,153.36 

2017 18,080,118,128.39 509,429,047.92 

2018 20,183,510,561.26 594,804,957.64 

2019 20,164,193,806.88 390,210,690.89 

2020 19,389,000,000.00 273,147,483.63 
Source: the World Bank, 2021 

 
The data in the table above show a trend of GDP 

growth in the observed period. The inflow of funds 
through FDI is not only an inflow of capital, but a 
basis for increasing trade flows, economic growth 
and development and job creation. The movement 
of FDI is influenced by several macroeconomic, 
socio-political, corporate and technological 
factors. A study conducted by UNCTAD in the 
early 2017 and involving CEOs of the world's 
leading companies listed as the most significant 
factors influencing FDI flows: the economic 
situation of Asian developing countries, the state of 
the US economy, the economic situation in the 
European Union, oil prices, changes in tax regimes, 
exchange rate volatility and rising interest rates. 
Most respondents saw technological change and 
the digital economy as positive factors driving 
cross-border investment, despite the risk of cyber-
attacks and data security. 

3. Findings  
The following research results were obtained based 
on the input parameters (Table 3).  

Based on previous econometric research and 
analysis, we can conclude that there is a significant 
correlation between economic freedoms and GDP 
in Bosnia and Herzegovina (0.940527792). This 
trend is mostly dependent on Trade Freedom, Tax 
Burden and Monetary Freedom, thus partially 
confirming our research hypothesis of Ho’s work. 
The second part of the analysis shows that there is 
a correlation between economic freedoms and FDI 
in Bosnia and Herzegovina, but it is not significant 
(0.291401437 and 0.071961395). This is a 
consequence of many other parameters that 
determine FDI in Bosnia and Herzegovina, such as 
country risk and others. Graphical representations 
of models and research are also given below. The 
research model with the results is given below 
(Figure 1). 

Model - Strategic decision making and 
influence of economic freedoms on foreign direct 
investment (FDI) in Bosnia and Herzegovina, 
becomes an important factor in strategic decision 
making. 
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Table 3   Results of the econometric model research 

Source: the authors’ own research 
 

 
Figure 1   Model - Strategic decision making and influence of economic freedoms on foreign direct investment (FDI) in 

Bosnia and Herzegovina  
Source: the authors’ own research 

 

4. Discussion  
Based on the modelling of the platform and the 
conducted research and analysis, we came to the 
knowledge about the existence of a significant 
impact of economic freedoms on GDP growth in 

Bosnia and Herzegovina. Also, the results of the 
research show that foreign direct investments 
depend on other factors and that economic 
freedoms are not the dominant factor in strategic 
decision-making, on investing in the BiH 
economy. 

 Index Score FDI (million $) GDP ( million $) 
Observations 23 23 23 

Mean 51.2783 483,992,194.8306 14,043,230,875.4701 

Stdevp 10.0608 377,169,704.4837 5,472,830,656.8289 

Variance 101.2200 
142,256,985,980,327,000.000

0 
29,951,875,398,326,300,000.000

0 
Coefficient of variation 0.1962 0.7793 0.3897 

Median 55.6000 390,210,690.8934 16,913,330,693.9653 

Max 62.6000 1,841,972,230.2525 20,183,510,561.2553 

Min 29.4000 66,736,468.3604 4,116,699,437.4041 

Coefficient of determination-one 0.084914798  

Coefficient of determination-two  0.884592528  

Coefficient of determination-three  0.088480479 

Pearson  Correlation-one 0.291401437  

Pearson  Correlation-two  0.940527792  

Pearson  Correlation-three  0.297456685 

Correlation 0.071961395 0.071961395 0.071961395 

(1-α) 0.95 0.95 0.95 

α 0.05 0.05 0.05 
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According to this analysis, foreign direct 
investments also depend on other parameters, such 
as country risk, trust, experiences of other 
countries, influences of informal groups and 
others. The results of the research are 
comprehensive, from the beginning of the 
calculation of economic freedoms for Bosnia and 
Herzegovina until today. The lack of a significant 
correlation between economic freedoms and 
foreign direct investment was especially 
pronounced during the coronavirus pandemic, 
when investors withdrew, regardless of the 
parameters of economic freedoms. This is proof of 
the vulnerability of Bosnia and Herzegovina's 
economy. For example, if we look at a similar 
comparison with the Chinese economy, where 
there is a significant correlation between economic 
freedoms on FDI and GDP growth, their economy 
withstood the crisis more easily, and also recovered 
very quickly. In general, only a strategic approach 
and way of thinking can balance and establish the 
above correlation to the higher level, which will 
affect the growth of the economy of Bosnia and 
Herzegovina. 

 

 
Figure 2   Movement and impact of economic freedoms 

in Bosnia and Herzegovina (1998-2020) 
Source: the authors’ own research 

 
Observed historically from the period when 

economic freedoms in BiH began to be counted, we 
can say that there is a constant progress, which can 
be seen in the previous chart. If we look at the 
analysis and research, we can see that although the 
historical trend shows a small impact on FDI, the 
ratio, which represents this indicator, is improving. 
If we look at 1998 and 1999, we can see that today, 
in 2021, the value of economic freedoms is twice 
as high. This should certainly give confidence to 
foreign direct investors. If we look at the trend of 
the last five years, we can see that there has been 
an increase in this parameter by 1,232 points. The 
current assessment is at the level of moderate 
economic freedom. In order to increase the 
parameter of economic freedoms, it is necessary to 

increase the values of parameters such as property 
rights, judicial efficiency and the integrity of the 
government. For further improvements of this 
parameter, a high level of economic, social and 
political integration and harmonization at all levels 
is necessary. This will certainly be important in the 
future, in the conditions of the coronavirus and the 
COVID 19 pandemic (The Heritage Foundation, 
2021).  
 

 
Figure 3   Movement and impact of foreign direct 

investment (FDI) in Bosnia and Herzegovina (1998-2020) 
Source: the authors’ own research 

 
Indicators of the business environment and 

competitive position point to the conclusion that 
there is a strong need to implement structural 
reforms that would ensure an increase in the 
growth rate of BiH economy. The seriousness of 
this problem was also recognized by BiH. 
Authorities that have shown commitment through 
the Reform Agenda and have begun to take action 
to improve the business environment. Thus, they 
established the Agency for the Promotion of 
Foreign Investments (FIPA), in addition to FIPA, 
there is also the Foreign Trade Chamber of BiH, 
which operate jointly with the relevant ministries 
and agencies. Although Bosnia and Herzegovina 
has strategies for attracting FDI, they are still not 
adequately organized. The COVID-19 pandemic 
presents a major challenge for strategic decision-
making on FDI, especially in small 
underdeveloped countries. This was reflected 
through a reduction in the supply of raw materials, 
middle entrances and final goods. If we look at the 
experiences of the developed, we can see that the 
governments of many countries are applying 
measures to eliminate bottlenecks in the supply 
chain, such as China, the developed countries of 
Europe and the United States. The consequences of 
COVID-19 have affected many countries, and have 
particularly affected developing countries and 
small open economies that are highly vulnerable to 
market and trade fluctuations, such as Bosnia and 
Herzegovina. 
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4.1. Theoretical and practical implications 
The paper investigates the impact of the strategic 
concept with two independent variables (economic 
freedoms and foreign direct investments) on the 
economic development of Bosnia and 
Herzegovina. Theoretical implications relate to the 
strategic decision-making model and the impact of 
research variables on economic development. All 
the most important, scientifically proven and 
empirically confirmed benefits from the 
application of the concept of strategic decision - 
making are systematized, as well as the most 
important parameters of its improvement. The 
cause-and-effect relationship between independent 
and dependent research variables is explained. The 
model includes 12 research subvariants that build 
an index of economic freedoms, which can be 
individually modelled and measure their impact on 
foreign direct investment and strategic decision-
making, as well as the development of Bosnia and 
Herzegovina measured on the basis of GDP. Also, 
the influence of all individual parameters of the 
index of economic freedoms is incorporated into 
the basic model, which is a research contribution. 
The practical contribution is reflected in the results 
of the application of the model to Bosnia and 
Herzegovina. The results of the practical research 
confirmed the research hypothesis of the paper. 
The practical implementation is also reflected in 
pointing out the importance of applying the model, 
especially from the point of view of Bosnia and 
Herzegovina, which should work on improving 
economic freedoms. 

The outbreak of the COVID-19 pandemic has 
caused a number of negative economic 
consequences that threaten the decline in gross 
domestic product (GDP), employment, public 
revenues, investment and exports. On a global 
scale, the pandemic has caused two effects - a fall 
in the value of stock indices and a fall in oil prices, 
which in this accident could alleviate the balance 
of BiH's difficulties.  

At the centre of events are multinational 
corporations - companies whose top management 
makes strategic investment decisions on FDI in 
other companies and countries. Many of them have 
made decisions to relocate and relocate their 
production to other countries and other markets, 
which has significantly influenced the 
recomposition of the global value chain in the 
world in the last three decades. Some of the most 
important sectors are certainly the automotive 
industry, IT sector, electrical equipment, petroleum 

products and energy, chemical and pharmaceutical 
industry, etc.  

 

 
Figure 4   Movement and impact of gross domestic 

product (GDP) in Bosnia and Herzegovina (1998-2020) 
Source: the authors’ own research 

 
If we look historically, there is a trend of GDP 
growth. In 2020, there is a decline caused by 
COVID 19 conditions. Different tax policies have 
led to different tax rates, which range around 10%. 
The total tax is around 20.4% percent of total 
domestic income. If we look at macroeconomic 
indicators, we see that public spending was at 
around 41% of GDP, and a budget surplus of 2% 
of GDP was created. 

4.2. Limitations of the study 
Analysing the sampling flow, the existence of 
difficulties in conducting the research is visible. 
Further impact analysis is limited to obtaining 
additional data. One of the limiting factors of 
research is certainly the cost of research, where 
much larger financial resources are needed to 
conduct implicit research. Also, the availability of 
data for a wider time frame of the research. The 
Index of Economic Freedoms has been calculated 
for Bosnia and Herzegovina only since 1998. 

4.3. Direction for future research 
The directions of further research activities will 
largely depend on the nature and severity of the 
problems that companies face in their business. 
The emergence of the global COVID 19 crisis, 
caused by the coronavirus, will greatly affect major 
changes, especially in the field of foreign direct 
investment in Bosnia and Herzegovina and 
strategic decisions, as well as the level of economic 
freedoms. One of the directions of further research 
would refer to the sectoral analysis and areas in 
which the impact of economic freedoms is more 
important on foreign direct investment, and thus 
the development of Bosnia and Herzegovina. Also, 
the direction of further research could certainly go 
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in the direction of exploring the impact of intuition 
of business decision makers on economic 
development, based on economic freedoms and 
foreign direct investment. 

Conclusion 
Attracting foreign investors is a priority for a large 
number of countries, especially those in 
development. "Most countries in transition have 
established Investment Promotion Agencies (IPAs) 
in the 1990s and have adopted strategies to attract 
them. These strategies included the opening of 
state ownership to foreign investment, especially in 
infrastructure and services (Slovenia), the 
provision of tax and state incentives and financial 
support to investors in certain regions or industries 
(Hungary and the Czech Republic), income tax 
relief and customs relief on high-tech imports 
(Slovakia). Tax incentives are very important for 
FDI, because foreign investors opt for the country 
that has lower taxes. In order to attract foreign 
investment, attraction policies (strategies) are 
needed that include programs to improve 
workforce skills and take advantage of increased 
competition. Various activities are being 
undertaken to attract foreign capital (Busenbark, 
Semadeni, Arrfelt, & Withers, 2021). 

Some of them are changes in national laws, 
financial measures aimed at reducing taxes and 
providing various financial incentives. Investors 
care about the social and political environment, 
ease of doing business, quality and reliability of 
infrastructure and utilities, and the possibility of 
employing professional and educational workers. 
The strategy for attracting FDI includes improving 
the investment environment, legislative and 
institutional framework, removing administrative 
barriers to investment, strengthening the 
investment potential of the SME sector by joining 
global value chains, adapting education and the 
labour market to the needs of investors, creating a 
supportive environment for investment in research, 
development, innovation and KET technologies, 
strengthening investment potential in the tourism 
sector, development of regional infrastructure, 
promotion of BiH as a desirable investment 
destination and development of the country's 
investment profile by sectors, implementation of 
communication strategy to encourage investment, 
development of a plan to attract greenfield 
investments in export-oriented sectors, in emerging 
industries and high-tech sectors, and attracting 
greenfield investments, developing a plan for the 
implementation of brownfield investments by 

placing in the state asset function, investor support 
in all phases of investment project implementation, 
financial frameworks for strategies and action plan 
for strategies. 

Looking at 2020 and the constraints on supply 
and demand, and in general the intention to reduce 
FDI in BiH, it is expected that in 2021, under the 
influence of COVID-19, FDI will be reduced by 
30% -40%. This will have a negative impact on the 
leading sectors in BiH. In certain areas, revenue is 
expected to fall above 100%. The reason for this is 
the fact that reinvested earnings from previous FDI 
will also be absent. How the economy will develop 
further in the COVID-19 era depends on estimates 
of the course of the pandemic. The world-famous 
consulting firm McKinsey developed two 
scenarios of the global flow of the economy during 
the COVID-19 era. The first is a belated recovery 
scenario in which Europe and the US experience a 
peak in late April and a decline in June 2020. China 
and Asian countries are recording recovery and 
virus control in the late first quarter or early second 
quarter. In economic terms, this scenario predicts a 
decline in consumption, investment, 
unemployment and a large number of bankruptcies 
with consequences for the financial system. The 
recession disappears in the fourth quarter of 2020, 
which was partially realized. The second scenario 
is a prolonged contraction scenario in which 
Europe and the US control the virus in the early 
2020s. However, it is confirmed that COVID-19 is 
not of a seasonal character; it lasts throughout the 
year. After a deep recession and numerous 
bankruptcies, the recovery occurs in the US and 
Europe in the 2nd quarter of 2021, and in China in 
the 1st quarter of 2021. Based on these two 
scenarios, it is clear that the BiH economy is 
entering a recession as a result of exclusively 
external factors, i.e. it will hit both efficient and 
productive and well-positioned export and 
domestic companies. The recession will have its 
own sectoral and socio-cluster characteristics. The 
research hypothesis of the work is, H0: There is an 
impact of economic freedoms on foreign direct 
investment, which affects Bosnia and Herzegovina 
economic development, measured by gross 
domestic product, which is partially confirmed 
(0,071961395). From the point of view of 
economic freedoms, Bosnia and Herzegovina is 
still at a low level compared to the world's leading 
economies. This is often the reason for insufficient 
trust in the economy of Bosnia and Herzegovina 
and often a factor influencing foreign direct 
investment. 
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Strategic decisions are most important here. As 
we can see, the result of the strategic decision-
making process is strategic decisions. In order for 
them to be valorised, it is necessary to take certain 
actions based on those decisions. The action 
dimension implies that strategic management 
arises from the concept of strategic planning. On 
the other hand, planning and thinking alone will not 
be expedient unless they are followed by concrete 
action to achieve the goals. Strategic decisions and 
strategic thinking will certainly be the basis for 
improvements, development of the BiH economy 
and attracting foreign direct investment (FDI) in 
the future.SM 
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