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TURKIYE VE DIGER AVRUPA BIRLIGI ULKELERININ DYY 
(DOGRUDAN YABANCI YATIRIM) CEKEBILME KABILIYETLERI 

KARSILASTIRMASI 

ÖZET 
Özellikle 1990’ların başından itibaren, doğrudan yabancı yatırım (DYY)’nin küresel 
entegrasyonun hızlanmasında ve gelişmekte olan ülkelerin kalkınmasında çok büyük 
bir rolü olmuştur. Bununla birlikte DYY çekiciliği ve bunu etkileyen faktörlerin 
analizi birçok bilimsel araştırmaya ilham vermiştir. DYY çekebilmenin bir yarış 
olarak görüldüğü devrimizde, Türkiye bu açıdan çok gerilerde kalmıştır. Bu 
çalısmada Türkiye’nin DYY çekebilme kabiliyeti, üyesi olmayı istediği Avrupa 
Birliği’ni oluşturan ülkelerle iki farklı yöntem kullanılarak, uygulama aşamasında 
analizlere dahil edilmiş olan DYY kararlarını etkileyen faktörlerin 
ağırlıklandırılmasıyla karşılaştırılmıştır. Bu tezde, DYY ile ilgilenenlere Türkiye’nin 
DYY konusunda Avrupa Ülkeleri içindeki yeri ve DYY’yi etkileyen faktörler 
hakkında bilgi verilmesi amaçlanmıştır.  

Öncelikle DYY tanımlanmış, DYY’nin yatırım yapacak firma için avantajları 
örneklerle verilmiş, evsahibi ülkeye getirileri açıklanmış, uygulama kısmında 
kullanılacak olan, DYY kararlarını etkileyen faktörler ve Türkiye’deki yatırım ortamı 
ortaya konarak DYY’den bahsedilmiştir. Uygulama ve analiz bölümlerinde ise, 
UNCTAD’ın “potential index” ini oluşturmak için kullandığı oniki DYY faktörü ile 
birlikte gene UNCTAD’ın “performance index”i ham veri olarak alınarak, regresyon 
analizi metodu ülkelerin DYY çekmesini etkileyen faktorlerin ağırlıklarının 
belirlenmesi için kullanılmıştır. Ancak regresyon analizi sonuclarının tatmin edici ve 
yeterince açıklayıcı olmaması sonucu, bir, çok değişkenli karar verme yöntemi olan 
“simple additive weightening” metodu DYY faktörlerinin ağırlıklandırılmasında 
kullanılmıştır. Bu iki metodla birlikte, gene UNCTAD’in ağırlıklandırılmamış 
potential index’i kullanılarak Türkiye’nin de içinde bulundugu Avrupa Ülkeleri 
arasında üçlü bir karsılaştırma sunulmuştur.  
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COMPARISON OF FDI RECEIVING CAPABILITY OF TURKEY AND 
OTHER EU COUNTRIES 

SUMMARY 
Foreign Direct Investment (FDI) has become very important for accelerating 
globalization and supporting improvement of developing countries since early 90’s. 
Nevertheless, many researches about FDI attractiveness and determinants that effect 
FDI decisions have been conducted. Turkey has fallen behind in the race of attracting 
FDI. In this thesis, the FDI receiving capability of Turkey is compared with 
European Union countries in which Turkey is willing to be. Two different method 
including determinants that effect FDI, are conducted to compute this comparison. 
This study is intended to give information about FDI determinants and Turkey’s 
position with respect to FDI performance among European Union countries to who 
are interested in FDI.   

Firstly to explain FDI before the techniques used in this study, benefits of FDI for 
firm engaged in FDI and host country, factors which effect FDI decisions including 
determinants that are used in the models of this thesis and investment climate in 
Turkey are explained in second section. In the case study section, the raw data that 
contains twelve variable which are used to compute “potential index” by UNCTAD 
and score which is called “performance index” by UNCTAD, is used to compute 
regression model. Another method which is called “Simple Additive Weighting” is 
needed to employ after computing regression model because of having unsatisfied 
and lack of significance of regression model results. Finally, a triad comparison 
including regression model, simple additive weighting model and UNCTAD’s 
potential index unweighted model, is presented.    
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1. INTRODUCTION 

Foreign Direct Investment (FDI) became an increasingly important element in global 

development and integration during 1990s. In today’s global marketplace, many 

firms find it strategically necessary to engage in foreign direct investment (FDI) in 

one or more countries. These firms are attracted to FDI because it may offer them: a 

competitive advantage over local firms, a lower cost for labor and/or physical 

resources, secure access to physical resources and proximity to major markets and 

increasing market share. 

Foreign direct investment has spread rapidly through the world economy in the past 

two decades. More countries and more sectors have become part of the international 

FDI network. The high level and diverse forms of FDI represent an important force 

generating greater global economic integration. 

Most governments have introduced measures to make their countries attractive 

investment locations. The reasons are either to attract scarve private capital, 

associated technology and managerial skills or to create employment in order to 

achieve their development goals. A host government is obliged to employ investment 

incentives that will be both effective and precise in accomplishing its economic 

objectives. If it does not, the harm done would not only be limited to the inefficiency 

of the implementation of FDI policy. It would also create distortions in the economic 

structure of the host country. Thus in order to maximize the impact of incentives, the 

host government should establish a coherent incentive system related to specific FDI 

objectives (Lim, 2005). 

Determinants of FDI which determine foreign investment location decisions are 

examined by many authors, but all the results coming from these various studies 

point specific and different determinants and weights of these determinants, affect 

FDI decisions, meet no consensus over FDI location decisions. Because, each FDI 

decision making is affected by a variety of criteria unique to the FDI decision 

making environment. In this point, variables which have been used to calculate “The 

UNCTAD (United Nations Conference on Trade and Development) Inward FDI 
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Potential Index” by UNCTAD since 2002, are employed as independent variables. 

These twelve variables are important for two aspects: First, being the key measurable 

factors that are expected to affect FDI. Second, measurability.  

“The Inward FDI Performance Index” which is also calculated by UNCTAD, is 

employed as dependent variable. Performance Index is basically a comparison 

between host countries of FDI inflows and their GDPs.   

In this thesis, regression between “The Inward FDI Performance Index” and 12 

variables, which are used to calculate “The Inward FDI Potential Index” by 

UNCTAD, is calculated. The formula derived from regression, helps to establish 

variable weights which can allow having an idea of a comparison between countries’ 

attractiveness of FDI.  

Also, after observing regression outcomes are not satisfying, and as FDI decision is a 

multiple criteria decision-making problem, simple additive weightening method is 

used to calculate relative criteria (variable) weights to have a comparison between 

countries.  

The object of this thesis is to answer some questions. Such as, what are the key 

determinants to attract FDI for multinational enterprises? Furthermore, which 

country has more potential to attract FDI? Or, how can one quantify or measure FDI 

attraction of a county? What is the position of Turkey in the race of attracting FDI? 
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2. FOREIGN DIRECT INVESTMENT 

2.1 What is FDI? 

Foreign Direct Investment (FDI) is the investment in a host country by foreigners 

(e.g. the purchase or implementation of production facilities).  Such an investment is 

considered FDI if the share of a foreign company that is purchased is greater than ten 

percent (Cosson et al., 2004). 

FDI refers to the acquisition of tangible assets that have potential generating profit. 

The tangible assets of FDI are in contrast with financial assets like stocks and bonds 

that are part of indirect foreign investment. Because FDI assets are owned, they are 

distinguished from such investments as trade and licence agreements. Like domestic 

investments, FDI involves the control of assets and profit generation. Essentially, 

FDI is direct investment outside the boundary of the investor’s home country and is 

often the natural extension of direct exports (Levary and Wan, 1999).  

FDI is a composite bundle of capital stock, know-how, and technology, and can 

augment the existing stock of knowledge in the recipient economy through labor 

training, skill acquisition and diffusion, and introduction of alternative management 

practises and organizational arrangements (Li and Liu, 2004).  

The difference between “direct” and “indirect” investment is be indicated here. In  

the literature Foreign Indirect Investment is called “portfolio investment” as the 

opposite of FDI.  

Portfolio investment represents passive holdings of securities such as foreign stocks, 

bonds, or other financial assets, none of which entails active management or control 

of the securities’ issuer by the investor; where such control exists, it is known as 

foreign direct investment. 

Some examples of portfolio investment are (http://en.wikipedia.org): 

• purchase of shares in a foreign company. 

• purchase of bonds issued by a foreign government. 
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• acquisition of assets in a foreign country.  

According to the BPM5 (Washington, D.C., International Monetary Fund, 1993), 

FDI refers to “an investment made to acquire lasting interest in enterprises operating 

outside of the economy of the investor.” Further, in cases of FDI, the investor’s 

purpose is to gain an effective voice in the management of the enterprise. The foreign 

entity or group of associated entities that makes the investment is termed the “direct 

investor”. The unincorporated or incorporated enterprise-a branch or subsidiary, 

respectively, in which direct investment is made-is referred to as a "direct investment 

enterprise". Some degree of equity ownership is almost always considered to be 

associated with an effective voice in the management of an enterprise; the BPM5 of 

IMF suggests a threshold of 10 per cent of equity ownership to qualify an investor as 

a foreign direct investor (http://www.unctad.org). 

A brief information about UNCTAD, whose statistics are used as the main raw-data 

resource of the models in this thesis, is necessary.  

UNCTAD was established in 1964, UNCTAD promotes the development-friendly 

integration of developing countries into the world economy. UNCTAD has 

progressively evolved into an authoritative knowledge-based institution whose work 

aims to help shape current policy debates and thinking on development, with a 

particular focus on ensuring that domestic policies and international action are 

mutually supportive in bringing about sustainable development.  

The organization works to fulfil this mandate by carrying out three key functions:  

• It functions as a forum for intergovernmental deliberations, supported by 

discussions with experts and exchanges of experience, aimed at consensus building. 

• Undertaking research, policy analysis and data collection for the debates of 

government representatives and experts. 

• Providing technical assistance tailored to the specific requirements of developing 

countries, with special attention to the needs of the least developed countries and of 

economies in transition. When appropriate, UNCTAD cooperates with other 

organizations and donor countries in the delivery of technical assistance 

(http://www.unctad.org) 
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Once a direct investment enterprise has been identified, it is necessary to define 

which capital flows between the enterprise and entities in other economies should be 

classified as FDI. Since the main feature of FDI is taken to be the lasting interest of a 

direct investor in an enterprise, only capital that is provided by the direct investor 

either directly or through other enterprises related to the investor should be classified 

as FDI. The forms of investment by the direct investor which are classified as FDI 

are equity capital, the reinvestment of earnings and the provision of long-term and 

short-term intra-company loans (between parent and affiliate enterprises). 

According to the BD3 of the OECD, a direct investment enterprise is an incorporated 

or unincorporated enterprise in which a single foreign investor either owns 10 per 

cent or more of the ordinary shares or voting power of an enterprise (unless it can be 

proven that the 10 per cent ownership does not allow the investor an effective voice 

in the management) or owns less than 10 per cent of the ordinary shares or voting 

power of an enterprise, yet still maintains an effective voice in management. An 

effective voice in management only implies that direct investors are able to influence 

the management of an enterprise and does not imply that they have absolute control. 

The most important characteristic of FDI, which distinguishes it from foreign 

portfolio investment, is that it is undertaken with the intention of exercising control 

over an enterprise (http://www.unctad.org). 

The Czech National Bank annual FDI report (2003) defines; 

A direct foreign investment enterprise is as an incorporated or unincorporated 

enterprise in which a foreign investor owns 10 per cent or more of the ordinary 

shares or voting power of an incorporated enterprise or the equivalent of an 

unincorporated enterprise. 

A direct investment enterprise includes directly and indirectly owned affiliates. 

These are divided – according to the investor’s percentage ownership of the ordinary 

shares or voting power-into subsidiaries (more than 50%), associates (10%-50%) and 

branches (wholly-owned permanent establishments or offices of a direct investor; 

land and structures directly owned by a foreign resident; or mobile equipment that 

operates within an economy for at least one year).  

In addition to shares in equity capital, foreign direct investment covers reinvested 

earnings and other capital, including lending transactions with a direct investor. The 
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composition of direct investment can thus be expressed using the following 

relationship: 

Direct investment = equity capital + reinvested earnings + other capital 

• Equity capital comprises nonresident investment in the equity of a company and 

all shares in subsidiaries and associates. 

• Reinvested earnings consist of the direct investor’s share (in proportion to direct 

equity participation) of earnings not distributed as dividends. 

• Other capital covers the borrowing and lending of funds, including debt 

securities and trade credits, between direct investors and their subsidiaries, associates 

and branches. These transactions are recorded under intercompany claims and 

liabilities. 

Turkish Treasury (Foreign Investment Report, 2004) explains foreign investment 

as follows; 

“The terms “foreign direct investor”, “foreign direct investment” and “foreign 

capital” are defined within international standard in Foreign Direct Investment law 

No 4875, enacted (to pass a law) on 17th June 2003.  

The Foreign Direct Investment Law No 4875 defines foreign direct investor as real 

persons who possess foreign nationality, Turkish nationals resident abroad and 

foreign legal entities established under the laws of foreign countries as well as 

international institutions. 

Foreign direct investment is defined as “establishing a new company or a branch 

office, share acquisitions, out of stock exchanges, participating into a company by 

owning 10 percent or more of the shares or voting power in stock exchanges, by 

means of, but not limited to the following economic assets brought by the foreign 

investor: 

• Capital in cash in the form of convertible currency bought and sold by the 

Central Bank of Turkey, 

• Stocks and bonds of foreign companies (except government bonds), 

• Machinery and equipment, 

• Industrial and intellectual property rights, 
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• Reinvested earnings, revenues, financial claims, or any other investment-related 

rights of financial value acquired in Turkey, 

• Commercial rights for the exploration and extraction of natural resources” 

(Turkish Treasury, Foreign Investment Report, 2004). 

The importance of FDI in the World trade is shown in Table 2.1 and Figure 2.1  

Table 2.1:  FDI Flows 

  Millions of dollars 

YEAR 1980 1990 2000 2001 2002 2003 2004 

FDI  
inflows 55108.07 207878.38 1396538.63 825924.56 716127.52 632598.85 648146.15 

FDI  
inward  
stock 

530244.41 1768588.81 5786028.87 6197711.13 6703606.71 7987076.51 8902153.45 

FDI  
outflows 53742.91 238681.37 1239148.61 743464.56 652181.16 616922.91 730256.58 

FDI  
outward  

stock 
570124.68 1785263.96 6148284.21 6564216.77 7288416.98 8731239.81 9732232.65 

Source: UNCTAD 

 

Figure 2.1:  FDI Flows 

Source: UNCTAD 
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2.2 Why Firms Engage in FDI 

Improving market access is cited as the most important objective in foreign 

expansion strategies. The next most often cited primary objective is to reduce 

operating costs.  Consolidating operations is also a key objective.  Manufacturing 

companies rank sourcing raw materials as an important objective, whereas service 

companies rank developing new products as an important objective.  Other 

objectives in investing overseas are: improved productivity, development of new 

technologies, improved labor force access, and reduction of risk. 

In order to serve foreign demand for their products or services, multinational 

companies (“Multinationals”) can export their products abroad or create productive 

capacity via direct investment abroad.  FDI allows for lower variable cost in serving 

a foreign market than exporting does.  This can be due to lower transportation costs, 

lower taxes, and labor and materials being relatively inexpensive in the host country.  

However, FDI requires an entry cost (e.g. cost of building facilities, cost of investing 

in host country companies, etc.).  As soon as entry cost resources are sunk, FDI is 

relatively irreversible in the short-term (e.g. must sell facilities or sell stake in the 

host country company).  If demand turns out to be large, the savings on variable costs 

that result from FDI more than cover the entry cost.  However, Multinationals run the 

risk that the market abroad will turn out to be smaller than anticipated resulting in 

under-utilized capacity.  If the savings in variable costs from FDI does not offset the 

entry cost, a Multinational is better off exporting (Cosson et al., 2004). 

Not one definition applies to all type of FDI. According to the Multilateral 

Investment Guarantee Agency (2001), there are four types of FDI namely; 

• Resource-seeking: Most FDI in development and transition economies is 

resource seeking. This types of investment aims to exploit a countries comparative 

advantage. For instance, countries rich in primary materials, such as oil or minerals, 

will attract companies seeking to develop these resources. Low-cost or specialized 

labors are two other factors that attract resource-seeking FDI. Resource-seeking FDI 

is generally used to produce goods export.  

• Market-seeking: In contrast to resource-seeking, market-seeking investment is 

aimed at reaching local or regional markets, often including neighboring countries. 

Companies making this type of investment typically manufacture a wide variety of 
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household consumer products or other types of industrial goods in response to actual 

or future demand for their products. In some cases, market-seeking FDI occurs as 

supplier companies follow their customers overseas. For example, an auto 

components manufacturer may follow a car producer. Market-seeking investment is 

often defensive and is used by companies to try to circumvent real or threatened 

import barriers. A liberal trade regime is essential if the investor wishes to serve 

neighboring or overseas markets.  

• Efficiency-seeking: Efficiency-seeking FDI frequently occurs as a follow-on 

form investment. A TNC (Transnational corporations) may make a number of 

resource –or market-seeking investments, and over time, it may decide to consolidate 

these operations on a product or process basis. Companies are able to do this, 

however, only if cross-border markets are open and well developed. As a result, this 

form of FDI is most common in regionally integrated markets, most notably in 

Europe and North America.  

TNCs also may undertake smaller-scale product rationalization among a few 

neighboring countries. This type of investment is illustrated by Nestle`s North 

African and Middle East affiliates. Each affiliate also imports other products from 

sister affiliates in neighboring countries. Taken together, the region has access to a 

full spectrum of products, but each affiliate is responsible for the production of only 

a small segment.  

• Strategic asset-seeking: This kind of FDI occurs when companies undertake 

acquisition or alliances to promote their long-term strategic objectives. For example, 

to serve a local market, a TNC may purchase a state owned enterprise that is being 

privatized rather than establish a new, or “greenfield” (setting up a new venture) 

company. Strategic asset-seeking FDI is generally motivated by reasons that are 

similar to some of others mentioned (M.I.G.A. 2001). 

To summarize, Table 2.2 shows FDI types by motivation briefly  
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Table 2.2:  Foreign Direct Investment Classified By Motivation  

Resource seeking 

• FDI in natural resources (minerals, raw materials and agricultural products) 

• FDI seeking low cost or specialized labor 

Market seeking 

• FDI into markets previously served by exports or into closed markets protected 

by high import or other barriers 

• FDI by supplier companies following their customers overseas 

• FDI that aims to adapt products to local tastes and needs, and to use local 

resources 

Efficiency seeking 

• Rationalized or integrated operations (regionally/globally) leading to cross-

border product or process specialization 

Strategy asset seeking 

• Acquisition and alliances to promote long-term corporate objectives 

Source: (M.I.G.A. 2001) 

Hill’s study (International Business: Competing in The Global Marketplace, 1997) 

on the conditions under which firms prefer FDI to export or licensing help 

understanding why firms engage in FDI.  

Firstly, it is important to distinguish “Horizontal FDI” and “Vertical FDI”. 

2.2.1 Horizontal Foreign Direct Investment 

Horizontal FDI is FDI by firm in the same industry that it operates at home. The 

question is why do firms acquire or establish operations abroad, when the 

alternatives of exporting and licensing are available to them. 

Exporting need not to be explained. This is the way firms usually adopt. However, 

and as an alternative to FDI, licensing should be explained. Hill states that: 

“Licensing occurs when a domestic firm, the licensor, licences the right to produce 

its products, to use its production process, or to use its brand name or trademark to a 
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foreign firm, the licenses. In return for giving the licensee these rights, the licensor 

collects a royalty fee on every unit licensee sells. The great advantage claimed for 

licensing over FDI is that the licensor does not have to pay for opening a foreign 

market; the licensee does that.”  

Faced with the decision of exporting, licensing or FDI, Hill adds that:” FDI is 

expensive because a firm must bear the cost of establishing production facilities in a 

foreign country or of acquiring a foreign enterprise. FDI is risky because of the 

problems associated with doing business in a different culture where the “rules of the 

game” may be very different. Relative to firms native to the particular culture, there 

is a greater probability that a firm undertaking FDI in a foreign culture will make 

costly mistakes due to its ignorance. When a firm exports, it need not bear the cost of 

FDI and the risks associated with selling abroad can be reduced by using a native 

sales agent. Similarly, when a firm licenses its know-how it need not bear the cost or 

risks of FDI, since these are borne by the native firm that licenses the know-how. So 

why do so many firms apparently prefer Horizontal FDI over either exporting or 

licensing? “ 

Hill pointed out the role of following 5 factors: transportation cost, market 

imperfections, following competitors, the product life cycle and location-specific 

advantage.  

Transportation Cost 

When transportation costs are added to production cost, it becomes unprofitable to 

ship some products over a larger distance. This is particularly true for products that 

have a high value-to-weight ratio that can be produced in almost any location (e.g., 

cement, soft drinks, etc.). For such products, the attractiveness of exporting 

decreases. However, in relation to either FDI or licensing for products with a high 

value-to-weight ratio, transport costs are normally a minor component of total set up 

cost. (e.g. electronic components, personal computer, medical equipment, computer 

software etc.) In such cases, transportation costs have little impact on the relative 

attractiveness of exporting, licensing, and FDI.  

 

Market Imperfections  
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Market imperfections provide a major explanation to why firms may prefer FDI to 

either exporting or licensing. “Market imperfections” are factors that inhibit markets 

from working perfectly. With regard to horizontal FDI, market imperfections arise in 

two circumstances: when there are impediments to the free flow of products between 

nations, and when there are impediments to the sale know-how (Licensing is a 

mechanism for selling know-how.) Impediments to the free flow of products between 

nations decrease the profitability of FDI relative to licensing. Thus the market 

imperfection’s explanation predicts that FDI will be preferred whenever there are 

impediments that make both exporting and the sale of know-how difficult and/or 

expensive.  

Impediments to exporting:  

Governments are the main source of impediments to the free flow of products 

between nations. By placing tariffs on imported goods, governments can increase the 

cost of exporting relative to FDI and licensing. Similarly, by limiting imports 

through quotas, governments increase the attractiveness of FDI and licensing. Thus, 

for example, FDI by Japanese auto companies in the United States during the 1980s 

was partly driven by protectionist threats from Congress and by quotas on the 

importation of Japanese cars. For Japanese auto companies, these factors decreased 

the profitability of exporting and increased the profitability of FDI.  

Impediments to the sale of know-how:   

The competitive advantage that many firms enjoy comes from their technological, 

marketing or management know-how. Technological know-how can enable a 

company to build a better product; for example, Xerox’s technological know-how 

enabled it to build the first photocopier, and Motorola’s technological know-how has 

given it a competitive advantage in the global market for cellular telephone 

equipment. Alternatively, technological know-how can enable a company to improve 

its production process vis-à-vis its competitors; for example, many claim that 

Toyota’s competitive advantage comes from its superior production system. 

Marketing know-how can enable a company to better position its products in the 

marketplace vis-à-vis its competitors; the competitive advantage of such companies 

as Kellogg, H. J. Heinz and Procter & Gamble seems to come from superior 



 

  13

marketing know-how. Management know-how with regard to factors such as 

organizational structure, human relations, control systems, planning systems and so 

on, can enable a company to manage its assets more efficiently than its competitors. 

According to economic theory (Figure 2.2), there are three reasons for a market not 

to work always well as a mechanism for selling know-how, or why licensing is not as 

attractive as it initially appears. First, licensing may result in a firm’s giving away its 

technological know-how to a potential foreign competitor. For example, in the 

1960’s RCA licensed its leading-edge color television technology to a number of 

Japanese companies, including Matsuhita and Sony. At the time RCA saw licensing 

as way to earn a good return from its technological know-how in the Japanese market 

without the costs and risks associated with FDI. However, Matsuhita and Sony 

quickly assimilated RCA’s technology and used it to enter the U.S. market to 

compete directly against RCA. As a result, RCA is now a minor player in its home 

market, while Matsuhita and Sony have much bigger market share.   

Second, licensing does not give a firm the tight control over manufacturing, 

marketing and strategies in a foreign country that may be required to profitability 

exploit its advantage in know-how. With licensing, control over manufacturing, 

marketing and strategy is granted to a licensee in return for a royalty fee. However, 

for both strategic and operational reasons, a firm may want to retain control over 

those functions.  
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Figure 2.2:  Impediments to the Sale of Know-how 

Source: Charles W.L. HILL (International Business: Competing in The Global 
Marketplace, 1997) 

The rationale for wanting control over the strategy of a foreign entity is that a firm 

might want its foreign subsidiary to price and market very aggressively as a way of 

keeping a foreign competitor in check. Kodak is pursuing this strategy in Japan. The 

competitive attacks launched by Kodak’s Japanese subsidiary are keeping its major 

global competitor, Fuji, busy defending its competitive position in Japan. 

Consequently, Fuji has had to pull back from its earlier strategy of attacking Kodak 

aggressively in the United States. Unlike a wholly owned subsidiary, it would be 

unlikely for licensee to accept such an imposition, since the implication of such 

strategy is that the licensee would be allowed to make only profit, or might have to 

take a loss.    

Third, a firm’s know-how may not be amenable to licensing. This is particularly true 

of management and marketing know-how. One thing is to license a foreign firm to 

manufacture a particular product, but it is quite another to license the way in which a 

firm does business – how it manages its process and markets its products. The case 

of, for example consider Toyota: a company whose competitive advantage in the 

global auto industry is acknowledged to come from its superior ability to manage 

overall process of designing, engineering, manufacturing and selling automobiles; 

that is, from its management and organizational know-how. Toyota is credited with 

pioneering the development of a new production process, known as lean production 

Impediments to the sale of 
know-how 

Know-how not amenable to 
licensing 

Risk giving away know-how to 
competitors  

Licensing implies low control over 
foreign entry 
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that enables it to produce higher quality automobiles at a lower cost than its global 

rivals. Although Toyota has certain products that can be licensed, its real competitive 

advantage comes from its management and process know-how. These kinds of skills 

are difficult to articulate or codify; they certainly cannot be written in a simple 

licensing contract. They are organization-wide and they have been developed over 

the years. They are not embodied in any one individual, but instead they are widely 

dispersed throughout the company. In other words, Toyota’s skills are embedded in 

its organizational culture, and culture is something that cannot be licensed. Thus as 

Toyota moves away from its traditional exporting strategy, it has increasingly 

pursued a strategy of FDI, rather than licensing foreign enterprises to produce its 

cars.  

This evidence suggests that when one or more of the following conditions holds, the 

market fails as a mechanism for selling know-how and FDI is more profitable than 

licensing: (1) when the firm has valuable know-how that cannot be adequately 

protected by a licensing contract, (2) when the firm needs tight control over a foreign 

entity to maximize its market share and earnings in that country, and (3) when a 

firm’s skills and know-how are not amenable to licensing.  

Following Competitors 

Another theory used to explain FDI is based on the idea that firms follow their 

domestic competitors overseas. First expounded by F.T. Knickerbocker 

(Oligopolistic Reaction and Multinational Enterprise, Boston: Harvard University 

Press, 1973), this theory has been developed with regard to oligopolistic industries. 

An oligopoly is an industry composed of a limited number of large firms (e.g., an 

industry in which four firms control 80 percent of a domestic market). A critical 

competitive feature of such industries is independence of the major players: What 

one firm does can have an immediate impact on major competitors, forcing a 

response in kind. Thus if one firm in oligopoly cuts prices, this can take market share 

away from its competitors, forcing them to respond with similar price cuts in order to 

retain their market share. 

This kind of imitative behaviour can take many forms in an oligopoly. When one 

firm raises prices, the others will follow; if someone expands capacity, and its rivals 

imitate it to a least extent, then they are left in a disadvantageous position in the 
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future. Building on this, Knickerbocker argued that the same kind of imitative 

behaviour characterizes FDI. Consider an oligopoly in the United States in which 

three firms -A, B and C- dominate the market. Firm A establishes a subsidiary in 

France. Firms B and C consider that if this investment is successful, it may reduce 

their export business to France and give Firm A a first-mover advantage. 

Furthermore, Firm A might discover some competitive asset in France that it could 

repatriate to the United States to torment Firm B and C on their native soil. Given 

these possibilities, Firms B and C decide to follow Firm A and establish themselves 

operations in France.  

There is evidence that imitative behaviour does lead to FDI. Most of the empirical 

studies have been done related to FDI by U.S. firms during 1950’s and 60’s. In 

general these studies show that firms operating in oligopolistic industries tended to 

imitate each other’s FDI. More recently, the same phenomenon has been observed in 

Japanese firms. For example, Toyota and Nissan responded to investments by Honda 

in the United States and in Europe. 

Although Knickerbocker’s theory explains imitative behaviour by firms in an 

oligopoly to undertake FDI decides to do so, rather than to export and license. In 

contrast, the imperfection explanation addresses this phenomenon. Moreover, the 

imitate theory does not address the issue of whether FDI is more efficient than 

exporting or licensing abroad. Again the market imperfections approach does address 

the efficiency issue. For these reasons, most economists favour the market 

imperfections explanation for FDI; although most would agree that the imitative 

approach tells part of the story.  

The Product Life Cycle 

Life-cycle theory argues that in many cases the establishment of facilities abroad to 

produce a product for consumption in that market, or to export to other markets, is 

often undertaken by the same firm or firms that first pioneered the product and 

introduced it in their home markets. Thus Xerox introduced the photocopier into the 

U.S. market, and it was Xerox that originally set up production facilities in Japan 

(Fuji-Xerox) and Great Britain (Rank-Xerox) to serve these markets.  

This theory claims that firms undertake FDI at particular stages in the life cycle of a 

product they have pioneered. They invest in other advanced countries when local 
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demand in these countries grows large enough to support local products (e.g. Xerox). 

They subsequently shift production to developing countries when product 

standardization and market saturation give rise to price competition and cost 

pressures. Investment in developing countries, where labor costs are low, is seen as 

the best way to reduce cost.  

Firms do invest in a foreign country when demand in that country will support local 

production, as they do invest in low-cost locations (e.g. developing countries) when 

cost pressures become intense. However, product life-cycle theory fails to explain, 

why it is profitable for a firm to undertake FDI at such times, rather than continuing 

to export from its home base, or licensing a foreign firm to produce its product. In 

fact just because demand in a foreign country is large enough to support local 

production, it does not necessarily follow that local production is the most profitable 

option. It may still be more profitable to produce at home and export to that country 

(to e.g. achieve economies of scale that arise from serving the global market from 

one location). Alternatively, it may be more profitable for a firm to license a foreign 

firm to produce its products for sale in that country. The product life-cycle theory 

ignores these options and simply argues that once a foreign market is large enough to 

support local production, FDI will occur. This limits its explanatory power and its 

usefulness to business (in that it fails to identify when it is profitable to invest 

abroad). 

Location-Specific Advantages 

Location-specific advantages are also of considerable importance in explaining the 

nature and direction of FDI. Location-specific advantages that arise from utilizing 

resource endowments or assets that are tied to a particular foreign location and that a 

firm finds valuable to combine with its own unique assets (such as the firm’s 

technological, marketing or management know-how). 

For example, natural resources, such as oil and other minerals, which are by their 

character specific to certain locations. According to location-specific theory explains 

FDI undertaken by many of the world’s oil companies, which have to invest where 

oil is located in order to combine their technological and managerial knowledge with 

this valuable location-specific resource. Another obvious example is valuable human 

resources, such as low-cost, high-skilled labor. The cost and skill of labor varies 
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from country to country. Since labor is not internationally mobile, it makes sense for 

a firm to locate production facilities in countries where the cost and skills of local 

labor are most suited to its particular production processes. For example, one reason 

why Electrolux is building factories in China is that China has abundant supply of 

low-cost but well-educated and skilled labor. Thus, other factors aside, China is a 

good location for producing household appliances both for the Chinese market and 

for export elsewhere.  

However, this location-specific resource approach has implications that go beyond 

basic resources such as raw materials and labor. Consider the case of the Silicon 

Valley, which is the world center for the computer and semi-conductor industry. 

Many of the world’s major computer and semi-conductor companies, such as Apple 

Computer, Silicon Graphics and Intel are located close to each other in the Silicon 

Valley region of California. As a result, much of the cutting-edge research and 

product development in computers and semi-conductors occurs here. There is 

knowledge being generated in the Silicon Valley with regard to the design and 

manufacture of computers and semiconductors that is available nowhere else in the 

world. The Silicon Valley has thus a location specific advantage in the generation of 

knowledge related to the computer and semiconductor industries. In part, this 

advantage comes from the sheer concentration of intellectual talent in this area, and 

in part it arises from a network of informal contacts that allows firms to benefit from 

each others’ knowledge “spillovers” as externalities, and there is a well-established 

theory suggesting that firms can benefit from such externalities by locating close to 

their source.  

The belief being that externalities will allow firms based there to learn and use 

valuable new knowledge before those base elsewhere, thereby giving them a 

competitive advantage in the global marketplace. (Hill, 1997) 

Figure 2.3 shows a simple decision making framework regarding decisions on 

export, horizontal FDI and licensing. 
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Figure 2.3:  a Decision Framework for Deciding Export, Licensing and Horizontal 

FDI  

Source: Charles W.L. HILL (International Business: Competing in The Global 
Marketplace, 1997) 
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2.2.2 Vertical Foreign Direct Investment 

Vertical FDI takes two forms. First, there is a backward vertical FDI into an industry 

abroad that provides inputs for a firm’s domestic production processes. Historically 

most of backward vertical FDI has occurred in extractive industries (e.g. oil 

extraction, bauxite mining, tin mining, copper mining). The objective has been to 

provide inputs into a firm’s downstream operations (e.g. oil refining, aluminium 

smelting and fabrication, tin smelting and fabrication). Firms such as Royal Dutch 

Shell, British Petroleum (BP), RTZ, Consolidated Gold Field and Alcoa are among 

the classic examples of vertically integrated multinationals.  

A second form of vertical FDI is forward vertical FDI. Forward vertical FDI is FDI 

into an industry abroad that sells outputs of a firm’s domestic production processes. 

Forward vertical FDI is less common than backward FDI. For example, when 

Volkswagen first entered the U.S. market, rather than distribute its cars through 

independent U.S. dealers, it acquired a large number of dealers. 

With both horizontal and vertical FDI, the question that must be answered is why 

firms like BP and Royal Dutch Shell vertically integrate backward into oil 

production abroad? The location-specific advantages approach argues that vertically 

integrated multinationals in extractive industries invest where raw materials are. 

However, this argument does not clarify why they did not simply import raw 

materials extracted by local producers. On the other hand why do companies such as 

Volkswagen believe in the need to acquire their own dealers in foreign markets, 

when in theory it might seem less costly to rely on foreign dealers? There are two 

basic factors that aim at answering these kinds of questions: market power and 

market imperfections.  

Market Power 

One aspect of the market power argument is that firms undertake vertical FDI to 

limit competition and strengthen their control over the market. The most common 

argument is that by vertically integrating backward to gain control over the source of 

raw material inputs, a firm can effectively deny access of new competitors into an 

industry. Such a strategy involves FDI only because raw material inputs can be found 

abroad. An example occurred in 1930s, when commercial smelting of aluminum was 

pioneered by North American firms like Alcoa and Alcan. Aluminum is derided by 
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smelting bauxite. Although bauxite is a common mineral, the percentage of 

aluminum in bauxite is typically so low that it is not economical to mine and smelt. 

During the 1930s only large-scale deposit of bauxite with an economic percentage of 

aluminum had been discovered, and it was in the Caribbean island of Trinidad. Alcoa 

and Alcan vertically integrated backward and acquired the deposit. This action 

created an entry barrier into the aluminum industry. Potential competitors were 

deterred because they could not get access to high-grade bauxite; it was all owned by 

Alcoa and Alcan. Those that did enter the industry had to use lower-grade bauxite 

than Alcoa and Alcan and found themselves at a cost disadvantage vis-à-vis these 

two companies. This situation persisted until 1950s and 1960s, when new high-grade 

deposits where discovered in Australia and Indonesia. 

However, despite the bauxite example, the opportunities for barring entry through 

vertical FDI seem so far too limited to explain the incidence of vertical FDI among 

most of the world’s multinationals. In most extractive industries, mineral deposits are 

not as concentrated as they were in the case of bauxite in the 1930s, and new deposits 

are constantly being discovered. Consequently, any attempt to monopolize all viable 

raw material deposits is bound to prove expensive if not impossible.  

Another explanation for understanding vertical using the market power approach is 

to consider such investment not as an attempt to built entry barriers, but as an attempt 

to overcome the barriers established by firms already doing business in a particular 

country. This may explain Volkswagen’s decision to establish its own North 

American auto market dealer. The market was then dominated by GM, Ford and 

Chrysler. And each firm had its own network of independent dealers. Volkswagen 

thought that the only way it could get quick access to the U.S. market was to promote 

its cars through independent dealerships. 

Market Imperfections 

As in the case of horizontal FDI, a more general explanation of vertical FDI can be 

found in the market imperfections approach. This approach offers two explanations 

for vertical FDI. As with horizontal FDI, the first revolves around the idea that there 

are impediments to the sale of know-how through the market mechanism. The 

second explanation is based on the idea that investments in specialized assets expose 

the investing firm to hazards that can be reduced only through vertical FDI 
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Impediments to the sale of know-how: 

Consider the case of refining companies such as British Petroleum (BP) and Royal 

Dutch Shell. Historically these firms pursued backward vertical FDI in order to 

supply their British and Dutch oil refining facilities with crude oil. When this 

occurred in the early decades of 20th century, neither Great Britain nor the 

Netherlands had domestic oil suppliers. Why did these firms pursue backward 

vertical FDI to provide oil inputs? Why did they just import oil from firms in oil-rich 

countries such as Saudi Arabia and Kuwait? 

The answer is that originally there were no Saudi Arabian or Kuwait firms with the 

technological expertise for finding and extracting oil. However, this alone does not 

explain FDI, for once BP and Shell had developed the necessary know-how they 

could have licensed it to Saudi Arabian or Kuwait firms. However, licensing can be 

self-defeating as a mechanism for the sale of know-how. If the oil refining firms had 

licensed their prospecting and extracting know-how to Saudi Arabian or Kuwait 

firms, they would have risked giving away their technological know-how to these 

firms, creating future competitors in the process. Once they had the know-how, the 

Saudi and Kuwaiti firms might have gone prospecting for oil in other parts of the 

world, competing directly with BP and Shell. Thus, it made more sense for these 

firms to undertake backward vertical FDI and extract their oil by themselves, instead 

of licensing their hard-earned technological expertise to local firms.  

If this example is generalized, then the prediction is that backward vertical FDI  will 

occur when a firm has the knowledge and the ability to extract raw materials in 

another country and, when there is no efficient producer in that country that can 

supply raw materials to that firm.  

Investment in specialized assets: 

Another strand of the market imperfections argument predicts that vertical FDI will 

occur when a firm must undertake investment in specialized assets whose value is 

dependent upon an input provided by a foreign supplier. In this context a specialized 

asset is an asset designed to perform a specific task, and whose value is significantly 

reduced in this next-best use. Consider the case of an aluminum refinery, which is 

designed to refine bauxite ore produce aluminum. There are several types of bauxite 
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ore; the ores vary in content and chemical composition from deposit to deposit. Each 

type of ore requires a different type of refinery. Running one type of bauxite through 

a refinery designed for another type increases production cost by 20 percent to 100 

percent. Thus, the value of an investment in an aluminum refinery depends on the 

availability of the desired kind of bauxite ore.  

Imagine that a U.S. aluminum company must decide whether to invest in an 

aluminum refinery designed to refine a certain type of ore. Assume further that this 

ore is available only through an Australian mining firm as a single bauxite mine. 

Using a different type of ore in the refinery would raise production cost by at least 20 

percent. Therefore, the value of the U.S. company’s investment is dependent on the 

price it must pay the Australian firm for this bauxite. Once the U.S. company has 

made the investment in a new refinery, there is nothing to stop the Australian firm 

from raising bauxite prices. And once it has made the investment, the U.S. firm is 

locked into a relationship with the Australian supplier. The Australian firm can 

increase bauxite prices, knowing that as long as the increase in the total production 

cost of the U.S. firm is less than 20 percent, the U.S. firm will continue to buy from 

it. (It would be advantageous for the U.S. firm to buy from another supplier only if 

total production costs increased by more than 20 percent.) 

But the U.S. firm can reduce the risk of the Australian firm opportunistically raising 

prices by buying it out. In fact the U.S. firm can buy the Australian firm, or its 

bauxite mine, it needs no longer fear that bauxite prices will be increased after it has 

invested in the refinery. In other words it would make economic sense for the U.S. 

firm to engage in vertical FDI. These kinds of considerations have driven aluminum 

firms to pursue vertical FDI to such a degree that in 1976, 91 percent of the total 

volume of the bauxite was transferred to vertical integrated firms.  (Hill, 1997) 

2.3 Benefits of FDI for Host Country 

Countries want to attract FDI for many reasons. For example, reducing 

unemployment, tax, other primary revenue benefits etc. Now, it is a consensus that 

having strong economy based on powerful companies and capital defines your power 

among nations.  
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It is a well-known fact that foreign direct investment (FDI) flows have increased 

dramatically over the last three decades or so. It is also true that governments across 

the world, in developing and developed countries alike, seek to attract multinational 

enterprises (MNEs) to locate in their countries, using generous financial and social 

incentives (Barrios et al. 2004) 

Additionally, there is no doubt that foreign direct investment (FDI) is an important 

aspect of the recent wave of globalization. According to UNCTAD WIR-2001, FDI 

inflows in the world rose from $57 billion in 1982 to $1271 billion in 2000. In the 

past few decades, the growth rate of world FDI exceeded both the growth rates of 

world trade and GDP. Although a large portion of world FDI is hosted by developed 

economies, FDI flowing into developing countries also increased at a rapid pace over 

the years, rising from an annual average of $13.1 billion for 1981–1985 to $240.2 

billion in 2000 (Gao, 2004). 

Many papers about attracting FDI and its benefits have been written. These benefits 

vary according to type of FDI. But in common way, some author’s aspects are; 

FDI can play an important role in the development process. Capitals transferred from 

the parent firms add to local stock and contribute to increase the host country’s 

production base and productivity through a more efficient use of existing resources. 

Foreign investments promote the diffusion of new technologies, know-how and 

managerial and marketing skills through direct linkages or spillovers to domestic 

firms. FDI may also contribute to improve external imbalances due to their greater 

propensity to export with respect to domestic firms (Altomente and Guagliano, 

2003). 

The attitude of policy makers towards inward FDI has been turning increasingly 

positive in recent years, and this has been reflected in changes in FDI policy. It is 

especially true for developing countries. Many now believe that FDI brings capital to 

the host country and helps create jobs. FDI is also viewed as an important source of 

technology-FDI transfers advanced technologies and management to the host 

economy, and improves the skills of local workers through training (Gao, 2004). 

Multilateral Investment Guarantee Agency (M.I.G.A.) is to promote the flow of 

private foreign investment. And they say “Most governments have introduced 

measures to make their countries attractive investment locations. The reasons are 
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either to attract scarce private capital, associated technology and managerial skills or 

to create employment in order to achieve their development goals. Examples of such 

measures could be the liberalizing laws and regulations concerning the admission 

and establishment of foreign investment projects, setting up investment promotion 

agencies and organizing investment dispute mechanisms.” 

M.I.G.A. comments on FDI benefits for the host country. “When politicians consider 

FDI, they then focus on near-term benefits such as employment and revenue. This is 

understandable. These are legitimate benefits, and politicians need to produce 

tangible results in short periods of time. However, if a location is to take full 

advantage of FDI, the government must consider all possible benefits, both direct 

and indirect”.   

Hill explains FDI benefits for the host country as well. Some of most common 

benefits are following: 

2.3.1 Employment 

While the number of jobs created varies in accordance with the size of the 

investment and the production process itself, the most common benefit associated 

with FDI is increased or protected employment. And, of course, with new 

employment comes additional income and spending power for local residents 

(M.I.G.A., 2000) 

The beneficial employment effect claim for FDI is that FDI brings job to a host 

country that would otherwise not be created there. Employment effects are both 

direct and indirect. Direct effects arise when a foreign company directly employs a 

number of host-country citizens. Indirect effects arise when jobs are created in local 

suppliers as a result of the investment and when jobs are created because of increased 

spending in the local economy resulting from employees of the company that invest 

abroad. The indirect employment effects are often as large as, if not larger than, the 

direct effects.  

On the other hand, cynics note that not all the “new jobs” created by FDI represent 

net additions in employment. FDI by Japanese auto companies in the United States, 

for example, some argue that the jobs created by this investment have been more 

than offset by the jobs lost in U.S.-owned auto companies, which have lost market 

share to their Japanese competitors. As a consequence of such substitution effects, 
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the net value of new jobs created by FDI may not be as great as initially claim by a 

multinational enterprise. Not surprisingly, then, the issue of the likely net gain in 

employment may be a major negotiating point between a multinational enterprise 

wishing to undertake FDI and host government. (Hill, 1997) 

2.3.2 Revenue Benefits 

FDI widens the local tax base and contributes to government revenues. Even if 

foreign investors are granted complete relief from taxes for short period of time 

through investment incentives, governments earn increased revenue from the 

payment of personal income taxes because of new jobs created by FDI. In addition, 

export-oriented investment generates foreign exchange earnings. 

2.3.3 Favourable Impact on Local Investment 

FDI inflows tend to lead to an increase in domestic investment as companies gain 

access to distribution channels opened by TNCs, because suppliers to TNCs, or 

respond to competition from TNCs. 

2.3.4 Technology Transfer 

FDI can improve a country´s access to technology through licensing, joint ventures 

and local trade. Employees of TNCs may take know-how they have acquired and set 

up new companies or join existing local companies. Whatever the form, technology 

transfer tends to lead to improve productivity growth. (M.I.G.A., 2000) 

The crucial role played by technological progress in economic growth is not widely 

accepted. Technology is catalyst that can stimulate economic development and 

industrialization. Technology can make two forms, both of which are valuable. It can 

be incorporated in a production process (e.g., the technology for discovering, 

extracting and refining oil) or in a product (e.g., personal computers). However, 

many countries lack the research and development resources and skills required to 

develop their own indigenous products and process technology. This is particularly 

true of the world’s less developed nations. Such as countries must rely on advanced 

industrialized nations for much of technology required stimulating economic growth, 

and FDI can provide it. Before IBM’s investment, for example, Mexico probably 

lacked the technological know-how required to develop its own personal industry. 

However, FDI and the associated technological transfer by companies that invest 
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there such as IBM and Apple Computer have created a visible personal computer 

industry in Mexico and have probably had a beneficial effect on the economic well-

being of Mexico as a whole. Similarly, a lack of relevant technological know-how 

with regard to the discovery, extraction and refining oil was one factor that underlay 

the Venezuelan government’s decision to invite foreign oil companies into the 

country.  

However, FDI is not only way to access advanced technology. Another option is to 

license that technology from multinational companies. The Japanese government, in 

particular, has long favoured this strategy. The belief of Japanese government has 

been that technology is still ultimately controlled by multinational firms to develop 

their own, possibly better, technology, since they are denied access to the basic 

technology. With this in mind, the Japanese government insisted that technology be 

transferred to Japan through licensing agreements, rather than through FDI.  

The advantage of licensing is that in return for royalty payments, host-country firms 

are given direct access to valuable technology. The licensing option is generally less 

attractive to the firms that invest foreign country, however. By licensing its 

technology to foreign companies, risks for multinational firms creating a future 

competitor-as many U.S. firms have learned at great cost in Japan. Given this 

tension, the mode of transferring technology -licensing or FDI- can be major 

negotiating point between a firm and a host government. Whatever the firm gets its 

way depends on the relative bargaining powers of the firm and the host government. 

In the case of Japan, for example such was the bargaining power of IBM that it was 

able to get around Japan’s preference for licensing agreements and establish a wholly 

owned subsidiary in Japan.  (Hill, 1997) 

2.3.5 Improved Labor Skills 

Foreign firms usually carry out more on-the-job training than do local firms, and 

TNCs in particular frequently engage in activities that use relatively high levels of 

skilled workers. These skills are often transferred to other sectors and activities when 

employees seek new jobs or establish their own businesses. Employees are also often 

exposed to new organizational and management skills, exposure that can stimulate 

higher productivity, entrepreneurship, and openness to education. (M.I.G.A., 2000) 
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2.3.6 Management 

The foreign management skills provided through FDI may also produce important 

benefits for the host country. Particularly valuable may be the spin-off effects. 

Beneficial spin-off effects arise when local personnel who are trained to occupy 

managerial, financial and technical posts in the subsidiary of foreign firm 

subsequently leave the firm and help to establish indigenous firms. Similar benefits 

may arise if the superior management skills of multinational firm stimulate local 

suppliers, distributors and competitors to improve their own management skills.  

The beneficial effects may be considerably reduced if most management and highly 

skilled jobs in the subsidiaries of foreign firms are reserved for home-country 

nationals. In such cases citizens of the host country do not receive the benefits of 

training by multinational company. This may limit spin-off effect. The percentage of 

management and skilled jobs that go to citizens of the host country can be major 

negotiating point between a multinational firm to undertake FDI and potential host 

government. In recent most years multinational companies have responded to host-

government pressures on the issue by agreeing to reserve a large proportion of 

management and highly skilled jobs for citizens of the host country. (Hill, 1997) 

2.3.7 Improved Exports 

Much FDI is export-oriented, and TNCs often account for a significant share of host-

country exports. Because of their size and access to overseas marketing and 

distribution networks, foreign firms typically find it easier to enter export markets. 

Many developing countries have been able to use FDI as a way to increase their 

export levels and improve foreign exchange earnings. In addition, the presence of 

foreign-owned firms has been influential in many countries in encouraging local 

firms to enter export markets.  

2.3.8 Improved International Competitiveness of Local Firms 

To opportunity to sell inputs or suppliers to foreign-owned firms encourages local 

companies to raise their quality levels and delivery reliability. Foreign firms often 

introduce new products to the local economy, and domestic firms are often 

encouraged to replicate these products. Finally, through their interaction with a 

foreign-owned company, suppliers, customers and competitors in the host country 
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are often stimulated to higher levels of investment, productivity and innovation. The 

result is greater economic efficiency and higher-quality production by domestic 

firms.  

2.3.9 Increased Competition 

FDI can improve overall growth by increasing competition in sectors previously 

dominated by only one or two local firms.  

Once government decides that attracting FDI is an objective, it must recognize the 

trade-offs associated with any type of investment. Labor-intensive assembly 

activities, for example, generate both export and jobs, but these activities typically 

rely on imported intermediate goods rather than on local inputs. As a result, they 

seldom create linkages with the domestic economy and encourage technology 

transfer. In addition, the job associated with assembly operations are frequently low 

skilled.  

FDI that occurs through privatization can result in technology transfer, particularly 

through staff training and the of modern management and production techniques. As 

a trade-off, substantial job losses may occur when the new owners restructure the 

company to make it more efficient. However, the pay-back comes in terms of longer 

term competitiveness and viability.  

Governments must also be realistic about the probable economic impact of FDI. 

Empirical evidence demonstrates the positive role that FDI plays in promoting 

economic growth in developing host countries-for example, foreign investment has a 

stronger impact on economic growth than does domestic investment. However, this 

reaction also demonstrates that middle and high-income developing countries derive 

greater benefits than do low-income developing nations. (M.I.G.A., 2000) 

A host government is obliged to employ investment incentives that will be both 

effective and precise in accomplishing its economic objectives. If it does not, the 

harm done would not only be limited to the inefficiency of the implementation of 

FDI policy. It would also create distortions in the economic structure of the host 

country. Thus in order to maximize the impact of incentives, the host government 

should establish a coherent incentive system related to specific FDI objectives (Lim, 

2005). 
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2.4 FDI Determinants 

Foreign direct investment (FDI) has assumed increasing importance over time, 

becoming a prime concern for policy makers and a trendy debatable topic for 

economists. The debate on FDI has several facets, but the particular aspect that 

policy makers in capital-starved countries are concerned with is the determinants of 

FDI inflows. Many countries have policies aimed at creating stronger incentives for 

foreign investors who are potentially capable of providing FDI flows. Understanding 

the determining factors of FDI inflows and unveiling the reasons why some countries 

are more successful than others in attracting FDI may provide policy makers with 

useful guidance for future policy prescription. (Moosa and Cardak, 2005) 

The literature examines a large number of variables that have been put forward to 

explain FDI. Some of these variables are encompassed in formal hypotheses or 

theories of FDI, whereas others are suggested because they make sense intuitively. 

Table 2.3 lists some important variables, indicating the theoretical and empirical 

directions of effect on FDI (0 implies statistically insignificant effect). As can be 

seen, some variables may be listed under more than one hypothesis (for example, the 

growth rate).  

Irrespective of the underlying hypothesis or the classification of these variables, 

existing empirical studies have considered different combinations of these variables 

with mixed results, not only with respect to the importance or otherwise of these 

variables (statistical significance) but in terms of the direction of the effect, as can be 

seen from Table 2.3 More importantly perhaps is that existing results lack robustness 

in the sense that they are sensitive to model specification and other factors. While 

many potential determining variables may be found to be statistically significant in 

cross-sectional studies, the estimated relationships typically depend on which 

variables are included in the regression equation (Moosa and Cardak, 2005). 
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Table 2.3:  Variables Affecting Inward FDI 

Variable Theory/hypothesis 
Direction 
of effect 

Emprical 
findings Examples 

Market size (GDP or per capita 
GDP) Market size hypothesis + + 

Tsai(1994), Shamsuddin(1994), Billigton(1999), Pistoresi(2000), Cheng and Kwan(2000) 
Tuman and Emmert(1999), Wang and Swain(1995), Love and Lage-Hidalgo(2000) 

Wages Location hypothesis +/- +/-/0 
Wheeler and Mody(1992), Pistoresi(2000), Tsai(1994), Cleeve(2000), Lunn(1980),  
Culem(1988), Blonigen and Feenstra(1996), Cheng and Kwan(2000), Moore(1993) 

Trade barriers Other - +/-/0 
Lunn(1980), Culem(1988),  
Blonigen and Feenstra(1996) 

Growth rate 

Diffrerential rates of return  
diversification, internal 
financing + +/0 Billington(1999), Tsai(1994), Martin and Ottoviano(1999), Sin and Leung(2001) 

Openness Other + +/0 
Kravis and Lipsey(1982), Pistoresi(2000), Wheeler and Mody(1992),  
Gyapong and Karikari(1999), Sin and Leung(2001) 

Trade deficit Other ? +/- Tsai(1994), Shamsuddin(1994), Pistoresi(2000) 
Exchange rate Currency areas hypothesis +/- +/-/0 Edwards(1990), Blonigen and Feenstra(1996), Tuman and Emmert(1999) 

Tax Other - +/-/0 
Swenson(1994), Billington(1990), Porcano and Price(1996), Wei (2000),  
Schoeman et. al.(2000), Hines(1996)  

Country risk Other - - Lehmann(1999), Ramcharran(1999), Tuman and Emmert(1999) 
Incentives Other + + Ihrig(2000) 
Corruption Other - - Wei(2000) 
Labor disputes and unionisation Location hypothesis - +/- Moore(1993), Tcha(1998), Yang et. al.(2000), Leahy and Montagna(2000), Zhao(1995,1998) 
Cost of capital Location hypothesis - + Love and Lage-Hidalgo(2000) 

Inflation Other - - Schnieder and Frey(1985), Bajo-Rubio and Sosvillo-Rivero(1994), Yang at. al.(2000) 

Source: Moosa and Cardak, 2005
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As the most reliable source, UNCTAD explains host country FDI determinants in its 

World Investment Report-98: Trends and Determinants; 

Before UNCTAD starting to explain determinants they say “several caveats are 

required.”  

• Direct investment abroad is a complex venture. As distinct from trade, licensing 

or portfolio investment, FDI involves a long-term commitment to a business 

endeavour in a foreign country. It often involves the engagement of considerable 

assets and resources that need to be coordinated and managed across countries and to 

satisfy the principal requirements of successful investment, such as sustainable 

profitability and acceptable risk/profitability ratios. Typically, there are many host 

country factors involved in deciding where an FDI project should be located and it is 

often difficult to pinpoint the most decisive factor. Although the analysis that follows 

treats each of the three sets of determinants separately, the interrelationships among 

them must be borne in mind. 

• The relative importance of different location-specific determinants depends on at 

least four aspects of investment: the motive for investment (e.g. resource-seeking or 

market-seeking FDI), the type of investment (e.g. new or sequential FDI), the sector 

of investment (e.g. services or manufacturing) and the size of investors (small and 

medium-sized TNC’s or large TNC’s). The relative importance of different 

determinants also changes as the economic environment evolves over time. It is 

therefore entirely possible that a set of host country determinants that explains FDI in 

a particular country at a given time changes as the structures of its domestic economy 

and of the international economy evolve. At the same time, there are also location-

specific determinants that remain constant.  

• As a general principle, host countries that offer what TNC’s are seeking, and/or 

host countries whose policies are most conducive to TNC activities, stand a good 

chance of attracting FDI. But firms also see locational determinants in their 

interaction with ownership-specific and internalization advantages in the broader 

context of their corporate strategies. These strategies aim, for example, at spreading 

or reducing risks, pursuing oligopolistic competition, and matching competitors’ 

actions or looking for distinct sources of competitive advantage. In the context of 



 

  33

different strategies, the same motive and the corresponding host country 

determinants can acquire different meanings. For example, the market-seeking 

motive can translate, in the case of one TNC, into the need to enter new markets to 

increase the benefits arising from multi-plant operations; in the case of another TNC, 

it can translate into the desire to acquire market power; and for still another TNC, it 

can aim at diversifying markets as part of a risk-reducing strategy. These points to 

the need for host countries not only to understand the motives of potential investors 

but also to understand their strategies. 

Figure 2.4 shows a graphic overview of host country determinants of FDI 

 

Figure 2.4:  Host Country Determinants 

Source: UNCTAD World Investment Report, 1998 

As it can be seen in Figure 2.4, there are three main group of host country 

determinants; National FDI policy, business facilitation and economic determinants. 

The national FDI policy framework 

Core FDI policies consist of rules and regulations governing the entry and operations 

of foreign investors, the standards of treatment accorded to them, and the functioning 

of the markets within which they operate (UNCTAD, 1996a and 1997a). These 

policies can range from outright prohibition of FDI entry to non-discrimination in the 
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treatment of foreign and domestic firms and even preferential treatment of foreign 

firms. They typically satisfy various objectives reducing or increasing FDI, 

influencing its sectoral composition or geographical origin, encouraging specific 

contributions to the economy and affecting ways in which these contributions are 

made. To achieve these objectives, FDI policies are usually accompanied by other 

policies that also influence investors’ decisions.  

Business facilitation 

Business facilitation measures include promotion efforts, the provision of incentives 

to foreign investors, the reduction of the “hassle costs” of doing business in a host 

country (e.g. reducing or eliminating corruption and improving administrative 

efficiency), and the provision of amenities that contribute to the quality of life of 

expatriate personnel. 

Economic determinants 

The economic determinants of inward FDI can be grouped for analytical convenience 

into three clusters, each of them reflecting the principal motivations of TNC’s for 

investing in foreign countries: resource-seeking, market-seeking and efficiency-

seeking. As with the evolution of FDI regulations, these determinants have changed 

in response to the forces of liberalization and globalization (UNCTAD WIR, 1998).  

Also as being explained before, economic determinants have three clusters;   

Resources: The principal locational advantage needed to attract FDI guided by this 

strategy is unskilled labor. But as countries with abundant unskilled labor interested 

in attracting this type of FDI have never been in short supply, they typically had to 

offer more by way of the quality and quantity of this resource to prevail in 

competition with other countries, e.g. the reliability of its supply and the level of its 

skills. Other resources include the availability and quality of physical infrastructure 

for exporting the final output produced by such labor. Though the principal resource 

sought is labor, in practice, it is always labor plus other advantages: if labor alone 

were sufficient to attract FDI, most of this type of investment would be concentrated 

in countries with abundant unskilled labor, which it is not. 
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Efficiency: As cost reduction is the principal driver of this type of strategy, the cost 

and productivity of labor as well as the cost of physical infrastructure are the most 

important determinants of FDI. It is the loss of this advantage (in most cases due to 

wages rising in excess of productivity) that may lead to the relocation of a foreign 

affiliate to other countries offering more competitive conditions. 

Markets: The market of a host country is not the primary consideration here. Access 

to international markets, or at least to markets of developed countries, is particularly 

important. If a host country enjoys privileged access to large developed country 

markets, this gives it an important locational advantage. If this access is limited by 

tariff or non-tariff barriers, the advantage is correspondingly limited. And if a host 

country loses access to international markets, in most cases it also loses foreign 

affiliates relying on such access (UNCTAD WIR, 1998). 

One of the aims of this thesis is to calculate a formula by using host country FDI 

determinants. To establish a model and calculate importance of the determinants, it is 

needed not only to study with eligible, qualitative and objective but also qualitative 

variables.  

For example, Moosa and Cardak (2005) had similar problem and they say:”A large 

number of studies (time series and cross-section) have been conducted to identify the 

determinants of FDI (inflows) but no consensus view has emerged, in the sense that 

there is no widely accepted set of explanatory variables that can be regarded as the 

“true” determinants of FDI. Chakrabarti (2001) attributes the lack of consensus to 

“the wide differences in perspectives, methodologies, sample-selection and analytical 

tools”. Results in the literature have been found to be very sensitive to these factors, 

indicating a lack of robustness. For example, factors such as labor costs, trade 

barriers, trade balance, exchange rate and tax have been found to have both negative 

and positive effects on FDI. Chakrabarti (2001) concludes “the relation between FDI 

and many of the controversial variables (namely, tax, wages, openness, exchange 

rate, tariffs, growth and trade balance) are highly sensitive to small alterations in the 

conditioning information set”. What complicates matters is the fact that the 

underlying theory does not provide a definite prediction for the direction of the effect 

of a particular variable on FDI.”  

For choosing the determinants which will be the variables of this, the determinants 

which are used to estimate “The UNCTAD Inward FDI Potential Index” by 
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UNCTAD, were used. It has to be said that UNCTAD also has similar problems to 

compare and benchmark FDI receiving capabilities of countries by using specific 

determinants. Since 2002, UNCTAD WIR explains Potential Index; 

WIR-2002 constructs an index to rank countries according to their potential to attract 

FDI: the UNCTAD Inward FDI Potential Index. It is not possible, with the available 

data, to capture the host of factors that can affect FDI (as can be seen in Figure 2.4). 

Social, political and institutional factors are difficult to quantify at the national level. 

It is particularly difficult to compare how efficiently policies are implemented. Many 

economic and competitiveness factors - of the type relevant to foreign investors - are 

also difficult to benchmark. Take, for instance, the skills available for manufacturing 

or services. Data on enrolments in formal education, generally used to benchmark the 

skill base, cannot capture the availability or quality of specific skills. There are 

similar problems in comparing technological capabilities or infrastructure. Such 

factors as the strength of local suppliers or the efficacy of support institutions are 

even more difficult to measure. Finally, FDI decisions depend also on the perception 

of individual TNCs, and this may be at variance with data based on past 

performance. (UNCTAD WIR, 2002) 

UNCTAD adds that, it is still useful to benchmark the key measurable factors (apart 

from the size of an economy) that are expected to affect inward FDI. After 

examining a large number of variables, construction of the FDI Potential Index 

settled on twelve variables.  

 The UNCTAD Inward FDI Potential Index is based on 12 economic and structural 

variables measured by their respective scores on a range of 0-1 (raw data available 

on www.unctad.org/wir). It is the unweighted average of scores on the following: 

 GDP per capita  

 the rate of GDP growth over the previous 10 years  

 the share of exports in GDP  

 telecoms infrastructure (the average of telephone lines per 1,000 inhabitants, and 

mobile phones per 1,000 inhabitants)  

 commercial energy use per capita  
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 the share of R&D expenditures in gross national income 

 the share of tertiary students in the population  

 country risk  

 exports of natural resources as a percentage of the world total  

 imports of parts and components of electronics and automobiles as a percentage 

of the world total  

 exports in services as a percentage of the world total  

 inward FDI stock as a percentage of the world total 

• GDP per capita. This variable shows the level of economic development of a 

host country. It captures the size and sophistication of the demand for goods and 

services. It also shows the availability of developed institutions, good living 

conditions and the like, all of which attract FDI. In addition, higher per capita GDP 

often connotes higher labor productivity and stronger innovative capabilities, all 

conducive to FDI. (On the other hand, it also denotes higher wages, which might 

adversely affect low-cost labor-seeking FDI. On balance, however, low wages are 

not a major factor inducing FDI.) 

• Real GDP growth (for the past 10 years). This variable is a predictor of the 

future size of a host-country market, one of the main determinants of FDI. Higher 

growth can also mean rising productivity that could induce other kinds of FDI. 

• Exports as a percentage of GDP. This shows the degree of international exposure 

of a country. International business through trade generally lays the ground for 

inward (as well as outward) FDI and the international production that serves to 

substitute for or complement trade. (FDI, in turn, can affect the export-GDP ratio 

positively. This would have to be taken into account in order to establish a clear 

causal relationship between the two. In the present analysis, the export ratio is 

included as an approximate indicator of the openness of an economy and the 

attendant competitive advantages that serve to attract FDI.) 
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• As an indicator of modern information and communication infrastructure, the 

average number of telephone lines per 1,000 inhabitants and mobile telephones per 

1,000 inhabitants.  

• Commercial energy use per capita. This is a proxy for the availability and cost of 

energy, which is an important input for many production activities and can be 

expected to be a factor influencing FDI, particularly of an efficiency-seeking type. 

• R&D expenditures as a percentage of gross-national income. This indicates the 

technological capabilities of a host economy, including innovative capacity- an 

important factor attracting created-asset-seeking FDI. In products and processes that 

are knowledge-based, competition tends to be severe and, as R&D activities in these 

areas are costly and risky, the quest for such assets is a driving force for international 

production. 

In the regression model, as an independent variable, R&D is not used because of lack 

of data.   

• Students in tertiary education as a percentage of total population. This is a 

measure of the extent of higher education and related skills that a country’s 

workforce embodies. An educated and skilled workforce is an inducement for FDI in 

industries facing global and regional competition. 

• Country risk. This includes the political and commercial risks related to investing 

in a country. Political risk is related to factors such as a government’s ability to fulfill 

its commitments and commercial risk to factors such as currency shortages (which 

affect the ability to remit profits) and sudden devaluations or financial crises that 

affect the ability of investors to plan for and meet financial commitments. Country 

risk is an indicator of the degree of political, economic and social stability of a 

country. The higher the risk assessment for a country, the less attractive it is for 

investors. Country risk assessments are provided by a number of institutions. 

Country ratings (on a scale of 0-100; the higher the number, the lower the risk) 

prepared by the PRS (Political Risk Services) Group/International Country Risk 

Guide, a country risk assessment company based in the United States, are used to 

measure country risk. In choosing this variable, country rankings from Euromoney 

and country risks from Coface, an export credit insurance company in France, were 

also examined. 
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• The world market share in exports of natural resource. To proxy for the 

availability of resources for extractive FDI.  

• The world market share of imports of parts and components for automobiles and 

electronic products. To capture participation in the leading TNC integrated 

production systems.  

• The world market share of exports of services. To seize the importance of FDI in 

the services sector that accounts for some two thirds of world FDI.  

• The share of world FDI inward stock. A broad indicator of the attractiveness and 

absorptive capacity for FDI, and the investment climate. 

In this thesis, regressions between these 12 variables -as independent variables- and 

“The Inward FDI Performance Index” -as dependent variable-, which is evaluated by 

UNCTAD and used to compare host country FDI performances, are computed.  

Since, UNCTAD WIR-02 FDI, Performance Index is explained; 

The Inward FDI Performance Index ranks countries by the FDI they receive relative 

to their economic size, calculated as the ratio of a country’s share in global FDI 

inflows to its share in global GDP. A value of country greater than one indicates that 

the country receives more FDI than its relative economic size. They may have 

exceptionally welcoming regulatory regimes, be very well managed in 

macroeconomic terms, or have efficient and low-cost business environments. They 

may offer other competitive attractions: good growth prospects, ample and 

economical skilled labor, natural resources, good R&D capabilities, advanced 

infrastructure, efficient financial support or well-developed supplier clusters. Or they 

may have privileged access or a favourable location for exporting to large markets, 

or serves as entrepôt bases or tax havens, and so on. On the other hand, countries 

with index values below one may suffer from instability, poor policy design and 

implementation or competitive weaknesses in their economies. The index thus 

captures the influence on FDI of factors other than market size, assuming that, other 

things being equal, size is the “base line” for attracting investment. These other 

factors are diverse, ranging from the business climate,  economic and political 

stability, the presence of natural resources, infrastructure, skills and technologies, to 

opportunities for participating in privatization or the effectiveness of FDI promotion.  
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The ranks show large variations over time because the numerator (FDI shares) and 

the denominator (GDP shares) can shift significantly from one year to the next. The 

variations can be particularly large for economies with tiny global GDP shares, 

where a few large investments (for example M&As, privatization or resource-

extraction) can change the ranking significantly. It is thus important to bear in mind 

that in such cases strong inward FDI performance may be a temporary phenomenon. 

Given the nature of the variables used, of course, such volatility is to be expected. If 

a different denominator, like population, were used, the ranks would be much more 

stable but this would not capture the attractiveness of an economy to FDI as well. 

Table 2.4 shows FDI Performance Index by region, 

Table 2.4: FDI Performance Index by Region 

 

Source: UNCTAD-05 
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Also UNCTAD-WIR-02 explains methodology and the data of potential index; 

Methodology of “The UNCTAD Inward FDI Performance Index” 

The UNCTAD Inward FDI Performance Index is formulated as follows: 

 
 

 

where, 

INDi = The Inward FDI Performance Index of the ith country 

FDIi = FDI inflows in the ith country 

FDIw = World FDI inflows 

GDPi = GDP in the ith country 

GDPw = World GDP. 

As in the case of the Inward FDI Index of WIR-01, three-year averages of FDI 

inflows and GDP are used for calculating this Index. The use of FDI flow data has 

certain problems. In addition to imperfect reporting and non-inclusion of certain 

items in FDI data by some countries problems arise on account of the growing 

importance of M&As as a mode of FDI entry. M&As not only exacerbate the 

lumpiness of FDI inflows, but may also distort the relationship between FDI inflows 

as reported in balance-of-payments (or financial) terms and the real resource flows 

expected to accompany them. Nevertheless, data on FDI inflows are the best 

practical means for building the Index: reliable FDI stock data (i.e. that are not 

simply aggregations of flow data) are available for fewer countries, especially 

developing countries, than flow data. Moreover, they do not show the current value 

of stocks, which may be misleading if inflows took place some years earlier. 

 

 

FDIi / FDIw 
INDi  =  

GDPi / GDPw 
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2.5 Investing in Turkey 

In this section, FDI performance and current investment environment of Turkey are 

examined.   

Turkey is the largest economy in Eastern Europe, the Balkans, the Black Sea basin 

and the Middle East. It is the European Union’s sixth biggest trading partner and the 

world’s 7th largest emerging economy. 

To have an idea about Turkey and its potential, Table 2.5 shows some important 

indicators of Turkey. In Appendix, Table A.1, it can be seen enlarged indicator table.  

Table 2.5: General Indicators of Turkey 
General indicators    

  1990 1995 2001 2002 2003 

Population 56.2 
million 

61.7 
million 

68.5 
million 

69.6 
million 

70.7 
million 

Gross national income ($) 127.3 
billion 

170.0 
billion 

166.1 
billion 

174.5 
billion 

197.8 
billion 

GNI per capita ($) 2,270.00 2,750.00 2,420.00 2,510.00 2,800.00 
Adult literacy rate (% of people ages 15 and 
over) .. .. .. .. 88.3 

Total fertility rate (births per woman) 3 2.8 2.5 2.5 2.4 

Life expectancy at birth (years) 65.7 67.1 68.2 68.7 68.6 

Aid (% of GNI) 0.8 0.2 0.1 0.2 0.1 

External debt (% of GNI) 32.5 43.1 78.9 72 61.1 

Investment (% of GDP) 24.3 25.5 16.8 21.3 22.8 

Inflation (wholesale prices %) .. .. 88.6 30.8 13.9 

Inflation (customer prices %) .. .. 68.5 29.7 18.4 

Trade (% of GDP) 30.9 44.2 65 59.9 58.6 

Source: World Development Indicators Database, 2005 

As an effect of stabilization programme after 2001 and starting negotiations of EU 

membership process, in recent years, Turkey has been improving and developing in 

many cases. For example inflation as a major indicator of economy; it has kept 

decreasing. Also, GDP growth rate has stability. But considering foreign and 

domestic investment, Turkey has many economical, political and social problems to 

solve.  

Yet foreign direct investment (FDI) flows into Turkey have rarely reached $1 billion 

in any one year - a fraction the level of FDI attracted to countries of comparable size 

and development like Argentina and Mexico and only one-quarter the level of FDI 

attracted into Poland.( Loewendahl and Loewendahl, 2001) 
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When Turkey is compared to the neighboring countries, Central Europe can be seen 

as an emerging location for FDI. Turkey, as a recipient country has been lagging 

behind, compared to her potential. Despite its strong potential, Turkey has not 

benefited very much from increased FDI flows brought on by globalization. From 

1995 to 2000, FDI inflows to Turkey averaged about 750 million $ net per year 

equivalent to about 0.4% of GDP. This percentage places Turkey 81st out of 91 

developing and transition countries, where on average the annual inward FDI ratio to 

GDP is about 2 percent. Turkey's annual net FDI flows have stagnated at the levels 

of the late 1980s, while worldwide FDI increased by a factor of 12 during the 1990s, 

thanks in large part to globalization. 

A recent study by UNCTAD named "Inward FDI Index" captures the ability of 

countries to attract FDI after taking their size and competitiveness into account. The 

index is the ratio of three ratios; showing each country's share in world FDI relative 

to its shares in GDP, employment and exports. According to this index, Turkey 

receives less FDI than the countries of relative economic size and "under 

performance" in terms of attracting FDI (OECD, 2001). 

Table 2.6 shows “UNCTAD Inward FDI Performance Index” which is the ratio of a 

country's share in global FDI flows to its share in global GDP. This index -also the 

dependent variable of my model- as a measure of FDI receiving performance, 

indicates that Turkey’s performance is too low, considering market size, GDP and 

GDP growth rates and its potential as a developing country. In Table 2.7, “UNCTAD 

Inward FDI Potential Index” which is an unweighted average of the scores of twelve 

normalized economic and social variables (As it is mentioned in previous section, 

these variables will be independent variables of model of thesis) can be used for 

having an idea about a county’s FDI absorbing potential. UNCTAD’s “Matrix of 

inward FDI performance and potential” is useful to compare the rankings of 

countries based on the indices. This matrix calls Turkey’s position “under performer” 

which can be seen Figure 2.5. 
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Table 2.6:  UNCTAD Inward FDI Performance Index  

Inward FDI Performance Index 
    Value 

Rank Economy 1988-1990 1993-1995 1999-2001 
107 Kyrgyztan … 3.937 0.321 
108 Russian Federation … 0.368 0.314 
109 Italy 0.566 0.34 0.297 
110 Egypt 2.788 1.807 0.286 
111 Sri Lanka 0.512 1.19 0.271 
112 Turkey 0.505 0.435 0.268 
113 Greece 1.267 0.949 0.258 
114 Guinea 0.622 0.035 0.223 
115 Botswana 1.931 -1.682 0.222 
116 Pakistan 0.495 0.88 0.2 
117 Sierra Leone 0.975 -0.454 0.193 

Source: UNCTAD 

 

Table 2.7:  UNCTAD Inward FDI Potential Index 

Inward FDI Potential Index 
    Score 0-1 

Rank Economy 1988-1990 1993-1995 1999-2001 
81 Algeria 0.154 0.161 0.166 
82 Bolivia 0.106 0.167 0.163 
83 Kazakhstan … 0.165 0.161 
84 India 0.120 0.163 0.160 
85 Ukranie … 0.201 0.159 
86 Turkey 0.135 0.187 0.159 
87 Gambia 0.135 0.160 0.158 
88 Yemen 0.060 0.178 0.156 
89 Nigeria 0.128 0.160 0.151 
90 Syrian Arab Republic 0.117 0.188 0.151 
91 Romania … 0.170 0.149 

 Source: UNCTAD 
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Figure 2.5:  Matrix of Inward FDI Performance and Potential, 2003 

Source: UNCTAD 

Levent Bosut’s study on Turkey's private equity market (PDF Corporate Finance, 

2003) indicates same point;  

Young and dynamic population, qualified workforce and improving consumer habits 

point out Turkey as a country of opportunities; however the absence of capital 

prevents Turkey from realising its huge growth potential.  

The most important bottlenecks for Turkey in the previous years were the lack of 

capital and the high interest rates. The government's inability to realise the structural 

reforms and decrease the state budget deficit has led to a high borrowing 

requirement. Due to the political instability and lack of confidence, the government 

was borrowing short-term and at high interest rates.  

In this environment, domestic capital ignored capital investments and invested in 

high interest government bonds or transferred their capital to international markets. 

Foreign capital did not raise much interest and the FDI in Turkey remained below 

$1bn for a long period. When compared with the other emerging markets and similar 

countries, the FDI levels in Turkey were much lower than the amount deserved. For 

instance, in Hungary, where the population is 15 per cent and the GDP is 23 per cent 

of Turkey, the foreign investment amount was about 2.5 times that of Turkey's. 
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FDI/GDP ratio is only 0.2 in Turkey. Moreover, if we compare Turkey with other 

European, Asian and Middle Eastern countries in terms of "FDI/Size of Economy", 

Turkey performs better only than Pakistan and Syria (Bosut, 2003). Figure 2.6, 2.7, 

2.8 give clear idea about Turkey’s FDI performance. 

  

Figure 2.6:  FDI/GDP International Comparisons 

Source: YASED (2005) 

In Figure 2.6, EU 8 indicates; The Czech Republic, Estonia, Hungary, Latvia, 

Lithuania, Poland, the Slovak Republic, Slovenia 
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Figure 2.7:  Turkey’s Share in World Exports, Imports and FDI Inflows (%) 

Source: UNCTAD 2002b and 2002c 

Asim Erkilek’s study (a comparative analysis of inward and outward FDI in Turkey, 

2003) briefly shows Turkey’s globalization, the current situation of FDI performance 

of Turkey and the reasons of bad performance of attracting FDI. 

Compared to many developing countries that have attracted and benefited from 

significant inflows of FDI, Turkey is conspicuous as a country that has not done so. 

What are the reasons for this? What needs to change for Turkey to attract and benefit 

from significant inflows of FDI? Does Turkey really want inward FDI or has it been 

seeking inward FDI out of desperation and under foreign pressure? What are 

Turkey’s prospects in becoming an attractive and successful FDI host country? 

Before 1980, Turkey had essentially a closed economy based on import substituting 

industrialization behind tariff and non-tariff barriers. Since 1980, Turkey’s 

globalization has been impressive but one sided. The economy has become much 

more open to international trade. The customs union with the European Union (EU) 

has reinforced openness to trade since 1996. But Turkey’s integration with the world 

economy through FDI has lagged relative to other developing countries. 
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Figure 2.8:  FDI Inflows as a Percentage of Gross Domestic Products, 1970-1999 

Source: UNCTAD-02 

 



 

  49

Turkey’s failure to attract FDI has both economic and non-economic causes. 

Economic causes include high transactions costs of entry and operation for foreign 

investors (due to excessive bureaucracy and red tape, and widespread corruption), 

chronic high inflation, increasing economic instability, inward orientation until 1980, 

lack of protection of intellectual property rights, lack of inflation accounting and 

internationally acceptable accounting standards, failure of privatization, insufficient 

legal structure and inadequate infrastructure (especially energy). 

Non-economic causes include chronic political instability, internal conflicts 

(terrorism), historical animosity towards foreign economic presence (dating back to 

the Capitulations during the Ottoman Empire), fear of foreign political domination 

within the civilian and the military bureaucracy, lack of FDI promotion (indicating 

an unwillingness or reluctance to attract FDI), and the structure of Turkish business 

(family-owned and controlled and closed to foreign takeovers).  

Since 1980, Turkey has become increasingly open to international trade. In 2001, 

exports and imports accounted for 21% and 27% of the GDP, respectively, up from 

4% and 11%, respectively, in 1980. It has not yet; however, taken full advantage of 

globalization in terms of inward FDI. Turkey’s preference for foreign trade has 

deprived the country of the full benefits of globalization. 

Besides failing to become a major emerging market for international portfolio 

investors, Turkey has failed spectacularly in attracting FDI. Turkey’s failure to 

attract FDI reflects the general mismanagement of the economy over decades, as well 

as the reluctance to admit and promote FDI. Chronic and ratcheting inflation and 

increasingly erratic and low economic growth, the main symptoms of perpetual 

crisis, were caused by the mismanagement of the economy. 

Chronic high inflation, economic and political instability, widespread corruption, a 

weak and unpredictable legal system have acted as major deterrents of FDI. The 

progressive liberalization of the FDI regime since 1980 has not neutralized these 

powerful disincentives. Failure of privatization, inadequate protection of intellectual 

property rights such as patents, trademarks and copyrights as well as the lack of 

inflation accounting have been other obstacles to inward FDI. 

Turkey’s ambivalence, if not hostility, towards FDI and reluctance to promote it can 

be traced to the Capitulations that permitted foreign governments to exercise 
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extraterritorial jurisdiction over their nationals living in the Ottoman Empire. 

Abolished by the Treaty of Lausanne in 1923, Capitulations have been regarded 

since the founding of the Turkish Republic in 1923 as humiliating derogations from 

national sovereignty. The fear of economic domination and control is still deeply 

embedded in the collective conscience of the Turkish civilian and military elite. 

Therefore, it comes not as a surprise that there has been no official promotion of 

inward FDI in Turkey. Without an investment promotion agency (IPA) of its own, 

not surprisingly Turkey was not a member of the World Association of Investment 

Promotion Agencies (WAIPA) until 2002. On WAIPA’s website 

(http://www.waipa.org), Turkish membership is identified as “Invest in Turkey”. 

When you click on “Invest in Turkey”, however, you go to the website of the Turkish 

Treasury. There is no “Invest in Turkey” yet.  

One major expected but disappointing catalyst for Turkey’s realization of its 

potential as an FDI host has been its increasingly close relations with the EU. The 

recognition of its candidacy by the EU’s Helsinki Summit in December 1999 raised 

unrealistic expectations, which have not been sustained by the less clear outcome of 

the December 2002 Copenhagen Summit. Because Turkey has lacked 

macroeconomic and political stability and because it has been cool if not hostile to 

foreign investors, there has been no upsurge in inward FDI either from the EU or 

elsewhere since the customs union with the EU went into effect in 1996 (Erkilek, 

2003). 

Melek Us, Director-General of Foreign Investment Department of Turkey, takes a 

picture of Turkey’s performance on attracting FDI. 

A number of studies were carried out on Turkish - foreign investors to find out why 

Turkey under performs in terms of attracting FDI and Administrative Barriers to 

Investments in the form of cumbersome, unclear, time-consuming procedures were 

found to be major causes  

Turkey’s major strengths 

In these efforts to attract foreign investment, Turkey both has some advantages and 

disadvantages. The main strengths of Turkey can be summarized as: 

• unique geographical location creating diverse market opportunities 
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• population of 70 million whose consumption patterns are improving 

• qualified, efficient, young, educated and cost competitive work force 

• a dynamic and globally integrated economy with an improved business 

environment 

• a well-developed telecommunications and transportation infrastructure 

• the existance of prominent transnational companies in the world 

• But, the low levels of FDI in Turkey can be attributed to several disadvantages 

like; 

• political and economic instability 

• high inflation and real interest rates 

• delays in the privatization program 

• existance of an unrecorded economy 

• frequently changing legislation 

• lack of competition and efficiency in the economy 

Reforms are underway 

Turkey is now ambitiously adopting an economic programme for the transition to a 

stronger economy. The main features of this economic program include stern 

measures to: 

• continue fighting inflation under the floating exchange rate system in a 

determined manner 

• carry out the extensive restructuring of the banking sector 

• ambitious structural reform agenda 

• strengthening the balance of public finances to prevent deterioration in the future 

• implement an incomes policy based on social consensus 

• reforms to raise competition and effectiveness in the economy 

Making improvements in the business environment is not a matter of pleasing 

foreign investors; it is a matter of raising the level of competitiveness in Turkey and 
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raising incomes of Turkish workers, citizens over the long term. Attracting FDI is 

only a means to an end. Turkey as a whole suffers from these barriers and 

disincentives to invest, which hurts the competitiveness of Turkish producers. In 

order to raise incomes in Turkey, the economy will have to compete in an ever-more 

competitive world economy. 

It is known that the old order of economic protection in which countries could get 

away with bad administrative environments does not exist any more. We also realize 

that, if certain changes will not be made, both Turkish and foreign owned companies 

will be in trouble producing even for the domestic market - through increased 

competition from inputs - and will not be able to compete in export markets. (Us, 

2001) 

2.5.1 Opportunities for International Investors (Incentives in Turkey) 

Turkey has been restructuring its economy since 1980 along the lines of a more 

liberal economic policy. In this context more emphasis is being placed on private 

sector especially in productive sectors of economy and the role of State is limited to 

infrastructure development and provision of public services. The target of this new 

economic policy is to diminish the unemployment, to realize the technology 

transfers, to privatize State Economic Enterprises, to overcome the deficit in the 

balance of payments and especially to increase the integration of the economy with 

the world economy and to attract more foreign capital to the Country. 

Investment incentives 

Certain incentives are available for investments for which Investment 

Encouragement Certificates are obtained from the Undersecretariat of Treasury.  

Related Government Decree explicitly states that those incentives have the objectives 

of encouraging exports and high technology and increasing competitiveness of the 

investments. 

 The Foreign Investment Department (FID) of the Treasury grants incentives for 

projects where foreign investment is involved. There is presently an YTL 200,000 

and YTL 400,000 (minimum) investment requirements depending on the field and 

region where investment is made. 
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The main incentives are: 

 Investment allowance, which is a deduction from taxable income, is 40% of 

certain eligible capital investment expenditures (such as expenditures on machinery 

and equipment). Unused investment allowance due to lack of taxable income may be 

carried forward to the future years until it is totally deducted from taxable income. 

Investment allowance to be carried forward can be also indexed to eliminate the 

inflationary effect on the amount of unused and carried forward allowances. 

 100% customs duty exemption is available on the imported machinery and 

equipment. 

 Under the VAT Code, importation of machinery and equipment under an 

investment certificate is not subject to VAT, as well as local purchases of machinery 

and equipment. 

For the investment allowance, due to recent changes in regulations, there is no 

requirement to obtain an Investment Encouragement Certificate. Also, entitlement to 

the investment allowance are now not conditioned on that the investment is made in 

certain regions. 

Creating new employment 

New businesses initiated in certain distressed regions are granted certain tax 

incentives provided that such new business is demonstrated to generate at least 30 

new employments. Incentives available are, generally: (i) up to 100% of withholding 

tax obligations of the employer on salaries are given as a waiver from the tax office 

(ii) up to 100% of social security contribution obligations of the employer is assumed 

by the Turkish Treasury. These incentives are available until 31 December 2008. 

Nevertheless, the period during which the incentives to be enjoyed may not be less 

than 5 years for the new investments to be completed until 31 December 2007. 

Provision of free land is another incentive for investments in those distressed regions 

as well as 20% relief for the electricity costs incurred on running business in those 

regions in certain sectors. 
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2.5.2 Turkish Economy - Fiscal and Monetary Policy 

Turkey is being faced with the public sector financing problem in last decades. As 

the State Economic Enterprises (SEE) has vital importance in the economy, 

governments had to spend much in this sector. Beside that, payments for huge 

infrastructure investments and the smaller ratio of the government revenues to GDP 

has caused to larger public sector borrowing. The foreign and domestic borrowing of 

government had an increasing tendency. In relation with that high inflation had been 

aroused. There is also a big portion of revenues, which is untaxed because they are 

not a part of registered, and from recorded activities. 

In order to deal with those problems, the efforts have been given to diminish the 

public finance deficit resulting from SEE. The privatization for some of them is now 

on the stage. Government has also issued new taxation measures especially for 

untaxed revenues, and measures aimed at preventing money laundering. 

2.5.3 Attitudes Towards Foreign Investment 

Exchange Controls 

Import of Turkish currency and foreign exchange is free. Export of the Turkish 

currency is subject to the conditions set forth by the Treasury communiqué. Resident 

and non-resident persons can freely transfer foreign exchange from Turkey through 

banks. 

Business Regulations 

In principle, all fields of business, which are open to the Turkish private sector, are 

also open to foreign participation investments. Any business, factory, trade, tourism, 

or industrial establishment, either Turkish or foreign, must notify the respective local 

administration and tax authorities prior to commencing its activities. Recently, anti-

trust regulations have also started to play a role to provide a fair competition. The 

regulations on intellectual property rights have also been revised to increase 

protection of such rights. 

Foreign Direct Investments Law provides the comfort that foreign investors cannot 

be discriminated. 
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2.5.4 Local Banking System and Sources of Finance for Commerce and 

Industry 

Central Bank of Turkey 

The Central Bank issues money, serves as source of refinancing, clearing and 

collection to other financial institutions and as bank of the government. The Central 

bank is independent of the government. It employs various measures to influence 

monetary conditions, including discount rate policy, minimum reserve requirements 

and open-market interventions. 

Banking Institutions 

Commercial and Saving banks, which account for the largest portion of the business 

volume, are active in most types of banking operations. They grant short-term loans 

and credit lines, medium and long-term loans, underwrite, issue, and trade in 

securities for customers and on their own account. They are also allowed to own 

shares and participation in other industries. Development and Investment Banks 

serve to finance the big investments and infrastructure constructions. Specialized 

banks provide services in special forms in their area of interest such as mining, 

dwelling constructions, etc. 

The Banking law has also established a special institution called as Institution on the 

Regulating and Supervision of Banking (BDDK) which has vast authorities to 

regulate and supervise the banking industry and to implement the measures to secure 

the savings and efficient operation of the banking system (www.kpmg.com.tr). 

An initiative has been launched in Turkey in 2004 to introduce an international 

perspective to the activities carried out within the scope of improving the investment 

environment. An Investment Advisory Council comprised of the top-level executives 

of 20 multinational companies, who have decision making power in identifying the 

location investments and the Council made its inaugural meeting on 15 March 2004, 

chaired by the Prime Minister R. Tayyip Erdoğan. The aim of the Council is to build 

a platform for exchange of ideas between top policy-makers and investors about 

steps to be taken in order to increase the competitive power of Turkey in the world 

economy, through the evaluation of studies conducted to improve the investment 

environment in Turkey by foreign investors who are members of the Council. At the 
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end of the meeting in which a total of 20 Chairmen or CEOs from 11 countries and 

10 different sectors participated, the priority issues requiring attention were 

announced with an Outcomes Declaration. 

In the Declaration, the following priorities on which attention should be focused 

were identified: 

 Removal of red tape and bureaucracy, with a focus on streamlining procedures at 

the sectoral level 

 Improvement of the implementation of laws and dispute resolution mechanisms 

Development of a corporate taxation regime (particularly issues related to double-

taxation agreements) and incentive structure (especially R&D) comparable to those 

of competitor countries 

 Harmonization of standards and regulations with those of the EU 

 Improvements in the efficiency of customs, particularly import procedures and 

licensing 

 To improve its export potential and to use its human skills, develop a program to 

build the research and development base of the country 

 Create an investment promotion agency, to examine and service the needs of 

existing investors and draw new companies to Turkey 

 Improve the country’s infrastructure, such as telecommunications, power and 

transportation 

 Invest further in education and training 

 Secure the availability of land for investment 

 Protection of intellectual property rights 

 Acceleration of the privatization program 

 Develop a program to strengthen the role of SMEs in the overall supply chain of 

the economy (www.treasury.gov.tr). 
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3. CASE STUDY: COMPARISON OF FDI ATTRACTIVENESS 

3.1 The Aim of the Study 

As a case study FDI attractiveness of Turkey and thirty-one European countries 

which are European Union member states, other developed European, acceding, 

candidate and potential candidate countries are compared. In order to do this 

comparison, determinants which probably can affect FDI decisions in that country 

for multinational enterprises are specified by using the data that UNCTAD have 

published.   

In this thesis, as having been explained in the previous section, objective and 

quantitative data of 140 economies, including 13 variables, which are taken from 

UNCTAD statistical database, (12 are serving as independent and 1 is serving as 

dependent variable) is used to conduct multiple regression analysis.  

Hair et al. (1998) explain multivariate regression analysis as; “Multiple regression 

analysis is a statistical technique that can be used to analyze the relations between a 

single dependent (criterion) variable and several independent (predictor) variables. 

The objective of multiple regression analysis is to use the independent variables 

whose values are known to predict the single dependent value selected by the 

researcher. Each independent variable is weighted by the regression analysis 

procedure to ensure maximal prediction from the set of independent variables. The 

weights denote the relative contribution of the independent variables to the overall 

prediction and facilitate interpretation as to the influence of each variable in making 

the prediction, although correlation among the independent variables complicates the 

interpretative process. The set of weighted independent variables forms the 

regression variate, a linear combination of the independent variables that best 

predicts the dependent variable.” 

In the model, the relation between the UNCTAD inward FDI performance index, 

which is the dependent variable, and 12 independent variables is examined. The raw 

data of 140 countries with independent variables and the UNCTAD inward FDI 
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performance index, whose methodology is explained in the previous section. 

Because of performance index ranks countries by the FDI they receive relative to 

their economic size, the ranking computed by regression analysis of countries is 

expected to be relative to their economic size.  

The data of twelve independent variables construct “the UNCTAD inward FDI 

potential index”. It is explained in UNCTAD-2002 world investment report; “The 

Inward FDI Potential Index is the average of the scores on twelve variables (apart 

from market size) for each country. The score for each variable is derived as follows: 

the value of a variable for a country is taken, and subtracted from it is the lowest 

value for that variable among the countries; the result is then divided by the 

difference between the highest and lowest values of that variable among the 

countries. The country with the lowest value is given a score of zero and the country 

with the highest value, a score of one.”  Mathematically it is expressed as: 

 

 

where; 

Vi= the value of a variable for the country i 

Vmin= the lowest value of variable among the countries 

Vmax= the highest value of variable among the countries 

Twelve variables which have been used in the UNCTAD inward FDI potential index 

2001-2003, were gathered in specific time spans. The value of “rate of GDP growth 

over the previous 10 years” is the average of GDP’s occurred between 1993 and 

2003. “GDP per capita”, “the share of exports in GDP”, “telecoms infrastructure”, 

“commercial energy use per capita”, “the share of R&D expenditures in gross 

national income”,  “exports of natural resources as a percentage of the world total”, 

“imports of parts and components of electronics and automobiles as a percentage of 

the world total”, “exports in services as a percentage of the world total”, and “inward 

FDI stock as a percentage of the world total” are averages of the values occurred 

between 2001 and 2003. “The share of tertiary students in the population” is the 

value of 2002 and “country risk” is measured in December 2003. Raw data and 

  Vi — Vmin 
Score =  

Vmax — Vmin
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scores for the variables included in the UNCTAD Inward FDI Potential index, 2001-

2003 can be seen in Appendix, Table A.2. 

The question that has to be answered here concerns the choice of what may appear to 

be a limited set of explanatory variables. One reason for choosing this set can be 

found in the UNCTAD’s argument (WIR-2002) that some variables are difficult to 

benchmark across large numbers of countries. Moreover, limiting the set of 

explanatory variables may be necessary to avoid multicollinearity. Multicollinearity 

is an expression of the relationship between two and more independent variables. It 

occurs when any single independent variable is highly correlated with another 

independent variable(s). Another reason for using a limited set of explanatory 

variables is that the effect of one variable on FDI may encompass the effects of other 

variables that are excluded from the list. For example, the GDP growth rate may also 

indicate productivity and profitability.  

The values that are taken from UNCTAD inward FDI performance index 2001-2003, 

which countries have values with respect to their FDI attracting performance, as the 

dependent variable of the model.  

The Performance index is for three-year periods to offset annual fluctuations in the 

data. The indices cover 140 economies for as much of the period as the data permit, 

however, some economies in transition could not be ranked in the early years for lack 

of data or because they did not exist as separate countries. The indices exclude tax 

havens, which for tax rather than productive reasons tend to have massive FDI 

inflows in relation to their economic size. 

The reason for having the UNCTAD inward FDI performance index of years 2001-

2003 as the dependent variable and variables that are used to construct the UNCTAD 

inward FDI potential index as years of 2001-2003 as independent variables, is to 

search relation between data which occurred in same time span.  

3.2 Application  

In this thesis, different ranking methods that measure countries according to their 

potential to attract FDI are not intended to provide a perfect model of FDI location 

decisions but, modestly, provide useful data to policy-makers and researchers on 

relative performance.  
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3.2.1 Regression Model 

Regression model is used to prove the idea of, which is also assumed and predicted 

that, there is positive significant relationship between the UNCTAD inward FDI 

performance index 2001-2003 and variables that construct the UNCTAD inward FDI 

potential index 2001-2003.  

“SPSS for windows” is the statistical software which is used to help constructing 

calculations. Table 3.1 shows variables and abbreviations that used in SPSS.  

Table 3.1:  Variables and Abbreviations in SPSS 

    Type Abbreviation in SPSS 
The UNCTAD Inward FDI Performance Index Dependent perf.ind. 01-03 

Real GDP growth Independent GDP growth 

GDP per Capita Independent GDP 

Exports as a percentage of GDP Independent total exports 

Telecoms infrastructure Independent telecoms infrastructure 

The share of R&D expenditures in gross national income Independent R&D 

Commercial energy use per capita Independent energy use 
Students in tertiary education a percentage of total 
population Independent student 

Country risk Independent country risk 

The world market share in exports of natural resources Independent export of nat. res. 
The world market share of imports of parts/accessories of  
electronics and automobiles Independent import elect. and oto. 

The world market share of exports of services Independent export service 

V
ar

ia
bl

es
 

The share of world inward FDI stock Independent FDI stock 

 

Before conducting regression analysis, the raw data has to be prepared. Firstly, omits 

of missing values needs to be filled. Hair et al. (1998) discuss the impact of missing 

data; “the impact of missing data is detrimental not only through it potential “hidden” 

biases of the results but also in its practical impact on the sample size available for 

analysis. For example, if remedies for missing data are not applied, any observation 

with missing data on any of the variables will be excluded from the analysis. In many 

multivariate analyses, particularly survey research applications, missing data may 

eliminate so many observations that what was an adequate sample is reduced to an 

inadequate sample. In such situations, the researcher must either gather additional 

observations or find a remedy for the missing data in the original sample. Although 

finding a remedy for missing data is the most particular solution.”  
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One of those remedies is deleting variable. Variable of the share of R&D 

expenditures in gross national income is deleted because of its high missing value 

level with 56 out of 140.  

Another remedy for missing data is “Regression Imputation”. In this method, 

regression analysis is used to predict the missing values of a variable based on its 

relationship to other variables in the data set.  

Total exports, country risk, imports of part/accessories of electronics and 

automobiles, export of services are the variables which has missing values that are 

replaced with regression means. 

Variables with missing data and the method to deal with missing data can be seen in 

Table 3.2  

Table 3.2:  Variables with Missing Data 

Variables with missing data 
 

Missing Value  
out of 140 Case Variable 

Count Percent 

Remedy for Missing 
Data Regression Mean 

The share of R&D expenditures in gross national 
income  56 40% Delete Variable - 

Exports as a percentage of GDP 2 1.4% 
Regression 
Imputation 0.1880584405797 

Country risk 8 5.7% 
Regression 
Imputation 0.6339738333333 

The world market share of imports of 
parts/accessories of electronics and automobiles 11 7.9% 

Regression 
Imputation 0.04734992151008 

The world market share of exports of services 2 1.4% 
Regression 
Imputation 0.04013115924275 

 

Firstly it always better to look at correlation coefficients between variables. Hair et 

al. (1998) explains it; “Correlation coefficient indicates strength of the association 

between any two metric variables. The sign (+ or -) indicates the direction of the 

relationship. The value can range from -1 to +1, with +1 indicating a perfect positive 

relationship, 0 indicates no relationship and -1 indicating a perfect negative or 

reverse relationship.” 

The correlation between variables can be seen in Appendix, Table A.3. Correlation 

between performance index and total exports and country risk can be seen as more 

than other variables.  

The correlation between the average number of telephone lines per 1,000 inhabitants 

and the average number of mobile telephones per 1,000 inhabitants is high as .900 as 
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can easily be predicted. To avoid potential multicollinearity occurrence, they need to 

be combined as one single variable. Factor analysis was used to compute one factor 

(telecoms infrastructure) that represents both two variables.  

Results of regression analysis can be seen in Table 3.3 and Table 3.4. The aim of 

regression is to calculate a regression equation which shows the connection between 

dependent and independent variables.  

Table 3.3:  Model Summary (b) 

Change Statistics 

Model 

  

R 

  

R Square 

  

Adjusted R 

Square 

  

Std. Error of 

the Estimate 

  
R Square 

Change F Change df1 df2 

Sig. F 

Change 

1 .383(a) .147 .141 2.368199 .147 23.741 1 138 .000

(a) Predictors: (Constant), total exports 

(b) Dependent Variable: perf.ind .01-03 

Table 3.4:  the Coefficients of the Regression Model (a) 

Unstandardized 

Coefficients 

Standardized 

Coefficients T Sig. Correlations 

Collinearity 

Statistics 

Model 

 

 

 B 

Std. 

Error Beta   Zero-order Partial Part Tolerance VIF 

1 (Constant) .457 .343  1.332 .185      

 total 

exports 
7.224 1.483 .383 4.872 .000 .383 .383 .383 1.000 1.000 

(a) Dependent Variable: perf.ind .01-03 

Observations from the results of regression can be explained as follows; 

• The regression were computed to test the idea of “there is positive significant 

relationship between the UNCTAD inward FDI performance index 2001-2003 and 

variables that construct the UNCTAD inward FDI potential index 2001-2003”. This 

is partly accepted. Regression shows there is one independent variable that has a 

significant relationship with dependent variable.   

• The formula that derived from regression is:  

perf. ind. 01-03(0.147)= 0.457 + 7.224*total exports 
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• Performance index is 14.7% explained by exports as a percentage of GDP. Other 

85.3% is explained by other eleven variables but none of them has power to raise 

value of “R square”.  

• According to the regression model when countries order in respect to their 

“exports as a percentage of GDP” values, their rank shows FDI receiving ability 

(capacity) relative to country’s economic size.   

• According to the regression model, having seen only variable of “exports as a 

percentage of GDP” which can be defined as “ability of export”, captures 

competitiveness and openness which can be seen as the key factors of attracting FDI. 

Explaining FDI attractiveness with competitiveness as an indicator of strong ability 

of export, requires examining countries as developing and developed.  

Having suitable climate for production is a strong evidence of competitiveness. A 

consequence of globalization; as an indicator of international business division, 

shifting of dirty and labor intensive technologies and industries to the developing 

countries which can offer low production costs (mainly low labor and raw material 

costs), is the answer of the question that how developing countries can export and 

attract FDI.  

On the other hand, for developed countries where the capital intensive and high value 

added investments mostly exist, competitiveness means high level of production and 

marketing know-how.  

On the web page of wikipedia (http://en.wikipedia.org) openness is defined as 

“another important factor of understanding ability of export. An open economy is an 

economy in which people, including businesses, can trade in goods and services with 

other people and businesses in the international community at large.”   

Customs regime, export and import quota, license system, low bureaucratic barriers, 

strong and independent market structure and proximity to markets are defined as the 

essentials of openness.  

• If European Countries including Turkey are selected to have a ranking between 

them, Ireland, Belgium Luxemburg and Malta have the best; Albania, Greece and 

United Kingdom have the worst values relative to country’s economic size. Turkey 
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has the 26th rank out of 32 among the European Countries in respect to regression 

model as can be seen in table 3.5. 

Table 3.5:  Regression Model Result 

  Value Rank 
Austria  2.246 12 

Belgium and Luxembourg 3.599 2 

Cyprus  2.235 13 

Czech Republic  2.641 7 

Denmark  1.926 18 

Estonia  3.407 4 

Finland  1.716 20 

France  1.284 28 

Germany  1.612 22 

Greece  1.077 31 

Hungary  2.725 6 

Ireland  3.656 1 

Italy  1.28 29 

Latvia  1.97 15 

Lithuania  2.252 11 

Malta  3.441 3 

Netherlands  2.635 8 

Poland  1.443 24 

Portugal  1.423 25 

Slovakia  3.078 5 

Slovenia  2.433 9 

Spain  1.35 27 

Sweden  1.944 16 

European Union 
Member 

United Kingdom  1.255 30 

Iceland  1.707 21 

Norway  1.865 19 
Other Developed 

European 
Switzerland  1.936 17 

Bulgaria  2.286 10 Acceding 
Romania  1.594 23 

Croatia  2.054 14 Candidate 
Turkey  1.372 26 

Potential Candidate 
Albania  0.999 32 

 

3.2.2 MCDM Model 

Regression model shows only one independent variable which explains only %14.7 

of the dependent variable and doesn’t show other eleven independent variables 

whose effects on FDI location decisions are argued and proved in numerous papers 

by many researchers. Because of this, it is needed to conduct another analysis 

method including all twelve variables.  
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An MCDM (Multi Criteria Decision Making) application were conducted depend on 

expert opinion. MCDM is making decisions in the presence of multiple conflicting 

criteria. Alternatives are evaluated with respect to these multiple criteria and their 

values are aggregated in order to compute global scores.  

Determinant of telecoms infrastructure is the average of telephone lines per 1,000 

inhabitants, and mobile phones per 1,000 inhabitants. Two missing value of R&D on 

Malta and Albania are replaced with R&D regression means. 

Simple Additive Weighting (SAW), which is one of the most simple and widely used 

MCDM techniques. In SAW, the global score is computed by multiplying a criterion 

importance weight by the score of the alternative with respect to the criterion. 

Twelve expert (academicians from Istanbul Technical University, Yildiz Technical 

University and Universidade do Minho of Portugal) opinions were gathered based on 

giving their subjective view that reflects importance of the variables (criterion), 

which are thought to be important to attract FDI, to establish the weights of same 

variables which are used to construct UNCTAD potential index. Weights were 

computed by dividing average of opinions of every criterion by sum of averages. 

This process makes the sum of weights of criterions equal one. After determining the 

weights of variables, each weight was multiplied by the score of country’s 

normalized performance value.  Sums of the multiplied numbers show country global 

scores (MCDM Value). Variable weights and countries’ variable wise and global 

values can be seen in the Table 3.6.  
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Table 3.6:  Variable Weights and Country Values 

  Variable weights and country values  

  GDP growth GDP 
total 

exports 
telecoms 

infrastructure energy R&D student 
country 

risk 
export 
ons. 

import 
elect. 
oto. 

export 
serv. 

FDI 
stock 

MCDM  
Value 

Country 0.102 0.087 0.076 0.085 0.083 0.072 0.076 0.118 0.058 0.07 0.074 0.098 Total:1 

Austria  0.389 0.624 0.248 0.72 0.17 0.418 0.403 0.918 0.052 0.062 0.154 0.033 0.379 
Belgium and 
Luxembourg 0.412 0.608 0.435 0.871 0.329 0.423 0.503 0.957 0.233 0.148 0.186 0.051 0.454 
Cyprus  0.54 0.31 0.246 0.707 0.147 0.051 0.253 0.873 0.002 0.001 0.012 0.004 0.301 
Czech Republic  0.369 0.17 0.302 0.643 0.183 0.247 0.405 0.769 0.03 0.04 0.024 0.028 0.294 
Denmark  0.408 0.791 0.203 0.857 0.168 0.497 0.536 0.905 0.062 0.029 0.084 0.064 0.414 
Estonia  0.648 0.116 0.408 0.534 0.153 0.128 0.656 0.718 0.005 0.005 0.006 0.004 0.311 
Finland  0.526 0.622 0.174 0.759 0.3 0.692 0.804 0.933 0.044 0.031 0.029 0.026 0.441 

France  0.397 0.59 0.114 0.693 0.203 0.449 0.499 0.773 0.209 0.235 0.498 0.294 0.432 
Germany  0.33 0.591 0.16 0.784 0.192 0.507 0.387 0.833 0.36 0.414 0.406 0.236 0.447 
Greece  0.49 0.298 0.086 0.728 0.119 0.13 0.704 0.715 0.029 0.017 0.043 0.013 0.309 
Hungary  0.514 0.152 0.314 0.552 0.114 0.186 0.509 0.751 0.018 0.051 0.015 0.028 0.295 
Ireland  0.939 0.751 0.443 0.716 0.176 0.23 0.67 0.942 0.012 0.098 0.022 0.131 0.471 
Italy  0.354 0.505 0.114 0.774 0.136 0.22 0.469 0.778 0.128 0.125 0.295 0.105 0.358 
Latvia  0.637 0.086 0.209 0.391 0.078 0.085 0.688 0.778 0.002 0.002 0.004 0.003 0.279 
Lithuania  0.543 0.097 0.249 0.404 0.104 0.129 0.627 0.718 0.019 0.002 0.005 0.003 0.269 
Malta  0.504 0.238 0.413 0.676 0.093 0.269 0.267 0.8 0.002 0.001 0.005 0.003 0.304 

 

 

 

 



 

  67

Table 3.6:  Variable Weights and Country Values (continued) 

  Variable weights and country values  

  GDP growth GDP total exports 
telecoms 

infrastructure energy R&D student country risk export ons. 
import elect. 

oto. 
export 
serv. 

FDI 
stock 

MCDM  
Value 

Country 0.102 0.087 0.076 0.085 0.083 0.072 0.076 0.118 0.058 0.07 0.074 0.098 Total:1 
Netherlands  0.444 0.64 0.301 0.778 0.219 0.382 0.473 0.9 0.245 0.184 0.2 0.263 0.446 
Poland  0.574 0.116 0.137 0.377 0.106 0.126 0.725 0.718 0.056 0.032 0.023 0.036 0.279 
Portugal  0.455 0.286 0.134 0.679 0.114 0.172 0.566 0.778 0.013 0.033 0.032 0.034 0.305 
Slovakia  0.539 0.111 0.363 0.438 0.154 0.125 0.411 0.709 0.021 0.024 0.01 0.007 0.27 
Slovenia  0.534 0.273 0.273 0.683 0.155 0.305 0.741 0.815 0.008 0.008 0.008 0.003 0.346 
Spain  0.488 0.389 0.124 0.7 0.143 0.196 0.654 0.805 0.087 0.205 0.188 0.173 0.374 
Sweden  0.453 0.666 0.206 0.926 0.256 0.864 0.631 0.927 0.07 0.079 0.091 0.09 0.465 

United 
Kingdom  0.446 0.634 0.11 0.783 0.178 0.375 0.558 0.882 0.441 0.335 0.368 0.404 0.48 
Iceland  0.523 0.727 0.173 0.878 0.534 0.601 0.598 0.815 0.006 0.001 0.004 0.001 0.435 
Norway  0.476 1 0.195 0.9 0.265 0.33 0.638 1 0.612 0.021 0.085 0.031 0.486 
Switzerland  0.329 0.895 0.205 0.875 0.171 0.519 0.344 0.982 0.053 0.027 0.125 0.093 0.419 
Bulgaria  0.288 0.047 0.253 0.405 0.11 0.094 0.42 0.651 0.015 0.002 0.006 0.003 0.213 
Romania  0.264 0.049 0.157 0.245 0.076 0.076 0.386 0.636 0.024 0.007 0.005 0.008 0.183 
Croatia  0.539 0.121 0.221 0.519 0.082 0.23 0.394 0.669 0.009 0.003 0.021 0.006 0.262 
Turkey  0.43 0.062 0.127 0.352 0.05 0.135 0.353 0.491 0.023 0.025 0.052 0.018 0.196 
Albania  0.72 0.037 0.075 0.17 0.026 0.269 0.192 0.555 0 0.001 0 0.001 0.199 
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After determining weights, it can seen that “country risk”, “GDP per capita” and 

“inward FDI stock as a percentage of the world total” have the highest weights, 

“export of natural resources as a percentage of the world total”, “imports of parts and 

components of electronics and automobiles as a percentage of the world total” and 

“share of R&D expenditures in gross national income” have the lowest weights. As 

the only significant independent variable that can be seen in the regression model, 

the share of exports in GDP has the 7th rank.  

Sum of multiplying every weight of twelve determinants and country’s performance 

value is called country global score. To compare weighted and unweighted country 

scores, potential index is added to the Table 3.7 where other two models are reported.  

Observations from the results of MCDM method can be explained as; 

• MCDM method gives a model including all twelve variables.  

• In this index Norway, United Kingdom and Ireland have the best scores; 

Romania, Turkey and Albania have the worst scores. Turkey has the 31st rank out of 

32 among the European Countries in respect to MCDM model. 

• Major similarities can be observed between MCDM model, whose determinants 

are weighted, and UNCTAD 2003 potential index which includes only European 

countries like other models do. As it is explained before UNCTAD potential index is 

constructed the unweighted average of the values on twelve variables for each 

country. In both two analysis, acceding, candidate and potential candidate countries 

have lowest scores and ranks beside EU members and other developed countries 

have highest ones. This provides the theory that developed countries attract more 

FDI than developing countries.    
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Table 3.7:  European Countries Including Turkey are Ranked by Their FDI 
Attraction Indexes 

Comparison of different FDI attraction indexes 

Regression 
Model 

MCDM 
Model 

UNCTAD 
Potential  

Index 01-03 
  Value Rank Value Rank Value Rank 

Austria 2.246 12 0.379 13 0.349 13 
Belgium and Luxembourg 3.599 2 0.454 5 0.43 5 
Cyprus 2.235 13 0.301 21 0.262 23 
Czech Republic 2.641 7 0.294 23 0.268 21 
Denmark 1.926 18 0.414 12 0.384 12 
Estonia 3.407 4 0.311 17 0.282 17 
Finland 1.716 20 0.441 8 0.412 9 
France 1.284 28 0.432 10 0.413 8 
Germany 1.612 22 0.447 6 0.433 4 
Greece 1.077 31 0.309 18 0.281 18 
Hungary 2.725 6 0.295 22 0.267 22 
Ireland 3.656 1 0.471 3 0.427 6 
Italy 1.280 29 0.358 15 0.334 15 
Latvia 1.970 15 0.279 25 0.247 26 
Lithuania 2.252 11 0.269 27 0.242 28 
Malta 3.441 3 0.304 20 0.273 20 
Netherlands 2.635 8 0.446 7 0.419 7 
Poland 1.443 24 0.279 24 0.252 25 
Portugal 1.423 25 0.305 19 0.275 19 
Slovakia 3.078 5 0.270 26 0.243 27 
Slovenia 2.433 9 0.346 16 0.317 16 
Spain 1.350 27 0.374 14 0.346 14 
Sweden 1.944 16 0.465 4 0.438 3 

European 
Union 

Member 

United Kingdom 1.255 30 0.480 2 0.46 2 
Iceland 1.707 21 0.435 9 0.405 10 
Norway 1.865 19 0.486 1 0.463 1 

Other 
Developed 
European Switzerland 1.936 17 0.419 11 0.385 11 

Bulgaria 2.286 10 0.213 29 0.191 29 
Acceding Romania 1.594 23 0.183 32 0.161 32 

Croatia 2.054 14 0.262 28 0.253 24 
Candidate Turkey 1.372 26 0.196 31 0.176 30 

Potential 
Candidate Albania 0.999 32 0.199 30 0.161 31 
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4. CONCLUSION AND FURTHER SUGGESTIONS  

In the thesis, FDI attractiveness of European Countries including Turkey is compared 

by using different techniques. It is expected to help answering some questions and 

give an idea to the researchers and persons who are interested in FDI. Such as, what 

are the important factors to attract FDI? Additionally, which country is more able to 

attract FDI?  

Multiple regression and simple additive weighting (multi criteria decision making) 

methods that based on raw-data provided by UNCTAD, were employed for this 

comparison. Also, UNCTAD Inward FDI Potential Index 2001-2003 is added to 

have better comparison between “weighted” and “unweighted” methods.    

Compared to other European countries that have attracted and benefited from 

significant inflows of FDI, Turkey is conspicuous as a country that has not done so. 

Turkey’s integration with the world economy through inward FDI has lagged relative 

to other developing countries. Table 4.1 briefs the results of this thesis for Turkey. In 

the light of the results, Turkey’s unattractive FDI environment is caused by not being 

competitive and open enough. Also, political and economic instability, which can be 

defined as “country risk”, seems to be one of the major failure reasons of receiving 

FDI.  

Table 4.1:  the Brief Result for Turkey 

Comparison Method Rank out of 32 

Regression Model 26 

MCDM 31 

Potential Index 30 

 

Further suggestions of this thesis for the researchers interested in FDI can be 

expressed as follows; 
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• Regression model of this thesis indicates only one variable explains 14.7 percent 

of FDI flows to countries relative to their economic size. In the following studies 

which probably be extension or continuance, to raise the ratio of explanation of 

dependent variable with more independent variable, following Moosa and Cardak 

(2005), dependent variables can be chosen as independent from the contribution of 

the country to world GDP.   

• Set of alternatives can be expanded or more specified like developed or 

developing countries. Turkey’s EU accession process and struggling to catch up with 

EU countries are considered to decide set of alternatives.  

• More criterions can be employed in the future studies. In this thesis, to establish 

viability and reliability, the quantitative data were chosen from one source.  

• AHP (Analytical Hierarchy Process) can be used as another MCDM technique to 

determine criterion weights. The advantage of AHP is to provide pairwise 

comparison between criterions in hierarchical manner.  
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APPENDIXES 

TABLE A.1 Enlarged indicator table of Turkey 

  Turkey Data Profile  

  2000 2003 
People 

Population, total  67.4 million 70.7 million 
Population growth (annual %)  1.7 1.5 
Life expectancy (years)  68 68.6 
Fertility rate (births per woman)  2.6 2.4 
Infant mortality rate (per 1,000 live births)  38 33 
Under 5 mortality rate (per 1,000 children)  45 39 
Child immunization, measles (% of under 12 mos)  86 75 
Literacy rate, adult male (% of males ages 15 and above)  .. 95.7 
Literacy rate, adult female (% of females ages 15 and above)  .. 81.1 
Primary completion rate, total (% age group)  .. 95.3 
Primary completion rate, female (% age group)  .. 87.8 

Environment  

Surface area (sq. km)  774.8 thousand 
774.8 

thousand 
Forests (1,000 sq. km)  102.3 thousand .. 
Deforestation (avearge annual % 1990-2000)  -0.2 .. 
Internal freshwater resources per capita (cubic meters)  .. 3,210.20 
CO2 emissions (metric tons per capita)  3.3 .. 
Energy use per capita (kg of oil equivalent)  1,149.30 .. 
Electricity use per capita (kWh)  1,422.00 .. 

Economy  
GNI, Atlas method (current US$)  201.2 billion 197.8 billion 
GNI per capita, Atlas method (current US$)  2,980.00 2,800.00 
GDP (current $)  199.3 billion 240.4 billion 
GDP growth (annual %)  7.4 5.8 
GDP implicit price deflator (annual % growth)  49.9 22.5 
Value added in agriculture (% of GDP)  15.4 13.4 
Value added in industry (% of GDP)  25.3 21.9 
Value added in services (% of GDP)  59.4 64.7 
Exports of goods and services (% of GDP)  24 27.7 
Imports of goods and services (% of GDP)  31.5 31 
Gross capital formation (% of GDP)  24.5 22.8 

Technology and infrastructure  
Fixed lines and mobile telephones (per 1,000 people)  528.8 661.9 
Telephone average cost of local call (US$ per three minutes)  0.1 0.1 
Personal computers (per 1,000 people)  38.3 .. 
Internet users (per 1,000 people)  30.6 84.9 
Paved roads (% of total)  35.3 .. 

Aircraft departures  114.0 thousand 
103.6 

thousand 
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  Turkey Data Profile (continued) 

  2000 2003 
Trade and finance  

Trade in goods as a share of GDP (%)  41.3 48.2 
Trade in goods as a share of goods GDP (%)  84.9 105.3 
High-technology exports (% of manufactured exports)  4.9 2.1 
Net barter terms of trade (1995=100)  100 .. 
Foreign direct investment, net inflows in reporting country 
(current US$)  982.0 million 

1.6 
billion 

Present value of debt (current US$)  114.6 billion 
153.0 
billion 

Total debt service (% of exports of goods and services)  35.4 38.5 

Short-term debt outstanding (current US$)  28.9 billion 
23.0 

billion 
Aid per capita (current US$)  4.9 2.3 

Source: World Development Indicators Database, 2005 
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TABLE A.2: Raw data and scores for the variables included in the UNCTAD Inward FDI Potential index, 2001-2003

 Real GDP growth GDP per capita Total exports Telephone mainlines Mobile phones Energy use R&D expenditures
Students in tertiary 

education Country risk
Exports of natural 

resources

Imports of 
parts/accessories of 

electronics and 
automobiles Exports of services Inward FDI stock

Average 1993-2003 Average 2001-2003 2002
As of December 

2003 Average 2001-2003

Economy (%) Score 0-1 (Dollars) Score 0-1
(As a % 
of GDP) Score 0-1

(per 1 000 
inhabitants) Score 0-1

(per 1 000 
inhabitants) Score 0-1 Per capita Score 0-1

(As a % 
of GDP) Score 0-1

(As a % of 
total 

population) Score 0-1

Composit
e risk 
rating Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

Albania 6.1 0.720  1 641.1 0.037   19.3 0.075 72.8 0.098 253.8 0.242 568.6 0.026 .. ..   1.33 0.192 66.0 0.555   0.00 0.000   0.01 0.001   0.003 0.000 0.013 0.001
Algeria 3.2 0.472  1 872.6 0.042   37.3 0.168 63.7 0.085 20.5 0.019 964.5 0.044 .. ..   2.18 0.316 65.8 0.551   2.85 0.306   0.05 0.003   0.058 0.003 0.083 0.005
Angola 6.7 0.770   651.9 0.013   86.3 0.422 6.2 0.008 7.9 0.007 663.1 0.030 .. ..   0.09 0.007 54.5 0.345   0.91 0.098 .. ..   0.018 0.001 0.178 0.010
Argentina 0.5 0.244  4 433.0 0.102   18.3 0.070 221.3 0.297 185.1 0.176 1632.7 0.074 0.4 0.083   5.15 0.756 64.3 0.524   0.73 0.079   0.23 0.014   0.295 0.016 0.823 0.043
Armenia 6.8 0.774   792.6 0.017   29.4 0.127 143.6 0.193 18.6 0.017 655.4 0.030 0.2 0.047   2.60 0.379 62.3 0.487   0.01 0.001   0.00 0.000   0.011 0.000 0.013 0.001
Australia 3.8 0.525  22 228.3 0.521   19.6 0.077 540.6 0.726 644.5 0.616 5678.8 0.259 1.5 0.311   5.19 0.762 81.8 0.842   3.63 0.390   0.80 0.048   1.257 0.069 2.057 0.106
Austria 2.2 0.389  26 602.2 0.624   52.6 0.248 486.9 0.654 822.9 0.787 3738.4 0.170 2.1 0.418   2.76 0.403 86.0 0.918   0.49 0.052   1.02 0.062   2.809 0.154 0.630 0.033
Azerbaijan 4.9 0.614   771.0 0.016   42.4 0.195 112.0 0.150 108.8 0.103 1441.5 0.066 0.3 0.064   1.47 0.212 68.5 0.600   0.29 0.031   0.01 0.000   0.022 0.001 0.086 0.005
Bahamas 2.8 0.440  14 269.5 0.334   53.6 0.253 407.5 0.547 318.1 0.304 230.3 0.010 .. ..   2.19 0.319 78.8 0.787   0.01 0.001   0.01 0.001   0.181 0.010 0.026 0.002
Bahrain 3.6 0.508  12 187.2 0.285   80.2 0.390 266.0 0.357 561.4 0.536 9530.0 0.434 .. ..   2.74 0.400 79.8 0.805   0.70 0.076   0.03 0.002   0.066 0.003 0.091 0.005
Bangladesh 5.1 0.630   390.5 0.007   13.1 0.043 5.0 0.006 7.4 0.006 150.3 0.007 .. ..   0.65 0.091 62.0 0.482   0.00 0.000   0.02 0.001   0.048 0.003 0.038 0.003
Belarus 3.8 0.518  1 493.4 0.033   65.6 0.315 299.4 0.402 57.9 0.055 2458.8 0.112 0.7 0.137   4.93 0.723 65.5 0.545   0.25 0.027   0.03 0.002   0.078 0.004 0.024 0.002
Belgium and Luxembou 2.5 0.412  25 933.4 0.608   88.8 0.435 644.1 0.865 918.3 0.878 7211.7 0.329 2.1 0.423   3.43 0.503 88.2 0.957   2.17 0.233   2.44 0.148   3.379 0.186 0.974 0.051
Benin 5.2 0.641   373.7 0.007   20.5 0.081 9.2 0.012 28.3 0.026 331.1 0.015 .. ..   0.27 0.034 .. ..   0.00 0.000   0.00 0.000   0.016 0.001 0.003 0.001
Bolivia 3.2 0.473   906.8 0.019   21.9 0.089 67.8 0.091 117.0 0.111 536.9 0.024 0.3 0.057   3.59 0.526 68.3 0.596   0.09 0.009   0.01 0.000   0.019 0.001 0.092 0.005
Botswana 5.7 0.683  3 239.0 0.074   50.7 0.238 82.3 0.110 242.1 0.231 183.7 0.008 .. ..   0.52 0.071 80.0 0.809   0.02 0.002   0.01 0.001   0.022 0.001 0.017 0.001
Brazil 2.3 0.394  2 703.9 0.062   15.3 0.054 221.3 0.297 210.5 0.201 1089.1 0.050 1.0 0.209   1.77 0.257 67.3 0.578   1.16 0.124   0.87 0.053   0.427 0.023 1.702 0.088
Brunei Darussalam 1.7 0.341  12 453.2 0.291 .. .. 257.1 0.345 400.6 0.383 6107.0 0.278 .. ..   1.26 0.182 88.3 0.960   0.29 0.031   0.01 0.000   0.012 0.001 0.083 0.005
Bulgaria 1.0 0.288  2 077.5 0.047   53.7 0.253 369.2 0.496 330.2 0.315 2403.2 0.110 0.5 0.094   2.88 0.420 71.3 0.651   0.14 0.015   0.04 0.002   0.103 0.006 0.055 0.003
Burkina Faso 4.4 0.571   254.2 0.004   10.1 0.028 5.2 0.007 10.0 0.009 4.5 0.000 0.2 0.033   0.13 0.014 57.3 0.396   0.00 0.000   0.00 0.000   0.008 0.000 0.000 0.001
Cameroon 4.3 0.564   688.5 0.014   26.6 0.113 6.9 0.009 43.0 0.040 418.8 0.019 .. ..   0.53 0.072 63.0 0.500   0.14 0.016   0.01 0.000   0.053 0.003 0.015 0.001
Canada 3.7 0.515  24 306.5 0.570   41.2 0.189 639.4 0.858 381.0 0.364 8037.1 0.366 2.0 0.394   3.85 0.564 85.5 0.909   6.69 0.719   5.63 0.341   2.388 0.131 3.410 0.176
Chile 4.4 0.573  4 356.9 0.100   34.9 0.156 225.8 0.303 427.3 0.408 1573.8 0.072 0.5 0.107   3.31 0.484 77.0 0.755   1.09 0.117   0.09 0.005   0.230 0.013 0.669 0.035
China 8.6 0.923   989.6 0.021   30.0 0.131 171.1 0.230 162.0 0.154 919.1 0.042 1.1 0.221   0.95 0.134 77.3 0.760   2.04 0.219   6.35 0.385   0.729 0.040 3.102 0.160
Colombia 1.7 0.343  1 837.7 0.041   20.2 0.080 177.0 0.237 107.9 0.102 651.3 0.030 0.1 0.028   2.27 0.331 61.3 0.469   0.63 0.068   0.09 0.005   0.187 0.010 0.256 0.014
Congo 2.4 0.406   884.8 0.019   75.2 0.364 5.2 0.007 69.9 0.066 259.9 0.012 .. ..   0.39 0.051 59.3 0.433   0.32 0.034 - ..   0.012 0.001 0.031 0.002
Congo, Dem. Rep. of -2.4 0.000   101.8 0.000   11.1 0.033 0.2 0.000 10.8 0.010 299.4 0.014 .. ..   0.13 0.013 49.0 0.245   0.02 0.003 .. ..   0.026 0.001 0.012 0.001
Costa Rica 4.4 0.577  4 125.6 0.095   43.6 0.201 240.1 0.322 93.3 0.089 879.3 0.040 0.4 0.077   1.89 0.274 72.3 0.669   0.01 0.001   0.07 0.004   0.075 0.004 0.053 0.003
Cote d'Ivoire 2.4 0.405   715.4 0.015   42.3 0.194 17.6 0.023 61.3 0.058 404.4 0.018 .. ..   0.60 0.084 55.5 0.364   0.08 0.008   0.01 0.001   0.071 0.004 0.041 0.003
Croatia 4.0 0.539  5 220.5 0.121   47.5 0.221 412.2 0.553 506.6 0.484 1804.3 0.082 1.1 0.230   2.70 0.394 72.3 0.669   0.09 0.009   0.05 0.003   0.379 0.021 0.104 0.006
Cyprus 4.0 0.540  13 253.0 0.310   52.3 0.246 630.2 0.846 594.8 0.568 3217.8 0.147 0.3 0.051   1.75 0.253 83.5 0.873   0.02 0.002   0.02 0.001   0.229 0.012 0.075 0.004
Czech Republic 2.0 0.369  7 321.7 0.170   63.2 0.302 366.8 0.492 831.0 0.795 4023.2 0.183 1.2 0.247   2.77 0.405 77.8 0.769   0.28 0.030   0.67 0.040   0.436 0.024 0.532 0.028
Denmark 2.5 0.408  33 714.1 0.791   44.1 0.203 693.2 0.931 818.6 0.783 3681.6 0.168 2.5 0.497   3.66 0.536 85.3 0.905   0.57 0.062   0.48 0.029   1.532 0.084 1.237 0.064
Dominican Republic 6.1 0.715  2 977.6 0.068   33.0 0.146 112.0 0.150 208.2 0.198 934.3 0.043 .. ..   3.37 0.493 58.8 0.424   0.02 0.002   0.04 0.002   0.139 0.008 0.102 0.006
Ecuador 1.8 0.355  1 920.9 0.043   24.0 0.100 112.1 0.150 125.5 0.119 691.0 0.031 0.1 0.014   2.01 0.292 62.0 0.482   0.30 0.032   0.04 0.002   0.067 0.004 0.140 0.008
Egypt 4.7 0.599  1 261.9 0.028   17.6 0.066 113.7 0.153 64.8 0.061 759.5 0.035 0.2 0.038   3.78 0.553 66.0 0.555   0.30 0.032   0.10 0.006   0.709 0.039 0.277 0.015
El Salvador 3.2 0.473  2 201.6 0.050   26.3 0.111 106.8 0.143 149.4 0.142 667.7 0.030 0.0 0.000   1.74 0.252 70.3 0.633   0.01 0.002   0.02 0.001   0.041 0.002 0.038 0.003
Estonia 5.3 0.648  5 029.3 0.116   83.7 0.408 348.6 0.468 627.6 0.600 3356.7 0.153 0.6 0.128   4.47 0.656 75.0 0.718   0.04 0.005   0.08 0.005   0.111 0.006 0.067 0.004
Ethiopia 4.7 0.599   85.3 0.000   17.8 0.068 5.3 0.007 0.9 0.000 294.5 0.013 .. ..   0.21 0.025 59.0 0.427   0.00 0.000   0.01 0.001   0.036 0.002 0.023 0.002
Finland 3.9 0.526  26 527.9 0.622   38.4 0.174 518.5 0.696 860.3 0.823 6586.1 0.300 3.4 0.692   5.47 0.804 86.8 0.933   0.41 0.044   0.50 0.031   0.535 0.029 0.499 0.026
France 2.3 0.397  25 184.2 0.590   26.9 0.114 569.5 0.765 649.4 0.621 4447.8 0.203 2.2 0.449   3.41 0.499 78.0 0.773   1.94 0.209   3.88 0.235   9.048 0.498 5.710 0.294
Gabon 2.0 0.374  3 641.1 0.084   64.9 0.311 27.6 0.037 214.6 0.205 1215.6 0.055 .. ..   0.62 0.085 65.3 0.542   0.28 0.030   0.00 0.000   0.036 0.002 -0.003 0.000
Gambia 3.6 0.508   254.1 0.004   52.8 0.248 27.1 0.036 57.0 0.054 39.5 0.002 .. ..   0.09 0.008 67.3 0.578   0.00 0.000   0.00 0.000   0.009 0.000 0.004 0.001
Georgia 4.7 0.599   761.7 0.016   28.4 0.122 126.3 0.169 89.8 0.085 513.7 0.023 0.2 0.048   3.37 0.493 .. ..   0.02 0.002   0.00 0.000   0.023 0.001 0.011 0.001
Germany 1.5 0.330  25 230.1 0.591   35.7 0.160 647.4 0.869 731.6 0.699 4222.9 0.192 2.5 0.507   2.65 0.387 81.3 0.833   3.35 0.360   6.83 0.414   7.383 0.406 4.579 0.236
Ghana 4.3 0.564   302.9 0.005   43.3 0.199 12.6 0.017 21.9 0.020 408.0 0.019 .. ..   0.34 0.045 62.3 0.487   0.04 0.004 .. ..   0.011 0.000 0.024 0.002
Greece 3.4 0.490  12 749.8 0.298   21.3 0.086 491.5 0.660 833.1 0.797 2601.3 0.119 0.6 0.130   4.79 0.704 74.8 0.715   0.27 0.029   0.28 0.017   0.778 0.043 0.245 0.013
Guatemala 3.7 0.510  1 923.7 0.043   17.4 0.065 67.6 0.091 114.8 0.109 623.1 0.028 .. ..   0.95 0.136 67.5 0.582   0.03 0.003   0.03 0.002   0.047 0.002 0.059 0.004
Guinea 4.1 0.546   370.7 0.007   24.3 0.101 3.4 0.004 11.2 0.010 8.3 0.000 .. ..   0.11 0.010 59.8 0.442   0.04 0.004   0.00 0.000   0.017 0.001 0.004 0.001
Guyana 2.6 0.424   994.6 0.021   90.9 0.446 91.7 0.123 92.9 0.088 77.4 0.003 .. ..   0.65 0.090 62.5 0.491   0.01 0.001   0.00 0.000   0.011 0.000 0.012 0.001
Haiti 0.7 0.260   359.9 0.006   14.5 0.051 14.1 0.019 22.1 0.020 254.7 0.012 .. ..   0.10 0.010 52.3 0.305   0.00 0.000 .. ..   0.008 0.000 0.003 0.001
Honduras 2.7 0.433   964.3 0.021   39.1 0.178 47.8 0.064 42.6 0.040 486.3 0.022 0.1 0.009   1.47 0.212 59.3 0.433   0.01 0.001   0.00 0.000   0.019 0.001 0.027 0.002
Hong Kong, China 3.0 0.457  23 706.9 0.556   153.5 0.769 567.7 0.762 960.2 0.918 2384.2 0.109 0.5 0.110   1.99 0.290 81.8 0.842   0.40 0.043   5.92 0.359   2.525 0.139 5.443 0.280
Hungary 3.7 0.514  6 537.3 0.152   65.4 0.314 361.7 0.485 647.6 0.619 2503.8 0.114 0.9 0.186   3.47 0.509 76.8 0.751   0.17 0.018   0.85 0.051   0.280 0.015 0.536 0.028
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TABLE A.2: Raw data and scores for the variables included in the UNCTAD Inward FDI Potential index, 2001-2003 (CONTINUED)

 Real GDP growth GDP per capita Total exports Telephone mainlines Mobile phones Energy use R&D expenditures
Students in tertiary 

education Country risk
Exports of natural 

resources

Imports of 
parts/accessories of 

electronics and 
automobiles Exports of services Inward FDI stock

Average 1993-2003 Average 2001-2003 2002
As of December 

2003 Average 2001-2003

Economy (%) Score 0-1 (Dollars) Score 0-1
(As a % 
of GDP) Score 0-1

(per 1 000 
inhabitants) Score 0-1

(per 1 000 
inhabitants) Score 0-1 Per capita Score 0-1

(As a % 
of GDP) Score 0-1

(As a % of 
total 

population) Score 0-1

Composit
e risk 
rating Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

Iceland 3.8 0.523  31 007.6 0.727   38.2 0.173 658.9 0.885 912.1 0.872 11721.3 0.534 3.0 0.601   4.08 0.598 80.3 0.815   0.06 0.006   0.01 0.001   0.069 0.004 0.013 0.001
India 5.9 0.700   501.5 0.010   14.6 0.051 41.2 0.055 14.4 0.013 509.9 0.023 0.8 0.170   1.02 0.145 69.5 0.618   0.59 0.063   0.39 0.024   0.572 0.031 0.367 0.019
Indonesia 2.0 0.374   810.3 0.017   35.8 0.161 36.8 0.049 57.9 0.055 714.9 0.033 .. ..   1.50 0.216 60.8 0.460   2.43 0.261   0.26 0.016   0.300 0.016 0.156 0.009
Iran, Islamic Rep. of 3.7 0.515  1 924.0 0.043   27.0 0.115 191.7 0.257 38.9 0.036 1965.9 0.090 .. ..   2.54 0.370 70.5 0.636   3.37 0.362   0.53 0.032   0.065 0.003 0.044 0.003
Ireland 8.7 0.939  32 038.7 0.751   90.3 0.443 492.8 0.662 805.5 0.770 3856.6 0.176 1.1 0.230   4.56 0.670 87.3 0.942   0.11 0.012   1.62 0.098   0.403 0.022 2.536 0.131
Israel 3.5 0.500  17 998.1 0.421   35.2 0.158 463.8 0.623 940.6 0.899 3237.2 0.148 4.9 1.000   4.82 0.708 73.0 0.682   0.07 0.007   0.24 0.015   0.568 0.031 0.397 0.021
Italy 1.8 0.354  21 550.3 0.505   26.8 0.114 478.7 0.643 946.5 0.905 2987.3 0.136 1.1 0.220   3.21 0.469 78.3 0.778   1.19 0.128   2.06 0.125   5.365 0.295 2.035 0.105
Jamaica 0.6 0.248  2 972.5 0.068   40.8 0.187 181.0 0.243 389.5 0.372 1517.6 0.069 .. ..   1.75 0.253 67.8 0.587   0.10 0.011   0.02 0.001   0.121 0.007 0.065 0.004
Japan 1.2 0.300  32 623.7 0.765   11.1 0.033 535.4 0.719 634.4 0.606 4078.5 0.186 3.1 0.619   3.12 0.456 87.0 0.936   1.03 0.111   3.77 0.229   5.286 0.291 1.045 0.054
Jordan 3.8 0.518  1 783.6 0.040   44.9 0.208 123.0 0.165 212.6 0.203 1038.4 0.047 .. ..   3.18 0.465 71.0 0.645   0.05 0.006   0.06 0.003   0.169 0.009 0.037 0.003
Kazakhstan 2.8 0.441  1 663.8 0.037   49.6 0.232 125.4 0.168 50.2 0.047 2914.0 0.133 0.3 0.063   4.05 0.594 73.8 0.696   1.11 0.119   0.04 0.002   0.091 0.005 0.220 0.012
Kenya 1.9 0.358   392.6 0.007   25.8 0.109 10.4 0.014 36.9 0.035 502.7 0.023 .. ..   0.31 0.041 66.0 0.555   0.07 0.008   0.01 0.001   0.128 0.007 0.016 0.001
Korea, Republic of 4.9 0.617  10 097.0 0.235   42.3 0.194 504.2 0.677 667.0 0.638 4142.8 0.189 2.5 0.506   6.79 1.000 81.3 0.833   1.28 0.137   1.68 0.102   1.196 0.066 0.634 0.033
Kuwait 1.8 0.356  14 037.8 0.328   56.4 0.267 203.2 0.273 494.3 0.472 9388.7 0.428 0.2 0.033   1.65 0.239 86.0 0.918   2.04 0.220   0.06 0.003   0.151 0.008 0.006 0.001
Kyrgyzstan 2.8 0.440   330.8 0.006   38.1 0.173 77.1 0.103 14.1 0.013 485.1 0.022 0.2 0.034   3.96 0.580 .. ..   0.01 0.001   0.00 0.000   0.007 0.000 0.007 0.001
Latvia 5.2 0.637  3 747.4 0.086   45.2 0.209 297.8 0.400 399.7 0.382 1722.7 0.078 0.4 0.085   4.69 0.688 78.3 0.778   0.02 0.002   0.03 0.002   0.079 0.004 0.040 0.003
Lebanon 2.8 0.439  5 054.2 0.117   13.9 0.047 192.8 0.259 227.9 0.217 1205.6 0.055 .. ..   4.15 0.609 55.5 0.364   0.01 0.001   0.03 0.002 .. 0.024 0.002
Libyan Arab Jamahiriya 1.9 0.361  4 091.8 0.094   41.8 0.192 127.0 0.170 14.8 0.013 3474.6 0.158 .. ..   6.80 1.000 75.3 0.724   1.62 0.175 - ..   0.014 0.001 0.007 0.001
Lithuania 4.1 0.543  4 190.9 0.097   52.8 0.249 274.1 0.368 460.5 0.440 2278.7 0.104 0.6 0.129   4.27 0.627 75.0 0.718   0.18 0.019   0.04 0.002   0.089 0.005 0.056 0.003
Madagascar 2.5 0.417   282.7 0.005   21.9 0.088 3.7 0.005 12.4 0.011 8.0 0.000 0.1 0.023   0.19 0.023 60.0 0.445   0.00 0.000   0.00 0.000   0.018 0.001 0.007 0.001
Malawi 3.0 0.453   155.8 0.002   25.3 0.107 6.8 0.009 8.8 0.008 6.1 0.000 .. ..   0.04 0.000 54.8 0.351   0.00 0.000   0.00 0.000   0.004 0.000 0.005 0.001
Malaysia 4.7 0.595  3 981.7 0.092   115.4 0.572 189.7 0.255 377.2 0.360 2117.4 0.096 0.6 0.118   2.37 0.345 77.0 0.755   1.36 0.146   4.04 0.245   0.464 0.025 0.539 0.028
Mali 5.8 0.693   260.2 0.004   32.1 0.142 5.1 0.007 10.8 0.009 3.4 0.000 .. ..   0.23 0.028 58.5 0.418   0.00 0.000   0.00 0.000   0.010 0.000 0.007 0.001
Malta 3.6 0.504  10 210.5 0.238   84.6 0.413 524.7 0.704 678.3 0.648 2042.7 0.093 .. ..   1.84 0.267 79.5 0.800   0.02 0.002   0.02 0.001   0.092 0.005 0.039 0.003
Mexico 3.2 0.469  6 074.9 0.141   27.9 0.120 147.2 0.197 254.1 0.242 1542.4 0.070 0.4 0.076   2.11 0.307 70.5 0.636   2.34 0.251   4.28 0.259   1.010 0.055 2.209 0.114
Moldova, Republic of -1.8 0.048   400.4 0.007   52.5 0.247 175.2 0.235 86.7 0.082 703.4 0.032 0.9 0.175   2.69 0.393 64.5 0.527   0.00 0.000   0.00 0.000   0.013 0.001 0.010 0.001
Mongolia 0.6 0.256   435.0 0.008   64.5 0.309 53.6 0.072 100.0 0.095 78.4 0.004 0.3 0.050   3.84 0.563 63.8 0.515   0.03 0.003   0.00 0.000   0.005 0.000 0.005 0.001
Morocco 3.2 0.470  1 269.3 0.028   28.0 0.120 39.8 0.053 205.4 0.196 358.9 0.016 .. ..   1.11 0.159 75.3 0.724   0.13 0.013   0.05 0.003   0.221 0.012 0.196 0.011
Mozambique 8.1 0.885   198.6 0.003   25.0 0.105 4.8 0.006 15.1 0.014 422.5 0.019 .. ..   0.05 0.002 61.3 0.469   0.06 0.007   0.00 0.000   0.014 0.001 0.024 0.002
Myanmar 9.1 0.973  1 119.4 0.024   4.8 0.000 6.6 0.009 0.9 0.000 258.2 0.012 .. ..   1.15 0.164 59.5 0.436   0.02 0.002 - ..   0.009 0.000 0.061 0.004
Namibia 3.5 0.500  1 808.9 0.041   40.1 0.183 65.1 0.087 83.7 0.079 579.7 0.026 .. ..   0.69 0.097 77.0 0.755   0.02 0.002   0.01 0.001   0.017 0.001 0.015 0.001
Nepal 4.4 0.571   218.8 0.003   19.2 0.075 14.3 0.019 1.3 0.000 354.7 0.016 0.7 0.133   0.49 0.067 .. ..   0.00 0.000   0.01 0.001   0.027 0.001 0.002 0.001
Netherlands 2.9 0.444  27 291.6 0.640   63.0 0.301 617.7 0.829 759.7 0.726 4795.5 0.219 1.9 0.382   3.23 0.473 85.0 0.900   2.28 0.245   3.03 0.184   3.638 0.200 5.105 0.263
New Zealand 3.1 0.461  15 784.0 0.369   33.0 0.146 457.9 0.615 622.9 0.595 4627.5 0.211 1.2 0.234   4.74 0.696 81.0 0.827   0.11 0.012   0.13 0.008   0.312 0.017 0.409 0.022
Nicaragua 4.3 0.567   782.1 0.016   23.6 0.098 33.2 0.044 50.8 0.048 540.8 0.025 0.1 0.015   1.94 0.282 54.3 0.342   0.00 0.000   0.01 0.000   0.006 0.000 0.025 0.002
Niger 3.5 0.495   178.6 0.002   16.1 0.059 1.9 0.002 1.2 0.000 0.6 0.000 .. ..   0.11 0.011 57.3 0.396   0.01 0.001   0.00 0.000   0.005 0.000 0.004 0.001
Nigeria 2.9 0.446   365.6 0.007   33.4 0.148 5.8 0.008 14.1 0.013 714.9 0.033 .. ..   0.77 0.108 57.5 0.400   3.42 0.368   0.02 0.001   0.100 0.005 0.390 0.021
Norway 3.3 0.476  42 607.4 1.000   42.4 0.195 726.8 0.976 861.2 0.823 5815.4 0.265 1.6 0.330   4.35 0.638 90.5 1.000   5.70 0.612   0.34 0.021   1.541 0.085 0.596 0.031
Oman 3.7 0.513  8 204.0 0.191   57.3 0.272 85.9 0.115 174.8 0.167 3986.4 0.182 .. ..   0.80 0.113 81.0 0.827   1.17 0.125   0.09 0.005   0.008 0.000 0.044 0.003
Pakistan 3.3 0.481   457.0 0.009   17.4 0.065 24.8 0.033 10.6 0.009 456.7 0.021 0.2 0.034   0.27 0.034 64.0 0.518   0.03 0.004   0.08 0.005   0.173 0.009 0.088 0.005
Panama 3.7 0.513  3 369.9 0.077   81.1 0.395 124.6 0.167 207.0 0.197 1025.5 0.047 0.4 0.076   3.84 0.563 71.8 0.660   0.01 0.001   0.02 0.001   0.137 0.007 0.110 0.006
Papua New Guinea 0.4 0.236   542.2 0.011   55.5 0.263 11.7 0.015 2.4 0.001 2.1 0.000 .. ..   0.20 0.023 59.3 0.433   0.18 0.019   0.01 0.001   0.027 0.001 0.030 0.002
Paraguay 1.2 0.300  1 064.3 0.023   28.2 0.121 48.2 0.064 263.6 0.251 723.4 0.033 0.1 0.017   2.56 0.373 64.0 0.518   0.00 0.000   0.02 0.001   0.052 0.003 0.014 0.001
Peru 3.4 0.485  2 128.5 0.048   16.8 0.062 70.2 0.094 83.8 0.079 464.1 0.021 0.1 0.020   3.11 0.454 68.3 0.596   0.39 0.042   0.04 0.002   0.103 0.006 0.178 0.010
Philippines 3.9 0.530   975.9 0.021   48.6 0.227 41.7 0.056 205.4 0.196 535.1 0.024 .. ..   3.19 0.467 69.0 0.609   0.12 0.013   3.12 0.189   0.423 0.023 0.165 0.009
Poland 4.4 0.574  4 998.6 0.116   31.1 0.137 306.9 0.412 357.5 0.341 2334.5 0.106 0.6 0.126   4.93 0.725 75.0 0.718   0.52 0.056   0.52 0.032   0.422 0.023 0.693 0.036
Portugal 3.0 0.455  12 232.6 0.286   30.6 0.134 418.8 0.562 831.8 0.795 2497.1 0.114 0.9 0.172   3.86 0.566 78.3 0.778   0.12 0.013   0.54 0.033   0.590 0.032 0.648 0.034
Qatar 9.5 1.000  27 538.0 0.646   57.4 0.272 275.0 0.369 421.4 0.403 21941.4 1.000 .. ..   1.14 0.163 78.5 0.782   1.17 0.125   0.04 0.003 .. 0.041 0.003
Romania 0.7 0.264  2 170.1 0.049   35.2 0.157 192.5 0.258 243.9 0.233 1659.8 0.076 0.4 0.076   2.64 0.386 70.5 0.636   0.22 0.024   0.12 0.007   0.089 0.005 0.135 0.008
Russian Federation 1.4 0.318  2 490.6 0.057   35.6 0.159 234.5 0.315 140.7 0.134 4266.4 0.194 1.2 0.233   5.61 0.824 75.3 0.724   9.30 1.000   0.19 0.012   0.816 0.045 1.028 0.053
Rwanda 7.0 0.789   188.3 0.002   8.0 0.017 2.8 0.003 12.6 0.011 8.9 0.000 .. ..   0.24 0.029 .. ..   0.00 0.000   0.00 0.000   0.005 0.000 0.004 0.001

 /…
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a

TABLE A.2: Raw data and scores for the variables included in the UNCTAD Inward FDI Potential index, 2001-2003 (CONTINUED)

 Real GDP growth GDP per capita Total exports Telephone mainlines Mobile phones Energy use R&D expenditures
Students in tertiary 

education Country risk
Exports of natural 

resources

Imports of 
parts/accessories of 

electronics and 
automobiles Exports of services Inward FDI stock

Average 1993-2003 Average 2001-2003 2002
As of December 

2003 Average 2001-2003

Economy (%) Score 0-1 (Dollars) Score 0-1
(As a % 
of GDP) Score 0-1

(per 1 000 
inhabitants) Score 0-1

(per 1 000 
inhabitants) Score 0-1 Per capita Score 0-1

(As a % 
of GDP) Score 0-1

(As a % of 
total 

population) Score 0-1

Composit
e risk 
rating Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

(As a % 
of world 

total) Score 0-1

Saudi Arabia 2.0 0.372  8 546.0 0.199   42.9 0.198 148.0 0.199 217.2 0.207 5628.1 0.256 .. ..   2.31 0.337 76.5 0.745   8.12 0.872   0.30 0.018   0.353 0.019 0.257 0.014
Senegal 4.9 0.616   495.0 0.010   30.2 0.131 22.9 0.030 47.1 0.044 322.1 0.015 .. ..   0.30 0.038 64.8 0.533   0.03 0.003   0.00 0.000   0.057 0.003 0.013 0.001
Sierra Leone -2.2 0.018   199.8 0.003   13.4 0.045 4.7 0.006 9.4 0.008 7.1 0.000 .. ..   0.19 0.023 51.0 0.282   0.00 0.000   0.00 0.000   0.007 0.000 0.001 0.001
Singapore 5.1 0.629  20 992.6 0.492   198.0 1.000 461.5 0.620 790.7 0.756 5840.5 0.266 2.1 0.417   2.57 0.374 87.5 0.945   1.62 0.174   3.46 0.210   1.517 0.083 1.928 0.100
Slovakia 4.0 0.539  4 787.6 0.111   74.9 0.363 266.1 0.357 542.3 0.518 3372.7 0.154 0.6 0.125   2.82 0.411 74.5 0.709   0.19 0.021   0.40 0.024   0.182 0.010 0.121 0.007
Slovenia 3.9 0.534  11 681.1 0.273   57.6 0.273 438.3 0.588 814.4 0.779 3395.9 0.155 1.5 0.305   5.04 0.741 80.3 0.815   0.08 0.008   0.13 0.008   0.140 0.008 0.053 0.003
South Africa 2.7 0.429  2 725.2 0.062   30.5 0.133 108.5 0.146 303.2 0.289 2471.1 0.113 0.7 0.143   1.45 0.209 70.8 0.642   0.88 0.094   0.25 0.015   0.396 0.022 0.507 0.027
Spain 3.4 0.488  16 644.6 0.389   28.6 0.124 457.9 0.615 822.3 0.786 3144.0 0.143 1.0 0.196   4.46 0.654 79.8 0.805   0.81 0.087   3.38 0.205   3.416 0.188 3.357 0.173
Sri Lanka 4.3 0.566   815.2 0.017   37.2 0.168 46.6 0.062 52.5 0.049 430.3 0.020 0.2 0.036   0.34 0.044 61.8 0.478   0.01 0.001   0.02 0.001   0.056 0.003 0.025 0.002
Sudan 6.0 0.706   409.4 0.008   15.2 0.054 20.6 0.027 9.6 0.008 462.8 0.021 .. ..   0.63 0.088 54.5 0.345   0.17 0.018   0.03 0.002   0.022 0.001 0.042 0.003
Suriname 2.4 0.402  1 857.3 0.042   58.9 0.280 163.7 0.220 247.8 0.236 172.5 0.008 .. ..   1.19 0.170 65.5 0.545   0.04 0.005   0.00 0.000   0.005 0.000 -0.012 0.000
Sweden 3.0 0.453  28 395.6 0.666   44.5 0.206 744.8 1.000 891.6 0.853 5609.9 0.256 4.3 0.864   4.30 0.631 86.5 0.927   0.65 0.070   1.30 0.079   1.664 0.091 1.738 0.090
Switzerland 1.5 0.329  38 134.1 0.895   44.3 0.205 743.6 0.998 787.0 0.752 3762.0 0.171 2.6 0.519   2.37 0.344 89.5 0.982   0.49 0.053   0.45 0.027   2.277 0.125 1.797 0.093
Syrian Arab Rep. 3.1 0.459  1 480.8 0.033   29.0 0.126 116.3 0.156 33.6 0.031 1058.2 0.048 0.2 0.036   1.50 0.217 70.3 0.633   0.62 0.067   0.01 0.001   0.118 0.006 0.147 0.008
Taiwan Province of Chin 4.6 0.587  12 585.4 0.294   54.4 0.257 582.1 0.782 1045.6 1.000  4 251.64 0.194 2.2 0.438   5.51 0.809 83.0 0.864   0.57 0.061   1.02 0.062   0.946 0.052 0.494 0.026
Tajikistan 0.5 0.242   203.3 0.003   63.0 0.301 37.1 0.050 3.2 0.002 498.6 0.023 .. ..   1.55 0.224 .. ..   0.06 0.006 .. ..   0.005 0.000 0.003 0.001
TFYR Macedonia 1.5 0.324  1 933.3 0.043   39.2 0.178 267.4 0.359 143.1 0.136 114.5 0.005 0.3 0.067   2.22 0.323 .. ..   0.02 0.002   0.00 0.000   0.016 0.001 0.013 0.001
Thailand 2.2 0.389  2 049.5 0.046   65.3 0.313 102.9 0.138 259.3 0.247 1286.2 0.059 0.2 0.048   3.52 0.516 76.0 0.736   0.37 0.040   2.06 0.125   0.800 0.044 0.570 0.030
Togo 4.3 0.566   273.3 0.004   33.5 0.149 10.9 0.014 33.0 0.031 324.3 0.015 .. ..   0.29 0.038 58.3 0.415   0.01 0.001   0.00 0.000   0.016 0.001 0.008 0.001
Trinidad and Tobago 4.8 0.609  7 300.1 0.170   54.1 0.255 244.8 0.329 237.5 0.227 6785.6 0.309 0.1 0.020   0.95 0.135 76.8 0.751   0.36 0.039   0.01 0.001   0.042 0.002 0.124 0.007
Tunisia 4.8 0.605  2 255.1 0.051   45.3 0.210 114.8 0.154 94.6 0.090 842.0 0.038 0.5 0.108   2.34 0.340 73.5 0.691   0.10 0.011   0.06 0.004   0.190 0.010 0.199 0.011
Turkey 2.7 0.430  2 715.7 0.062   29.2 0.127 278.0 0.373 345.7 0.330 1092.4 0.050 0.7 0.135   2.42 0.353 62.5 0.491   0.22 0.023   0.42 0.025   0.953 0.052 0.339 0.018
Uganda 6.7 0.768   231.4 0.003   12.6 0.041 2.3 0.003 19.3 0.018 11.9 0.001 0.8 0.155   0.29 0.037 62.3 0.487   0.00 0.000   0.00 0.000   0.003 0.000 0.017 0.001
Ukraine -1.6 0.071   879.7 0.019   57.9 0.275 214.1 0.287 88.0 0.083 2653.7 0.121 1.2 0.238   4.78 0.702 69.0 0.609   0.42 0.045   0.06 0.004   0.276 0.015 0.087 0.005
United Arab Emirates 5.1 0.631  16 095.5 0.377 - .. 311.4 0.418 682.6 0.652 9756.3 0.445 .. ..   1.82 0.263 84.3 0.887   1.94 0.208 .. ..   0.151 0.008 0.045 0.003
United Kingdom 2.9 0.446  27 049.3 0.634   26.1 0.110 592.1 0.795 805.6 0.770 3906.5 0.178 1.9 0.375   3.81 0.558 84.0 0.882   4.10 0.441   5.53 0.335   6.691 0.368 7.846 0.404
United Republic of Tanza 4.5 0.584   268.6 0.004   16.8 0.062 4.4 0.006 19.1 0.017 403.6 0.018 .. ..   0.09 0.007 58.0 0.409   0.01 0.001   0.01 0.001   0.016 0.001 0.061 0.004
United States 3.4 0.489  35 954.1 0.844   9.9 0.026 645.9 0.867 494.0 0.472 8000.4 0.365 2.7 0.546   5.55 0.816 77.0 0.755   3.68 0.396   16.50 1.000   18.174 1.000 19.446 1.000
Uruguay 0.2 0.221  4 130.7 0.095   21.3 0.086 281.3 0.377 173.7 0.165 827.4 0.038 0.2 0.047   2.91 0.424 65.8 0.551   0.01 0.001   0.02 0.001   0.062 0.003 0.027 0.002
Uzbekistan 3.2 0.469   337.4 0.006   38.2 0.173 66.7 0.089 8.3 0.007 2036.9 0.093 .. ..   1.55 0.223 .. ..   0.08 0.008 .. ..   0.027 0.001 0.012 0.001
Venezuela -0.4 0.171  3 926.1 0.090   28.0 0.121 110.9 0.149 263.8 0.252 2273.2 0.104 0.4 0.077   3.88 0.568 58.3 0.415   2.91 0.312   0.07 0.004   0.140 0.008 0.574 0.030
Viet Nam 7.2 0.808   439.4 0.008   57.2 0.271 46.7 0.062 24.2 0.022 501.4 0.023 .. ..   0.99 0.140 69.3 0.615   0.49 0.053   0.01 0.001   0.172 0.009 0.367 0.019
Yemen 5.8 0.687   476.2 0.009   39.6 0.181 25.1 0.033 21.3 0.020 218.4 0.010 .. ..   1.00 0.142 67.0 0.573   0.50 0.054 .. ..   0.023 0.001 0.017 0.001
Zambia 2.0 0.373   349.5 0.006   28.9 0.125 8.1 0.011 15.3 0.014 634.8 0.029 0.0 0.000   0.23 0.028 53.8 0.333   0.09 0.009   0.01 0.000   0.011 0.000 0.037 0.002
Zimbabwe 0.7 0.258   516.8 0.010   30.3 0.132 24.1 0.032 30.4 0.028 775.9 0.035 .. ..   0.47 0.064 35.5 0.000   0.05 0.005   0.01 0.000   0.033 0.002 0.016 0.001

Sources: UNCTAD, based on data from the World Bank and IMF (real GDP growth); UNCTAD (GDP per capita, exports); World Bank, WDI online (telephone mainlines, mobile phones, energy use, R&D expenditures);  UNESCO (students in the tertiary level); the PRS 
Group/International country risk guide (country risk); United Nations Statistics Division, DESA and COMTRADE database (exports of natural resources, imports of parts and accessories of electronics and automobiles and exports in services); UNCTAD FDI database (inward FDI 
a Or latest three-year period available.
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TABLE A.3: Correlations between variables 

   
perf.ind 
.01-03 

GDP 
growth GDP 

total 
exports 

energy 
use student 

counrty 
risk 

export of 
nat. res. 

import elect. 
and oto. 

export 
service 

FDI 
stock 

telecoms 
infrastructure 

Pearson 
Correlation 1 .094 .141 .383(**) .135 .024 .219(**) -.064 .030 .007 .015 .182(*) perf.ind .01-03 

Sig. (2-tailed) . .271 .097 .000 .113 .777 .009 .456 .725 .937 .862 .031 
Pearson 
Correlation .094 1 -.001 .045 .109 -.122 .117 -.099 .022 -.089 -.012 -.046 GDP growth 

Sig. (2-tailed) .271 . .990 .594 .198 .150 .169 .243 .793 .297 .887 .591 
Pearson 
Correlation .141 -.001 1 .222(**) .690(**) .462(**) .735(**) .359(**) .483(**) .601(**) .529(**) .876(**) GDP 

Sig. (2-tailed) .097 .990 . .008 .000 .000 .000 .000 .000 .000 .000 .000 
Pearson 
Correlation .383(**) .045 .222(**) 1 .250(**) .140 .379(**) .014 .120 -.046 .019 .330(**) total exports 

Sig. (2-tailed) .000 .594 .008 . .003 .099 .000 .865 .158 .593 .822 .000 
Pearson 
Correlation .135 .109 .690(**) .250(**) 1 .377(**) .609(**) .386(**) .266(**) .316(**) .276(**) .604(**) energy use 

Sig. (2-tailed) .113 .198 .000 .003 . .000 .000 .000 .002 .000 .001 .000 
Pearson 
Correlation .024 -.122 .462(**) .140 .377(**) 1 .535(**) .298(**) .247(**) .301(**) .284(**) .629(**) student 

Sig. (2-tailed) .777 .150 .000 .099 .000 . .000 .000 .003 .000 .001 .000 
Pearson 
Correlation .219(**) .117 .735(**) .379(**) .609(**) .535(**) 1 .319(**) .321(**) .335(**) .299(**) .788(**) counrty risk 

Sig. (2-tailed) .009 .169 .000 .000 .000 .000 . .000 .000 .000 .000 .000 
Pearson 
Correlation -.064 -.099 .359(**) .014 .386(**) .298(**) .319(**) 1 .381(**) .358(**) .375(**) .256(**) export of nat. res. 

Sig. (2-tailed) .456 .243 .000 .865 .000 .000 .000 . .000 .000 .000 .002 
Pearson 
Correlation .030 .022 .483(**) .120 .266(**) .247(**) .321(**) .381(**) 1 .858(**) .911(**) .392(**) import elect. and 

oto. 
Sig. (2-tailed) .725 .793 .000 .158 .002 .003 .000 .000 . .000 .000 .000 
Pearson 
Correlation .007 -.089 .601(**) -.046 .316(**) .301(**) .335(**) .358(**) .858(**) 1 .919(**) .479(**) export service 

Sig. (2-tailed) .937 .297 .000 .593 .000 .000 .000 .000 .000 . .000 .000 
Pearson 
Correlation .015 -.012 .529(**) .019 .276(**) .284(**) .299(**) .375(**) .911(**) .919(**) 1 .416(**) FDI stock 

Sig. (2-tailed) .862 .887 .000 .822 .001 .001 .000 .000 .000 .000 . .000 
Pearson 
Correlation .182(*) -.046 .876(**) .330(**) .604(**) .629(**) .788(**) .256(**) .392(**) .479(**) .416(**) 1 telecoms 

infrastructure 
Sig. (2-tailed) .031 .591 .000 .000 .000 .000 .000 .002 .000 .000 .000 . 

**  Correlation is significant at the 0.01 level (2-tailed). 
*  Correlation is significant at the 0.05 level (2-tailed).
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