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Is foreign direct investment export-oriented? 

Evidence from sectoral data 

Abstract

 

 

Export-oriented foreign direct investment (FDI) is, ceteris paribus, generally 

considered better than non-export-oriented FDI. In this paper, we address the 

question, whether the ability of a country to export has positive and significant 

impact on FDI inflows when studied on a sectoral basis. To answer this, we collect 

data on FDI inflows and exports on sectoral basis and use a dynamic panel data model 

called the Generalized Method of Moments (GMM). We believe that our paper reveals 

the existence of export-oriented FDI in some sectors that are often missed by 

aggregate-level studies. Furthermore, our sector-based study on FDI and exports fills 

a gap in the literature where aggregate level studies have not being able to reach a 

consensus. Our study shows that FDI in technology-intensive sectors is export-

oriented while FDI inflows to natural resource-intensive sectors mainly serve 

domestic demand.  Our study draws some policy implications that advocate measures 

to maintain competitive tax rates and sound exchange rate management, and steps 

that channel FDI inflows into technology-intensive sectors. 

JEL Classifications: F21, F23, F62, C36 

Keywords: Sector-based FDI, Export-oriented FDI, GMM, FDI and exports. 
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1. INTRODUCTION

 
Up to the late 1960s, many developing markets were reluctant to accepting foreign 

direct investment (FDI) inflows. Over the last four decades, however, a number of 

developing countries have opened up their doors to FDI. At the same time, a number 

of countries have undertaken a variety of structural adjustment programmes and 

implemented liberalization policies to attract investment into their countries 

(Nunnenkamp, 2004). Before the early twentieth century, foreign investment mainly 

took the form of investment in the extractive, mining and agricultural sectors. 

Furthermore, in contrast to the traditional forms of FDI associated with either 

extractive activity or labour-intensive manufacturing, the 1990s witnessed a 

significant shift to a diverse range of sectors. FDI inflows to developing nations have 

grown from US$ 35.03 billion in 1990 to US$ 778.37 billion in 2013 (United Nations 

Conference on Trade and Development, 2014), whereas developed nations only 

managed to attract US$ 565.62 billion in 2013. 

 

Foreign firms invest in a country for a number of reasons. These include ease in doing 

business, market size, growth rate, economic and social stability, labour costs, trade 

restrictions, tax incentives and many other factors. For example, in the case of Japan, 

a considerable amount of investment has been flowing out to many Asian countries to 

take advantage of lower labour costs. In cases like that of Japan, goods produced in 

the host country aided by FDI are exported to a third country (the consuming 

country) (Lahiri and Ono, 2003). Another well-known reason for foreign firms to 

invest abroad is to gain access to markets which otherwise are inaccessible. Many US 

companies invest in Ireland in order to penetrate the European Union markets and 

thus avoiding the common external tariff imposed by the European Union (Bradley & 

Barry, 1997). Many of the consuming countries impose import quotas to protect the 

interest of domestic producers. In such cases, the only way the firms in the home 

country can export more to the consuming country is through FDI. For example, there 

were restrictions on Japanese exports to the USA for products like semiconductors, 

electronic goods, steel and textiles. However, to access US markets, Japanese firms 

invested heavily in many Asian countries such as China, Malaysia, Thailand and 

Taiwan (Lahiri and Ono, 2003). For Japanese firms, the benefits of reallocating funds 

to Asian countries were twofold: low labour costs and access to US markets. 
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The potential benefit of FDI for emerging economies has been well documented and 

continues to be the subject of rigorous economic research. International trade and 

FDI tend to aid economic growth, particularly by way of exports through improving 

existing knowledge, introducing high-quality merchandise and technology, and 

improving labour skills and managerial techniques (Wang et al., 2004). Emerging 

nations are continually looking to grow their export capacity and diversify the basket 

of goods they export. For a nation to build its economy around export 

competitiveness, it requires high investment in infrastructure, access to superior 

technology and knowledge of international markets. While native efforts to enhance 

international trade appear to be vital, FDI provides an excellent opportunity for 

emerging nations to tap into external source of investment and technology while 

gaining access to international markets. Taking into account the role of international 

trade, export-oriented FDI is, ceteris paribus, generally considered better than non-

export-oriented FDI (Gestrin, 2002). Some of the costs and benefits of export-

oriented FDI, especially in the context of economic development, have been well 

researched (Helleiner, 1973).  

 

More recently, the Central and Eastern European countries lowered their barriers to 

FDI, along with opening their economies to trade and privatization of state-owned 

production facilities. As a result, the ratio of inward FDI to the Central and Eastern 

European countries in total world FDI inflows increased more than threefold 

(Radulescu et al., 2012). During this time, they also experienced a significant increase 

in exports. Kneller and Pisu (2004) investigated the behaviour of foreign affiliates 

located within the UK relative to indigenous firms and found that the affiliates tended 

to export more than their local counterparts. Bradley and Barry (1997) found that, on 

average, Irish companies exported only about 35% of output while foreign affiliates 

exported almost 86%. This may suggest that a multinational would rather serve a 

region through exports through their presence in a foreign country than with an 

affiliate in each country. In the early 1970s, Helleiner (1973) pointed out that many 

US firms shipped parts to low-wage countries for labour-intensive assembly or 

processing. Sung (2000) showed that for some East Asian countries like Malaysia, the 

Philippines and Thailand foreign affiliates accounted for between 37% and 52% of 
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their exports in the secondary sector. The important question we hope to answer is 

whether the flows of foreign investment to these countries are export-oriented or 

whether they serve the host country’s demand. 

 

2. GOALS OF THIS PAPER 
 

Are FDI inflows to emerging markets export-oriented? The key issue that remains 

unclear is the impact that FDI has on the host countries’ export capability. There are 

several factors that determine the flow of FDI into emerging markets and these 

factors play an important role in determining whether FDI flows are export oriented 

or not. Existing empirical studies have not reached a consensus on whether FDI 

inflows are export-oriented when other factors are controlled for. This 

precariousness may, in part, be because previous studies have overlooked the 

importance of sector-based FDI.  One way to study this is to examine the industrial 

structure of exports and to look for sectoral differences in the trade impact of FDI, as 

suggested by Sun (2001).  

 

Our study extends the empirical research by examining the distribution of inward FDI 

and measuring the export performance by sector to identify the export-promoting 

impact of FDI. This approach will contribute to the literature by capturing the 

possible effects of exports on FDI inflows that vary across different sectors and are 

not detected in an aggregate-level study. This study will also pave way for further 

research into sector-based export-oriented FDI while controlling for other factors 

such as labour costs, population growth, economic stability and growth, volatility in 

the exchange markets and other country-specific features. Overlooking the sectoral 

differences while analysing FDI and exports will bias estimates that would otherwise 

have captured the true nature of the FDI that flows into the host economy. We 

attempt to reconcile the existing literature’s conflicting results by developing a link 

between FDI and exports when studied on a sectoral basis to account for the 

existence of any comparative advantage by sector that the host economy may have.  

 

Although there are numerous studies examining the relationship between FDI and 

exports, there remains a gap in terms of a comprehensive and well-rounded study 

where a group of countries are studied for sector-specific effects over time. In this 
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paper, we build a multicountry, multisector dynamic model that attempts to explain 

the motives of FDI inflows to emerging markets. For the purpose of our study, we 

have used a dataset of 26 emerging countries over the period of 2003–2012, and 

examined the interactions among FDI inflows, exports, inflation rate volatility, GDP 

per capita growth, exchange rate volatility and institutional quality. In the first stage 

of data collection, we collected the data on FDI inflows for 26 emerging markets, 

distributed over different sectors. In the next stage, we collected data on the exports 

and allocated them to various sectors to match the sectoral distribution of FDI 

inflows. We use Generalized Method of Moments (GMM) methodology to account for 

a country’s heterogeneous sectors, which may differ in their productive capacity and 

comparative advantages. Furthermore, sectoral analysis will help us to understand 

the existence of cross-sectoral impact. Our results show that FDI inflows into 

technology-intensive sectors are export-oriented whereas FDI inflows to natural 

resource-intensive sectors mainly compensate domestic demand. 

 

3.  LITERATURE REVIEW  
 

In this paper, we look to answer a very important question: are FDI inflows to 

emerging markets export-oriented? In other words, do FDI inflows have a significant 

impact on the host country’s export performance? There is a long and extensive 

debate in the theoretical and empirical world on the role of export-oriented FDI in the 

growth of newly industrialized economies.  This controversy among academics and 

policymakers is caused by the indefinite and incompatible nature of existing 

economic theory and empirical studies. The question of whether trade and FDI are 

substitutes or complements is an old question, dating back to the Heckscher–Ohlin 

framework. Early theoretical studies of international trade have suggested that the 

relationship between FDI and trade can either be complementary or one of 

substitution. Mundell (1957) used the Heckscher–Ohlin model with factor mobility to 

suggest that trade and international capital movements are substitutes.  In such a 

model, mobility of capital may substitute for trade flows. However, subsequent 

theoretical developments have shown that it is possible to have either a 

substitutionary or a complementary relationship between FDI and trade, depending 

on the type and nature of the FDI. International trade theory suggests two types of 

production arrangements: horizontal integration and vertical integration. Markusen 
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(1984), Horstmann and Marukusen (1992), and Markusen and Venables (1998) 

showed that horizontal FDI is market-seeking, in which firms expand overseas to 

avoid trade costs and obtain market shares in the host country, leading to a 

substitutionary relationship to trade. On the other hand, Helpman (1984), and 

Helpman and Krugman (1985) showed the possibility of a complementary 

relationship when vertical FDI aims to seek lower the cost of production in the host 

country and then exports goods produced by them. Economic theory also outlines the 

possibility of the indirect effects of FDI on exports in which the host economy 

develops its existing knowledge, introduces new technology, and upgrades labour 

skills and managerial techniques (Zhang & Song, 2002). 

 

Just like contradictory theoretical views on the role of FDI, the current empirical 

findings are also ambiguous.  Several country-based studies have found either a 

negative relationship or an insignificant relationship between inward FDI and 

exports. Sharma (2003) investigated exports determinant in India using annual data 

for 1970–1998. The study used simultaneous equation framework and found foreign 

investment to have no statistically significant impact on export performance, 

although the coefficient of FDI had a positive sign. In more recent study, Blonigen 

(2001) found the existence of a negative relationship between FDI and trade between 

USA and Japan that became noticeable at the product level. Banga (2006) found that 

FDI from the US has led to broadening of India's exports but FDI from Japan had no 

significant impact on India’s exports.  On the other hand, other empirical results have 

indicated that inward FDI actually has a positive effect on the export performance of 

host countries. Kneller and Pisu (2004) investigated the export behaviour of foreign 

affiliates in the UK and concluded that foreign firms are more likely to export than 

indigenous ones. Zhang and Felmingham (2001) demonstrated bi-directional causal 

links between inward FDI and Chinese exports.  In the case of Mexico, evidence of bi-

directional Granger causality between exports and FDI has been found (Pacheco-

Lopez, 2005). Anwar and Nguyen (2011) analysed FDI inflows from 23 countries to 

Vietnam from 1990 to 2004 with gravity equations and concluded that a 1% increase 

in FDI inflows gave rise to a 0.13% increase in Vietnam's exports to these countries. 

Pain et al. (1998) pointed to the possible existence of a FDI–export relationship that 

can vary depending on the countries in question.  Though the potential for FDI to 
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stimulate exports may exist, it may also depend upon the host country’s absorptive 

capacity (Girma, 2005). 

 

Most of the research examining the relationship between inward FDI and exports has 

depended on the use of an aggregate measure of FDI inflows or the existence of 

current FDI stock in the host country. This method ignores the existence of the 

comparative advantage that a specific sector may have and, perhaps inaccurately, 

assumes that FDI’s effects are equal across various sectors of the host county. If this is 

correct, then analysis of aggregated data is likely to dilute the true nature of the 

relationship between inward FDI and exports, and lessens the chances of making 

robust inferences. It is more plausible to assume that any correlation between FDI 

and exports differs across different sectors. There are a limited number of studies 

conducted on a sector basis that examine the relationship between FDI inflows and 

exports. Aitken et al. (1997) examined Mexican manufacturing firms and reported 

that export activities by multinational firms reduce export costs for domestic firms 

because of the spillover effect of being geographically close to a multinational firm. 

Anwar and Nguyen (2011) used firm-level data from Vietnam's manufacturing sector 

and showed that the presence of foreign firms in Vietnam significantly affected the 

decision of domestic firms to export.  A similar study examining the effect of FDI 

inflows on manufacturing exports for four Middle Eastern and North African 

countries found that FDI inflows had a limited but positive effect on manufacturing 

exports (AbuAl-Foul et al., 2008). However, they warned that country-level data may 

hide a lot of sector-specific and firm-specific aspects of FDI activities and the nature 

of its interaction with domestic firms.  

 

The review of the theoretical and more recent empirical studies on the relationship 

between FDI and exports suggest some consensus on the key findings. Nevertheless, 

the key issue that remains unclear is the mechanism through which FDI promotes the 

host country’s exporting ability, which is a very important question for emerging 

nations who are looking for ways to attract FDI. One way to study this is to examine 

the industrial distribution of FDI and the industrial structure of the exports, and to 

analyse the sectoral differences in the trade impact of FDI, as suggested by Sun 

(2001). Our study extends the empirical research at the sectoral level by examining 
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the distribution of inward FDI in the various sectors of emerging economies and 

measuring sectoral export performance.  This approach will contribute to the 

literature by capturing the possible effects of FDI on exports that vary across different 

sectors and are not detected in an aggregate-level study.  

 

4. THE DETERMINANTS OF FDI 

4.1 THEORETICAL BACKGROUND 

 

There are numerous theoretical explanations that attempt to determine the factors 

that affect FDI. Overtime, these theories have laid the foundation of the current 

framework and continue to play an important role in the development of current 

literature. One of the most prominent and often quoted works on the determinants on 

FDI is Dunning (1992), as it established the starting point for all the following studies 

into the determinants of FDI. In his seminal work, Dunning (1992) suggested that 

there are three main types of FDI. The first type of FDI, which is called market-

seeking, invests in other countries with the primary goal of serving host and regional 

demands. This type of FDI has the sole intention of capturing the local market, for 

which it sets up local production facilities. Hence, local economic growth is 

considered to be the main driver of this type of FDI.  The second type of FDI is called 

resource-seeking FDI, which aims to utilize the resources that are not available or are 

not economical to use in the country of origin. In these types of FDI, the low cost of 

labour and the availability of natural resources are the main drivers. This has led to 

the rise of export-oriented FDI, which aims to utilize the host country’s comparative 

advantage in labour costs, resources and other economic incentives.  The third type of 

FDI, which is closely related to resource-seeking FDI, is called efficiency-seeking FDI, 

where firms take advantage of differences in the availability and cost of factor 

endowments in various countries, and exploit economies of scale and the differences 

in consumer tastes and supply capabilities (Dunning, 1992, p.60).  The thinking 

around the motives of FDI is still far from unified. For example, Eckel (2003), and 

Nunnenkamp and Spatz (2003) pointed to the type of FDI which aims to gain from 

cheap cost of labour in developing countries; others like Bevan and Estrin (2000), and 

Kinoshita and Campos (2004) suggest that diversification of assets and exploiting the 

economics of scale and scope are the driving factors for FDI. One of the main issues in 
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determining the type of FDI originates from the fact that FDI can be either market-

seeking or export-oriented. This distinction between the exploitation of the host 

market and what the literature refers to as export-platform FDI is very important and 

forms the basis of any empirical study relating to FDI. 

 

4.2  EMPIRICAL EVIDENCE 
 

There are number of empirical studies that have used various macroeconomic 

variables and hypotheses to examine the significance of proposed explanatory 

variables and aslo the direction of the effect of FDI. Due to the practicality associated 

with the building of manageable general equilibrium models, a large number of 

empirical studies on the determinants of FDI have been based on partial equilibrium 

models of firm-level data and test the significance of various macroeconomic 

variables. However, these econometric studies have failed to reach any consent with 

respect to the effect of macroeconomic variables, except for market size, which is 

often used to measure gross domestic product (GDP). We discuss some of the 

determinants that we believe to be relevant to our paper.  

Market Size 

Market size measured by the GDP growth rate or the GDP per capita growth rate 

appears to be the most commonly used measure of the host country’s domestic 

demand. Some of the earlier work includes that of Bandera and White (1968), and 

Wheeler and Mody (1992. The market size hypothesis stems from the idea that FDI 

tends to be directed towards countries with large and expanding markets. More 

recently, Kok and Ersoy (2009) examined panel data for 24 developing economies 

and found that market size is significant in attracting FDI to the host country. For the 

purpose of our study, we have used the GDP per capita growth rate as a proxy for 

market size. We expect that, all else being equal, for a market-seeking or horizontal 

FDI, growth in market size will have positive impact on FDI inflows. We also like to 

emphasize that using an absolute measure of GDP growth rate is most likely to 

capture the effect of population rather than income. 

Exchange Rate Volatility 

The role of the exchange rate in attracting FDI is one of the more extensively 

researched areas in international economics. Benassy-Quere et al., (2001) argued that 

movements in the exchange rates may have an impact on the decisions of foreign 
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investors. If the FDI aims to capture the local market, then an appreciation of the local 

currency will increase the FDI inflows because of the increase in the purchasing 

power of local consumers. On the other hand, depreciation may as well increase FDI 

as it increases the relative wealth of foreign investors and hence their ability to invest 

through reduced cost of capital. Benassy-Quere et al., (2001) showed that in the case 

of export-oriented FDI, an appreciation of local currency reduces FDI inflows because 

of high labour costs and depreciation of foreign investors’ wealth. Exchange rate 

volatility, on the other hand, creates uncertainty as the variance of the expected 

profits rises and its net present value falls. Bleaney and Greenaway (2001) analysed 

the effect of exchange rate volatility on investment and growth for 14 sub-Saharan 

countries and found that it had a strong negative effect on investment.  Benassy-

Quere et al. (2001) used panel data from 42 developing countries from 1984 to 1996 

and found that nominal exchange rate volatility negatively affects the flow of FDI. For 

the purpose of our paper, we use the traditional measure of volatility and use the 

standard deviation of the preceding 5 years to calculate the volatility of the exchange 

rate in every year. 

Company Tax Rate 

Studies show that high tax rates on commercial profits reduce FDI inflows.  Higher tax 

rates are likely to decrease the after-tax rate of return and thus play an important role 

in determining the choice of investment (Hines, 1999). However in some studies, like 

Wheeler and Mody (1992), and Porcano and Price (1996), the corporate tax rate had 

a insignificant effect on FDI. We use a measure of the total tax rate which includes the 

amount of taxes and mandatory contributions payable by businesses after accounting 

for allowable deductions and exemptions as a share of commercial profits. Taxes 

withheld (such as personal income tax) or collected and remitted to tax authorities 

(such as value-added taxes, sales taxes, or goods and service taxes) are excluded.  

Inflation Volatility 

A stable inflation rate is likely to encourage FDI inflows into the host country and 

send a signal of sound macroeconomic policies. We expect a higher inflation rate to be 

a deterrent for FDI inflows, as it indicates a rising level of macroeconomic risk (De 

Mello, 1997; Ok, 2004; Buckley et al., 2007. It is assumed that a rising inflation rate 

will deter FDI inflows that are export-oriented because of the reduction of 

international competitiveness in terms of an increase in production and start-up 

costs. It is also argued that an inability to compete internationally will lead to higher 
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imports to the host country, therefore discouraging FDI inflows which attempt to 

capture local market.  

Institutional Quality 

For foreign investors, it is imperative to determine the level of risk in a prospective 

country. In a survey of international business managers, over 60% of managers 

reported that corruption can add up to 15% extra to the cost of international projects 

(Bray, 2007). A study by Mauro (1995) showed that corruption has a substantial 

damaging effect on investment and economic growth. More recently, according to 

Transparency International’s Global Corruption Report 2009 (Bishop, 2011), 

businesses in Russia pay up to $33.5 billion in bribes and kickbacks every year. From 

these reports, it is evident that the level of corruption in a country is an indicator of 

national stability. For the purposes of our study, we use the annual corruption 

perceptions index data provided by Transparency International as a measure of 

institutional quality, with an index of 0 representing the most corrupt and 100 being 

the least corrupt. 

 

5. DATA AND DESCRIPTIVE STATISTICS 
 

In this paper, we collected data from 26 countries which are classified as emerging 

markets by the International Monetary Fund. We then collected data on FDI 

(millions) on a sectoral basis for the period 2003–2012 from the online database 

provided by International Trade Centre (http://www.intracen.org/). International 

Trade Centre (ITC) is a joint mandate of the United Nations and the World Trade 

Organization that aims to foster economic growth through trade and international 

business development. The ITC not only provides a tracking tool for FDI that offers 

top-line aggregate figures, but also supplies FDI sector and country breakdowns. 

Furthermore, it provides information on investment flows and stocks, trade and tariff 

data, and activities of foreign affiliates. One of the major challenges of this paper was 

the lack of available sectoral exports data. The export data provided by the ITC was 

divided on a product level, and we had to manually assign and allocate to the 

respective sectors to match the FDI sectors for each country. We allocated exports 

(millions) to the sectors in accordance with the standard international trade 

classification, Revision 3. For the purposes of this study, we selected 10 sectors: (I) 

Agriculture and Hunting; (II) Coke, Petroleum Products and Nuclear Fuel; (III) 
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Chemical and Chemical Products; (IV) Electrical and Electronic Equipment; (V) 

Electricity, Gas and Water; (VI) Food, Beverages and Tobacco; (VII) Mining and 

Quarrying; (VIII) Machinery and Equipment; (IX) Metal and Metal Products; and (X) 

Motor Vehicle and other Transport Equipment. Table 1 provides a detailed 

breakdown of the sectors. In addition to FDI and export data, we collected data on the 

exchange rate volatility (based on average the yearly exchange rate), the GDP per 

capita growth rate (%), the company tax rate (%), inflation volatility (based on the 

average yearly inflation rate (%)) and the corruption perception index (index of 1 to 

100). Table 2 provides descriptive statistics of all the variables from the period 2003–

2012. The results from Table 2 show that the Food, Beverages and Tobacco sector 

attracted the largest amount of FDI inflows in 2003–2012 with an average value of 

5.45 (log-transformed), and Agriculture and Hunting received the lowest FDI inflows 

with an average value of 3.42 (log-transformed). For exports, the Electrical, and 

Electronic Equipment sector exported the largest amount of goods with an average of 

8.73 (log-transformed) and Mining and Quarrying exported the lowest, with an 

average value of 6.97 (log-transformed). The average value of exchange rate volatility 

was 38.89, with a skewness of 4.23 and a kurtosis of 21.82; GDP per capita had an 

average value of 3.91, and a skewness and kurtosis of –1.18 and 6.34 respectively.  

The company tax rate had an average of 48.98 with a skewness of 1.42 and kurtosis of 

4.92. Inflation volatility had an average of 3.75, along with a skewness and kurtosis of 

2.44 and 10.95 respectively. Institutional quality had an average value of 40.13, and a 

skewness and kurtosis of 7.52 and 30.08 respectively. As none of the variables had a 

skewness close to zero and a kurtosis close to three, the variables are not normally 

distributed. Table 3 provides details of the data sources. 

 

6.  EMPIRICAL METHODOLOGY  
 

In order to test whether FDI inflows are export-oriented or not, we need to control 

for other variables that determine FDI inflows. It is also important to note that we 

have used lagged exports in our model, as the export performance of the previous 

year is a good predictor of next year’s export performance (Kutan and Vuks ic , 2007; 

Enimola, 2011). The inclusion of a lag will also reduce the impact of any potential 

endogeneity problem between FDI and exports (Zhang and Song, 2002; Sun, 2001). 

Thus to understand the empirical relationship among FDI inflows, exports and other 



16 

 

 
 

variables, we start by using the panel Ordinary Least Squares (OLS) method 

estimation method and set up the following equation: 

 

      𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕) =  𝜶𝒊,𝒕 + 𝜷𝟏 𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏) + 𝜷𝟐 𝐥𝐨𝐠(𝑬𝑿𝑷𝒊,𝒕−𝟏) + 𝜷𝟑 𝑬𝑽𝑶𝑳𝒊,𝒕 + 𝜷𝟒 𝑮𝑫𝑷𝑮𝑹(𝒊,𝒕) + 𝜷𝟓 𝑪𝑶𝑴𝑻𝑨𝑿𝒊,𝒕 +

                               𝜷𝟔 𝑰𝑽𝑶𝑳𝒊,𝒕 + 𝜷𝟕 𝑰𝑵𝑺𝑸𝒊,𝒕 + 𝜷𝟖 𝑮𝑭𝑪𝒕 + 𝒆𝒊,𝒕,                                                                                                     (1)                                                                                                   

 

where the subscript i represents each country and t denotes the time, and the 

parameters 𝛽1  to 𝛽8 are to be estimated. The variable 𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕)  is the natural 

logarithm of FDI inflows,  𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏)   denotes the natural logarithm of the previous 

year’s FDI inflows,  𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝟏) denotes the natural logarithm of the previous year’s 

exports (the value of its coefficient is of interest in this study, as this coefficient 

denotes a change in the percentage of FDI inflows in response to a percentage change 

in exports), 𝑬𝑽𝑶𝑳𝒊,𝒕 is the volatility of the exchange rate, 𝑮𝑫𝑷𝑮𝑹𝒊,𝒕  is the GDP per capita 

growth rate, 𝑪𝑶𝑴𝑻𝑨𝑿𝒊,𝒕  is the natural logarithm of the company tax rate, 𝑰𝑽𝑶𝑳𝒊,𝒕 is the 

volatility of the inflation rate, 𝑰𝑵𝑺𝑸
𝒊,𝒕

  denotes the institutional quality, which is 

measured by the corruption perception index, where 0 = highly corrupt and 100 = 

very clean and 𝑮𝑭𝑪𝒕 is a dummy variable controlling for global financial crises in the 

period 2008–2012 (the GFC). Using Equation (1), we estimate two models, one 

without time effects and one with time effects. Variable 𝒆𝒊,𝒕 captures the error.  

 

In Equation (1) we use the panel OLS method. Because of the existence of cross-

country data, our regression suffers from a variety of statistical problems (Roodman, 

2006).  One of the major disadvantages of using OLS is that it is really cumbersome or 

even impossible to control for unobserved country-specific effects which may lie at 

the heart of our study. In other words, though we can control time-specific effects, 

panel OLS simply assumes that all countries are homogenous and ignores country-

based heterogeneity.  A second problem that frequently occurs with the OLS 

regression method is the existence of plausible reverse causality between 

independent variables. For example, in our model, a causality problem is evident 

between exports and GDP per capita. In our study, we also include the lagged values 

of FDI to capture persistent country/sector effects. These effects are particularly true 

for sectors where investments have been profitable in the past. We use FDI with a 1-

year lag to capture this effect, which will also avoid overestimation of the effects of 
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other independent variables. The presence of the variable  𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏)  gives rise to 

the issue of endogeneity. 

 

The works of Holtz-Eakin et al. (1988), Arrellano and Bond (1991), Arrellano and 

Bover (1995) and, more recently, Blundell and Bond (1998) addressed these 

econometric issues following a GMM methodology with additional moment 

conditions and provided more precise estimates. For the purposes of our study, we 

use the GMM method put forward by Arrellano and Bond (1991), which, we believe, 

will address the issues that arise from the variable  𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏) being endogenous to 

the fixed effect in the error term and leading to the problem of dynamic bias in our 

model. In our model, there is a clear benefit from including  𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝟏), as this serves 

as a signal for the potential investments for time t if FDI is export-oriented. Since 

 𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝟏)  is predetermined and not exogenous, it will be influenced by variables 

that are in error. We also believe that the idiosyncratic error may have country-

specific patterns of heteroscedasticity and serial correlation which are also 

addressed by the GMM methodology when the White weighting matrix suggested by 

Greene (2008) is used.  

 

The standard method of estimating models with such issues dates back to Anderson 

and Hsiao (1982). They used a method in which first-differencing was used to 

eliminate the unobserved effect and then used two or more lags as instrumental 

variables for the differenced lagged dependant variable. However, conventional GMM 

estimation has a major drawback if the explanatory variables display persistence 

over time; in our model, the variable exports may inhibit such behaviour. However, 

we use the method put forward by Arellano and Bond (1991) under which such 

behaviour can be rectified. Using this method, we can re-estimate Equation (1). To 

remove country-specific effects, we apply first-differencing (Arellano & Bond, 1991) 

or orthogonal deviations to all the variables as proposed by Arellano and Bond 

(1995) depending on the measure of the Sargan statistic of over-identifying 

restriction.  
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The transformed equation can be summarized as follows: 

 
       𝜟𝒍𝒐𝒈 𝑭𝑫𝑰𝒊,𝒕 =  𝜷𝟏𝜟𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏) + 𝜷𝟐𝜟𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝟏) + 𝜷𝟑𝜟𝑬𝑽𝑶𝑳𝒊,𝒕 + 𝜷𝟒𝜟𝑮𝑫𝑷𝑮𝑹(𝒊,𝒕) + 𝜷𝟓 𝜟 𝑪𝑶𝑴𝑻𝑨𝑿𝒊,𝒕 +

                                 𝜷𝟔𝜟𝑰𝑽𝑶𝑳𝒊,𝒕 +  𝜷𝟕𝜟𝑰𝑵𝑺𝑸𝒊,𝒕 + 𝜷𝟖 𝜟𝑮𝑭𝑪𝒕 +  𝜟𝒆𝒊,𝒕,                                                                                            (2)                                                                                                                                 

 

where the subscripts i and t imply the cross-sectional unit and time respectively, and 

the parameters 𝛽1  to 𝛽8 are to be estimated. In comparison with (1), taking the first 

difference eliminates the fixed-effects estimator, 𝜶𝒊,𝒕 . Once again, we estimate two 

models using GMM, one with time effects and one without, to capture the fixed time 

effect. In Equation (2), 𝜟𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝟏) is correlated with 𝒆𝒊,𝒕. We use the method put 

forward by Arrellano and Bond (1991), which addresses the issue of endogeneity 

when we use the lagged levels of dependent variables, 𝜟𝒍𝒐𝒈(𝑭𝑫𝑰𝒊,𝒕−𝒔)  with s ≥ 2 and t = 

3,4,….,T. The number of valid instruments increases as the length of the panel 

progresses. If  𝜟𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝟏) is not exogenous in some sectors, then 𝜟𝒍𝒐𝒈(𝑬𝑿𝑷𝒊,𝒕−𝒔) (for 

all s) can be used as an additional instrument to increase the efficiency of the 

estimates. The robustness of instruments is checked via the ‘J-statistic’ and 

‘instrument rank’ which is simply the Sargan statistic of over-identifying restriction.  

 

7.   EMPIRICAL RESULTS 
 

To investigate the impact of FDI inflows on exports while controlling for other 

variables, we provide the results obtained from the Panel OLS and GMM estimations. 

As mentioned previously, the Panel OLS model suffers from a variety of econometric 

issues. Nevertheless, the results of different methods point to the robustness of GMM 

estimation when the homogeneity assumption fails and the variables are endogenous. 

We summarize our findings based on the GMM estimation method for various sectors 

as shown in Table 4, Table 5, Table 6, Table 7 and Table 8. 

 

Agriculture and Hunting 

According to the estimations obtained for the Agricultural and Hunting sector, the 

impact of exports on FDI inflows is negative and statistically insignificant. However, 

we see in the GMM estimation that the lagged dependent variable has a significant 

positive effect on the current FDI, with a relatively small autoregressive parameter of 

0.09. However, for the OLS method, the autoregressive parameter is 0.73. This 

overestimation of persistence is due to the presence of endogeneity and other 
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econometric issues. This finding is consistent with an earlier study done by Wheeler 

and Mody (1992), which found that FDI is self-enforcing because the current stock of 

FDI is a significant determinant of current investment decisions. As expected, 

exchange rate volatility depresses FDI inflows, with every 1-point increase in the 

exchange rate volatility reducing FDI by 1%. This result is consistent with the 

previous study by Benassy-Quere et al., (2001), who analysed the aggregate data from 

1992 to 1996 for 18 developing countries and reported a 0.63% drop in FDI for each 

1-point increase in volatility. The magnitude of the effect in our study shows the 

higher impact of the separating the sectoral impact. The effect of the GDP per capita 

growth rate is significant and represents the purchasing power of the host country 

with a coefficient of 0.03. This is consistent with the study by Bu the and Milner 

(2008), who reported a coefficient of 0.02. Estimations also show that institutional 

quality is highly significant in attracting the FDI inflows with a coefficient of 0.98, 

which supports the earlier study done by Habib and Zurawicki (2004), who reported 

the existence of a positive impact as well. We have no significant evidence that 

company tax rates and Inflation volatility impacts FDI inflows in this sector. 

 

Chemical and Chemical Products 

The estimated results show that the previous year’s exports are significant in 

determining the FDI inflows in the current year. The coefficient of exports is 1.77 

when a dynamic GMM model with time effects is used. This indicates, in terms of 

elasticity, that a 1% increase in exports in the previous year increases the FDI inflows 

in the current year by 1.77%. As expected, uncertainty in the exchange rates leads to 

a decrease in FDI and has a coefficient of -0.11 which is very significant. This is 

consistent with the study done by Suliman et al. (2015), who reported a coefficient of 

-0.12 for countries in sub-Saharan Africa. Similarly, the coefficient of company tax 

rate, which is statistically highly significant, shows that for every 1% increase in 

company tax rates, FDI inflows decrease by 10%, which is consistent with the study 

done by Carstensen and Toubal (2004), who reported a reduction of 6% in FDI 

inflows for every 1% increase in tax rates.   The effect of GDP per capita growth rate is 

positive and highly significant. 
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Coke, Petroleum and Nuclear Fuel 

Exports are highly significant for Coke, Petroleum and Nuclear Fuel, and the results 

shows a 1% increase in the previous year’s exports raises the current year’s FDI 

inflows by 8.13%. This result complements previous empirical studies that point to 

the high rates of return in this sector (Basu and Srinivasan, 2002), which, in turn, 

attracts export-oriented FDI inflows. The dummy for the GFC shows a significant 

contraction in FDI resulting from a loss of investor confidence. Inflation volatility, 

which measures macroeconomic instability, is highly significant and, as expected, 

shows that an increase in inflation volatility leads to a reduction in foreign 

investments. The coefficient of company tax rate is also highly significant and 

negative. It shows a 78% reduction in FDI inflows for every 1% increase in tax rates. 

 

Electrical and Electronic Equipment 

Estimations fail to provide any evidence that the influence of exports on FDI inflows is 

significant for this sector. Once again, in line with earlier studies, the results indicate 

that volatility in the exchange rates, which creates uncertainty among investors, leads 

to a decrease in FDI inflows. Similarly, the coefficient of company tax rate, which is 

highly significant, shows a decrease in FDI inflows by 20% for every 1% increase in 

the tax rate. The GDP per capita growth rate appears to be very significant and has a 

coefficient of 0.07, which is consistent with the study by Demirhan and Masca (2008), 

who reported a slightly higher coefficient of 0.23. This indicates that FDI inflows into 

Electrical and Electronic Equipment may be aimed towards local market rather than 

exports. The coefficient of the dummy variable for the GFC shows that during the GFC 

period, there was a significant reduction in FDI inflows to this sector. 

 

Electricity, Gas and Water 

FDI inflows into the Electricity, Gas and Water sector are not export-oriented, as the 

coefficient of exports is insignificant. This result points to the fact that FDI inflows 

into this sector are directed towards the local market, as many emerging countries 

have privatized their utilities industries, which has attracted foreign investment. 

Nevertheless, we see that lagged inflows have a significant positive influence on 

current FDI inflows. Yet again, volatility in the exchange rate depresses the flows of 

FDI into this sector and it has a coefficient of -0.01 and is highly significant. The effect 
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of inflation volatility is statistically significant with a coefficient of -0.14, which is also 

consistent with a similar country-based study done on Nigeria by Udoh and 

Egwaikhide (2008), who reported a coefficient of -0.11. The results also show that a 

decrease in the level of corruption, which measures institutional quality in the host 

countries has a significant positive effect on FDI inflows. 

 

Food, Beverages and Tobacco 

In this sector, both panel OLS and GMM methodology show that exports are 

significant. The GMM estimation shows a coefficient of 0.09. In terms of elasticity, a 

1% increase in the previous year’s exports increases the current year’s FDI inflows by 

0.09%. We also note that the previous year’s FDI inflows are also significant at the 

10% significance level. Exchange rate volatility has a statistically significant 

coefficient of -0.01, which is consistent with the results calculated by Udoh and 

Egwaikhide (2008), who reported a coefficient of -0.01 for Nigeria.   Company tax 

rates and inflation volatility have a very significant and negative impact. The results 

show that for every 1% increase in tax rates, FDI inflows decrease by 3%. This result 

is consistent with the estimates calculated by Wijeweera and Clark (2006), who found 

that the tax rate elasticities range from -3.7 in the short run to -4.2 in the long run for 

the FDI flows into the USA. The estimates also show an increase in FDI inflows during 

the GFC but this is only significant at the 10% threshold.  Once again, results show 

that high institutional quality in the host countries increases FDI inflows. 

 

Mining and Quarrying 

The estimated results show that the impacts of the previous year’s exports and FDI on 

the current year’s FDI inflows are insignificant. However, the effect of an increase in 

the GDP per capita growth rate in the host country has a positive and significant 

impact, which translates to every 1% increase in the GDP per capita growth rate 

leading to an 8% increase in the FDI inflows. Inflation volatility appears to have a 

significantly positive impact on FDI inflows which is a surprising result. This increase 

in FDI inflows may be due to a depreciation of the local currency with respect to other 

currencies as a result of higher inflation (Tsai, 1994). Another plausible reason may 

be because the foreign investors’ have access to resources outside the host countries, 

thus providing a competitive edge over domestic prices. The results also show, as 
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expected, that improvements in the host country’s institutional quality have a 

significant and positive impact on FDI inflows. 

 

Machinery and Equipment 

In the Machinery and Equipment sector, the coefficient of exports is positive and 

significant at the 10% critical level, with the coefficient showing an elasticity of 1.48. 

The effects of lagged FDI inflows are also positive and highly significant in this sector. 

The impact of the GDP per capita growth rate in the host country appears to be 

positive and very significant and shows that for every 1% increase in the GDP per 

capita growth rate, FDI inflows increase by 9%. Once again, during the GFC there was 

a significant contraction in the flow of FDI into this sector. The estimates also show 

that the coefficient of the company tax rate is negative and highly significant, with the 

results showing a 23% reduction in the FDI inflows for every 1% increase in the 

company tax rate. 

 

Metal and Metal Products 

FDI flowing into this sector appears to be export-oriented with an elasticity of 1.66%, 

which is statistically significant at the 5% significance level. The coefficient of the GDP 

per capita growth rate is 0.10 and significant. This is consistent with the seminal 

study done by Schneider and Frey (1985) examining the impact of the GDP per capita 

growth rate on FDI, which reported a coefficient of 0.07. The company tax rate, as in 

other sectors, shows negative and highly significant results, with an elasticity of 19%. 

The GFC had a negative and significant. Inflation volatility shows a highly significant 

positive impact on FDI inflows, which may, once again, indicate the existence of the 

competitive advantage that foreign investors have in terms of resources they have 

access to outside the host countries that insulates them from the host countries’ 

inflation level. Institutional quality, as in other sectors, shows a positive and highly 

significant effect. The effect of exchange rate volatility appears to be insignificant.  

 

Motor Vehicle and Transport Equipment 

For this sector, exports have a positive and highly significant effect, with an elasticity 

of 1.67%. Similarly, an increase in volatility in the exchange rates has a significant 

coefficient of -0.45, which is consistent with the coefficient reported for OECD 
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countries by MacDermott (2008), who reported a coefficient of -0.31. The impact of 

an increase in tax rates is negative and very significant, showing a 29% reduction in 

FDI for every 1% increase in company tax rates, which is consistent with the results 

put forward by San et al. (2012), who analysed the aggregate flow of FDI inflows into 

developing countries and reported an elasticity of 27%. The results also show that the 

autocorrelation between current FDI inflows and the previous year’s FDI inflows is 

negative, which, according to Garretsen and Peeters (2009), is possible because of the 

existence of negative spatial lag in some cases of vertical FDI. 

 

In summary, our estimations shows that six out of ten sectors are export-oriented and 

the  persistence of FDI is positive and significant for five sectors, except for the Motor 

Vehicle and Transport Equipment sector, where it is negative and significant because 

of the possible existence of a negative spatial lag. Other variables such as company tax 

rates and exchange rate volatility show significant negative relationships, whereas 

GDP per capita growth rate and the level of institutional quality have a significant 

positive relationship with FDI inflows in some sectors. We also wish to highlight that 

the previous studies on the motives of FDI inflows have failed to reach a consensus 

about whether FDI inflows are export-oriented or not. We believe this gap in 

literature is caused by prior empirical studies overlooking sector analysis and 

assuming that the effects of FDI inflows are uniform across all the sectors. Our study, 

we believe, has been able to separate the effect of FDI over different sectors and has 

shed light on sectors which, in fact, are export-oriented but which may have been 

overlooked in aggregate-level studies. 

 

8. CONCLUSION AND POLICY IMPLICATIONS 
 

In this paper, we started by looking at various reasons why foreign firms may want to 

invest in other countries. There are numerous theoretical and empirical studies in the 

literature on the purpose of FDI; however, the thinking is far from unified. For the 

purposes of our study, we collected data on various other determinants of FDI such as 

GDP per capita, exchange rate volatility, company tax rates, inflation volatility and 

institutional quality to avoid any omitted variable bias. We also control for 

endogeneity, country-specific effects and the inclusion of a lagged dependent variable 

to capture persistence effects by using the GMM methodology. 



24 

 

 
 

Our results show that technology-intensive sectors such as Chemical and Chemical 

Products; Coke, Petroleum Products and Nuclear Fuel; Machinery and Equipment; 

Metal and Metal Products; and Motor Vehicle and Transport Equipment, along with 

Food, Beverages and Tobacco are export-oriented, which is consistent with the 

previous study that undertook a sectoral analysis of the FDI and exports in China 

(OECD, 2000). However, the FDI inflows to natural resource-intensive sectors such as 

Mining and Quarrying, Electricity, Gas and Water, Electronic and Electronic 

Equipment, and Agriculture and Hunting compensate the domestic demand.  The 

existence of export-oriented FDIs in technology-intensive sectors and the absence of 

export-oriented FDI in natural resource-intensive sectors supports the findings of 

Rahmaddi and Ichihashi (2012), who analysed the sector-based export-oriented FDI 

for Indonesia and found the same results. We also found that uncertainty in the 

exchange rates, and an increase in the host country’s commercial tax rates, in 

particular, have significant negative impacts on the FDI inflows.  

 

The findings of this study have important policy implications that reinforce the 

importance of maintaining sound fiscal and micro-economic measures to attract FDI 

for the growth of technology-intensive sectors. To help build an economy around 

export competitiveness, our study endorses competitive tax rates, sounds exchange 

rates management and measures that promote sector-based FDI inflows. 

Furthermore, given the prevalence of export-oriented FDI in technology-intensive 

sectors, these policies will provide an excellent opportunity for host nations to tap 

into superior technology and international markets. The findings of this paper has 

important policy implications for designing policies that guide the flow of FDI to 

various sectors during the transition of various developing countries which are 

looking to integrate their economies with that of the world 

 

9. FUTURE RESEARCH 
 

In future, depending on the availability of data, we hope to study the destinations of 

these exports that were triggered by FDI inflows on a sectoral basis. We are 

particularly interested in analysing if the sectoral exports end up in the countries 

where the FDI originated from and, if they do, the policy implications for nations that 

are engaged in international flows of goods and capital. 
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10. TABLES 

 

Table 1 – Sector breakdown 

Sectors Product label 

1. Agriculture and Hunting        

Live animals 

Dairy products, eggs, honey, edible animal product  

Products of animal origin  

Live trees, plants, bulbs, roots, cut flowers etc. 

Edible vegetables and certain roots and tubers 

Edible fruit, nuts, peel of citrus fruit, melons 

Coffee, tea, maté and spices 

Cereals 

Oil seed, oleagic fruits, grain, seed, fruit, etc.,  

Raw hides and skins (other than fur skins) and leather 

2.  Chemical and Chemical  Products  

Inorganic chemicals, precious metal compound, isotopes 

Organic chemicals 

Pharmaceutical products 

Fertilizers 

Tanning, dyeing extracts, tannins, derivatives, pigments etc. 

Essential oils, perfumes, cosmetics, toiletries 

Soaps, lubricants, waxes, candles, modelling pastes 

Albuminoids, modified starches, glues, enzymes 

Explosives, pyrotechnics, matches, pyrophorics, etc. 

Photographic or cinematographic goods 

Miscellaneous chemical products 

3. Coke, Petroleum Products and 

Nuclear Fuel 

Bituminous mixtures from natural asphalt, natural and petroleum 

bitumen 

Coke and semi-coke of coal, lignite, peat; retort carbon 

Oils and other products of the distillation of high-temperature coal tar 

etc. 

Petroleum coke, petroleum bitumen and other residues of petroleum 

oils 

Petroleum gases 

Petroleum jelly; mineral waxes and similar products 

Petroleum oils (not crude) 

Pitch and pitch coke, obtained from coal tar or from other mineral tars 

Tar distilled from coal, lignite or peat and other mineral tars etc. 

4. Electrical and Electronic     

Equipment 
Electrical, electronic equipment 

5. Electricity, Gas and Water   Electrical energy 
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Table 1 – Sector breakdown 

Sectors Product label 

6. Food, Beverages and Tobacco  

Meat and edible meat offal 

Milling products, malt, starches, inulin, wheat gluten 

Animal, vegetable fats and oils, cleavage products, etc. 

Meat, fish and seafood food preparations  

Sugars and sugar confectionery 

Cocoa and cocoa preparations 

Cereal, flour, starch, milk preparations and products 

Vegetable, fruit and nut food preparations 

Miscellaneous edible preparations 

Beverages, spirits and vinegar 

Residues, wastes of food industry, animal fodder 

Tobacco and manufactured tobacco substitutes 

7. Machinery and Equipment  
Machinery, nuclear reactors, boilers, etc. 

Arms and ammunition, parts and accessories thereof 

8. Mining and Quarrying  

Salt, sulphur, earth, stone, plaster, lime and cement 

Ores, slag and ash 

Bitumen and asphalt, natural; shale and tar sands; 

asphaltites and asphaltic 

Coal; briquettes, ovoids and similar solid fuels 

manufactured from coal 

Lignite agglomerated, excluding jet fuel 

Peat (including peat litter), w/n agglomerated 

9. Metal and Metal Products  

Iron and steel 

Articles of iron or steel 

Copper and articles thereof 

Nickel and articles thereof 

Aluminium and articles thereof 

Lead and articles thereof 

Zinc and articles thereof 

Tin and articles thereof 

Other base metals and articles thereof 

Tools, implements, cutlery, etc. of base metal 

Miscellaneous articles of base metal 

10.  Motor Vehicle and Other Transport   

 Equipment  

Railway, tramway locomotives, rolling stock and 

equipment 

Vehicles other than railway or tramway 

Aircraft, spacecraft and parts thereof 

Ships, boats and other floating structures 
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Table 2 – Descriptive statistics 

 

 

Notes:  
  A&H, Agriculture and Hunting;                                                        

 C, P&N, Coke, Petroleum Products and Nuclear Fuel;                                     

 C&CP, Chemical and Chemical Products;                                                    

 E, E&E, Electrical and electronic equipment;  

  E, G&W, Electricity, Gas and Water;     

  F, B&T, Food, Beverages and Tobacco;                                               

 M&Q, Mining and Quarrying;  

   M&E, Machinery and Equipment; 
   M&M, Metal and Metal Products;  
   M&T, Motor Vehicle and Transport Equipment. 

 

Description Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis Sample 

log(FDIA&H)  3.42 3.45 7.78 -2.32 2.08 -0.28 2.79 155 

log(EXPA&H)  7.66 7.76 10.05 4.43 1.19 -0.32 2.51 208 

log(FDIC,P&N)  4.21 4.52 8.17 -0.22 2.05 -0.31 2.38 77 

log(EXPC,P&N)  7.97 8.02 12.07 2.56 1.55 -0.07 4.81 140 

log(FDIC&CP)  5.24 5.58 8.32 -1.22 1.88 -1.02 4.22 112 

log(EXPC&C P)  7.98 8.05 11.48 5.06 1.32 0.04 3.21 180 

log(FDIE,E&E)  4.99 5.46 9.01 0.18 2.17 -0.32 2.33 87 

log(EXPE,E&E)  8.73 8.65 13.12 3.43 1.96 -0.16 3.22 130 

log(FDIE,G&W)  5.14 5.22 8.35 0.33 1.74 -0.44 2.48 156 

log(EXPE,G&W)  4.68 5.06 7.12 -4.61 2.19 -2.02 7.78 165 

log(FDIF,B&T)  5.45 5.56 8.86 1.62 1.59 -0.16 2.54 115 

log(EXPF,B&T)  8.01 8.14 10.78 5.15 1.36 -0.07 2.06 190 

log(FDIM&Q)  5.16 5.62 10.98 -1.64 2.64 -0.29 2.93 192 

log(EXPM&Q)  6.97 7.17 10.71 3.39 1.96 -0.11 1.77 240 

log(FDIM&E)  4.62 5.12 8.31 -0.35 2.07 -0.41 2.36 104 

log(EXPM&E)  8.34 8.34 12.84 4.43 1.88 0.12 2.59 160 

log(FDIM&M)  4.94 5.54 8.79 -1.62 2.28 -0.83 3.04 91 

log(EXPM&M)  8.29 8.49 10.85 4.62 1.41 -0.46 2.42 140 

log(FDIM&T)  5.25 5.71 8.56 0.53 1.99 -0.45 2.14 103 

log(EXPM&T)  8.23 8.47 11.62 3.94 1.82 -0.39 2.38 150 

Exchange rate volatility (EVOL) 38.89 0.77 927.97 0.20 129.82 4.23 21.82 237 
GDP per capita growth rate  (GDPGR) 3.91 4.12 13.6 -14.57 4.35 -1.18 6.34 240 
Company tax rate (%) (COMTAX) 48.98 44.15 107.5 24.5 18.68 1.42 4.92 192 
Inflation Volatility (IVOL) 3.75 2.66 25.02 0.34 3.48 2.44 10.95 240 
Institutional quality (INSQ) 40.13 30.82 74.4 10.92 10.26 7.52 30.08 260 
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Table 3 – Description and source of variables 
 

Variable Description  Source 

Foreign direct investment 
inflows(in millions) (FDI) 

Total annual amount of inward FDI flows divided on a sectoral and country basis. International Trade Centre 

Exports (in millions) (EXP) Total value of goods and services exported to the world, divided on a country basis and by product group. International Trade Centre 

Exchange rate volatility 
(EVOL) 

Calculated from the official exchange rate determined by national authorities or to the legally sanctioned 
exchange market. Exchange rate was calculated as an annual average based on monthly averages (local currency 
units relative to the U.S. dollar). The annual exchange rate volatility is the standard deviation of the country’s last 
five year’s yearly average exchange rate.  

World Bank, Doing Business 
project 

GDP per capita growth rate 
(GDPGR) 

GDP per capita is gross domestic product divided by the midyear population. It is calculated without making 
deductions for the depreciation of fabricated assets, or for depletion and degradation of natural resources. 

World Bank national accounts 
data; OECD National Accounts 
data files 

Company tax rate (% of 
commercial profits) 
(COMTAX) 

Total tax rate measures the amount of taxes and mandatory contributions payable by businesses after accounting 
for allowable deductions and exemptions as a share of commercial profits. 

World Bank, Doing Business 
project 

Inflation Volatility (IVOL) 

Calculated from annual the inflation rate, which is measured by the annual growth rate of the GDP implicit 
deflator, which shows the rate of price change in the economy as a whole. The implicit deflator is the ratio of GDP 
in the current local currency to GDP in constant local currency. The annual inflation volatility is the standard 
deviation of a country’s last five year’s yearly average inflation rate. 

World Bank national accounts 
data; OECD National Accounts 
data files 

Institution Quality (INSQ) 
Measured by using the Corruption Perceptions Index which ranks countries and territories based on how corrupt 
their public sector is perceived to be. A country or territory’s score indicates the perceived level of public sector 
corruption on a scale of 0 (highly corrupt) to 100 (very clean). 

Transparency International 
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Table 4 – GMM and Panel OLS results: Agriculture and Hunting, and Chemical and Chemical Products 

 

 Variables 
Agriculture and Hunting 

    Variables 
Chemical and Chemical products 

             Panel OLS               GMM           Panel OLS                 GMM 

 
 

Log(FDI t-1) 
0.73***         
(9.46) 

0.73***         
(9.24) 

-0.14         
(-1.20) 

0.09**         
(2.21) 

 
 

Log(FDI t-1) 
0.17          
(1.30) 

0.14         
(1.18) 

-0.44***         
(-18.5) 

-0.12         
(-0.67) 

 

Log(EXP t-1) 
0.16         
(1.17) 

0.15         
(1.16) 

0.11          
(-1.20) 

-0.32         
(-1.03) 

 

Log(EXP t-1) 
0.12***         
(2.73) 

0.42***         
(2.78) 

0.12         
(2.78) 

1.77**         
(2.03) 

 
EVOL 0.01         

(0.12) 
0.01         
(0.18) 

-0.02***         
(-4.53) 

-0.02**         
(-2.13) 

 
EVOL -0.06***         

(-3.65) 
-0.06***         
(-3.70) 

0.01          
(0.18) 

-0.11***         
(-2.70) 

 
GDPGR 0.07***         

(2.41) 
0.06**         
(1.98) 

0.02         
(1.18) 

0.03*         
(1.82) 

 
GDPGR 0.04         

(1.30) 
0.03         
(1.18) 

0.01**         
(1.72) 

0.11***         
(2.63) 

 
COMTAX 0.01         

(0.40) 
0.01         
(0.47) 

-0.05**         
(-2.08) 

-0.01         
(-1.00) 

 
COMTAX 0.01            

(1.50) 
0.01         
(1.61) 

-0.18***         
(-5.22) 

-0.10***         
(--2.59) 

 
IVOL 0.02         

(0.78) 
0.03         
(0.88) 

-0.12***         
(-3.20) 

0.04         
(0.26) 

 
IVOL -0.05         

(-0.92) 
-0.06         
(-1.20) 

-0.13         
(-1.07) 

0.01         
(0.07) 

 
INSQ -0.01         

(-0.12) 
-0.01         
(-0.07) 

0.46         
(1.44) 

0.98***         
(3.81) 

 
INSQ -0.13         

(-0.84) 
-0.14         
(-0.90) 

1.37         
(11.56) 

-1.01         
(-1..35) 

 

GFC † 
-0.17         
(-0.69) 

  - 0.15         
(0.45) 

2.83         
(1.49) 

 

GFC † 
0.18          
(0.56) 

- -0.80**         
(-2.08) 

1.02          
(-1.09) 

Constant -0.42 
(-0.37) 

-0.55 
(-0.46)   -   - Constant 1.42 

(0.99) 
1.72 
(-1.31) - - 

Time effect No Yes No Yes Time effect No Yes No Yes 

Prob(F-Statistic) 0.00 0.00 - - Prob(F-Statistic) 0.00 0.00 - - 

Prob(J-Statistic) - - 0.71 0.36 Prob(J-Statistic) - - 0.73 0.26 

Adj. R2 0.72 0.73 - - Adj.R2 0.58 0.59 - - 
 

 
Notes: The dependent variable is log(FDI t-1). This table reports the log results of the Panel OLS and GMM regression model with and without time effects, where log(FDIt-1) is  the natural logarithm of the level of FDI inflows into the host country for 
previous year ( in millions), log(EXPt-1) is the natural logarithm of exports from the host country in the previous year (in millions), EVOL denotes the volatility of the host country’s foreign exchange rates on yearly basis, GDPGR is the host country’s GDP 
per capita growth rate each year, COMTAX is the measure of the host country’s company tax rates on profits ( %) each year, IVOL is the host country’s inflation volatility on a yearly basis, INSQ is the host country’s index measuring institutional quality, 
which is measured by the Corruption Perception Index level (0 = highly corrupt, 100 = very clean) and GFC is the dummy variable controlling for the GFC in the period 2008–2012.  For GMM model, all the variables are differenced. 
*, ** and *** represent the level of significance for each model at the 10%, 5% and 1% levels respectively. 
 t-statistics are indicated in brackets. 
† The coefficient of GFC is not calculated for Panel OLS with time effects because of the existence of a near-singular matrix. 
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Table 5 – GMM and Panel OLS results: Coke, Petroleum Products and Nuclear Fuel, and Electrical and 

Electronic Equipment 

 Variables 
Coke, Petroleum Products and  Nuclear fuel 

    Variables 
Electrical and Electronic Equipment 

             Panel OLS               GMM           Panel OLS                 GMM 

 
 

Log(FDI t-1) 0.37*         
(1.83) 

0.29*         
(1.86) 

-0.59***         
(-6.84) 

-0.37         
(-1.59) 

 
 

Log(FDI t-1) 

 
 
0.52***          
(10.69) 

0.53***         
(16.26) 

-0.44**         
(-2.64) 

 0.02          
(0.08) 

 

Log(EXP t-1) 
-0.39         
(-1.92) 

-0.53***         
(-3.40) 

2.53*          
(1.78) 

8.13***         
(3.08) 

 

Log(EXP t-1) 
0.41***         
(5.91) 

0.41***         
(6.09) 

-0.78         
(-1.04) 

-2.38         
(-1.59) 

 
EVOL 

0.01         
(0.77) 

0.04          
(1.50) 

0.01          
(0.31) 

-0.07         
(-1.08) 

 
EVOL 

0.04***         
(2.91) 

0.04***         
(2.91) 

-0.13          
(-0.95) 

-0.27***         
(-3.02) 

 
GDPGR 

0.01         
(0.51) 

0.03         
(0.75) 

-0.01         
(0.00) 

0.08         
(1.21) 

 
GDPGR 

0.03         
(1..07) 

0.03         
(1.08) 

0.04         
(1.17) 

0.07***         
(3.22) 

 
COMTAX 

0.04*         
(1.74) 

0.07***         
(3.54) 

-0.59***         
(-2.80) 

-0.78***         
(-6.69) 

 
COMTAX 

0.01            
(0.72) 

0.01         
(0.80) 

-0.27***         
(-5.97) 

-0.20***         
(-4.44) 

 
IVOL 

-0.06         
(-0.39) 

-0.12         
(-0.78) 

-0.83***         
(-6.18) 

-0.85***         
(-3.23) 

 
IVOL 

-0.01         
(-0.19) 

-0.01         
(-0.11) 

-3.26***         
(-11.25) 

0.16         
(0.84) 

 
INSQ 

-0.06         
(-0.16) 

-0.18         
(-0..56) 

-0.32         
(-0.29) 

-4.98         
(-1.34) 

 
INSQ 

-0.34**         
(-2.47) 

-0.30***         
(-2.86) 

0.90***         
(4.39) 

0.50          
(0.68) 

 

GFC † 
0.39         
(0.63) 

  - -3.67***         
(-3.38) 

-7.54***         
(-2.96) 

 

GFC † 
-0.08          
(-0.52) 

  - 0.44          
(0.01) 

-2.08***          
(-4.11) 

Constant 4.07 
(1.48) 

4.77** 
(2.07)   -   - Constant -0.31 

(-0.56) 
-0.53 
(-0.99)    -     - 

Time effect No Yes No Yes Time effect No Yes No Yes 

Prob(F-Statistic) 0.06 0.11 - - Prob(F-Statistic) 0.00 0.00 - - 

Prob(J-Statistic) - - 0.97 0.24 Prob(J-Statistic) - - 0.99 0.15 

Adj. R2 0.16 0.17 - - Adj.R2 0.80 0.79 - - 
 

 
Notes: The dependent variable is log(FDI t-1). This table reports the log results of the Panel OLS and GMM regression model with and without time effects, where log(FDIt-1) is  the natural logarithm of the level of FDI inflows into the host country for 
previous year ( in millions), log(EXPt-1) is the natural logarithm of exports from the host country in the previous year (in millions), EVOL denotes the volatility of the host country’s foreign exchange rates on yearly basis, GDPGR is the host country’s GDP 
per capita growth rate each year, COMTAX is the measure of the host country’s company tax rates on profits ( %) each year, IVOL is the host country’s inflation volatility on a yearly basis, INSQ is the host country’s index measuring institutional quality, 
which is measured by the Corruption Perception Index level (0 = highly corrupt, 100 = very clean) and GFC is the dummy variable controlling for the GFC in the period 2008–2012.  For GMM model, all the variables are differenced. 
*, ** and *** represent the level of significance for each model at the 10%, 5% and 1% levels respectively.  
 t-statistics are indicated in brackets. 
† The coefficient of GFC is not calculated for Panel OLS with time effects because of the existence of a near-singular matrix. 
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Table 6 – GMM and Panel OLS results: Electricity, Gas and Water, and Food, Beverages and Tobacco 
 

 Variables 
Electricity, Gas and Water 

    Variables 
Food, Beverages and Tobacco 

             Panel OLS               GMM           Panel OLS                 GMM 

 
 

Log(FDI t-1) 
0.62***         
(6.01) 

0.58***         
(3.58) 

-0.10         
(-1.12) 

0.15**         
(2.24) 

 
 

Log(FDI t-1) 
0.52***          
(5.16) 

0.51***         
(5.01) 

-0.01         
(-0.11) 

 0.19*         
(1.81) 

 

Log(EXP t-1) 
0.09            
(1.33) 

0.05          
(0.89) 

-0.18          
(-0.86) 

-0.09         
(-1.43) 

 

Log(EXP t-1) 
0.23**         
(2.31) 

0.24**         
(2.34) 

0.13***          
(4.59) 

0.09**         
(2.46) 

 
EVOL 0.01         

(0.59) 
0.01          
(1.37) 

0.03          
(0.34) 

-0.01***         
(-5.23) 

 
EVOL -0.02*         

(-1.67) 
-0.01         
(-1.61) 

-0.01          
(-1.29) 

-0.01***         
(-2.81) 

 
GDPGR 0.02         

(0..67) 
0.02         
(0.51) 

0.03*          
(1.92) 

0.01         
(0.72) 

 
GDPGR 0.03*         

(1.67) 
0.01         
(0.32) 

0.00         
(0.40) 

-0.00         
(-0.65) 

 
COMTAX 0.01         

(1.13) 
0.01         
(0.85) 

-0.04         
(--1.62) 

0.01          
(0.42) 

 
COMTAX 0.01            

(0.79) 
0.01         
(0.84) 

-0.02         
(-0.33) 

-0.03***         
(-2.84) 

 
IVOL -0.10**         

(-2.17) 
-0.04           
(-0.73) 

-0.13         
(-1.01) 

-0.14***         
(-2.76) 

 
IVOL -0.07*         

(-1.81) 
-0.06*         
(-1.73) 

-0.08         
(-1.48) 

-0.20***         
(-5.01) 

 
INSQ -0.15           

(-1.26) 
-0.18           
(-1.31) 

0.26*         
(1.97) 

0.52***         
(2.94) 

 
INSQ -0.01         

(-0.08) 
-0.01         
(-0.12) 

0.23***         
(3.63) 

0.46*          
(1.79) 

 

GFC † 
-0.10           
(-0.31) 

  - 0.67**          
(2.35) 

-0.01         
(-0.04) 

 

GFC † 
-0.35*          
(-1.80) 

  - 0.30**          
(2.37) 

0.57*          
(0.06) 

Constant 2.14* 
(1.75) 

2.51* 
(1.89)   -   - Constant 1.21 

(1.16) 
1.03 
(0.92)    -     - 

Time effect No Yes No Yes Time effect No Yes No Yes 

Prob(F-Statistic) 0.00 0.00 - - Prob(F-Statistic) 0.00 0.00 - - 

Prob(J-Statistic) - - 0.82 0.56 Prob(J-Statistic) - - 0.70 0.37 

Adj. R2 0.50 0.31 - - Adj.R2 0.64 0.62 - - 

          
 

Notes: The dependent variable is log(FDI t-1). This table reports the log results of the Panel OLS and GMM regression model with and without time effects, where log(FDIt-1) is  the natural logarithm of the level of FDI inflows into the host country for 
previous year ( in millions), log(EXPt-1) is the natural logarithm of exports from the host country in the previous year (in millions), EVOL denotes the volatility of the host country’s foreign exchange rates on yearly basis, GDPGR is the host country’s GDP 
per capita growth rate each year, COMTAX is the measure of the host country’s company tax rates on profits ( %) each year, IVOL is the host country’s inflation volatility on a yearly basis, INSQ is the host country’s index measuring institutional quality, 
which is measured by the Corruption Perception Index level (0 = highly corrupt, 100 = very clean) and GFC is the dummy variable controlling for the GFC in the period 2008–2012.  For GMM model, all the variables are differenced. 
*, ** and *** represent the level of significance for each model at the 10%, 5% and 1% levels respectively.  
 t-statistics are indicated in brackets. 
† The coefficient of GFC is not calculated for Panel OLS with time effects because of the existence of a near-singular matrix. 
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Table 7 – GMM and Panel OLS results: Mining and Quarrying, and Machinery and Equipment 
 

 Variables 
Mining and Quarrying 

    Variables 
Machinery and Equipment 

             Panel OLS               GMM           Panel OLS                 GMM 
 

 

Log(FDI t-1) 0.79***        
(13.88) 

0.77***         
(14.96) 

0.16         
(1.12) 

0.01         
(0.10) 

 

 

Log(FDI t-1) 0.27          
(1.41) 

0.54***         
(4.90) 

0.58***         
(5.57) 

0.46***         
(7.16) 

Log(EXP t-1) 0.11**            
(2.24) 

0.14**          
(2.32) 

0.59*            
(1.93) 

0.15          
(0.39) 

Log(EXP t-1) 0.41***         
(3.39) 

0.47***         
(3.63) 

0.23          
(0.70) 

1.48*         
(1.83) 

EVOL 1 0.01*         
(1.91) 

0.01          
(0.98) 

0.01        
(0.28) 

0.01          
(0.66) 

EVOL -0.01         
(-0.53) 

-0.01         
(-0.86) 

-0.38***          
(-3.25) 

-0.27           
(-1.35) 

GDPGR 0.01         
(0.46) 

-0.02           
(-1.01) 

0.07***         
(2.69) 

0.08**         
(2.23) 

GDPGR -0.02         
(-1.16) 

-0.06**         
(-2.63) 

0.03         
(1.37) 

0.09***           
(3.06) 

COMTAX 1 0.01            
(0.08) 

0.01         
(0.51) 

-0.01         
(-0.83) 

0.01          
(0.00) 

COMTAX 0.01           
(1.59) 

0.01         
(1.63) 

-0.03         
(-0.47) 

-0.23**         
(-2.32) 

IVOL -0.02           
(-0.84) 

-0.01          
(-0.54) 

0.04           
(1.47) 

0.06*         
(1.71) 

IVOL 0.06          
(1.63) 

0.07*         
(1.78) 

0.25**           
(2.20) 

-0.12         
(0.82) 

INSQ -0.01            
(-0.15) 

0.01           
(0.00) 

0.97***         
(3.41) 

1.02***         
(2.94) 

INSQ -0.21**         
(-2.39) 

-0.20*         
(-1.95) 

-0.21         
(-0.38) 

-0.62          
(-0.90) 

GFC † -0.31*            
(-1.90) 

  - 0.14            
(0.54) 

0.23          
(0.39) 

GFC † -0.22          
(-1.22) 

  - 0.27          
(1.59) 

-1.86*          
(-1.99) 

Constant 0.79* 
(1.79) 

0.46 
(0.67)   -   - Constant -1.09 

(-1.48) 
-1.5* 
(-1.88) - - 

Time effect No Yes No Yes Time effect No Yes No Yes 

Prob(F-Statistic) 0 0 - - Prob(F-Statistic) 0 0 - - 

Prob(J-Statistic) - - 0.69 0.44 Prob(J-Statistic) - - 0.08 0.33 

Adj. R2 0.80 0.81 - - Adj.R2 0.88 0.8 - - 
 

 
Notes: The dependent variable is log(FDI t-1). This table reports the log results of the Panel OLS and GMM regression model with and without time effects, where log(FDIt-1) is  the natural logarithm of the level of FDI inflows into the host country for 
previous year ( in millions), log(EXPt-1) is the natural logarithm of exports from the host country in the previous year (in millions), EVOL denotes the volatility of the host country’s foreign exchange rates on yearly basis, GDPGR is the host country’s GDP 
per capita growth rate each year, COMTAX is the measure of the host country’s company tax rates on profits ( %) each year, IVOL is the host country’s inflation volatility on a yearly basis, INSQ is the host country’s index measuring institutional quality, 
which is measured by the Corruption Perception Index level (0 = highly corrupt, 100 = very clean) and GFC is the dummy variable controlling for the GFC in the period 2008–2012.  For GMM model, all the variables are differenced. 
*, ** and *** represent the level of significance for each model at the 10%, 5% and 1% levels respectively.  
 t-statistics are indicated in brackets. 
1 The coefficients of these variables are multiplied by 100. 
† The coefficient of GFC is not calculated for Panel OLS with time effects because of the existence of a near-singular matrix. 
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Table 8 – GMM and Panel OLS results: Metal and Metal Products, and Motor Vehicle and Transport Equipment 
 

 Variables 
Metal and Metal Products  

    Variables 
Motor Vehicle and Transport Equipment 

             Panel OLS               GMM           Panel OLS                 GMM 

 
 

Log(FDI t-1) 0.40***        
(3.29) 

0.40***         
(3.31) 

0.32***       
(3.14) 

-0.15         
(-1.16) 

 
 

Log(FDI t-1) 0.27                                                          
(1.41) 

0.30**                                               
(2.48) 

-0.63***                                         
(-3.83) 

-0.91***         
(-6.35) 

 

Log(EXP t-1) 0.44***           
(3.23) 

0.46***          
(3.40) 

0.82*            
(1.87) 

1.66**          
(2.50) 

Log(EXP t-1) 0.53***                                           
(3.54) 

0.55***                                            
(5.21) 

-0.54                                              
(-0.80) 

1.67***         
(2.95) 

 
EVOL -0.01         

(-0.43) 
-0.01          
(-0.54) 

-0.30         
(-1.48) 

-0.29          
(-1.65) 

 
EVOL 0.04*                                        

(1.94) 
0.05**                                           
(2.60) 

-0.28**                                           
(-2.26) 

-0.45***        
(-3.16) 

 
GDPGR 0.04         

(0.87) 
-0.01         
(-0.31) 

0.12***         
(4.27) 

0.10**         
(2.69) 

 
GDPGR -0.03                                              

(-1.19) 
-0.02                                              
(-0.62) 

-0.06*                                               
(-1.85) 

-0.01           
(-0.32) 

 
COMTAX 0.02**            

(2.64) 
0.02**         
(2.58) 

0.01          
(0.12) 

-0.19***          
(-3.77) 

 
COMTAX 0.02**                                      

(2.52) 
0.02***                                      
(3.58) 

-0.23**                                               
(-2.43) 

-0.29***         
(-3.79) 

 
IVOL -0.01           

(-0.30) 
0.00          
(0.03) 

0.24           
(1.19) 

0.57***         
(4.27) 

 
IVOL -0.05                                              

(-1.20) 
-0.04                                              
(-1.44) 

0.00                                                   
(0.04) 

0.10         
(0.81) 

 
INSQ 

0.14            
(0.97) 

0.13           
(0.94) 

-0.03         
(-0.08) 

3.38***         
(4.73) 

 
INSQ -0.52***                                        

(-3.26) 
-0.65***                                         
(-4.56) 

-0.48                                                  
(-0.99) 

-0.71          
(-1.24) 

 

GFC † 
-0.17            
(-0.64) 

  - 0.37            
(1.06) 

-4.58**          
(-2.74) 

 

GFC † 
-0.23                                              
(-0.83) 

  - -0.04                                                      
(-0.13) 

0.19          
(0.22) 

Constant -1.97* 
(-1.93) 

-2.08** 
(-2.16)   -   - Constant 0.58 

(0.55) 
0.60 
(0.66) - - 

Time effect No Yes No Yes Time effect No Yes No Yes 

Prob(F-Statistic) 0.00 0.00 - - Prob(F-Statistic) 0.00 0.00 - - 

Prob(J-Statistic) - - 0.55 0.67 Prob(J-Statistic) - - 0.49 0.33 

Adj. R2 0.71 0.70 - - Adj.R2 0.74 0.74 - - 
 

 
Notes: The dependent variable is log(FDI t-1). This table reports the log results of the Panel OLS and GMM regression model with and without time effects, where log(FDIt-1) is  the natural logarithm of the level of FDI inflows into the host country for 
previous year ( in millions), log(EXPt-1) is the natural logarithm of exports from the host country in the previous year (in millions), EVOL denotes the volatility of the host country’s foreign exchange rates on yearly basis, GDPGR is the host country’s GDP 
per capita growth rate each year, COMTAX is the measure of the host country’s company tax rates on profits ( %) each year, IVOL is the host country’s inflation volatility on a yearly basis, INSQ is the host country’s index measuring institutional quality, 
which is measured by the Corruption Perception Index level (0 = highly corrupt, 100 = very clean) and GFC is the dummy variable controlling for the GFC in the period 2008–2012.  For GMM model, all the variables are differenced. 
*, ** and *** represent the level of significance for each model at the 10%, 5% and 1% levels respectively.  
 t-statistics are indicated in brackets. 
† The coefficient of GFC is not calculated for Panel OLS with time effects because of the existence of a near-singular matrix. 


