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Abstract 

 

Countries that do not participate in the process of globalisation, or those having inferior or 

inadequate policies compared to developed or other developing countries, run the risk of 

becoming comparatively less competitive in the global economy.  

 

With the goals set out in the United Nations Millennium Declaration and NEPAD initiatives, 

and given the advantages of foreign direct investment (FDI) to developing countries, the aim 

of this study is to evaluate the influences of a number of economic and socio-political 

determinants of a host country in attracting FDI. It also includes an assessment of the 

influences of neighbouring countries on the host country’s FDI attractiveness.  Panel data 

econometric tools are used in the estimation and evaluation of empirical results. Three 

groups, consisting of developed, emerging and African countries are evaluated, with the main 

emphasis on African countries. Results, in general, indicate that an improvement in civil 

liberties and political rights, improved infrastructure, higher growth rates and a higher degree 

of openness of the host country, lead to increases in FDI; higher levels of human capital 

attract FDI to the developed countries but deter FDI in emerging and African countries – 

indicating cheap labour as a determinant of FDI. Oil-endowed countries in Africa’s attract 

more FDI than non-oil endowed countries – emphasising the importance of natural resources 

in Africa.  
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Empirical results of the influences of neighbouring countries on the host country’s FDI show 

that, if civil liberties and political rights of neighbouring countries in the developed and 

emerging country sample worsen, the FDI in the host country improves. However, the 

opposite is true in the African sample – if civil liberties and political risk in the neighbouring 

countries worsen, host country’s FDI decreases.  

 

In reaching higher levels of sustainable growth, poverty reduction, improved living standards 

and sustainable investment, policy recommendations need to emphasise the responsibility of 

African countries in boosting long-term confidence in their economies.  This can be done 

through a number of policies aimed at stabilisation and privatisation. Neighbouring countries 

also need to strive towards stability in their own countries and thereby improving regional 

FDI attractiveness. 

 

 iii

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

CONTENTS 

 

LIST OF TABLES viii 

LIST OF FIGURES            x 

LIST OF ABBREVIATIONS         xi 

 

1. INTRODUCTION AND BACKGROUND 

 

1.1 Introduction           1 

1.2 Objective, motivation and research methodology      2 

1.3 Contribution of this study         3 

1.4 Outline of the study          3 

 

2. THE INTERNATIONAL ENVIRONMENT FOR FOREIGN DIRECT 

INVESTMENT AND REGIONAL DISAGGREGATION 

 

2.1 Introduction           5 

2.2 The international environment for foreign direct investment     5 

2.2.1  Globalisation and foreign direct investment      5 

2.2.2  The role of Transnational Corporations      6 

2.3 Inflow of foreign direct investment and regional disaggregation     7 

2.3.1 Total external resource flows        7 

2.3.2 Global inflow of foreign direct investment      8 

2.3.3 Foreign direct investment flows to Africa    12 

2.4 The environment for foreign direct investment in Africa   13 

2.5 Industries attracting foreign direct investment    15 

2.6 Conclusion         16 

 

3. THEORIES, HYPOTHESES AND SCHOOLS OF THOUGHT   

 

3.1 Introduction         18 

3.2 Historic development and classification of theories on foreign direct 

investment         18 

 iv

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

3.2.1 Historical development of theories on foreign direct investment 18 

3.2.2 Classification of theories on foreign direct investment  19 

3.3 Theories of foreign direct investment      22 

3.4 Conclusion         34 

 

4. A SURVEY OF EMPIRICAL RESULTS OF FDI STUDIES    

 

4.1 Introduction         35 

4.2 Confusing and conflicting empirical results in foreign direct investment 35 

4.3 Data and methods        40 

4.3.1 Dependent variable       40 

4.3.2 Independent variables       40 

4.4 Conclusion         52 

 

5. PANEL DATA ECONOMETRIC METHODOLOGY AND AN EXPOSITION 

OF THE DATA USED         

 

5.1 Introduction         53 

5.2 Panel models         53 

5.3 Data, model and country selection      54 

5.4 An exposition of the data       56 

5.4.1 Data sources        56 

5.4.2 Theories, hypotheses and school of thought used in empirical 

estimation        56 

5.4.3 Data exposition       59 

5.4.4 Lessons learned from the data      65 

5.5 Unit root tests for panel data       65 

5.6 Conclusion         67 

 

6. EMPIRICAL RESULTS FOR COUNTRY SPECIFIC DETERMINANTS  

 

6.1  Introduction         68 

6.2 Discussion of empirical results      68 

6.2.1 Empirical estimation       68 

 v

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

6.2.2 Empirical results       70 

6.3 Conclusion         77 

 

7. EMPIRICAL RESULTS FOR NEIGHBOURING INFLUENCES   

 

7.1  Introduction         78 

7.2 Empirical results        78 

7.2.1 Empirical literature       78 

7.2.2 Empirical estimation       79 

7.2.3 Empirical results       81 

7.2.4 Lessons learned of neighbouring effects    86 

7.3 Conclusion         86 

 

8. POLICIES FOR ATTRACTING FOREIGN DIRECT INVESTMENT  

 

8.1 Introduction         88 

8.2 Policies for attracting foreign direct investment to Africa   88 

8.2.1 Environment for attracting foreign direct investment in Africa 88 

8.2.2 First, second and third generation policies    95 

8.2.3 Inconsistency in literature on foreign direct investment and policy 

implications        96 

8.2.4 Policy for attracting foreign direct investment   96 

8.3 Conclusion         99 

 

9. SUMMARY AND CONCLUSION        

 

9.1 Introduction         101 

9.2 Contribution of this study       101 

9.3 Future research opportunities in this field of study    102 

9.4 Globalisation         103 

9.5 Theories and empirical literature      103 

9.6 Data and results        104 

9.6.1 Data         104 

9.6.2 Empirically estimated results      105 

 vi

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

9.6.3 Empirical results for neighbouring influences   106 

9.7 Policy implications        107 

9.8 Conclusion         108 

 

BIBLIOGRAPHY          109 

 

APPENDICES 

 

1. Foreign direct investment flows to Africa       A1 

2. Empirical literature and case studies on foreign direct investment    A5 

3. Technical discussion                   A16 

4. Unit root tests for panel data                              A20 

5. Hypothesis testing                   A27 

6. Countries                     A32 

7. Models with country specific effects                            A38 

8. Models with neighbouring influences                            A51 

 

 

 vii

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

LIST OF TABLES 
 

Table 2.1 FDI inflows to major regions between 1991 and 2002     10 

Table 3.1 Mainstream Theories, Hypotheses and Schools of Thought on FDI: Theories 

of Industrial organisation         23 

Table 3.2 Mainstream Theories, Hypotheses and Schools of Thought on FDI: Theories 

of the Firm           24 

Table 3.3 Mainstream Theories, Hypotheses and Schools of Thought on FDI: Theories 

of Trade           27 

Table 3.4 Mainstream Theories, Hypotheses and Schools of Thought on FDI: Theories 

of Location           28 

Table 3.5 Mainstream Theories, Hypotheses and Schools of Thought on FDI: Theories 

of FDI            31 

Table 3.6 Theories on FDI based on Macro and Micro Principles     33 

Table 4.1 Selected determinants of FDI         38 

Table 5.1 Theory and proxies used to capture theory       57 

Table 5.2 Variables used           58 

Table 5.3 An exposition of data, Developed, Emerging and Africa from 1980 to 2000

             59 

Table 5.4 An exposition of data, Developed, Emerging and African from 1980 to 1989 

and 1990 to 2001 respectively        61 

Table 6.1  Estimation outputs 1 (Dependent variable is FDI/GDP)     72 

Table 6.2 Estimation outputs 2 (Dependent variable is FDI/GDP)     75 

 viii

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

Table 7.1  Estimation output 3 – Neighbouring countries (Dependent variable FDI/GDP 

of host country)          82 

Table 7.2  Estimation output 4 – Neighbouring countries (Dependent variable FDI/GDP 

of host country)          85 

Table 8.1 Determinants of FDI, a critical analysis       90 

 

 ix

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

LIST OF FIGURES 

 

Figure 2.1 Total external resource flows to developing countries, by type of inflow, 1990 

to 2002             8 

Figure 2.2 Total external resource inflow to Africa, by type of inflow, 1990 to 2002     8 

Figure 2.3 FDI inflow for selected regions from 1991 to 2002 expressed in billions of US 

dollar              9 

Figure 2.4 FDI inflow in 2002 to 8 selected regions       11 

Figure 2.5 FDI inflows per US$1000 of GDP, 1980 to 2000      12 

Figure 2.6 FDI inflow to Africa, top 10 countries, 2000, 2001 and 2002 (billions of US 

dollar)            13 

 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 x

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  



  

LIST OF ABBREVIATIONS 
 
BOP  Balance of Payment 
CPI  Consumer Price Index 
DF   Dickey-Fuller 
ECI  Entry Concentration Index 
EU   European Union 
FDI   Foreign Direct Investment 
FH  Freedom House 
FP  Factors of production 
GFS  Government Financial Statistics 
GDP  Gross Domestic Product 
GLS  Generalised Least Squares 
GNP  Gross National Product 
ICRG  International Country Risk Guide 
IFS  International Financial Statistics 
IICRI  Institutional Investors Credit Rating Index 
IMF  International Monetary Fund 
IPS  Im, Pasaran and Shin 
LOS  Level of significance 
LSDV  Least Square Dummy Variable 
M&As  Mergers and acquisitions 
MNEs  Multinational Enterprises 
MW  Maddala-Wu 
OLS  Ordinary least squares 
OIC  Ownership, internalisation and locational advantages 
PIT  Personal income tax 
PP  Phillips-Perron 
PSSI  Political System Stability Index 
R  Rand  
R&D  Research and development 
SSA  Sub-Saharan Africa 
SUR  Seemingly Unrelated Regression 
TR  Total revenue 
TC  Total cost 
TNCs  Transnational corporations 
UNCTAD United Nations Conference on Trade and Development 
US$  United States Dollar 
WDI  World Development Index 
WIR  World Investment Report 
WOS  Wholly owned subsidiary 
WPRF  World Political Risk Forecast 
 

 xi

UUnniivveerrssiittyy  ooff  PPrreettoorriiaa  eettdd  ––  JJoorrddaaaann,,  JJ  CC    ((22000055))  


	FRONT
	Title page
	Acknowledgements
	Abstract
	Contents
	List of tables
	List of figures
	List of abbreviations

	Thesis
	Appendices

