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Preface

Foreign direct investment (FDI) is generally considered to be a key factor in
fostering economic growth. In light of the single market programme and the
introduction of the euro, studying the determinants of FDI is of vital impor-
tance in a policy perspective. This study, which has been written by profes-
sors José Villaverde and Adolfo Maza at the University of Cantabria (Spain),
adds important insights to the research on FDI by choosing a regional app-
roach. The purpose of the report is to analyse the regional distribution of
inward FDI flows in the EU during the period 2000-2006, particularly with
regard to its evolution over time and its main determinants. The authors em-
ploy a new FDI database that offers information about the total amount of
inward FDI in the EU regions.

The report concludes that regions that are trying to attract FDI should foster
their economic potential, labour situation, technological progress and com-
petitiveness. Moreover, in the seven clusters that are identified in the report,
the authors propose that regionally tailored policies should be implemented
to increase regional attractiveness towards FDI. The types of policies suit-
able for each region could be devised by jointly considering the cluster they
belong to and the factors in which this cluster is weak.

Anna Stellinger
Head of Agency

SIEPS carries out multidisciplinary research in current European affairs.
As an independent governmental agency, we connect academic analysis
and policy-making at Swedish and European levels.
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Executive summary

One of the most striking developments of the last few decades has been the
tremendous growth of Foreign Direct Investment (FDI) in the global econ-
omy. As a result, FDI is now generally considered to be a key factor in fos-
tering economic growth. It has become a vital component of the economic
strategies put forward by most developed and developing countries.

This phenomenon has been particularly salient in the European Union (EU),
especially since the launching of the single market programme, the introduc-
tion of the euro and the last two enlargements. Therefore, the study of FDI is
of paramount interest in the EU, especially from a policy-oriented point of
view.

There are numerous studies analysing FDI in the EU, most of them per-
formed, mainly for statistical reasons, on a national level. However, there
have been few analyses on a regional level, although these can be much more
illustrative. For this reason, the present report, Inward Foreign Direct Invest-
ment in the European Union: Regional Distribution and Determinants, tries
to contribute to the literature by filling this gap. More precisely, the aim of
the report is to investigate the regional distribution of inward FDI flows in
the EU during the period 2000-2006, particularly with regard to its evolution
over time and its main determinants. To this end, it makes use of a new FDI
database that, unlike others commonly used, offers information about the to-
tal amount of inward FDI within the regions of the EU.

The report begins by focusing attention on the definition of FDI and why it mat-
ters for the hosting economies. Subsequently, it briefly reviews the theoretical
and empirical literature on the main FDI determinants. From a theoretical point
of view, the so-called OLI eclectic paradigm developed by Dunning (1977,
1979) is the most generally accepted approach. According to Dunning, FDI
can be explained by paying attention to ownership (O), location (L) and inter-
nalization (I) advantages. As this report is mainly interested in explaining the
geographical distribution of inward FDI in the EU regions, the advantages of
location are of paramount importance and key attention is paid to them. These
location advantages are usually divided into three types: economic advantages,
political advantages and socio-cultural advantages. From an empirical perspec-
tive, the results obtained from the scarce number of papers devoted to the anal-
ysis of FDI in the EU at regional level are summarised.



The report then outlines the pattern of regional distribution of FDI in the EU,
mainly from a regional perspective, although it also offers some insights from
a broader (global and countrywide) perspective. In essence, three pieces of
FDI information are presented: its total amount and evolution; its geographi-
cal concentration; and some rough but useful indicators of its attractiveness.
The concentration issue shows that FDI is not evenly distributed across the
territory, thus raising the suspicion (confirmed on the basis of a spatial depen-
dence analysis) that regions with higher/lower FDI flows might be geographi-
cally closer to each other than to other regions.

After that, the central part of the report focuses on the factors that affect
inward FDI flows in the EU regions. Before starting this analysis, the re-
port makes some comments about data availability and reliability. To be
precise, we face two important problems. Firstly, inward FDI flows change
significantly from one year to another mainly due to large mergers and ac-
quisitions. Secondly, the data availability of some potential determinants
of regional FDI is rather poor (they are incomplete or simply do not exist).
For these reasons, in the present report we use average values for FDI flows
and for all the variables that theoretically help to explain them. Given these
considerations, our dataset initially consists of a total of 21 variables or
FDI drivers.

We then proceed in three steps. Firstly, we perform an exploratory factor
analysis. This is because working with such a large number of variables can
be difficult and may cause problems in the regression analysis, due to the
potential presence of collinearity. According to this factor analysis, the best
result obtained is one that is made up of six factors, which are economic po-
tential, market size, labour situation, technological progress, labour regula-
tion and competitiveness. Secondly, on the basis of these six factors, the EU
regions are grouped into seven clusters to better understand the FDI attrac-
tiveness of each region. Thirdly, we estimate an FDI equation, in which the
six extracted factors are taken as independent variables. In particular, we find
that location patterns of inward FDI in the EU regions are determined by their
economic potential, their labour situation, their technological progress and
their competitiveness. On the contrary, market size and labour regulation do
not seem to exert any significant impact on these location patterns. Although
some minor differences arise, these findings are confirmed when a dummy
variable representing regions belonging to Cohesion countries, which is posi-
tively significant, is included in the regression analysis.



When controlling for the spatial dependence previously detected, the conclu-
sions are roughly the same, which proves their robustness. Additionally, this
result conveys the message that the performance of a region is largely linked
to that of its neighbours. This finding suggests that a somewhat loose inter-
pretation of agglomeration could also be regarded as an important factor in
explaining FDI location.

Finally, some policy remarks are offered. The main one is that regions trying
to attract FDI should implement policies to foster what we have identified as
their economic potential, their labour situation, their technological progress
and their competitiveness. Additionally, and considering the large number of
regions in our sample and the huge differences among the seven clusters we
have identified, we propose that regionally tailored policies should be imple-
mented to increase FDI regional attractiveness. The types of policies suit-
able for each region could be devised by jointly considering the cluster they
belong to and the factors in which this cluster is weak. In particular, regions
belonging to clusters 5, 7, and, especially, 6 need to make considerable ef-
forts to improve their competitiveness, whereas regions in clusters 2 and 3
need to promote their economic potential. Finally, regions in cluster 1 should
pay attention to their labour situation, and those in cluster 4 need to focus on
enhancing their technological progress.



1 Introduction

In recent decades, and particularly since the mid-1990s, one of the most strik-
ing developments in the global economy has been the tremendous growth of
foreign direct investment (FDI).! As a result, FDI has become a vital compo-
nent of the economic strategies put forward by most developed and develop-
ing countries. Although there may be various reasons behind such behaviour,
it is most likely related to the fact that FDI is generally considered (Lim,
2001; Caves, 2007; Dunning & Lundan, 2008) to be a key factor in fostering
economic growth.

Europe, and more specifically the European Union (EU),? has traditionally
been one of the main recipients of FDI, particularly since the launch of the
single market programme, the introduction of the euro and the last two en-
largements. Therefore, the study of FDI is of paramount interest, especially
from a policy-oriented point of view. Although numerous studies have ana-
lysed this issue, most have been performed at a national level, paying no or
scant attention to the regional level (for a review, see, among others, Barba
& Venables, 2004).

The national focus is mostly due to a lack of homogeneous statistical infor-
mation on FDI for the EU regions. Different authors and institutions have
tried to circumvent this difficulty by producing various outcomes, including
the so-called FDIRegio and Elios® databases, both of which offer directly
observed regional data. Although very interesting, these databases suffer
from a critical drawback: they offer regional information about the number
of foreign firms with affiliates in some EU countries, but do not provide data
on the amounts of money invested by these companies.* Considering this,
the present report makes use of a different, novel FDI database built by Po-

' FDI inflows in the world increased nearly fivefold between 1996 and 2007, from $386.1 bil-
lion in 1996 to $1833.3 billion in 2007.

2 We refer to the EU27.

3 Elios stands for European Linkages and Ownership Structure.

4 The FDIRegio database is obtained from the Amadeus database compiled by the Bureau Van
Dijk. For each company, this database provides information about the year of incorporation,
country/region of origin and destination, ownership structure and sector of activity, among
other data. The Elios database, built at the University of Urbino (Italy), collects information
from Dun & Brasdstreet’s Who Owns Whom for the five largest European countries. For
each firm, the database supplies the name/country of the ultimate owner, sector of activity,
location and year of establishment.



lasek and Sellner to analyse regional globalisation.’ Although this database
also has some limitations—e.g., it does not include any sectoral breakdown
or the country of origin—in our opinion it is superior to the FDIRegio and
Elios databases. This is because, even though its regional data are obtained
indirectly from national data, it gives information about the total amount of
FDI in the EU regions that is fully consistent with the amount of FDI in the
EU countries.

In addition to using a new database on FDI, the main motivation of this re-
port is that, the EU being one of the major FDI recipients in the world, it
is highly interesting to learn as much as possible about its distribution and
determinants at the regional level. Therefore, the aim of this report is to in-
vestigate the regional distribution of inward FDI flows in the EU during the
period 2000-2006, particularly with regard to its time evolution and main
determinants. The rest of the report is organised as follows. In Section 2, we
define FDI and explain why it matters for the hosting economies. In Section
3, we briefly review the literature on the main FDI determinants from both
theoretical and empirical perspectives. In Section 4, after a brief global and
country analysis, we outline the pattern of the regional distribution of inward
FDI in the EU and attempt to unveil its main trends and characteristics over
the sample period. In Section 5, the central part of the report, we pursue
three goals: we first perform an exploratory factor analysis to reduce the huge
number of potential FDI determinants found in the literature to a manageable
size; we then perform a cluster analysis to achieve a better classification of
regions; and finally we estimate an empirical model of FDI determination and
discuss its results. In Section 6, we present the main conclusions and offer
some policy implications. Additionally, the report includes two appendices,
the first one dealing with some technical points and the second offering some
clarifying tables.

> This database is built with the spatial Chow—Lin data interpolation method, as described by
Polasek and Sellner (2010) and Polasek et al. (2010). As indicated by Polasek and Sellner
(2011), “the spatial Chow-Lin procedure uses the relationship between a dependent variable
that is only measured at a more aggregate regional level (...) and independent variables that
are measured at a more disaggregate regional level (...) to predict the dependent variable at
the disaggregate regional level”. We gratefully acknowledge these colleagues for offering us
the use of this database.
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2 What is FDI and why does it matter?

According to its simplest concept, FDI is a process by which a firm (or mul-
tinational enterprise, MNE) provides financial capital to an already existing
or newly created firm in a different country. According to the OECD standard
definition, FDI is a category of international investment that reflects “the ob-
jective of obtaining a lasting interest by a resident entity in one economy
(“direct investor’) in an entity resident in an economy other than that of the
investor (“‘direct investment enterprise’)” (OECD, 1996:p.7). As stated by the
same organisation, a “lasting interest implies the existence of a long-term
relationship between the direct investor and the enterprise and a significant
degree of influence on the management of the enterprise” (OECD, 1996:pp.7-
8). This long-term relationship is one of the two key elements that distin-
guish FDI from portfolio investment. The other element refers to the investor
having the capability of influencing or controlling the management of the
enterprise. To achieve this ability, the investor must acquire at least 10% of
the voting power: that is, the investor must own at least 10% of the ordinary
shares of the investee company.

FDI covers all of the financial transactions between the investor and the in-
vestee. FDI materialises mainly in two different ways: either by the establish-
ment of a totally new company (so-called “greenfield” investment) or by the
partial buying of an existing company (usually through a merger/acquisition).
Another form of FDI is that of collaboration in a joint venture.

Depending on the perspective, there are various types of FDI. From the point
of view of the investor, it is customary to distinguish between vertical and
horizontal FDI (Caves, 1971). Vertical FDI arises when a company moves
its production chain upstream or downstream (i.e., locates different stages of
the production process) to different countries. As indicated by EUROSTAT,
in vertical FDI, “a company slices its production chain by allocating different
parts to those countries in which production costs are lower” (EUROSTAT,
2008:p.20).® Horizontal FDI arises when a company develops the same pro-
duction process in the host country as in some other countries. EUROSTAT
states that, in this case, “a company duplicates its production chain in order
to place its production closer to foreign markets” (EUROSTAT, 2008:p.20).

¢ Although vertical FDI is sometimes called “international outsourcing” or “international
offshoring”, the difference between them is that in the first the investor controls the foreign
subsidiary, whereas in the second the company subcontracts part of its manufacturing to
independent producers.
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In line with these definitions, vertical FDI is more engaged in efficiency-
seeking, whereas horizontal FDI is mainly related to market-seeking.

Besides these two types of FDI, the so-called export platform FDI plays an
important role.” This category of FDI is mainly determined by the host coun-
tries’ costs and trading costs with third markets. It is motivated by the desire
to export to these third markets rather than to service the local market. Final-
ly, from the host country’s perspective and depending on its motivation, FDI
may be classified as import-substituting, export-promoting or government-
initiated.

From a completely different perspective, FDI may be considered as outward
(when the home country invests in a foreign country), inward (when a for-
eign country invests in the home country) or net (inward less outward). This
report specifically refers to inward FDI. That is, for the EU countries/regions,
we only analyse the FDI inflows coming from countries other than the home
country.

In the past, governments were somewhat suspicious of inward FDI, particu-
larly in less-developed countries. FDI was regarded as a manifestation of
“corporate capitalism” that might potentially jeopardise national sovereignty
and create social tensions. However, the current atmosphere is such that gov-
ernments tend to court or lure FDI? basically offering it different types of
incentives.” Why have the conditions changed so dramatically over time? The
most direct and simplest answer is that, although it is evident that inward FDI
involves costs and benefits for the host country, in most cases it is considered
that the country profits from it in net terms.

There are different macro and micro reasons for this change in attitude to-
wards inward FDI. Generally speaking, it is thought that FDI enhances pro-
ductivity, contributes to economic growth, creates employment and promotes
structural change in industrial organisation in host countries. These effects
result from multiple direct and indirect influences, among which the most
important are those of providing long-term financial capital, new technolo-
gies and better access to foreign markets (and, therefore, improvements in the

Recent literature on platform FDI tends to distinguish between pure and complex platform
FDI (Hayakawa & Tanaka, 2011).

Nevertheless, many people continue to be opposed to the role played by multinational corpo-
rations. For a survey of the pros and cons of FDI, see Lipsey (2002) and Johnson (2006).

° Both the UNCTAD and the OECD have produced extensive work on this issue. See, for
instance, UNCTAD (1996) and Blomstrom (2002).
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trade balance), provoking a crowding-in effect (attracting additional invest-
ments), widening the production base, increasing competition, improving the
business environment and increasing know-how, managerial expertise and
marketing skills.

That being said, it is worth pointing out that the materialisation of benefits
of inward FDI for productivity and growth depends on many factors, among
which spillover, diffusion and the competition effects, market structure and
absorptive capacity'® of the recipient economy and qualitative! characteris-
tics of FDI clearly stand out. Although the theory on FDI and the empirical
studies at the aggregate level for developed countries tend to conclude that
its impact on growth is positive,'? these studies, when applied at the micro or
firm level and particularly when applied to emerging/developing/transition
countries, show mixed, less conclusive results. This is mainly due to the fact
that the value of inward investment depends as much on its nature and quality
as on its quantity. Following Castellani and Pieri (2011), it can be said that
inward FDI produces both direct and indirect effects on host economies. The
first ones, mostly related to the effects mentioned previously, show that FDI
is an important growth enhancer. As for the indirect effects, it is admitted
that their impact on growth might be negative if, for instance, the local firms
in the sector receiving the FDI face, as a result of it, a shrinking market and
are characterised by economies of scale; additionally, this negative impact
might emerge if MNEs develop only “low value added activities in the host
regions while domestic firms carried out the whole production process in the
region”.!®

10 For instance, Borentsztein et al. (1998) found that the effect is positive when the stock of
human capital in the host country is above a certain threshold. Similarly, Alfaro et al. (2004,
2010) provided evidence that only financially well-developed economies benefit from FDI.
For instance, Bode and Nunnenkamp (2011), in a study of the US states, suggested that
employment-intensive FDI has been conducive to growth, whereas capital-intensive FDI has
not.

Among the pioneering studies about the impact of inward FDI on productivity in the host
country, those of Caves (1974) and Globerman (1975) found a positive correlation. For
more up-to-date studies, see, among others, Haskel ef al. (2007) and some of the references
therein. More recently, Castellani and Pieri (2011) analysed the relationship between FDI
and productivity for the EU regions and found a positive and significant effect of the first on
the second.

Kluger (2006) offered a review of empirical studies—using both cross-section and panel
data—that “find the absence of a positive intra-industry productivity effect” (Kluger,
2006:p.449) of inward FDI; his own study also discussed this issue and corroborated that
“there are limited intra-industry externalities” (Kluger, 2006:p.472).

S

b}
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3 FDI determinants: A survey

This section briefly summarises the main determinants of FDI from a theo-
retical and empirical perspective.

3.1 FDI determinants: Theory

Although the potential determinants of FDI have been studied extensively,
no general theory has been accepted yet. However, there are some very good
surveys on the issue, among which those of Blonigen (2005) and Faeth (2009)
are two of the most relevant.

Drawing on Faeth’s (2009) paper, the first attempts to explain FDI were pro-
posed in the context of neoclassical trade models by MacDougall (1960) and
Kemp (1964). In a nutshell, the explanation offered by these authors lies in
the differences in the return to capital in favour of FDI. According to Kindle-
berger (1969), however, FDI cannot exist in a world of perfect competition.
Following this reasoning, Hymer (1976) developed a theory of market imper-
fection that explains FDI by ownership advantages in the form, for instance,
of product differentiation, internal or external economies of scale and gov-
ernment incentives. Caves (1971) and Knickerbocker (1973) more or less
employed the same approach, with Caves focusing on product differentiation
and Knickerbocker on oligopoly rivalry. Considering the issue of firm rivalry,
Vernon (1966) developed his theory of the product life cycle, according to
which there is a cost-based rationale for firms to change from exporting to
foreign-based production (FDI) as the products they manufacture move from
one to another of the three (new, mature, standardised) stages of their life
cycle. Internalisation theory (Buckley & Casson, 1976) explains FDI as an
application to MNEs of the idea of internalising transactions in response to
market failures.

All these previous approaches were, to a certain extent, summarised and
made consistent in the so-called OLI eclectic paradigm developed by Dun-
ning (1977, 1979). According to Dunning, FDI can be explained “by iden-
tifying three types of special advantages that MNEs have: ownership (O),
location (L) and internalization (I) advantages” (Faeth, 2009:p.171). Because
we are mainly interested in explaining the geographical distribution of in-
ward FDI in the EU regions, the advantages of location are of paramount

14



importance.'* These location advantages are usually divided into three types:
economic, political and sociocultural advantages. Table 1 on the next page,
taken from UNCTAD (1999), offers what we consider to be the best synthesis
of the location advantages or host country determinants of FDI.

In addition to these approaches, the new theory of international trade and the
so-called institutional approach provide explanations for FDI. Building on
the OLI paradigm, in the first approach, FDI is linked to variables such as
market size, barriers to entry, transport costs and factor endowments. In the
second, “FDI can be seen as a game with two players, MNE and host govern-
ment, or a contest between two or more host countries competing for FDI”
(Faeth, 2009:p.183). Variables such as financial incentives, fiscal incentives
and other economic incentives play a crucial role in explaining FDI in this
approach.

3.2 FDI determinants: Empirical evidence for EU regions

Although the literature on the determinants of inward FDI in the EU regions
is relatively meagre, it is possible to distinguish among three types of studies:
those of regions in a single EU country, those of regions within a group of EU
countries and those of regions in all the EU countries.

Although the first group of studies is the most densely populated, it is not very
abundant.”” Generally speaking, these papers provide evidence that market-
seeking, resource/asset-seeking and efficiency-seeking factors emerge as the
main determinants of FDI. However, the relative influence of these factors in
attracting FDI differs, sometimes notably among this set of papers.

Given the scope of this report, we are most interested in the second and third
types of studies, which, as mentioned in the introduction, employ information
on the number of foreign firms establishing affiliates in European regions.
Only a few studies consider regions in a specific group of European coun-
tries, among which those by Basile et al. (2008, 2009) offer, in our view,
the most interesting insights. The two papers employed similar estimation
approaches (a mixed logit model and a nested logit model, respectively) and

14 The other two advantages (ownership and internalisation) are firm-specific and considered as
exogenous variables from the perspective of the host country.

15 The main references are Crozet et al. (2004), Fazekas (2005), Chidlow et al. (2009), Majoc-
chi and Presutti (2009), Papalia and Bertarelli (2009), Pazienza and Vecchione (2009), Cook
(2010), Castiglione et al. (2012), Villaverde and Maza (2012) and Wren and Jones (2012).
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achieved analogous findings. They concluded that traditional determinants
of FDI, such as market size and potential, agglomeration, labour conditions,
R+D investment, etc., play an important role in attracting FDI. From the
point of view of our analysis in Section 5, the most relevant statement of the
first paper is that “being eligible for Objective 1 funds does not affect a re-
gion’s attractiveness”, but that “regions within countries that were eligible for
the CF (Cohesion Fund) are significantly more attractive than other regions”
(Basile, 2008:p.336), in particular for European MNEs. The second paper
concluded that, because the EU is perceived to be a rather well-integrated
area, country boundaries do not matter too much for the location choice of
MNEs, especially European MNE:s.

The third group of studies, which is the closest to ours as it considers the re-
gions of all the EU countries, is even more sparsely populated than the previ-
ous one and includes only two papers (Casi & Resmini, 2010; Capello et al.,
2011). The first paper, starting with standard techniques and then controlling
for spatial dependence, estimated different econometric specifications of the
FDI equation by using as determinants those traditionally suggested by the
literature. Once again, and mainly in relation to European MNEs, the conclu-
sions obtained are in line with the theoretical predictions: variables such as
market potential, GDP growth, labour costs, human capital, agglomeration,
etc. emerged as key drivers of FDI regional location. However, for us, the
most important conclusion refers to the fact that the localisation patterns dif-
fer somewhat between European and non-European MNEs. Although these
patterns are affected by temporal autocorrelation in both cases, only Euro-
pean MNEs are affected by spatial autocorrelation.

Capello et al.’s (2011) paper followed roughly the same pattern as that of Casi
and Resmini (2010), except that it added different forms of spatial heteroge-
neity. Among its conclusions, the most relevant is that agglomeration and
human capital are crucial factors in explaining FDI location, while, contrary
to what the theory predicts, labour costs are not significant and market access
is only marginally significant. As for regional specialisation, the paper found
that location externalities arise in (low-tech) manufacturing and service sec-
tors. In the papers by Casi and Resmini (2010) and Capello ef al. (2011), an
important outcome was that the capacity to attract FDI varies, sometimes
markedly, with firm and sector specificities.
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4 EU inward FDI flows

After offering a very general picture of the main determinants of inward FDI
flows, this section provides an overview of the regional distribution of inward
FDI flows in the EU between 2000 and 2006. To this end, and as previously
stated, the report makes use of the database provided by Polasek and Sellner,
which offers information about the amount of inward FDI stocks at the re-
gional level. Inward FDI flows are computed as the difference between con-
secutive inward FDI stocks, so if the stock for year t is 100 and for year t+1
it is 120 (80), this means that the FDI flows in year t+1 show an investment
(disinvestment) of 20. Additionally, as the original data are given in current
million euros, they have been transformed from nominal into real terms (con-
sidering 2000 as the base year) by using national deflators.

4.1 A global and country perspective

As indicated in the introductory remarks, the EU is one of the largest re-
cipients of FDI in the world. According to the EU Foreign Direct Investment
Yearbook (EUROSTAT, 2008), the share of EU FDI inflows (excluding intra-
EU flows) in worldwide FDI flows was around 20% in 2006. In contrast, the
USA (for example) presented a share of 18%. If the FDI flows between EU
countries were also computed, the share would be more than double.

When calculated as the sum of FDI flows of the 27 European countries, the
evolution of EU-inward FDI is characterised by a large decline between 2000
and 2006, from 575.5 to 448 million euros (Figure 1). However, this decline
does not follow a steady pattern: the FDI flows decrease until 2002, when
they do not even reach 100 million euros, and increase thereafter. To put it
in another way, although the FDI flows to the EU decrease throughout the
sample period at an average annual rate of 4%, there are years in which the
decline is much more remarkable (more than 72% in 2002) and other years
in which inward FDI registers outstanding increases (near 160% in 2003).

From a country point of view, Table 2 shows that, for the whole period,
France and the UK are the main recipients of FDI. Given the turning point in
2002 and the large time variability in FDI flows previously shown, we split
our sample period into two subperiods: 20002002 and 2003-2006. For the
first one, in which inward FDI clearly declines, Germany shows the highest
amount of FDI, much more than France and the UK. However, France and
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especially the UK appear to be the main host countries during the second
subperiod (2003-2006), which is a time of inward FDI expansion.

Figure 1 EU inward FDI (total and in terms of GDP)

FDI Growth
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200000
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T T T T T T
2000 2001 2002 2003 2004 2005 2006

DI

Year-to-year growth rate = = = Average growth rate

Regarding the growth rate, we consider that the change between the averages
of the two subperiods would be more informative than just the change be-
tween the initial and the final year of the sample, due precisely to the high de-
gree of time variability. Even so, the growth rates reflect marked differences
across countries, much higher than those for levels (see the last line of Table 2
on page 20-21). Twenty countries exhibit positive FDI growth rates, whereas
seven show declines. As a rule, most of the 12 new EU members (NMS12)
perform much better than the EU average, which suggests that the prospect of
becoming a member of the EU is a very attractive factor for foreign investors.

Finally, Table 2 also shows that inward FDI at the EU country level is con-
centrated in just a few countries. The average share of the top five countries
(France, the UK, Germany, Belgium and Spain) in total FDI for the whole
period is about 66.7%, while the average share for the top 10 countries is
86.2%.
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4.2 A regional perspective

This subsection is devoted to the study of the regional distribution of inward
FDI in the EU, for which we consider a sample of 260 NUTS2 regions (see
Table A.1 of the Table Appendix, downloadable from SIEPS's homepage, at
www.sieps.se/en).!® To begin with, Table 3 offers basic information about the
levels of regional FDI and growth rates between subperiods and for the whole
period. For the sake of simplicity, given the large number of regions, the table
only includes the 10 highest and 10 lowest regions. Information for all the
regions may be found in Table A.2 of the Table Appendix.

As regards the inward FDI levels for the whole period, the position of ile de
France clearly stands out. This region receives, on average, 35.5 billion euros
annually, well above three times more than the second region in the ranking
(Brussels). All of the regions in the top ten belong to the EU15. Nine of the
ten regions with the worst performance are Greek regions. Regarding the sub-
periods, three facts are remarkable: Ile de France is always the leading region
in the ranking; Wien is present in the top ten in the second subperiod; and the
Irish regions show a dramatic change, moving from the top ten to the bottom
ten in the ranking. The Irish regions, along with some German and Dutch
regions, present the lowest growth rates between subperiods; in contrast, the
best performances correspond to some Italian and Romanian regions. The
regional dispersion is quite high in levels, but even higher in growth rates.

Table 3 on pages 23-24 gives the impression that inward FDI is highly con-
centrated at the regional level. To show this result in a more precise way, Ta-
ble 4 reports the levels of inward FDI concentration. On average, more than
30% of the total inward FDI over the sample period is concentrated in just 10
regions. Additionally, the top 30 regions account for 52% of the total inward
FDI, whereas the top 50 regions represent more than 64%. The difference
between these two last percentages indicates that the change in regional con-
centration due to regions that are ranked between 30 and 50 is slightly more
than 12 percentage points (less than 1% per region). In other words, the top
30 regions effectively account for most of the inward FDI. The results for the

' NUTS stands for Nomenclature of Units for Territorial Statistics. In this report, the NUTS2
definition from 2003 is used, such that Denmark is considered as one region. Although we
are well aware that this administrative delimitation of regions could mask some key aspects
of the EU economic reality, we have adopted it for two reasons: it is officially used by the
EU and, in addition, it is the only one for which homogeneous data on FDI exist. For further
reference on this issue, see Maza and Villaverde (2011).
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Table 3 Inward FDI at regional level

Code  Region Value®

FR10 fle de France 33323

1E02 Southern and Eastern 24021

ES30 Comunidad de Madrid 13064

NL33 Zuid-Holland 10642

Top 10 NL32 Noord-Holland 10461
DE60  Hamburg 9680

BE10 Bruxelles 8776

DK00 DENMARK 7753

g SE11 Stockholm 7572
8' ES51 Catalufa 5306
S ITF4 Puglia -115
2 UKJ3 Hampshire and Isle of Wight -138
2 GR24 Sterea Ellada -168
—~ GR12 Kentriki Makedonia -185
UKD2  Cheshire -196

Low 10 GR2s Peloponnisos -226
ITF3 Campania -242

HU10  Kozép-Magyarorszag -263

ITE4 Lazio -276

UKI1 Inner London -490

(\Y 2.4

FR10 fle de France 37137

BE10 Bruxelles 13427

BE21 Antwerpen 12261

SE11 Stockholm 10952

Top 10 UKI1 Inner London 10695
BE24 Prov. Vlaams Brabant 8444

UKG3  West Midlands 7610

UKK1  Gloucestershire, Wiltshire and North Somerset 6995

S AT13 Wien 4993
8' DK00 DENMARK 4937
S GR42  Notio Aigaio 2
z ES43 Extremadura -10
I NL11 Groningen -99
—~ DE93  Liineburg -122
DE41 Brandenburg - Nordost -169

Low 10 g0 Border, Midlands and Western -198
NL42 Limburg -228

NL23 Flevoland -605

NL41 Noord-Brabant -1272

1IE02 Southern and Eastern -7957

CcvV 2.3

Notes: All absolute figures are expressed in 2000m euros; CV denotes the Coefficient of Variation.
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Table 3 Inward FDI at regional level (cont.)

Code Region Value”

FR10  fle de France 35503

BE10 Bruxelles 11434

SE11 Stockholm 9504

BE21 Antwerpen 8311

Top 10 ES30 Comunidad de Madrid 7232
UKG3  West Midlands 6322

DK00 DENMARK 6144

BE24 Prov. Vlaams Brabant 6138

= NL33 Zuid-Holland 5999
8' UKI1 Inner London 5902
S GR14  Thessalia 7
2 ITC2 Valle dAosta/Vallée dAoste 6
I GR12 Kentriki Makedonia 5
— GR41 Voreio Aigaio 2
GR42  Notio Aigaio 2

Low 10 GR21  Ipeiros 1
GR22 Ionia Nisia -1

GR13  Dytiki Makedonia -18

GR23 Dytiki Ellada -19

GR25 Peloponnisos -62

CV 2.1

ITF6 Calabria 21494.5

ITDS Emilia-Romagna 16463.3

RO22 Sud-Est 8034.7

. RO41 Sud-Vest Oltenia 7493.3
é Top 10 RO32 Bucuresti - IIfov 5880.4
z ITD1 Prov. Aut. Bolzano-Bozen 5709.5
Ke] ITF1 Abruzzo 4805.4
g ROl Nord-Vest 4695.3
& ITG2 Sardegna 3605.4
@ UKIJ3 Hampshire and Isle of Wight 32294
g DEl4  Tiibingen -98.2
2 DE93  Liineburg -112.5
2 NL42 Limburg -113.4
8 1IEO01 Border, Midlands and Western -115.0
S DE41 Brandenburg - Nordost -120.2
s Lowl0 Npi1 Groningen -121.9
z ES43  Extremadura -123.7
G NL41  Noord-Brabant -126.7
1E02 Southern and Eastern -133.1

NL23 Flevoland -146.9

CV 3.9

Notes: All absolute figures are expressed in 2000m euros; CV denotes the Coefficient of Variation.
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Table 4 Inward FDI concentration at regional level

Period Top 10 Top 30 Top 50
2000 335 59.9 74.8
2001 37.2 65.7 84.8
2002 163.5 222.8 250.7
2003 33.6 60.5 77.4
2004 57.5 82.8 95.6
2005 43.0 65.4 78.8
2006 32.1 55.0 68.3
2000-2002 39.4 61.2 73.4
2003-2006 34.7 55.1 68.7
2000-2006 30.6 52.0 64.3

subperiods do not show much change, although the concentration degree, es-
pecially in the second period, is always higher than that in the whole period.

Although informative, these concentration ratios do not offer any relevant
clues about the relative performance or attractiveness of the regions. To ad-
dress this issue, UNCTAD (2001) has proposed the use of two indicators: the
FDI Performance Index and the FDI Potential Index (see Technical Appen-
dix, part A). The Performance Index compares the shares of inward FDI with
the GDP,'7 whereas the Potential Index tries to grasp the FDI region’s attrac-
tiveness by using more scaling variables than just the GDP. The information
about these indices is reported in Tables A.3 and A.4 of the Table Appendix.

For the sake of simplicity, the UNCTAD, in its World Investment Report
(2002), also considered “useful to compare the rankings based on the two
indices as a rough guide to whether countries are performing adequately
given their (restricted set of) structural assets” (UNCTAD, 2002:p.29). The
combination of the two inward FDI indices yields a 4x4 matrix, according to
which host countries may be considered as front-runners (high potential and
high performance), above-potential economies (low potential and high per-
formance), below-potential economies (high potential and low performance)
or under-performers (low potential and low performance).'®

17 In the literature, it is also very common to use the FDI/population ratio along with the FDI/
GDP ratio. However, because the coefficient of correlation between these two ratios is quite
high (more than 0.8), in this report, we just employ the FDI/GDP ratio.

18 The dividing value is always the (population) weighted average of each index.
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Map 1a Regional classification by FDI performance

and potential indices, 2000-2002

Front-runners

Above-potential
I Below-potential
Hl Under-performers

The results of this grouping are reported in Table A.5 of the Table Appendix
and graphically presented in Map 1a-c. From these results, the following con-
clusions may be drawn:

1. Most of the 49 front-runner regions are located in Belgium, the
Netherlands, Sweden and the UK.

2. There is a similarly sized group of 46 above-potential regions, high-
lighting the presence of a significant number of Spanish and Polish
regions.

3. The below-potential label may be assigned to 64 regions, including
German (20), French (6) and British (10) regions.
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Map 1b Regional classification by FDI performance

and potential indices, 2003-2006

Front-runners

Above-potential
I Below-potential
Hl Under-performers

4. The remaining 101 regions may be designated as under-performers.
This group includes a remarkable number of NMS12 regions, but
also regions belonging to Germany (16), Spain (10), France (11),
Italy (17) and the UK (11). Most of the Greek regions also belong to
this final group.

5. The analysis for subperiods confirms that, as previously suggested,
some regions have largely changed their position, most changes
taking place in a horizontal direction (i.e., variability concerns the
Performance Index). Irish regions, for example, move from front-
runners to below potential, whereas a significant number of UK re-
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Map 1c Regional classification by FDI performance

and potential indices, 2000-2006

Front-runners

Above-potential
I Below-potential
Hl Under-performers

gions make the same movement but in the opposite direction. Other
examples can be found in some Spanish regions that change from
the above-potential to the under-performer category, whereas the
opposite direction is taken by several regions belonging to NMS12
countries.
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4.3 Is there any spatial dependence at the regional level?

The analysis conducted up to this point has not considered the likely existence of
spatial dependence in the regional distribution of FDI. In other words, it has not
considered the role potentially played by the geographic situation of each region.
Consistent with assumptions and predictions based on endogenous growth models
(see, for example, the seminal papers by Lucas, 1988 and Romer, 1990) and new
economic geographic theory (see the survey by Ottaviano & Puga, 1998), it scems
logical that a certain spatial dependence exists—i.e., regions with higher (lower)
inward FDI flows may be expected to be geographically closer to each other.

Map 2 Regional FDI flows over GDP:
2000-06 average (EU=100)

<50
50-80
. 80-120
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This idea seems to be confirmed by a simple glance at Map 2 on the previous
page, which reports four intervals of the inward FDI/GDP ratio. Apart from
the existence of the large disparities mentioned previously, we observe that
regions tend to be geographically concentrated around roughly similar levels
(states) of the inward FDI/GDP ratio. However, some caution is recommend-
ed when interpreting this map because the conclusions to be drawn are highly
sensitive to the number and width of the intervals used. Therefore, to confirm
(or reject) the initial impression gained from it, we carry out an exploratory
spatial analysis by computing the so-called Moran’s / statistic, which mea-
sures the spatial dependence across our geographical entities (see Technical
Appendix, part B). The results obtained (Table 5) confirm the existence of a

Table 5 Moran’s I statistic

Period Moran’s 1 z value p value
2000 0.079 14.214 0.000
2001 0.086 15.342 0.000
2002 0.049 9.093 0.000
2003 -0.001 0.411 0.681
2004 0.048 8.924 0.000
2005 0.097 17.330 0.000
2006 0.045 8.357 0.000
2000-2002 0.086 15.390 0.000
2003-2006 0.055 10.143 0.000
2000-2006 0.060 11.019 0.000

positive spatial autocorrelation in all the sample years (except the anomalous
2003), the two subperiods and the period as a whole. Although the table also
shows that spatial dependence varies over time, the results clearly prove that
the European regions tend to be concentrated around rather similar levels of
inward FDI/GDP ratios.
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5 EU inward FDI determinants: Empirical
analysis

Given the scarcity of literature about inward FDI flows among European re-
gions, this section attempts to fill this gap by investigating their determining
factors. To address this issue, we operate in three stages. In the first one, given
the large number of variables that, according to the theory and empirical evi-
dence, could affect FDI, we develop an exploratory factor analysis to reduce
them to a smaller set of uncorrelated factors.' In the second stage, we group
(cluster) European regions according to the factors previously extracted. Fi-
nally, we perform a regression analysis to identify the main determinants of
FDI flows in the EU regions.

5.1 Factor analysis®

Before beginning the factor analysis, this section addresses some comments
regarding the data used. As in the rest of the paper, our sample period, dic-
tated by inward FDI data availability, is from 2000 to 2006. Here we face two
important problems: on the one hand, inward FDI flows change significantly
between years, mainly due to large mergers and acquisitions; on the other
hand, data availability at regional level on some potential determinants of
inward FDI is rather poor (the data are incomplete or do not exist). There-
fore, we take the decision to pay attention only to the whole period hereafter,
leaving aside subperiod considerations and taking average values not only
for inward FDI flows but also for all of the variables that are theoretically
behind them.

In particular, for those variables with complete regional data for the period
20002006, we simply calculate the mean values. For variables with omitted
data points, we compute the mean values for the available data. The worst
situation occurs when we find series in which, for some specific regions, data
are completely unavailable. In this case, we proceed as follows:?!

1. If NUTSI data are available, we assign them to NUTS2 regions.

19 This is in accordance with the fact that, because of the nature of our database, we are adding
up all the different types of FDI (vertical, horizontal, greenfield, acquisitions, etc.) and that
these are likely to have, al least to a certain extent, different determinants.

2 Factor analysis is a method employed to explain the variability among observed, correlated
variables in terms of a potentially lower number of unobserved variables, called “factors”.
For further reference, see, among many others, Hair et al. (2009).

2! In cases in which data are unavailable for a large number of regions, we remove these vari-
ables completely from our analysis.
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2. If NUTSI data are unavailable but country data are available, we
assign them to NUTS2 regions.

3. Ifneither NUTSI nor country data are available, we proceed in three
steps. First, we identify regions with a similar per capita GDP; sec-
ond, for these regions, we calculate the corresponding “variable/
GDP” average ratio; third, we assign to the region for which we have
no data a value equal to the product of its GDP times the aforemen-
tioned ratio.

Given these considerations, our data set consists of 21 variables, with the
definitions, acronyms, units of measurement, data source and available years
reported in Table 6 on the next page.?? According to our goal, these variables
should be included in a regression analysis to identify the determinants of
FDI inflows in the European regions.

Working with such a large number (21) of inward FDI drivers would be dif-
ficult and would cause several problems in the regression analysis, due to the
presence of collinearity across them. To overcome this problem, we construct
a set of composite indicators that adequately summarises the underlying indi-
vidual drivers. To this end, we carry out a standard exploratory factor analy-
sis, using the approach described by Nardo et al. (2005); the statistical details
of this approach are reported in the Technical Appendix, part D.

After the exploratory factor analysis has been performed, six factors are iden-
tified, which means that the original twenty-one variables are reduced to six
new variables (factors). The first factor (F1), economic potential, includes
labour productivity, per capita GDP, wages, air and multimodal accessibility
and market potential. The second factor (F2), market size, comprises GDP,
population and investment variables. The third factor (F3), labour situation,
includes the employment rate, activity rate, inverse of the unemployment rate
and inverse of the long-term unemployment rate. The fourth factor (F4), tech-
nological progress, contains four indicators: R&D investment, R&D person-
nel, high-technology sector and human capital. The fifth factor (F5), labour
regulation, encompasses labour market regulation and the inverse of labour
law rigidity and tax wedge. Finally, the sixth factor (F6), competitiveness,
combines openness degree (exports + imports over GDP) and manufacturing

2!

N

LLRNTS .

Variables such as “energy-manufacturing share”, “services share”, “unit labour costs”,
“population density”, “corporate tax rate”, “% researchers”, “patents”, “Internet”, “urban
rural typology index”, “legal structure and security property rights index” and “business
regulations index” were also initially included in the analysis but were removed for technical

reasons.
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Table 6 Regional explanatory variables

Code Description
OP Openess degree
GDP Gross Added Value
PO Population
Per capita
GDPpe Gross Added Value
Labour
LP productivity
MSHARE Manufacturing share
Compensation
W
per employee
URinv (Inverse of)
unemployment rate
LTURiny (Inverse of) long-
term unempl. rate
ER Employment rate
AR Activity rate
INV Investment
TWiny (Inverse of) tax
wedge on employm.
R&D R&D expenditure
R&DP R&D personnel
HTC High technology
sectors
HC Human capital
MULA Air an«}l gl.ultl-modal
accessibility
. (Inverse of)
LLRinvy labour law rigidity
LMR Labour' market
regulation
MP Market potential

Units

%

Constant million
euros 2000

Thousands

Constant euros
2000

Constant euros
2000

%

Constant euros
2000

0,
0

%

%

%

Constant million
euros 2000

0,
0

% GDP

% Active
population

% Total
employment

% Students at
ISCED levels 5-6
Synthetic index:
EU=100
Synthetic index
(0-100)
Synthetic index
(0-10)

Constant million
euros 2000

Source Years

Polasek and Sellner 2000-2006

Cambrldge' 2000-2006

Econometrics

Cambrldge. 2000-2006

Econometrics

Cambrldge- 2000-2006

Econometrics

Cambrldge' 2000-2006

Econometrics

Cambrldge. 2000-2006

Econometrics

Cambrldge' 2000-2006

Econometrics

Cambrldge. 2000-2006

Econometrics

Eurostat Selected
years

Cambrldge' 2000-2006

Econometrics

Cambrldge. 2000-2006

Econometrics

Cambrldge. 2000-2006

Econometrics

Eurostat 2000-2006

Eurostat Selected
years

Eurostat Selected
years

Eurostat Selected
years

Eurostat Selected
years

Espon 2001; 2006

World Bank 2004

Fraser Institute 2000; 2005

Own elaboration based or} A

Cambridge Econometrics

* See Tecnical Appendix, part C. ISCED: International Standard Classification of Education.
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share. Once these six factors have been identified, the score of every region
in each of them is computed by two alternative methods: sum scores and
regression scores.

5.2 Cluster analysis®

Considering the regression scores of the six factors extracted in the previous
subsection, we are able to classify the EU regions into groups (called clus-
ters) by means of different clustering methods.? In this manner, we may gain
additional insights into the FDI attractiveness of the EU regions. The process
we follow is explained in the Technical Appendix, part E.

The results obtained by employing this cluster analysis are shown in Map 3
on the next page and Table A.6 in the Table Appendix. The main characteris-
tics of each cluster are as follows (Table 7 on page 36):

- Cluster 1 includes 43 regions, mostly belonging to France, Italy and Bel-
gium. The regions in this cluster are strong in economic potential (F1I)
and weak in labour situation (F3).

- Cluster 2 includes 45 regions that are located, apart from Norte (in Por-
tugal), in the NMS12 countries. These regions are strong in competitive-
ness (F6) and very fragile in economic potential (F1).

- Cluster 3 includes 22 regions, mostly located in North—Central EU
countries. These regions are powerful in technological progress (F'4)
but show an important gap in market size (F?2).

- Cluster 4 includes 54 regions from Germany, the Netherlands and Aus-
tria. Although this seems incongruent, these regions are good regarding
their labour situation (F3) and poor in labour regulation (F5).

- Cluster 5 includes 19 regions, largely from Germany, Spain and Italy.
The regions in this cluster are potent in market size (F2) and relatively
poor in labour regulation (F5).

2!

o

A cluster analysis is an exploratory technique used to identify groups among the subjects in
a data set. The key idea of this method is that objects (in our case, regions) are more related
to nearby objects than to objects that are farther away. In this sense, a cluster may largely be
described by the maximum distance needed to connect parts of the cluster. For further refer-
ence, see, among many others, Hair et al. (2009).

% The results obtained using sum scores are quite similar, so we omit them.
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Map 3 Regional clusters

Cluster 1
Cluster 2
Cluster 3
Cluster 4
W Cluster 5
I Cluster 6
I Cluster 7

- Cluster 6 includes 39 regions, mainly from Mediterranean countries.
They are relatively poorly positioned in every factor, especially in com-
petitiveness (F6).

- Cluster 7 includes 38 regions, 35 of them from the UK. The main posi-
tive feature of these regions lies in labour regulation (F5); on the other
side, they have some problems in terms of competitiveness (F6).
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Table 7 Final clusters centroids (k-means)
Cluster Cluster Cluster Cluster Cluster Cluster Cluster

Factors 1 2 3 4 5 6 7
Economic
otomrint (F1) OF70 LS80 0105 0556 0306 0644 0497
Ll 20.074 0028 -0.514 -0345 2435 -0444 0.117
size (F2)
Labour

situation (F3) -1.235  -0.167 0.251 0.855 0.137 -0.295 0.395

Technological

-0.349 -0.218 2.280 -0.407 0.063 -0.112 -0.034
progress (F4)
Labour

regulation (F5) -0.155 0215 -0.336 -0.657 -0.477 -0.551 1913

Competitiveness

(F6) 0.096 0.837 0208 0.258 -0.011 -1.176 -0.401

5.3 Regression analysis

This subsection assesses the main determinants of inward FDI in the EU at
the regional level. To achieve this, we estimate several regression equations
in which the dependent variable (fdi) is defined as the inward FDI/GDP ratio
and the previously extracted factors (in the sum scores and regression scores
approaches) are included as independent variables. In particular, we initially
apply standard (OLS) regression techniques to estimate the following equa-
tion:

fdi = a+BFl+BF2+BF3+pF4+BF5+BF6+¢

The first half of Table 8 on the next page displays the regression results.
Regarding the sum scores approach, FDI is, as expected, positively and sig-
nificantly correlated with the economic potential (F1), labour situation (F3),
technological progress (F4) and competitiveness (F6) of the regions.

Although economic analysis suggests that the market size (F2) and labour
regulation (F'5) variables are potential determinants of FDI, the results indi-
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Table 8 FDI determinants: Regression Results

Equation 1 Equation 1’
Sum Regression Sum Regression
Independent variables scores scores scores scores

0.033"™  0.033™  0.028"  0.023"
(0.000) (0.000)  (0.000)  (0.000)

0.006™ 0.007" 0.009™ 0.018™

RecreniSrosse 8 0.037)  (0.008)  (0.003)  (0.000)

0.000 -0.002 0.001 0.000

Market size (F2) (0.965) (0.531) (0.723) (0.843)

0.005 0.004 0.006™ 0.006™

W7 LoD (17 0.064)  (0.157)  (0.029)  (0.013)

0.009™ 0.010™ 0.008" 0.010™

Technological progress (F4) (0.001) (0.000) (0.002) (0.000)

-0.001 0.001 -0.001 0.002

L0 (%) (0.558) 0.647)  (0.573)  (0.324)

0.017"*  0.008™  0.018™  0.011""
(0.000) (0.001) (0.000) (0.000)

0.016™ 0.036™"

Competitiveness (F6)

= (0.008)  (0.000)
Adjusted R? 0.21 0.12 0.24 0.21
LIK 494.194  480.023  497.792  492.023
AIC 974387  -946.023  -979.584  -968.047
e 949329  -920.988  -950.946  -939.409

Note: (%) significant at 90%; (**) significant at 95%; (***) significant at 99%;
p-values in brackets

cate that their coefficients are statistically non-significant at the conventional
levels. A tentative explanation for the negligible impact of market size (F2)
may be that the dimension of the local (i.e., regional) market in which the in-
vestment effectively occurs is of no great relevance, given the high degree of
European integration. This explanation is consistent with Basile et al.’s find-
ing that “European multinationals consider regions across different countries
as relatively closer substitutes than regions within national borders” (Basile
et al., 2009:p.733). With reference to labour regulation (F'5), our results sup-
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port the idea that an MNE does not pay any attention to the regulation of the
regional labour market but to its employment/unemployment situation (recall
that F3 emerged as a relevant factor) when it comes to foreign investment in
the EU.

This econometric exercise is also carried out by using, as explanatory vari-
ables, factors calculated on the basis of the regression scores approach. To
avoid repetition, the only significant change worth noting is that this new
estimation seems to cast some doubts on the role of labour situation (F3) as
a determinant of inward FDI in the EU regions.

In addition to the two previous estimations, given their low goodness of fit
and as a way to check the robustness of our results, we add two additional
dummy variables (representing Objective 1 regions and regions belonging
to cohesion countries) to our FDI equation. We consider that this approach
could yield a better explanation of the EU inward FDI flows at the regional
level. However, only the cohesion variable (CF) shows positive and statisti-
cally significant results in the analysis (second half of Table 8; equation 1°).
This result reveals that being a region of a cohesion country could be consid-
ered as another attraction factor for FDI.>* The results of the factors do not
significantly change, with the same four factors arising as determinants of
FDI. The relevance of the labour situation (F3) increases when the cohesion
variable (CF) is included. This positive association could be due to the fact
that cohesion funds indirectly improve the performance of the labour market
in the recipient country, in particular in relation to the activity and employ-
ment rates.

Until now, we have used standard econometric techniques to unveil the deter-
minants of inward FDI. At the end of Section 4, however, we made a passing
reference to the presence of some spatial dependence across European re-
gions in terms of FDI. Accordingly, it seems that a spatial analysis is pertinent
to gaining a more precise understanding of the regional situation of inward
FDI in the EU and, in particular, about the fact that the location patterns of
MNESs may be influenced by the spatial distribution of inward FDI.

Given the presence of spatial dependence in the EU regional distribution of
FDI, it is necessary to revise the regression analysis to eschew potential in-
consistencies and inefficiencies in the results of the estimated equation (An-

% These results are broadly in line with those obtained by Basile ez al. (2008) for a sample of
50 NUTSI regions in 8 countries. See Section 3.
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selin, 1988; Anselin & Bera, 1998). With this aim, we conduct a series of La-
grange multiplier (LM) tests based on the principle of maximum likelihood.*
Specifically, the LM-ERR test, along with the associated robust LM-EL test,
checks for the absence of residual spatial autocorrelation, which would be
caused by not including a structure of spatial dependence in the error term.
The LM-LAG test, together with the associated robust LM-LE test, checks
for the absence of substantive spatial autocorrelation, which would be caused
by the presence of spatial autocorrelation in the endogenous variable.

We apply these tests only to equation 1’ (the one including a cohesion vari-
able) because, although the fit is not very high, it proved to be better than
equation 1. As shown in Table 9, the results for the LM-LAG test (24.0 and
41.6) are greater than those of the LM-ERR test (9.6 and 31.5). Therefore, it
seems that we should estimate the model by including the spatial lag of the
dependent variable as an additional explanatory variable. This conclusion is
confirmed if we look at the associated robust test results; LM-LE remains
significant at 99%, whereas LM-EL is significant at 95% in the sum scores
case and loses all significance in the regression scores case.

Table 9 Spatial tests

Equation 1’

Sum Regression
L scores scores
o o o
LM-EL (5(;?0616;; (005?:‘ 682)
oML
M

Note: LM-ERR = Lagrange multiplier for spatial errors; LM-EL = LM-ERR associated
robust; LM-LAG = Lagrange multiplier for spatial lags; LM-LE = LM-LAG
associated robust. ) significant at 95%; “**) significant at 99%; p-values in brackets.

26 Tests that require the normality assumption in the residuals to be satisfied. In this respect, the

results obtained from the Bera—Jarque test are satisfactory.
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These results indicate that we must correct the substantive spatial dependence
in Equation 1’ estimated above. Therefore, we adjust this equation to include
a spatial lag of regional inward FDI, so that it becomes:

fdi = o+ B W fdi+B,Fl +BF2+BF3,
TP+ IS, + BF6,+ B CF + e,

In this equation, W_fdi, denotes the spatial lag measuring the intensity of
spatial autocorrelation in the dependent variable, # once again being the dis-
tance matrix (its elements wi,j reflect the intensity of the interdependence
between regions i and ;). This new variable aims to capture the relationship
between the FDI flows towards a region and those towards its neighbours.

Table 10 on the next page shows the results of the estimation of Equation 2 by
maximum likelihood.?” The following points should be emphasised:

1. All of the goodness-of-fit measures that are comparable between the two
models, such as the logarithm of maximum likelihood (LIK), Akaike’s
Information Criterion (AIC) and Schwartz’s Criterion (SC),?® demon-
strate that Equation 2 achieves a better fit.

2. With respect to the influence of the extracted factors, the results are
roughly the same, which reveals their robustness. However, there are
some minor differences related to the role of competitiveness (F6),
which now becomes less significant.

3. The coefficient 3, is positive and statistically significant, confirming the
results of the earlier spatial dependence tests, i.c., that the behaviour
of each region is closely related to the behaviour of its neighbouring
regions. To a certain extent, this result could be considered, as the lit-
erature suggests, as a sign that agglomeration is an important factor in
determining inward FDI.

27 Spatial dependence invalidates the traditional ordinary least squares estimation method.
Likewise, according to our tests, there are no problems of heteroskedasticity in this model.

2 R? is not an appropriate measure to compare them because it does not have the same mean-
ing in the two cases due to the inclusion of spatial lag variables.
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Table 10 FDI determinants: Spatial Regression Results

Independent variables

W fdi

Economic potential (F1)

Market size (F2)

Labour situation (F3)

Technological progress (F4)

Labour regulation (F5)

Competitiveness (F6)

CF

LIK
AIC
SC

Sum
scores

-0.001
(0.812)

0.863"
(0.000)

0.005°
(0.073)

0.001
(0.734)

0.005™
(0.028)

0.008"
(0.002)

0.000
(0.894)

0.014™
(0.000)

0.015™
(0.010)

504.607
-991.214
-958.996

Equation 2

Regression
scores

-0.007"
(0.073)

0.899"*
(0.000)

0.013""
(0.000)

-0.001
(0.788)

0.006™
(0.014)

0.010""
(0.000)

0.003
(0.198)

0.008"
(0.001)

0.031"
(0.000)

501.501
-985.003
-952.785

Note: @ significant at 90%; ) significant at 95%; ** significant at 99%; p-values in brackets.
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5 Conclusions and policy implications

Considering that the EU is one of the main recipients of FDI in the world,
this report examines its regional distribution and determinants over the pe-
riod 2000-2006. The report departs from previous papers by dealing with
this issue in two key ways: first, it considers all the EU regions (260 regions)
instead of regions belonging just to a single country or a reduced number of
them; second, it uses a database that provides the total amount of regional
inward FDI, whereas the limited number of papers studying regional FDI
in more than one EU country employ information on the number of foreign
firms established in them.

After defining the concept of FDI and stressing its relevance, the report ad-
dresses the analysis of the main determinants of inward FDI from a theoreti-
cal and (for the EU regions) empirical perspective. Next, it describes the dy-
namics of FDI, paying special attention to its regional distribution. We obtain
some interesting results that allow us to gain a better understanding of the
patterns of FDI. First, FDI flows are highly volatile over time. Second, FDI is
greatly concentrated at the regional level. On average, 30% of inward FDI is
located in 10 regions. Third, the FDI Performance Index and Potential Index
are calculated and compared, which allows an inward FDI typology to be es-
tablished. According to this, and for the whole sample period, 49 regions are
labelled as front-runners and 101 as under-performers; similarly, 46 regions
show above-potential and 64 show below-potential performance. Fourth, an
exploratory spatial analysis reveals that the EU regions are geographically
concentrated around similar levels of inward FDI.

The main part of the paper proceeds in three steps. First, we perform an ex-
ploratory factor analysis to reduce the large number of variables potentially
affecting FDI to a manageable number. The best result is one that is made
up of six factors, labelled economic potential, market size, labour situation,
technological progress, labour regulation and competitiveness. Second, on
the basis of these six factors, the EU regions are grouped into seven clusters,
to understand better the FDI attractiveness of each region. Third, we estimate
an FDI equation, in which the six extracted factors are taken as independent
variables. In particular, we find that the location patterns of FDI in the EU
regions are determined by their economic potential, labour situation, techno-
logical progress and competitiveness; on the contrary, market size and labour
regulation do not seem to exert any significant impact on these location pat-
terns. Although some minor differences arise, these findings are confirmed
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when a dummy variable representing regions belonging to cohesion coun-
tries, which is positively significant, is included in the regression analysis.

When controlling for spatial dependence, the conclusions are roughly the
same, which proves their robustness. Additionally, this result conveys the
message that the performance of a region is largely linked to that of its neigh-
bours. This finding suggests that a somewhat loose interpretation of agglom-
eration could also be regarded as an important factor in explaining FDI loca-
tion.

To conclude, and given the data limitations, some broad policy remarks de-
rived from the results previously obtained are offered. Regions that are trying
to attract FDI should implement policies fostering what we have dubbed as
their economic potential, labour situation, technological progress and com-
petitiveness. Considering the large number of regions in our sample and the
huge differences among the seven clusters we have identified, we propose that
regionally tailored policies would be the best way to increase FDI regional
attractiveness. The types of policies suitable for each region could be devised
by jointly considering the cluster they belong to and the factors in which this
cluster is weak. In particular, regions belonging to clusters 5, 7 and, espe-
cially, 6 should make remarkable efforts to improve their competitiveness,
whereas regions in clusters 2 and 3 should promote their economic potential.
Finally, regions in cluster 1 should pay attention to their labour situation, and
those in cluster 4 should focus their policies on enhancing their technological
progress. This being said, these policy remarks should be taken with some
caution, mainly because, as often happens in economics, the empirical analy-
sis might suffer from endogeneity, implying that the results should be seen
more as correlations than as absolutely convincing causal effects.

Finally, it is important to note that the report has examined the determinants
of inward FDI in the EU regions. It has not, however, studied the issue of
whether there is too much or too little inward FDI in some groups of regions
(clusters) from a social welfare perspective. This is, in fact, an issue that falls
beyond the scope of the report, in that it would need to provide arguments to
explain why the so-called market solution results in too little (or too much)
inward FDI in some groups of regions (clusters) and how public intervention
could help to solve the problem. Everything, of course, is based on the (im-
plicit) assumption that its costs are low compared with the potential benefits
of changing the direction of inward FDI flows.
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Technical Appendix
A. FDI Performance and Potential Indices
The Inward FDI Performance Index

This index is given by the expression:
(FDI/ X, FDI)

Performance Index =———o———
(GDP./ X GDP)

where i refers to the total number of countries/regions considered in the anal-

ysis.

The Inward FDI Potential Index

Drawing from UNCTAD (2002) we have constructed our own Inward FDI
Potential Index for the EU countries/regions by using the following variables:
per capita GDP, R&D expenditures as percentage of GDP, exports plus im-
ports as percentage of GDP, and the percentage of employment in high tech-
nology sectors.

The index for a country/region i is computed as the simple average of the
scores on the chosen variables for that country/region. The score for each
variable is computed as:

V.-V .
Score = M 100
(Vmax - Vmin )
where V, refers to the value of the variable for country/region i and ¥, and

V. refer, respectively, to the lowest and highest values of the variable among
the countries/regions.
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B. Spatial dependence
The Moran’s I statistic (I) is given by the expression:
XX U~ N, i)
_ i
" IR > (i, — fai)

i

where, as known, fdii(].) is FDI in terms of GDP of region i(j),  is the Eu-
ropean average, and the weights w, are elements of the distance matrix W
between each pair of regions (i, /). The sum of all weights ZZW}_}_ is a normali-
sation factor, and 7 is the number of regions. A significant positive value of
standardised Moran’s I (Z -value) indicate positive spatial dependence (auto-
correlation), while a significant negative value reflects a pattern of spatial
association between dissimilar values.

As reckoned by most geographers and regional scientists, choosing matrix
W is a crucial part of the exploratory spatial data analysis. Its role is to put
more weight in those observations belonging to neighbouring regions. Re-
garding this issue, we use as distance matrix the inverse of the distance be-
tween regions, this distance defined as the geographic distance between the
corresponding regional centroids. In any case, we also compute the test with
other distance matrices as well (the “S nearest neighbours” matrix and several
cut-off distance matrices), being the results obtained very similar.

C. Market Potential

The market potential for a region i has been computed as the weighted aver-
age of GDP of all EU regions j other than i. Therefore, this variable is calcu-
lated as follows:

MP = w, x GDP,

i#j

where w, are, once again, the elements of the distance matrix # between each
pair of regions (i, j).
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D. Factor analysis

The application of factor analysis consists of mainly four steps. First and
before properly starting factor analysis we compute the correlation between
each pair of original variables. Table 1 indicates that most of them have at
least one correlation coefficient over 0.5 (shown in bold). Because the deter-
minant of the correlation matrix is null, the conclusion is that a factor analysis
is appropriate.

Second, we analyse the correlation structure of the variables by using conven-
tional tests. For this step, we rely on the KMO measure of sampling adequacy
(whether or not there are sufficient items for each factor) and Bartlett’s test
of sphericity (to check whether or not original variables are sufficiently cor-
related). Table 2 shows that this KMO statistic is greater than 0.5 (meaning
that is significant), and Bartlett’s measure on the correlation matrix passes at
the 0.05 significance level. These results once again indicate that our sample
is adequate to conduct an exploratory factor analysis.

Subsequently, by applying this approach and Kaiser’s criterion for factor ex-
traction, we identify six factors with eigenvalues greater that 1 (Table 3),
which explain 81.0% of the cumulative variance of the 21 original variables.
The composition of these six factors is reported in Table A.4. The first fac-
tor (F1), economic potential, includes labour productivity, per capita GDP,
wages, air and multimodal accessibility, and market potential. This factor ex-
plains more than 35.6% of the entire variance. The second factor (F2), market
size, comprises GDP, population, and investment variables. The third factor
(F3), labour situation, includes the employment rate, activity rate, inverse of
unemployment rate, and inverse of long-term unemployment rate. The fourth
factor (F4), technological progress, contains four indicators: R&D invest-
ment, R&D personnel, high technology sector, and human capital. The fifth
factor (F5), labour regulation, encompasses labour market regulation and the
inverse of labour law rigidity and tax wedge. Finally, the sixth factor (F6),
competitiveness, combines openness degree (exports + imports over GDP)
and manufacturing share.

To this point it is worth mentioning that there is no doubt of the suitabil-
ity of this sixth-factor solution because of three additional reasons (see also
Table 4). First, almost all of the original variables are highly correlated with
just one factor and quite weakly with the others. Second, all of the variables
have at least one factor loading greater in absolute value than 0.5, which is
regarded as being very significant. Finally, the reliability of the extracted fac-
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tor structure is patent because it explains between 57.9% and 95.9% of the
variance of each original variable; in fact, in 18 out of 21 cases, it explains
more than 70% of it.

The fourth and last step consist in that, once the factor analysis has been
developed, and as a previous step to the estimation process, we must create
scores to represent the position of each region’s placement on the factors.
There are several approaches to compute factor scores (for a recent survey,
see, for example, DiStefano et al., 2009) and to test the reliability of the re-
sults. In this report we use two approaches: 1. Sum scores, which factor load-
ings are obtained on the basis of the rotated matrix (Nicoletti et al., 2000). 2.
Regression scores, which is the matrix of factor loading for the case reported
in Table 5.
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Table 2 KMO and Bartlett’s test

Test

KMO measure of sampling adequacy

Bartlett’s test of sphericity

Approximate >
Degrees of freedom

Significance

Value

0.697

6621.943

210
0.000

Table 3 Factor analysis. Total variance explained

Factor

O 00 1 & Nt A W N =

—_—
- o

12

Eigenvalue

7.484
3.269
1.957
1.736
1.454
1.105
0.799
0.741
0.546
0.517
0.352
0.296
0.260
0.134
0.115
0.092
0.063
0.035
0.017
0.016
0.011

% Variance

35.639
15.568
9.321
8.267
6.922
5.261
3.806
3.531
2.601
2.462
1.678
1.412
1.236
0.639
0.550
0.438
0.300
0.165
0.080
0.076
0.051

% Cumulative variance

35.639
51.206
60.527
68.794
75.717
80.977
84.784
88.314
90.915
93.377
95.054
96.466
97.702
98.341
98.891
99.329
99.629
99.793
99.874
99.949
100.000



Table 4 Factor analysis. Rotated component matrix

Commun-
Variable F1 F2 F3 F4 F5 F6 alities
OP -0.042 -0.207 -0.093 0.051 0.068 0.817 0.729
GDP 0.346 0.893 0.103 0.157 -0.019 -0.076 0.959
PO -0.071  0.952 -0.043 0.049 -0.053 -0.038 0.920
GDPpc 0.835 0.136 0.348 0.253 0.033 -0.124 0.917
LP 0.931 0.116 0.149 0.183 -0.025 -0.105 0.947
MSHARE -0.126 0.043 0.184 -0.052 -0.100 0.717 0.579
W 0.929 0.120 0.168 0.189 0.008 -0.054 0.944
Urinv 0.393 -0.106 0.667 -0.048 0.338  0.085 0.734
LTURinv 0.376 -0.216 0.577 -0.066 0.392 -0.072 0.685
ER 0.230 0.126 0.898 0.196 0.128 0.068 0.934
AR 0.112 0.168 0.873 0.218 0.034 0.035 0.853
INV 0.301 0903 0.085 0.142 -0.064 -0.079 0.943
TWinv -0.119 -0.047 0.125 -0.071 0.662 -0.435 0.664
R&D 0.444 0.097 0220 0.664 -0.048 0.200 0.738
R&DP 0.342 0.102 0.200 0.855 0.004 0.018 0.898
HTC 0.437 0251 0.285 0.537 0.250 0.251 0.748
HC -0.324  0.141 -0.093 0.678 -0.122 -0.330 0.717
MULA 0.599 0347 0216 0314 0.024 0.306 0.719
LLRinv 0.345 -0.075 0.336 0.064 0.708 0.030 0.744
LMR -0.030 -0.009 0.065 -0.020 0.939 0.113 0.901
MP 0.805 0.143 0.142 -0.123 0.158 -0.044 0.731
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Table 5 Factor loadings

Variable

OP
GDP
PO
GDPpc
LP

MSHARE

W
Urinv

LTURinv

ER

AR
INV
TWinv
R&D
R&DP
HTC
HC
MULA
LLRinv
LMR
MP

F1

-0.011
0.083
0.030
0.121
0.112
0.000
0.114
0.083
0.071
0.097
0.084
0.076
0.005
0.091
0.089
0.102

-0.006
0.102
0.072
0.023
0.091

F2

0.063
-0.191
-0.219
-0.001
-0.022

0.018
-0.014

0.164

0.184

0.083

0.051
-0.202

0.130
-0.050
-0.066
-0.011
-0.130
-0.056

0.174

0.176

0.030

F3

-0.339
0.157
0.182
0.003

-0.013

-0.276

-0.025
0.009
0.064

-0.022

-0.021
0.154
0.325

-0.191

-0.133

-0.092
0.036

-0.120
0.111
0.178
0.064

F4

0.104
0.079
0.193
-0.171
-0.279
0.184
-0.258
0.050
-0.004
0.222
0.252
0.083
0.098
0.060
0.115
0.141
0.194
0.006
0.074
0.200
-0.250

F5

0.229
0.184
0.238
-0.070
-0.029
0.292
-0.010
0.067
-0.013
-0.018
-0.043
0.187
-0.108
-0.187
-0.349
-0.041
-0.439
0.112
0.030
0.116
0.152

F6

0.279
0.016
0.017
-0.048
0.038
-0.040
0.056
-0.187
-0.147
-0.385
-0.432
-0.007
0.141
0.138
0.186
0.230
0.093
0.118
0.231
0.471
0.045
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E. Cluster analysis

The process we follow to establish our regional clusters consists of two steps.
First, we perform a hierarchical clustering method based on distance con-
nectivity to determine the number of clusters. Using the conventional Ward’s
method and squared Euclidean distance as a proximity measure, we derive
a dendrogram (tree diagram representing a hierarchy of categories based on
the degree of similarity or number of shared characteristics among objects)
(Figure 1). The literature suggests that clusters be defined at a consistent level
of similarity, such that one could draw a line at some chosen level of similar-
ity and all objects that intersect that line form a cluster.” According to our
dendrogram (see the horizontal bold line in Figure 1), the most reasonable
choice implies the existence of seven clusters of regions.

Figure 1 Dendogram

25

20

10

Rescaled distance cluster combined

]
h 1 [k E%L ﬂ m o

Second, hierarchical methods imply that once a cluster is formed it is impos-
sible to split it. As a second step, we apply nonhierarchical methods, which
are more flexible than hierarchical ones. In particular, we carry out a non-
hierarchical k-means clustering method, using the centroids (group-means)
obtained in Ward’s method as starting values.

2 Several methods have been proposed but their application is somewhat arbitrary.
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Sammanfattning pa svenska

De senaste arens globala ekonomiska utveckling har lett till en markant
6kning av utlédndska direktinvesteringar (foreign direct investment, FDI). FDI
ar av stor vikt for att frimja ekonomisk tillvaxt och har darfor ocksé blivit en
viktig del i de ekonomisk-politiska strategierna i s&vél utvecklade som min-
dre utvecklade ldnder. Tendensen é&r sérskilt framtrddande i EU, i synnerhet
efter inre marknadsprogrammet, euron och de senaste tvd utvidgningarna.
Det dr med andra ord av stort intresse att studera FDI, inte minst ur ett policy-
perspektiv.

Det finns flera studier som analyserar FDI i EU. Av statistiska skél utgar de
flesta fran den nationella nivén, trots att vi fir en tydligare bild nér vi studerar
FDI pé den regionala nivan. Den hér rapporten — Inward Foreign Direct In-
vestment in the European Union: Regional Distribution and Determinants
— forsoker att fylla detta hél genom att analysera den regionala fordelningen
av FDI-inflddet till EU under perioden 2000-2006. I synnerhet analyseras de
faktorer som forklarar fordelningen och utvecklingen 6ver tiden. En ny FDI-
databas anvinds, som till skillnad fran andra databaser ocksa ger information
om det fotala FDI-inflodet till EU:s regioner.

Rapporten fokuserar inledningsvis pé att definiera vad FDI &r och vilken be-
tydelse direktinvesteringarna har for mottagarekonomierna. Darefter grans-
kas den teoretiska och empiriska litteraturen om FDI och dess bestimnings-
faktorer. Den mest accepterade teoretiska ansatsen representeras av det sa
kallade “eklektiska OLI-paradigmet” som har utvecklats av Dunning (1977,
1979). Enligt Dunning kan FDI forklaras utifrdn fordelar baserade pd dgande
(ownerhship, O); lokalisering (localisation, L); och internalisering (internali-
sation, 1). Eftersom rapporten framfor allt soker forklaringar till den geo-
grafiska fordelningen av FDI-inflodet i EU:s regioner, laggs sarskild vikt vid
lokaliseringsfordelarna. Dessa delas i sin tur in i tre olika typer: ekonomiska,
politiska och socio-kulturella lokaliseringsfordelar. Kapitlet avslutas med en
sammanfattning av resultaten frdn de fa studier som hittills har analyserat just
regional FDI i EU.

Darefter ges en Oversikt dver fordelningen av FDI i EU, framfor allt ur ett
regionalt perspektiv men dven ur globalt och nationellt perspektiv. Tre in-
sikter avseende FDI formuleras i rapporten: den totala méngden och dess
utveckling over tid; dess geografiska fordelning och koncentration; samt
nagra grova men anvéindbara indikatorer avseende regioners attraktionskraft.
Nér det géller koncentrationen visar rapporten att FDI-inflodet inte dr jaimnt
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fordelat 6ver EU:s territorium. Regioner med ett hogre (ldgre) FDI-inflode &r
sannolikt placerade geografiskt nirmare varandra, nagot som bekréftas av en
sa kallad spatialanalys.

Rapportforfattarna fokuserar pa de faktorer som paverkar FDI-inflodena i
EU:s regioner. Det &r viktigt att notera att det finns problem med sévl till-
géngligheten som tillforlitligheten hos de data som anvénds: for det forsta
fordndras FDI-inflodena markant fran ar till ar, framfor allt till foljd av stora
foretagsfusioner och foretagsforvarv. For det andra dr datatillgdngligheten
forhallandevis svag for ndgra av de potentiella bestimningsfaktorerna av re-
gional FDI. Forfattarna 16ser detta genom att anvénda genomsnittliga vérden
for bade FDI-floden och samtliga variabler som enligt teorin kan forklara
flodena. Med hénsyn tagen till dessa overviganden skapas en databas med
21 variabler.

Darefter gar rapportforfattarna vidare i tre steg. Till att borja med genomfor
de en faktoranalys. Orsaken till detta ar att det skulle vara svart att arbeta
med ett sd stort antal variabler. Det skulle sannolikt &ven orsaka problem med
kolinjdritet mellan variablerna i sjdlva regressionsanalysen. Faktoranalysen
resulterar i sex “FDI-faktorer”, vilka i rapporten bendmns ekonomisk poten-
tial, marknadsstorlek, arbetsmarknadssituation, teknisk utveckling, arbets-
marknadslagstifining och konkurrenskraft. 1 det andra steget grupperas EU-
regionerna i sju kluster, baserade pa de ovan ndmnda sex faktorerna, for att
pa sa sitt battre forstd varje regions attraktionskraft.

I det tredje och sista steget estimeras en FDI-ckvation dér de sex FDI-fak-
torerna anviands som oberoendevariabler. Estimeringen leder forfattarna
till slutsatsen att FDI-inflodena till EU:s regioner bestdms av regionernas
ekonomiska potential, arbetsmarknadssituation, tekniska utveckling och
konkurrenskraft. De resterande tva faktorerna, marknadsstorlek och arbets-
marknadslagstiftning, tycks inte ha nagot statistiskt signifikant inflytande pa
lokaliseringsmdnstren.

Slutsatsen bekréftas nér forfattarna for in sa kallade dummy-variabler i re-
gressionsanalysen for att pa sd sitt ta hdnsyn till regionerna i sammanhall-
ningslédnderna: dummy-variablerna blir positivt statistiskt signifikanta men
de dndrar inte slutsatsen i nagon storre utstrickning for hur dvriga variabler
forhaller sig till beroendevariabeln (FDI-inflode).
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Rapportforfattarna kan bekrifta att resultaten &r robusta, eftersom de landar
i samma slutsats dven efter det att det rumsliga (spatiala) beroende som up-
pticktes tidigare i analysen har kontrollerats. Resultatet ger uttryck for att en
regions prestationsforméga hianger ihop med prestationsférmagan hos gran-
nregionerna. Detta leder i sin tur till den tentativa slutsatsen att agglomer-
ering 1 sig kan vara en viktig faktor for hur FDI fordelas.

Rapporten avslutas med ett antal policyrelevanta slutsatser. Framfor allt bor
regioner som vill attrahera utldndska direktinvesteringar frimja den ekono-
miska potentialen, arbetsmarknadssituationen, den tekniska utvecklingen
och konkurrenskraften. Dartill foreslar forfattarna — med hansyn tagen till det
stora antalet regioner och den mycket stora skillnaden mellan de sju klustren
i studien — att politiken bor anpassas regionalt. Politiken skulle med andra ord
utformas gemensamt i de respektive sju kluster som regionerna tillhor, det
vill sdga att sdrskild hansyn bor tas till faktorer som &r svaga i dessa regioner.
Mer specifikt skulle regioner som hor till klustren 5-7 forsoka att 6ka konkur-
renskraften, medan regioner i klustren 2 och 3 skulle soka att frimja den eko-
nomiska potentialen. Kluster 1 skulle istéllet fokusera pa arbetsmarknads-
situationen, medan kluster 4 skulle satsa pa den tekniska utvecklingen.
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