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Abstract

The World Bank’s Ease of Doing Business reports

have been ranking countries since 2006. However, do
improvements in rankings generate greater foreign direct
investment inflows? This study is the first to test such a
proposition empirically with Arellano-Bond dynamic
panel estimators using the official rankings from 2006
t0 2009. The paper shows this relationship is significant
for the average country. However, when the sample is
restricted to developing countries, the results suggest

an improved ranking has, on average, an insignificant
(albeit positive) influence on foreign direct investment

inflows. Although robust, this result should be taken

with caution given that it refers to the average developing
country using data across a four-year time period. Finally,
the paper demonstrates that, on average, countries that
undertake large-scale reforms relative to other countries
do not necessarily attract greater foreign direct investment
inflows. This analysis may have important ramifications
for developing country governments wanting to improve
their Doing Business Rankings in the hope of attracting
foreign direct investment inflows.
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1. Introduction

A large body of literature argues that foreign direct investment (FDI) promotes economic growth (Adams
2009, Alfaro 2000, Borensztein, De Gregorio and Lee 1998 and Basu and Guariglia 2007). Alfaro (2003:1)
contends it can “be a source of valuable technology ... which can help jump start an economy” while
Wacziarg (2001) suggests FDI perpetuates trade benefits which then promote economic growth.

Some even argue FDI is important for alleviating poverty. Tambula (2004) states increased tax revenues
from FDI results in poverty reduction, Gohou and Soumare (2011) find FDI has more impacts on welfare
in poorer countries than wealthier countries while Mahmoud (2010) claims FDI has been a key source of
employment for women in developing countries. Masron and Abdullah (2010:115) notes “Foreign direct
investment (FDI) is strongly believed to have a major role to play in the economic development of
emerging markets”.

How then can countries improve their FDI inflows? Since 2004, the World Bank Group has published
data on the Ease of Doing Business in selected countries while in 2006 it has started ranking countries
according to their Ease of Doing Business. Although the World Bank does not argue that improvements
in the rankings attract FDI, the rankings have a signalling effect with governments, institutions and
media. For example, a newspaper article quotes the International Monetary Fund Representative for Sri
Lanka and the Maldives claiming Sri Lanka requires a higher ranking than India to attract FDI Inflows
(Jayasinghe 2011) while another states “Kenya has dropped three positions in the World Bank’s ranking
for ease of doing business handing other east African peers an upper hand in the battle for attracting
foreign direct investments” (Omondi 2011). Despite such claims, there appears to be no rigorous panel
study investigating whether improvements in the official rankings improve FDI inflows.

This paper uses a panel data set of approximately 84 countries from 2006 to 2009 to show on average,
improvements in the World Bank’s Ease of Doing Business Rankings (forthwith referred to as the Doing
Business Rankings) do significantly improve FDI inflows. However, countries undertaking relatively more
reforms as proxied by large improvements in the Doing Business rankings do not significantly attract
greater FDI inflows than other countries. Further, when restricting the sample to 56 developing
countries, the relationship between improvements in rankings and FDI inflows is insignificant.

This paper is structured as follows. Section 2 outlines the determinants of FDI, section 3 explains the
data and methodology used in the analysis, section 4 presents the results and section 5 concludes.

2. Determinants of FDI

Different researchers propose different models and variables when investigating the determinants of
FDI (see for example Bergstrand and Egger 2007, Stein and Daude 2007 and Walsh and Yu 2010). Clearly
the inclusion or exclusion of certain variables could materially influence the results of the analysis. As
such, this paper considers various combinations of institutional variables and the key macroeconomic



variables of GDP growth, GDP per capita, the real exchange rate, inflation, openness and taxes that are
generally accepted as likely to influence FDI inflows.

Researchers consistently use GDP, GDP growth, GDP per capita and/or other variants of GDP as
determinants of FDI (Blonigen 2011, Alfaro, Chanda, Kalemli-Ozcan, Sayek 2009, Di Giovanni 2005 and
Head and Ries 2008). Intuitively this appears reasonable. For example, high GDP growth may suggest
large economies of scale (Dhakal, Rahman and Upadhyaya 2007) while high GDP per capita may indicate
large market size (Walsh and Yu 2010) — both of which are attractive to FDI.

Real exchange rate valuation is also considered to influence FDI Inflows (Blonegen 2005). Blonegen
(2005) explains that foreign firms may take advantage of a favorable exchange rate to purchase
relatively cheaper goods in a host country while Froot and Stein (1991) and Klein and Rosengren (1994)
empirically show that currency depreciation encourages FDI inflows.

Controlling for inflation is also an important factor. If a host country’s currency is inflating at a high rate,
then any profits generated in that country would be worth less to the parent country. Walsh and Yu
(2010) use inflation in their analysis of FDI inflows.

The influence of taxes in encouraging or discouraging FDI Inflows is dependent on the type of tax. For
example, whether countries have a double taxation policy in place (Scholes and Wolfson 1990) and
differences in corporate income taxes and indirect business taxes (Desai, Foley and Hines 2001) could
have unique influences on FDI Inflows. As the influence of tax rates on FDI inflows are uncertain, this
paper will separately consider the impacts of tax on corporate profits as a percentage of revenues and
tax on international trade as a percentage of revenues on FDI inflows. Regression analysis using no tax
will also be considered.

A country’s openness, defined as the percentage of imports and exports over GDP, may also influence
FDI Inflows. Moreover, FDI may be attracted to countries with greater propensity to trade. Marson and
Abdhulla (2010) find a positive significant relationship between openness and FDI Inflows in ASEAN
countries while Walsh and Yu (2010) find no significant relationship between openness and FDI as a
share of GDP in a sample of emerging market and developing countries.

Finally, the quality of a country’s institutions is incorporated into the analysis. Literature considers this
to include areas such as labor flexibility, infrastructure quality, financial depth, judicial independence,
legal system efficiency, corruption control, political stability and absence of violence, government
effectiveness and regulatory quality. Some papers suggest strong private property rights and legal rights
encourage FDI Inflows (Knack and Keefer 1995, Kostevc, Redek and Susjan 2007 and Masron and
Abdhulla 2010) while others find no or little correlation between a country’s institutions and FDI inflow
(Stein and Daude 2007, Walsh and Yu 2010 and Ghosh 2007).

This paper considers the Doing Business Rankings, which ranks countries according to their Ease of
Doing Business, as an institutional variable. For robustness purposes, it separately considers relevant
components of the rankings including ease of starting a business, registering property, getting credit,
protecting investors, paying taxes, trading across borders and enforcing contracts. As additional



institutional variables, this paper also includes the World Bank’s Governance Indicators (forthwith
referred to as Governance Indicators) which rank political stability and absence from violence,
corruption control, voice and accountability, regulatory quality, rule of law and government. An
aggregate World Bank Governance Ranking, based on a simple average of the component indicators, is
also included in some regressions. Different combinations of the Doing Business Rankings/components
and the Governance Indicators are used to ensure robustness of results and counter possible
multicollinearity. For example, arguably the Governance Indicators of government effectiveness,
regulatory quality and rule of law are captured within the Doing Business components of starting a
business and enforcing contracts — any correlation should be addressed in regression analysis.

Literature has extensively used the Doing Business Rankings and corresponding components in analysis
(the World Bank Doing Business website lists more than 100 academic papers). Eifert (2009) focuses on
individual components of the Doing Business Rankings and find improvements in the time taken to
enforce contracts stimulates growth. However, Eifert (2009) fails to consider the aggregate impacts of
all the Doing Business components. Conversely, Djankov, McLiesh and Ramalho (2006) do focus on
aggregate impacts using cross-sectional analysis with fixed country effects. They show countries with a
higher Doing Business Ranking in 2004 significantly influences growth. Surprisingly, Djankov et al. (2006)
use as their dependent variable, the average GDP growth from 1993 to 2002 and estimate Doing
Business Rankings using 2004 data (official rankings were not available until 2006). This approach could
bias results as country rankings change over time and different results would be recorded when using
data from alternative years.

Busse and Groizard (2008) use a separate set of fixed country effects when undertaking their cross-
sectional analysis on the influences of selected components of the World Bank’s Ease of Doing Business
measures on GDP growth. Like Djankov et al. (2006), they also artificially create a rankings system but
do so by creating a dummy variable of the 20 most regulated economies. They find countries with lower
levels of regulation are more likely to stimulate growth. While the results are encouraging, the creation
of a dummy variable reduces the richness of the data available for analysis and the authors do not
disaggregate between developed and developing countries.

This paper expands on Busse and Groizard (2008), Djankov et al. (2006) and Eifert (2009) by using a
more robust panel data set as opposed to cross-sectional analysis, considering the aggregate impact of
reforms (as captured by the official World Bank rankings as opposed to artificially creating rankings),
disaggregating impacts to developing countries and focusing specifically on the impact of Doing Business
reforms on FDI inflows as opposed to the impacts on GDP growth.

3. Data and Methodology

The study estimates the influence of the Doing Business Rankings (DBR), across approximately 84
countries, using data from the period when rankings officially began in 2006 to 2009. While there were
175 countries ranked in 2006, the number used in regression analysis varies due to the use of an
unbalanced panel. The 2006 and 2007 rankings were gathered from the 2007 Doing Business report, the
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2008 rankings from the 2008 Doing Business report and the 2009 rankings from the 2009 Doing Business
report. Important to note is between 2006 and 2009, an extra 6 countries were added to the rankings.
These 6 countries were not included in the preceding analysis with the remaining countries re-ranked
under the assumption that only the 175 countries, available in 2006, existed. This approach does not
materially change any results. Some regressions, that do not include the Doing Business Rankings, will
be undertaken using data from 2004 to 2009.

Recall the Doing Business Rankings are determined by various components. These, determinants were
sourced directly from the World Bank’s Ease of Doing Business website. The following table summarizes
the components of the Ease of Doing Business and the corresponding indicators used in this paper.

Table 1 - World Bank's Ease of Doing Business
Selected Components Selected Indicators Acronym
i B
Starting a Business Time (days,) X SBT
Cost (% of income per capita) SBC
Ti RPT
Registering Property 'me (daysv) .
Cost (% of income per capita) RPC
Protecting Investors Strength of investor protection index (0-10) IPS
Paying Taxes Payments (number per year) TPN
Time to export (days) XT
Trading Across Borders C.ost to e.xport (USS per container) XC
Time to import (days) IT
Cost to import (USS per container) IC
Ti ECT
Enforcing Contracts ime (days) . ¢
Cost (% of claim) ECC

Other indicators were not included due to limited perceived relevance (eg: closing a business) and due
to potential multicollinearity (eg: time to start a business was selected over number of procedures
required to start a business).

Determinants of governance were sourced from the World Bank’s Governance Indicators website.
These include political stability and absence from violence (PV), corruption control (CC), voice and
accountability (VA), regulatory quality (RQ), rule of law (RL) and government effectiveness (GE).

GDP growth data (GDPGR), GDP per capita (GDPCAP), Openness (OPEN), FDI inflow data
(FDL_INF_Norm), the real exchange rate (REER), inflation rate (INF), the tax on corporate profits as a
percentage of revenues (TAXPROFIT) and tax on international trade as a percentage of revenues
(TAXINT) were sourced from the World Bank’s Development Indicators.

Any panel analysis with FDI inflows as the dependent variable would require instrumenting GDP growth,
GDP per capita, the real exchange rate and openness given potential reverse causality between these
endogenous variables. Further, it would have to instrument the exogenous variables while also
considering country fixed effects (such as geographic location) that are unlikely to change significantly
over the short time period in question.

As such, this paper follows a similar recent study undertaken on FDI flows (Walsh and Yu 2010) and uses
the Arellano-Bond methodology that accounts for fixed effects in large cross-sectional and small time
series panels. A gravity model (Dabla-Norris, Honda, Lahreche and Verdier 2010) was not used as it



focuses on bilateral trade flows, usually from developed countries to developing countries. Moreover,
similar gravity models would ignore large FDI outflows emanating from emerging economies such as
China and India.

For this paper, the following model is regressed:
Yie =a+vyYieq +BXjy +0Zy + AWy +u; + & (1)

where Y represents FDI inflows, X represents a vector of macroeconomic variables, Z represents the
variable(s) of interest (Doing Business Ranking as per Table 2, components of the Doing Business
Rankings as per Table 4 or Doing Business Rankings restricted to Developing Countries as per Table 5),
W represents the Governance Indicators or an artificially created World Bank Governance Rank and u
represents the country-fixed effects. Different macroeconomic variables and combinations of the Doing
Business Rankings/Indicators and Governance Indicators are used to test the robustness of results and
counter possible multicollinearity. The model is also separately estimated with an additional 2009 time
dummy variable as the financial crisis would likely have reduced FDI inflows.

Further, Klapper and Love (2010) produce models using a dummy variable to denote countries that have
undertaken significant reforms. Similarly, for the purposes of this paper, the DBR variable from
equation (1) is replaced with a dummy for countries that have improved by greater than 9 places on the
Doing Business Rankings from 2006 to 2007, 2007 to 2008 and 2008 to 2009 (D09). Separate analysis is
also undertaken replacing the DBR variable with a dummy denoting countries that have improved
greater than 4 places on the Doing Business Rankings (D04). This is important given that Klapper and
Love (2010) find countries making broader reforms have greater impact on new firm registration. The
analysis incorporating reform dummies would show whether the Klapper and Love (2010) finding
translates into FDI Inflows; i.e. whether countries making greater reforms (as denoted by large increases
in the Doing Business Rankings) are more likely to generate greater FDI inflows.

To remove the fixed effects from equation (1), a difference-in-difference approach is used such that the
following equation is regressed:

To remove the problem of serial correlation between the error term and the dependent variable and
ensure strong instruments are used, the first lagged level and lagged differences of the endogenous
variables and exogenous variables are used as instruments as per the system GMM approach (Blundell
and Bond 1998). The instruments used are stronger than those available under a traditional two-
squares least squares approach and thus makes the results more efficient (Roodman 2009) while the
system GMM approach also allows observation from t-1 to be included in the analysis. The endogenous
lags are restricted to one time period (both the first and second lags are regressed separately to ensure
validity of results) to reduce the number of instruments and improve the prospects that the p-value for
the Hansen J test, which tests the null of joint validity of all instruments, is between 0.1 and 0.25. If the
p-value from the test is greater than 0.25, it may imply that too many instruments have been used
which produces standard errors that are downward biased (Roodman 2009). Finally, robust standard



errors are used to account for possible instances of multicollinearity and heteroscedasticity in all
models.

4, Results

Table 2 shows the Doing Business Ranking indicator is significant under multiple specifications. This
implies on average, an increase in the Doing Business Rankings significantly increases FDI inflows by
approximately 300 million USD. Note, as the lowest ranking is 175 and the highest ranking is 1, a
negative coefficient of the DBR variable in the tables implies an improvement in rankings. The same
levels of significance hold when using the first lag or the second lag of endogenous variables as
instruments.

Table 2, columns D and E, which include tax variables, do not appear to be the strongest models given
the insignificance of the GDP growth variable and the high p-value for the Hansen J test. Further, the
model regressed in Column | also appears inappropriate given the significant p-value for the Hansen J
test. Column F, which omits GDP per Capita in its analysis, is the only appropriate model suggesting on
average, improvements in a governance variable, corruption control, positively and significantly
influences FDI Inflows. As opposed to the Doing Business Rankings, a higher numerical number for the
World Bank’s Governance Rankings represents a higher ranking than a lower numerical number.

When including a time dummy for 2009 the DBR variable in Column A loses significance, albeit only
slightly (p-value 0.108). The DBR variable across all other specifications remains significant while the
magnitude of the DBR coefficients remain approximately the same. When removing the 2009 data
altogether none of the DBR variables in Table 1 lose significance while the coefficients of the DBR
variable become greater in absolute magnitude.

Table 3 illustrates that in most cases D09 reform dummies are insignificant when replacing the DBR
variable in equation (1). Note the p-value for the Hansen J test is most appropriate in Columns A and |.
This result holds when undertaking regressions using the D04 dummies in place of the D09 dummies and
when including dummies for 2009. Hence it appears the Klapper and Love (2010) result on the
significant influence of large scale reforms on increasing firm registration does not translate to
increasing FDI inflows.

Table 4 shows the results when regressing relevant indicators of the Doing Business Rankings (as
opposed to the Doing Business Rankings themselves). It shows that in at least 3 out of 5 models, on
average, reductions in the time and cost taken to enforce contracts is significantly correlated with higher
FDI Inflows. Note, the models captured in Columns C and D appear to be mis-specified as the variable
XC, which relates to the cost of exports, is positive when a-priori it would be expected that reductions in
the cost of exports would improve FDI Inflows and not vice versa. The regression in Column E also has a
high Hansen J test p-value of 0.39 which may imply this is not an appropriate model (although the
Hansen J test p-value reduces to a reasonable 0.16 when using the second lag instead of the first lag for
endogenous variable instrumenting purposes).



Table 5 illustrates the results when focusing on developing countries in isolation (data is available for
approximately 56 countries). It notes while there is a favorable relationship between improvements in
the Doing Business Rankings and FDI, the relationship is insignificant. The coefficients are also smaller
than the case when including all countries in the analysis (i.e. results from Table 2). This heterogeneity
in results between developing countries and all countries may provoke deeper analysis by researchers
who do not distinguish between developing and developed countries when estimating the impacts of
Ease of Doing Business indicators (Busse and Groizard 2008 and Djankov et al. 2006). Including a time
dummy for 2009 does not increase the significance of the DBR variable while reform dummies are also
insignificant when replacing the DBR variable.

Why is there an insignificant correlation between the Doing Business Rankings and FDI Inflows for
developing countries? One reason could be improvements in Doing Business rankings, which represents
the formal time and costs involved with fully complying with regulations, may not necessarily translate
to the actual experiences of a wide range of firms. Hallward-Driemeier and Pritchett (2011) show there
is a disconnect between policy and policy implementation; they note that reduction in Doing Business
days for compliance is likely accompanied by increases in actual days for compliance across a survey of
firms.  This discrepancy “could reflect greater enforcement or compliance” after the policy is
implemented (Hallward-Driemeier and Pritchett 2011:6).

Does this imply developing country governments should focus on compliance and ignore making
improvements in Ease of Doing Business altogether when trying to attract FDI? Not necessarily. It is
important to note the results of this paper apply for the average developing country using data across a
sample of 56 developing countries. Moreover one individual country may reap strong benefits from FDI
inflows as a result of improvements in the Doing Business Rankings. A longer time period with richer
data will help answer this question for individual countries and perhaps provide more opportunity for
changes in the business environment to attract FDI Inflows.

Do the overall results suggest governments can focus on particular institutional areas to attract FDI
inflows? Perhaps improvements in the time taken and cost to enforce contracts may assist in this
endeavor. However if governments simply focus on this area and neglect others, their Doing Business
Rankings will slip. Thus, the Eifert (2009) model could be mis-specified as it fails to consider the
aggregate impact of reforms. Moreover, as shown in Table 2, the improvements in the Doing Business
Rankings are likely to positively influence FDI inflows. Hence rather than focusing on enforcing
contracts, it is possible improvements in the average country’s Doing Business Ranking present a
signalling effect to external investors that its business environment is becoming more favorable to
foreign investment. This hypothesis is given stronger credence by the fact that Aghion, Philippe,
Blundell, Griffith Howitt and Prantl (2008) and Kaplan, Piedra, and Seira (2007) suggest that a
combination of reforms has greater impact than business entry reforms in isolation. However, it
contradicts the approach used by Busse and Groizard (2008) that only selects Doing Business indicators
they believe are strongly related to FDI inflows.



5. Conclusion

Using panel data of approximately 84 countries from 2006 to 2009, this paper is the first to show
empirically that for the average country, improvement in the official Doing Business Rankings is likely to
increase FDI into a country. While improvements in some determinants of the Doing Business Ranking
are indeed correlated with greater FDI inflows, it is perhaps improvements in the Doing Business
Rankings of the average country that act as a strong signalling effect to investors. Nevertheless, there
appears to be no evidence to suggest large improvements in Doing Business Rankings (i.e. ‘reform’
countries) attract significantly greater FDI inflows.

When focusing on developing countries in isolation, the relationship is insignificant. This result should
be taken with caution given it refers to the average developing country across a four year time period. A
more complete picture of the influence of Doing Business Rankings on FDI inflows may be available as
more data becomes available.

As countries are not homogenous, it would be interesting to note how improvements in the Doing
Business Rankings influence FDI inflows into countries of different economic sizes. For example, would
improvements in the Doing Business Rankings for smaller economies such as those in the Pacific Island
countries lead to greater FDI inflows or is this correlation stronger among larger economies such as
India, Vietnam or Brazil? Similarly, analysis could be undertaken across geographical areas. Are
investors more likely to favor African countries relative to Asian countries given similar changes in the
Doing Business Rankings or would their focus largely be on Europe or the Americas? Again, as more
data become available, researchers and policy makers should be able to investigate the answers to
these questions. This may also encourage, or discourage, governments to improve their Doing Business
Rankings.

Finally the relationship between improvements in the Doing Business Rankings and GDP growth using
panel data could also be undertaken.



Table 2 - Influence of Doing Business Rankings on FDI Inflows into Developed and Developing Countries
Dependent Variable: Value of FDI Inflows (100s of million USD)
GMM based on the Arellano-Bond methodology

Column A Column B Column C Column D Column E Column F Column G Column H Column | Column J
DBR -2.50% -2.64* -2.97** -2.29 -2.57 -3.19*% -3.94%* -4.22%% -2.53%*
1.48 1.48 1.49 1.62 2.02 1.66 1.42 1.57 0.85
GDPGR 9.77** 7.81%* 9.21** 4.36 0.92 9.65** 6.61%* 9.79** 6.34** 1.97
3.86 3.52 3.72 4.26 5.39 4.23 3.25 4.19 2.65 2.05
GDPCAP 0.01* 0.01* 0.01* 0.01 0.02** 0.01**
0 0 0.00 0.00 0.01 0.01
REER 3.01 3.22 2.73 4,01 5.36 4.41* 0.07 3.08 0.43 0.03
2.53 2.5 2.61 3.05 3.96 2.38 0.41 241 1.96 1.89
INF -1.89 -0.56 -2.44 -1.20 -1.39 -2.68 -4.83 -3.37 2.97
4.43 4.59 4.26 5.26 6.52 3.99 3.69 2.82 2.53
OPEN -6.18 -6.03 -6.15 -4.49 -7.38 -6.26 -5.88 -6.28 -2.52
4.74 4.23 4.67 3.04 4.62 4.67 4.64 4.90 3.38
TAXPROFITS 2.92
3.60
TAXINT 5.47
5.57
VA -6.55* -7.02 -13.32%* -5.30 -4.08
3.96 5.31 6.53 4.05 4.38
PV 0.92 1.19 6.60* 1.07 -1.03
2.54 3.27 3.99 2.90 2.86
cc 3.78 5.48 3.39 5.98* -0.97
2.91 3.88 3.74 3.22 1.91
GOV -1.72
2.51
GE 0.52
2.84
RQ 3.69
3.09
RL 0.96
2.14
Hansen J test 0.19 0.37 0.25 0.52 0.63 0.17 0.20 0.14 0.03 0.19
No. of observations 323 323 323 216 182 323 331 323 340 511
No. of groups 84 84 84 61 53 84 85 84 86 89
No. of instruments 43 46 44 47 47 38 35 35 27 58

Standard errors corrected for robustness in italics.
*** Significance at the 1 percent level, ** Significance at the 5 percent level, * Significance at the 10 percent level.
A negative coefficient for the DBR variable suggests on average, an increase in the Doing Business Ranking will increase FDI Inflows all else constant (i.e. higher rankings are a lower numerical
value). For the remaining variables, the opposite is true; an increase in that variable suggests, on average, an increase in FDI Inflows all else constant.
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Table 3 - Influence of Large Doing Business Rankings Improvements (greater than 9 ranking places) on FDI Inflows into Developed and Developing Countries

Dependent Variable: Value of FDI Inflows (100s of million USD)

GMM based on the Arellano-Bond methodology

Column A Column B Column C Column D Column E Column F Column G Column H Column |
REFORMS 122.77 106.06 130.10* 98.41 42.03 106.76 88.29 117.30* 103.02
76.26 71.36 78.34 88.13 104.49 72.02 71.64 69.54 65.2
GDPGR 5.38 3.28 4,51 341 -1.37 7.81%* -3.71 0.03 0.72
3.54 3.46 3.48 4.6 5.6 3.33 4.54 4.04 3.53
GDPCAP 0.01** 0.01** 0.01%* 0.01* 0.02**
0 0.01 0.01 0.01 0.01
REER 0.97 0.95 0.43 3.38 5.55 1.28 -0.56 -3.18 -2.95
2.19 2.14 2.25 3.05 4.06 1.74 0.77 3.27 2.7
INF -1.87 -1.59 -2.76 -0.36 0.83 -7.27* -14.23*%* -15.66**
5.2 5.03 5.04 6.19 6.83 3.94 5.87 5.04
OPEN -3.24 -2.81 -3.24 -2.58 -6.69 0.8 2.17 1.9
3.06 3.17 3.07 3.16 4.24 3.27 2.64 2.58
VA -3.88 -5.47 -12.28* 2.37
4.03 7.01 6.97 3.61
PV -1.16 0.08 5.59 -4.23*
2.42 3.87 3.67 2.36
cC 2.39 2.31 4.7 5.36
3.02 4.59 4 3.77
GOV -2.06
2.44
TAXPROFITS 4.94
3.75
TAXINT 2.66
4.9
Hansen J test 0.24 0.33 0.31 0.48 0.49 0.34 0.52 0.45 0.14
No. of observations 248 248 248 163 136 248 254 248 264
No. of groups 88 88 88 63 54 88 89 88 90
No. of instruments 38 41 39 42 42 34 30 31 24

Standard errors corrected for robustness in italics.
*** Significance at the 1 percent level, ** Significance at the 5 percent level, * Significance at the 10 percent level.
A negative coefficient for the DBR variable suggests on average, an increase in the Doing Business Ranking will increase FDI Inflows all else constant (i.e. higher
rankings are a lower numerical value). For the remaining variables, the opposite is true; an increase in that variable suggests, on average, an increase in FDI

Inflows all el

se constant.

REFORM represents a dummy for countries that have improved by greater than 9 places on the Doing Business Rankings from 2006 to 2007, 2007 to 2008 and
2008 to 2009 (D09)
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Table 4 - Influence of Components of the Doing Business Rankings on FDI Inflows into Developed and

Developing Countries

Dependent Variable: Value of FDI Inflows (100s of million USD)
GMM based on the Arellano-Bond methodology

Column A Column B Column C ColumnD  ColumnE

SBT 1.94 1.33 1.33 1.5 1.62
1.71 1.72 1.83 1.52 1.85
SBC 0.02 -0.01 0.07 0.05 -0.04
0.09 0.09 0.06 0.08 0.08
RPT 0.16 0.15 0.03 0 0.22
0.24 0.23 0.23 0.22 0.25
RPC 5.45 3.48 1.41 1.74 3.31
6.47 6.45 5.23 5.83 5.46
IPA 45.15 54.27 30.75 39.94 48.71
41.72 41.56 46.31 44.49 43.71
TPN -0.35 -0.83 -2.57% -2.84** -0.73
1.41 1.26 1.38 1.41 1.2
XT 2.59 3.59 -7.77 -9.45 3.9
6.48 6.7 5.38 5.94 5.56
XC 0.02 -0.02 0.17** 0.18** -0.02
0.07 0.08 0.07 0.08 0.08
IM -5.2 -8.12% -3.77 -4.64 -8.36*
4.06 4.76 4.25 4.25 4.6
IC 0 0.04 -0.05 -0.05 0.06
0.06 0.08 0.06 0.06 0.07
ECT -0.29 -0.29% -0.40** -0.42%* -0.26*
0.18 0.17 0.19 0.21 0.14
ECC -1.55 -2.06* -1.89* -2.32* -1.44
1.17 1.19 1.02 1.24 0.95
GDPGR 7.84 8.26* 11.48** 11.75%* 6.38
4.97 4.72 4.22 4.81 3.93
GDPCAP 0.01* 0.01* 0.01*
0.01 0.01 0.01
REER 1.7 0.99 1.81 1.33 0.62
2.78 2.85 2.15 2.43 2.65
INF 1.89 1.84 0.62 1.81 2.5
4.61 4.64 4.19 3.96 4.86
OPEN -5.03 -4.91 -3.04 -4.07 -3.98
3.89 3.74 4.43 4.15 3.84

GOV -4.49

3.42
VA -0.84 -4.71
4.6 4.41
PV -1.44 -0.62
3.36 3.1
cc 2.88 0.85
2.36 2.62
Hansen J test 0.23 0.40 0.13 0.14 0.39
No. of observation 327 327 327 327 327
No. of groups 86 86 86 86 86
No. of instruments 54 55 49 46 57

Standard errors corrected for robustness in italics.

*** Significance at the 1 percent level, ** Significance at the 5 percent level, * Significance at the 10 percent

level.

A negative coefficient for the first 11 variables suggests on average, an increase in that variable will increase FDI

Inflows all else constant (i.e. higher rankings are a lower numerical value). For the remaining variables, the

opposite is true; an increase in that variable suggests, on average, an increase in FDI Inflows all else constant.
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Table 5 - Influence of Doing Business Rankings on FDI Inflows to Developing Countries

Dependent Variable: Value of FDI Inflows (100s of million USD)
GMM based on the Arellano-Bond methodology

Column A Column B Column C Column D Column E Column F Column G Column H Column |
DBR -1.47 -1.37 -1.07 -0.58 -0.6 -1.48 -1.81 -1.91 -0.36*
1.01 1.01 0.9 1.07 0.95 1.09 1.25 1.23 0.19
GDPGR 11.68 10.56 11.99 9.49 8.41 12.01 8.56 12.74 11.03
8.64 7.01 8.84 7.01 6.47 7.32 6.35 877 9.11
GDPCAP 0.00** 0.00** 0.00* 0.01* 0.01*
0 0 0 0 0
REER 2.99 3.02 3.16 3 3.26 3.47 -0.1 3.25 2.88
2.91 2.65 2.97 3.19 3.41 2.71 0.26 2.94 2.83
INF -8.1 -4.83 -8 -3.1 -2.62 -5.56 -8.64 -5.62
6.61 4.02 6.58 4.02 3.68 4.03 6.34 5.17
OPEN -4.16 -4.31%* -4.09 -4.42 -3.49 -4,93* -4.6 -4.92
2.81 2.61 2.74 3.17 2.62 2.84 3.57 3.31
VA -3.46 -6.32 -6.19 -3.26
2.69 4.71 4.8 2.67
PV 2.43 5.71 4.88 2.81
2.01 4.32 3.86 2.16
cc 1.5 0.59 0.96 1.79
1.78 2.6 2.09 1.88
GOV 1.23
1.23
TAXPROFITS -0.6
1.51
TAXINT 1.74
3.1
HansenJ test 0.26 0.17 0.28 0.93 0.75 0.19 0.26 0.15 0.01
No. of observations 218 218 218 125 129 218 226 218 232
No. of groups 57 57 57 36 38 57 58 57 59
No. of instruments 43 46 44 47 47 38 34 35 27

Standard errors corrected for robustness in italics.
*** Significance at the 1 percent level, ** Significance at the 5 percent level, * Significance at the 10 percent level.
A negative coefficient for the DBR variable suggests on average, an increase in the Doing Business Ranking will increase FDI Inflows all else constant (i.e. higher
rankings are a lower numerical value). For the remaining variables, the opposite is true; an increase in that variable suggests, on average, an increase in FDI

Inflows all else constant.

13



References

Adams, S. (2009), “Foreign Direct investment, domestic investment, and economic growth in Sub-
Saharan Africa”, Journal of Policy Modeling, 31(6):939-949.

Aghion, P., Blundell, R., Griffith, R., Howitt, P. & Prantl, S. (2009), “The Effects of Entry on Incumbent
Innovation and Productivity”, Review of Economics and Statistics, 91(1):20-32.

Alfaro, L., Chanda, A., Kalemli-Ozcan, S., Sayek, S. (2009), “Does Foreign Direct Investment Promote
Growth? Exploring the Role of Financial Markets on Linkages”, The World Economy, 32(1):111-135.

Alfaro, L. (2003), “Foreign Direct Investment and Growth: Does the Sector Matter?”, Harvard Business
School Working Paper.

Basu, P. & Guariglia, A. (2007), “Foreign Direct Investment, inequality, and growth”, Journal of
Macroeconomics, 29(4): 824-839.

Bergstrand, J. & Egger, P. (2007), "A knowledge-and-physical-capital model of international trade flows,
foreign direct investment, and multinational enterprises", Journal of International Economics,
73(2):278-308.

Blonigen, B. (2011), “Determinants of Foreign Direct Investment”, NBER working paper No. 16704.

Blonigen, B. (2005), “A review on the Empirical Literature on FDI determinants”, NBER working paper
No. 11299.

Borensztein, E., De Gregorio, J. & Lee, J. (1995), “How Does Foreign Direct Investment Affect Economic
Growth?” NBER Working Paper No. 5057.

Busse, M. & Groizard, J.L. (2008), “Foreign Direct Investment, Regulations and Growth”, The World
Economy, 31(7):861-886.

Desai, M. A., Foley, F.C. & Hines, Jr, J.F. (2001), “Repatriation Taxes and dividend Distortions,” National
Tax Journal, 54(4): 829-51.

Dabla-Norris, E., Honda, J., Lahreche, A., & Verdier, G. (2010), FDI Flows to Low-Income Countries:
Global Drivers and Growth Implications, IMF Working Paper

Dhakal, A., Rahman, S., Upadhyaya, K. (2007), “Foreign direct investment and economic growth in Asia”,
Indian Journal of Economics and Business, June, 15-26.

Di Giovanni, J. (2005), “What Drives Capital Flows? The Case of Cross-Border M&A Activity and Financial
Deepening,” Journal of International Economics, 65(1): 127-49.

Djankov, S., Mcliesh, C., Ramalho, R. M. (2006), “Regulation and growth”, Economics Letters, 92: 395—
401.

14


http://www.sciencedirect.com/science/article/pii/S016407040700033X?_alid=1794307802&_rdoc=7&_fmt=high&_origin=search&_docanchor=&_ct=10233&_zone=rslt_list_item&md5=46f3d776d7b1d5dc22a344794259741d
http://ideas.repec.org/a/eee/inecon/v73y2007i2p278-308.html
http://ideas.repec.org/a/eee/inecon/v73y2007i2p278-308.html
http://ideas.repec.org/s/eee/inecon.html

Eifert, B. (2009), “Do Regulatory Reforms Stimulate Investment and Growth? Evidence from the Doing
Business Data, 2003-07”, Centre for Global Development Working Paper 159.

Froot, K.A. & Stein, J.C. (1991), “Exchange Rates and Foreign Direct Investment, an Imperfect Capital
Markets Approach,” Quarterly Journal of Economics, 106(4): 1191-1217.

Gohou, L. & Soumare, I. (2011), “Does Foreign Direct Investment Reduce Poverty in Africa and are there
Regional Differences”, World Development Journal, Forthcoming.

Ghosh, I. (2007), “The Relation between Trade and FDI in Developing Countries — A Panel Data
Approach”, Global Economy Journal, 7(3):3.

Hallward-Driemeier, M. & Prichett, L. (2011), “The Investment Climate When Firms Have Climate
Control”, Policy Research Working Paper 5563, World Bank, Washington, DC.

Head, K. & Ries, J. (2008), “FDI as an Outcome of the Market for Corporate Control: Theory and
Evidence,” Journal of International Economics, 74(1): 2-20.

Jayasinghe, U. (2011), Sri Lanka needs to be better than India in FDI battle: IMF, 22 July, viewed 24
August 2011, < http://www.ft.Ik/2011/07/22/sri-lanka-needs-to-be-better-than-india-in-fdi-battle-
imf/>.

Kaplan, D. S., Piedra, E. & Seira, E. (2007), “Entry Regulation and Business Start-Ups: Evidence from
Mexico”, Policy Research Working Paper 4322, World Bank, Washington, DC.

Klapper, L. & Love, I. (2010), "The impact of business environment reforms on new firm registration,"
Policy Research Working Paper Series 5493, The World Bank.

Klein, M. W. & Eric S. R. (1994), “The Real Exchange Rate and Foreign Direct Investment in the United
States: Relative Wealth vs. Relative Wage Effects,” Journal of International Economics, 36(3-4): 373-
89.

Knack, S. & Keefer, P. (1997), “Does Social Capital Have An Economic Payoff? A Cross-Country
Investigation”, The Quarterly Journal of Economics, 112(4): 1251-1288.

Kostevc, C., Redek, T. & Susjan, A. (2007), “Foreign Direct Investment and Institutional Environment in
Transition Economies”, Transition Studies Review, 14 (1), 40-54.

Mahmoud, A. (2010), “FDI, local Financial Markets, employment and poverty alleviation”, MPRA Paper
No. 23608.

Masron, T. & Abdullah, H. (2010), “Institutional Quality as a Determinant for FDI Inflows: Evidence from
ASEAN”", World Journal of Management, 2(3):115-128.

Omondi, G. (2011), “Kenya cedes more ground in ‘Doing Business’ ranking”, Trade Mark Southern Africa,
18 August 2011, viewed 24 August 2011, < http://www.trademarksa.org/news/kenya-cedes-more-
ground-%E2%80%98doing-business%E2%80%99-ranking>

15


http://ideas.repec.org/p/wbk/wbrwps/5493.html
http://ideas.repec.org/s/wbk/wbrwps.html

Roodman, D. (2009), “How to do xtabond2: An introduction to difference and system GMM in Stata”,
Stata Journal, 9(1):86-136.

Scholes, M. S. and Wolfson, M.A. (1990), “The Effects of Changes in Tax Law on Corporate
Reorganization Activity,” Journal of Business, 63: S141-5164.

Stein, E. & Daude, C. (2007), “Longitude Matters: Time Zones and the Location of Foreign Direct
Investment,” Journal of International Economics, 71(1): 96-122.

Tambula, T. (2004), “The impact of foreign direct investment on poverty reduction: a survey of literature
and a temporary finding from Indonesia”, Faculty of Economics, University of Trisakti, Indonesia.
Retrieved from http://www.trisakti.ac.id/

Vu, T. & Noy, I. (2008), “Sectoral analysis of foreign direct investment and growth in the developed
countries”, Journal of International Financial Markets, Institutions and Money, 19(2): 402-413.

Wacziarg, R. (2001), “Measuring the Dynamic Gains from Trade”, The World Bank Economic Review,
15(3).

Walsh, J. & Yu, J. (2010), “Determinants of Foreign Direct Investment: A Sectoral and Institutional
Approach”, IMF Working Paper.

16


http://ideas.repec.org/a/tsj/stataj/v9y2009i1p86-136.html
http://ideas.repec.org/s/tsj/stataj.html
http://www.trisakti.ac.id/

