The Political Determinants of FDI in
Developing Countries




Summary

® Research question: effect of political institutions on FDI flows
® |iterature: evidence inconclusive

i Argument
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Literature: two views

® View |: MNCs attracted to authoritarian regimes
(Huntington/Dominguez 1975, Evans 1979, Haggard |1990)

} Shield from popular demands
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Literature: empirical tests inconclusive

® Preference for authoritarian regimes

p Resnick 2001, Tuman/Emmert 2004

o Preference for dechratlc reglmes
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Argument: part |

® |iterature does not distinguish between different types of FDI

® |ink between regime type and FDI operates on industry-level

2 lff@a@ types .a



Argument: part 2

® Regime type fails to capture key political determinants of FDI

® Specific structural characteristics of political system driving
MNC investment decisions
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Analytical Strategy

Disaggregate political institutions

Existing studies

- Policy stability
E Reglme stablllty
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Dependent variable: data sources




Dependent variable: FDI motive

® Resource-seeking FDI

p Primary sector

L0 Efﬁuency-seekmg FDI
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Independent variables: hypotheses
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Model specification

® Cross-sectional analysis

p 1993-2003 average
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Results: cross-sectional analysis




Results: cross-sectional analysis

Included Not included Not included




Open issues

® |imited variation of political variables over time

® Missing data: sector-level FDI, labor cost




