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Abstract. The paper explores the links between capital relocation and soft locational factors
addressing the quality of the business environment and the quality of life within the European
Union. System competition is viewed as a competition between countries for the mobile factors
capital and labour. The issue of systems competition is topical and insufficiently explored by
contemporary literature. The scarcity of scientific papers describing the links between system
competition theories and contemporary corporate geography theories, especially of the ones
including the analysis of soft location factors, is a challenging aspect, which motivates the choice
of this subject. This paper’s primary aim is to deliver an overview of the basic corporate
geography conceptions, stressing the importance of soft location factors in today’s competition
between systems for the mobile factors capital and labour. The paper further contains an
analysis of the correlations between indicators regarding the institutional design of countries as
developed by the World Bank (Ease of Doing Business), the Happiness Scale and the latest
available data of FDI Stocks for the EU countries (2016). The relevance of such a study is based
on the evidence that the contemporary business education relies on an extensive knowledge of
the business environment. In the circumstance of similar infrastructural conditions, the main
difference between locations is made by soft location factors. Since developed economies are
characterised by a high degree of ubiquity of soft factors, the paper concludes that developing
and emerging economies should foster the development of their soft location factors.
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Introduction

Indeed, it is not only companies, brands, products and services that compete with one
another, but also cities, regions and, of course, countries. These systems compete for
the (meanwhile) mobile factors, namely capital and labour by using a wide range of
instruments to be described further within this article. System competition in its
“classical” meaning refers to competition between communism and capitalism. These
competitor systems fought for economic, cultural and, most importantly, military
dominance. This competition took the form of mutual observation, imitation and
innovation within closed borders. Systems competition today aims less at military
dominance. This focus was replaced by a new element that fundamentally changed the
competition’s nature: the international migration of capital and labour as a reaction to
national policy decisions. Peter Auer underlines that, while the liberal 19th century
form of globalisation produced extraordinary wealth, it came at the cost of intolerable



poverty, and ultimately ended in World War I, the world recession of 1929 and World
War II (Auer, 2006).

Due to the ongoing liberalisation process promoted by the World Trade
Organisation and by international organisations like the European Union and to the
lower relative transportation costs, relocation becomes much easier. Thus, corporate
geography underlies a deep process of change. The migration response of production
factors makes states and regions behave like firms which compete for customers by
offering them attractive combinations of tax, prices and public goods.

Understanding the new systems competition is of utmost importance for the
European countries since the rules under which they interact among themselves and
with third countries are changing rapidly. A few decades ago the borders of the
European countries were closed for migrants, customs duties had to be paid on cross-
border transactions and most countries even had capital controls (Sinn, 2003). Today
we are enjoying the ‘four basic freedoms’ that were proclaimed in the 1957 Treaty of
Rome - the freedom of movement of goods, people, services and capital over borders
within the EU - as well as lowering barriers of movement outside the EU.

An obvious aspect of globalisation is the migration of people from developing
or emerging economies to more developed ones. The time when lack of knowledge
and transport costs hindered such migration is long since passed. Global television
coverage, the wide spread access to the world wide web as well as tourism are
spreading the news about the prosperity of the Western industrial countries even to
the most distant Himalayan villages, and dropping transportation costs makes
relocation accessible to many. This paper does not take forced migration into account.

On the other hand, while as well as the digitalisation and the relocation of
production activities, both associated with the loss of manufacturing jobs, are not new
phenomena, the increased global competition in the high-skilled job sector has
become a major concern in the developed countries. The rapid development of the
internet, the improvement of road and flight infrastructure and the cost decrease for
communication and transportation have all contributed to the increase of offshore
outsourcing. As a result, service-based companies are now hiring workers abroad to
fulfil tasks previously carried out in-house in order to save costs. This process is even
more intense since companies not only outsource standardised tasks and back office
functions without direct customer contact, but also highly specialised professions
which can be telemediated.

Potential job losses represent just one of the many aspects of system
competition. Hans W. Sinn provides a thorough pessimistic economic analysis of the
competitive forces at work between nations and governments in his book “The New
System Competition”. He carefully analyses state activities referring to taxation, public
goods provision, income redistribution, environmental policy, safety standards, and
competition policy (Sinn, 2003). However, he fails to take a closer look to location
factors considered by others at least as important as the ones mentioned above.

For the mobile factors it is, according to the classical business location theory,
first and foremost the “hard facts” that count, whereas the so-called soft location
factors are, if taken into account, merely the “icing on the cake”. Nevertheless, today’s
existing infrastructure and the reduced transportation costs make “closeness”, which
lies at the bottom of the classic theory, seem relative. When examining the factors that
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encourage competitiveness and innovation, these turn out to be not only of hard, but
also of soft nature, like the quality of the business environment and the quality of life.

Further, authors like Miron et al. (2009) have shown in the past that the
dominant trend will not be on the neoclassic relocation of capital to poor regions,
looking for cheap inputs, but rather the further concentration around the most
advanced places and wealthy regions, having as a consequence further deepening of
the gaps vis-a-vis the neglected regions. The question arising from this conception is -
is it the wealth itself that attracts capital or rather other preconditions — maybe of soft
nature - associated with wealth.

This paper aims firstly at describing the main theoretical approaches of the
location theory. Secondly, there will be a presentation of the location factors
influencing the decision makers in their choice of placing a new unit of production,
sales or control. In addition, it will also include various methods of classifying location
factors, emphasising “hard” and “soft” location factors. Subsequently, the evaluation of
location factors and the decision-taking process on the matter (at individual &
aggregate level) will be discussed. Last but not least, the problem of comparative and
competitive advantage of different countries or regions will be dealt with, stressing
the existing correlations between the migration of capital and soft locational factors of
the target countries.

Corporate geography and location factors

According to Laulajainen and Stanford (1995) “corporate geography examines the
spatial structures and behaviour of business corporations [...] (or) discusses where
and why firms locate units of production, sales and control (plants, stores and offices),
and how these interact with each other, suppliers and customers”.

Corporations (companies, firms, undertakings, enterprises), households and
public agencies are the operational units of an economy. Each undertaking has at least
one location or several, depending on domain, size and structure. It also has
connections to suppliers, customers and other legal units within the same
geographical space. The way undertakings organise their space is of great importance
for their own well-being and for the health of the national and local economies in
which they operate. This importance becomes obvious in market economies, where
undertakings bear the responsibility for a substantial share of investment decisions
and the bulk of operational decisions.

Locational decision making

Healey and Ilbery (1992) published an exhaustive study on the development of
schools of thought on corporate geography. They argue that traditional studies on
economic geography were rather of ideographic, deterministic nature. They were
stressing the unique by collecting digests of factual information about economic
production and trade between different parts of the world. Besides that, they were
assuming that the differences in the availability of physical factors are determining
the distribution of economic activity throughout the world. Emphasising the
particularities of different areas or regions by comparing them was a widespread
practice. The next step was the movement away from simple description of location
patterns and towards the identification of the process creating such patterns.
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The ideographic studies and their determinism became subject of criticism
especially during the 1950s. It was argued that:

- they encouraged the increasing fragmentation of economic geography
(researchers became specialised in particular regions / on particular
products),

- they were too concerned with the way economic phenomena is spatially
arranged and generally ignoring the reasons for these arrangements.

Since the 1950s, the studies of economic location have been dominated by
three major perspectives: neoclassical, behavioural and structuralist approaches.

The Neoclassicists were the first ones to make real attempts to develop
generalisations and principles in economic geography. The search for regularities in
patterns of economic activity became their main focus of interest. They were
assuming that:

- there is an identifiable order to the material world,

- economic activity takes place within a freely competitive manner and on a
uniform land surface,

- man acts like “homo economicus”.

The derived patterns of the neoclassical theory were rather the result of
deductive reasoning (reasoning from general principles) than observation, which led
to normative geographical models. These models concentrated upon the
interrelationship of a few factors and their spatial consequences.

The partial equilibrium models produced the optimal location and/or land-use
pattern, where profits were maximised and/or costs were minimised. Distance was
playing the key-factor in this approach. It was assumed to be a predominant influence
in human behaviour and special patterns could be accounted for by examining the
relationship between distance and transportation costs. Other location factors
described in the next section of this paper were assumed not to have sufficient
significance to be incorporated into the decision models. This approach however
proved later to be incomplete or even faulty. Besides the fact that it was based on
utopic assumptions (e.g. the rational acting “homo economicus”), the models ignored a
wide range of non-economic reasons. The changes in the economical world
determined scientists to realise that the neoclassical models were rather poor
descriptions of the reality. Attention began to be directed more towards inductive
reasoning and the micro-scale.

Behaviourists considered the individual to be the main motive force in
economic affairs. Therefore, the behaviour of individuals was inductively investigated
in order to discover generalisations. Generalisation was sought, similar to the
neoclassical approach, only by different means. It is assumed that the neoclassic
approaches tightened the links between geographers and economists while the
behavioural approaches of economic geography strengthened the connections
between geographers, sociologists and psychologists. Emphasis was put on a wider
range of variables that help shaping patterns of economic activity, including motives,
values, preferences, perceptions and opinions. Behaviouralism stressed the non-
optimal behaviour of entrepreneurs and attempted to produce alternative theories to
those based on the “homo economicus”. Behaviouralists assumed that:
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- decision-makers do not have perfect information when making location
choices,

- decision-makers do not have the ability to use the whole amount of
information to their disposal,

- conscious decisions are often made knowing that they are not optimal and that
profits will not be maximised,

- business may attempt to satisfy multiple goals besides profits, like: security,
growth, risk minimisation, self-preservation, satisfaction, ...

Behavioural studies of economic location have mainly focused on the analysis
of long term decision-making, as this has a major impact on the economic landscape.
Most of their work was of empirical nature, seeking to “measure” perceptions,
attitudes, and behaviour and to derive generalisations from the case studies.

The behavioural approach was criticised in specialised literature, the main
points of critique being:

- failing to solve the neoclassical problem of poor explanation, explaining rather
how location decisions are taken than the reasoning that lay behind them,

- placing too much emphasis on the attitudes of individual entrepreneurs and
too little on behaviour itself,

- approaches under “behavioural” umbrella vary considerably,

- too much emphasis on “choice”,

- separating the individual from the broader environment, too much autonomy
is afforded to factors at the “firm” level.

Still, the idea that variables like motives, values, preferences, perceptions and
opinions help shaping patterns of economic activity was not dismissed. In today’s
economy based on knowledge and information, these two factors adding the factor
choice gain more importance than they did in the past century, and can play an
important role in system competition.

Behaviouralism was followed by Structuralism. According to the structuralist
perspective, space becomes what an economy makes out of it. The economic
landscape is the product of the overall structure of the economic system in which
economic decision-makers operate.

A main difference to the behavioural approach is the holistic perspective that
structuralists adopt. They argue that behaviour is constrained by wider social,
political and economic processes. The economic geographers who adopted a
structuralist perspective relate the changing geography of economic activity to the
structure of society and to economic and social relations. They are particularly
interested in the macro-socio-economic processes which underlie spatial patterns of
economic activity.

The structuralist approach places emphasis on the analysis of production itself,
on the role of labour, and of the nature of the labour process as key element in the
production process, rather than on location factors (Boddy, 1987).

Structuralists assume that:

- the crucial factor in the development of any spatial structure is the way in
which surplus capital is circulated, concentrated and utilised in space (Johnson,

1987)
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- (with the increased mobility of capital) uneven spatial development, also a
precondition for system competition, is a necessary precondition for the
process of capital accumulation and for the spatial division of labour (Massey,
1984),

- explanations of economic patterns cannot be found within the patterns
themselves

- there is a historical sequence; the superstructures are founded on prevailing
modes of production, which build up internal contradictions over time and are
replaced by other modes, consequently, location and land-use decisions are
specific to a certain time period, changes in the location of industry are a
function between two main groups of factors (Massey, 1981): changes in
economic conditions (which affect the requirements of production) and the
changing geographical environment.

According to Walmsley and Leevis (Walmsley & Leevis, 1984), the main points
of critique to the structuralist approach are:

- the macro-economic perception is overemphasised, using “fragments of reality
to illustrate the theory rather than using theory to provide insights into the
real world”

- the importance of variations in economic behaviour at the level of individual
undertaking is ignored by assuming that individual behaviour is determined by
larger structures.

In order to be able to understand system competition, it is necessary to adopt a
moderate (behaviouristic-structuralist) point of view, stressing the individualistic
behaviour and decision-making process at firm level, influenced by larger structures,
like the actions of states, as macroeconomic actors in world economy. The behaviour
of mobile economic entities (capital, labour) depends on location factors.

In order to understand the location decision-making process, we have to
clearly delimitate the term “location decision” (Gabrow et al., 1995). Direct location
decisions are:

- shutdown or displacement of the (whole or parts of the) undertaking

- upgrades at the expenses of other locations

- shrinkage or omission of an upgrade on behalf of others

- opening subsidiaries or launching a new company.

The indirect location decisions are containing all economic alternatives to the
above listed measures. The outsourcing of a production point as an alternative to
upgrading it or opening a new production-site is a good example for an indirect
location decision.

The decision not to go elsewhere, or rather to invest instead of choosing
closure are also location decision (Laulajainen and Stanford, 1995).

Locational decision making is difficult and risky. There is no single place which
is best for all location factors. It is necessary to weigh and aggregate the many location
influences. There are several analysis techniques, some of which simple and some
sophisticated, which are used with varying degree of success (Laulajainen and
Stanford, 1995). There is no solution to match all needs; every location decision has
its own particularities depending on the goals of the undertaker. Every analysis of the
importance of particular location factors asks for a different approach (Gabrow, 2005)
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depending on the type of location decision, the branch, the functional type of
undertaking (production, sales or control), the dimension of the enterprise, the
dimension of settlement and type of settlement. Simultaneously, all the spatial
decisions are conditioned by the dynamics of the outside world in which the
enterprise must produce, sell and compete (Laulajainen and Stanford, 1995). The sum
of the location decisions of a company produces its corporate geography. The location
decision for each unit is based on some combination of location factors. Location
decisions are made every day by assuming that the best available data and forecasts
are adequate. At some point in its existence, each company faces the choice of new
investment or closure. A location investment has a useful life varying between 10 and
50 years.

Location factors

Every locational choice is influenced by several factors, which become criteria for the
undertakings when they choose a site (Bienert, 1996). The criteria which are
considered by the undertakings in their location choice are characterised by a
continuous process of change, caused by the alteration of the economic and social
framework. Still, not all location factors are equally affected by this process, fact that
determined the theoreticians to classify them.

There are several ways to do this, some of them being described in the next
paragraphs. Firstly, when we describe a location, there are two major aspects which
have to be considered: situation and site (Laulajainen and Stanford, 1995). A land
area’s situation is its location relative to other important spatial dimensions. Site
factors are the absolute measures of the relevant physical characteristics of a specific
parcel of land.

Some factors can be described both relatively and in absolute measures
(quantitative ones), while others just by comparison to others or by “image”
(qualitative ones) (Hansmann, 1974). The next graphic shows a classification of
location factors on the basis of qualitative-quantitative criteria.
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Location factors

v

Quantitative

v

Qualitative

Transportation costs

Costs of land

Building related costs

Labour related costs

Cost of materials

Spatial related financing costs
Subsidies

Taxes

Spatial related distribution costs

Attributions of land
Situation of land
Labour market
Transportation sector
Infrastructure
Goodwill of the branch

Figure 1. Classification of location factors after Hansmann

Still when looking at this classification, many quantitative location aspects are
quite difficult to measure. The labour related cost, for example, does not include the
costs for having less motivated or less creative employees than in a different location.

The classical classifications, on the other hand, consider mainly the costs of
production and distribution. Behrens for example, distinguished between supply-
oriented and demand-oriented location factors, as shown in the figure below

Source: Kinkel, 2004, p. 51.

(Behrens, 1971). He stressed the importance of supply-oriented factors.
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Location factors

v v
Supply-oriented Distribution-oriented
| |
v v v v
Supplv Transformation Distribution- Distribution-
; | v contacts potential
Supply- Supply- Ex: climate, _
contacts potential geological Ex: foreign Ex: demand,
circumstances commerce, goodwill,
- Ex: available , technological public'ity competition
chambers of place, labour agglomeration agencies
commerce, force, capital,
subsidies

Figure 2. Classification of location factors after Behrens
Source: Kinkel, 2004, p. 51.

The transformation of the market (from a seller-market to a buyer-market)
lead the demand-oriented location factors to gain more and more importance. The
number of disrupters from the theoretical framework by actual cases caused the
contemporary approaches of the topic to a change of view. Nowadays, the parameters
which flow into the location decision making process are more and more diverse from
case to case, which leads to formally ignored factors like customer or competition
behaviour, image of the location or change in the structure of the location to be taken
into account. This lead to the new way of classifying location factors by distinguishing
between cost-oriented, general factors and special, social and psychological
determined ones (BAG, 1979). 1991 Reichhard classifies the location factors in “hard”
and “soft” ones (Reichhard, 1991). These terms are mainly replacing the classification
in economic and extra-economic location factors. Soft and hard location factors are
complementary and cover the whole spectrum of relevant dimensions in location
decisions. Many scientists argue that it is often extremely difficult to separate them
(Gabrow, 2005).

Some theorists’ approaches (Thiefden, 2005) describe “hard” location factors as
the factors which can be measured objectively and soft location factors as the ones
which cannot. The obtained numbers can easily flow into economic analyses and can
be processed in various decision-making models. According to this delimitation, soft
location factors are those ones which can be expressed in numbers only following a
subjective evaluation. And still, the number of schools in an area, or the “cultural
supply” as in the number of theatres, operas, cinemas, etc. can be easily determined.

Grabow is one of the main theorists using the classification hard-soft, and
underlines the existence of two different categories of soft location factors (Grabow et.
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al, 1995). He discerns between enterprise-related location factors and personnel
related ones. The most important hard and soft location factors are represented in the
flowchart below.

Location Factors

v v
Hard factors Soft Factors
|
v v

e Traffic connections Enterprise related Personnel related

e Labour market

e Local dues/taxes . ) _

° Terrain/ e Business climate e Residence
construction/ rent e Local government environment
costs e Image of site e Environmental

e Availability of place * Image of town/ quality .

e Environmental city/ region/ * Schools/education
constraints country e Recreational value

e Contacts to branch e (Career chances e Attractiveness of

e Proximity to market region

e Available subsidies . Attractlveness of

e Proximity to city/town
distributors Culture. .

e Universities/researc e Tranquillity
h e “Small” culture.

e Location context

Figure 3. Classification of location factors after Grabow
Source: Kinkel, 2004, p. 43.

Grabow describes the relation between hard and soft factors as a continuum,
expressed by the criteria “Possibility of measurement and relevance of subjective
appreciation” and “Relevance for the undertaking’s activity”. Some soft location
factors have a great direct effect on the undertakings’ activity, they are just not
objectively measurable: local government, image of location, population’s mentality,
social climate, recreational value. On the other hand, there are easily measurable soft
location factors, e.g. the number of schools in the area, but these are just indirectly
relevant for the undertakings’ activity. These factors are usually of great relevance for
the employees (and also for the decision makers).

When thinking in the context of the contemporary society based on services
and information, soft location factors gain a completely new degree of importance.
Firstly, it makes sense to go back to the theory of agglomeration, which underlines the
raise of productivity in areas where many related and supportive industry operate at
the same time. The reduction of production or distribution costs plays a secondary
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role in this matter. The practice shows that advantages like mutual learning and
technology spill overs are the main motives in productivity raise. The “milieu concept”
also finds empirical support. The agglomeration in “inspiring” areas leads to the
creation of innovation and growth enhancing climates. A frequently used example for
the upper affirmation is the development of the Silicon Valley.

The “tertiarisation” of the market, the modification of production conditions
and the permanent change of technology lead to a change of values in the society,
which consequently leads to the attribution of a greater importance to soft location
factors. Authors preoccupied with the tertiary sector, like Albert Téth (2016), stress
the importance of factors such as safety and image of an investment location for the
tourism sector, these considerations can be however generalised to other sectors, as
well.

The competition of regions of today and tomorrow has less connection to cost
leadership than ever. In order to be competitive, a region has to demonstrate its
capability to adjust, or, how Lapple (2001) expresses it, to “tackle the new basis
technologies and advance structural change by linking technological and
organisational innovations”.

Marketing intelligence studies show that organizations should understand the
importance of continuously monitoring and adapting to their environment in order to
increase their businesses’ competitive advantage (Ladipo et al., 2017), the ever-
growing ubiquity of hard location factors (especially of the traffic infrastructure) led
to the fact that soft location factors won in terms of importance. In the circumstance of
equivalent infrastructural conditions, the main difference between locations is made
by soft location factors. The next chapter will show that the Member States of the EU,
which are characterised by a high grade of ubiquity on these matters, should stress
the development of their available soft factors more, in order to maintain and attract
capital and labour.

Empirical evidence: soft locational factors and FDI stocks
In order to address the question of capital migration I chose to examine the foreign
direct investment inward stocks of EU-Member States. My choice is rather contextual,
since it is impossible for a single researcher to prevail statistically representative
samples of operational data from enterprises who performed locational choices
directed to several countries. FDI Stocks measure the total level of direct investment
in a country at a given point in time, and data regarding stocks is largely available over
both time and countries. I chose to analyse the Member States of the European Union,
since these are undergoing a complex process of industrial, political, legal, economic,
social and cultural integration and are also characterised by geographical closeness.

According to the United Nations Conference on Trade and Development, the
source of the data analysed for associate and subsidiary enterprises, the FDI stocks
measure the total value of the share of the foreign investors’ capital and reserves
(including retained profits) attributable to the parent enterprise, plus the net
indebtedness of affiliates to the parent enterprise (United Nations, 2017).

In order to address the question of soft location factors, I chose to take a closer
look at the World Bank’s project “Doing Business”. This initiative launched 2002
assesses business regulations across 190 economies worldwide (The World Bank
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Group, 2017). It thoroughly mirrors the business regulatory climate in each country as
well as its evolution.

As a reflection of personnel-related soft locational factors I chose to analyse the
findings of the World Happiness Report, a project initiated 2002 in support of the UN
High Level Meeting on happiness and well-being (Helliwell et al., 2017).

Ease of doing business

Since 2002, the World Bank initiated the “Doing Business” project, gathering and
analysing comprehensive quantitative data in order to compare business regulation
environments across economies and over time. The primordial aim of the project is to
encourage economies to compete towards more efficient regulation by offering
measurable benchmarks for reform (The World Bank Group, 2017). The topics
covered by this project are:

- Starting a Business (procedures officially required, or commonly done in
practice, for an entrepreneur to start up and formally operate an industrial or
commercial business, as well as the time and cost to complete these
procedures and the paid-in minimum capital requirement).

- Dealing with Construction Permits (procedures required for a business in the
construction industry to build a warehouse along with the time and cost to
complete each procedure).

- Getting Electricity (procedures required for a business to obtain a permanent
electricity connection and supply for a standardised warehouse)

- Registering Property (full sequence of procedures, incl. time and cost,
necessary for a business -the buyer- to purchase a property from another
business -the seller- and to transfer the property title to the buyer’s name so
that the buyer can use the property for expanding business, as collateral in
taking new loans or, if necessary, sell the property to another business)

- Getting Credit (topic explores two sets of issues—credit information registries
and the effectiveness of collateral and bankruptcy laws in facilitating lending)

- Protecting Minority Investors (strength of minority shareholder protections
against misuse of corporate assets by directors for their personal gain)

- Paying Taxes (addresses the taxes and mandatory contributions that a
medium-size company must pay or withhold in a given year, as well as
measures of administrative burden in paying taxes)

- Trading across Borders (time and cost associated with the logistical process of
exporting and importing goods)

- Enforcing Contracts (efficiency of contract enforcement by following the
evolution of a sale of goods dispute and tracking the time, cost, and number of
procedures involved from the moment the plaintiff files the lawsuit until actual
payment)

- Resolving Insolvency (time, cost and outcome of insolvency proceedings
involving domestic entities as well as the strength of the legal framework
applicable to judicial liquidation and reorganisation proceedings).

Figure 4 shows the Overall distance to frontier for the EU Member States as
calculated by the World Bank’s Ease of Doing Business Project with 100 points for a
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utopic country which would perform best worldwide in all the above described

categories.

Quantile: Overa_ness

BREEOO0

[61.8:71.4] (5)
[71.8:72.5] (4)
[72.7:75.5] (5)
[76:78.6] (6)

[78.7:79.4] (3)
[80.5:84] (5)

Figure 4. Overall distance to frontier for the EU Member States
Source: Author’s contribution based on data available on www.doingbusiness.com for the year 2016.

World Happiness Report

The happiness score or subjective well-being is based on a survey released by the
Gallup World Poll Dec 23, 2016 (Helliwell et al., 2017). The score indicates a national
average response to the question of life evaluation: “Please imagine a ladder, with
steps numbered from 0 at the bottom to 10 at the top. The top of the ladder
represents the best possible life for you and the bottom of the ladder represents the
worst possible life for you. On which step of the ladder would you say you personally
feel you stand at this time?”. The score ranges within the European Union from 4,83 in
Bulgaria to 7,65 in Finland, as shown in Figure 5.
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Quantile: Happi_core
[] 14.84:5.45](5)
[] s65:587(3)
[] Bo4s.18)(8)
[ 32682 (5)
Bl 6587:7.04 (4)
Bl 705766 (5)

Figure 5. The Happiness score for the EU Member States
Source: Author’s contribution based on data provided by Helliwell et al., 2017 for the year 2016.

Methodology for the empirical analysis

Meaning to show the connections between the chosen indicators in the case of 28
European Member States I decided to use the Pearson Coefficient. The analysed
indicators are: the FDI inward stocks / capita, the Overall distance to frontier as
calculated by the World Bank’s Ease of Doing Business Project as well as the
individual distances to the frontier of the project’s sub-indicators and the Happiness
score as calculated by the World Happiness Report.

The research included the analysis of the most recent available data for the 28
European Member States, namely: Belgium, Bulgaria, the Czech Republic, Denmark,
Germany, Estonia, Ireland, Greece, Spain, France, Croatia, Italy, Cyprus, Latvia,
Lithuania, Luxemburg, Hungary, Malta, Netherlands, Austria, Poland, Portugal,
Romania, Slovenia, Slovakia, Finland, Sweden and the United Kingdom. The analysis
was performed for all 28 countries, as well as for two separate country groups: the
“old” Member States and the “new” ones (which adhered starting in 2004). Since
Cyprus, Luxemburg, Ireland and Malta show significant deviations in FDI/capita
terms, | decided to exclude them from the further analysis. Figure 6 shows the
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FDI/capita for the Member States. The four mentioned outliners are marked with
deep red.

Quantile: FDlin_lars
[2.54:5.7] (5)
[5.89:7.24] (4)
[7.67:10.9] (5)
[11.4:17.1] (5)
[18:42.1] (4)

[47.2:426] (5)
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Figure 6. GDP inward stock per Capita within the 28 EU-Member States
Source: Author’s contribution based on data provided by the UNCTED and Eurostat for the year 2016.

To see what type of correlations exists between the chosen indicators I used
the Pearson Coefficient based on the covariance calculation formula for two variables:

(E[(X-E(X))(Y-E(Y))])/0XcY (1)

where E(X) and E(Y) are the averages of the X, Y variables, while oX, oY are the
standard deviations of the X, Y variables. The subsequent table shows the analysis’
findings.

Table 1. Correlation indicators for the FDI inward stocks/capita (Pearson's r coefficients)

Ease of doing business - Overall DTF

- Starting a Business - DTF

- Dealing with Construction Permits -
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- Getting Electricity - DTF 0,17 -0,18
- Registering Property - DTF -0,05 0,08
- Getting Credit - DTF 0,01
- Protecting Minority Investors - DTF 0,02 -0.09

- Paying Taxes - DTF

- Trading across Borders - DTF 0,13 0,18
- Enforcing Contracts - DTF -0,02 0,02 -0,03

- Resolving Insolvency - DTF

Happiness score
Source: Own research based on data provided by UNCTED, Eurostat, World Bank and the
Sustainable Development Solutions Network.

When analysing the correlation between the Ease of Doing Business indicators
and the FDI inward stock/capita, I found a strong correlation, with a positive Pearson
coefficient of 0,48 within the New Member States (Bulgaria, Croatia, Czech Republic,
Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia). Since the
accumulated FDI stocks for these countries start 1990 with “0”, the connection
between the World Bank’s evaluation of the overall business regulatory climate in the
countries and their performance in attracting foreign capital is, as pointed out by the
calculus, unquestionable. The ease of getting electricity (0,51) next to registering
property (0,41) and dealing with contracts (0,35) are the secondary factors with the
highest correlations scores with the FDI stocks within these countries. These are
factors where many of the Eastern European Member States, still don’t perform very
well. When taking a closer look at the two indicators, 2018 still only four out of the
eleven countries occupied positions in the top 50, four countries occupied positions
between 51 and 100 and three countries between 101 and 150 while on the overall
Ease of doing business ranking ten out of eleven countries occupied positions in the
top 50 and Croatia took the 51st position.

On EU-level, on the other hand, the overall ease of doing business indicator
shows only a slight correlation (0,22) with the FDI stocks, while the secondary factors
‘Ease of resolving insolvency’ and ‘Ease of starting a business’ are stronger correlated
to FDI stocks.

The most significant correlation found was, however, between the FDI
stock/capita and the Happiness score on EU-level, with a positive Pearson coefficient
of 0,66. The high correlation of factors (0,60) also applies for the countries which
became part of the EU before 2014, whereas there is no obvious correlation between
these two factors with regard to the new Member States when analysed separately.

The analyse also resulted in two moderate negative correlations, with a
Pearson Coefficient of -0,39:

- one on EU level, between FDI stocks and the ease of getting credit. According
to this finding, countries where getting credit is more complicated, are more attractive
for FDI.
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- one within the new Member States, between FDI stocks and the strength of
minority shareholder protection. This finding could suggest that new Member States
might have overthrown the balance between local and external shareholders in their
intention to attract external capital.

Conclusions

The number of disrupters from the theoretical framework by actual cases caused the
contemporary approaches of the topic of locational factors to a change of view.
Nowadays, the parameters which flow into the location decision making process are
more and more diverse from case to case, which leads to formally ignored factors to
be taken into account.

All the spatial decisions are conditioned by the dynamics of the outside world
in which the enterprise must produce, sell and compete. The ever-growing ubiquity of
hard location factors led to the fact that soft location factors generally won in terms of
importance. In the circumstance of equivalent infrastructural conditions, the main
difference between locations is made by soft location factors.

Eastern Europe is characterised by a high grade of ubiquity of hard factors and
the countries’ steps towards integration led me to the conclusion that they should be
more concerned with the development of their soft factors.

In order to be successful in system competition, it is not enough for them to
improve their economic factors, but it will have to deal with their extra economic
ones, which influence their economic reality, as well. Public administration should not
forget the fact that “the labour market” is created by settlements, which lead to
entrepreneurial activities in an area and that labour force is attracted to a region by
the quality of life, not by the demand of labour force exercised by existing enterprises.

At the same time the countries should be more concerned with their image. A
more favourable country-image can be achieved through branding. In order to be able
to realise “branding”, they need to establish some positive brands, besides their
common well-known dark, communist past.

Finally, the problem of soft locational factors should be addressed at local
administrational levels - regions and communities - in order to be attractive for
labour and capital as well, ability strongly connected to contentedness and happiness.
Governments have to adapt their institutional design and develop long term policies
which position them well within systems competition. The effects of systems
competition are unfortunately not evident enough. Often the migration responses are
so slow that a long period of time can elapse before a country is forced to react to
another country’s policy move.

Understanding the functioning of systems competition is of great importance
for Eastern European countries because they entered a historical phase where the
rules under which their companies interact are changing rapidly, and the results are
not of immediate nature. The leaders of every country must now consider what
influence their strategies can exercise on the cross-border transfer of economic
activities. As evidenced by the data analysis performed, FDI stocks are strongly
correlated with the business regulatory climate within the EU Member States,
especially in Eastern Europe. The strong correlation to the happiness scale lets me
conclude that states should also be equally concerned about FDI stocks and the state
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of mind of their inhabitants, since happiness and FDI stocks are strongly correlated.
The limitations of this study are first of all of geographical and temporary nature.
Further on, other factors should be taken into account. As a future research agenda,
these countries’ dynamics should be modelled over a longer time span in order to
identify causality relations and to be able to develop complex scenarios. Including
other factors into the analysis, as well and extending the analysis to other
geographical regions could lead to more complex results. Another limitation of this
paper is the lack of empirical data from decision makers from the business
environment. Further results should be tested by an extensive analysis of their
preferences and choices.
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