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Devwudfw

Wklv sdshu dqdo|vhv wkh h�hfwv ri Djhqgd 5333*v srolf| uhirup rq

wkh vwrfnv ri rxwzdug IGL wr wkh HX phpehu frxqwulhv1 Lq d wkuhh0

idfwruv sur{lplw|0frqfhqwudwlrq Qhz Wudgh Wkhru| prgho zh lghqwli|

wkh fkdqqhov ri lq xhqfh rq wkh IGL ghflvlrq1 Lq wkh hpslulfdo sduw/

zh hvwlpdwh d g|qdplf sdqho gdwd prgho dqg �qg wkdw vwuxfwxudo

h{shqglwxuhv h{huw d vljql�fdqw srvlwlyh lpsdfw rq uhdo vwrfnv ri rxw0

zdug IGL wr HX frxqwulhv1 Zh vlpxodwh wkh Djhqgd 5333 surjudp

dqg rewdlq vkruw0whup dqg orqj0whup h�hfwv ri wkh HX frxqwu|0vshfl�f

fkdqjhv lq vwuxfwxudo exgjhwv rq IGL wr wkhvh frxqwulhv1

Nh| zrugv= IGL> Judylw| htxdwlrq> Hxurshdq lqwhjudwlrq> Sdqho

hfrqrphwulfv

MHO fodvvl�fdwlrq= F66> I47> I48
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�Dxvwuldq Lqvwlwxwh ri Hfrqrplf Uhvhdufk/ Duvhqdo/ Remhnw 53/ S1R1 Er{ <4/ D04363
Ylhqqd/ Dxvwuld1 Skrqh= .76040:<;0593407:8> Iulw} Euhxvv lv dovr surihvvru ri hfr0
qrplfv dw wkh Ylhqqd Xqlyhuvlw| ri Hfrqrplfv dqg Exvlqhvv Dgplqlvwudwlrq1 H0pdlo=
Iulw}1EuhxvvCzlir1df1dw/ Shwhu1HjjhuCzlir1df1dw/ dqg Plfkdho1Sid�hupd|uCzlir1df1dw

4Zh vkrxog olnh wr wkdqn J1 Wrqgo dqg K1 Edglqjhu iru khosixo vxjjhvwlrqv1
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Figure 1: Structural Subsidies and Their Impact on FDI
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Table 1: Data Sources

Variable: Source:
Outward Stocks of FDI OECD, International Direct Investment Statistics Yearbook
Investment Deflators OECD National Accounts, Volume 1
Structural Funds EU
Exports and Imports OECD, Monthly Statistics of International Trade; IMF, Direction of Foreign Trade; and the Vienna Institute of International Economic Studies
Export and Import Prices IMF, International Financial Statistics; OECD, Economic Outlook; and the Vienna Institute of International Economic Studies
GDP OECD, Economic Outlook and National Accounts Volume 1; IMF, International Financial Statistics; and the Vienna Institute of Internat. Econ. Studies
School Enrolment OECD Education Statistics 1985-1992, Education at a Glance, several years, and the UNESCO Statistical Yearbook
Gross Fixed Capital Formation OECD, Economic Outlook and National Accounts Volume 1; IMF, International Financial Statistics; and the Vienna Institute of Internat. Econ. Studies
Viability of Contracts Economic Freedom Network (Economic Freedom of the World) 
Rule of Law Economic Freedom Network (Economic Freedom of the World) 



Table 2: Panel Regression Results for Bilateral Stocks of Outward FDI (Only First Differences of Real 
Figures and Variables in Logs)

Independent Variables1) Label AB(1) AB(2) AB(3)

Lagged real stocks of outward FDI Fij,(t-1) 0.380 ***) 0.330 ***) 0.307 ***)

(0.016) (0.018) (0.021)

Twice lagged real stocks of outward FDI Fij,(t-2) 0.205 ***) 0.179 ***) 0.169 ***)

(0.010) (0.011) (0.012)

Lagged structural funds Sij,(t-1) 0.164 ***) 0.135 ***) 0.134 ***)

(0.021) (0.019) (0.019)

Lagged relative bilateral GDP Gij,(t-1) 0.662 ***) 0.867 ***) 0.804 ***)

(0.200) (0.234) (0.234)

Twice lagged relative bilateral GDP Gij,(t-2) 0.606 **) 0.804 ***) 0.693 **)

(0.234) (0.243) (0.277)

Lagged relative physical-capital-to-unskilled labor ratio kij,(t-1) 0.630 ***) 0.590 ***) 0.660 ***)

(0.098) (0.110) (0.113)

Twice lagged relative physical-capital-to-unskilled labor ratiokij,(t-2) -0.138 -0.158 -0.215 **)

(0.103) (0.106) (0.110)

Lagged relative human-capital-to-unskilled labor ratio hij,(t-1) -0.751 ***) -0.732 ***) -0.794 ***)

(0.100) (0.109) (0.110)

Twice lagged relative human-capital-to-unskilled labor ratio hij,(t-2) 0.013 0.022 0.110

(0.109) (0.108) (0.102)

Twice lagged transport costs tij,(t-2) 0.220 ***) 0.229 ***) 0.286 ***)

(0.030) (0.031) (0.031)

Lagged importer viability of contracts Vj,(t-1) 1.532 ***) 1.608 ***)

(0.198) (0.208)

Lagged exporter viability of contracts Vi,(t-1) 0.214 0.044

(0.153) (0.165)

Lagged importer rule of law Rj,(t-1) -0.204

(0.168)

Lagged exporter rule of law Ri,(t-1) 0.383 ***)

(0.120)

Constant β0 0.060 ***) 0.058 ***) 0.055 ***)

(0.006) (0.007) (0.008)

Number of observations 574 574 574

R2 0.19 0.18 0.18

Time effects: χ2(8) 920.84 ***) 468.33 ***) 465.01 ***)

0.00 0.00 0.00

First order autocorrelation -1.69 *) -1.67 *) -1.68 *)

0.09 0.09 0.09

Second order autocorrelation -0.96 -0.85 -0.8

0.34 0.40 0.42

Sargan test: χ2(52) 67.69 *) 61.43 61.80

0.07 0.17 0.17
***) significant at 1 percent; **) significant at 5 percent; *) significant at 10 percent. Standard errors in parentheses.



Table 3: Long-run Parameters and Standard Errors for Bilateral Stocks of Outward FDI

Independent Variables1) Label AB(1) AB(2) AB(3)

Structural funds Sij 0.394 ***) 0.275 ***) 0.255 ***)

(0.058) (0.043) (0.042)

Relative bilateral GDP Gij 3.058 ***) 3.409 ***) 2.854 ***)

(0.483) (0.413) (0.450)

Relative physical-capital-to-unskilled labor ratiokij 1.187 ***) 0.881 ***) 0.848 **)

(0.201) (0.215) (0.228)

Relative human-capital-to-unskilled labor ratio hij -1.778 ***) -1.450 ***) -1.302 ***)

(0.218) (0.188) (0.169)

Transport costs tij 0.530 ***) 0.467 ***) 0.545 ***)

(0.083) (0.070) (0.071)

Importer viability of contracts Vj - 3.126 ***) 3.065 ***)

- (0.409) (0.420)

Exporter viability of contracts Vi - 0.436 0.083

- (0.318) (0.316)

Importer rule of law Rj - - -0.389

- - (0.315)

Exporter rule of law Ri - - 0.731 **)

- - (0.222)

Constant β0 0.144 ***) 0.118 ***) 0.105 ***)

(0.013) (0.013) (0.014)

Long-run multiplier 2.411 2.040 1.906

***) significant at 1 percent; **) significant at 5 percent. Standard errors in parentheses.



Table 4: Assessing the Impact of a Reduction in Structural Funds on 
Real Outward Stocks of FDI in the EU: Parameters from Model AB(3) 

EU-Country

1995/1999 2000/2006 Short-run Long-run
Belgium-Luxembourg 518.3 372.0 -3.77 -7.19
Denmark 190.0 134.9 -3.88 -7.39
Germany 5,178.6 5,244.9 0.17 0.33
Greece 3,782.6 3,895.4 0.40 0.76
Spain 9,358.9 9,029.9 -0.47 -0.90
France 3,437.0 2,662.7 -3.01 -5.74
Ireland 1,552.5 586.2 -8.31 -15.85
Italy 4,409.1 4,214.9 -0.59 -1.12
Netherlands 618.6 569.0 -1.07 -2.04
Austria 446.5 321.9 -3.73 -7.10
Portugal 3,971.6 3,605.9 -1.23 -2.34
Finland 466.4 361.0 -3.02 -5.76
Sweden 357.7 331.2 -0.99 -1.89
United Kingdom 2,574.7 1,912.1 -3.44 -6.55

Percentage Change of 
Inward Stocks of FDI

Average Annual Level of 
Structural Funds in USD
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