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Abstract—Modern trends in economic development are
characterized by intensification of competition, globalization of
markets and concentration of capital. Attracting foreign direct
investment plays a significant role in the growth of developing
economies. Assessment of influence that the foreign capital exerts
on the receiving party was studied in-depth by a wide range of
Russian and foreign scholars, however, the issue is still a
debating point among the modern economists. Due to this, the
purpose of this paper is to reveal and evaluate the factors that
influence attraction of foreign direct investment to developing
economies. The paper uses comparative analysis and
generalization of available information as its main methods;
besides that, it undertakes a content analysis of reports and
analytical pieces from leading Russian and foreign works
published during several recent decades pertaining to the issue of
determination of factors influencing the size of direct foreign
investment. An econometric model was conceived from the
statistical data covering 19 developing economies that allows
estimation of influence from different factors onto the net inflows
of direct foreign investments. Dwelling on existing economic
theories that describe the economic nature of direct foreign
investments, two groups of influence factors were discovered,
namely: a group of macroeconomic factors and a group of factors
linked to general societal development (11 factors in total). In
conclusion, the authors reflect upon the degree and the direction
of influence that the macroeconomic and societal development
factors have on the net amount of direct foreign investment.
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international economy.

Copyright © 2017, the Authors.

This is an open access article under the CC BY-NC license (http://creativecommons.org/licenses/by-nc/4.0/).

ssian Federation

l. INTRODUCTION

According to provisions of regulations of the International
Monetary Fund (IMF), the international investments may be
divided into three groups: portfolio, direct and others.

At that, foreign direct investment (FDI) is usually defined
as ownership of assets of one country (or several countries) on
behalf of residents of a different country with the aim of
controlling the use of such assets. Acquiring a share of charter
capital of 10% or more is considered a direct investment [1].

Factors, influencing attraction of the direct foreign
investments to developing economies, were studied in works
of leading Russian and foreign economists, but there is still no
common universal model with factors that can unambiguously
explain attraction of the FDI.

An overview and brief characteristics of several modern
scholars' opinions on factors influencing the FDI are given in
Table 1.Ease of Use

In their work, the authors study the factors that influence
attraction of the foreign direct investment to a number of
developing economies: Argentina, Brazil, China, Chile, India,
Indonesia, Malaysia, Paraguay, Peru, Russia, the Republic of
South Africa, South Korea, Uruguay, Venezuela, Kazakhstan,
Vietnam, the Philippines, Thailand.
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TABLE L FACTORS INFLUENCING THE DIRECT FOREIGN INVESTMENTOVERVIEW OF MODERN SCHOLARSOPINIONS

Work title Authors Year Variables. Direction of influence (+,-)
«Determinants of foreign direct investment iRravin Jadhav 2012 openness + market volume +
BRICS economies: Analysis of economic, inflation + institutional and political group of
institutional and political factor» data are mainly insignificant
«Better the devil you don't know: Types of | Alvaro Cuervo-Cazurras 2006 corruption level and low legal transparency arg
corruption and FDI in transition economies» statistically significant and have negative

influence on investrors' decision

«Foreign direct investment and its M.W. Luke Chana,b, 2013 Gross Regional Product +, wages -, education +,
determinants: A regional panel causality | Kegiang Houb, Xing Lic, cellular network coverage +, (90%) roads +
analysis» Dean C. Mountain
«Human Capital and FDI Inflow: An Emmanuel A. Cleeve, Yaw 2015 GDP growth +, inflation +, HDI +
Assessment of the African Case» Debrah, Zelealem Yiheyis
«Robust FDI determinants: Bayesian ModelTheo S. Eicher, Lindy 2012 Education level
Averaging in the presence of selection bias>Helfman, Alex Lenkoski
«Determinants of Foreign Direct InvestmentKhondoker Abdul 2011 Size +, GDP growth +,
in Developing Countries: A Comparative | Mottaleba, Kaliappa openness +, expenses -, wages -, inflation
Analysis» Kalirajanb +,
«Do changes in the rules of the game affectMiguel Eduardo Sanchez-| 2014 openness +, short-term loans support +
FDI flows in Latin America? A look at the | Martin, Rafael de Arce, government st + low expropriation risks +
macroeconomic, institutional and regional | Gonzalo Escribano
integration determinants of FDI»
Determinants of Foreign Direct Investment iDwen C.H. Ho 2014 market size +, wages level -, domestic investment
China: A Sectoral Analysis +, innovations +

TABLE II. POTENTIAL VARIABLES?

Group Cade of variable| Comment
GDP1 GDP. In billions of USD.
GDP2 GDP per capita. In billions of USD.
GDP3 % GDP growth
Macroeconomic POP Population. In millions of people.
NEX Net export. In billions of USD.
INFL Inflation (%)
OPENNESS Trade to GDP ratio (%)
RD R&D costs as percentage of GDP (%)
Societal HDI Human Development Index
Development U Internet users per 100 people
EDU Tertiary education degree holders (per 100,000 population)

! The table is compiled by the authors from [2-10]
2 The table is compiled by the authors from [2-10]
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At that, net inflow of the foreign direct investment (FDI) Let us consider the model with all the variables, potentially
serves as a referable variable. The explaining variables may b#luencing the net inflow of the FDI.

divided into two groups: macroeconomic variables and the Formula: EDI ~ log(GDP2) + log(POP) + NEX + INFL +

variables that reflect the societal development. Table 2 sho
several hypotheses on significance of 14 potential regress@%ENNEss *+ RD + log(HDI) + log(U) + log(EDU) + DR +

selected from the literature review. MMY @)
The econometric calculations were performed in R
II. RESEARCHMETHODOLOGY. statistical software package. The dummy variable was

emoved by the software due to its being a constant. The

To determine the factors, their direction and degree OFesuIts are given in Table 3

influence onto the net inflow of foreign direct investment, the
paper considers panel data from the 19 countries listed above
for a period from 2000 to 2015.

TABLE III. RESULTS OF POTENTIAL REGRESSORS EVALUATICB
Coefficients: Estimate Std. Error t-value Pr>t])
log(GDP2) 153.570853 15.717259 9.7708 < 2.2e-16 ***
log(POP) -205.984119 49.959906 -4.1230 5.385e-05 ***
NEX -1137.922 468.492 -2.4289 0.016952 ***
INFL -0.253176 0.105138 -2.4080 0.0169028 *
OPENNESS -0.086985 0.126454 -0.6879 0.4922902
RD 8.965060 7.119542 1.2592 0.2093492
log(1V) 8.057395 3.364947 -2.3945 0.0175215 *
log(HDI) 93.457126 49.647494 1.8824 0.0611627 .
log(EDU) 46.733560 5.148728 9.0767 < 2.2e-16 ***
DR 0.467850 0.237854 1.9670 0.0505049 .
Signif. codes: Q e 0.001 “** 0.01* 0.05"’ 0,1*°
R-Squared: 0.7522
Adj. R-Squared: 0.65273

® The table created by the authors with the help of R statistical software package
*** _ the variable has significance at a 1% level

** - the variable has significance at a 5% level

* - the variable has significance at a 10% level
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After the logarithmizing, a Breusch-Pagan test wadNF, because it is already measured in percentages and
conducted to check for heteroscedasticity of regression modatlditional logarithmizing my reduce the factor's estimation.

random errors. After the logarithmizing, a Breusch-Pagan test was

The model becomes represented by the following equatiortonducted to check for heteroscedasticity of regression model

FDI = 14.494576*0g(GDP2) + 0.346378*NEX + random errors.
0.210686*INFL  + 11.352373*og(IV) + The model becomes represented by the following equation:

163.886077*log(HDI) + 42.177576*0g(EDU) ) FDI = 14.494576Y0g(GDP2) + 0.346378*NEX +

Inflation is statistically significant. However, a hypothesis0.210686*INFL  + 11.352373*og(lV) +
of negative influence of inflation onto the FDI was rejected. 11163.886077*log(HDI) + 42.177576*log(EDU) (4)
may be explained by the fact that in developing economies, an
active economic growth is accompanied by high inflation. So
in a manner, inflation may be a characteristic of a growin
economy.

Inflation is statistically significant. However, a hypothesis
f negative influence of inflation onto the FDI was rejected. It
ay be explained by the fact that in developing economies, an
active economic growth is accompanied by high inflation. So,
The authors’ sample consists of developing economiesn a manner, inflation may be a characteristic of a growing
which are not isolated from the rest of the world. There areconomy.
certain macroeconomic effects that change through time and

: : . The authors’ sample consists of developing economies,
are partially created by the external Wo.rld._ln part|cula_r., thlswhich are not isolated from the rest of the world. There are

certain macroeconomic effects that change through time and
are partially created by the external world. In particular, this
sample range covers the crisis year, which is a supposition for
The model becomes represented by the following equatiomvaluation of two-way fixed effects, where not only
individual, but temporal effects are assessed as well.

evaluation of two-way fixed effects, where not only
individual, but temporal effects are assessed as well.

FDI = 13.973772*log(GDP2) + 0.367072*NEX +
0.287902*INFL  + (5) 10.831854*log(lU) + The model becomes represented by the following equation:
113.947873*log(HDI) + 46.372233*l0g(EDU) FDI = 13.97377240g(GDP2) + 0.367072*NEX +
Next a genetic algorithm is applied to select regressor8.287902*INFL  + (5) 10.831854*log(lU) +

[11]. As a result, the authors can conclude on practicability t413.947873*og(HDI) + 46.372233*0og(EDU)
apply a data sampling in a logarithmic form. The variable POP
is excluded from the model to avoid a multicollinearity Ill. RESULTS AND DISCUSSION

problem. . .
When GDP per capita grows by 1%, inflow of FDI

FDI ~ log(GDP2) + NEX + INFL + log(HDI) + log(lU) + increases by 0.13 billion dollars. The positive influence of
log(EDU) 3) GDP per capita supports the hypothesis that investments are

Let us assess the model with the least square method [12Fr|manly aimed at bigger and richer countries so that to get

he economy of scale.

Due to non-uniformity of data, to obtain a linear model, let . . - . .
us use a semilogarithmic model. It was decided not to AN increase in net export by 1 billion dollars brings in
logarithmize the values of FDI and NEX due to the presenc@dd't'Onal 0.367072 billion dollars of FDI.
of negative values. The same was decided about the value of An increase in inflation by 1% brings in additional
INF, because it is already measured in percentages a87902 billion dollars of FDI.

additional logarithmizing my reduce the factor's estimation. . . , .
Additional 1% of Internet users brings in additional 0.1

Next a genetic algorithm is applied to select regressorsillion dollars in FDI.
[11]. As a result, the authors can conclude on practicability to ) ) ) , " .
apply a data sampling in a logarithmic form. The variable POP. An increase in HDI by 1% brings in additional 1.13 billion
is excluded from the model to avoid a multicollinearity dollars of FDI.

problem. Additional 1% of tertiary education graduates brings in
FDI ~ log(GDP2) + NEX + INFL + log(HDI) + log(lU) + @dditional 0.46 billion dollars in FDI.
log(EDU) 3) The regression as a whole is significant, so it is reasonable

Let us assess the model with the least square method [12f0_assess temporal effects alongside with the individual
effects. Due to the presence of the crisis year in the data, it

Due to non-uniformity of data, to obtain a linear model, letwas decided to perform a Chow test for structural break. The
us use a semilogarithmic model. It was decided not tgest has shown that there are structural breaks in the data and it
logarithmize the values of FDI and NEX due to the presencig more practical to divide the sample into two parts: pre-crisis
of negative values. The same was decided about the value &id post-crisis periods.
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In this case, the sample is divided into pre-crisis and posgrowth, accumulation of human capital and infrastructural
crisis parts and the model (3) is tested in different periods. development are especially important [15].

The obtained results allow for conclusion that the model Dwelling on the UNCTAD report, the authors conclude
(3) is inefficient in explaining the FDI attraction in the periodthat there are three trends in direct investments: oil and gas
following 2008. This may be explained by the caution tha{especially shale oil), pharmaceuticals, retail.
investors show due to the world crisis. A proposal was made
that FDI attraction after 2008 is largely explained by the FD
value of a previous period. In other words, the investors loo
to their previous experience.

For all the countries which were considered in this paper,
e principal economic sector accumulating the direct
investments is retail. Argentina and China have rich reserves
of shale oil [16]. India sees transactions in pharmaceutical

To explain FDI attraction to the developing economiesndustry. However, as evident from the Figure, presently the
following 2008, the authors proposed a hypothesis that theraost part of the transactions in this field happens in developed
would be a decline in growth rate of investment inflow andeconomies, which are the source of the investments. Both
that the investors are going to look to previous experience, thahale oil production and pharmaceuticals are high-tech
is, FDI values of the previous year are going to influencendustries. Thus, it is important for economies to accumulate

values of this year [13]. Let us consider the first differenceshuman capital [17].

that is, FDI per capita and GDP per capita with a lag of 1. A=

FDI regresses onto itself, the model is dynamic. A method ¢ *°

moments and Arrelano-Bond estimator are used for evaluatic
of the model.

The specification includes the complete history of
regressors as the dependent variable; a problem or correlati
between this variable and a random number arises. Arrelan
Bond estimator [14] allows for resolving those problems. The
procedure is based upon application of the generalized meth
of moments to search the values of the initial mode
coefficients with transformation to the first differences. In this
case, individual coefficients cannot be assessed, but the wh
estimation becomes more efficient. Besides that, the use ui
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number of temporal periods available for considerations,
which is one of the characteristics of the data.

Thus, in a situation where raw material prices are

relatively low, it is necessary to develop infrastructure,
The final model becomes represented by the followingrovide a high level of education, provide a relatively high

equation:

FDI 0.18306885 + 59.81540054lag(FDI,
0.00718713lag(logGDP2, 1) (6)

The results show that the model is significant as a whole,
all the factors are significant with the exception of GDP per
capita in the current period. Arguably, during the crisis period,
more investment are drawn to countries where a high level 61l
inflowing investment and high GDP per capita have been seen
up to the crisis. (2

1)

Thus, the theories that give significance to low inflation
(Pravin Jadhav, 2012), growth of net export, infrastructurald]
development (M.W. Luke Chana,b, Kegiang Houb, Xing Lic,
Dean C. Mountain, 2013) and HDI (Emmanuel A. Cleeve
Yaw Debrah, Zelealem Yiheyis, 2015) in the post-crisis perio&“]
in developing economies were rejected. The theory that giv 5':]
significance to economic development (Owen C.H. Ho, 2015)
was supported by the research.

I\V. CONCLUSION (6]

Thus, this paper showed an evaluation of factors
influencing attraction of foreign direct investment to[7]
developing economies. Due to the fact that the model (3)
allows for explanations of investment attraction to a country
during a non-crisis period, one may conclude that stable

level of consumption and trade. All these factors will allow
attracting
competitive environment and, as a result,
manufacturing.

foreign investments, thus creating a more

a high-tech
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